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Remuneration committee
Name

Position

Type

Mr Bruce Carnegie-Brown

Chairman

External independent director

Mr Ignacio Benjumea Cabeza de Vaca

Member

Other external director

Mr Guillermo de la Dehesa Romero

Member

Other external director

Ms Sol Daurella Comadrán

Member

External independent director

Mr Henrique de Castro

Member

External independent director

% of executive directors

0%

% of proprietary directors

0%

% of independent directors

60.00%

% of other external directors

40.00%

Risk supervision, regulation and compliance committee
Name

Position

Type

Mr Álvaro Cardoso de Souza

Chairman

External independent director

Mr Ignacio Benjumea Cabeza de Vaca

Member

Other external director

Ms Esther Giménez- Salinas i Colomer

Member

External independent director

Mr Ramiro Mato García-Ansorena

Member

External independent director

Ms Belén Romana García

Member

External independent director

% of executive directors

0%

% of proprietary directors

0%

% of independent directors

80.00%

% of other external directors

20.00%

Responsible banking, sustainability and culture committee
Name

Position

Type

Mr Ramiro Mato García-Ansorena

Chairman

External independent director

Ms Ana Botín-Sanz de Sautuola y O’Shea

Member

Executive director

Ms Homaira Akbari

Member

External independent director

Mr Ignacio Benjumea Cabeza de Vaca

Member

Other external director

Mr Álvaro Cardoso de Souza

Member

External independent director

Ms Sol Daurella Comadrán

Member

External independent director

Ms Esther Giménez-Salinas i Colomer

Member

External independent director

Ms Belén Romana García

Member

External independent director

% of executive directors

12.50%

% of proprietary directors

0%

% of independent directors

75%

% of other external directors

12.50%

Innovation and technology committee
Name

Position

Type

Ms Ana Botin-Sanz de Sautuola y O’Shea

Chairman

Executive director

Mr José Antonio Álvarez Álvarez

Member

Executive director

Mr Bruce Carnegie-Brown

Member

External independent director

Ms Homaira Akbari

Member

External independent director

Mr Ignacio Benjumea Cabeza de Vaca

Member

Other external director

Mr Guillermo de la Dehesa Romero

Member

Other external director

Ms Belén Romana García

Member

External independent director
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Mr Henrique de Castro

Member

External independent director

% of executive directors

25.00%

% of proprietary directors

0%

% of independent directors

50.00%

% of other external directors

25.00%

C.2.2 Complete the following table on the number of female directors on the various board committees over the past four years.
Number of female directors
FY 2019
Number

FY 2018
%

Number

FY 2017
%

Number

FY 2016
%

Number

%

Audit committee

3

60.00%

2

50.00%

2

Responsible banking, sustainability and culture
committee

5

62.50%

5

62.50%

—

Innovation and technology committee

3

37.50%

3

42.85%

4

44.40%

3

33.33%

Appointments committee

2

40.00%

1

25.00%

1

20.00%

1

20.00%

Remuneration committee

1

20.00%

1

20.00%

1

20.00%

2

40.00%

Risk supervision, regulation and compliance
committee

2

40.00%

2

33.30%

2

33.30%

2

28.57%

Executive committee

2

28.50%

2

25.00%

1

14.29%

2

25.00%

50.00%
—

2
—

50.00%
—

D. RELATED-PARTY AND INTRAGROUP TRANSACTIONS
D.2 List any significant transactions, by virtue of their amount or relevance, between the company or its group of companies and
the company’s significant shareholders:
Not applicable.
D.3 List any significant transactions, by virtue of their amount or relevance, between the company or its group of companies and
the company’s directors or executives:
Not applicable.
D.4 List any significant transactions undertaken by the company with other companies in its group that are not eliminated in the
process of drawing up the consolidated financial statements and whose subject matter and terms set them apart from the
company’s ordinary trading activities.
In any case, list any intragroup transactions carried out with entities in countries or territories considered to be tax havens.
Corporate name of the
group company
Banco Santander
(Brasil) S.A.
(Cayman Islands
Branch)

Brief description of the transaction
This chart shows the transactions and the results obtained by the Bank at 31 December 2019 with
Group entities resident in countries or territories that were considered tax havens Pursuant to
Spanish legislation, at such date.
These results, and the balances indicated below, were eliminated in the consolidation process. See
note 3 to the 2019 Consolidated financial statements for more information on off-shore entities.
The amount shown on the right corresponds to positive results relating to contracting of derivatives
(includes branches in New York and London of Banco Santander, S.A.)
The referred derivatives had a net positive market value of EUR 226 million in the Bank and covered
the following transactions:
- 91 Non Delivery Forwards.
- 167 Swaps.
- 165 Cross Currency Swaps.
- 102 Forex.

56,353

The amount shown on the right corresponds to negative results relating to deposits with the New
York branch of Banco Santander, S.A. (liability). These deposits had a principal of EUR 908 million at
31 December 2019.

20,892

The amount shown on the right corresponds to positive results relating to deposits with the London
branch of Banco Santander, S.A. (asset). These deposits had a principal of EUR 118 million at 31
December 2019.

3,779

The amount shown on the right corresponds to positive results relating to fixed income securities subordinated instruments (asset). This relates to the investment in November 2018 in two
subordinated instruments (Tier I Subordinated Perpetual Notes and Tier II Subordinated Notes due
2028) with an amortised cost of EUR 2.247 million as at 31 December 2019.
The amount shown on the right corresponds to negative results relating to interests and
commissions concerning correspondent accounts (includes Hong Kong branch of Banco Santander,
S.A.) (liability). This relates to correspondent accounts with a credit balance of EUR 42 million at 31
December 2019.
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D.5 List any significant transactions, by virtue of their amount or relevance, between the company or its group and other related
parties, not reported in the previous sections.
Not applicable.
D.7 Is more than one group company listed in Spain?
Yes

No

G. DEGREE OF COMPLIANCE WITH THE CORPORATE GOVERNANCE RECOMMENDATIONS
Indicate the degree of the company’s compliance with the recommendations of the good governance code for listed companies.
Should the company not comply with any of the recommendations or comply only in part, include a detailed explanation of the
reasons so that shareholders, investors and the market in general have enough information to assess the company’s behaviour.
General explanations are not acceptable.
1. The bylaws of listed companies should not place an upper limit on the votes that can be cast by a single shareholder, or impose
other obstacles to the takeover of the company by means of share purchases on the market.
Complies

Explain

2. When a parent company and a subsidiary are both listed, the two provide detailed disclosure on:
a) The activity they engage in and any business dealings between them, as well as between the subsidiary and other group
companies.
b) The mechanisms in place to resolve possible conflicts of interest.
Complies

Partially complies

Explain

Not applicable

3. During the AGM the chairman of the board should verbally inform shareholders in sufficient detail of the most relevant aspects
of the company’s corporate governance, supplementing the written information circulated in the annual corporate governance
report. In particular:
a) Changes taking place since the previous annual general meeting.
b) The specific reasons for the company not following a given Good Governance Code recommendation, and any alternative
procedures followed in its stead.
Complies

Partially complies

Explain

4. The company should draw up and implement a policy of communication and contacts with shareholders, institutional investors
and proxy advisers that complies in full with market abuse regulations and accords equitable treatment to shareholders in the
same position.
This policy should be disclosed on the company’s website, complete with details of how it has been put into practice and the
identities of the relevant interlocutors or those charged with its implementation.
Complies

Partially complies

Explain

5. The board of directors should not make a proposal to the general meeting for the delegation of powers to issue shares or
convertible securities without pre-emptive subscription rights for an amount exceeding 20% of capital at the time of such
delegation.
And that whenever the board of directors approves an issuance of shares or convertible securities without pre-emptive rights the
company immediately publishes reports on its web page regarding said exclusions as referenced in applicable mercantile law.
Complies

Partially complies

Explain

Our 2018 AGM authorised the board to increase share capital with the authority to exclude pre-emptive rights for shareholders,
with a limit of 20% of the share capital. This limit is further reduced to 10% of the share capital in connection with capital
increases to convert bonds or other convertible securities or instruments. As an exception, these limits for the issuance without
pre-emptive rights do not apply to capital increases to allow the potential conversion of contingent convertible preferred
securities (which can only be converted into newly-issued shares when the CET1 ratio falls below a pre-established threshold).
The board of directors is proposing to have this authority renewed at our 2020 AGM as it may expire before we hold our 2021
AGM. The Bank publishes in its website the reports relating to the exclusion of pre-emptive rights when it makes use of this
authority in the terms established in the recommendation. See section 2.2 'Authority to increase capital'.
6. Listed companies drawing up the following reports on a voluntary or compulsory basis should publish them on their website
well in advance of the AGM, even if their distribution is not obligatory:
a) Report on auditor independence.
b) Reviews of the operation of the audit committee and the appointments and remuneration committee.
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c) Audit committee report on third-party transactions.
d) Report on corporate social responsibility policy.
Complies

Partially complies

Explain

7. The company should broadcast its general meetings live on the corporate website.
Complies

Explain

8. The audit committee should strive to ensure that the board of directors can present the Company’s accounts to the general
meeting without limitations or qualifications in the auditor’s
report. In the exceptional case that qualifications exist, both the chairman of the audit committee and the auditors should give a
clear account to shareholders of their scope and content.
Complies

Partially complies

Explain

9. The company should disclose its conditions and procedures for admitting share ownership, the right to attend general meetings
and the exercise or delegation of voting rights, and display them permanently on its website.
Such conditions and procedures should encourage shareholders to attend and exercise their rights and be applied in a nondiscriminatory manner.
Complies

Partially complies

Explain

10. When a shareholder so entitled exercises the right to supplement the agenda or submit new proposals prior to the general
meeting, the company should:
a) Immediately circulate the supplementary items and new proposals.
b) Disclose the standard attendance card or proxy appointment or remote voting form, duly modified so that new agenda items
and alternative proposals can be voted on in the same terms as those submitted by the board of directors.
c) Put all these items or alternative proposals to the vote applying the same voting rules as for those submitted by the board of
directors, with particular regard to presumptions or deductions about the direction of votes.
d) After the general meeting, disclose the breakdown of votes on such supplementary items or alternative proposals.
Complies

Partially complies

Explain

Not applicable

11. In the event that a company plans to pay for attendance at the general meeting, it should first establish a general, long-term
policy in this respect.
Complies

Partially complies

Explain

Not applicable

12. The board of directors should perform its duties with unity of purpose and independent judgement, according the same
treatment to all shareholders in the same position. It should be guided at all times by the company’s best interest, understood as
the creation of a profitable business that promotes its sustainable success over time, while maximising its economic value.
In pursuing the corporate interest, it should not only abide by laws and regulations and conduct itself according to principles of
good faith, ethics and respect for commonly accepted customs and good practices, but also strive to reconcile its own interests
with the legitimate interests of its employees, suppliers, clients and other stakeholders, as well as with the impact of its activities
on the broader community and the natural environment.
Complies

Partially complies

Explain

13. The board of directors should have an optimal size to promote its efficient functioning and maximise participation. The
recommended range is accordingly between five and fifteen members.
Complies

Explain

14. The board of directors should approve a director selection policy that:
a) Is concrete and verifiable.
b) Ensures that appointment or re-election proposals are based on a prior analysis of the board’s needs.
c) Favors a diversity of knowledge, experience and gender.
The results of the prior analysis of board needs should be written up in the appointments committee’s explanatory report, to be
published when the general meeting is convened that will ratify the appointment and re-election of each director.
The director selection policy should pursue the goal of having at least 30% of total board places occupied by women directors
before the year 2020.
The appointments committee should carry an annual verification on compliance with the director selection policy and set out its
findings in the annual corporate governance report.
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Explain

15. Proprietary and independent directors should constitute an ample majority on the board of directors, while the number of
executive directors should be the minimum practical bearing in mind the complexity of the corporate group and the ownership
interests they control.
Complies

Partially complies

Explain

16. The percentage of proprietary directors out of all non-executive directors should be no greater than the proportion between
the ownership stake of the shareholders they represent and the remainder of the company’s capital.
This criterion can be relaxed:
a) In large cap companies where few or no equity stakes attain the legal threshold for significant shareholdings.
b) In companies with a plurality of shareholders represented on the board but not otherwise related.
Complies

Explain

17. Independent directors should be at least half of all board members.
However, when the company does not have a large market capitalisation, or when a large cap company has shareholders
individually or concertedly controlling over 30 percent of capital, independent directors should occupy, at least, a third of board
places.
Complies

Explain

18. Companies should disclose the following director particulars on their websites and keep them regularly updated:
a) Background and professional experience.
b) Directorships held in other companies, listed or otherwise, and other paid activities they engage in, of whatever nature.
c) Statement of the director class to which they belong, in the case of proprietary directors indicating the shareholder they
represent or have links with.
d) Dates of their first appointment as a board member and subsequent re-elections.
e) Shares held in the company, and any options on the same.
Complies

Partially complies

Explain

19. Following verification by the appointments committee, the annual corporate governance report should disclose the reasons
for the appointment of proprietary directors at the urging of shareholders controlling less than 3 percent of capital; and explain
any rejection of a formal request for a board place from shareholders whose equity stake is equal to or greater than that of others
applying successfully for a proprietary directorship.
Complies

Partially complies

Explain

Not applicable

20. Proprietary directors should resign when the shareholders they represent dispose of their ownership interest in its entirety. If
such shareholders reduce their stakes, thereby losing some of their entitlement to proprietary directors, the number of the latter
should be reduced accordingly.
Complies

Partially complies

Explain

Not applicable

21. The board of directors should not propose the removal of independent directors before the expiry of their tenure as mandated
by the bylaws, except where they find just cause, based on a proposal from the appointments committee. In particular, just cause
will be presumed when directors take up new posts or responsibilities that prevent them allocating sufficient time to the work of
a board member, or are in breach of their fiduciary duties or come under one of the disqualifying grounds for classification as
independent enumerated in the applicable legislation.
The removal of independent directors may also be proposed when a takeover bid, merger or similar corporate transaction alters
the company’s capital structure, provided the changes in board membership ensue from the proportionality criterion set out in
recommendation 16.
Complies

Explain

22. Companies should establish rules obliging directors to disclose any circumstance that might harm the organisation’s name or
reputation, tendering their resignation as the case may be, and, in particular, to inform the board of any criminal charges brought
against them and the progress of any subsequent trial.
The moment a director is indicted or tried for any of the offences stated in company legislation, the board of directors should open
an investigation and, in light of the particular circumstances, decide whether or not he or she should be called on to resign. The
board should give a reasoned account of all such determinations in the annual corporate governance report.
Complies

Partially complies

Explain
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23. Directors should express their clear opposition when they feel a proposal submitted for the board’s approval might damage
the corporate interest. In particular, independents and other directors not subject to potential conflicts of interest should
strenuously challenge any decision that could harm the interests of shareholders lacking board representation.
When the board makes material or reiterated decisions about which a director has expressed serious reservations, then he or she
must draw the pertinent conclusions. Directors resigning for such causes should set out their reasons in the letter referred to in the
next recommendation.
The terms of this recommendation also apply to the secretary of the board, even if he or she is not a director.
Complies

Partially complies

Explain

Not applicable

24. Directors who leave before their tenure expires, through resignation or otherwise, should state their reasons in a letter to be
sent to all members of the board. Whether or not such resignation is disclosed as a material event, the motivating factors should
be explained in the annual corporate governance report.
Complies

Partially complies

Explain

Not applicable

25. The appointments committee should ensure that non-executive directors have sufficient time available to discharge their
responsibilities effectively.
The board rules and regulations should lay down the maximum number of company boards on which directors can serve.
Complies

Partially complies

Explain

26. The board should meet with the necessary frequency to properly perform its functions, eight times a year at least, in
accordance with a calendar and agendas set at the start of the year, to which each director may propose the addition of initially
unscheduled items.
Complies

Partially complies

Explain

27. Director absences should be kept to a strict minimum and quantified in the annual corporate governance report. In the event of
absence, directors should delegate their powers of representation with the appropriate instructions.
Complies

Partially complies

Explain

28. When directors or the secretary express concerns about some proposal or, in the case of directors, about the company’s
performance, and such concerns are not resolved at the meeting, they should be recorded in the minutes book if the person
expressing them so requests.
Complies

Partially complies

Explain

Not applicable

29. The company should provide suitable channels for directors to obtain the advice they need to carry out their duties, extending
if necessary to external assistance at the company’s expense.
Complies

Partially complies

Explain

30. Regardless of the knowledge directors must possess to carry out their duties, they should also be offered refresher
programmes when circumstances so advise.
Complies

Explain

Not applicable

31. The agendas of board meetings should clearly indicate on which points directors must arrive at a decision, so they can study
the matter beforehand or obtain the information they consider appropriate.
For reasons of urgency, the chairman may wish to present decisions or resolutions for board approval that were not on the
meeting agenda. In such exceptional circumstances, their inclusion will require the express prior consent, duly minuted, of the
majority of directors present.
Complies

Partially complies

Explain

32. Directors should be regularly informed of movements in share ownership and of the views of major shareholders, investors
and rating agencies on the company and its group.
Complies

Partially complies

Explain

33. The chairman, as the person responsible for the efficient functioning of the board of directors, in addition to the functions
assigned by law and the company’s bylaws, should prepare and submit to the board a schedule of meeting dates and agendas;
organise and coordinate regular evaluations of the board and, where appropriate, of the company’s chief executive officer;
exercise leadership of the board and be accountable for its proper functioning; ensure that sufficient time is given to the
discussion of strategic issues, and approve and review refresher courses for each director, when circumstances so advise.
Complies

Partially complies

Explain

34. When a lead independent director has been appointed, the bylaws or the Rules and regulations of the board of directors
should grant him or her the following powers over and above those conferred by law: to chair the board of directors in the absence
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of the chairman or vice chairman; to give voice to the concerns of non-executive directors; to maintain contact with investors and
shareholders to hear their views and develop a balanced understanding of their concerns, especially those to do with the
company’s corporate governance; and to coordinate the chairman’s succession plan.
Complies

Partially complies

Explain

Not applicable

35. The board secretary should strive to ensure that the board’s actions and decisions are informed by the governance
recommendations of the Good Governance Code of relevance to the company.
Complies

Explain

36. The board in full should conduct an annual evaluation, adopting, where necessary, an action plan to correct weakness detected
in:
a) The quality and efficiency of the board’s operation.
b) The performance and membership of its committees.
c) The diversity of board membership and competencies.
d) The performance of the chairman of the board of directors and the company’s chief executive.
e) The performance and contribution of individual directors, with particular attention to the chairmen of board committees.
The evaluation of board committees should start from the reports they send to the board of directors, while that of the board itself
should start from the report of the appointments committee.
Every three years, the board of directors should engage an external facilitator to aid in the evaluation process. This facilitator’s
independence should be verified by the appointments committee.
Any business dealings that the facilitator or members of its corporate group maintain with the company or members of its
corporate group should be detailed in the annual corporate governance report.
The process followed and areas evaluated should be detailed in the annual corporate governance report.
Complies

Partially complies

Explain

37. When an executive committee exists, its membership mix by director class should resemble that of the board. The secretary of
the board should also act as secretary to the executive committee.
Complies

Partially complies

Explain

Not applicable

The secretary of the executive committee is the secretary of the board. While the distribution of categories of directors in the
executive committee is not exactly the same as in the board, the Bank considers it complies with the spirit of the recommendation
since the current composition reflects all categories of directors, including a majority of external directors and three independent
directors, but retaining all executive directors to maintain the efficiency in the discharge of the executive functions of the
committee. Moreover, based on said reasons of efficiency and adequate functioning of the executive committee, the CNMV has
proposed to amend this recommendation so that the committee is composed of at least two external directors, at least one of
which should be independent. If this proposal had been already approved, we would be fully complying with this
recommendation.
38. The board should be kept fully informed of the matters discussed and decisions made by the executive committee. To this end,
all board members should receive a copy of the committee’s minutes.
Complies

Partially complies

Explain

Not applicable

39. All members of the audit committee, particularly its chairman, should be appointed with regard to their knowledge and
experience in accounting, auditing and risk management matters. A majority of committee seats should be held by independent
directors.
Complies

Partially complies

Explain

40. Listed companies should have a unit in charge of the internal audit function, under the supervision of the audit committee, to
monitor the effectiveness of reporting and control systems. This unit should report functionally to the board’s non-executive
chairman or the chairman of the audit committee.
Complies

Partially complies

Explain

41. The head of the unit handling the internal audit function should present an annual work programme to the audit committee,
inform it directly of any incidents arising during its implementation and submit an activities report at the end of each year.
Complies

Partially complies

Explain

Not applicable

42. The audit committee should have the following functions over and above those legally assigned:
1. With respect to internal control and reporting systems:
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a) Monitor the preparation and the integrity of the financial information of the company and, where appropriate, the Group,
checking for compliance with legal provisions, the accurate demarcation of the consolidation perimeter, and the correct
application of accounting principles.
b) Monitor the independence of the unit handling the internal audit function; propose the selection, appointment, re-election and
removal of the head of the internal audit service; propose the service’s budget; approve its priorities and work programmes,
ensuring that it focuses primarily on the main risks the company is exposed to; receive regular report-backs on its activities; and
verify that senior management are acting on the findings and recommendations of its reports.
c) Establish and supervise a mechanism whereby staff can report, confidentially and, if appropriate and feasible, anonymously,
any significant irregularities that they detect in the course of their duties, in particular financial or accounting irregularities.
2. With regard to the external auditor:
a) Investigate the issues giving rise to the resignation of the external auditor, should this come about.
b) Ensure that the remuneration of the external auditor, does not compromise its quality or independence.
c) Ensure that the company notifies any change of external auditor to the CNMV as a material fact, accompanied by a statement of
any disagreements arising with the outgoing auditor and if applicablen, the contents thereof.
d) Ensure that the external auditor has a yearly meeting with the board in full to inform it of the work undertaken and
developments in the company’s risk and accounting positions.
e) Ensure that the company and the external auditor adhere to current regulations on the provisions of non-audit services, limits
on the concentration of the auditor’s business and other requirements concerning auditor independence.
Complies

Partially complies

Explain

43. The audit committee should be empowered to meet with any company employee or manager, even ordering their appearance
without the presence of another manager.
Complies

Partially complies

Explain

44. The audit committee should be informed of any structural changes or corporate transactions the company is planning, so the
committee can analyse the operation and report to the board beforehand on its economic conditions and accounting impact and,
when applicable, the exchange ratio proposed.
Complies

Partially complies

Explain

Not applicable

45. The risk control and management policy should identify at least:
a) The different types of risk, financial and non-financial (including operational, technological, legal, social, environmental,
political and reputational risks), the company is exposed to, with the inclusion under financial or economic, risks of contingent
liabilities and other off-balance-sheet risks.
b) The setting of the risk level that the company deems acceptable.
c) Measures in place to mitigate the impact of risk events should they occur.
d) The internal reporting and control systems to be used to control and manage the above risks, including contingent liabilities and
off-balance-sheet risks.
Complies

Partially complies

Explain

46. Companies should establish a risk control and management function in the charge of one of the company’s internal
department or units and under the direct supervision of the audit committee or some other specialised board committee. This
internal department or unit should be expressly charged with the following responsibilities:
a) Ensure that risk control and management systems are functioning correctly and, specifically, that major risks the company is
exposed to are correctly identified, managed and quantified.
b) Participate actively in the preparation of risk strategies and in key decisions about their management.
c) Ensure that risk control and management systems are mitigating risks effectively in the frame of the policy drawn up by the
board of directors.
Complies

Partially complies

Explain

47. Members of the appointments and remuneration committee-or of the appointments committee and remuneration
committee, if separately constituted - should be chosen procuring they have the right balance of knowledge, skills and experience
for the functions they are called on to discharge. The majority of their members should be independent directors.
Complies

Partially complies

Explain

48. Large cap companies should have formed separate appointments and remuneration committees.
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Not applicable

49. The appointments committee should consult with the company’s chairman and chief executive, especially on matters relating
to executive directors.
When there are vacancies on the board, any director may approach the appointments committee to propose candidates that it
might consider suitable.
Complies

Partially complies

Explain

50. The remuneration committee should operate independently and have the following functions in addition to those assigned by
law:
a) Propose to the board the standard conditions for senior officer contracts.
b) Monitor compliance with the remuneration policy set by the company.
c) Periodically review the remuneration policy for directors and senior officers, including share-based remuneration systems and
their application, and ensure that their individual compensation is proportionate to the amounts paid to other directors and senior
officers in the company.
d) Ensure that conflicts of interest do not undermine the independence of any external advice the committee engages.
e) Verify the information on director and senior officers’ pay contained in corporate documents, including the annual directors’
remuneration statement.
Complies

Partially complies

Explain

51. The remuneration committee should consult with the company’s chairman and chief executive, especially on matters relating
to executive directors and senior officers.
Complies

Partially complies

Explain

52. The rules regarding composition and functioning of supervision and control committees should be set out in the regulations of
the board of directors and aligned with those governing legally mandatory board committees as specified in the preceding sets of
recommendations. They should include at least the following terms:
a) Committees should be formed exclusively by non-executive directors, with a majority of independents.
b) They should be chaired by independent directors.
c) The board should appoint the members of such committees with regard to the knowledge, skills and experience of its directors
and each committee’s terms of reference; discuss their proposals and reports; and provide report-backs on their activities and
work at the first board plenary following each committee meeting.
d) They may engage external advice, when they feel it necessary for the discharge of their functions.
e) Meeting proceedings should be minuted and a copy made available to all board members.
Complies

Partially complies

Explain

Not applicable

53. The task of supervising compliance with corporate governance rules, internal codes of conduct and corporate social
responsibility policy should be assigned to one board committee or split between several, which could be the audit committee,
the appointments committee, the corporate social responsibility committee, where one exists, or a special committee established
ad hoc by the board under its powers of self-organisation, with at the least the following functions:
a) Monitor compliance with the company’s internal codes of conduct and corporate governance rules.
b) Oversee the communication and relations strategy with shareholders and investors, including small and medium-sized
shareholders.
c) Periodically evaluate the effectiveness of the company’s corporate governance system, to confirm that it is fulfilling its mission
to promote the corporate interest and catering, as appropriate, to the legitimate interests of other stakeholders.
d) Review the company’s corporate social responsibility policy, ensuring that it is geared to value creation.
e) Monitor corporate social responsibility strategy and practices and assess compliance in this respect.
f) Monitor and evaluate the company’s interaction with its stakeholders.
g) Evaluate all aspects of the non-financial risks the company is exposed to, including operational, technological, legal, social,
environmental, political and reputational risks.
h) Coordinate non-financial and diversity reporting processes in accordance with applicable legislation and international
benchmarks.
Complies

Partially complies

Explain
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54. The corporate social responsibility policy should state the principles or commitments the company will voluntarily adhere to in
its dealings with stakeholder groups, specifying at least:
a) The goals of its corporate social responsibility policy and the support instruments to be deployed.
b) The corporate strategy with regard to sustainability, the environment and social issues.
c) Concrete practices in matters relating to: shareholders, employees, clients, suppliers, social welfare issues, the environment,
diversity, fiscal responsibility, respect for human rights and the prevention of illegal conduct.
d) The methods or systems for monitoring the results of the practices referred to above and identifying and managing related
risks.
e) The mechanisms for supervising non-financial risk, ethics and business conduct.
f) Channels for stakeholder communication, participation and dialogue.
g) Responsible communication practices that prevent the manipulation of information and protect the company’s honour and
integrity.
Complies

Partially complies

Explain

55. The company should report on corporate social responsibility developments in its management’s report or in a separate
document, using an internationally accepted methodology.
Complies

Partially complies

Explain

56. Director remuneration should be sufficient to attract and retain directors with the desired profile and compensate the
commitment, abilities and responsibility that the post demands, but not so high as to compromise the independent judgement of
non-executive directors.
Complies

Explain

57. Variable remuneration linked to the company and the director’s performance, the award of shares, options or any other right to
acquire shares or to be remunerated on the basis of share price movements, and membership of long-term savings schemes such
as pension plans, retirement accounts or any other retirement plan should be confined to executive directors.
The company may consider the share-based remuneration of non-executive directors provided they retain such shares until the
end of their mandate. The above condition will not apply to any shares that the director must dispose of to defray costs related to
their acquisition.
Complies

Partially complies

Explain

58. In the case of variable awards, remuneration policies should include limits and technical safeguards to ensure they reflect the
professional performance of the beneficiaries and not simply the general progress of the markets or the company’s sector, or
circumstances of that kind.
In particular, variable remuneration items should meet the following conditions:
a) Be subject to predetermined and measurable performance criteria that factor the risk assumed to obtain a given outcome.
b) Promote the long-term sustainability of the company and include non-financial criteria that are relevant for the company’s
long-term value, such as compliance with its internal rules and procedures and its risk control and management policies.
c) Be focused on achieving a balance between the achivement of short, medium and long-term targets, such that performancerelated pay rewards ongoing achievement, maintained over sufficient time to appreciate its contribution to long-term value
creation. This will ensure that performance measurement is not based solely on one off, occasional or extraordinary events.
Complies

Partially complies

Explain

Not applicable

59. A major part of variable remuneration components should be deferred for a long enough period to ensure that predetermined
performance criteria have effectively been met.
Complies

Partially complies

Explain

Not applicable

60. Remuneration linked to company earnings should bear in mind any qualifications stated in the external auditor’s report that
reduce their amount.
Complies

Partially complies

Explain

Not applicable

61. A major part of executive directors’ variable remuneration should be linked to the award of shares or financial instruments
whose value is linked to the share price.
Complies
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62. Following the award of shares, share options or other rights on shares derived from the remuneration system, directors
should not be allowed to transfer a number of shares equivalent to twice their annual fixed remuneration, or to exercise the share
options or other rights on shares for at least three years after their award.
The above condition will not apply to any shares that the director must dispose of to defray costs related to their acquisition.
Complies

Partially complies

Explain

Not applicable

63. Contractual arrangements should include provisions that permit the company to reclaim variable components of remuneration
when payment was out of step with the director’s actual performance or based on data subsequently found to be misstated.
Complies

Partially complies

Explain

Not applicable

64. Termination payments should not exceed a fixed amount equivalent to two years of the director’s total annual remuneration,
and should not be paid until the company confirms that he or she has met the predetermined performance criteria.
Complies

Partially complies

Explain

Not applicable

List whether any directors voted against or abstained from voting on the approval of this Report.
Yes

No

I declare that the information included in this statistical annex are the same and are consistent with the descriptions and
information included in the annual corporate governance report published by the company.
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9.3 Table on compliance with or explanations of recommendations on
corporate governance
Recommendation

Comply / Explain

Information

1

Comply

See section 3.2.

2

Not applicable

See 'Group companies' in section 4.12.

3

Comply

See section 3.1.

4

Comply

See section 3.1.

5

Partially comply

Our 2018 AGM, authorised the board to increase share capital with the authority to exclude preemptive rights for shareholders, with a limit of 20% of the share capital. This limit is further reduced to
10% of the share capital in connection with capital increases to convert bonds or other convertible
securities or instruments. As an exception, these limits for the issuance without pre-emptive rights do
not apply to capital increases to allow the potential conversion of contingent convertible preferred
securities (which can only be converted into newly-issued shares when the CET1 ratio falls below a
pre-established threshold).
The board of directors is proposing to have this authority renewed at our 2020 AGM as it may expire
before we hold our 2021 AGM. The Bank publishes in its website the reports relating to the exclusion
of pre-emptive rights when it makes use of this authority in the terms established in the
recommendation. See section 2.2.

6

Comply

See sections 4.5, 4.6, 4.7, 4.8, 4.9, 4.10, 4.12 and 'Responsible Banking'chapter.

7

Comply

See section 3.6.

8

Comply

See section 4.5.

9

Comply

See 'Participation of shareholders at the GSM' in section 3.2.

10

Comply

See section 3.2.

11

Not applicable

See section 3.6.

12

Comply

See section 4.3.

13

Comply

See 'Size' in section 4.2.

14

Comply

See 'Election, renewal and succession of directors' and 'Diversity' in section 4.2.

15

Comply

See 'Composition by type of director'; 'Independent non-executive directors'
and 'Election, renewal and succession of directors' in section 4.2.

16

Comply

See 'Composition by type of director' in section 4.2.

17

Comply

See 'Composition by type of director'; 'Independent non-executive directors'
and 'Election, renewal and succession of directors' in section 4.2.

18

Comply

See 'Corporate website' in section 3.1 and section 4.1.

19

Comply

See 'Composition by type of director' and 'Tenure, committee membership and equity ownership' in
section 4.2.

20

Comply

See 'Election, renewal and succession of directors' in section 4.2.

21

Comply

See 'Election, renewal and succession of directors' in section 4.2.

22

Comply

See 'Election, renewal and succession of directors' in section 4.2.

23

Comply

See 'Election, renewal and succession of directors' in section 4.2.

24

Comply

See 'Election, renewal and succession of directors' in section 4.2.

25

Comply

See 'Board and committees attendance' in section 4.3 and in section 4.6.

26

Comply

See 'Proceedings of the board' and 'Board and committees attendance' in section 4.3.

27

Comply

See 'Proceedings of the board' and 'Board and committees attendance' in section 4.3.

28

Comply

See 'Proceedings of the board' in section 4.3.

29

Comply

See 'Proceedings of the board' in section 4.3.

30

Comply

See 'Training of directors and induction programme for new directors' in section 4.3.

31

Comply

See 'Rules and regulations of the board' and 'Board and committees attendance' in section 4.3.

32

Comply

See section 3.1.

33

Comply

See 'Proceedings of the board', 'Training of director and induction program for new directors' and
'Assessment of the board' in section 4.3.

34

Comply

See 'Lead independent director' in section 4.3.

35

Comply

See 'Secretary of the board' in section 4.3.

36

Comply

See 'Assessment of the board' in section 4.3.
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Recommendation

Comply / Explain

Information

37

Partially comply

The secretary of the executive committee is the secretary of the board. While the distribution of
categories of directors in the executive committee is not exactly the same as in the board, the Bank
considers it complies with the spirit of the recommendation since the current composition reflects all
categories of directors, including a majority of external directors and three independent directors, but
retaining all executive directors to maintain the efficiency in the discharge of the executive functions of
the committee. Moreover, based on said reasons of efficiency and adequate functioning of the
executive committee, the CNMV has proposed to amend this recommendation so that the committee
is composed of at least two external directors, at least one of which should be independent. If this
proposal is approved, we will fully comply with this recommendation. See section 4.4.

38

Comply

See section 4.4.

39

Comply

See 'Composition' and 'Duties and activities in 2019' in section 4.5.

40

Comply

See 'Duties and activities in 2019' in section 4.5.

41

Comply

See 'Duties and activities in 2019' in section 4.5.

42

Comply

See 'Duties and activities in 2019' in section 4.5.

43

Comply

See 'How the committee works' in section 4.3.

44

Comply

See 'Duties and activities in 2019' in section 4.5.

45

Comply

See 'Duties and activities in 2019' in section 4.5. and 'Duties and activities in 2019' in section 4.8.

46

Comply

See 'Duties and activities in 2019' in section 4.5. and 'Duties and activities in 2019' in section 4.8.

47

Comply

See 'Composition' in section 4.6 and 'Composition' in section 4.7.

48

Comply

See 'Board committees structure' in section 4.3.

49

Comply

See 'Duties and activities in 2019' in section 4.6.

50

Comply

See 'Duties and activities in 2019' in section 4.7.

51

Comply

See 'Duties and activities in 2019' in section 4.7.

52

Comply

See 'Rules and regulations of the board' in section 4.3 and sections 4.5, and 4.8.

53

Comply

See 'Duties and activities in 2019' in section 4.6 and 'Duties and activities in 2019' in section 4.9.

54

Comply

See section 4.9 and 'Responsible Banking'chapter.

55

Comply

See section 4.9 and 'Responsible Banking'chapter.

56

Comply

See sections 6.2 and 6.3.

57

Comply

See sections 6.2 and 6.3.

58

Comply

See section 6.3.

59

Comply

See section 6.3.

60

Comply

See section 6.3.

61

Comply

See section 6.3.

62

Comply

See section 6.3.

63

Comply

See section 6.3.

64

Comply

See sections 6.1 and 6.3.
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9.4 Reconciliation to the CNMV’s remuneration report model
Section in the
CNMV model

Included
Further information elsewhere and comments
in
statistic

A. Remuneration policy for the present fiscal year
A.1

No

• See section 6.4.
• See sections 4.7 and 6.5.
• See 'Summary of link between risk, performance and reward' in section 6.3.

A.2

No

See section 6.4.

A.3

No

See section 6.4.

A.4

No

See section 6.5.

B. Overall summary of application of the remuneration policy over the last fiscal year
B.1

No

See sections 6.1, 6.2. and 6.3.

B.2

No

See 'Summary of link between risk, performance and reward' in section 6.3.

B.3

No

See sections 6.2 and 6.3.

B.4

No

See section 6.5.

B.5

No

See section 6.2 and 6.3

B.6

No

See 'Gross annual salary' in section 6.3.

B.7

No

See 'Variable remuneration' in section 6.3.

B.8

No

Not applicable.

B.9

No

See 'Main features of the benefit plans' in section 6.3.

B.10

No

See 'Other remuneration' in section 6.3.

B.11

No

See 'Terms and conditions of executive directors´ contracts' in section 6.4.

B.12

No

No remuneration for this component.

B.13

No

See note 5 to the consolidated financial statements.

B.14

No

See 'Insurance and other remuneration and benefits in kind' in section 6.4.

B.15

No

See 'Remuneration of board members as representatives of the Bank' in section 6.3.

B.16

No

No remuneration for this component.

C. Breakdown of the individual remuneration of directors
C

Yes

See section 9.5.

C.1 a) i)

Yes

See section 9.5.

C.1 a) ii)

Yes

See section 9.5.

C.1 a) iii)

Yes

See section 9.5.

C.1 a) iii)

Yes

See section 9.5.

C.1 b) i)

Yes

See section 9.5.

C.1 b) ii)

No

Not awarded.

C.1 b) iii)

No

Not awarded.

C.1 b) iv)

No

Not awarded.

C.1 c)

Yes

See section 9.5.

D. Other information of interest
D

No

See section 4.7
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9.5 Statistical information on remuneration required by the CNMV
B. OVERALL SUMMARY OF HOW REMUNERATION POLICY WAS APPLIED DURING THE YEAR ENDED
B.4 Report on the result of consultative vote at General Shareholders´ Meeting on annual report on remuneration from
previous year, indicating the number of votes against, as the case may be.
Votes cast

Number
10,740,924,312
Number

Votes against
Votes in favour

598,890,812
10,130,003,843

Abstentions

381,915,614

% of total
96,57%
% of total
5.38%
91.07%
3.43%

C. ITEMISED INDIVIDUAL REMUNERATION ACCRUED BY EACH DIRECTOR
Directors
Ms Ana Botín-Sanz de Sautuola y O’Shea
Mr José Antonio Álvarez Álvarez
Mr Bruce Carnegie-Brown

Type
Executive
Executive
Independent

Period of accrual in year 2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019

Mr Rodrigo Echenique Gordillo

Executive
Independent

From 01/01/2019 to 30/04/2019
From 01/05/2019 to 31/12/2019

Mr Guillermo de la Dehesa Romero
Ms Homaira Akbari
Mr Ignacio Benjumea Cabeza de Vaca
Mr Francisco Javier Botín-Sanz de Sautuola y O’Shea
Ms Sol Daurella Comadrán
Ms Esther Giménez-Salinas i Colomer
Ms Belén Romana García
Mr Ramiro Mato García-Ansorena
Mr Álvaro Cardoso de Souza
Mr Henrique Manuel Drummond Borges Cirne de Castro
Mrs Pamela Ann Walkden
Mr Carlos Fernández González

Other external
Independent
Other external
Other external
Independent
Independent
Independent
Independent
Independent
Independent
Independent
Independent

From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 01/01/2019 to 31/12/2019
From 17/07/2019 to 31/12/2019
From 29/10/2019 to 31/12/2019
From 01/01/2019 to 28/10/2019
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C.1 Complete the following tables on individual remuneration of each director (including the remuneration for exercising
executive functions) accrued during the year.
a) Remuneration from the reporting company:
I) Remuneration in cash (thousand euros)

Name

Fixed
remune
Per diem
ration allowances

Remuneration
for
membership
of Board's
committees

Salary

Short-term
Long-term
variable
variable
remuneration remuneration

Severance
pay

Other
grounds

Total
year
2019

Total
year
2018

Ms Ana Botín-Sanz
de Sautuola y O’Shea

90

59

185

3,176

2,084

—

—

525

6,119

6,245

Mr José Antonio
Álvarez Álvarez

90

53

170

2,541

1,393

—

—

710

4,957

4,949

Mr Bruce CarnegieBrown

393

87

220

—

—

—

—

—

700

732

Mr Rodrigo
Echenique Gordillo

90

56

73

600

640

—

1,800

667

3,926

3,349

Mr Guillermo de la
Dehesa Romero

90

89

220

—

—

—

—

—

399

441

Ms Homaira Akbari

90

81

55

—

—

—

—

—

226

199

Mr Ignacio Benjumea
Cabeza de Vaca

90

93

250

—

—

—

—

91

524

513

Mr Francisco Javier
Botín-Sanz de
Sautuola y O’Shea

90

47

—

—

—

—

—

—

137

121

Ms Sol Daurella
Comadrán

90

85

65

—

—

—

—

—

240

215

Ms Esther GiménezSalinas i Colomer

90

79

59

—

—

—

—

—

228

196

Ms Belén Romana
García

160

100

265

—

—

—

—

—

525

414

Mr Ramiro Mato
García-Ansorena

140

95

265

—

—

—

—

—

500

450

Mr Álvaro Cardoso de
Souza

160

61

55

—

—

—

—

—
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148

Mr Henrique Manuel
Drummond Borges
Cirne de Castro

41

33

12

—

—

—

—

—

86

—

Mrs Pamela Ann
Walkden

16

11

7

—

—

—

—

—

34

—

Mr Carlos Fernández
González

74

65

75

—

—

—

—

—

214

266

Mr Juan Miguel Villar
Mir

—

—

—

—

—

—

—

—

—

108

276

2019 Annual Report

Responsible
banking

Corporate
governance

Economic
and financial review

Risk management
and control

II) Table of changes in share-based remuneration schemes and gross profit from consolidated shares or financial instruments
Financial instruments
granted
at start of year 2019

Financial instruments
at start of year 2019

Name

Ms Ana
BotínSanz de
Sautuola
y O’Shea

Name of Plan

No. of
instruments

No. of
equivalent
shares

Mr José
Antonio
Álvarez
Álvarez

No. of
equivalent
shares

Net proft
from shares
handed over
or
consolidated
No. of
fnancial
equivalent
Price of the instruments
No. of
shares /
consolidated
(EUR
instruments handed over
shares
thousand)

No. of
instruments

No. of
instruments

Financial instruments
at end of year 2019

No of
equivalent
shares

1st cycle of deferred variable remuneration
plan linked to multi-year targets (2016)

216,309

216,309

—

—

—

—

—

—

—

216,309

216,309

2nd cycle of deferred variable remuneration
plan linked to multi-year targets (2017)

206,775

206,775

—

—

—

—

—

—

—

206,775

206,775

3rd cycle of deferred variable remuneration
plan linked to multi-year targets (2018)

309,911

309,911

—

—

—

—

—

—

—

309,911

309,911

4th cycle of deferred variable remuneration
plan linked to multi-year targets (2019)

—

—

887,193

887,193

567,803

567,803

3.670

2,084

—

319,390

319,390

Financial instruments
granted
at start of year 2019

Financial instruments
at start of year 2019

Name

No. of
instruments

Financial instruments consolidated during 2019

Instruments
matured but
not
exercised

Name of Plan

No. of
instruments

No. of
equivalent
shares

No. of
instruments

No. of
equivalent
shares

Financial instruments consolidated during 2019

Instruments
matured but
not
exercised

Net proft
from shares
handed over
or
consolidated
No. of
fnancial
equivalent
Price of the instruments
No. of
shares /
consolidated
(EUR
instruments handed over
shares
thousand)

No. of
instruments

No. of
instruments

Financial instruments
at end of year 2019

No of
equivalent
shares

1st cycle of deferred variable remuneration
plan linked to multi-year targets (2016)

145,998

145,998

—

—

—

—

—

—

—

145,998

145,998

2nd cycle of deferred variable remuneration
plan linked to multi-year targets (2017)

138,283

138,283

—

—

—

—

—

—

—

138,283

138,283

3rd cycle of deferred variable remuneration
plan linked to multi-year targets (2018)

207,097

207,097

—

—

—

—

—

—

—

207,097

207,097

4th cycle of deferred variable remuneration
plan linked to multi-year targets (2019)

—

—

592,915

592,915

379,464

379,464

3.670

1,393

—

213,451

213,451
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Financial instruments
granted
at start of year 2019

Financial instruments
at start of year 2019

Name

Name of Plan

Mr
Rodrigo
Echenique
Gordillo

No. of
instruments

No. of
equivalent
shares

No. of
instruments

No. of
equivalent
shares

Financial instruments consolidated during 2019

Instruments
matured but
not
exercised

Net proft
from shares
handed over
or
consolidated
No. of
fnancial
equivalent
Price of the instruments
No. of
shares /
consolidated
(EUR
instruments handed over
shares
thousand)

No. of
instruments

No. of
instruments

Financial instruments
at end of year 2019

No of
equivalent
shares

1st cycle of deferred variable remuneration
plan linked to multi-year targets (2016)

108,134

108,134

—

—

—

—

—

—

—

108,134

108,134

2nd cycle of deferred variable remuneration
plan linked to multi-year targets (2017)

107,764

107,764

—

—

—

—

—

—

—

107,764

107,764

3rd cycle of deferred variable remuneration
plan linked to multi-year targets (2018)

164,462

164,462

—

—

—

—

—

—

—

164,462

164,462

4th cycle of deferred variable remuneration
plan linked to multi-year targets (2019)

—

—

272,480

272,480

174,386

174,386

3.670

640

—

98,094

98,094

Comments
The amount corresponding to the 1st cycle of deferred variable remuneration plan linked to multi-year targets (2016) includes the maximum amount of shares that may be delivered at end of year 2019. The final
amount of consolidated shares to be delivered, after approval by the board of directors of January 2020 of the degree of compliance with metrics linked to this plan, will be included, as consolidated shares, in the
Consolidated Annual Report at 31 December 2020. These shares shall be delivered in thirds, in 2020, 2021 and 2022.
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III) Long-term saving systems
Remuneration
from
consolidation of
rights to savings
system

Name

1,145

Ms Ana Botín-Sanz de Sautuola y O’Shea
Mr José Antonio Álvarez Álvarez
Mr Rodrigo Echenique Gordillo

858
—

Contribution over the year from the company (EUR thousand)
Savings systems with
unconsolidated
economic rights

Amount of accumulated funds (EUR thousand)
2019

2018

Systems with Systems with
consolidated unconsolidat
economic ed economic
rights
rights

Systems with Systems with
consolidated unconsolidat
economic ed economic
rights
rights

Name

2019

2018

2019

2018

Ms Ana Botín-Sanz de
Sautuola y O’Shea

1,145

1,234

—

—

48,104

—

46,093

—

858

1,050

—

—

17,404

—

16,630

—

—

—

—

—

13,268

—

13,614

—

Mr José Antonio
Álvarez Álvarez
Mr Rodrigo Echenique
Gordillo

iv) Details of other items (EUR thousand)
Amount
remunerated

Name

Item

Ms Ana BotínSanz de
Sautuola y
O’Shea

Life and accident insurance and fixed
remuneration supplement insurance

323

Other remuneration

283

Name

Item

Mr José Antonio
Álvarez Álvarez

Life and accident insurance and fixed
remuneration supplement insurance

579

Other remuneration

483

Amount
remunerated

Amount
remunerated

Name

Item

Mr Rodrigo
Echenique
Gordillo

Life and accident insurance

167

Other remuneration

141

b) Remuneration of the company directors for seats on the boards of other group companies:
i) Remuneration in cash (EUR thousand)

Name
Mr Álvaro
Cardoso de
Souza

Fixed
remuneration
372

Remuneration
Short-term
for
Per diem membership of
variable
allowanc
remuneratio
Board's
es
n
committees Salary
24

—

—

—

Long-term
variable
remuneratio
n

Severance
pay

Other
grounds

Total
year
2019

Total
year
2018

—

—

1

397

354
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ii) Table of changes in share/based remunerations schemes and gross profit from consolidated shares of financial
instruments
Not applicable

iii) Long term saving systems
Not applicable

iv) Detail of other items (EUR thousand)
Not applicable

c) Summary of remuneration (EUR thousand)
The summary should include the amounts corresponding to all the items of remuneration included in this report that have been
accrued by the director, in thousand euros.
Remuneration accrued in the company
Gross
profit on
consolid
ated
shares
Total
or
cash financial
remuner instrum
ation
ents

Name

Contrib
utions
to the
long- Remune
term
ration
savings for other
plan
items

Remuneration accrued in group companies

Total
2019

Total
2018

Total
cash
remuner
ation

Gross
profit on
consolid Contrib
ated utions to
shares
the
or
long- Remune
financial
term
ration
instrum savings for other
ents
plan
items

Total
2019

Total
2018

Ms Ana Botín-Sanz de Sautuola y
O’Shea

6,119

2,084

1,145

606

9,954

11,011

—

—

—

—

—

—

Mr José Antonio Álvarez Álvarez

4,957

1,393

858

1,062

8,270

9,001

—

—

—

—

—

—

700

—

—

—

700

732

—

—

—

—

—

—

3,926

640

—

308

4,874

5,095

—

—

—

—

—

—

Mr Guillermo de la Dehesa Romero

399

—

—

—

399

441

—

—

—

—

—

—

Ms Homaira Akbari

226

—

—

—

226

199

—

—

—

—

—

—

Mr Ignacio Benjumea Cabeza de
Vaca

524

—

—

—

524

513

—

—

—

—

—

—

Mr Francisco Javier Botín-Sanz de
Sautuola y O’Shea

137

—

—

—

137

121

—

—

—

—

—

—

Ms Sol Daurella Comadrán

240

—

—

—

240

215

—

—

—

—

—

—

Ms Esther Giménez-Salinas i
Colomer

228

—

—

—

228

196

—

—

—

—

—

—

Ms Belén Romana García

525

—

—

—

525

414

—

—

—

—

—

—

Mr Ramiro Mato García-Ansorena

500

—

—

—

500

450

—

—

—

—

—

—

Mr Álvaro Cardoso de Souza

Mr Bruce Carnegie-Brown
Mr Rodrigo Echenique Gordillo

276

—

—

—

276

148

397

—

—

—

397

—

Mr Henrique Manuel Drummond
Borges Cirne de Castro

86

—

—

—

86

—

—

—

—

—

—

—

Mrs Pamela Ann Walkden

34

—

—

—

34

—

—

—

—

—

—

—

214

—

—

—

214

266

—

—

—

—

—

—

—

—

—

—

—

108

—

—

—

—

—

—

19,091

4,117

2,003

1,976

27,187

28,910

397

—

—

—

397

—

Mr Carlos Fernández González
Mr Juan Miguel Villar Mir
Total

This annual report on remuneration has been approved by the board of directors of the company, at its meeting on 27 February
2020.

State if any directors have voted against or abstained from approving this report.
Sí
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1. Economic, regulatory and
competitive context
Santander carried out its business in 2019 in a slowing
economic environment (3% estimated in 2019 vs. 3.6% in
2018) due to trade tensions between the US and China and
the uncertainty regarding the manner in which the UK would
leave the EU. Uncertainty reduced at year end: the US and
China reached a trade agreement and the result of the UK
elections confirmed its exit from the European Union on 31
January 2020. This reduction in uncertainty, together with the
expansionary monetary policy measures, allowed activity to
stabilise.
The evolution by geographic area was:
• Eurozone (GDP: +1.2% in 2019 vs. +1.9% in 2018). The
negative impact from the external environment weakened
GDP, driven by cyclical depletion. Inflation remained
stagnant at around 1%. The European Central Bank (ECB)
reacted with another set of monetary easing measures,
including a cut in interest rates and the resumption of the
asset purchase programme.
• Spain (GDP: +2.0% in 2019 vs. +2.4% in 2018). Economic
expansion continued, although at more moderate rates. The
unemployment rate fell to 13.8% in Q4'19. The economy is
not showing inflationary pressures due to the fall in energy
prices and a compression of business margins which have
offset wage rises.
• United Kingdom (GDP: +1.2% estimated in 2019 vs +1.4%
in 2018). Economic performance was very volatile
throughout the year, influenced by the attempts to exit the
EU. The main element supporting growth was private
consumption backed by real wage increases, which were
higher as inflation fell (1.3% in December). The
unemployment rate (3.8% in Q3'19) remained at historical
lows. The base rate stood at 0.75%.
• Portugal (GDP: +1.9% estimated in 2019 vs. +2.4% in
2018). The economy moderated its growth supported by
private consumption and investment, whose momentum
generated an increase in imports that reduced the
contribution of the external sector to GDP. The jobless rate
continued to fall (6.1%) and inflation stood at just 0.4% in
December.
• Poland (GDP: +4.0% estimated in 2019 vs. +5.1% in 2018).
The economy continued to grow at a good pace, although at
more modest rates, backed by domestic demand. The
unemployment rate was at a historic low (close to 3%).
Inflation rose sharply in December to 3.4% although it is
expected to moderate, so the central bank held its key
interest rate at 1.5%.
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• United States (GDP: +2.3% in 2019 vs. +2.9% in 2018). GDP
decelerated by sixty basis points in the year due to lower
global growth, geopolitical uncertainty and the dilution of
fiscal stimuli. Unemployment remained low and inflation
below target. The Fed made an adjustment by cutting
interest rate by 75 bps to 1.50-1.75%.
• Mexico (GDP: 0.1% estimated in 2019 vs +2.1% in 2018).
Economic growth was stagnant in 2019 due to a fall in
investment and fiscal adjustment. Inflation moderated to
2.8%, below the central bank's target, which began to cut
its key rate in August, until it ended 2019 at 7.25% (-100
bps in the year). The process for the ratification of the trade
agreement between Mexico, the US and Canada is at an
advanced stage, ending the uncertainty about the economic
relationship between the three countries.
• Brazil (GDP: +1.2% estimated in 2019 vs +1.3% in 2018).
The recovery gained momentum as the year progressed,
driven by private consumption and investment. Inflation
picked up (4.31% in December and below the target of
4.25%) but underlying inflation fell (3.4%). The central bank
cut its benchmark rate by 200 bps to 4.5%. S&P improved
the outlook for sovereign rating (at BB-) to positive from
stable, given the progress in fiscal consolidation measures.
• Chile (GDP: +1.2% estimated in 2019 vs. +4% in 2018). The
economy was impacted by the social protests that began in
mid-October, although it recovered in the last months of the
year. Inflation rose to 3.0% in line with the central bank's
target, which cut the official rate to 1.75% (2.75% in late
2018) and established an exchange rate intervention
programme to control the peso's volatility.
• Argentina (GDP: -2.3% estimated in 2019 vs. -2.4% in
2018). GDP shrank as a result of financial volatility since
August, which dampened consumption and investment and
caused inflation to rise. The central bank introduced capital
controls, which allowed it to cut interest rates in the final
few months of the year, reversing the previous rise.
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The following table shows the exchange rates against the euro
of the main currencies in which we operate in 2019 and 2018:

Exchange rates: 1 euro / currency parity
Average
2019

Period-end

2018

2019

2018

US dollar

1.119

1.180

1.123

1.145

Pound sterling

0.877

0.885

0.851

0.895

Brazilian real

4.410

4.294

4.516

4.444

Mexican peso

21.549

22.688

21.220

22.492

Chilean peso

785.558

756.661

845.673

794.630

52.572

31.164

67.258

43.121

4.297

4.261

4.257

4.301

Argentine peso
Polish zloty

In this environment, financial markets registered several
episodes of risk aversion, but closed 2019 on a more positive
note.
The US market's development was shaped by geopolitical
tensions, increased uncertainty and slower growth. The Fed's
rate cuts and the reduction in commercial risks led to a steeper
yield curve at the end of the year and a return to record highs
in the stock market.
In the Eurozone, the ECB adopted a comprehensive set of
expansive monetary measures in response to weakening
economic growth and the fact that inflation (and the inflation
outlook) has been persistently deviating from its target. The
most notable measures were a cut in interest rates (the
interest rate on the deposit facility was reduced to -0.50%
from -0.40%), the resumption of the asset purchase
programme and a new set of long-term liquidity auctions for
banks.
In the United Kingdom (UK), markets supported the reduction
of uncertainty following the general election results, which
confirmed the UK's exit from the European Union on 31
January 2020, with rises in stock markets and the appreciation
of the pound.
Latin American currencies had a heterogeneous evolution
during 2019, mostly depreciations but with appreciation
recorded in the last few months of the year, reflecting the
improved international climate.
The international banking environment continued to be
marked by the strengthening of balance sheets by improving
solvency and liquidity and reducing non-performing assets,
which resulted in a sector better prepared to confront an
eventual economic downturn, such as that demonstrated by
the stress tests conducted by the various supervisory bodies.

Risk management
and control

In emerging markets profitability remains high and was able
to withstand the deterioration of the economic environment
and the episodes of instability during the year.
The digital challenge is changing the way customers interact
with banks. Competition and efficiency processes continue to
demand high levels of investment. The banking sector must
adapt itself to the ageing of mature economies and make the
most of new technology to increase the growing middle
classes' access to banking services in developing economies.
Regarding the regulatory agenda in 2019, the most
noteworthy milestone of the year was the approval of the
revision of capital regulations and resolution in Europe after
more than two years of intense debate, while work continued
on the implementation of Basel III.
Europe continued to make progress on the implementation of
the crisis management framework, including the approval of
the reform of the European Stability Mechanism (ESM), as
well as in the discussions on the creation of a European
Deposit Guarantee Scheme, the treatment of sovereign debt,
harmonisation of insolvency laws and the need for an
instrument that provides liquidity in case of resolution.
In the digital field, the fintech phenomenon and the need to
review the regulatory and supervisory framework are
increasingly present on the international authorities' agenda.
During 2019, the most relevant reports published by the
different authorities (FSB, BIS) were on the consequences that
the entry of bigtechs could have on financial services. They put
forward ideas such as the need to review the suitability of the
regulatory and supervisory framework, and the potential risks
to financial stability arising from the use of the cloud by
financial institutions and the small number of dominant
players worldwide.
Taxes: in the context of a digital economy, there is an
international debate as to how tax systems should ensure a
fair contribution to society from all companies.
Significant progress is being made on sustainable funding,
especially in Europe where the key elements of the European
Commission's 2018 Action Plan are being implemented. The
Regulation on disclosure requirements for sustainable
investments and sustainability risks in the financial service
sector has been adopted. This is expected to remain a priority
in Europe, and will intensify following the Commission's
announcement of the European Green Deal, which sets out
how to make Europe the first climate neutral continent by
2050.
Finally, both at international and European level, the
authorities strengthened the message on the need to enhance
the framework for the prevention of money laundering and
terrorist financing, and the relevance of its connection with the
prudential area.

Profitability had an uneven performance across geographical
areas, although it was generally affected by the deteriorating
economic outlook and the easing of monetary policies.
Increasing profitability continues to be one of the sector’s
main challenges, particularly in Europe, where institutional
development and structural reforms are necessary in order to
bolster profitability and market valuation of the banking
sector.
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2. Group selected data
BALANCE SHEET (EUR million)
Total assets

2019

2018

% 2019/2018

2017

1,522,695

1,459,271

4.3

1,444,305

Loans and advances to customers

942,218

882,921

6.7

848,915

Customer deposits

824,365

780,496

5.6

777,730

1,050,765

980,562

7.2

985,702

110,659

107,361

3.1

106,832

2018 % 2019/2018 B

2017

Total funds A
Total equity

INCOME STATEMENT (EUR million)

2019

Net interest income

35,283

34,341

2.7

34,296

Total income

49,229

48,424

1.7

48,355

Net operating income

25,949

25,645

1.2

25,362

Profit before tax

12,543

14,201

(11.7)

12,091

Attributable profit to the parent

6,515

7,810

(16.6)

6,619

UNDERLYING INCOME STATEMENT C (EUR million)

2019

2018 % 2019/2018 D

2017

Net interest income

35,283

34,341

2.7

34,296

Total income

49,494

48,424

2.2

48,392

Net operating income

26,214

25,645

2.2

25,473

Profit before tax

14,929

14,776

1.0

13,550

8,252

8,064

2.3

7,516

% 2019/2018

Attributable profit to the parent

EPS, PROFITABILITY AND EFFICIENCY (%)

2019

2018

EPS (euros)

0.362

0.449

(19.4)

0.404

Underlying EPS (euros) C

0.7

0.463

2017

0.468

0.465

RoE

6.62

8.21

7.14

RoTE

9.31

11.70

10.41

11.79

12.08

11.82

RoA

0.54

0.64

0.58

RoRWA

1.33

1.55

1.35

Underlying RoRWA C

1.61

1.59

1.48

Efficiency ratio C

47.0

47.0

47.4

Underlying RoTE C
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SOLVENCY AND NPLs (%)

2019

2018

2017

Fully loaded CET1 E

11.65

11.30

10.84

Fully loaded total capital ratio E

15.02

14.77

14.48

3.32

3.73

4.08

68

67

65

2019

2018

3,986,093

4,131,489

16,618

16,237

2.3

3.730

3.973

(6.1)

5.479

61,986

64,508

(3.9)

88,410

NPL ratio
Coverage ratio

THE SHARE, MARKET CAPITALISATION AND DIVIDEND
Number of shareholders
Shares (millions)
Share price (euros)
Market capitalisation (EUR million)
Dividend per share (euros)

% 2019/2018
(3.5)

4,029,630
16,136

0.23

0.23

Tangible book value per share (euros)

4.36

4.19

4.15

Price / Tangible book value per share (X)

0.86

0.95

1.32

F

CUSTOMERS (thousands)
Total customers
Loyal customers G
Loyal retail customers
Loyal SME & corporate customers
Digital customers H

OPERATING DATA
Number of employees
Number of branches

0.2

2017

0.22

2019

2018

% 2019/2018

2017

144,795

139,450

3.8

133,252

21,556

19,832

8.7

17,254

19,762

18,095

9.2

15,759

1,794

1,736

3.3

1,494

36,817

32,014

15.0

25,391

2019

2018

% 2019/2018

196,419

202,713
13,217

11,952

(3.1)
(9.6)

2017
202,251
13,697

A. Includes customer deposits, mutual funds, pension funds and managed portfolios.
B. In constant euros: Net interest income: +3.5%; Total income: +2.6%; Net operating income: +1.9%; Attributable profit: -15.9%.
C. In addition to IFRS measures, we present non-IFRS measures including those which we refer to as underlying measures. These underlying measures in our view allow,
among other reasons, a better year-on-year comparability as they exclude items outside the ordinary course performance of our business which are grouped in the
‘management adjustment’ line and are further detailed at the end of section 3.2 and in section 8 – Alternative Performance Measures – of this chapter.
D. In constant euros: Net interest income: +3.5%; Total income: +3.2%; Net operating income: +3.0%; Attributable profit: +3.2%.
E. 2019 and 2018 data applying the IFRS 9 transitional arrangements.
F. Total dividend charged against the year. The dividend charged to 2019 results is subject to 2020 AGM approval.
G. Active customers who receive most of their financial services from the Group according to the commercial segment to which they belong. Various engaged customer
levels have been defined taking profitability into account.
H. Every physical or legal person, that, being part of a commercial bank, has logged in its personal area of internet banking or mobile phone or both in the last 30 days.
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3. Group financial performance
As described in note 1.b to the consolidated financial
statements, our reported results are prepared in accordance
with IFRS and the analysis of our financial situation and
performance in this consolidated directors’ report is mainly
based on those IFRS results. However, to measure our
performance we also use non-IFRS measures and APMs or
Alternative Performance Measures. While section 8 –
Alternative Performance Measures of this chapter provides a
more detailed view of all those measures, the following are
the main adjustments we make to our IFRS results when
providing non-IFRS measures:
– Underlying results measures. We present what we call
underlying results measures which, in our view, allow
better year-on-year comparisons as they exclude items
outside the ordinary course performance of our business
which are grouped in the management adjustments line,
and are further detailed at the end of section 3.2 of this
chapter.
In addition, the results by business areas in section 4 below
are presented only on an underlying basis in accordance
with IFRS 8, and reconciled on an aggregate basis to our
IFRS consolidated results in note 52.c to the consolidated
financial statements.
– Local currency measures. We make use of certain financial
measures in local currency to help in the assessment of our
ongoing operating performance. These non-IFRS financial
measures include the results of operations of our subsidiary
banks located outside the Eurozone, excluding the impact of
foreign exchange. Because changes in foreign currency
exchange rates have a non-operating impact on the results,
we believe that evaluating their performance on a local
currency basis provides an additional and meaningful
assessment of performance to both management and the
company’s investors. Section 8 – Alternative Performance
Measures of this chapter explains how we exclude the
exchange rate impact from financial measures in local
currency.
On the other hand, certain figures contained in this
consolidated directors’ report, including financial information,
have been subject to rounding to enhance their presentation.
Accordingly, in certain instances, the sum of the numbers in a
column or a row in tables contained in this consolidated
directors’ report may not conform exactly to the total figure
given for that column or row.
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3.1 Situation of Santander
Santander is one of the largest banks in the Eurozone. As at
end December 2019, our market capitalisation was EUR
61,986 million, and had approximately four million
shareholders. We have a EUR 1,522,695 million of assets on
our balance sheet and control EUR 1,050,765 million of total
funds.
Our main purpose is to help people and businesses prosper.
We do not merely meet our legal and regulatory obligations,
but we aspire to exceed people's expectations. As such, we
focus on the areas where, as a Group, our activity can have the
greatest impact, helping more people and businesses prosper,
in an inclusive and sustainable way.
This means that the Group engages in all types of activities,
operations and services that are typical of the banking
business in general. Our scale, business model and
diversification enable us to aim to be the best open digital
financial services platform, acting responsibly and earning the
lasting loyalty of our stakeholders (customers, shareholders,
people and communities).
We have close to 200,000 employees who serve more than
145 million customers worldwide, including individuals,
private banking clients, SMEs, businesses and large
corporates, whenever, wherever and however the customer
needs. To do this, our strategy focuses on continuing to
strengthen loyalty and digitalisation.
We interact with our customers through a global network of
11,952 branches, the largest branch network among
international banks. The distribution network has both
universal offices as well as specialised ones aimed at certain
customer segments and new collaborative spaces with
increased digital capabilities. Examples of these are the Work
Café branches, SmartBank and Ágil branches.
As well as the branch network, we have contact centres which
have received various awards for their quality of service.
In addition, our progress in the digitalisation process which
combines our commercial network strength with that of our
technology, is key to increasing our number of customers and
improving their experience.
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As a result, our loyal and digital customers continued to grow
this year. The number of loyal customers reached 21.6 million
(+9% in the year), with an increase in both individuals and
corporates. Digital customers rose 15% in the year to close to
37 million.

The focus is to accelerate profitable growth and lead the retail
financial industry. To this end, we have a strategy that seeks to
strengthen a more connected regional network and facilitate
the expansion of successful businesses to other countries in
the region.

On average, our customers accessed digital touchpoints five
times per week and digital sales increased to 36% of total sales.
We also aim to be one of the top three banks for customer
satisfaction in our main countries.

Finally, with the creation of SGP we are taking another step
forward in our digital transformation, which combines our
experience in banking and technology. Our goal is to extend
the benefits of the talent and scale of the Group to the
payments and digital businesses with the highest growth
potential. We are building platforms only once to be used by
all countries, which will allow us to be best-in-class, and
provide faster and better digital banking and global payment
solutions to individuals and SMEs.

In April 2019, we presented our strategic plan for the medium
term to drive growth and increase profitability by accelerating
digitalisation, improving operational performance and
continuing to improve capital allocation. We will invest over
EUR 20 billion in digital transformation and technology over
the next four years with the aim of improving and
personalising customer experience and, as a consequence,
increasing trust and loyalty while at the same time reducing
costs.

In addition, we have two transversal global businesses which
add value to our local businesses: Santander Corporate and
Investment Banking (SCIB) and Wealth Management and
Insurance (WM&I).

In this strategic plan, we laid out a new organisational
structure, three geographical regions and a new reporting unit
segment, Santander Global Platform (SGP), which will enable
us to accelerate our commercial and digital transformation,
while making progress towards our financial and non-financial
objectives.

SCIB is the global business division for corporate and
institutional customers who require a tailored service and
value-added wholesale products suited to their complexity
and sophistication. It is a business with high levels of
profitability and with resilient returns through the economic
cycle.

This new simplified management structure for Europe, North
America and South America, together with a management
committee with increased business focus will allow better and
more agile execution throughout the Group.

WM&I includes the asset management, private banking and
insurance businesses. It is a very capital efficient business with
significant growth potential and high returns.

Europe primarily includes Spain, the UK, Portugal, Poland and
Santander Consumer Finance (SCF). The latter also plays a
significant role in consumer finance in 15 European countries.
Given the current environment characterised by lower for
longer interest rates, we are progressing toward a common
organisational structure under which we can take advantage
of the strengths, innovation and leadership of each market,
applying what we learn in one country to the rest and avoiding
overlaps.
North America includes the US and Mexico. Both countries are
increasing coordination with each other and capturing new
opportunities, reducing cost duplication and improving
efficiency.
South America includes Brazil, Chile, Argentina, Uruguay and
Andean Region (Peru and Colombia).
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3.2 Results
2019 Highlights
• Attributable profit to the parent of EUR 6,515 million, down 17% from 2018, affected by EUR 1,737 million of net results that
are outside the ordinary course performance of our business (EUR -254 million in 2018). Excluding these, underlying
attributable profit amounted to EUR 8,252 million 2% higher year-on-year, up 3% excluding the exchange rate impact, as
follows:
– Total income reached a record high and increased yet again (+3%) backed by net interest income (+4%) and net fee income
(+5%). This performance reflected our greater loyal and digital customer base, the increased activity and an active
management of spreads.
– Operating expenses rose 3% due to higher investments in transformation and digitalisation. We continued to improve our
operational capacity while optimising our cost base, which, in real terms (excluding inflation and perimeter impacts1), fell
slightly (-0.4%). We continued to be one of the most efficient global banks in the world, with an efficiency ratio of 47%.
– Loan-loss provisions rose in line with volumes and the cost of credit remained near historic lows.
• Nine of our ten core markets grew their underlying profit year-on-year in local currency terms, five of them at double-digit
rates.
• RoTE stood at 9.3% and RoRWA at 1.33% (11.7% and 1.55%, respectively in 2018). Earnings per share (EPS) was EUR 0.362,
compared to EUR 0.449 in 2018.
• On an underlying basis, RoTE was 11.8%, RoRWA 1.61% and EPS was EUR 0.468 (12.1%, 1.59% and EUR 0.465, respectively, in
2018).
Summarised income statement
EUR million

Net interest income
Net fee income (commission income minus commission expense)
Gains or losses on financial assets and liabilities and exchange
differences (net)
Dividend income
Share of results of entities accounted for using the equity method
Other operating income / expenses
Total income
Operating expenses
Administrative expenses
Staff costs
Other general administrative expenses
Depreciation and amortisation
Impairment or reversal of impairment of financial assets not measured
at fair value through profit or loss (net)
o/w: net loan-loss provisions
Impairment on other assets (net)
Provisions or reversal of provisions
Gain or losses on non-financial assets and investments (net)
Negative goodwill recognised in results
Gains or losses on non-current assets held for sale not classified as
discontinued operations
Profit or loss before tax from continuing operations
Tax expense or income from continuing operations
Profit from the period from continuing operations
Profit or loss after tax from discontinued operations
Profit for the period
Attributable profit to non-controlling interests
Attributable profit to the parent
1. Integration of the retail and SME business acquired from Deutsche Bank Polska.
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2019

2018

Absolute

Change
%

% excl. FX

2017

35,283
11,779

34,341
11,485

942
294

2.7
2.6

3.5
4.6

34,296
11,597

1,531

1,797

(266)

(14.8)

(11.0)

1,665

533
324
(221)
49,229
(23,280)
(20,279)
(12,141)
(8,138)
(3,001)

370
737
(306)
48,424
(22,779)
(20,354)
(11,865)

163
(413)
85
805
(501)
75
(276)
351
(576)

44.1
(56.0)
(27.8)
1.7
2.2
(0.4)
2.3
(4.1)

44.0
(55.2)
22.5
2.6

384
704
(291)
48,355

3.4
0.7
3.2
(2.8)

(22,993)
(20,400)
(12,047)

23.8

25.5

(8,353)
(2,593)

(9,352)

(8,986)

(366)

4.1

4.3

(9,259)

(9,321)
(1,623)
(3,490)
1,291
—

(8,873)
(207)
(2,223)
28
67

(448)
(1,416)
(1,267)
1,263
(67)

5.0

5.3

(9,111)
(1,273)
(3,058)
522
—

(8,489)
(2,425)

(232)

(123)

(109)

12,543
(4,427)
8,116
—
8,116
(1,601)
6,515

14,201
(4,886)
9,315

(1,658)
459
(1,199)
—
(1,199)
(96)
(1,295)

—
9,315
(1,505)
7,810

684.1
57.0
—
(100.0)

677.2
68.8
—
(100.0)

88.6

84.2

(11.7)

(10.7)

12,091

(203)

(9.4)
(12.9)

(7.8)
(12.3)

(3,884)
8,207

—
(12.9)

—
(12.3)

—
8,207

6.4
(16.6)

6.3
(15.9)

(1,588)
6,619
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Detail of the main income statement items
Total income
Total income reached a record high of EUR 49,229 million, 2%
higher than in 2018. Excluding the exchange rate impact it
rose 3%. Net interest income and net fee income accounted for
95% of total income, well above the average of our
competitors, enabling consistent and recurrent growth while
limiting the impact that periods of high volatility can have on
gains on financial transactions.
Net interest income
Net interest income amounted to EUR 35,283 million, up 3%
compared to 2018. The following tables show the average
balances for each year, obtained as the average of the months
in the period, which in our opinion, should not materially differ
from those obtained using daily balances, as well as the
interest generated.
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They also include, by domicile of the Group entity at which the
relevant assets or liabilities are accounted for, our average
balances and average interest rates obtained in 2019 and
2018. Domestic balances are those of Group entities
domiciled in Spain, which reflect our domestic activity, and
international balances are those of Group entities domiciled
outside of Spain, which reflect our foreign activity. Within the
latter, mature markets include Europe (except Spain and
Poland) and the US. On the other hand, developing markets
include South America, Mexico and Poland.
The average balance of interest-earning assets was EUR
1,304,264 million in 2019, 5% higher year-on-year (EUR
1,246,189 million in 2018). The increase was due to the 7%
growth in the international activity of our entities in both
mature markets (mainly lending activity in the UK, the US and
SCF) and emerging markets (also due to lending activity, with
overall growth in all countries).

Average balance sheet - assets and interest income
EUR million

2019

2018

Assets

Average
balance

Interest

Cash and deposits on demand and loans and advances to central
banks and credit institutions

Average
rate

Average
balance

Interest

Average
rate

203,809

3,920

1.92%

192,669

4,051

2.10%

Domestic

84,412

598

0.71%

75,250

784

1.04 %

International - Mature markets

66,093

910

1.38%

66,326

733

1.11 %

International - Developing markets

53,304

2,412

4.52%

51,093

2,534

4.96 %

910,327

46,180

5.07%

861,327

43,489

5.05%

Domestic

236,132

5,420

2.30%

240,845

5,366

2.23 %

International - Mature markets

491,479

18,426

3.75%

451,034

17,287

3.83 %

International - Developing markets

182,716

22,334

12.22%

169,448

20,836

12.30 %

Loans and advances to customers

190,128

6,378

3.35%

192,193

6,429

3.35%

Domestic

61,498

599

0.97%

70,746

1,007

1.42 %

International - Mature markets

56,935

829

1.46%

55,173

792

1.44 %

International - Developing markets

71,695

4,950

6.90%

66,274

4,630

6.99 %

Debt securities

Hedging income

232

305

Domestic

59

(37)

161

(37)

12

379

Other interest

75

51

Domestic

23

21

International - Mature markets

31

16

International - Developing markets

21

14

International - Mature markets
International - Developing markets

Total interest-earning assets

1,304,264

56,785

4.35%

1,246,189

54,325

4.36%

Domestic

382,042

6,699

1.75%

386,841

7,141

1.85 %

International - Mature markets

614,507

20,357

3.31%

572,533

18,791

3.28 %

International - Developing markets

307,715

29,729

9.66%

286,815

28,393

9.90 %

Other assets
Assets from discontinued operations
Average total assets

203,903

196,672

—

—

1,508,167

56,785

1,442,861

54,325
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Domestic activity fell 1%, affected by the sector’s
deleveraging.
The average return on total interest-earning assets remained
virtually stable at 4.35% (4.36% in 2018), as the rise in
profitability in international mature markets (+3 bps to 3.31%,
mainly driven by higher profitability on cash and deposits on
demand and loans and advances to central banks and credit
institutions) was offset by lower domestic market activity (-10
bps at 1.75% due to lower debt securities profitability) and
international activity in developing markets (-24 bps to 9.66%,
with lower profitability in all lines).

The average balance of interest-bearing liabilities was EUR
1,252,228 million in 2019, a 5% increase year-on-year (EUR
1,193,108 million in 2018). Widespread growth (domestic:
+2%, mature international: +6% and developing international:
+8%) was driven by the performance of customer deposits,
with increases in most geographic areas in which we operate,
and marketable debt securities.

Average balance sheet - liabilities and interest expense
EUR million

2019
3,248

3,218

Average
rate
1.68%

Domestic
International - Mature markets

86,635
59,155

496
884

0.57 %
1.49 %

101,728
57,768

691
677

0.68 %
1.17 %

International - Developing markets

35,861

1,868

5.21 %

31,577

1,850

5.86 %

Customer deposits
Domestic
International - Mature markets
International - Developing markets

811,151
263,016
366,003
182,132

10,137
665
2,659
6,813

1.25%
0.25 %
0.73 %
3.74 %

773,578

9,062

250,470
351,873
171,235

882
2,085
6,095

1.17%
0.35 %
0.59 %
3.56 %

Marketable debt securities
Domestic
International - Mature markets
International - Developing markets

246,133
84,217
125,022
36,894

6,679
1,580
3,011
2,088

2.71%
1.88 %
2.41 %
5.66 %

221,196
75,752
111,863
33,581

6,073
1,555
2,550
1,968

2.75%
2.05 %
2.28 %
5.86 %

Other interest-bearing liabilities
Domestic
International - Mature markets
International - Developing markets

13,293
8,774
2,131
2,388

418
213
25
180

3.14%
2.43 %
1.17 %
7.54 %

7,261
5,470
799
992

186
91
5
90

2.56%
1.66 %
0.63 %
9.07 %

Deposits from central banks and credit institutions

Hedging expenses
Domestic
International - Mature markets
International - Developing markets

1,252,228
442,642
552,311
257,275

Other liabilities
Non-controlling interests
Shareholders´ equity
Liabilities from discontinued operations
Average total liabilities and equity

146,386
11,096
98,457
—
1,508,167
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(83)
(108)
215
1,421

1,020
222
150
648

Total interest-bearing liabilities
Domestic
International - Mature markets
International - Developing markets

21,502
3,155
6,754
11,593

Interest

24

0
(21)
25
(4)

Other interest
Domestic
International - Mature markets
International - Developing markets
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Interest

Average
balance
191,073

2018

Average
rate
1.79%

Liabilities and stockholders’ equity

Average
balance
181,651

304
109
1,008
1.72%
0.71%
1.22%
4.51%

1,193,108
433,420
522,303
237,385

19,984
3,440
5,318
11,226

143,798
10,884
95,071
—
21,502

1,442,861

19,984

1.67%
0.79%
1.02%
4.73%
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The average cost of interest-bearing liabilities was 5 bps
higher to 1.72% due to growth in international mature
markets (costs rose 20 bps to 1.22% and rises in all lines). On
the other hand, there was a reduction in costs in the domestic
market (-8 bps to 0.71%) and international developing
markets (-22 bps to 4.51%).
The change in interest income / (expense) shown in the table
below was calculated as follows:
• The change in volumes is obtained by applying the previous
period’s interest rates to the difference between the average
balances of the current and previous periods.
• The change in interest rate is obtained by applying the
difference between the rates of the current and previous
periods to the average balance for the previous year.
In 2019, the performance of interest income and interest was
the following:
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• Interest income increased EUR 2,460 million due to higher
volumes, as the exchange rate impact was negative. Growth
in mature and developing markets (EUR 2,902 million), was
slightly offset by domestic activity (EUR -442 million).
• Interest expense rose EUR 1,518 million, driven by both
interest rates and volumes. As was the case with interest
income, growth was recorded in mature and developing
markets (EUR 1,803 million), with decreases in the
domestic component (EUR -285 million), the latter driven by
reduced costs stemming from lower interest rates.
• As a result, net interest income was EUR 942 million higher
primarily due to developing markets, and to a lesser extent,
mature markets, both underpinned by greater volumes, as
the interest rate impact was negative in an environment of
low interest rates in many countries and rates were still
negative in Europe.
• Finally, it is important to remember that the application of
IRFS 16 had a negative impact (EUR -265 million) on net
interest income.

Volume and profitability analysis
EUR million
2019/2018
Increase (decrease) due to changes in
Interest income
Cash and deposits on demand and loans and advances to central banks and credit institutions
Domestic

Volume

Rate

Net change

142

(273)

(131)
(186)

87

(273)

International - Mature markets

(51)

228

177

International - Developing markets

106

(228)

(122)

3,150

(459)

Loans and advances to customers
Domestic

(106)

160

2,691
54

International - Mature markets

1,634

(495)

1,139

International - Developing markets

1,622

(124)

1,498

204

(255)

(51)
(408)

Debt securities
Domestic

(119)

(289)

International - Mature markets

(52)

89

37

International - Developing markets

375

(55)

320

Hedging income

(73)

—

(73)

Domestic

96

—

96

198

—

198

(367)

—

(367)

24

—

24

International - Mature markets
International - Developing markets
Other interest
Domestic
International - Mature markets
International - Developing markets
Total interest-earning assets
Domestic

2

—

2

15

—

15

7

—

7

3,447
(40)

(987)
(402)

2,460
(442)

International - Mature markets

1,744

(178)

1,566

International - Developing markets

1,743

(407)

1,336
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Volume and cost analysis
EUR million

2019/2018
Increase (decrease) due to changes in
Interest expense

Volume

Rate

Net change

68
(95)
(73)

(38)

30

(100)
280

(195)
207

International - Developing markets

236

(218)

18

Customer deposits
Domestic
International - Mature markets
International - Developing markets

446
42
5
399

629
(259)
569
319

1,075

Marketable debt securities
Domestic
International - Mature markets
International - Developing markets

683
165
329
189

(77)
(140)
132
(69)

606
25
461
120

Other interest-bearing liabilities
Domestic
International - Mature markets
International - Developing markets

195
69
18
108

Hedging expenses
Domestic
International - Mature markets
International - Developing markets

Deposits from central banks and credit institutions
Domestic
International - Mature markets

37

(217)
574
718

53
2
(18)

232
122
20
90

(24)
62
133
(219)

—

(24)

—
—
—

62
133
(219)

Other interest
Domestic
International - Mature markets
International - Developing markets

(401)
(82)
41
(360)

—

(401)
(82)
41
(360)

Total interest-bearing liabilities
Domestic
International - Mature markets
International - Developing markets

967
161
453
353
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—
—
—
551
(446)
983
14

1,518
(285)
1,436
367
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Net interest income. Summary of volume, profitability and cost analysis
EUR million

2019/2018
Increase (decrease) due to changes in
Volume

Rate

Net change

Interest income
Domestic
International - Mature markets
International - Developing markets

3,447
(40)
1,744
1,743

(987)
(402)
(178)
(407)

2,460
(442)
1,566
1,336

Interest expense
Domestic
International - Mature markets
International - Developing markets

967
161
453
353

551
(446)
983
14

1,518
(285)
1,436
367

Net interest income
Domestic
International - Mature markets
International - Developing markets

2,480
(201)
1,291
1,390

(1,538)
44
(1,161)
(421)

942
(157)
130
969

Excluding the exchange rate impact, net interest income rose
4%. By geographic areas, growth was recorded in six of the
ten core markets, as follows:

• Additionally, Mexico (+9%), Brazil (+6%), SCF (+4%) and the
US (+2%) also increased. Portugal and Chile remained
virtually unchanged.

• Of note was growth in Argentina (+127%), driven by high
interest rates and greater central bank note volumes and in
Poland (+19%) grew supported by the improvement in the
cost of deposits and lending dynamics.

• There were falls in the UK (-8%), affected by the pressure
on mortgage spreads and the attrition of Standard Variable
Rate (SVR ) balances and in Spain (-4%) due to low interest
rates, reduced ALCO portfolio, lower institution volumes and
the impact of IFRS 16.

Net interest income

Net fee income

EUR million

EUR million

+3%

A

+3%

2019 vs 2018

A. Excluding exchange rate impact: +4%.

A

2019 vs 2018

A. Excluding exchange rate impact: +5%.
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Net fee income
EUR million

Asset management business, funds and insurance
Credit and debit cards
Securities and custody services
Account management and availability fees
Cheques and payment orders
Foreign exchange
Charges for past-due/unpaid balances and guarantees
Bill discounting
Other
Net fee income

Net fee income
Net fee income amounted to EUR 11,779 million, 3% more
than in 2018. Excluding the exchange rate impact, net fee
income was 5% higher, reflecting greater customer loyalty, as
well as the strategy of growth in services and higher valueadded products.
Of note was the growth in the most transactional businesses
from payments, insurance, foreign currency, cheques and
transfers. Also, there were increases in fees from securities
and custody services. On the other hand, there was a decline
in net fee income from guarantees and overdrafts, in part
affected by regulatory impacts.
By global businesses, excluding the exchange rate impact, the
total fee income generated by WM&I, including those
transferred to the branch network, rose 6% in the year
(representing 30% of the Group's total). Fee income from SCIB
increased 1% in 2019, reflecting a clear trend of improvement
during the year, as shown by the fact that fee income in the
second half of the year was 12% higher than in the first half.
By region, the increase in net fee income was backed mainly
by South America, which grew at double-digit rates. Of note
was Brazil (+12%) with growth in almost all lines, especially in
cards and insurance, and Argentina (+84%), driven by greater
foreign currency transactions and fee income from accounts
and cash deposits. Net fee income also rose in North America,
with a positive trend in both the US and Mexico. On the other
hand, falls in Europe driven by Spain (due to lower activity at
SCIB) and in the UK (due to overdrafts and mutual funds).
Gains / (losses) on financial assets and liabilities and
exchange differences (net)
Gains / (losses) on financial assets and liabilities and exchange
differences (net), which account for 3% of total income,
decreased 15% (-11% excluding the exchange rate impact) to
EUR 1,531 million compared to 2018 mainly due to the higher
cost of foreign currency hedging in 2019, combined with the
positive performance of markets in the first half of 2018.
In this line item, gains and losses on financial assets and
liabilities are due to the following: trading portfolio and
marked-to-market derivative instruments, including spot
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2019

2018

3,815
2,242
931
1,675
633
612
522
316
1,033
11,779

3,654
2,156
794
1,662
613
546
672
323
1,066
11,485

Absolute
161
86
138
13
20
66
(150)
(7)
(33)
294

Change
%
4.4
4.0
17.3
0.8
3.3
12.0
(22.4)
(2.1)
(3.1)
2.6

% excl. FX
5.4
5.5
18.3
5.5
10.2
24.8
(20.9)
(0.8)
(7.0)
4.6

2017
3,406
2,124
841
1,773
603
471
801
357
1,221
11,597

market foreign exchange transactions, sales of investment
securities and liquidation of our hedging or other derivative
positions.
For further details, see note 44 to the consolidated financial
statements.
Exchange rate differences primarily show the gains / (losses)
on currency dealings, the differences that arise in the
conversion of monetary items in foreign currencies to the
functional currency, and those disclosed on non-monetary
assets in foreign currency at the time of their disposal. The
Group manages the currencies to which it is exposed together
with the arrangement of derivative instruments and,
accordingly, the changes in this line item should be analysed
together with those recognised under Gains / (losses) on
financial assets and liabilities.
For further details, see note 45 to the consolidated financial
statements.
Dividend income
Dividend income was EUR 533 million in 2019, 44% more
than in 2018 (EUR 370 million) mainly due to higher dividends
from the trading portfolio.
Share of results of entities accounted for by the equity
method
The share of results of entities accounted for by the equity
method was EUR 324 million in 2019, 56% lower than in 2018
(EUR 737 million) mainly driven by the sale of Testa and
WiZink as well as losses in real estate equity.
For further information, see note 13 and note 41 to the
consolidated financial statements.
Other operating income / (expenses)
Losses on net other operating income in 2019 of EUR 221
million (losses of EUR 306 million in 2018). Included in this
item are income and expenses from insurance activity, nonfinancial services and other fees and contributions to the
Deposit Guarantee Fund and the Single Resolution Fund.
For further information, see note 46 to the consolidated
financial statements.
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Operating expenses
EUR million
Change
2019

2018

Absolute

%

% excl. FX

2017

Staff costs

12,141

11,865

276

2.3

3.3

12,047

Other administrative expenses
Information technology
Communications
Advertising
Buildings and premises
Printed and office material
Taxes (other than tax on profits)
Other expenses
Administrative expenses
Depreciation and amortisation
Operating expenses

8,138
2,161
518
685
859
116
522
3,277
20,279
3,001
23,280

8,489
1,550
527
646
1,846
122
557
3,240
20,354
2,425
22,779

(351)
611
(9)
39

(4.1)
39.4
(1.6)
6.0

8,353
1,257
529
757

(987)
(6)
(35)
37

(53.5)
(5.0)
(6.3)
1.1

(75)
576
501

(0.4)
23.8
2.2

(2.8)
41.3
1.6
6.9
(53.0)
(4.3)
(3.6)
2.3
0.7

3,296
20,400

25.5
3.4

2,593
22,993

Operating expenses
Operating expenses totalled EUR 23,280 million, 2% higher
year-on-year. Administrative expenses remained fairly stable,
and depreciation and amortisation increased 24%.
Excluding the exchange rate impact, operating expenses rose
3% as a result of higher investments in transformation and
digitalisation, together with the improvements made to the
distribution networks, the slight impact from the integration
of the retail and SME business acquired from Deutsche Bank
Polska and the impact in Argentina of high inflation.
In real terms (excluding inflation and acquisitions), costs fell
slightly, the third year running in which they fell or remained
flat thanks to our cost management (-0.4% in 2019, -0.5% in
2018 and +0.3% in 2017).
The Group’s aim is to improve our operational capacity and at
the same time manage our costs more efficiently and adapted
to each region, via an exemplary execution of the integrations
and fostering the use of shared services.
In 2019, we continued to be one of the world's most efficient
global banks, maintaining our efficiency ratio at 47.0%.
Efficiency ratio (cost to income)
EUR million

0.0 pp
2019 vs 2018

1,798
133
583

For a better comparison, the trends by region and market are
detailed below, excluding the exchange rate impact:
• In Europe, costs are beginning to reflect the synergies of
integrations, and fell 1% in nominal terms and 2.4% in real
terms. Of note were the decreases in Spain (-8%) and
Portugal (-4%), due to the efficiencies resulting from the
integration of Banco Popular and the optimisation efforts,
and in the UK (-3%) reflecting the cost savings from our
transformation programme.
The main increases were in Poland (+7%), impacted by the
previously mentioned integration of Deutsche Bank Polska's
retail and SME business. Excluding this impact, costs rose
very slightly, with a relatively good performance in an
environment with high single-digit wage pressure at the
national level.
In SCF, costs rose 2%, although at a slower pace than
business growth, benefiting from the efficiency projects
carried out in the year.
The efficiency ratio in the region was practically stable.
• In North America, costs were 5% higher in nominal terms
affected by inflation. In real terms, they rose 3% mainly
driven by Mexico (+4%), spurred by the three-year
investment plan, while in the US they rose 2%. The increase
in revenue is enabling us to maintain the efficiency ratio in
the region.
• Lastly, in South America, the increase in costs was
significantly distorted by the very high inflation in Argentina.
Excluding it, the increase was 4.6% in nominal terms and 1%
in real terms, with Brazil and Chile performing well,
combining investments to improve distribution capacity with
close to zero growth in costs.
We believe this management by region will enable us to
continue to optimise costs, which should be reflected in
further improvements in the cost-to-income ratio, and at the
same time improve customer experience.
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Impairment or reversal of impairment of financial assets not
measured at fair value through profit or loss (net)
Impairment or reversal of impairment of financial assets not
measured at fair value through profit or loss (net) was EUR
9,352 million in 2019, a 4% increase compared to 2018 both
in euros and excluding the exchange rate impact.
In this item, net loan-loss provisions were 5% higher at EUR
9,321 million. Excluding the exchange rate impact, they also
rose 5%, with the following detail by country:
• The largest increase was recorded in Europe, while in North
and South America, the increases were more moderate,
both below the rise in lending volumes.

• Credit quality ratios performed well in the year. The NPL
ratio improved to 3.32% from 3.73% in 2018, the coverage
ratio increased to 68% from 67% a year earlier, while the
cost of credit stood at 1.00%, the same as in 2018.
• By country, the NPL ratio remained stable or improved in the
three main regions, with declines in most units, except for
Brazil and Argentina. The cost of credit fell in North and
South America and increased slightly in Europe, although it
remained near record lows (0.28% compared to 0.24% in
2018).
For further details, see the ‘Credit risk’ section in the Risk
Management and control chapter.

Impairment or reversal of impairment of financial assets not measured at fair value through profit or loss (net)
EUR million
Financial assets at fair value through other comprehensive income
Financial assets at amortised cost
Financial assets measured at cost
Financial assets available-for-sale
Loans and receivables
Held-to-maturity investments
Impairment or reversal of impairment of financial assets not measured at fair value
through profit or loss and net gains and losses from changes

2019
12
9,340

2018
1
8,985

2017

8
10
9,241
—
9,352

8,986

9,259

Impairment on other assets (net)
EUR million

Impairment of investments in subsidiaries, joint ventures and associates, net
Impairment on non-financial assets, net
Tangible assets
Intangible assets
Others
Impairment on other assets (net)

Cost of credit

2019
—
1,623
45
1,564
14
1,623

1,073
115
1,273

EUR million

0.00 pp

+5%

2019 vs 2018

A

2019 vs 2018

A. Excluding exchange rate impact: +5%.
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2017
13
1,260
72

Net loan-loss provisions

%
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2018
17
190
83
117
(10)
207
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Impairment on other assets (net)
Impairment on other assets in 2019 was EUR 1,623 million
after recording the impairment of goodwill ascribed to the UK
of EUR 1,491 million. In 2018, this item amounted to EUR 207
million.
Provisions or reversal of provisions
Provisions (net of reversal provisions) rose 57% in 2019, to
EUR 3,490 million (EUR 2,223 million in 2018). Excluding the
exchange rate impact, 69% increase primarily due to
restructuring charges mainly in Spain and the UK and higher
provisions for legal claims in Brazil.
For further details, see note 25 to the consolidated financial
statements.
Gains or losses on non-financial assets and investments
(net)

Risk management
and control

Gains or losses on non-current assets held for sale not
classified as discontinued operations
This item, which mainly includes the impairment of foreclosed
assets recorded and the sale of properties acquired upon
foreclosure, were EUR -232 million in 2019, compared to EUR
-123 million in 2018.
Profit before tax
Profit before tax was 12% lower than in 2018, at EUR 12,543
million. Excluding the exchange rate impact, it dropped 11%,
conditioned by the aforementioned results that are outside
the ordinary course performance of our business.
Income tax
Corporate income tax was EUR 4,427 million in 2019, a 9%
decrease year-on-year. The effective tax rate for the Group as
a whole rose to 35.3% from 34.4% in 2018.

Net gains on non-financial assets and investments were EUR
1,291 million in 2019, compared to EUR 28 million in 2018.
The increase was mainly due to the recording of capital gains
from the agreement with Crédit Agricole S.A. for the
integration of the custody businesses and from the sale of
51% of our stake in Prisma Medios de Pago S.A. and the
revaluation of the rest of the stake (49%).

Attributable profit to non-controlling interests

For further details, see note 49 to the consolidated financial
statements.

Attributable profit to the parent

Negative goodwill recognised in results
In 2019, EUR 0 million compared to the EUR 67 million
recorded in 2018 due to the difference between the fair value
of the net assets acquired with the acquisition of Deutsche
Bank Polska's retail and SME business in Poland and the
transaction value.

The attributable profit to non-controlling interests was EUR
1,601 million, 6% higher than in 2018. Excluding the
exchange rate impact, it also rose 6%.
For further details, see note 28 to the consolidated financial
statements.
Attributable profit to the parent of EUR 6,515 million, 17%
less compared to 2018. Excluding the exchange rate impact,
attributable profit was 16% lower year-on-year.
RoE was 6.6%, RoTE 9.3% and RoRWA 1.33% (8.2%, 11.7% y
1.55%, respectively in 2018).
Earnings per share was EUR 0.362, EUR 0.449 in 2018.

Earnings per share

Attributable profit to the parent
EUR million

EUR

-17%

A

2019 vs 2018

-19%
2019 vs 2018

A. Excluding exchange rate impact: -16%.
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RoTE

RoRWA

%

%

Underlying attributable profit to the parent
The attributable profit to the parent recorded in 2019 and
2018 were affected by the following results (net of tax), that
are outside the ordinary course performance of our business
and distort the year-on-year comparison:
1. Results recorded in 2019 for EUR -1,737 million, net of
tax, as follows:
• As part of our annual planning and in accordance with
accounting rules, we reviewed the goodwill ascribed to
Santander UK, which resulted in the recording of an
impairment of EUR 1,491 million in the Corporate
Centre.
• Net charge of EUR 183 million for payment protection
insurance (PPI) provisions in the UK.
• Restructuring costs related to integration and
optimisation processes in the branch network (mainly
Banco Popular in Spain), for a net amount of EUR -864
million, detailed by countries in the table below.
• Losses related to real estate assets and stakes in Spain,
with a net impact of EUR -405 million.
• Net charge of EUR 174 million for intangible assets,
Swiss franc denominated mortgages and other
provisions.
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• Capital gains from the sale of 51% of our stake in the
Argentinian entity Prisma Medios de Pago S.A. and the
revaluation of the remaining 49%, generating a capital
gain of EUR 136 million in the year.
• Net capital gains of EUR 693 million related to the
agreement with Crédit Agricole S.A. to integrate the
custody businesses.
• Net positive results of EUR 551 million in Brazil related
to DTA recoveries due to changes in tax regulation.
2. These results in 2018 had a net impact of EUR -254 million
on profit, as follows:
• Restructuring costs: EUR -280 million in Spain and EUR
-40 million at the Corporate Centre, both related to the
integration of Banco Popular.
• Positive results for the integration in Portugal (EUR 20
million) and the negative goodwill adjustment in Poland
(EUR 45 million).
For further details, see note 52.c to the consolidated financial
statements.
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Detail of management adjustments
EUR million

2019 (net of tax)
• Restructuring costs
–
–
–
–
–
–

Spain .......................................................
United Kingdom ......................................
Brazil ........................................................
Poland ......................................................
Consumer .................................................
United States ............................................

2018 (net of tax)
-600
-127
-90
-23
-16
-8

-864

• Real Estate assets and stakes (Spain)

-405

• PPI United Kingdom

-183

• Intangibles and other

-174

• Capital gains Prisma - Argentina

136

• Custody

693

• Tax reform Brazil

551

Subtotal
• Goodwill United Kingdom

-246

• Restructuring costs

-320

– Spain ........................................................

-280

– Corporate Centre .....................................

-40

• Portugal integration

20

• Badwill Poland

45

-1,491

NET: EUR -1,737 million

NET: EUR -254 million

Excluding these results from the different P&L lines where
they are recorded, and including them separately in the
management adjustments line, underlying attributable profit
to the parent rose 2% to EUR 8,252 million in 2019 (EUR
8,064 million in 2018). Excluding the exchange rate impact,
it was 3% higher.

By market, nine of the ten core markets increased in their local
currency, and at double-digit rates in Poland, the US, Mexico,
Brazil, Poland and Argentina. The only decrease was in the UK,
mainly because of competitive pressure on revenue.

By region, and excluding the exchange rate impact, of note
was double-digit growth in North America (+21%) and South
America (+18%), while in Europe, in a more complicated
business environment, there was a 3% decline.

In 2019, the Group’s underlying RoTE was 11.8% (12.1% in
2018), the underlying RoRWA rose to 1.61% from 1.59% in
2018, and underlying earnings per share EUR 0.468, 1%
higher than in 2018.

Underlying earnings per shareA

Underlying attributable profit to the parentA

EUR

EUR million

+2%

B

+1%
2019 vs 2018

2019 vs 2018

A. Excluding management adjustments.
B. Excluding exchange rate impact: +3%.

A. Excluding management adjustments.
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Underlying RoTEA
%

A. Excluding management adjustments.

Below is the summarised income statement adjusted to the
items outside the ordinary course performance of our business
(included in the management adjustments line) as detailed in

Underlying RoRWAA
%

A. Excluding management adjustments.

note 52.c of the consolidated financial statements, where the
reconciliation of the aggregate underlying consolidated
results of our segments to the statutory consolidated results is
presented.

Summarised underlying income statement
EUR million

Change
2019
Net interest income
Net fee income
Gains (losses) on financial transactions and exchange differences
Other operating income
Total income
Administrative expenses and amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and provisions
Profit before tax
Tax on profit
Profit from continuing operations
Net profit from discontinued operations
Consolidated profit
Non-controlling interests
Underlying attributable profit to the parent
Management adjustments
Attributable profit to the parent
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35,283
11,779
1,531
901
49,494
(23,280)
26,214
(9,321)
(1,964)
14,929
(5,103)
9,826
—
9,826
(1,574)
8,252
(1,737)
6,515

2018
34,341
11,485
1,797
801
48,424
(22,779)
25,645
(8,873)
(1,996)
14,776
(5,230)
9,546
—
9,546
(1,482)
8,064
(254)
7,810

Absolute
942
294
(266)
100
1,070
(501)
569
(448)
32
153
127
280
—
280
(92)
188
(1,483)
(1,295)

%

% excl. FX

2017

2.7
2.6
(14.8)
12.5
2.2
2.2
2.2
5.0
(1.6)
1.0
(2.4)
2.9
—
2.9
6.2
2.3
583.9
(16.6)

3.5
4.6
(11.0)
(1.4)
3.2
3.4
3.0
5.3
(0.5)
2.0
(0.9)
3.6
—
3.6
6.0
3.2
582.8
(15.9)

34,296
11,597
1,703
796
48,392
(22,918)
25,473
(9,111)
(2,812)
13,550
(4,587)
8,963
—
8,963
1,447
7,516
(897)
6,619
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3.3 Balance sheet
Balance sheet A
EUR million
Change
Assets
Cash, cash balances at central banks and other deposits on demand
Financial assets held for trading
Non-trading financial assets mandatorily at fair value through profit or loss
Financial assets designated at fair value through profit or loss
Financial assets at fair value through other comprehensive income

2019

2018

Absolute

101,067
108,230

113,663
92,879

(12,596)
15,351

(11.1)
16.5

%

4,911

10,730

(5,819)

(54.2)

62,069

57,460

4,609

8.0

125,708

121,091

4,617

3.8

995,482

946,099

49,383

5.2

Financial assets available-for-sale
Financial assets at amortised cost

903,013

Investments held-to-maturity

13,491

Hedging derivatives

7,216

8,607

Changes in the fair value of hedged items in portfolio hedges of interest risk

1,702

1,088

Investments

8,772

7,588

292

324

Tangible assets

35,235

26,157

Intangible assets

27,687

28,560

Tax assets

29,585

Other assets

10,138

Non-current assets held for sale
Total assets

34,782
133,271

Loans and receivables

Assets under insurance or reinsurance contracts

2017
110,995
125,458

(1,391)

(16.2)

8,537

614

56.4

1,287

1,184

15.6

6,184

(32)

341

34.7

22,974

(873)

(3.1)

28,683

30,251

(666)

(2.2)

30,243

9,348

790

8.5

9,766

4,601
5,426
1,522,695 1,459,271

9,078

(9.9)

(825)
63,424

(15.2)
15,280
4.3 1,444,305

Liabilities and equity
Financial liabilities held for trading

77,139

70,343

6,796

9.7

Financial liabilities designated at fair value through profit or loss

60,995

68,058

(7,063)

(10.4)

1,230,745

1,171,630

59,115

5.0

Financial liabilities at amortised cost
Hedging derivatives

107,624
59,616
1,126,069

6,048

6,363

(315)

(5.0)

Changes in the fair value of hedged items in portfolio hedges of interest rate risk

269

303

(34)

(11.2)

330

Liabilities under insurance or reinsurance contracts

739

765

(26)

(3.4)

1,117

13,987

13,225

762

5.8

14,489

1,187

14.6

7,592

(2.3)

12,591

Provisions
Tax liabilities
Other liabilities
Liabilities associated with non-current assets held for sale
Total liabilities

8,044

9,322

8,135

12,792

13,088

—

—

—

—

—

(296)

1,412,036

1,351,910

60,126

4.4

1,337,472

Shareholders' equity

122,103

118,613

3,490

2.9

116,265

Other comprehensive income

(22,032)

(22,141)

109

(0.5)

(21,776)

10,588

10,889

(301)

(2.8)

12,344

110,659

107,361

3,298

3.1

106,833

1,522,695 1,459,271

63,424

Minority interests
Total equity
Total liabilities and equity
A.

4.3 1,444,305

Due to the application of IFRS 9 from 1 January 2018 and the decision to not restate the financial statements, as permitted in the regulation, the balance sheet of
December 2017 is not comparable with 2018-2019. Note 1.d to the consolidated financial statements includes a reconciliation of balances as of 31 December 2017
under IAS 39 and the corresponding balances as of 1 January 2018 under IFRS 9 where the effect of the first application of the rule is broken down.
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2019 Highlights
• Loans and advances to customers increased 7% year-on-year. The Group uses gross loans excluding reverse repurchase
agreements (repos) for the purpose of analysing the traditional retail banking loans.
– The latter, excluding the exchange rate impact, grew 4% and in eight of the ten core units, particularly in North and South
America, which grew 10% and 9%, respectively.
– The loan portfolio maintained a balanced structure: individuals (47%), consumer credit (17%), SMEs and corporates (24%)
and SCIB (12%).
• Customer deposits were 6% higher year-on-year. The Group uses customer deposits, excluding repos, and mutual funds, for the
purpose of analysing the traditional retail banking funds:
– Customer funds, excluding the exchange rate impact, rose 6%, with nine of the ten core markets growing. There were
increases in demand deposits as well as mutual funds.
– The customer funds mix is also well diversified by product: demand deposits (61%), time deposits (20%) and investment
funds (19%).
• The net loan-to-deposit ratio was 114% (113% in 2018) reflecting the retail nature of our balance sheet.

Loans and advances to customers totalled EUR 942,218
million in December 2019, a 7% increase compared to EUR
882,921 million at the end of 2018.

Gross loans and advances to customers, excluding the
exchange rate impact and reverse repos, increased 4%,
explained by:

The Group uses gross loans excluding reverse repurchase
agreements for the purpose of analysing traditional
commercial banking loans. In order to facilitate the evaluation
of the Group management over the review period, the
comments below do not take into account exchange rates, as
usual.

– In Europe, moderate growth (+2%), with different
performance by units. Increases in SCF (+7%, with all
countries growing), Poland (+5%) and the UK (+4%), where
the increase in mortgages and other retail loans was
partially offset by lower exposure to commercial real estate.
On the other hand, there were declines in Spain (-6%), due
to lower wholesale balances and with institutions, and in
Portugal (-1%), affected by the sale of non-productive
portfolios.

Loans and advances to customers
EUR million

Commercial bills
Secured loans
Other term loans
Finance leases
Receivable on demand
Credit cards receivable
Impaired assets
Gross loans and advances to customers (excl. reverse repos)
Reverse repos
Gross loans and advances to customers
Loan-loss allowances
Net loans and advances to customers
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2019
37,753
513,929
267,138
35,788
7,714
23,876
32,559
918,757

2018
33,301
478,068
265,696
30,758
8,794
23,083
34,218
873,918

45,703
964,460

32,310
906,228

22,242
942,218

23,307
882,921

Change
Absolute
%
4,452
13.4
35,861
7.5
1,442
0.5
5,030
16.4
(1,080)
(12.3)
793
3.4
(1,659)
(4.8)
5.1
44,839
13,393
41.5
6.4
58,232
(1,065)
(4.6)
6.7
59,297

2017
29,287
473,936
257,441
28,511
6,721
21,809
36,280
853,985
18,864
872,849
23,934
848,915
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Gross loans and advances to customers (excluding reverse
repos)

Gross loans and advances to customers (excluding reverse
repos)

EUR billion

+5%
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% of operating areas. December 2019

A

2019 vs 2018

A. Excluding exchange rate impact: +4%.

– In North America, the increase was 10%, mainly driven by
the 12% increase in the US, with growth in Santander
Consumer USA (SC USA) and Santander Bank (SBNA).
Mexico also grew 5%.
– Growth in South America was 9%, with Brazil and Chile
growing 8% and Argentina 40%, the latter driven by peso
balances and the impact of the currency's depreciation on
dollar balances.
Loans and advances to customers excluding reverse repos
maintained a balanced structure: individuals (47%), consumer
credit (17%), SMEs and corporates (24%) and SCIB (12%).

Tangible assets amounted to EUR 35,235 million in December
2019, increasing EUR 9,078 million and 35% from December
2018 (EUR 26,157 million), mainly driven by the impact of the
first application of IFRS 16 and, to a lesser extent, by the
increase recorded in the US from assets associated with
leasing business.
Intangible assets rose to EUR 27,687 million, of which EUR
24,246 million corresponds to goodwill, which decreased EUR
1,220 million in the year (-5%) as a net result of the
deterioration of the goodwill impairment ascribed to
Santander UK and the increase from exchange differences.

At 2019 year-end, 51% of total loans and advances to
customers maturing in more than a year were linked to
floating interest rates, while the remaining 49% to fixed rates,
with the following detail by country:
• In Spain, 68% of loans and advances to customers are linked
to floating rates and 32% are fixed.
• Internationally, 46% of loans and advances to customers
are at floating rates and 54% at fixed rates.
For further information on the distribution of customer loans
and advances by business line, see note 10.b to the
consolidated financial statements.

Loans and advances to customers facilities with maturities exceeding one year at year-end of 2019
EUR million
Domestic
Amount
Fixed
Variable
TOTAL

49,531
105,129
154,660

International
Weight over
the total
32%
68%
100%

Amount
291,703
244,777
536,480

TOTAL

Weight over
the total
54%
46%
100%

Amount
341,234
349,906
691,140

Weight over
the total
49%
51%
100%
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Total customer funds
EUR million
Change
EUR million
Demand deposits
Time deposits
Mutual funds A
Customer funds
Pension funds A
Managed portfolios A
Repos
Total funds

2019
588,534
196,920
180,405
965,859

2018
548,711
199,025
157,888
905,624

15,878
30,117
38,911
1,050,765

15,393
26,785
32,760
980,562

Absolute
39,823
(2,105)
22,517
60,235
485
3,332
6,151
70,203

%
7.3
(1.1)
14.3
6.7
3.2
12.4
18.8
7.2

2017
525,072
199,649
165,413
890,134
16,166
26,393
53,009
985,702

A. Including managed and marketed funds.

On the liabilities side, customer deposits amounted to EUR
824,365 million in December 2019, 6% higher than December
2018 (EUR 780,496 million).
The Group uses customer deposits, excluding repos, and
including mutual funds (customer funds) for the purposes of
analysing the traditional retail banking funds.
Customer funds, excluding the effect of exchange rate
movements, rose 6%. The main highlights, in constant euros,
were as follows:
– The strategy to increase loyalty was reflected in demand
deposits (+6%), which increased in all units except Mexico.
Time deposits remained overall virtually unchanged overall.
Mutual funds rose 15%, with growth in all core markets.

– By markets, customer funds rose in all of them except
Mexico, which remained stable. Of note were Argentina
(+24%), Brazil and Chile (+12% in both) and the US (+11%).
There was more moderate growth in Portugal and
Santander Consumer Finance (+8% in both), Poland (+6%)
and Spain (+3%).
The mix of customer funds is also well diversified by product:
61% corresponds to demand deposits, 20% to time deposits
and 19% to mutual funds.
The net loan-to-deposit ratio stands at 114%, compared to
113% in December 2018.
In addition to attracting customer deposits, the Group applies
a strategy of maintaining a selective issuance policy in
international fixed-income markets, striving to adapt the
frequency and volume of market operations to both the
structural liquidity requirements of each unit and market
demand.
For more information on debt issuances and maturities, see
the following section on liquidity and funding management.

Customer funds (excluding repos)

Customer funds (excluding repos)

EUR billion

% of operating areas. December 2019

+7%

A

+14%
+5%
Total
Mutual
funds B
Deposits
excl.
repos

2019 vs 2018

A. Excluding exchange rate impact: +6%.
B. Including managed and marketed funds.
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3.4 Liquidity and funding management
• The Group’s liquidity remains at comfortable levels, well above regulatory requirements.
• Recovery in lending in most countries where the Group operates.
• Medium- and long-term funding activity prioritised diversification and cost optimisation.
• The Group’s moderate encumbrance of assets continued in the structural funding sources of the balance sheet.

First, we present the Group’s liquidity management, the
principles on which it is based and the framework in which it is
included.
We then look at the funding strategy developed by the Group
and its subsidiaries, with particular attention on the liquidity
evolution in 2019. We examine changes in the liquidity
management ratios and the business and market trends that
gave rise to these over the last year.
The section ends with a qualitative description of the outlook
for funding in 2020 for the Group and its main countries.

Liquidity management in Grupo Santander
Structural liquidity management aims to fund the Group’s
recurring activity optimising maturities and costs, while
avoiding taking on undesired liquidity risks.
Santander’s liquidity management is based on the following
principles:
• Decentralised liquidity model.
• Medium- and long-term (M/LT) funding needs must be
covered by medium- and long-term instruments.
• High contribution from customer deposits due to the retail
nature of the balance sheet.

local Asset and Liability Committees (ALCOs) in coordination
with the global ALCO, which is the body empowered by the
Bank's board in accordance with the corporate Asset and
Liability Management (ALM) framework.
This governance model has been reinforced as it has been
included within Santander's Risk Appetite Framework. This
framework meets demands from regulators and market
players emanating from the financial crisis to strengthen
banks’ risk management and control systems.
• In-depth balance sheet analysis and measurement of
liquidity risk, supporting decision-taking and its control.
The objective is to ensure the Group maintains adequate
liquidity levels necessary to cover its short- and long-term
needs with stable funding sources, optimising the impact of
their costs on the income statement.
The Group’s liquidity risk management processes are
contained within a conservative risk appetite framework
established in each geographic area in accordance with its
commercial strategy. This risk appetite establishes the
limits within which the subsidiaries can operate in order to
achieve their strategic objectives.
• Management adapted in practice to the liquidity needs of
each business. Every year, based on business needs, a
liquidity plan is developed which seeks to achieve:

• Diversification of wholesale funding sources by
instruments/ investors, markets/currencies and maturities.

• a solid balance sheet structure, with a diversified
presence in the wholesale markets;

• Limited recourse to short-term funding.

• the use of liquidity buffers and limited encumbrance of
assets;

• Availability of sufficient liquidity reserves, including
standing facilities/discount windows at central banks to be
used in adverse situations.
• Compliance with regulatory liquidity requirements both at
Group and subsidiary level, as a new factor conditioning
management.
The effective application of these principles by all institutions
comprising the Group required the development of a unique
management framework built upon three fundamental
pillars:
• A solid organisational and governance model that ensures
the involvement of the subsidiaries’ senior management in
decision-taking and its integration into the Group’s global
strategy. The decision-making process for all structural
risks, including liquidity and funding risk, is carried out by

• compliance with both regulatory metrics and other
metrics included in each entity’s risk appetite statement.
Over the course of the year, all dimensions of the plan are
monitored.
The Group continues to develop the ILAAP (Internal Liquidity
Adequacy Assessment Process), an internal self-assessment of
liquidity adequacy which must be integrated into the Group’s
other risk management and strategic processes. It focuses on
both quantitative and qualitative matters and is used as an
input to the SREP (Supervisory Review and Evaluation
Process). The ILAAP evaluates the liquidity position both in
ordinary and stressed scenarios.
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As a result of the aforementioned process, a regulatory
requirement is that once a year the Group must send the
supervisor a document, approved by the board of directors,
that concludes that the Group’s funding and liquidity structure
remains solid in all scenarios and that the internal processes
are suitable to ensure sufficient liquidity. This conclusion is the
result of analysis carried out by each of the subsidiaries,
following the Group’s autonomous liquidity management
model.

• Maintain adequate and stable medium- and long-term
wholesale funding levels.

The Group has a robust governance structure suited to the
identification, management, monitoring and control of
liquidity risks, established through common frameworks,
conservative principles, clearly defined roles and
responsibilities, a consistent committee structure, effective
local lines of defence and a well-coordinated corporate
supervision.

• Customer deposits are the Group’s main source of funding,
representing just over two-thirds of the Group’s net
liabilities (i.e. of the liquidity balance sheet) and slightly
more than 87% of loans and advances to customers as of
end-2019. Moreover, these deposits are highly stable due to
the fact that they mainly arise from retail client activity.
Their weight as a percentage of loans and advances to
customers remained in line with end-2018. Further detail
can be found in the section on ‘Evolution of liquidity in
2019’.

Additionally, frequent and detailed liquidity monitoring
reports are generated for management, control, informational
and steering purposes. The most relevant information is
periodically sent to senior management, the executive
committee and the board of directors.
Over the last few years, the Group and each of its subsidiaries
have developed a comprehensive special situations
management framework which centralises the Group’s
governance in these scenarios. Contingency funding plans are
integrated within this governance model, detailing a series of
actions which are feasible, pre-assessed, with an established
execution timeline, categorised, prioritised and sufficient both
in terms of volumes as well as time frames to mitigate stress
scenarios.

Funding strategy and liquidity evolution in 2019
Funding strategy and structure
Our funding activity over the last few years has focused on
extending our management model to all Group subsidiaries,
including new incorporations.
We have developed a funding model based on autonomous
subsidiaries responsible for covering their own liquidity needs.
This structure has made it possible for us to take advantage of
our solid retail banking business model in order to maintain
comfortable liquidity positions at Group level and in our main
units, even during periods of market stress.
Over the last few years, it has been necessary to adapt funding
strategies to reflect commercial business trends, market
conditions and new regulatory requirements.
In 2019, we continued to improve in specific aspects, with no
significant changes in liquidity management or funding
policies or practices. All of this enables us to face 2020 from a
strong starting point, with no growth restrictions.
In general terms, the funding strategies and liquidity
management approaches implemented by our subsidiaries
remain:
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• Ensure a sufficient volume of assets which can be
discounted in central banks as part of the liquidity buffer.
• Generate liquidity from the commercial business.
All these developments, enable us to enjoy a very robust
funding structure today. The basic features of this are:

Santander liquidity balance sheet
%. December 2019

Loans and
advances to
customers
Fixed assets
& other
Financial
assets

Customer
deposits
Securitisations
and others
M/LT debt
issuance
Equity and
other
ST funding

• Medium- and long-term funding accounts for over 19% of
the Group’s net liabilities as at end-2019, a similar level to
2018, and amply covers the loans and advances to
customers not funded by customer deposits (commercial
gap).
The outstanding balance of M/LT debt placed in the market
(non-Group third parties) as at end-2019 was EUR 180,064
million, with a comfortable maturity profile, well balanced by
instruments and markets and a weighted average maturity of
4.4 years, slightly below the weighted average maturity at the
end of 2018 of 4.6 years.
The distribution of this funding by instrument over the last
three years and maturity profile are as follows:
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Medium- and long-term debt issuance. Santander Group A
EUR million

2019

Preferred
Subordinated
Senior debt
Covered bonds
Total
A.

2018

9,411
12,640
107,166
50,847
180,064

11,508
13,218
98,827
46,272
169,825

2017

10,365
12,049
85,962
45,585
153,961

Placed in markets. Excluding securitisations, agribusiness notes and real estate credit notes.

Distribution by contractual maturity. December 2019. Santander Group A
EUR million
0-1
month

1-3
months

3-6
months

6-9
months

9-12
months

12-24
months

Preferred

—

—

—

—

—

—

—

9,411

9,411

Subordinated

—

—

—

—

—

—

1,428

11,213

12,640

3,056

9,286

2,893

4,495

6,144

15,795

44,196

21,301

107,166

—

—

3,694

1,282

1,912

8,505

17,184

18,270

50,847

3,056

9,286

6,587

5,777

8,056

24,300

62,808

60,194

180,064

Senior debt
Covered bonds
Total
A.

2-5 more than
years
5 years

Total

If an issuance has a put option in favour of the holder, the maturity of the put is considered rather than the contractual maturity.
Note: there are no additional guarantees for any of the debt issued by the Group’s subsidiaries.

In addition to the debt issuances of the medium- and longterm wholesale funding, the Bank has securitisations placed
in the market, collateralised funding and other specialist
funding amounting to a total of EUR 56,082 million (which
includes EUR 8,418 million of debt placed with private
banking clients in Brazil). The average maturity was 1.4 years.
The following charts show the similarity of the geographic
distribution of the Group’s loans and advances to customers
and its medium- and long-term wholesale funding. This
remained largely unchanged compared to 2018, with the
exception of a slight decrease in the UK's M/LT wholesale
funding weight and an increase in the weight of the Eurozone.
Loans and advances to customers
%. December 2019

Wholesale funding stemming from short-term issuance
programmes is a residual part of the Group’s funding
structure, related to treasury activities and comfortably
covered by liquid assets.
The outstanding balance at the end of December 2019 was
EUR 33,413 million, distributed as follows: European
Commercial Paper, US Commercial Paper and domestic
programmes issued by the parent bank, 44%; various
certificates of deposit and commercial paper programmes in
the UK, 20%; Santander Consumer Finance commercial paper
programmes, 23%; and issuance programmes in other units,
13%.
Evolution of liquidity in 2019
The main aspects of liquidity in 2019 can be summarised as
follows:
i. Basic liquidity ratios remain at comfortable levels.
ii. We continue to meet regulatory ratios ahead of schedule.
iii. Moderate use of encumbered assets in funding operations.
i. Basic liquidity ratios at comfortable levels
As at end-2019, Santander recorded:

M/LT wholesale funding
%. December 2019

• A stable credit to net assets ratio (total assets minus trading
derivatives and inter-bank balances) of 77%, similar to
recent years. This high level in comparison with European
competitors reflects the retail nature of the Group's balance
sheet.
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• Net loan-to-deposit ratio (LTD) of 114%, at a very
comfortable level (below 120%). This stability shows a
balanced growth between assets and liabilities.

Having covered the principal liquidity ratios at Group level, the
following table sets out the ratios for Santander’s main units as
at end-December 2019:

• The ratio of customer deposits plus M/LT funding to net
loans and advances was stable at 113%.

Main units’ liquidity metrics

• Limited recourse to short-term wholesale funding. The
weight was slightly under 3%, in line with previous years.
• Lastly, the Group’s structural surplus (i.e. the excess of
structural funding sources - deposits, M/LT funding and
capital - as a percentage of structural liquidity needs - fixed
assets and loans-) averaged EUR 163,933 million in the
year.
As at 31 December 2019, the consolidated structural surplus
stood at EUR 156,346 million. This consists of fixed-income
assets (EUR 172,853 million) and equities (EUR 17,866
million), partly offset by short-term wholesale funding (EUR
-33,413 million) and net interbank deposits (EUR -961
million). In relative terms, the total volume was equivalent to
around 13% of the Group’s net liabilities, similar to 2018 yearend.
The table shows the evolution of the basic liquidity monitoring
metrics at the Group level over the last few years:

Group’s liquidity monitoring metrics
%
2019
Loans A / Total assets
Loans A to Deposit ratio (LTD)
Customer deposits and medium
and long term funding / Loans A
Short term wholesale funding / Net
liabilities
Structural liquidity surplus (% / Net
liabilities)
A. Loans and advances to customers.

2018

2017

77%

76%

75%

114%

113%

109%

113%

114%

115%

3%

2%

2%

13%

13%

15%

%. December 2019
LTD ratio
Parent bank

Deposits + M/
LT funding /
Loans A

77%

170%

Santander Consumer Finance

258%

69%

United Kingdom

119%

105%

Portugal

90%

121%

Poland

90%

118%

156%

104%

United States
Mexico

99%

109%

Brazil

101%

118%

Chile

141%

97%

68%

148%

114%

113%

Argentina
Group
A. Loans and advances to customers.

The key drivers behind the evolution of the Group’s liquidity
and that of its subsidiaries in 2019 (excluding the fx effect)
were:
• Recovery in credit in the majority of countries where the
Group is present and generalised increases in customer
deposits, with the exception of Mexico. The combination of
these two, excluding repurchase agreements, resulted in a
commercial gap that scarcely generates liquidity needs.
• Debt issuance continued at a strong pace, particularly in
Europe. Of note, was the lower weight of new issuances in
the UK as a percentage of the Group's total compared to
previous years. This is due to the fact that the UK front
loaded some of its 2019 issuance activity in 2018 due to the
anticipated capital market turbulence related to the UK’s
exit from the European Union, at the time expected in 2019.
In 2019, the Group as a whole issued EUR 52,039 million,
calculated using year-average exchange rates. Additionally,
the contractual maturity of EUR 1,200 million of
securitisations was extended.
By instrument, the stock of medium- and long-term fixed
income (covered bonds, senior debt, subordinated debt and
capital hybrid instruments) decreased by around 13% to EUR
32,847 million at the end of the year. Fewer issuances of TLAC
eligible senior debt and of subordinated and capital hybrid
instruments, were offset by increased activity in the issuance
of covered bonds and senior preferred debt. Securitisation and
structured finance activity totalled EUR 19,191 million in
2019, a 7% decrease compared to 2018.
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By country, the main issuers of medium- and long-term fixed
income (excluding securitisations) were Spain and Santander
Consumer Finance, followed by the UK. In the year, Spain and
Santander Consumer Finance had the greatest increase in
absolute terms. The main decreases were in the UK, for the
aforementioned reasons, and in Brazil due to commercial
dynamics and tightly managed liquidity metrics. In relative
terms, of note was the US which more than doubled its
volume of issuances in 2018.
The main issuers of securitisations were SCF and SC USA.
The charts below set out in greater detail their distribution by
instruments and region:
Distribution by instrument and region
%. December 2019

Economic
and financial review

Risk management
and control

The increased relative weight of instruments purely for
funding purposes in 2019 is consistent with the information
communicated to the market, taking into account
diversification and cost optimisation criteria.
In summary, Santander retained its comfortable access to the
different markets in which it operates. In 2019, there were
debt and securitisation issuances in 16 different currencies,
involving 23 relevant issuers from 13 countries, with an
average maturity of 4.2 years, slightly higher than last year.
ii. Compliance with regulatory ratios ahead of schedule
Under its liquidity management model, over the last few years
Santander has been managing the implementation,
monitoring and compliance with the new liquidity
requirements established under international financial
regulations ahead of schedule.
LCR (Liquidity Coverage Ratio)
The regulatory requirement for this metric has been at the
maximum level, established at 100%, since 2018. As a result,
the Group, both at the consolidated and subsidiary level, has
its risk appetite level set at 110%.
The strong short-term liquidity starting position, combined
with autonomous management in all major markets, enabled
compliance levels of more than 100% to be maintained
throughout the year, at both the consolidated and individual
levels. As at end-2019, the Group’s LCR ratio was 147%,
comfortably exceeding regulatory requirements. The
following table provides detail of the LCR ratio by market
which shows a considerable excess over requirements in each
one, as well as the evolution over the last year. The UK’s 2018
ratio includes activities that are excluded from the RingFenced Bank according to the Financial Services and Markets
Act 2000.
Liquidity Coverage Ratio (LCR)
%

The weight of covered bonds issued in 2019 was 17% of total
issuance, considerably higher than the 11% last year. As in
2018, the main issuers of this instrument were Spain and the
UK. In the case of senior debt, in total its weight was 44%
compared to 48% in 2018. In qualitative terms, it is worth
mentioning that in 2019 the weight of senior preferred,
compared with TLAC eligible senior, is greater than in 2018.
In 2019, the Group issued EUR 3,850 million of subordinated
instruments (at year-average exchange rates), of which EUR
2,778 million was senior issued from the holding in the US
and EUR 1,072 million was AT1 eligible hybrid instruments
issued by the parent bank. There were no issuances of
subordinated debt.

December 2019 December 2018
Parent bank
Santander Consumer Finance
United Kingdom
Portugal
Poland
United States
Mexico
Brazil
Chile
Argentina
Group

143%
248%
145%
134%
149%
133%
133%
122%
143%
196%
147%

153%
269%
164%
152%
151%
135%
174%
133%
152%
308%
158%
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NSFR (Net Stable Funding Ratio)
Although the final definition of the net stable funding ratio
(NSFR) was approved by the Basel Committee in October
2014, as at end 2019, the Basel requirement still had not been
transposed into the Capital Requirements Regulation (CRR).
On 7 June 2019, in the Official Journal of the European Union
the Regulation (EU) 2019/876 of the European Parliament and
of the Council of 20 May 2019 amending Regulation (EU) No
575/2013 as regards the leverage ratio, the net stable funding
ratio, requirements for own funds and eligible
liabilities,counterparty risk, market risk, exposures to central
counterparties, exposures to collective investment
undertakings, large exposures, reporting and disclosure
requirements, and Regulation (EU) No 648/2012 was
published.
The new Regulation states that entities must have a net stable
funding ratio, as defined in the same document, greater than
100% from June 2021.
The NSFR constitutes a structural measure that aims at
fostering longer-term stability by incentivising banks to
adequately manage their maturity mismatches by funding
long-term assets with long-term liabilities.
The ratio is defined as the quotient of Available Stable Funding
(ASF) and Required Stable Funding (RSF).
The Available Stable Funding comprises those sources of
funding - capital and other liabilities - which can be deemed
stable over a period of time of one year. The Required Stable
Funding primarily encompasses those assets than can be
considered illiquid over the above-mentioned period of time,
thus needing to be matched with stable sources of funding.
In 2019, the Group had a defined management limit of 100%
both at the consolidated and subsidiary level.
With regards to this ratio, Santander benefits from a high
weight of customer deposits, which are more stable,
permanent liquidity needs deriving from commercial activity
funded by medium- and long-term instruments and limited
recourse to short-term funding. Taken together, this has
enabled us to maintain a balanced liquidity structure, reflected
in NSFR ratios higher than 100%, both at Group and individual
levels as at end 2019.
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The following table provides detail by country as well as the
evolution over the year, as defined by the Basel framework.
The UK’s 2018 ratio includes activities that are excluded from
the Ring-Fenced Bank according to the Financial Services and
Markets Act 2000.
Net Stable Funding Ratio
%
December 2019 December 2018
Parent bank
Santander Consumer Finance
United Kingdom
Portugal
Poland
United States
Mexico
Brazil
Chile
Argentina
Group

103%
106%
124%
104%
130%
111%
121%
112%
108%
154%
112%

105%
107%
128%
108%
131%
114%
130%
109%
110%
141%
114%

III. Asset Encumbrance
Lastly, it is worth highlighting Santander’s moderate use of
assets as collateral in the structural funding sources of the
balance sheet.
In line with the 2014 European Banking Authority (EBA)
guidelines on disclosure of encumbered and unencumbered
assets, the concept of asset encumbrance includes both onbalance sheet assets pledged as collateral in operations to
obtain liquidity as well as those off-balance sheet assets
received and re-used for a similar purpose, in addition to other
assets associated with liabilities other than for funding
reasons.
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The following tables present the asset encumbrance data the Group is required to report to the EBA as at end 2019:
Group. Disclosure on asset encumbrance as at December 2019
EUR billion
Carrying amount of
encumbered assets

Fair value of
encumbered assets

Carrying amount of
unencumbered assets

Fair value of
unencumbered assets
—

321.5

—

1,201.2

Loans and advances

215.9

—

906.2

—

Equity instruments

6.5

6.5

12.1

12.1

Debt instruments

64.7

64.8

119.9

119.6

Other assets

34.4

—

163.0

—

Assets

Group. Collateral received as at December 2019
EUR billion
Fair value of Fair value of collateral
encumbered received or own debt
collateral received or
securities issued
own debt securities
available for
issued
encumbrance
Collateral received

77.0

55.8

Loans and advances

0.8

—

Equity instruments

5.6

8.2

70.6

47.6

—

—

—

1.2

Debt instruments
Other collateral received
Own debt securities issued other than own
covered bonds or ABSs

Group. Encumbered assets / collateral received and associated liabilities
EUR billion

Total sources of encumbrance (carrying
amount)

Matching liabilities,
contingent liabilities
or securities lent

Assets, collateral
received and own
debt securities
issued other than
covered bonds and
ABSs encumbered

302.5

398.6

On-balance sheet encumbered asset amounted to EUR 321.5
billion, of which 67% are loans and advances (mortgages,
corporate loans, etc.). Off-balance sheet encumbrance stood
at EUR 77.0 billion and mainly corresponds to debt securities
received as collateral in reverse repurchase agreements and
rehypothecated.

As at end 2019, total asset encumbrance in funding operations
represented 24.1% of the Group’s extended balance sheet
under EBA criteria (total asset plus guarantees received: EUR
1,655.6 billion). This is less than the 24.8% in 2018. This
reduction is due in part to the repayment of funding from the
European Central Bank via the TLTRO-II programme.

The total for both types is EUR 398.6 billion of encumbered
assets, giving rise to a volume of associated liabilities of EUR
302.5 billion.
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Rating agencies

Funding outlook for 2020

The Group’s access to wholesale financing markets, as well as
the cost of its issuances, depends in part on the ratings
granted by rating agencies.

Santander begins 2020 with a comfortable liquidity position
and good prospects for the year. However, some uncertainties
remain, namely those related to geopolitics and financial
regulation.

These agencies regularly review the Group’s ratings. The
rating of its debt depends on a series of factors that are
endogenous to the institution (business model, strategy,
capital, income generation capacity, liquidity, etc.) and on
other exogenous factors related to the overall economic
environment, the situation in the sector and sovereign risk in
the geographic areas in which it operates.
In certain cases, the methodology applied by these agencies
limits the rating a bank can receive to the sovereign rating
assigned to the country in which it is headquartered.
Santander’s rating remained above the sovereign debt rating
for the country in which it is headquartered by DBRS and
Moody’s and in line with it by Fitch and S&P. These ratings
above sovereign debt reflect the financial strength and
diversification of the Group.
At the end of 2019, the ratings with the main agencies were
as follows:
Rating agencies
Long term

Short term

Outlook

A (High)

R-1 (Middle)

Stable

A-(SeniorA) F2 (Senior F1)

Stable

DBRS
Fitch Ratings
Moody's
Standard & Poor's
Scope
JCR Japan

A2

P-1

Stable

A

A-1

Stable

AA-

S-1+

Stable

A+

—

Stable

During 2019, there were no modifications to ratings and the
above ratings were confirmed by Fitch, Moody’s, S&P, Scope
and JCR Japan.
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As a whole, the Group expects similar credit growth to
previous years, in an environment in which customer deposits
are expected to increase somewhat less. The combination of
both factors is expected to result in increased liquidity needs
from commercial banking than in previous years. The greatest
liquidity needs will come from the largest units: Spain, the UK,
Brazil and Santander Consumer Finance.
The Group’s focus in the next few years will be on repaying the
ECB and Bank of England’s long term funding programmes.
With manageable maturities in the coming quarters, aided by
limited recourse to short term funding and the necessary
medium- and long-term issuances which, for the
aforementioned reasons, is expected to be of greater intensity
than last year but in line with other years, the Group will
manage each country, optimising liquidity in a way that
maintains a solid balance sheet structure in all the units and at
the Group level.
In its issuance plan, the Group takes into account costs as well
as diversification by instrument, country, market, as well as
the construction of liability buffers with the ability to absorb
losses in resolution, regardless of whether they are capital
eligible.
The Group’s funding plans ensure that we meet regulatory
requirements as well as those stemming from its risk appetite
framework at all times.
For example, Banco Santander, S.A.’s 2020-2021 funding plan
incorporates the build-up of the stock of TLAC eligible
issuances to manage increasing requirements and pre-finance
issuances which lose TLAC eligibility in 2021, as well as
ensure AT1 and T2 buffers are fulfilled subject to risk
weighted assets (RWA) growth. Furthermore, the plan covers
balance sheet growth, repayment of ECB funds (TLTRO) and
replacing maturing debt issuances.
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3.5 Capital management and adequacy. Solvency ratios1
• At year-end, the CET1 ratio reached 11.65% after increasing 35 bps in the year. In the year, record gross generation of 97 bps
partially offset by regulatory impacts (-62 bps).
• The fully loaded total capital ratio was 15.02% (+25 bps in the year).
• We continued to strengthen our active capital management culture at all levels of the organisation.

Santander’s capital management and adequacy seeks to
guarantee solvency and maximise profitability, ensuring
compliance with the Group’s internal objectives as well as
regulatory requirements.
It is a key strategic tool for taking decisions at the local and
corporate levels and enables us to set a common framework
of actions, defining and standardising capital management
criteria, policies, functions, metrics and processes.
The function of the Group’s capital is carried out at two levels:
• Regulatory capital: regulatory management stems from an
analysis of the capital base, the solvency ratios under the
prevailing regulatory criteria and the scenarios used for
capital planning. The objective is to make the capital
structure as efficient as possible both in terms of cost as
well as compliance with the regulatory requirements.

Active capital management includes strategies to use and
assign capital efficiently to businesses as well as
securitisations, asset sales and issuances of capital
instruments (capital hybrids and subordinated debt).
• Economic capital: the economic capital model aims to
guarantee that the Group adequately assigns its capital to
all risks to which it is exposed as a result of its activity and
risk appetite. Its purpose is to optimise value creation for
the Group and its business units.
The real economic measurement of capital needed for an
activity, together with its return, promotes value creation
optimisation by selecting those activities that maximise the
return on capital. This is carried out under different economic
scenarios, both expected as well as unlikely but plausible, and
with the solvency level decided by the Group.

The Group considers the following magnitudes related to the capital concept:
Regulatory capital

Return on risk adjusted capital (RoRAC)

• Capital requirements: the minimum volume of own funds
required by the regulator to ensure the solvency of the entity,
depending on its credit, market and operational risks.

This is the return (net of tax) on economic capital required
internally. Therefore, an increase in economic capital decreases
the RoRAC. For this reason, the Group requires transactions or
business involving higher capital consumption to deliver higher
returns.

• Eligible capital: the volume of own funds considered eligible by
the regulator to meet capital requirements. The main elements
are accounting capital and reserves.

This considers the risk of the investment, and is therefore a risk
adjusted measurement of returns.
Using the RoRAC enables the Group to manage its business more
effectively, assess the real returns on its business - adjusted for
the risk assumed - and to be more efficient in its business
decisions.

Economic capital

Return on risk-weighted assets (RoRWA)

• Self-imposed capital requirement: the minimum volume of
own funds required by the Group to absorb unexpected losses
resulting from current exposure to the risks assumed by the
entity at a particular level of probability (this may include other
risks in addition to those considered in regulatory capital).

This is the return (net of tax) on risk-weighted assets for a
particular business.
The Group uses RoRWA to establish regulatory capital allocation
strategies, while seeking maximum return.

• Available capital: the volume of own funds considered eligible
by the entity under its management criteria to meet its capital
needs.

Cost of capital

Value creation

The minimum return required by investors (shareholders) as
remuneration for the opportunity cost and risk assumed by
investing capital in the entity. The cost of capital represents a 'cutoff rate' or 'minimum return' to be achieved, enabling analysis of
the activity of business units and evaluation of their efficiency.

The profit generated in excess of the cost of economic capital. The
Group creates value when the RoRAC exceeds its cost of capital,
and destroys value when the reverse occurs. This measures risk
adjusted returns in absolute terms (monetary units),
complementing the RoRAC approach.

Leverage ratio

Expected loss

This is a regulatory metric that monitors the soundness and
robustness of a financial institution by comparing the size of the
entity to its capital. This ratio is calculated dividing Tier 1 capital
by the leverage exposure, taking into account the size of the
balance sheet with adjustments for derivatives, funding of
securities operations and off-balance sheet items.

This is the loss due to insolvency that the entity will suffer on
average over an economic cycle. Expected loss considers
insolvencies to be a cost that can be reduced by appropriate
selection of loans.

1. 2018 and 2019 data calculated using the IFRS 9 transitional arrangements, unless otherwise indicated. Had the IFRS 9 transitional arrangement not been
applied, the total impact on the fully loaded CET1 at 2019 year end would have been -24 bps.
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Priorities and main activities in the Group’s capital
management
The Group’s most notable capital management activities are:
• Establishing solvency objectives and the capital
contributions aligned with the minimum regulatory
requirements and internal policies, in order to guarantee a
solid level of capital, coherent with the Group’s risk profile,
and an efficient use of capital to maximise shareholder
value.
• Developing a capital plan to meet the objectives coherent
with the strategic plan. Capital planning is an essential part
of executing the three-year strategic plan.
• Assessing capital adequacy in order to ensure that the
capital plan is coherent with the Group’s risk profile and
with its risk appetite framework also in stress scenarios.
• Developing the annual capital budget as part of the Group’s
budgetary process.
• Monitoring and controlling budget execution at the Group
and country level and drawing up action plans to correct any
deviation from the budget.
• Calculating capital metrics.
• Drawing up internal capital reports, as well as reports for
the supervisory authorities and for the market.
The main measures taken in 2019 are set out below:
Issuances of capital hybrid instruments
In February 2019, Banco Santander, S.A. issued a USD 1.2
billion contingent convertible bond (CoCo) to replace the early
amortisation of a similarly sized USD issuance from 2014.
There is no longer a requirement to obtain pre-approval to
compute third-country issuances (Spanish Royal Decree
309/2019). As such, EUR 800 million of T2 issuances from
Chile and Mexico are now eligible and have been included in
the total capital calculation.
Dividend policy
In February 2019, the board of directors announced that its
intention was:
• to set a pay-out ratio of 40-50% of the underlying profit in
the medium-term, increasing it from a pay-out ratio of
30-40%,
• that the proportion of dividend paid in cash would not be
lower than that of 2018;
• and, as was announced in the 2018 AGM, to make two
payments against the 2019 results.
Greater detail in section 3.3 ‘Dividends’ on the Corporate
governance chapter.
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Strengthen active capital management culture
The continuous improvement in the capital ratios reflects the
Group’s profitable growth strategy and a culture of active
management of capital at all levels of the organisation.
Of note:
• The strengthening of dedicated capital management teams
and greater coordination between the Corporate Centre and
local teams.
• All countries and business units developed their individual
capital plans focused on having businesses that maximise
the return on capital.
• A greater weight of capital in incentives. To this end, certain
aspects related to capital management and its profitability
are taken into account in the variable pay of senior
management:
– Among the metrics taken into account are the Group’s
fully loaded CET1, the contribution of the countries to the
Group's capital ratio and the return on equity (RoTE) and
assets (RoRWA).
– Among the qualitative aspects are adequate
management of regulatory changes in capital, effective
capital management in business decisions, generation of
sustainable capital and effective capital allocation.
At the same time, we are developing a programme to
continuously improve the infrastructure, processes and
methodologies that support all aspects related to capital in
order to further strengthen active capital management,
respond more agilely to the numerous and increasing
regulatory requirements and conduct all activities associated
with this sphere more efficiently.

Fully loaded CET1
%
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Evolution of capital ratios in 2019

Main capital and solvency ratios

The phased-in ratios are calculated by applying the CRR
transitory schedules, while the fully-loaded ratios are
calculated without applying any schedule (i.e. with the final
regulations).

EUR million

On 1 January 2018, IFRS 9 came into force, which implied
several accounting changes affecting the capital ratios.
Santander chose to apply the phase-in using transitional
arrangements, which means a five-year transition period.
Applying this criteria, the fully-loaded CET1 was 11.65% as at
end-December. The 35 basis point increase in the year was
mainly due to underlying profit generation and proactive RWA
management, resulting in an organic generation of 79 bps.
Additionally, there was a favourable evolution from markets
(+22 bps) due to recovery in the Held to Collect & Sell
portfolios (driven by falls in interest rates) and a positive 11
basis point perimeter impact (mainly related to increased
minority interests in Mexico and the incorporation of the
custody business), in part offset by the negative impact from
restructuring costs (-15 bps).
As a result, there was a 97 basis point increase in the year,
bringing the fully-loaded CET1 ratio to 12.27% in December
before accounting and regulatory impacts (-62 bps, primarily
due to IFRS 16 and TRIM (Targeted Review of Internal Models).

Fully loaded

Phased-in

2019

2018

2019

2018

Common equity
(CET1)
Tier1

70,497

66,904

70,497

67,962

78,964

75,838

79,536

77,716

Eligible capital

90,937

87,506

91,067

88,725

605,244

592,319

605,244

592,319

Risk-weighted
assets
CET1 capital ratio

11.65%

11.30%

11.65%

11.47%

T1 capital ratio

13.05%

12.80%

13.14%

13.12%

Total capital ratio

15.02%

14.77%

15.05%

14.98%

5.11%

5.10%

5.15%

5.22%

Leverage ratio

Regulatory capital (phased-in). Flow statement
EUR million

2019
Capital Core Tier 1
Starting amount (31/12/2018)
Shares issued in the year and share premium
Treasury shares and own shares financed
Reserves
Attributable profit net of dividends
Other retained earnings

FL CET1 performance in 2019
%

Minority interests
Decrease/(increase) in goodwill and other intangible
assets
Other deductions
Ending amount (31/12/2019)

67,962
1,644
1
(2,185)
3,092
89
(540)
166
269
70,497

Additional Capital Tier 1
Starting amount (31/12/2018)

9,754

AT1 eligible instruments

(457)

T1 excesses - subsidiaries

(258)

Residual value of intangible assets
Deductions
Ending amount (31/12/2019)

—
—
9,039

Capital Tier 2
Starting amount (31/12/2018)
T2 eligible instruments
Generic funds and surplus loan-loss provisions-IRB

11,009
1,054
—

The fully-loaded total capital ratio was 15.02%, up 25 bps
during the year.

T2 excesses - subsidiaries

The fully loaded leverage ratio stood at 5.1% in December
(5.1% in 2018).

Ending amount (31/12/2019)

11,531

Deductions from total capital

—

The phased-in eligible capital was EUR 91,067 million as at 31
December 2019. This represents a total capital ratio of 15.05%
and phased-in common equity tier 1 (CET1) of 11.65%.

Total capital ending amount (31/12/2019)

Deductions

(532)
—

91,067
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Total risk weighted assets comprising the denominator of capital requirements based on risk, are set out below, as well as their
distribution by geographic segment.

Risk weighted assets
EUR million

Minimum
capital
requirements

RWAs
Credit risk (excluding CCR)
Of which standardised approach (SA)
Of which the foundation IRB (FIRB) approach A
Of which the advanced IRB (AIRB) approach
Of which Equity IRB under the Simple risk-weight or the IMA

2018

2019

483,341

469,074

38,667

283,385

277,394

22,671

35,583

37,479

2,847

161,548

150,373

12,924

2,825

3,828

226

11,070

11,987

886

Of which IRB approach

7,549

7,867

604

Of which standardised approach

2,274

1,795

182

Of which risk exposure from contributions to default fund or central counterparties (CCP)

259

233

21

Of which credit valuation adjustment (CVA)

988

2,092

79

2

1

—

6,629

5,014

530

2,374

4,276

190

Counterparty Risk (CCR)

Settlement risk
Securitisation exposure in banking book (after cap)
Of which IRB approach

932

1,915

75

Of which SEC-IRBA approach

2,030

—

162

Of which SEC-SA approach

1,014

—

81

866

—

69

Of which IRB supervisory formula approach (SFA)

Of which SEC-ERBA approach
Of which standardised approach (SA)
Market risk
Of which standardised approach
Of which internal model approach (IMA)
Operational risk
Of which standardised approach
Amounts below the thresholds for deduction (subject to 250% risk weight)
Floor adjustment
Total
A. Includes equity under the PD/LGD approach.
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346

738

28

21,807

25,012

1,745

7,596

11,858

608

14,211

13,154

1,137

59,661

60,043

4,773

59,661

60,043

4,773

22,734

21,188

1,819

—

—

—

605,244

592,319

48,420
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Capital requirements by geographical distribution
EUR million
o/w:
United
NORTH
Kingdom AMERICA

Rest of
the
world

TOTAL

EUROPE

39,271
15,644
67
666
8,954
1,485
7,469
86
3,477
334
356
1,704
—
22,671
1,116
25
33
—
—
451
4,943
8,611
3,135
607
175
17

23,317
13,014
1
402
6,827
1,158
5,669
84
3,462
333
355
1,549
—
9,396
594
10
4
—
—
160
2,081
3,147
958
215
36
17

10,523
6,340
1
124
4,036
437
3,599
84
1,170
129
239
555
—
3,277
579
6
1
—
—
80
418
421
204
64
—
—

5,271
3,820
—
123
1,305
428
877
—
2,039
181
—
172
—
1,450
—
—
—
—
—
12
477
535
50
14
16
14

6,920
1,176
—
131
1,040
195
845
1
3
—
—
1
—
5,744
89
—
19
—
—
135
867
2,611
1,033
125
8
—

5,290

8,362

434
—
63
367
33
334
1
2
—
—
—
—
4,856
—
—
18
—
—
107
850
2,198
844
94
8
—

868
11
57
797
67
730
—
2
—
—
1
—
7,445
433
15
11
—
—
153
1,994
2,772
1,144
266
131
—

5,494
587
5
9
573
1
572
—
1
—
—
—
—
4,859
393
8
—
—
—
126
1,298
2,154
309
157
39
—

672
586
55
77
289
66
224
—
11
—
—
153
—
86
—
—
—
—
—
3
1
81
—
1
—
—

—

—

—

—

—

—

—

—

—

15
26
3,517
956
226
730
282
182

15
19
2,139
906
176
730
174
97

6
—
1,497
906
176
730
85

1
—
331
—

—
—
858
—

—
—
736
—

—
7
519
50

—
—
374
48

—
—
1
—

—
—
53

—
—
45

—
—
31

50
—
62

48
—
41

19

44

39

31

45

33

—
—
1
1

Of which: Risk exposure amount for contributions to the
default fund of a CCP

21

20

16

4

1

—

—

—

—

Of which: CVA

79

57

50

5

5

—

17

8

—

—
530

—
462

—
184

—
63

—
41

—
41

—
27

—
—

—
—

1,745

1,083

1,053

15

170

9

487

259

5

608

324

294

15

11

9

267

259

5

Credit risk
Of which internal rating-based (IRB) approach A
Central governments and central banks
Institutions
Corporates – SME
Corporates - Specialised Lending
Corporates – Other
Retail - Secured by real estate SME
Retail - Secured by real estate non-SME
Retail - Qualifying revolving
Retail - Other SME
Retail - Other non-SME
Other non-credit-obligation assets
Of which standardised approach (SA)
Central governments and central banks
Regional governments or local authorities
Public sector entities
Multilateral Development Banks
International Organisations
Institutions
Corporates
Retail
Secured by mortgages on immovable property
Exposures in default
Items associated with particular high risk
Covered bonds
Claims on institutions and corporates with a short-term
credit assessment
Collective investments undertakings (CIU)
Equity exposures
Other items
Of which Equity IRB
Under the PD/LGD method
Under simple method
Counterparty credit risk
Of which mark to market method (Standardised)

Settlement risk
Securitisation exposures in banking book (after cap)
Market risk
Of which standardised approach (SA)

SOUTH
o/w: US AMERICA

o/w:
Brazil

o/w:
Spain

Of which internal model approaches (IMA)

1,137

759

759

—

159

—

219

—

—

Operational risk

4,773

2,443

729

656

1,198

913

1,121

649

11

Of which Standardised Approach
Amounts below the thresholds for deduction and
other non-deducted investments (subject to 250% risk
weight)
Floor adjustment

4,773

2,443

729

656

1,198

913

1,121

649

11

1,819

1,161

1,017

17

231

140

424

348

3

—

—

—

—

—

—

—

—

—

48,420

28,640

13,591

6,075

8,605

6,425

10,483

6,791

692

Total
A. Including counterparty credit risk.
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The following table presents the main changes to the capital
requirements by credit risk:
Credit risk capital movements A
EUR million

Starting amount (31/12/2018)

RWAs

Capital
requirements

504,619

40,370

Asset size

10,487

839

Model updates

(1,499)

(120)

Methodology and policy

15,209

Foreign exchange movements
Other

32

2,665

213

(9,353)

Ending amount (31/12/2019)

1,217

399

Acquisitions and disposals

522,527

(748)
41,802

A. Includes capital requirements of equity, securitisations and counterparty risk
(excluding CVA and CCP).

The increase in RWAs in the year (EUR 17,908 million) is
mainly due to regulatory impacts (TRIM and the application of
IFRS 16) and IRB model changes in Spain. Additionally, there
were greater RWAs stemming from business growth, in
particular in Brazil, the US and SCF in part mitigated by
decreased business in Spain.
These variations were partially offset by the origination of
securitisations and the recalibration of IRB regulatory
parameters.
With regards to regulatory ratios, Santander exceeds the 2019
minimum regulatory requirements by 186 bps, taking into
account the shortfalls in AT1 and T2.

Economic capital
Economic capital is the capital needed to support all the risks
of our activity with a certain level of solvency. It is measured
using an internally developed model. In our case, the solvency
level is determined by the objective long-term rating of
'A' (above the Kingdom of Spain rating), which represents a
confidence level of 99.95% (higher than the regulatory level of
99.90%) to calculate the necessary capital.
Santander’s economic capital model incorporates in its
measurement all significant risks incurred by the Group in its
activity (concentration risk, structural interest rate risk,
business risk, pensions risk and others that are beyond the
scope of regulatory Pillar 1). Furthermore, economic capital
incorporates the diversification effect which in Santander’s
case is key, due to the multinational nature of its activity
covering many businesses, in order to appropriately determine
and understand the risk profile and solvency of a group with
global activity.
The fact that Santander’s business activity is spread across
various countries via a structure of separate legal entities,
with a variety of customer and product segments, exposed to
different types of risks, means that the Group results are less
vulnerable to adverse situations in one of the particular
markets, portfolios, customer types and risks. The economic
cycles, despite the current high level of economic
globalisation, are not the same nor are the different countries
affected with the same intensity. In this way, groups with a
global presence have more stable results and are more
resistant to the eventual market or portfolio crises, which
translate to lower risk. In other words, the risk and the
associated economic capital of the Group as a whole are less
than the sum of the individual parts.
Unlike with regulatory criteria, the Group considers certain
intangible assets, such as deferred taxes, goodwill and
software, to retain value, even in the hypothetical case of
resolution given the geographic structure of the Group’s
subsidiaries. As such, the asset is valued and its unexpected
loss and capital impact are estimated.
Economic capital is a key tool for internal management and
development of the Group’s strategy, both from the standpoint
of assessing solvency as well as risk management of
portfolios and businesses.

A. Countercyclical buffer.
B. Global systemically important banks (G-SIB) buffer.
C. Capital conservation buffer.

In short, from a qualitative point of view, Santander has solid
capital ratios, aligned with its business model, balance sheet
structure and risk profile.
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From the solvency standpoint, Santander uses its economic
model, in the context of the Basel Pillar 2, for the internal
capital adequacy assessment process (ICAAP). The business
evolution and capital needs are planned under a central
scenario and alternative stress scenarios. This ensures the
Group meets its solvency objectives even in adverse scenarios.
The metrics derived from economic capital enable the riskreturn objectives to be assessed, the price of operations to be
set based on risk and the economic viability of projects, units
and business lines to be evaluated, with the overriding
objective of maximising the generation of shareholder value.
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As a homogeneous risk measure, economic capital can be
used to explain the distribution of risk throughout the Group,
reflecting comparable activities and different types of risk in a
single metric.

The main difference compared to regulatory CET1 lies in the
treatment of goodwill, other intangible assets and deferred
tax assets, which we consider as additional capital
requirements rather than a deduction from available capital.

Given its relevance in internal management, the Group
includes several metrics derived from economic capital, both
from the standpoint of capital needs and risk-return, within a
conservative risk appetite framework established for the
Group and for the various countries.

The chart below sums up the Group’s economic capital needs
as at 31 December 2019, by geographic regions and risk type.

The requirement for economic capital as of December 2019
amounts to EUR 71,253 million, which, compared to the
available economic capital base of EUR 99,598 million, imply
the existence of a capital surplus of EUR 28,345 million.

Reconciliation of economic and regulatory capital
EUR million
Net capital and issuance premiums
Reserves and retained profits
Valuation adjustments
Minority interests
Prudential filters
Other

2019

2018

60,692

59,046

59,016

57,939

(23,249)

(23,606)

6,441

6,981

(639)
(2,662)

(1,742)
97,912

(31,398)

(32,398)

(25,068)

(25,630)

Other intangible assets

(3,410)

(3,014)

DTAs

(2,920)

(3,754)

2,298

1,390

Base regulatory (FL CET1) capital
available B

70,497

66,904

Base economic capital available

99,598

97,912

Economic capital required C

71,253

71,269

Capital surplus

28,345

26,643

Base economic capital available
Deductions
Goodwill

Other

Excluding the operating areas, the main risks taken on by the
Corporate Centre are goodwill and the risk derived from the
exposure to structural exchange rate risk (risk stemming from
maintaining stakes in subsidiaries abroad denominated in
currencies other than the euro).
The benefit of diversification included in the economic capital
model, including both the intra-risk diversification (similar to
geographic diversification) as well as inter-risks, amounted to
approximately 30%.
Distribution of economic capital needs by type of risk
%

(706)

99,598

A

The distribution of economic capital among the main business
areas reflects the diversified nature of the Group’s business
and risk. Europe represents 60% of the capital, North America
21% and South America 19%.

A. Includes: Deficit of provisions over economic expected loss, Pension assets and other adjustments. Calculations using 2019 economic capital methodology.
B. Including IFRS 9 transitional arrangements.
C. In order to enhance the comparison with regulatory capital, the differences in goodwill due to fx changes are included in the required economic capital. Calculations
using 2019 economic capital methodology.

Distribution of economic capital needs by geographic area and type of risk
EUR million. December 2019

Santander Group. Total requirements: 71,253
Corporate Centre A

Europe

North America

South America

25,644

27,261

9,475

8,873

All risks:
Goodwill
71%
DTAs
15%
Market
13%
Other
1%

All risks:
Credit
56%
ALM
9%
Pensions
8%
Market
8%
20%
Others

All risks:
Credit
63%
Fixed Assets
11%
Business
10%
Operational
6%
Others
11%

All risks:
Credit
66%
ALM
8%
Operational
7%
Business
6%
Others
13%

A. Including Santander Global Platform.
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RoRAC and value creation
Santander has been using RoRAC methodology since 1993 in
order to:
• Calculate the consumption of economic capital and the
return on it of the Group’s business units, as well as for
segments, portfolios and customers, in order to facilitate
optimum allocation of capital.
• Measure management of the Group’s units through
budgetary monitoring of capital consumption and RoRAC.
• Analyse and set prices for making decisions on operations
(admission) and customers (monitoring).
The RoRAC methodology enables the return on operations,
customers, portfolios and businesses to be compared on a
like-for-like basis, identifying those that obtain a risk-adjusted
return higher than the cost of the Group’s capital, thus aligning
risk and business management in order to maximise value
creation, which is the ultimate goal of the Group’s senior
management.
Santander also regularly assesses the level and evolution of
value creation (VC) and the risk-adjusted return (RoRAC) of the
Group and its main business units. The VC is the profit
generated above the cost of economic capital (EC) employed,
and is calculated as follows:
Value creation = consolidated profit – (average economic
capital x cost of capital)
The profit used is obtained by making the necessary
adjustments in the consolidated profit to eliminate those
factors that are outside the ordinary course performance of
our business, and obtain the ordinary result that each unit
obtains for its activity in the year.
The minimum return on capital that a transaction must obtain
is determined by the cost of capital, which is the minimum
remuneration required by shareholders. This is calculated by
adding to the risk-free return the premium that shareholders
require to invest in Santander. This premium depends
essentially on the degree of volatility in the Bank's share price
with respect to the market’s performance. The Group’s cost of
capital in 2019 was 8.30% (compared to 8.86% in 2018).
As well as reviewing the cost of capital annually, the Group’s
internal management also estimates a cost of capital for each
business unit, taking into account each market’s specific
features, under the philosophy of subsidiaries autonomous in
capital and liquidity, in order to evaluate whether each
business is capable of generating value individually.
If an operation or portfolio obtains a positive return, it
contributes to the Group’s profits, but it only creates
shareholder value when that return exceeds the cost of
capital.
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The following chart shows the value creation and RoRAC at the
end of 2019 of the Group’s main segments:
Value creation A and RoRAC
EUR million

2019
Main segments

RoRAC

Europe
North America
South America
Total Group

17.8%
20.3%
36.6%
12.5%

Value
creation
2,698
1,019
2,658
3,231

2018
RoRAC
17.9%
18.3%
33.9%
12.6%

Value
creation
2,745
709
2,235
2,835

A. The value creation is calculated with the cost of capital of each unit. The Group’s
total RoRAC includes the operating areas, the Corporate Centre and SGP,
reflecting the Group's total economic capital and its return.

Capital planning and stress tests
Capital stress test exercises are a key tool in the dynamic
evaluation of risks and the solvency of banks.
It is a forward-looking evaluation based on macroeconomic as
well as idiosyncratic scenarios that are unlikely but plausible.
Thus, robust planning models are required, capable of
transferring the effects defined in the projected scenarios to
different elements that influence the Bank’s solvency.
The ultimate aim of capital stress exercises is to make a
complete assessment of the risks and solvency of banks,
which enables possible capital requirements to be determined
in the event they are needed because of banks’ failure to meet
their regulatory and internal capital objectives.
Internally, Santander has a defined capital stress and planning
process not only to respond to various regulatory exercises but
also as a key tool integrated into the Group’s management and
strategy.
The objective of the internal capital stress and planning
process is to ensure sufficient current and future capital,
including in unlikely but plausible economic scenarios. Based
on the Group’s initial situation (defined by its financial
statements, its capital base, risk parameters and regulatory as
well as economic ratios), the envisaged results are estimated
for different business environments (including severe
recessions as well as expected macroeconomic environments),
and the Group’s solvency ratios are obtained, usually projected
over a three-year period.
The planning process offers a comprehensive view of the
Group’s capital for the analysed time period and in each of the
defined scenarios. The analysis incorporates the regulatory
capital and economic capital metrics.
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The structure in place is detailed in the following chart:

1

Macroeconomic
scenario

•
•
•
•

Central and recession
Idiosyncratic: based on specific risks facing the entity
Multi-year horizon
Reverse stress tests

2

Balance sheet
and income statement forecasts

•
•
•
•
•
•

Projection of volumes. Business strategy
Margins and funding costs
Fees and operating expenses
Market shocks and operational losses
Credit losses and provisions. PIT LGD and PD models
IFRS 9 models and migration among stages

3

Capital requirements
forecasts

4

5

Solvency analysis

Action plan

• Consistent with projected balance sheet
• Risk parameters (PD, LGD and EAD)
•
•
•
•

Available capital base. Profits and dividends
Regulatory and legislative impacts
Capital and solvency ratios
Compliance with capital objectives

• In the event of failure to comply with internal objectives or regulatory
requirements

The structure presented facilitates the attainment of the
ultimate objective of capital planning, by turning it into an
important strategic element for Santander which:
• Ensures current and future solvency, including in adverse
economic scenarios.
• Ensures comprehensive capital management and
incorporates an analysis of specific effects, facilitating their
integration into the Group’s strategic planning.
• Enables a more efficient use of capital.
• Supports the design of the Group’s capital management
strategy.
• Facilitates communication with the market and supervisors.
In addition, the whole process is developed with the
maximum involvement of senior management and their close
supervision, under a framework that ensures that the
governance is suitable and that all the elements that configure
it are subject to adequate levels of questioning, review and
analysis.

One of the key elements in capital planning and stress
analysis exercises, due to its particular importance in
projecting the income statement under defined adverse
scenarios, consists of calculating the provisions that will be
needed under these scenarios, mainly those that are produced
to cover losses on credit portfolios.
Specifically, in order to calculate loan-loss provisions of the
credit portfolio, Santander uses a methodology that ensures
the level of provisions covers all loan losses projected by its
internal models of expected loss, based on exposure at default
(EAD), probability of default (PD) and loss given default (LGD
parameters), at all times.
This methodology is widely accepted and is similar to that
used in the 2018 EBA stress test, as well as in 2011, 2014 and
2016, and in the stress test on the Spanish banking industry in
2012.
In 2018, this methodology was adapted in order to incorporate
the changes of the entry into force of the international
financial information IFRS 9 regulation. The Group has models
to calculate balances by stages (S1, S2, S3) as well as the
migration among them and the loan-loss provisions in
accordance with the new standards.
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Lastly, the capital planning and stress analysis process
culminates with the analysis of solvency under different
scenarios and over a defined time period, in order to assess
capital sufficiency and ensure the Group meets its internally
defined capital objectives as well as all regulatory
requirements.

Two of the most important objectives are to test: the
feasibility, effectiveness and credibility of the recovery
measures identified and the degree of suitability of the
recovery indicators and their respective thresholds that if
surpassed entail activating the scaling of decision-making in
order to cope with stress situations.

In the event that the capital objectives set are not met, an
action plan will be drawn up which sets out the necessary
measures to be able to attain the desired minimum capital.
These measures are analysed and quantified as part of the
internal exercises although it is not necessary to utilise them
as the minimum capital thresholds are exceeded.

To this end, the corporate recovery plan sets out different
macroeconomic and/or financial crisis scenarios in which
idiosyncratic and/or systemic events important for the Group
which could entail activating the Plan are envisaged.

This internal process of stress and capital planning is carried
out transversally throughout the Group, not only at the
consolidated level, but also locally in the different units that
comprise the Group, and which use the stress process and
capital planning as an internal management tool and in
response to their local regulatory requirements.
Since the beginning of the economic crisis in 2008 until
December 2019, Santander underwent seven stress tests, in
which its strength and solvency were demonstrated in the
most extreme and severe macroeconomic scenarios. All of
them showed that, thanks mainly to its business model and
geographic diversification, Santander would still be capable of
generating profit for its shareholders and meeting the most
demanding regulatory requirements.
As well as the regulatory stress tests, Santander has
conducted internal stress tests every year since 2008, within
its capital self-evaluation process (Pillar 2). In all of them, the
Group’s capacity to confront the most difficult exercises, both
at the global level as well as in the countries in which it
operates, has been demonstrated.

Recovery and Resolution Plans and Special Situations
Management Framework
This section summarises the main advances in the sphere of
the Group’s crisis management. Specifically, the main
principles developed regarding Recovery Plans, Resolution
Plans and the management framework governing special
situations.
Recovery plans
Context. The tenth version of the corporate recovery plan was
prepared in 2019. The most important part sets out the
measures that Santander would have at its disposal to survive
a very severe crisis on its own.
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Moreover, the Plan has been designed with the premise that,
if activated, there would be no extraordinary public aid, in
accordance with article 5.3 of the BRRD.
It is important to point out that the Plan should not be
interpreted as an instrument independent of the rest of the
structural mechanisms established to measure, manage and
supervise the risk assumed by the Group. The Plan is
integrated with the following tools, among others: the risk
appetite framework (RAF); the risk appetite statement (RAS);
the risk identification assessment (RIA), the business
continuity management system (BCMS) and the internal
processes for assessing the sufficiency of capital and liquidity
(ICAAP and ILAAP). The Plan is also integrated into the Group’s
strategic plans.
Evolution in 2019. We continued the improvement work in
line with the European regulator’s requirements and
expectations and the industry’s best practices. Specifically, the
following were included:
(i) Improvements to the special situations framework to
include all preventative measures and better coordination
between subsidiaries.
(ii) Simplification of the decision-making process during a
crisis, including new tools such as the Playbook.
(iii) New methodology to estimate the feasibility and real
recovery ability under different scenarios.
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of the 2019 corporate plan confirm that:
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Resolution plans

• There are no material interdependencies between the
Group’s different countries.

Santander continues to cooperate with the relevant authorities
in preparing resolution plans, providing all the information
they request.

• The measures available ensure an ample recovery capacity
in all the scenarios raised in the plan. Moreover, the Group’s
geographic diversification model is a point in its favour from
the recovery perspective.

The authorities that form part of the Crisis Management Group
(CMG) maintained their decision on the strategy to follow for
the resolution of the Group: the Multiple Point of Entry
(MPE)2.

• Each subsidiary has sufficient capacity to emerge by its own
means from a recovery situation, which increases the
strength of the Group’s model, based on subsidiaries that
are autonomous in terms of capital and liquidity.

This strategy is based on the legal and business structure with
which Santander operates, organised into nine “Resolution
Groups” which can be resolved independently without
involving other parts of the Group.

• None of the subsidiaries, in the event of serious financial or
solvency problems, can be considered as sufficiently
relevant to surpass the severest levels established for the
recovery indicators and which could result in activating the
corporate plan.

In November 2019, the Single Resolution Board (SRB)
communicated the preferred resolution strategy as well as the
priorities of work for improving the Group’s resolvability.

• The Group has sufficient mitigation mechanisms to
minimise the negative economic impact from potential
damage to its reputation in different stress scenarios.
All of these factors underscore that the Group’s model and
geographic diversification strategy, based on a model of
subsidiaries autonomous in liquidity and capital, continues to
be strong from a recovery perspective.
Regulation and governance. The plan was developed in
accordance with the current EU regulation. The plan also
follows the non-binding recommendations made by
international bodies such as the Financial Stability Board
(FSB).
As in previous years, the Group’s Plan was presented in
September 2019 to the Single Supervisory Mechanism. As of
then, the EBA has six months to make formal considerations.
The Group’s Plan comprises both the corporate plan (which
corresponds to Banco Santander, S.A.) as well as local plans for
its main countries (the UK, Brazil, Mexico, the US, Germany,
Argentina, Chile, Poland and Portugal), which are annexed to
the corporate plan. It is important to mention that, except for
Chile, all countries have to draw up a local plan as a local
regulatory requirement as well as the corporate requirement
to do so.
The board of Banco Santander, S.A. approved the corporate
plan, though the content and relevant figures were previously
presented and discussed in the Group’s main management
and control committees (capital committee, global ALCO and
the risk supervision, regulation and compliance committee).
The local plans are approved by the corresponding local bodies
and always in coordination with Santander, as they must form
part of the Group’s plan (as they are annexed to the corporate
plan).

Regarding this, the Group continued to advance in the projects
to improve its resolvability, defining the following lines of
action:
1) Ensure the Group has a sufficient buffer of instruments
with loss absorption capacity.
In 2019, the Bank issued debt instruments that meet the
MREL eligibility requirements.
In order to avoid legal uncertainty in the execution of the bailin power by the resolution authority, all issuances of the Bank
that are governed by other than the Spanish law, include a
contractual recognition clause by which the creditor
recognises that the liability may be subject to the write-down
and conversion powers and agrees to be bound by any
reduction of the principal or outstanding amount due,
conversion or cancellation that is effected by the
aforementioned exercise of the bail-in power by a resolution
authority.
2) Ensure that there are information systems that can
quickly provide high quality necessary information in the
event of resolution.
We continue to work on the systematisation and
reinforcement of the governance of the information submitted
to the resolution authority used to draw up the resolution
plan.
Further progress was made in the ongoing projects to create
data repositories on:
1. Legal entities that belong to the Group.
2. Critical suppliers.
3. Critical infrastructure.
4. Financial contracts in accordance with article 71.7 of the
BRRD.

2. With the exception of the United States whose resolution plans correspond to the individual entities.
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3) Guarantee operational continuity in resolution situations.

With this end, a corporate contract template has been drawn
up so that any new contracts or renewals include this clause.

1. Santander has continued to actively engage with the
Group’s main subsidiaries to promote the performance of
Training Sessions and execution of Crisis Simulation
Exercises. The scenarios tested are generally based on the
result of a severe non-financial event (e.g. cyber-attack),
though increasingly both financial and communications
implications are being taken into consideration in their
design and execution.

With regards to services provided by market infrastructure, an
analysis has been done on the main contracts to confirm the
continuity of services in a resolution scenario as well as
understand their policies in the case of a financial
deterioration prior to entering into resolution.

2. Consolidating a robust and reliable crisis management
technological infrastructure that ensures swift and prompt
activation of Special Situations protocols and procedures,
and the effective management of such situations, constitute
a priority for the Group.

Operational continuity is being reinforced via the inclusion of
clauses in contracts, with both internal and external suppliers,
which stipulate that resolution is not considered an event
which would trigger termination of services.

This analysis was carried out in conjunction with the Legal
Services of the given entities.
Additionally, contingency plans are being developed for cases
where a main market infrastructure ceases to provide service
due to the resolution of the entity. These plans will include
actions that will be taken to mitigate the risk associated with
said infrastructure via (i) the identification and justification of
possible substitutes/alternatives and (ii) the evaluation of
possible financial or operative measures which would
mitigated the risk associated with the loss of the service.
4) Foster a culture of resolvability in the Group.
Regarding this point, progress continued to be made in
involving senior management by raising questions
regarding the resolvability of Santander to the board and
the periodic meetings of the steering committee
specialised in resolution issues.
Special situations management framework
1. Santander has overhauled the Special Situations
framework to expand its scope of internal regulation to
cover two additional key stages to the Management of
Special Situations: (i) Special Situations Preparation in
BAU and (ii) Facilitating Resolution. The Framework is
hereinafter referred to as the Comprehensive Special
Situations Framework (CSSF), consistent with its more
holistic and broad nature relative to its predecessor.
This comprehensive approach in the Framework ensures a
clear allocation of roles and responsibilities for each of the
“Three Lines of Defence” in the Corporation, and of those
referring to the Subsidiaries in their relation with the
Corporation.
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Total Loss Absorbing Capacity (TLAC) and Minimum
Required Eligible Liabilities (MREL)
In November 2015, the FSB published the TLAC term sheet
based on the previously published principles regarding the
crisis management framework. The objective of the TLAC term
sheet is to ensure that global systemically important banks (GSIBs) have the capacity to absorb losses and the required
recapitalisation ability to guarantee that, in resolution
proceedings and immediately following, they are able to
maintain critical functions without putting at risk depositors’
money, public funds or financial stability.
The TLAC term sheet requires a minimum TLAC level to be
determined individually for each G-SIB as the greater of (a)
16% of risk weighted assets as of 1 January 2019 and 18% as
of 1 January 2022, and (b) 6% of the Basel III Tier 1 leverage
ratio exposure measure as of 1 January 2019, and 6.75% as of
1 January 2022.
Some jurisdictions have already transposed the TLAC term
sheet into legislations (as is the case in Europe via the CRR 2
and BRRD 2, and in the US). Other jurisdictions where the
Bank is present, such as Brazil and Mexico, this requirement
has not yet been implemented.
The phase in calendar for developing countries allows for a
longer time horizon and is not required until 2025. In Europe,
the final texts which modify the resolution framework were
published in June: CRR 2 and BRRD 2. One of the main
objectives of this revision is to implement the TLAC
requirement in Europe. The CRR 2 also came into force in June
2019, while the BRRD2 is required to be transposed into
Member States’ legislation no later than December 2020.
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For G-SIBs, the CRR 2 establishes the minimum requirement in
the TLAC term sheet (16%/18%), which must be made up of
subordinated liabilities, with the exception of a percentage of
senior debt (2.5%/3.5%). For large banks (with total assets
exceeding EUR 100 billion) the subordination requirement will
be set at 13.5% of RWAs or 5% of the tier 1 Basel III leverage
ratio exposure, whichever is greater. For non-systematically
important entities, the subordination requirement will be
determined on a case-by-case basis by the resolution
authority.

In November 2019, the Bank of Spain formally communicated
the (binding) minimum MREL requirement for the Banco
Santander, S.A. Resolution Group (subconsolidated level)
which needs to be met from 1 January 2020. The requirement
was set at 16.81% of total liabilities and own funds based on
December 2017 data, equivalent to 28.60% of the Resolution
Group’s RWAs. Of this MREL requirement, 11.48% of the total
liabilities and own funds must be met by subordinated
instruments, taking into account a concession of 2.5% of total
RWAs.

For G-SIBs, an additional requirement (Pillar 2) is added to the
minimum CRR requirement, which is the result of applying the
MREL methodology to the BRRD 2. In other words, the Bank
will still be subject to an entity specific MREL requirement (i.e.
MREL Pillar 2 add-on), which could be greater than the
standard TLAC requirement (which would be implemented as
a Pillar 1 MREL requirement for G-SIBs).

As of 31 December 2019, Banco Santander, S.A. meets its
MREL requirements following the MREL eligible issuances
over the last two years.
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4. Financial information by
segments
4.1 Description of segments
The reporting by segments is based on financial information
presented to the chief operating decision maker, which
excludes certain items included in the statutory results that
distort year-on-year comparisons and are not considered for
management reporting purposes. This financial information
(underlying basis) is computed by adjusting reported results
for the effects of certain gains and losses (e.g.: capital gains,
write-downs, impairment of goodwill, etc.). These gains and
losses are items that management and investors ordinarily
identify and consider separately to better understand the
underlying trends in the business (see also note 52.c to the
Group financial statements).
The Group has aligned the information in this operating
segment section in a manner consistent with the underlying
information used internally for management reporting
purposes and with that presented throughout the Group’s
other public documents.
The Group executive committee has been determined to be
the chief operating decision maker for the Group. The Group’s
operating segments reflect the organisational and
management structures. The Group executive committee
reviews the internal reporting based on these segments in
order to assess performance and allocate resources.
The segments are differentiated by the geographical area
where profits are earned and by type of business. The financial
information of each reportable segment is prepared by
aggregating the figures for the Group’s various geographical
areas and business units. The information relates to both the
accounting data of the units integrated in each segment and
that provided by management information systems. In all
cases, the same general principles as those used in the Group
are applied.
In 2019, we made a change to our reported segments to
reflect our current organisational and management structure.
This change in our reported segments aims to align the
segment information to how segments and units are managed
and has no impact on accounting figures at the Group level.
The main changes, which have been applied to segment
information for all periods included in the consolidated
financial statements, are the following:
Primary segments
1. Creation of the new geographical segment Europe that
includes the existing units under the previous Continental
Europe segment (Spain, Portugal, Poland and SCF) plus the
UK (that was previously a segment on its own).
– The UK is aligned with the ring-fencing structure,
including products and services distributed to our retail
customers and the majority of our business customers.
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The businesses excluded are now incorporated in the Rest
of Europe.
– Spain now includes the Real Estate Activity Spain unit,
previously included in the Rest of Europe, and it excludes
some treasury businesses now reported in the Rest of
Europe, and the online bank Openbank is now
incorporated in the new digital segment Santander Global
Platform (SGP).
– Rest of Europe, included within the Europe segment,
comprises mainly (i) SCIB businesses such as Banco
Santander, S.A. branches outside of Spain (including the
businesses excluded from the UK as a result of ringfencing) as well as Spain’s treasury business and (ii)
Private Banking’s WM&I businesses in Switzerland,
mutual funds in Luxemburg and Insurance in Zurich.
2. Creation of the new geographical segment North America
that comprises the existing units under the previous US
segment plus Mexico.
3. Creation of the new geographical segment South America
that comprises the existing units under the previous Latin
America segment except for Mexico.
4. Creation of a new reporting unit segment, Santander Global
Platform (SGP), which includes our global digital services
under a single unit:
– Our fully digital native bank Openbank and Open Digital
Services.
– Global Payments Services: payments platform to better
serve our customers with value propositions developed
globally, including Superdigital, Pago FX and our recently
launched global businesses (Global Merchant Services
and Global Trade Services).
– Digital Assets: common digital assets and Centres of
Digital Expertise which help our banks in their digital
transformation.
Secondary segments
5. The Real Estate Activity Spain unit, that was previously a
segment reported on its own, is now included in Retail
Banking.
6. The insurance business, previously included in Retail
Banking, is now included in the Wealth Management
segment, which has been renamed to Wealth Management
& Insurance.
7. The new digital segment (SGP) is also incorporated as a
secondary segment.
8. Finally, the change in reported segments also includes
adjustments to the clients of the Global Customer
Relationship Model between Retail Banking and SCIB and
between Retail Banking and WM&I.
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The changes in the secondary segments have no impact on the
primary segments.
The Group restated the corresponding information of earlier
periods considering the changes aforementioned in this
section.
As a result, the operating business areas are structured in two
levels:

Primary segments
This primary level of segmentation, which is based on the
Group’s management structure, comprises five reportable
segments: four operating areas plus the Corporate Centre. The
operating areas are:
Europe: which comprises all the business activities carried out
in the region. Detailed financial information is provided on
Spain, Portugal, Poland, SCF (which incorporates the region’s
business, including the three aforementioned countries) and
the UK.
North America: which comprises all the business activities
carried out in Mexico and the US, which includes the holding
company (SHUSA) and the businesses of SBNA, SC USA, Banco
Santander Puerto Rico, the specialised unit Banco Santander
International and the New York branch.
South America: includes all the financial activities carried out
by the Group through its banks and subsidiary banks in the
region. Detailed information is provided on Brazil, Chile,
Argentina, Uruguay, Peru and Colombia.
Santander Global Platform: includes Global Payments Services
(Global Trade Services, Global Merchant Services, Superdigital,
Pago FX), our fully digital bank Openbank and Open Digital
Services, and Digital Assets (centres of digital expertise,
InnoVentures and digital assets).
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Secondary segments
At this secondary level of segment reporting, the Group is
structured into Retail Banking, SCIB, WM&I and SGP.
Retail Banking: this covers all customer banking businesses,
including consumer finance, except those of corporate
banking, which are managed through SCIB, and asset
management, private banking and insurance, which are
managed by Wealth Management & Insurance. The results of
the hedging positions in each country are also included,
conducted within the sphere of each one’s assets and
liabilities committee.
Santander Corporate & Investment Banking (SCIB): this
business reflects revenue from global corporate banking,
investment banking and markets worldwide including
treasuries managed globally (always after the appropriate
distribution with Retail Banking customers), as well as equity
business.
Wealth Management & Insurance: includes Global Payments
Services (Global Trade Services, Global Merchant Services,
Superdigital, Pago FX), our fully digital bank Openbank and
Open Digital Services, and Digital Assets (centres of digital
expertise, InnoVentures and digital assets).
Santander Global Platform: includes Global Payments Services
(Global Trade Services, Global Merchant Services, Superdigital,
Pago FX), our fully digital bank Openbank and Open Digital
Services, and Digital Assets (Centres of Digital Expertise,
InnoVentures and Digital Assets).
In addition to these operating units, which report by
geographic area and businesses, the Group continues to
maintain the Corporate Centre area that includes the
centralised activities relating to equity stakes in financial
companies, financial management of the structural exchange
rate position, assumed within the sphere of the Group’s assets
and liabilities committee, as well as management of liquidity
and of shareholders’ equity via issuances. As the Group’s
holding entity, this area manages all capital and reserves and
allocations of capital and liquidity with the other businesses. It
also incorporates amortisation of goodwill but not the costs
related to the Group’s central services (charged to the areas),
except for corporate and institutional expenses related to the
Group’s functioning.

The businesses included in each of the primary segments in this report and the accounting principles under which their results are
presented here may differ from the businesses included and accounting principles applied in the financial information separately
prepared and disclosed by our subsidiaries (some of which are publicly listed) which in name or geographical description may seem to
correspond to the business areas covered in this report. Accordingly, the results of operations and trends shown for our business areas
in this document may differ materially from those of such subsidiaries.
As described in section 3 above, the results of our business areas presented below are provided on the basis of underlying results only
and generally including the impact of foreign exchange rate fluctuations. However, for a better understanding of the changes in the
performance of our business areas, we also provide and discuss the year-on-year changes to our results excluding such exchange rate
impacts.
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4.2 Summary income statement of the Group’s main business areas
2019

Main items of the underlying income statement
EUR million

EUROPE
Spain
Santander Consumer Finance
United Kingdom
Portugal
Poland
Other
NORTH AMERICA
US
Mexico
SOUTH AMERICA
Brazil
Chile
Argentina
Other
SANTANDER GLOBAL PLATFORM
CORPORATE CENTRE
TOTAL GROUP

14,201
3,919
3,848
3,788
856
1,171
620
8,926
5,769
3,157
13,316
10,072
1,867
940
437
92
(1,252)
35,283

5,260
2,481
823
866
390
467
234
1,776
947
829
4,787
3,798
404
446
138
6
(50)
11,779

21,001
7,506
4,710
4,727
1,375
1,717
966
11,604
7,605
3,998
18,425
13,951
2,539
1,316
619
81
(1,617)
49,494

9,957
3,485
2,672
1,892
751
1,024
133
6,636
4,309
2,327
11,769
9,345
1,508
554
362
(159)
(1,990)
26,214

7,350
2,174
2,215
1,455
750
681
76
2,776
1,317
1,459
7,232
5,606
1,129
217
280
(166)
(2,262)
14,929

Underlying
attributable
profit to the
parent
4,878
1,585
1,314
1,077
525
349
28
1,667
717
950
3,924
2,939
630
144
212
(120)
(2,096)
8,252

Secondary segments
RETAIL BANKING
CORPORATE & INVESTMENT BANKING
WEALTH MANAGEMENT & INSURANCE
SANTANDER GLOBAL PLATFORM
CORPORATE CENTRE
TOTAL GROUP

33,157
2,721
565
92
(1,252)
35,283

9,094
1,528
1,201
6
(50)
11,779

43,523
5,284
2,223
81
(1,617)
49,494

24,042
3,008
1,312
(159)
(1,990)
26,214

13,265
2,767
1,325
(166)
(2,262)
14,929

7,748
1,761
960
(120)
(2,096)
8,252

Primary segments

Net interest
income

Net fee
income

Total
income

Net operating
income

Profit before
tax

Underlying attributable profit to the parent by primary
segment distribution A

Underlying attributable profit to the parent 2019. Core markets

2019

EUR million. % change YoY in constant euros

A. As a % of operating areas. Excluding Corporate Centre and Santander Global
Platform.
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2018

Main items of the underlying income statement
EUR million

EUROPE
Spain
Santander Consumer Finance
United Kingdom
Portugal
Poland
Other
NORTH AMERICA
US
Mexico
SOUTH AMERICA
Brazil
Chile
Argentina
Other
SANTANDER GLOBAL PLATFORM
CORPORATE CENTRE
TOTAL GROUP

14,204
4,093
3,723
4,078
858
996
456
8,154
5,391
2,763
12,891
9,758
1,944
768
421
79
(987)
34,341

5,435
2,624
798
912
377
453
272
1,615
859
756
4,497
3,497
424
448
128
7
(69)
11,485

21,257
7,615
4,610
5,132
1,344
1,488
1,068
10,476
6,949
3,527
17,674
13,345
2,535
1,209
585
74
(1,057)
48,424

10,091
3,277
2,622
2,295
700
848
350
5,988
3,930
2,058
11,117
8,845
1,488
458
326
(68)
(1,483)
25,645

7,491
2,063
2,137
1,803
686
552
251
2,337
1,113
1,224
6,717
5,185
1,118
183
231
(70)
(1,699)
14,776

Underlying
attributable
profit to the
parent
5,048
1,554
1,293
1,272
479
296
154
1,304
549
755
3,451
2,592
612
82
165
(54)
(1,686)
8,064

Secondary segments
RETAIL BANKING
CORPORATE & INVESTMENT BANKING
WEALTH MANAGEMENT & INSURANCE
SANTANDER GLOBAL PLATFORM
CORPORATE CENTRE
TOTAL GROUP

32,262
2,461
526
79
(987)
34,341

8,870
1,534
1,142
7
(69)
11,485

42,231
5,077
2,099
74
(1,057)
48,424

22,994
2,975
1,226
(68)
(1,483)
25,645

12,654
2,680
1,211
(70)
(1,699)
14,776

7,238
1,691
875
(54)
(1,686)
8,064

Primary segments

Net interest
income

Net fee
income

Total
income

Net operating
income

Profit before
tax
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4.3 Primary segments
EUROPE
2019 Highlights
• Given the current macroeconomic environment, characterised by lower for longer interest rates,
we are working on our franchises to simplify our business and structures and adapt our technology
platforms.
• In terms of volumes, in an environment of lower economic growth, gross loans and advances to
customers (excluding reverse repos) rose 2% year-on-year and customer funds 4%.
Underlying
attributable profit

EUR 4,878 Mn

• Underlying attributable profit amounted to EUR 4,878 million, down 3% compared to 2018, due
to lower gains on financial transactions (markets) and net fee income (mainly SCIB) and higher
provisions (Spain and SCF). Conversely, net interest income increased and costs fell 2.4% in real
terms, reflecting the optimisation measures.

Strategy
In Europe our subsidiaries are managed according to our local
priorities. At the same time, in an environment of low demand
for credit and low interest rates, we are developing initiatives to
enable the simplification of our business model, shared
services and cost saving measures. For example:

All of this, with the medium-term objective of obtaining EUR 1
billion of savings, based on our global capabilities to
strengthen operational efficiency in the region.
Of note by countries:

• Simplification of our business, reducing the number of
products to gain efficiency and agility but maintaining a full
value proposition that is capable of meeting the daily needs
of our individual customers and offering tailored solutions for
SMEs and large corporates.

• In Spain, the commitment to maintain leadership in the
market, strengthening customer loyalty and experience
through digital transformation, while obtaining synergies.

• Adaptation of the technological platforms and acceleration of
our digital transformation, to help improve customer
experience and expand distribution channels for our products
and services.

• In the UK, focus on volume growth in core mortgage
market, the first phase of our multi-year transformation
programme which is starting to be reflected in savings, and
improving capital allocation.

• Continued achievement of synergies from the ongoing
integration processes, such as Banco Popular in Spain and
Portugal and the retail and SME business of Deutsche Bank
Polska in Poland.

• In SCF, leverage our position as a specialised entity,
strengthening relationships with manufacturers and the
perimeter of the agreements.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

9,891
36% /active
customers
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13,830
+9% YoY

• In Portugal and Poland, improved profitability and efficiency
as a result of the successful integrations.
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EUROPE

Loans and advances to customers rose 6%. In gross terms,
excluding reverse repurchase agreements and the exchange
rate impact, they rose 2% in the year, reflecting deleveraging
in wholesale banking in Spain, but boosted by SCF (driven by
the increase in new lending), the UK (by growth in mortgages)
and Poland.

EUR million

Customer deposits increased by 5% compared to 2018.
Excluding repurchase agreements and the FX impact, they
were up 2% with rises in all countries. Demand deposits grew
4% absorbing the 5% fall in time deposits resulting from the
strategy to reduce the cost of funds in Spain and Poland.
Mutual funds (+15%) grew at double digit rates in Poland
(+10%), Portugal (+59%) and the rest of Europe (+64%),
boosting customer funds (+4%).

Results
Underlying attributable profit in 2019 was EUR 4,878
million (47% of the Group's total operating areas), and
underlying RoTE was 10.0%.
Compared to 2018, excluding the exchange rate impact,
underlying attributable profit decreased 3% affected mainly
by lower revenue in the UK, as follows:
• Total income decreased slightly (-1%). Net interest income
remained unchanged due to the positive performance of
volumes in SCF and Poland and the higher revenue in SCIB,
which offset the competitive pressures, the fall in SVR
volumes in the UK and the impact of low interest rates in
Spain, smaller ALCO portfolio and the impact of IFRS 16. Net
fee income was down 3%, particularly in Spain, because of
lower activity in SCIB. Gains on financial transactions were
7% lower year-on-year due to a very good performance in
the markets in the first quarter of 2018.
• Administrative expenses and amortisations decreased 1%
(-2.4% in real terms) because of the efficiencies generated
by the integration of Banco Popular in Spain and Portugal
and by the efforts made in the different optimisation
processes.
• Net loan-loss provisions rose 17%, however, the cost of
credit remained low (0.28%) rising only 4 basis points in the
year.
• Other gains (losses) and provisions reduced their loss
during the year, due to the releases of other provisions in
SCF and the UK.

Underlying income
statement
Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses
and amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from
discontinued operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent
Balance sheet
Loans and advances to
customers
Cash, central banks and
credit institutions
Debt instruments
Other financial assets
Other asset accounts
Total assets
Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts
Total liabilities
Total equity
Pro memoria:
Gross loans and advances
to customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating
data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches
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and control

%
% excl. FX

2019

2018

14,201
5,260

14,204
5,435

0.0
(3.2)

(0.1)
(3.3)

1,035

1,115

(7.1)

(7.5)

505
21,001

503
21,257

0.2
(1.2)

0.0
(1.3)

(11,044)

(11,165)

(1.1)

(1.3)

9,957
(1,839)

10,091
(1,572)

(1.3)
17.0

(1.4)
16.9

(1,028) (25.2)

(25.3)

(768)
7,350
(1,979)

7,491
(2,020)

(1.9)
(2.0)

(1.9)
(2.1)

5,371

5,472

(1.8)

(1.9)

—

—

—

—

5,371
(493)

5,472
(424)

(1.8)
16.4

(1.9)
16.7

4,878

5,048

(3.4)

(3.4)

676,904

639,966

5.8

3.6

180,389

172,298

4.7

3.5

104,382
53,893
41,471
1,057,038
600,380

118,221
49,263
40,989
1,020,737
571,834

(11.7)
9.4
1.2
3.6
5.0

(12.8)

189,792

192,685

(1.5)

(2.3)

133,544
60,807
16,383
1,000,906
56,133

129,574
53,687
18,947
966,727
54,010

3.1
13.3
(13.5)
3.5
3.9

0.3
13.0
(14.6)

650,552

626,205

3.9

1.9

671,032
581,395
89,637

634,893
557,122
77,771

5.7
4.4
15.3

3.9
2.4
14.6

10.00
52.6
3.25
49.8
86,574
5,336

10.86
52.5
3.67
50.1
93,021
6,753

(0.86)
0.1
(0.42)
(0.3)
(6.9)
(21.0)

9.3
(0.1)
1.8
3.0

1.8
2.2

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Spain
2019 Highlights
• We successfully completed the integration of Banco Popular, with the migration of all branches

and customers, and the execution of the branch network optimisation process, obtaining greater
costs synergies than expected.

• We completed the reorganisation of the strategic insurance business with the end of the
agreement with Allianz and the creation of the new joint ventures with Aegon and MAPFRE.
Underlying
attributable profit

EUR 1,585 Mn

• Strong growth in SMEs and corporates, leveraging our strengths as a Group, with focus in valueadded products, boosting international business 15% year-on-year.
• Underlying attributable profit increased 2% in 2019, 5% higher before tax, mainly due to sustained
revenue and lower costs, reflected in an improvement of 3.4 percentage points in the efficiency ratio.

Strategy
We successfully completed the integration of Banco Popular,
with the migration of all branches and customers to
Santander, and the execution of the branch network
optimisation process, resulting in greater than expected cost
synergies. We closed around 1,150 branches and unified the
central services and regional teams.
We continued to update the distribution network.
Accordingly, we already have close to 600 Smart Red
branches and 6 Work Café branches, where we are
maximising digitalisation and exploring new customer
relationship formats.
As regards the main loyalty drivers and performance by
segment:
• Increased customer transactions, with growth of 4% in
card turnover (after growing 22% in the last two years)
and 8% in point-of-sale terminals. Consumer credit
increased 24% year-on-year, driven by pre-concession and
digital loans, which enabled us to increase market share by
151 bps.
• Growth in value added businesses, such as insurance
(gross written premiums: +11%) and mutual funds (AuM
increased EUR 5,500 million).
• In SMEs, we launched Tresmares Capital, a new
independent alternative financing platform for this
segment.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

2,540

4,721

32% /active
customers
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+10% YoY

• We continued to develop Santander Personal, our tailored
remote management service, which is now available for
SMEs and Private Banking customers.
• We are working on tailored solutions for key segments,
offering attractive value propositions that favour customer
acquisition, loyalty and commercial dynamism (Generation
81 for women, SmartBank for young people and Santander
Senior project for the over 65s). In April, we launched the
Smith Plan vying to become the leader in the non-resident
segment, via a differentiated value proposition focused
mainly on covering the needs of those who are purchasing a
house in Spain.
• In SCIB, we remained market leaders in the main league
tables, strengthening our capital optimisation and
originate to distribute models.
Lastly, the digital transformation process has enabled us to
increase the number of digital customers by 10% in the year
and the weight of sales made through digital channels to
around 29% in the year. We continued to promote our
Digilosofía concept, helping our customers through our
network in their digital transformation process.
These measures were recognised by The Banker with the
award of Bank of the Year in Spain.
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Spain

Loans and advances to customers fell 6%. In gross terms,
excluding reverse repurchase agreements, they also fell 6%
in the year, impacted by wholesale banking and institutions
deleveraging due to the market environment and the
progress towards a more capital efficient model.
Additionally, new mortgage lending does not yet offset
maturities, however, consumer stock increased in the last 12
months.

EUR million

Customer deposits increased 1% compared to 2018.
Excluding repos growth was also 1%. Demand deposits rose
4%, which offset the decrease in time deposits (-12%) as a
result of a low interest rate environment. The cost of deposits
fell from 34 bps in the fourth quarter of 2018 to 13 bps in the
fourth quarter of 2019.
Customer funds rose 3% including the 12% increase in
mutual funds. In addition, EUR 14,424 million are managed
in pension plans, which grew 2% in the year.

Results
Underlying attributable profit amounted to EUR 1,585
million (15% of the Group’s total operating areas) with an
underlying RoTE of 10.5%.
Compared to 2018, underlying attributable profit was 2%
higher. Profit before tax rose 5%, as follows:
• Total income fell slightly (-1%). Net interest income
dropped 4%, due to lower wholesale and ALCO volumes,
lower institution volumes and the impact of IFRS 16,
partially offset by improved customer spreads. Excluding
the IFRS 16 impact, it fell 2%.
Net fee income was down 5%, mainly due to lower activity
at SCIB. Gains on financial transactions rose 49%, driven
by active portfolio management, taking advantage of
market movements. Other operating income was lower
mainly due to lower equity method results driven by the
sale of Testa and WiZink.
• Administrative expenses and amortisations fell 7% due
to the efficiencies resulting from the Banco Popular
integration and the optimisation efforts. The efficiency
ratio stood at 53.6%, 3.4 pp better than in 2018.
• Net loan-loss provisions rose 9%. Nevertheless, the NPL
ratio improved (-38 bps in the year), cost of credit stood at
low levels (43 bps) and the stock of NPLs fell by more than
EUR 1,800 million.
• Other gains (losses) and provisions increased their losses
in the year, partly due to provisions related to foreclosed
assets and increased operational risk.

Risk management
and control

Underlying income statement

2019

2018

%

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

3,919
2,481

4,093
2,624

(4.3)
(5.5)

1,046

703

61
7,506

195
7,615

(68.9)

(4,021)

(4,338)

(7.3)

3,485
(856)

3,277
(789)

6.4
8.5

Balance sheet
Loans and advances to
customers
Cash, central banks and credit
institutions
Debt instruments
Other financial assets
Other asset accounts
Total assets
Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts
Total liabilities
Total equity
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

48.8
(1.4)

(455)

(425)

7.1

2,174
(589)

2,063
(508)

5.4
15.9

1,585

1,555

1.9

—

—

—

1,585
0

1,555
(1)

1.9
(89.7)

1,585

1,554

2.0

185,179

196,101

(5.6)

78,334

79,100

(1.0)

34,288
1,393
23,908
323,102
240,427

48,849
2,515
22,436
349,001
238,372

(29.8)
(44.6)

25,231

56,062

(55.0)

26,855
8,971
5,222
306,706
16,396

24,628
6,216
8,916
334,193
14,807

9.0
44.3
(41.4)

191,280

203,288

(5.9)

308,747
240,126
68,621

298,860
237,821
61,039

3.3
1.0
12.4

10.48
53.6
6.94
41.1
27,630
3,235

10.42
57.0
7.32
43.7
31,229
4,365

0.06
(3.4)
(0.38)

6.6
(7.4)
0.9

(8.2)
10.7

(2.6)
(11.5)
(25.9)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Santander Consumer Finance
2019 Highlights
• SCF continues to be the European consumer finance leader, with critical mass and a Top 3
position in the markets in which it operates.
• Two strategic deals were carried out this year to strengthen presence in Europe: the agreement
with Hyundai Kia in Germany to acquire 51% of its auto financing company, and the agreement
with Ford Motor Company to acquire Forso AB (Fords' financial entity) in the Nordic countries.
Underlying
attributable profit

EUR 1,314 Mn

• Underlying attributable profit rose 2% both in euros and excluding the exchange rate impact.
High profitability, with a RoTE of more than 15%, RoRWA of 2.3% and a cost of credit which is
low for this type of business.

Strategy
SCF is Europe's consumer finance leader, with a presence in
15 countries and more than 130,000 associated points of sale
(auto dealers and shops). It also has a significant number of
finance agreements with auto and motorcycle manufacturers
and retail distribution groups.
In 2019, SCF continued to gain market share, underpinned by
a solid business model: highly diversified by countries with a
critical mass in key products, greater efficiency than
competitors and a risk control and recovery system that
enables it to maintain better credit quality indicators than our
competitors.
Additionally, we continued to sign and develop new
agreements, both with retail distributors as well as
manufacturers, seeking to help them in their commercial
transformation processes and thus increase the value
proposition for the final customer.
Two strategic deals were carried out this year to strengthen
presence in Europe and improve the product offering and
services:
• An agreement with Hyundai Kia in Germany to acquire 51%
of its auto financing company, strengthening SCF's position
in the country.

Loans and advances to customers by geographic area
December 2019

Germany
Spain
Italy
France
Nordic countries
Poland
Other
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• The agreement with Ford Motor Company to acquire Forso
AB in the fourth quarter, their captive finance company in
the Nordic countries, to reinforce its position in this market.
In 2019 management focused on:
• Remaining among the Top 3 in auto finance in the main
markets while optimising capital consumption and
strengthening pan-European relationships with 15 brands
and more than 70,000 vehicle points of sale.
• Maximising capital efficiency, in a competitive environment
characterised by the entry of new competitors, an excess of
market liquidity and moderate GDP growth.
• Accelerating progress toward a more digital and analytical
consumer finance business model, with more innovative
solutions and excellent customer experience.
Of note, SCF was once again recognised as Top Employer
Europe 2019 in Austria, Belgium, Germany, Italy, the
Netherlands and Poland.
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Santander Consumer Finance

The stock of loans and advances to customers rose 7%
compared to 2018. Gross loans excluding reverse repurchase
agreements and the impact of exchange rates, also grew 7%.
Almost all countries grew their business, more than 70% of
lending is in countries with the highest ratings and Germany
and the Nordics account for 50% of the portfolio.

EUR million

New lending increased 5% compared to 2018 (significantly
better than the performance of new car sales in the European
market), with growth in almost all countries driven by
commercial agreements in several of them. Of note were the
rises in Germany, France and Italy.
Customer deposits amounted to EUR 39,602 million and
continue to be a product that sets us apart from our
competitors, remaining stable in the previous quarters
because of the different initiatives carried out to complete the
digital transformation plan.
Recourse to wholesale funding increased strongly, with EUR
19,826 million issued in the year, once again demonstrating
our capacity to access the wholesale funding markets and
investor confidence in its business.

Results
Underlying attributable profit was EUR 1,314 million in
2019 (13% of the Group’s total operating areas) and
underlying RoTE was 15.3%.
Compared to 2018, underlying attributable profit was 2%
higher in euros excluding the exchange rate impact, by lines:
• Total income rose 3%, driven by net interest income (+4%)
due to higher volumes. Net fee income increased 3%,
notably in Germany.
• Administrative expenses and amortisations increased 3%,
impacted by the acquisition of Hyundai Kia’s joint venture in
Germany, but below business volume growth, benefiting
from the efficiency projects carried out in several units.
• Net loan-loss provisions increased 32%, mainly due to
lending growth, change of product mix in Spain and lower
written-off portfolio sales in the Nordic countries. The cost
of credit remained low for this type of business (0.48%),
highlighting the good performance of portfolios. The NPL
ratio and the coverage ratio stood at 2.30% and 106%,
respectively, with no material change compared to
December 2018.
• Other gains (losses) and provisions amounted to EUR +20
million compared to EUR -125 million in 2018, partly due to
lower impairment losses on other assets and
transformation costs.
• The largest contribution to the underlying attributable profit
came from Germany (EUR 361 million), the Nordic countries
(EUR 291 million) and Spain (EUR 235 million).

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

3,848
823

3,723
798

Balance sheet
Loans and advances to
customers
Cash, central banks and
credit institutions
Debt instruments
Other financial assets
Other asset accounts
Total assets
Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts
Total liabilities
Total equity
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

(8)

%
% excl. FX
3.4
3.1

3.9
3.2

55

—

—

47
4,710

34
4,610

35.7
2.2

35.2
2.6

(2,038)

(1,989)

2.5

2.9

2,672
(477)

2,622
(360)

1.9
32.5

2.3
32.4

(125)

—

—

2,215
(598)

20

2,137
(576)

3.7
3.8

4.2
4.3

1,618

1,561

3.6

4.1

—

—

1,618
(303)

—

1,561
(268)

—

3.6
13.4

4.1
13.5

1,314

1,293

1.6

2.2

102,262

95,366

7.2

7.0

8,258

6,096

35.5

35.2

(3.8)
5.6
38.4
9.3
8.3

(4.2)
5.4
38.2
9.1
8.1

3,197
3,325
33
31
4,001
2,890
117,750 107,708
39,602 36,579
25,159

24,968

0.8

0.6

36,776
1,413
3,865
106,815
10,935

31,281
771
3,520
97,120
10,588

17.6
83.2
9.8
10.0
3.3

17.4
83.1
9.7
9.8
2.9

104,783

97,707

7.2

7.0

39,602
39,602
—

36,531
36,531
—

8.4
8.4
—

8.2
8.2
—

15.26
43.3
2.30
106.1
14,448
416

15.83
43.1
2.29
106.4
14,865
438

(0.57)
0.1
0.01
(0.3)
(2.8)
(5.0)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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United Kingdom
2019 Highlights
• Good business evolution: strongest mortgage growth in a decade in a highly competitive

market, and increases in our retail deposits, both important loyalty drivers.

• We remained focused on improving customer service and retention, digital transformation and
organisation simplification.
Underlying
attributable profit

• The results reflect ongoing competitive income pressure, however we are delivering savings
from the strategic transformation programme and maintaining a prudent approach to risk.

EUR 1,077 Mn
Strategy
We are further developing our strategy, with a focus on our
core business and customer loyalty. We are investing to
improve our technology and operations as well as a
relentless focus on simplification, efficiency and improved
returns.
We launched a multi-year transformation programme which
aims to simplify, digitalise and automate the business by
focusing on our operating model, structures and productivity.
We have already taken a number of decisive actions and plan
to invest GBP 400 million in the medium-term with a 2-3
year payback. Subject to further strategic transformation
opportunities, we expect to invest an additional GBP 100
million with a similar payback.
With regards to commercial activity:
• We continue to focus on our core mortgage business. In
2019, we helped 37,000 first time buyers purchase their
home (+37%) through regular in-branch events to help
people access information about the home-buying
process. Held in branches across the UK, the events are
free of charge.
We backed a new fintech, Mortgage Engine, which is
designed to redefine the mortgage process. The platform,
which was built and financed by Santander, is the first fully
functioning multi-decision in principle technology available
in the UK mortgage market.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

4,562

5,824

32% /active
customers
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+6% YoY

• For our business customers, we continue to support
customers in realising their ambitions by our unique
international proposition and expertise. We are continuing
to develop our international proposition, with 100 trade
events in the year and increased the number of trade
corridors by 7 to 17.
We are further developing our digital proposition through
2019 to deliver excellent customer experience. The number
of digital customers reached 5.8 million, up 6% year-on-year.
In 2019 we retained 60% of refinanced mortgage loans
online, an increase of 5 pp year-on-year. We also opened
52% of current accounts and 62% of credit cards through
digital channels.
In addition to the focus on digitalisation, we have taken
decisive steps to improve customer experience, efficiency
and competitiveness. This year, we outlined a significant
restructure to optimise our branch network for the future and
we announced plans to reshape our Corporate & Commercial
business in order to stay fit for the future and deepen the
relationships with SME and mid-sized customers.
We believe that our strategy leaves us strongly positioned to
deliver on our medium-term targets.
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United Kingdom

Loans and advances to customers increased 9% in euros
compared to 2018. In gross terms, excluding reverse
repurchase agreements and the exchange rate impact, they
rose 4%, with the strongest mortgage growth in a decade,
underpinned by our focus on pricing, customer retention and
service, partially offset by managed reductions in commercial
real estate exposure.

EUR million

Customer deposits rose 10% year-on-year in euros and were
2% higher excluding repurchase agreements and the
exchange rate impact. Demand deposits increased 2% and
time deposits remained stable. Mutual funds grew 3%.

Results
Underlying attributable profit amounted to EUR 1,077
million in 2019 (11% of the Group’s total operating areas),
and underlying RoTE was 7.3%.
Compared to 2018, underlying attributable profit was 15%
lower in euros and 16% excluding the exchange rate impact,
as follows:
• Total income declined 9% due to lower net interest income
(-8%) affected by competitive pressure on mortgage
spreads and continued SVR (Standard Variable Rate)
attrition.
Net fee income fell 6%, partly due to lower income from
mutual funds and regulatory changes in overdrafts. Gains
on financial transactions also fell in the year.
• Administrative expenses and amortisations declined 1%
(-2.7% in real terms), with delivery of efficiency savings
from our strategic transformation programme.
• Net loan-loss provisions were 46% higher, however from
very low levels, mainly driven by some single name cases
and lower releases. Cost of credit remained at low levels
(10 bps).
The NPL ratio improved to 1.01%, backed by our prudent
approach to risk and the resilience of the UK economy. The
coverage ratio rose to 37% (33% in 2018).
• Other gains (losses) and provisions decreased 43% due to
the non-repeat of charges related to retail credit business
operations and to historical probate and bereavement
practices in 2018.

Risk management
and control

%
% excl. FX

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

3,788
866

4,078
912

(7.1)
(5.1)

(7.9)
(5.9)

12

88

(86.9)

(87.0)

62
4,727

53
5,132

16.1
(7.9)

15.1
(8.7)

(2,835)

(2,837)

0.0

1,892
(253)

2,295 (17.6)
(171) 47.5

(184)

(321) (42.7)

(43.1)

1,455
(355)

1,803 (19.3)
(506) (29.8)

(20.0)
(30.4)

1,100

1,296

(15.9)

—

—

Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

(15.2)
—

—

1,100
(22)

1,296 (15.2)
(25) (9.7)

(15.9)
(10.5)

1,077

1,272

(15.3)

(16.0)

9.4

4.1

Balance sheet
Loans and advances to
273,528 249,991
customers
Cash, central banks and credit
39,314 37,246
institutions
Debt instruments
20,187 26,517
Other financial assets
943
594
Other asset accounts
8,498
9,431
Total assets
342,470 323,779
Customer deposits
229,361 208,179
Central banks and credit
25,075 25,821
institutions
Marketable debt securities
64,340 67,556
Other financial liabilities
2,671
2,097
Other liabilities accounts
4,409
4,126
Total liabilities
325,856 307,779
Total equity
16,614 16,000
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds

(0.9)
(18.3)
46.2

5.6

0.4

(23.9)
58.8
(9.9)
5.8
10.2

(27.6)

(2.9)

(7.6)

(4.8)
27.4
6.8
5.9
3.8

(9.4)
21.2
1.6
0.7
(1.2)

249,214 228,548

9.0

3.7

218,944 204,424
210,727 196,848
8,218
7,576

7.1
7.1
8.5

1.9
1.8
3.2

7.28
60.0
1.01
36.5
24,490
616

9.33
55.3
1.08
32.9
25,534
755

51.1
(14.3)
0.6
4.8

(2.05)
4.7
(0.07)
3.6
(4.1)
(18.4)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Portugal
2019 Highlights
• The Bank continued its commercial and digital transformation and making processes and the

commercial offering simpler, which has been reflected in greater sales and customer loyalty.

• We strengthened our position as the country’s largest privately-owned bank in terms of assets
and domestic loans and advances to customers, with market shares in new lending to
companies and mortgages at around 20%.
Underlying
attributable profit

EUR 525 Mn

• Underlying attributable profit increased 10% year-on-year due to improved efficiency and low
cost of credit.

Strategy
The commercial and digital transformation strategy focused
on simplifying processes and the product offering continued in
2019, and spurred growth in loyal and digital customers:

As a result, as at December 2019, we had 778,000 loyal
customers and 775,000 digital customers (up 3% and 6%,
respectively, in the year).

• Following the commercial transformation strategy, two
Work Café branches were opened in Lisbon and Coimbra in
2019, together with a new Smart Red office at Lisbon’s
airport. In the corporate segment, we strengthened our
presence in the agri-food and tourism segments.

We continued to be recognised as the best bank in Portugal
and were named the best bank in the country in 2019 by The
Banker, Euromoney and Global Finance and Best Retail Bank
in 2019 by World Finance.

• The digital offering was expanded with a number of new
initiatives. Of note are the updated santander.pt website,
the review of mortgage origination processes aimed at
reducing concession times and increasing customer
satisfaction, and the launch of CrediSimples Negocios,
which allows companies to take out loans online.
Sales through digital channels accounted for 35% of the total
sales, and CrediSimples accounted for 21% of new personal
loans in 2019.
In customer loyalty we remained focused on simplifying
processes and the product offering, and spurred growth in
loyal and digital customers, through various commercial
initiatives.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

778
46% /active
customers
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775
+6% YoY

Private Banking activity was the leader in Portugal in 2019
according to Euromoney and Global Finance.
Lastly, we were named the Best Bank and the second best
company to work for in Portugal, by the Great Place to Work
Institute.
We maintained the best risk ratings by the rating agencies,
aligned with or above the sovereign’s. S&P upgraded the longterm debt rating to BBB in March, and Moody’s upgraded the
deposit rating to Baa1 in July.
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Portugal

Loans and advances to customers activity remained strong in
the year. New lending to companies and mortgages
remained very dynamic, with market shares of around 20%.

EUR million

Despite this strong activity, the stock of loans and advances
to customers remained stable. Excluding reverse repurchase
agreements, they fell 1%, impacted by a market that is still
deleveraging.
Customer deposits were up 5% year on year, driven largely
by demand deposits (+14%), which more than offset the
decrease in time deposits (-1%). This produced growth in
deposits, while the cost of deposits continued to decrease.
Mutual funds also rose and, consequently, customer funds
increased 8%.
In addition, EUR 1,357 million is managed in pension funds,
18% more than in 2018.

Results
Underlying attributable profit amounted to EUR 525 million
in the year (5% of the Group’s total operating areas), and
underlying RoTE was 12.8%.
Compared to 2018, underlying attributable profit rose 10%,
as follows:
• Total income increased 2%, driven by net fee income
(+4%) and gains on financial transactions from ALCO
portfolio sales, while net interest income remained stable,
dampened by the reduction in the stock of loans and low
interest rates.
• Administrative expenses and amortisations fell 3%, due
to efficiencies generated from the integration of Banco
Popular and the impacts related to the digital
transformation: on the one hand, reviewing and
simplifying internal processes and on the other hand,
optimising the branch network in a more digital customer
environment. As a result, the net margin was up 7% and
the efficiency ratio improved to 45% (48% in 2018).
• Net loan-loss provisions were slightly positive due to
higher recoveries, mainly in the first quarter of the year,
resulting in a cost of credit practically at zero.
The NPL ratio was 4.83%, after sharply falling during the
year (-111 bps) due to the strategy followed after the
acquisition of Banco Popular. Coverage was 53%.
• Other gains (losses) and provisions remained at
insignificant levels.

Risk management
and control

Underlying income statement

2019

2018

%

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

856
390

858
377

(0.2)
3.6

111

75

17
1,375

34
1,344

Balance sheet
Loans and advances to
customers
Cash, central banks and credit
institutions
Debt instruments
Other financial assets
Other asset accounts
Total assets
Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts
Total liabilities
Total equity
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

47.5
(49.0)
2.3

(623)

(644)

(3.2)

751
8

700
(32)

7.4
—

18

—

750
(223)

(9)

686
(205)

9.3
9.0

527

481

9.4

—

—

527
(2)

481
(2)

9.4
(21.5)

—

525

479

9.6

35,406

35,470

(0.2)

4,675

3,454

35.4

12,580
1,695
1,769
56,125
39,258

12,303
1,877
1,904
55,007
37,217

2.3
(9.7)
(7.1)
2.0
5.5

8,003

8,009

(0.1)

3,384
276
1,516
52,438
3,688

4,259
257
1,197
50,938
4,069

(20.5)

36,321

36,568

(0.7)

42,324
39,258
3,066

39,143
37,217
1,926

8.1
5.5
59.2

12.80
45.3
4.83
52.8
6,582
542

12.02
47.9
5.94
50.5
6,705
572

0.77
(2.6)
(1.11)

7.7
26.7
2.9
(9.4)

2.3
(1.8)
(5.2)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Poland
2019 Highlights
• The Group continued to strengthen its position as the second largest bank in Poland in terms of
assets and continues to be recognised as one of the leaders in the industry, both in traditional
and digital banking.
• The main management focus is on customer relationships, maximising business income and
obtaining synergies from the acquisition of Deutsche Bank Polska's retail and SME businesses.
Underlying
attributable profit

• Underlying attributable profit rose 18% in euros and 19% excluding the exchange rate impact.
Net interest income and efficiency improved.

EUR 349 Mn
Strategy
In November 2018, the retail and SMEs businesses were
successfully acquired from Deutsche Bank Polska. During
2019, there was ongoing focus on integration of the customer
base and achievement of synergies related to acquisition.
We maintained our strategy to become the bank of first
choice, anticipating and responding to customer expectations.
As part of this strategy, we continued to expand and
modernise our omni-channel strategy:
• The digital transformation continued during the year with
the launch of the new services such as a single login for
individual and business services, a facility to customise
customer login settings for internet and mobile banking,
and SCA (Strong Customer Authentication).

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

2,010

2,510

53% /active
customers
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• The credit card and loan after-sale services were digitalised.
• We now offer six cashless payment methods.
• In September, the first Work Café in Poland was opened.
As a result, we continued to see growth in the number of loyal
and digital customers, up 12% and 14%, respectively in the
year, and we once again were named one of the best banks
across several categories by different publications including:
first position in the Newsweek’s Friendly Bank ranking in the
Traditional Banking category and the second in the Internet
Banking category; second best institution in Forbes Best
Business Bank ranking; and Best Investment Bank in Poland in
Euromoney Awards for Excellence 2019.
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Poland

Loans and advances to customers were up 7% in euros
compared to December 2018. In gross terms and excluding
reverse repurchase agreements and the exchange rate
impact, loans grew 5%, backed by the target segments:
SMEs, individuals (driven by mortgages and cash loans) and
SCIB.

EUR million

Customer deposits increased 6% year-on-year in euros.
Excluding repurchase agreements and at constant exchange
rates, deposits rose 5%. Time deposits declined 13% due to
active liquidity management and the reduction of the cost of
deposits, which fell from 0.89% in the fourth quarter of 2018
to 0.74% in the same period of 2019. Demand deposits
increased 15%.
Total customer funds, including mutual funds, were 6%
higher.

Results
Underlying attributable profit in 2019 amounted to EUR
349 million (3% of the Group's total operating areas), and
underlying RoTE was 11.2%.
Compared to 2018, underlying profit rose 18% in euros and
19% excluding the exchange rate impact. The year-on-year
comparison is favoured by the acquisition of Deutsche Bank
Polska's retail and SME businesses (2 months of earnings in
2018 vs full year in 2019). By lines:
• Total income increased 16%, driven largely by net interest
income (+19%), underpinned by the Bank's key segments
and net fee income (+4%) from lending and foreign
currencies.
Gains on financial transactions rose 115% (though from a
low base, as it only totals EUR 93 million) and other
operating income recorded greater losses impacted by the
higher Deposit Guarantee Fund (BFG in Polish)
contributions.
• Administrative expenses and amortisations grew 9%,
less than growth in revenue, despite the domestic wage
pressures, improving efficiency to 40% (-3 pp in the year).
• Net loan-loss provisions were 36% higher mainly due to
the larger size of the loan portfolio after the acquisition
(the average loan portfolio rose 23%). The cost of credit
stood at 0.72% (0.65% in 2018), while the NPL ratio stood
around 4.30% and coverage increased to 67%.
• Other gains (losses) and provisions were 5% lower
despite an increase in Banking Tax in the year.

Risk management
and control

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

1,171
467

996
453

Balance sheet
Loans and advances to
customers
Cash, central banks and credit
institutions
Debt instruments
Other financial assets
Other asset accounts
Total assets
Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts
Total liabilities
Total equity
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

93
(13)
1,717

%
% excl. FX
17.6
3.1

18.6
4.0

44 112.9

114.7

(4) 218.9
1,488 15.4

221.6
16.4

(693)

(640)

8.4

9.3

1,024
(217)

848
(161)

20.7
34.5

21.7
35.6

(127)

(135)

(6.2)

(5.4)

681
(170)

552
(131)

23.3
30.1

24.3
31.2

511

422

21.2

22.2

—

—

511
(162)

—

422
(126)

—

21.2
28.8

22.2
29.9

349

296

17.9

18.9

30,034

28,164

6.6

5.5

3,398

3,260

4.2

3.1

9,285
630
1,341
44,688
33,485

10,570
534
1,140
43,669
33,417

(12.2)
17.9
17.6
2.3
0.2

(13.1)

2,319

2,165

7.1

6.0

2,171
762
923
39,659
5,029

1,789
558
809
38,738
4,930

21.3
36.5
14.0
2.4
2.0

20.1
35.1
12.9
1.3
0.9

30,925

29,033

6.5

5.4

37,929
33,485
4,444

35,554
31,542
4,012

6.7
6.2
10.8

5.6
5.1
9.6

11.23
40.4
4.31
66.8
11,049
515

10.22
43.0
4.28
67.1
12,515
611

1.00
(2.6)
0.03
(0.3)
(11.7)
(15.7)

16.7
16.4
1.3
(0.8)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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NORTH AMERICA
2019 Highlights
• The US and Mexico are managed according to their local strategic priorities, while increasing
coordination and cooperation between the two units.
• In volumes, there was strong year-on-year volume growth, both in gross loans and advances to
customers and in customer funds.

Underlying
attributable profit

EUR 1,667 Mn

• In results, underlying attributable profit increased 28% in euros and 21% excluding the
exchange rate impact, driven mainly by positive revenue performance, improved cost of credit
and reduced non-controlling interests, reflecting increased stakes in both countries.

Strategy
As part of the Group’s strategy to increase the weight of the
most profitable areas, in 2019 we increased our stake in
Mexico, following the acquisition offer, from 74.96% to
91.65%, as well as in SC USA, where we began a new stock
repurchase programme.
Regarding the regional strategy, coordination between the
units has increased as we continue to pursue join initiatives,
such as:
• Continued development of the USMX trade corridor. SCIB
and Commercial Banking are working to deepen
relationships with existing customers and increase
customer acquisition in both countries, which is reflected in
corridor revenue growth (SCIB: +41%; Commercial Banking:
+23%).
• Launch of a commission-free same-day remittance service
from Santander US branches to beneficiaries in Mexico.
• Cooperation between the technology teams in Mexico and
the US to assess areas of improvement in governance, and
joint initiatives to reduce duplication and optimise costs.
• Joint programmes between the local Human Resources,
Legal and Audit areas to support growth initiatives and align
policies.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

3,499

5,180

31% /active
customers
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+35% YoY

In addition, the US and Mexico maintain their own strategic
local priorities:
• In the US, our retail bank Santander Bank's (SBNA) strategy
is focused on improving profitability reducing costs and
continuing to improve customer satisfaction through digital
channels and branches, while strengthening commercial
banking and SCIB development.
In SC USA, focus is on managing origination growth while
optimising profitability and promoting collaboration
opportunities across the Group.
• In Mexico, we remained focused on strengthening the
distribution network and developing digital channels
through the investment plan carried out over the last three
years, with the aim to attract new customers and increase
loyalty.

Responsible
banking

Corporate
governance

Economic
and financial review

Business performance

NORTH AMERICA

Loans and advances to customers in North America increased
15%, with double-digit growth in both the US and Mexico.

EUR million

Gross loans and advances to customers excluding reverse
repurchase agreements and the exchange rate impact rose
10% mainly due to growth in the US (+12%) driven by new
lending volumes in SBNA and SC USA. Mexico increased by 5%
driven by rises in both loans to individuals and corporates,
where companies and government were partially offset by
decreases in large corporates.
Solid trend in customer deposits, increasing 8% year-on-year.
Excluding repurchase agreements and the exchange rate
impact, 5% higher reflecting growth in SBNA and the New
York branch. Mexico dropped slightly, with a strong
performance in deposits from individuals while corporate
deposits contracted, reflecting the focus on reducing the cost
of deposits.
Mutual funds rose 12%, boosting customer funds by 7%.

Results
Underlying attributable profit in 2019 was EUR 1,667
million (16% of the Group's total operating areas), and
underlying RoTE of 8.5% (13% excluding the excess of
capital).
Underlying attributable profit increased 28% in euros.
Excluding the exchange rate impact, it rose 21%, with strong
growth in the US and in Mexico. By lines:
• Total income rose 5% reflecting the positive performance in
Mexico (+8%) and the US (+4%), with all P&L lines growing.
In absolute terms, of note was net interest income and
leasing income in SC USA.
• Administrative expenses and amortisations were 5%
higher affected by the final stage of the investment plan in
Mexico. Efficiency remained stable slightly below 43%.
• Net loan-loss provisions rose 1% well below volume
growth. The NPL ratio improved to 2.20% (-59 bps in the
year) and the cost of credit to 2.76% (-36 bps in the year)
due to the positive performance in both countries. Coverage
was relatively stable at high levels (153%).
• Other income and provisions fell 4%.
• Lastly, non-controlling interests were lower due to the
Group's increased equity stake in Mexico and SC USA.

Risk management
and control

%
% excl. FX

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

8,926
1,776

8,154
1,615

9.5
10.0

3.9
4.4

230

173

33.0

26.3

672
11,604

534
10,476

25.8
10.8

19.3
5.1

(4,968)

(4,488)

10.7

5.1

6,636
(3,656)

5,988
(3,449)

10.8
6.0

5.2
0.6

(205)

(202)

1.2

(4.0)

2,776
(683)

2,337
(599)

18.8
14.1

12.8
8.3

2,092

1,738

20.4

14.3

—

—

Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

—

1,738
(433)

20.4
(1.8)

14.3
(6.8)

1,667

1,304

27.8

21.3

15.1

11.7

(20.7)

(23.5)

23.6
7.9
22.3
11.4
7.6

18.8
3.5
19.2
7.9
4.1

49.5

44.6

0.8
3.4
4.5
11.7
9.3

(1.7)
(1.4)
1.1
8.1
6.2

130,592 114,888

13.7

10.3

113,407 102,869
92,231 84,769
21,175 18,100

10.2
8.8
17.0

6.6
5.3
12.3

Balance sheet
Loans and advances to
133,726 116,196
customers
Cash, central banks and credit
22,885 28,845
institutions
Debt instruments
33,746 27,302
Other financial assets
10,759
9,974
Other asset accounts
22,741 18,602
Total assets
223,856 200,919
Customer deposits
98,915 91,896
Central banks and credit
38,942 26,048
institutions
Marketable debt securities
44,097 43,758
Other financial liabilities
11,763 11,379
Other liabilities accounts
6,237
5,966
Total liabilities
199,954 179,046
Total equity
23,902 21,872
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds

—

2,092
(426)

8.52
42.8
2.20
153.0
37,866
2,043

7.62
42.8
2.79
137.4
37,168
2,078

0.91
0.0
(0.59)
15.6
1.9
(1.7)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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United States
2019 Highlights
• SBNA’s strategy remains focused on improving profitability and customer experience while SC
USA is focused on deepening relationships with auto manufacturers and dealer groups to
improve originations.
• In volumes, the improved year-on-year trend in gross loans and advances to customers,
excluding reverse repos, continued to drive higher revenue to help offset the impact of rate
decreases.
Underlying
attributable profit

EUR 717 Mn

• Underlying attributable profit increased 31% in euros, +24% excluding the exchange rate
impact, due to a solid top line performance, a better cost of credit and lower weight of noncontrolling interests.

Strategy
Santander US includes Santander Holdings USA (SHUSA, our
intermediate holding company) and its subsidiaries:
Santander Bank (SBNA), which is one of the largest banks in
the north-eastern US, Santander Consumer USA (SC USA), an
auto finance business based in Dallas, Texas, the
international private banking unit in Miami, the Bank's
branch in New York and the retail and commercial bank in
Puerto Rico (the sale of which was agreed in H2 2019 and is
expected to close mid-2020).
In 2019, Santander US continued to strengthen its regulatory
foundation, improved its financial performance driven
principally by SC USA profitability and continued to
demonstrate its commitment to the communities in which it
operates.
By main businesses, Santander US focused on the following
strategic priorities:
Santander Bank:
• Focus on digital and branch transformation initiatives
centred on customer experience and deepening
relationships with commercial clients by leveraging
international value proposition.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

332
19% /active
customers
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1,010
+6% YoY

• In addition, SBNA aims to improve profitability through
disciplined expense management and simplification of
processes and organisational structure.
• SBNA’s partnership with SC USA in auto finance was very
successful in 2019, originating over USD 7 billion of prime
auto loans in the year.
Santander Consumer USA:
• Improve profitability by managing origination growth while
optimising spreads and promoting collaboration
opportunities across the Group.
• SC USA originated USD 31.3 billion in 2019, helping to
strengthen SC USA’s partnership with Fiat Chrysler.
• As part of the share repurchase programme announced in
June 2019, SC USA announced a tender offer to purchase up
to USD 1 billion of shares of its common stock, at a range of
USD 23 and USD 26 per share. The maximum number of
shares proposed to be repurchased represents
approximately 13% of its outstanding common stock (at
time of announcement assuming a USD 23 per share
purchase price). The offer runs from 30 January 2020 to 27
February 2020.
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United States

After another positive year in terms of growth, loans and
advances to customers at Santander US increased 15% in
euros. Excluding the exchange rate impact and reverse
repurchase agreements, gross loans and advances to
customers were 12% higher, due to:

EUR million

• Robust auto origination volumes at SC USA and
commercial lending in SCIB.
• New lending which includes the continuation of the
aforementioned auto finance lending programme of SC
USA and SBNA.
Customer deposits rose 10% in euros year-on-year.
Excluding repurchase agreements and the exchange rate
impact, customer deposits were also 10% higher, boosted by
the strong growth in corporate deposits, particularly time
deposits, in the New York branch and the good performance
of SBNA.
Mutual funds increased 20% excluding the exchange rate
impact.
As a result, customer funds rose 13% (+11% excluding the
exchange rate impact).

Results
Underlying attributable profit in the year was EUR 717
million (7% of the Group’s total operating areas), and
underlying RoTE was 4.8% (9% adjusting for the excess of
capital).
Underlying attributable profit was 31% higher in euros.
Excluding the exchange rate impact, growth was 24%,
underpinned largely by SC USA. By line items:
• Total income increased 4% due to net interest income
(+2%, benefiting from higher volumes, more than
offsetting the impact of lower interest rates), net fee
income (+5% growth in SCIB customer activity), gains on
financial transactions (+73%) and other operating income
(+15%, due to higher income from leasing).
• Administrative expenses and amortisations increased 4%
due to higher technology and origination costs due to
greater volumes. In real terms, growth was 1.8%.
• Net loan-loss provisions rose 1%, well below volume
growth, significantly improving asset quality ratios in the
year: cost of credit improved to 2.85% (compared to 3.27%
in 2018), NPL ratio of 2.20% (72 bps better than in 2018)
and coverage at 162% (143% in 2018).
• Other gains (losses) and provisions fell 5% in 2019 versus
2018.
• Non-controlling interests remained flat compared to the
17% growth on profit from continuing operations.

Risk management
and control

%
% excl. FX

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

5,769
947

5,391
859

7.0
10.2

1.5
4.6

131

72

82.1

72.8

759
7,605

628
6,949

20.9
9.4

14.7
3.8

(3,297)

(3,019)

9.2

3.6

4,309
(2,792)

3,930
(2,618)

9.6
6.6

4.0
1.2

(200)

(199)

0.3

(4.8)

1,317
(370)

1,113
(346)

18.3
6.9

12.2
1.4

947

767

23.4

17.1

—

—

947
(230)

—

767
(218)

—

23.4
5.4

17.1
0.0

717

549

30.6

23.9

15.4

13.2

(22.0)

(23.4)

26.7
0.7
21.2
12.1
10.1

24.3
(1.2)
18.9
10.0
8.0

52.2

49.3

(1.1)
33.9
7.8
12.9
6.3

(3.0)
31.3
5.7
10.8
4.3

Balance sheet
Loans and advances to
98,707 85,564
customers
Cash, central banks and credit
12,829 16,442
institutions
Debt instruments
16,677 13,160
Other financial assets
4,320
4,291
Other asset accounts
18,882 15,585
Total assets
151,415 135,043
Customer deposits
63,371 57,568
Central banks and credit
25,126 16,507
institutions
Marketable debt securities
37,132 37,564
Other financial liabilities
4,146
3,098
Other liabilities accounts
4,093
3,798
Total liabilities
133,868 118,535
Total equity
17,547 16,508
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

95,742

83,696

14.4

12.2

72,604
62,608
9,996

64,239
56,064
8,176

13.0
11.7
22.3

10.9
9.6
20.0

4.78
43.3
2.20
161.8
17,372
621

4.10
43.4
2.92
142.8
17,309
660

0.69
(0.1)
(0.72)
19.0
0.4
(5.9)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Mexico
2019 Highlights
• Our multichannel innovation and the focus on our digital channels have enhanced our value
proposition with new products and services and is reflected in greater customer attraction and
loyalty.
• Following the completion of the optional share buy-back offer of Santander Mexico from
minority interests, Santander’s stake in Santander México increased from 74.96% to 91.65%.
Underlying
attributable profit

EUR 950 Mn

• Positive profit performance. Underlying attributable profit rose 26% year-on-year. Excluding the
exchange rate impact, it was 19% higher, driven by the solid performance of net interest
income, net fee income and loan-loss provisions.

Strategy
As regards the commercial transformation strategy, we
completed the three-year investment plan carried out to
improve multichannel offering, renew infrastructure and
systems, strengthen the distribution model and launch new
commercial initiatives to attract new customers and increase
loyalty with more products and services.
We are developing different projects regarding the
distribution model as a part of the strategy of being closer to
our customers and improving their experience, such as:
• The transformation of 541 branches and the number of
latest generation full function ATMs reaching 1,093 (12%
of total ATMs).
• The opening of the first Work Café branch, following the
Group’s strategy in other countries.
• We inaugurated in partnership with FUNO, one of the
main developers in the country, Isla Financiera Santander
in several shopping centres, an innovative proposal that
combines digital banking with personal advice.
In digital strategy, SuperMóvil continued to add new
functionalities. Of note:
• Cardless cash withdrawals from ATMs simply, safely and
free from commissions.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

3,168

4,170

33% /active
customers
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+45% YoY

• Santander Tap, an instant messaging transfer system for
transactions between our customers and for sending
money to customers of other banks, with no business
hours restriction and commission free.
• Mis Metas, a tool to help customers meet their savings
goals.
Also of note is the strategic alliance with CONTAQi and
InnoHub, fintech developers specialised in the SME segment,
in order to boost out value offering and strengthen our
leadership in this segment.
In addition, our commercial strategy was complemented
with new products and services, such as:
• Santander Plus, our main loyalty programme, continued its
positive trend and added customer benefits related to
loans, insurance and commercial alliances. At year-end,
more than 7 million customers, 53% of whom are new,
had registered.
• Hipoteca Plus, a programme in which customers benefit
from one of the lowest rates in the market.
• Launch of the Legacy credit card for Private Banking
customers, where we are the country's first and only bank
to have an alliance with American Express.
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banking
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• The Tuiio programme, our financial inclusion initiative,
offers products and services specially designed for lowincome and unbanked population. At the end of the year, it
had 85 branches in 18 states, more than 100,000
customers and a portfolio exceeding MXN 261 million,
with more than MXN 1 billion of originations since its
release, being the first company of this type in the country
to achieve this scale in less than two years.
These measures resulted in the strong increase in loyal and
digital customers, notably mobile banking.

Business performance
Loans and advances to customers increased 14% in euros,
compared to 2018. Gross loans and advances to customers,
excluding reverse repurchase agreements and the exchange
rate impact, rose 5% with focus on profitability and growth
in loans to individuals (consumer credit +6%, credit cards
+6% and mortgage loans +7%) as well as companies and
government, offsetting the decrease in large corporates.
Customer deposits rose 4% in euros. Excluding repurchase
agreements and the exchange rate impact, they decreased
3% reflecting the focus on reducing the cost of deposits.
Mutual funds rose 6%, and customer funds remained
virtually stable.

Results
Underlying attributable profit amounted to EUR 950
million in the year (9% of the Group’s total operating areas),
with an underlying RoTE was 20.6%.
Compared to 2018, underlying attributable profit was 26%
higher. Excluding the exchange rate impact underlying
attributable profit rose 19%, as follows:
• Total income increased 8%, driven by net interest income
(+9%), backed by greater volumes and higher interest
rates. Net fee income grew 4%, largely due to credit cards
and insurance. Gains on financial transactions were 7%
lower due to market performance.
• Administrative expenses and amortisations were up 8%,
in line with the last stage of the three-year investment
plan.
• Net loan-loss provisions dropped 1%, providing a
significant improvement in cost of credit to 2.49% compared
to 2.75% a year ago. The NPL ratio was also lower at 2.19%
(2.43% in 2018).
Lastly, our extraordinary general meeting of shareholders on
23 July approved the capital increase to acquire shares of
Santander México from minority interests. The acquisition
offer was subscribed by 67% of the targeted shares. As a
result, our stake in Santander México increased from 74.96%
to 91.65%, which has already had a positive impact in
attributable profit of more than EUR 60 million.

Economic
and financial review

Risk management
and control

Mexico
EUR million
Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

3,157
829

2,763
756

99

Balance sheet
Loans and advances to
customers
Cash, central banks and credit
institutions
Debt instruments
Other financial assets
Other asset accounts
Total assets
Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts
Total liabilities
Total equity
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

%
% excl. FX
14.2
9.7

8.5
4.2

101

(1.7)

(6.7)

(87)
3,998

(94)
3,527

(7.1)
13.4

(11.8)

(1,671)

(1,469)

13.8

8.1

2,327
(863)

2,058
(830)

13.1
3.9

7.4
(1.3)

7.7

(5)

(3)

49.9

42.4

1,459
(314)

1,224
(253)

19.2
23.8

13.2
17.6

1,145

971

18.0

12.1

—

—

—

—

1,145
(196)

971
(215)

18.0
(9.1)

12.1
(13.7)

950

755

25.7

19.4

35,019

30,632

14.3

7.9

10,056

12,403

(18.9)

(23.5)

17,069
6,439
3,859
72,441
35,544

14,142
5,683
3,016
65,876
34,327

20.7
13.3
27.9
10.0
3.5

13.9
6.9
20.7
3.7
(2.3)

13,816

9,541

44.8

36.6

6,965
7,617
2,144
66,086
6,355

6,194
8,281
2,168
60,512
5,364

12.4
(8.0)
(1.1)
9.2
18.5

6.1
(13.2)

34,850

31,192

11.7

5.4

40,803
29,624
11,179

38,630
28,705
9,925

5.6
3.2
12.6

(0.3)
(2.6)
6.3

20.61
41.8
2.19
128.3
20,494
1,422

20.24
41.7
2.43
119.7
19,859
1,418

0.37
0.1
(0.24)
8.6
3.2
0.3

(6.7)
3.0
11.8

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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SOUTH AMERICA
2019 Highlights
• We are focusing on leveraging our products and services with strong expected medium-term growth.
The strategy is focused on the generation profitable growth, risk control and covering customer
needs and demands. Exporting positive experiences (payments and consumer financing) is key to
success.

• In business volumes, there was a notable growth in the last 12 months with increases in all
countries, where we are capturing new business opportunities.
Underlying
attributable profit

EUR 3,924 Mn

• Regarding results, underlying attributable profit increased by 14% year-on-year, 18% excluding the
exchange rate impact, boosted by the main revenue lines, improved efficiency and cost of credit.

Strategy
South America is a region with great growth potential. It is
made up of large economies with high levels of development
forecasted, with a still under-banked population and with an
expected increase in its middle class in the coming years,
according to the estimates of the Inter-American
Development Bank (IDB).
We have extensive experience in the region, which gives us a
unique growth opportunity. To this end, in the year we focused
on identifying initiatives that will enable businesses to expand
further, based on positive experiences in other markets, which
can be exported to others, for example:
• In auto financing, we are leveraging our leadership and
experience of our business in Brazil to boost growth in other
countries. In Colombia, for example, we have signed two
alliances with digital vehicle platforms to strengthen our
position in this market.
• In terms of financing goods and services, following the
good performance in Uruguay, with record sales in
insurance and consumer credit, we plan to export the model
developed in this country to other regions.
• Prospera, our micro-credit programme in Brazil, is also
being exported to other regions.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

7,919
26% /active
customers
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17,287
+15% YoY

• In payments, we continued to be one of the largest credit
card issuers and merchant acquirers in the region. During
the year, we explored e-commerce strategies and instant
domestic and international transfers. We also worked in the
roll-out of Getnet, our acquiring business in Brazil, to the
rest of South America. On the other hand, within the
strategy of establishing Superdigital in all the countries in
the region, we completed the preliminary launch in Chile.
• We further developed the retail franchise through the
branch network transformation and boosting the multichannel offering:
– Regarding the transformation process, the Work Café
experience is being developed further, with the opening
of new branches in Brazil, Chile and Argentina.
– Within the multi-channel offering, sales through digital
channels already account for a high percentage of the
total in Brazil and Argentina and continued to grow in
Chile, driven by the new offerings launched in the Life
model.
As a result, the number of loyal and digital customers
increased strongly in the year (+7% and +15%, respectively).

Responsible
banking

Corporate
governance

Business performance
Loans and advances to customers increased 4%. Excluding
reverse repos and the exchange rate impact, gross loans
were 9% higher, with rises in all units: Uruguay +15%, Brazil
and Chile grew 8% each.
Customer deposits grew 6% in euros compared to 2018.
Excluding repurchase agreements and exchange rate impact,
they rose 11% and increased across all units, mainly due to
the strong performance of demand deposits (+21%). Mutual
funds increased 15% enabling customer funds to increase
13%.

Results
Underlying attributable profit in the year amounted to EUR
3,924 million (37% of the Group's total operating areas), with
an underlying RoTE of 20.6%.
Compared to 2018, underlying attributable profit increased
14% in euros. Excluding the exchange rate impact, it was up
18%, with growth in all countries, as follows:
• Total income increased 11%, underpinned by the sound
customer revenue performance, driven by greater volumes,
spreads management and increased loyalty. Net interest
income rose 9% and net fee income increased by 15%.
• Administrative expenses and amortisations reflect
commercial transformation plans, greater digitalisation of
the retail network, reviews of collective wage agreements
and high inflation in Argentina. The efficiency ratio
improved 98 basis points to 36.1%.
• Net loan-loss provisions grew by 7%, at a slower pace than
credit (+9%), enabling the cost of credit to improve by 8 bps
in the year to 2.92%. In credit quality, the NPL ratio was
4.86% and coverage was 88%.
• Other income and provisions increased its negative impact
19%, after a greater charge for potential legal contingencies
in Argentina and Brazil and lower reversals of provisions in
Chile.

Economic
and financial review

Risk management
and control

SOUTH AMERICA
EUR million
%
% excl. FX

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

13,316
4,787

12,891
4,497

3.3
6.4

9.3
14.6

498

13.3

38.1

14.4
4.2

87.4
10.7

565
(243)
18,425

(212)
17,674

(6,656)

(6,558)

1.5

10.2

11,769
(3,789)

11,117
(3,736)

5.9
1.4

11.0
7.4

(748)

(663)

12.9

19.2

7,232
(2,644)

6,717
(2,642)

7.7
0.1

12.2
4.6

4,588

4,076

12.6

17.1

—

—

4,588
(664)

—

4,076
(624)

—

12.6
6.4

17.1
9.8

3,924

3,451

13.7

18.4

4.3

9.4

6.3

12.9

0.9
59.0
14.9
6.9
6.1

3.6
64.1
19.8
11.8
12.5

8.8

12.0

(5.3)
19.2
22.0
7.3
2.8

(1.9)
23.0
26.3
12.3
7.2

131,048 125,830

4.1

9.2

170,707 158,968
101,575 97,325
69,131 61,643

7.4
4.4
12.1

12.9
11.3
15.5

Balance sheet
Loans and advances to
125,122 119,912
customers
Cash, central banks and credit
51,360 48,318
institutions
Debt instruments
45,619 45,225
Other financial assets
14,802
9,311
Other asset accounts
16,901 14,715
Total assets
253,804 237,480
Customer deposits
114,817 108,248
Central banks and credit
41,989 38,584
institutions
Marketable debt securities
29,840 31,504
Other financial liabilities
34,062 28,570
Other liabilities accounts
10,613
8,699
Total liabilities
231,321 215,605
Total equity
22,483 21,875
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

20.58
36.1
4.86
88.4
69,508
4,572

18.79
37.1
4.81
94.6
70,337
4,385

1.79
(1.0)
0.05
(6.2)
(1.2)
4.3

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Brazil
2019 Highlights
• In 2019, the strategic focus on customer service was reflected in sustainable revenue growth,
which, combined with cost control, resulted in the best efficiency ratio of recent years.
• The accuracy of our risk models enabled us to maintain credit indicators at controlled levels and
to achieve a profitable increase in market share.
Underlying
attributable profit

EUR 2,939 Mn

• Underlying attributable profit rose 13%, up 16% excluding the exchange rate impact, and
profitability improved (underlying RoTE of 21.2%) reflecting greater productivity and improved
efficiency.

Strategy
We ended 2019 with a positive performance of volumes and
results, with a strategy focused on customer service,
combined with an effective and profitable model that has
enabled us to continue growing sustainably. As a result, we
reached 26 million active customers and recorded high
customer satisfaction levels.
The year’s main initiatives by segments included:
• We continued to expand to strategic regions in the country.
In Agribusiness, we reached 34 specialised shops and in
Prospera Microfinance, we remained leaders amongst
privately-owned banks, with more than 510,000 customers.
• In individuals, new payroll lending increased 26% year-onyear, reaching a market share of 11%. In mortgages, we
launched a joint campaign with a large retailer and we
joined the largest group of real estate web portals.
• In auto finance, we began Santander Auto transactions and
started selling LOOP vehicles. In Webmotors, Cockpit
enabled us to enhance the Bank and Santander
Financiamentos’ offer.
• In acquiring, we were pioneers in launching an
interoperability solution that enables PoS users to take
advantage of Getnet. We launched SuperGet and
strengthened our e-commerce range.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

5,743
22% /active
customers
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13,450
+18% YoY

• In cards, we increased credit turnover 18% year-on-year.
The Santander Way app reached around 6.5 million active
users, who accessed it 57 million times per month, and
expanded its features, strengthening our payment platform.
• In SMEs, we launched Santander Duo, an offering linking
the legal entity and natural person under a single manager.
We have also carried out some actions aimed at sole
traders. In SCIB, we increased activity and trading volumes,
diversifying our income, and we were named leaders in
some of the sector’s most relevant rankings.
• As regards new activities with high growth potential, in
Ben, we implemented food and transport vouchers, in Pi
Investimentos, we increased the product portfolio, both in
fixed income and mutual funds. In credit, we launched Sim,
a multi-product platform focused on personal loans, and
emDia, a debt renegotiation and financial education
platform.
• Aligned with the digital strategy, we held the Black Week
Santander Vem que Volta, a pioneer strategy where we offer
our customers commercial benefits through strategic
alliances.
• In addition, we launched Santander On in the app and
opened some branches on weekends to offer financial
advice.

Responsible
banking

Corporate
governance

Economic
and financial review

Risk management
and control

We were named Best Bank in Brazil and Best Bank in Latin
America by Euromoney, the Bank that most changes the World
by the Fortune Magazine and the Most Sustainable Bank in
Brazil by Guia Exame de Sustentabilidade.

Brazil

In 2019, we continued to strengthen our culture: we carried
out one of the largest corporate events in Brazil and have
intensified brand promotion. Regarding our people we were
named one of the best companies to work for by The Great
Place to Work (GPTW) ranking, for the fourth year running.

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

10,072
3,798

9,758
3,497

3.2
8.6

6.0
11.5

167

136

22.7

26.0

85.7
4.5

90.8
7.4

Business performance
Loans and advances to customers increased 7% in euros yearon-year. In gross terms, excluding reverse repos and excluding
the exchange rate impact, they rose 8%. By segments, of note
were individuals and consumer finance.
Customer deposits grew 9% in euros with respect to 2018,
also 9% excluding repos and the exchange rate impact, driven
by a sharp increase in both demand deposits (+24%) and time
deposits (+4%). On the other hand, letras financeiras
decreased.
This was reflected in an increase in customer funds market
share.

Results
Underlying attributable profit of EUR 2,939 million in 2019
(28% of the Group's total operating areas), with an underlying
RoTE of 21.2%.
Compared to 2018, underlying attributable profit rose 13% in
euros. Excluding the exchange rate impact, it was 16% higher,
with good performance in the main lines, as follows:
• Total income increased 7%, supported by net interest
income (+6%) due to larger volumes which offset some
spread pressures and net fee income (+12%) with positive
performance in almost all lines. Of note was growth in
cards (11%), insurance (13%) and mutual funds (+16%).
Gains on financial transactions rose 26% compared to a
weak 2018.
• Administrative expenses and amortisations rose 5%, in
line with business growth. This increase, less than that of
total income, produced the best efficiency ratio of the last
six years, at 33.0% (-0.7 pp in the year).
• Net loan-loss provisions increased 5%, below loan
growth, which was reflected in an improvement in the cost
of credit (3.93%, from 4.06% in 2018). The NPL ratio
remained at around 5.3% and the coverage ratio stood at
100% (107% in 2018).
• The negative impact of other gains (losses) and
provisions increased 4%, due to higher provisions for legal
claims.

EUR million

(86)
13,951

(46)
13,345

(4,606)

(4,500)

2.3

5.1

9,345
(3,036)

8,845
(2,963)

5.7
2.5

8.5
5.2

(704)

(697)

0.9

3.6

5,606
(2,295)

5,185
(2,258)

8.1
1.6

11.0
4.4

3,311

2,927

13.1

16.2

—

—

3,311
(373)

—

2,927
(335)

—

13.1
11.1

16.2
14.1

2,939

2,592

13.4

16.4

6.7

8.5

Balance sheet
Loans and advances to
75,618 70,850
customers
Cash, central banks and credit
37,470 37,015
institutions
Debt instruments
39,611 40,718
Other financial assets
6,790
6,133
Other asset accounts
12,545 11,320
Total assets
172,033 166,036
Customer deposits
74,745 68,306
Central banks and credit
30,334 29,771
institutions
Marketable debt securities
18,952 21,218
Other financial liabilities
23,589 24,241
Other liabilities accounts
8,631
7,237
Total liabilities
156,251 150,773
Total equity
15,782 15,264
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

%
% excl. FX

1.2

2.9

(2.7)
10.7
10.8
3.6
9.4

(1.1)
12.5
12.6
5.3
11.2

1.9

3.5

(10.7)
(2.7)
19.3
3.6
3.4

(9.2)
(1.1)
21.2
5.3
5.1

75,282

6.5

8.2

121,752 110,243
61,789 57,432
59,964 52,811

10.4
7.6
13.5

12.2
9.3
15.4

80,150

21.16
33.0
5.32
99.8
46,682
3,656

19.68
33.7
5.25
106.9
46,914
3,438

1.47
(0.7)
0.07
(7.1)
(0.5)
6.3

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Chile
2019 Highlights
• Santander remains the leading privately-owned bank by assets and customers in the country
and continued to focus on enhancing the quality of service, enabling us to improve to second
position in NPS and achieve a record rise in account openings.
• Business growth with acceleration in some segments, mainly mortgages, consumer finance and
corporates.
Underlying
attributable profit

EUR 630 Mn

• Underlying attributable profit increased 3% year-on-year, 7% excluding the exchange rate
impact, driven by gains on financial transactions, cost control and improved cost of credit. In the
second half of the year, of note was net interest income and net fee income.

Strategy
Santander is the largest privately-owned bank in Chile by
assets and customers, with a marked retail (individuals and
SMEs) and transactional focus. In 2019, we continued to
develop our strategy to become the best bank for our
customers, boosting loyalty, leading digitalisation and
enhancing customer experience. To this end, several measures
were launched in the year:
• Under the branch network transformation strategy, we
continued to open more Work Café branches and pilot
branches of Work Café 2.0, with positive initial results in
efficiency and productivity. We ended the year with 53
Work Café branches (almost 14% of our total branch
network).
• As regards loyalty and customer attraction, we boosted the
Santander Life programme, focused on promoting solid
credit performance and deepening financial education. We
launched new products this year, such as Plan Life Latam,
which allows accumulation of MéritosLife and Latam air
miles, and Cuenta Life, a demand account without a credit
facility which rewards good savings behaviour. In 2019,
Santander Life achieved a record rise in new customers.
We also launched Superhipoteca 40 años, a product aimed
at people under the age of 35.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

704
46% /active
customers
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1,247
+15% YoY

In digitalisation, we announced the creation of Klare, the
first digital open platform for insurance sales in Chile, which
will allow our customers to take out policies in a simple,
secure, personalised and transparent way.
Under our strategy of developing global payment platforms,
we completed the soft launch of the Superdigital app, our
fully digital financial inclusion proposition, now publicly
available and awaiting the hard launch.
• Enhancing the customer service quality remained one of
our priorities, which is reflected in a significant increase in
customer satisfaction. In 2019, we ranked second both in
NPS and net satisfaction.
These initiatives led to a record rise in account openings,
capturing over 26% of new account openings in the country.
We also continued to improve customer loyalty and
digitalisation (5% and 15% year-on-year growth,
respectively).
Santander Chile is continuously striving to become the best
bank for customers. Euromoney, The Banker and Latin Finance
recognised these efforts naming Santander as the Best Bank in
Chile.
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Chile

Loans and advances to customers increased 2% year-on-year
in euros. Excluding reverse repurchase agreements and the
exchange rate impact, gross loans and advances to customers
rose 8%, underpinned by mortgages, consumer finance and
corporates.

EUR million

Customer deposits grew 6% year-on-year, and rose 11%
excluding repurchase agreements and the exchange rate
impact, reflecting the positive performance of demand
deposits (+19%). Mutual funds rose 15% in a low interest rate
environment.

Results
Underlying attributable profit of EUR 630 million in 2019
(6% of the Group’s total operating areas), with an underlying
RoTE of 18.1%.
Compared to 2018, underlying attributable profit rose 3% in
euros. Excluding the exchange rate impact it was 7% higher, as
follows:
• Total income rose 4%, driven by the 85% rise in gains on
financial transactions due to higher income from customer
treasury. Net interest income was affected by lower inflation
and historically low interest rates. Net fee income fell 1%,
partly due to wholesale business in the first half of the year.
• Administrative expenses and amortisations increased 2%,
driven by investments in technology and branches. The
efficiency ratio improved 71 bps to 40.6%.
• Net loan-loss provisions were 3% lower, with an
improvement in cost of credit of 11 bps to 1.08% in the year.
The NPL ratio dropped to 4.64% and the coverage ratio was
56%.
• Other gains (losses) and provisions decreased by 36%
primarily from reversals of provisions.

Risk management
and control

%
% excl. FX

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

1,867
404

1,944
424

266

149

78.4

85.2

2
2,539

19
2,535

(87.8)
0.2

(87.3)

(1,031)

(1,047)

(1.6)

2.2

1,508
(443)

1,488
(473)

1.4
(6.3)

5.2
(2.8)

Balance sheet
Loans and advances to
customers
Cash, central banks and credit
institutions
Debt instruments
Other financial assets
Other asset accounts
Total assets
Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts
Total liabilities
Total equity
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

(4.0)
(4.6)

(0.3)
(0.9)

4.0

103

(38.5)

(36.1)

1,129
(210)

1,118
(219)

0.9
(4.1)

4.8
(0.5)

919

899

2.2

6.1

63

—

—

919
(289)

—

899
(287)

2.2
0.7

6.1
4.6

630

612

2.9

6.8

38,584

37,908

1.8

8.3

7,557

4,247

78.0

89.4

3,106 63.0
3,164 148.3
2,486 24.3
50,911 22.1
25,908
5.5

73.4
164.2
32.3
29.9
12.3

5,062
7,856
3,091
62,151
27,344
8,224

—

5,869

40.1

49.1

10,722
9,662
1,294
57,246
4,905

9,806
9.3
3,535 173.3
919 40.8
46,037 24.3
4,874
0.6

16.4
190.9
49.8
32.3
7.1

39,640

39,019

1.6

8.1

35,095
27,060
8,035

33,279
25,860
7,419

5.5
4.6
8.3

12.2
11.4
15.3

18.08
40.6
4.64
56.0
11,580
375

18.34
41.3
4.66
60.6
12,008
381

(0.26)
(0.7)
(0.02)
(4.6)
(3.6)
(1.6)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Argentina
2019 Highlights
• In 2019, the Bank announced the change of its commercial brand from Santander Río to
Santander.
• We continued to focus on our four strategic pillars: selective growth, customer experience,
efficiency and transformation.
Underlying
attributable profit

EUR 144 Mn

• In an environment of macroeconomic downturn, underlying attributable profit was EUR 144
million. Strong grow across all P&L lines due to the high inflation and interest rates, combined
with efficiency improvements.

Strategy
Since August 2019, the Argentinian economy has been
suffering from a relative weakening of the local currency and
an increase in the risk premium, against a backdrop of a
downward revision to the macroeconomic outlook, with high
interest rates and inflation. In this context, we have decided to
prioritise liquidity and capital, maintaining excess liquidity
well above the required reserves at the Central Bank and high
capitalisation.
The commercial strategy is focused on transactional business
and customer service improvements, together with the digital
transformation of the main processes and products. Our goal
is to fully digitalise our platforms and incorporate cuttingedge technology in order to better know our customers and
anticipate their needs. We have also redefined the value
proposition, particularly in the priority segments.
This commercial strategy has led to the launch of various
initiatives:
• Banca VIP: a subsegment for our high-income commercial
banking customers in order to offer them a tailored
customer care model and exclusive experiences.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

1,363

2,196

47% /active
customers
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+5% YoY

• iU: dedicated proposition for 18 to 31-year-olds which
includes financial and non-financial benefits, such as
mentoring, scholarships and an online platform for distance
learning, among others.
• Women, a comprehensive proposition for financial and nonfinancial services, which focuses on female entrepreneurs,
owners of SMEs and professionals.
• The institutional campaign Queremos ayudarte whose aim
is to strengthen the Bank's relationship with customers.
As for digital transformation, we launched the signing-up for
digital accounts and packages in branches, a new credit card
marketing model and a virtual assistant serving digital
customers. Thanks to all these initiatives, the publication
Global Finance Magazine once again named Santander as the
Best Digital Bank in Argentina.
In 2020, Openbank is expected to be launched in the country.
As a result of all the above, loyal customers accounted for 47%
of active customers and digital customers rose 5%.
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Business performance

Argentina

Loans and advances to customers fell 10% year-on-year in
euros. Excluding reverse repurchase agreements and the
exchange rate impact, gross loans and advances to customers
were 40% higher. The peso denominated portfolio increased,
driven by inflation-adjusted products (mortgages, auto
finance) and by cards, while dollar balances declined in the
currency of origin.

EUR million

Customer deposits declined 21% compared to 2018 in euros.
Excluding repurchase agreements and the exchange rate
impact, deposits rose 24%. Local currency deposits grew 58%
(backed by demand and time deposits) and foreign currency
ones declined.
Santander maintained a high dollar liquidity ratio and the
excess liquidity in pesos was placed in central bank notes.

Results
Underlying attributable profit amounted to EUR 144 million
in the year (1% of the Group’s total operating areas), with an
underlying RoTE of 22.2%.
Compared to 2018, underlying attributable profit was 75%
lower in euros. Excluding the exchange rate impact, growth
was 224%. Both year’s results are affected by the high
inflation adjustment, lower in 2019:
As regards business activity:
• Total income doubled, growing above inflation. Net interest
income rose 127%, underpinned by higher interest rates
and higher volumes of central bank notes. Net fee income
rose 84%, driven by greater foreign currency transactions
and income from cash deposits. Gains on financial
transactions fell 12%.
• Administrative expenses and amortisations increased 88%
hit by the inflationary environment and the peso’s
depreciation.
• Net loan-loss provisions were higher (+89%), mainly driven
by the individuals segment and the aforementioned high
inflation impact. The cost of credit was 5.09% (3.45% in
2018). The NPL ratio stood at 3.39% (3.17% in 2018), and
the coverage ratio at 124%. Credit quality ratios were
affected by the country's situation.
• Other gains (losses) and provisions which includes greater
charges for potential legal contingencies.

Risk management
and control

%
% excl. FX

Underlying income statement

2019

2018

Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent

940
446

768
448

22.4
(0.5)

126.7
84.3

170

(52.7)

(12.3)

Balance sheet
Loans and advances to
customers
Cash, central banks and credit
institutions
Debt instruments
Other financial assets
Other asset accounts
Total assets
Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts
Total liabilities
Total equity
Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Ratios (%) and operating data
Underlying RoTE
Efficiency ratio
NPL ratio
NPL coverage
Number of employees
Number of branches

80
(150)
1,316

(177) (15.0)
1,209
8.8

57.4
101.6

(762)

(751)

1.4

87.9

554
(235)

458
(231)

21.0
2.0

124.1
88.9

(101)

(45) 127.3

321.2

217
(72)

183 19.1
(100) (27.6)

120.6
34.1

145
—

83

75.3

—

224.8

—

—

145
(2)

83 75.3
(1) 150.8

224.8
364.8

144

82

74.7

223.7

4,792

5,334

(10.2)

40.1

3,911

5,096

(23.3)

19.7

429
87
836
10,054
7,002

825
6
742
12,003
8,809

(48.0)
—
12.7
(16.2)
(20.5)

(18.9)

1,033

849

21.6

89.6

71
747
392
9,244
810

422
743
307
11,132
871

(83.2)
0.4
27.6
(17.0)
(7.0)

(73.9)

4,993

5,574

(10.4)

39.7

8,099
7,002
1,097

10,191
8,809
1,382

(20.5)
(20.5)
(20.6)

24.0
24.0
23.8

22.20
57.9
3.39
124.0
9,178
438

—
75.8
30.7
24.0

56.6
99.0
29.5
45.1

11.62 10.58
62.1
(4.2)
3.17 0.22
135.0 (11.0)
9,324
(1.6)
468
(6.4)

A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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Uruguay
2019 Highlights
• Santander Uruguay is the country’s leading privately-owned bank, with a strategy focused on
improving efficiency and enhancing the quality of service, through digital transformation and
commitment to the community.
• Loans and advances to customers grew in our target segments, products and currencies. Of
note were commercial activity and the growth in the retail portfolio.
Underlying
attributable profit

• Underlying attributable profit rose 14%, 24% excluding the exchange rate impact, spurred by
customer revenue and improved efficiency. RoTE of 29.5%.

EUR 150 Mn
Strategy
In a worse economic environment, we achieved our financial
targets, while improving our market reputation and customer
satisfaction. We continued to progress in our technological
transformation plan, offering improved products and services,
helping our customers and the community in a responsible
way.
In line with our strategy of innovation and contributing to
people’s progress, we launched Prosperá, which satisfies the
demand for microcredits to small businesses and Santander
Locker, a proposal that simplifies the delivery of our products.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

109

394

26% /active
customers

+7% YoY

In addition, the consolidation of our strategy enabled us,
both the bank and our financial entities, to gain market share
this year, and to continue to grow customer loyalty, which
increased 20% in the year.

Business performance
Loans and advances to customers grew 3% year-on-year in
euros. Excluding reverse repurchase agreements and the
exchange rate impact, gross loans and advances to
customers rose 15% driven by growth in the local currency
portfolio (+15%) and the target segments and products:
consumer credit and cards (+12%).
Customer deposits were 8% higher in euros compared to
2018. Excluding the exchange rate impact and repurchase
agreements, they increased 22%. Peso deposits grew 14%
and foreign currency ones 8%.

Results
In 2019, underlying attributable profit was EUR 150 million
with an underlying RoTE of 29.5%.
Compared to 2018, underlying attributable profit increased
14% in euros and 24% excluding the exchange rate impact. By
line items:
• Total income grew 16% mainly driven by net interest
income (+16%) and net fee income (+17%).
• Administrative expenses and amortisations rose 9%, at a
slower pace than total income, improving the efficiency
ratio to 42.0% (-269 bps year-on-year).
• Net loan-loss provisions fell slightly (-1%), the cost of
credit improved to 2.31% and coverage was high (98%).
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Uruguay

EUR million
%
% excl. FX
7.1
16.5
6.6
16.0

Underlying income statement

2019

2018

Net interest income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Profit before tax
Underlying attributable
profit to the parent

333
447

311
419

(188)

(187)

0.2

9.0

259
(63)
189

232
(69)
159

11.8
(8.6)
18.8

21.6
(0.6)
29.3

150

131

14.2

24.3

5,051

4,605

9.7

23.9

2,804

2,743

2.2

15.4

4,197
4,162
36

3,893
3,861
32

7.8
7.8
12.8

21.8
21.7
27.3

Balance sheet
Total assets
Gross loans and advances to
customers A
Customer funds
Customer deposits B
Mutual funds
A. Excluding reverse repos.
B. Excluding repos.
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Peru

Colombia

2019 Highlights

2019 Highlights

• We continued to develop our activity focused on the
corporate segment, the country’s large companies and the
Group’s global customers.

• The strategy is focused on corporates, large corporates and
SCIB customers.

• Underlying attributable profit rose 15% year-on-year, or
11% excluding the exchange rate impact, spurred by
revenue.

Underlying
attributable profit

EUR 48 Mn

• New alliances in auto finance to strengthen our position in
this market with digital propositions.
• Underlying attributable profit of EUR 16 million in the year,
72% more than in 2018, 81% higher excluding the
exchange rate impact.
Underlying
attributable profit

EUR 16 Mn

Strategy

Strategy

The strategy remained focused on the corporate segment, the
country’s large companies and the Group’s global customers.

We remained focused on SCIB clients, large companies and
corporates, contributing solutions in treasury, risk hedging,
foreign trade, confirming, custody and development of
investment banking products supporting the country’s
infrastructure plan. In 2019, we ranked first in project finance
both in terms of volumes and number of transactions,
outperforming all local banks and international peers.

The auto loan financial entity continued to expand its business
within the Group’s strategy of increasing its presence in this
sector.

Business performance
Loans and advances to customers increased 11% year-onyear in euros (+7% on a gross basis, excluding the exchange
rate impact), and customer deposits remained largely
unchanged (-4% excluding the exchange rate impact).

Results
Underlying attributable profit of EUR 48 million in euros in
2019 was 15% higher year-on-year, equivalent to an RoTE of
21.4%.
Excluding the exchange rate impact, underlying attributable
profit increased 11%:
• Total income grew 14% driven by good performance of net
interest income and gains on financial transactions.
• The efficiency ratio improved to 32.9% (-0.2 pp year-onyear).
• Net loan-loss provisions remained low, with a cost of credit
of just 0.12%.
The NPL ratio was 0.78% and coverage was very high.

We are also working to increase the profitability of auto
finance and consolidate our position in this market with
digital propositions. We have signed two alliances: the first
with Chekar.co, a fully digital platform for buying and selling
vehicles, and the second with Tucarro.com of Mercado Libre,
where the user can request and have a loan approved in six
minutes.

Business performance
Loans and advances to customers rose 1% year-on-year in
euros. In gross terms and excluding the exchange rate impact
they also rose 1%, of note was the rise in auto finance.
Customer deposits rose 56% in euros and 54% excluding the
exchange rate impact, driven by time deposits.

Results
Underlying attributable profit of EUR 16 million in the year
compared to EUR 9 million in 2018. Underlying RoTE of
11.8%.
Excluding the exchange rate impact, underlying attributable
profit rose 81%, backed by total income (+63%) spurred by
growth in net fee income (+92%), net interest income (+52%)
and gains on financial transactions (+53%).
Administrative costs and expenses grew less than total
income, enabling the efficiency ratio to improve 4.6 pp to
50%.
Cost of credit was 0.74%.
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4.4 CORPORATE CENTRE
2019 Highlights
• The Corporate Centre’s objective is to aid the operating units by adding value and carrying out
the corporate function of oversight and control. It also carries out functions related to
financial and capital management.

Underlying
attributable profit

• The underlying attributable loss was higher compared to 2018, mainly due to higher costs
related to foreign currency hedging and the increased stock of issuances.

EUR -2,096 Mn

Strategy and functions
The Corporate Centre contributes value to the Group in various
ways:
• It makes our governance more solid, through global control
frameworks and supervision.
• It fosters the exchange of best practices in management of
costs and generating economies of scale. This enables us to
be one of the most efficient banks.
• It contributes to the launch of projects that will be
developed by global business areas, including digitalisation
processes.
It also coordinates the relationship with European regulators
and develops functions related to financial and capital
management, as follows:
• Financial Management functions:
– Structural management of liquidity risk associated with
funding our recurring activity, stakes of a financial nature
and management of net liquidity related to the needs of
some business units.

Global Headquarters. Boadilla del Monte
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– This activity is carried out by the different funding sources
(issuances and other), always maintaining an adequate
profile in volumes, maturities and costs. The price at
which these operations are made with other Group units
is the market rate plus a premium, which in liquidity
terms, we support by immobilising funds during the term
of the operation.
– Interest rate risk is also actively managed in order to
soften the impact of interest rate changes on net interest
income, conducted via high credit quality, very liquid and
low capital consumption derivatives.
– Strategic management of the exposure to exchange rates
in equity and dynamic in the countervalue of the units’
annual results in euros. At year-end, net investments in
equity are currently hedged by EUR 26,060 million
(mainly Brazil, the UK, Mexico, Chile, the US, Poland and
Norway) of various instruments (spot, fx, forwards).
• Management of total capital and reserves: efficient capital
allocation to each of the units in order to maximise
shareholder return.

Global Headquarters. Boadilla del Monte
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Results
In 2019, underlying attributable loss of EUR 2,096 million,
24% greater than in 2018, driven by:
• Higher negative impact of net interest income, from EUR
-987 million in 2018 to EUR -1,252 million in 2019, mainly
due to the higher stock of wholesale market debt issuances
and, to a lesser extent, IFRS 16.
• Lower gains on financial transactions (EUR 307 million less),
driven by the greater cost of foreign currency hedging, the
counterpart of which is in the conversion of results to euros
in certain countries.
• Administrative expenses and amortisations improved 12%
driven by ongoing streamlining and simplification
measures, continuing actions taken in previous years, which
have resulted in a reduction in the cost base of around 35%
over the last five years.
• Lower net loan-loss provisions, down from EUR 115 million
in 2018 to EUR 36 million in 2019.
• Other gains (losses) and provisions include very diverse
charges: provisions, intangible assets, cost of the state
guarantee on deferred tax assets, pensions, litigation,
impairment of investments, etc. The net impact went from
EUR -101 million in 2018 to EUR -237 million in 2019.

Economic
and financial review

Risk management
and control

CORPORATE CENTRE
EUR million
Underlying income statement
Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable profit
to the parent

2019

2018

%

(1,252)

(987)

26.9

(50)

(69)

(27.8)

(297)

11

(18)

(12)

49.5

(1,617)

(1,057)

53.0

(373)

(426)

(1,990)

(1,483)

(36)

(115)

(68.8)

(237)

(101)

135.3

(2,262)

(1,699)

33.2

157
(2,105)
—
(2,105)

14
(1,685)
—

—

(12.5)
34.2

—
24.9
—

(1,685)

24.9

(1)

—

(2,096)

(1,686)

24.4

5,764

6,509

(11.4)

32,803

39,840

840

377

122.5

2,406

2,113

13.8

9

Balance sheet
Loans and advances to
customers
Cash, central banks and credit
institutions
Debt instruments
Other financial assets

(17.7)

Other asset accounts

126,539

121,775

3.9

Total assets

168,352

170,614

(1.3)

793

235

12,254

30,879

54,495

41,783

30.4

636

1,334

(52.3)

Customer deposits
Central banks and credit
institutions
Marketable debt securities
Other financial liabilities
Other liabilities accounts

238.2
(60.3)

9,810

8,208

19.5

Total liabilities

77,989

82,439

(5.4)

Total equity

90,362

88,175

2.5

1,651

1,700

(2.9)

Operating data
Number of employees
Pereda building. Global Headquarters in Boadilla del Monte (Madrid)

A. Includes exchange differences.
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4.5 Secondary segments
RETAIL BANKING
2019 Highlights
• We continued to focus on enhancing customer satisfaction, covering their needs and boosting
loyalty. At the end of December 2019, we had 145 million customers, of which more than 21
million are loyal.
• Underlying attributable profit of EUR 7,748 million in the year, 7% higher than in the same
period of 2018 due to customer revenue and improved efficiency.
Underlying
attributable profit

EUR 7,748 Mn

• We were named the Best Bank in Latin America and the Best SME Bank in Western Europe by
Euromoney and Best Bank in the Americas and Best Bank in Western Europe by The Banker.

Commercial activity
We want to be the reference bank for customers of all income
levels, offering services and products that best meet their
needs. Furthermore, we are fostering entrepreneurship,
helping SMEs and other companies via loans and non-financial
support. We launched various commercial initiatives in the
year, which have been described in the corresponding primary
segments and are summarised below:
• In individuals, we continued to strengthen our business
with new differentiated products. In Chile, for example, we
launched new proposals for the mass market segment
within the Life strategy, enabling us to significantly increase
the number of new customers. In Argentina we launched
Banca VIP, a new customer care model for our high-income
commercial banking customers. In Spain we launched the
Smith Plan in order to be the leader in the non-resident
segment, via a differentiated value proposition focused
mainly on covering the needs of those who are purchasing a
house in Spain. In Mexico, we launched the Legacy credit
card for private banking customers, being the first and only
bank in the country to have an alliance with American
Express.

Loyal customers

Digital customers

December 2019. Thousands

December 2019. Thousands

21,556
31% /active
customers
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36,817
+15% YoY

• In auto finance we continued to expand the business in
certain countries. For example, SCF closed a deal with
Hyundai Kia for the acquisition of 51% of the financial entity
that both companies own in Germany, bolstering our
leadership in this market. The agreement with Fiat Chrysler
in the US was amended strengthening our partnership and
new alliances were also made in Colombia to boost our
position in the market.
• In the SME segment, we continued to move forward with
products such as Prospera in Brazil, a microfinance and loan
programme for entrepreneurs which now has more than
twice as many customers as last year. This programme was
also launched in Uruguay to satisfy the demand of small
businesses. In Brazil, we also announced Santander Duo, a
new product with a differentiated offering for small
entrepreneurs, which combines accounts of legal and
natural persons. In Argentina we launched Women, a
comprehensive proposition for financial and non-financial
services, which focuses on female entrepreneurs, owners of
SMEs and professionals.
• Of note in corporates were strategies such as those
implemented in the US with the Lead Bank project to
strengthen our relationships with American companies. In
Poland, we have introduced pre-limits for selected
corporate customers, improving customer relationships
shortening the decision-making process and anticipating
and accommodating their basic needs better. We also
formed part of the financing of one of the most important
road infrastructure projects in Colombia and we led the
consortium of banks for the loan to one of the main state
energy companies in Poland. In addition, we contributed
non-financial solutions, such as Santander Advance
Empresas in Portugal, offering management courses for
executives and a scholarship programme.
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Results
Underlying attributable profit amounted to EUR 7,748
million in 2019 (74% of the Group’s operating areas).
Compared to 2018, underlying attributable profit rose 7% in
euros. Excluding the exchange rate impact, profit also
delivered a 7% increase, as follows:
• Total income increased 4%, driven by the main P&L lines:
net interest income increased 3%, net fee income 5% and
gains on financial transactions 31%.

Smart Red branch, Spain

Regarding our branch network, we have 11,952 branches,
making us the international bank with the largest branch
network.
For years, we have been committed to boosting our multichannel offering. The branches continue to be a very relevant
channel, focusing on improving the customer experience and
offering advice on everything they need.
In order to better adapt to their needs, we continue to have
branches that offer specialised customer care to certain
segments. In addition, we continued with the conversion of
traditional bank branches into new collaborative spaces
focused on customer experience and digital capabilities, such
as the Work Café branches (Chile, Spain, Brazil, the UK,
Portugal, Mexico and Argentina), Smart Red branches (Spain,
the UK and Portugal) or Santander Ágil in Mexico.

• Administrative expenses and amortisations were 3%
higher, improving the efficiency ratio by 79 basis points to
44.8%.
• Net loan-loss provisions increased 7%, primarily due to
higher volumes, maintaining good credit quality.
• Other gains (losses) and provisions improved 8%
primarily driven by SCF and the UK.

RETAIL BANKING
EUR million
Underlying income statement
Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income

2019

2018

%

%
excl. FX

33,157

32,262

2.8

3.3

9,094

8,870

2.5

4.9

975

757

28.9

31.5

298

343

(13.1)

(35.3)

42,231

3.1

3.8

Total income

43,523

All of these measures helped to boost the total number of
customers to 145 million, as well as increase the number of
loyal customers (+9% individuals and +3% corporates yearon-year).

Administrative expenses and
amortisations
Net operating income

(19,481) (19,236)

1.3

2.6

24,042

22,994

4.6

4.7

Net loan-loss provisions

(9,154)

(8,549)

7.1

7.4

Business performance

Other gains (losses) and
provisions
Profit before tax

(1,624)

(1,791)

(9.4)

(8.2)

13,265

12,654

4.8

4.7

Tax on profit

(4,156)

(4,144)

0.3

1.1

9,109

8,510

7.0

6.5

Loans and advances to customers increased 5% compared to
2018 in euros. Excluding reverse repurchase agreements and
the exchange rate impact, gross loans rose 3%.
Customer deposits rose 7% in euros compared to the same
period of 2018. Excluding repurchase agreements and the
exchange rate impact, they were 4% higher, driven by growth
in demand deposits (+5%).

Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit

—

—

—

—

9,109

8,510

7.0

6.5

Non-controlling interests

(1,361)

(1,272)

7.0

6.4

Underlying attributable
profit to the parent

7,748

7,238

7.0

6.5

A. Includes exchange differences.
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SANTANDER CORPORATE & INVESTMENT BANKING
2019 Highlights
• SCIB maintains its long-term strategy focused on optimising the use of capital, increasing
revenue, and disciplined cost management.
• Good performance of the Global Transaction Banking (GTB) and Global Debt Financing (GDF)
businesses and market activities in the Americas.
• We continued with the execution of strategic projects focused on improving internal systems,
cost control and talent management.
Underlying
attributable profit

EUR 1,761 Mn

• Underlying attributable profit was 4% higher in euros, 10% higher excluding the exchange rate
impact, driven by 7% growth in total income and lower loan-loss provisions.

Strategy
SCIB is our global business for corporate clients and
institutions that require tailored services and wholesale
value-added products adapted to their complexity and
sophistication.

– As for the diversification of our customer base, we are
increasing our business with institutional and financial
entities, offering a wide range of products throughout
our markets, thus complying with the strategy of being
a global bank with presence in more than 12 countries.

Our long-term strategy remains focused on:
• Increasing the rotation and efficiency of capital,
maximising the return on risk-weighted assets (1.8%). To
this end, SCIB has strengthened the Private Debt
Mobilisation teams in Europe and the UK, to increase the
distribution of assets in the secondary market. The
increase in rotation and the earlier detection of risks
reduced provisions in the year.
• Increasing diversification, both by countries and by
customers and products:
– By countries, through the promotion of business in
Continental Europe and the Andean Region, as well as in
the UK and the US, having completed the reforms
required by the regulators.

Total income breakdown
Constant EUR million

TOTAL*

+7%

Capital & Other

-13 %

Global Markets

+12 %

Global Debt
Financing
Global Transaction
Banking
(*) In euros: +4%
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+6 %
+11 %

– Continuing to expand the range of products to
customers of the retail banking network, supporting
collaboration revenues growth, +17% compared to
2018.
• Continuing to strengthen our commitment to sustainability,
leading the Project Finance rankings and expanding the
range of green products for our customers.

Business performance
Main actions performed in the year by business line:
• Cash management: strong increase in the transactional
business as well as in customer funds in our core markets
(Europe and Latin America), as a result of the strengthening
of our product capabilities in the region, innovating in the
digitalisation of the business both in origination and in the
development of our products.

Responsible
banking
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• Export finance & agency finance: double-digit growth in
the year, especially in the US and Latin America,
consolidating our world leadership position in export
financing backed by export credit agencies (ECA).
• Trade & working capital solutions: robust growth in
Receivables Finance in the Americas and Europe, and Trade
Funding, especially in the Americas, as a result of the
continuous improvement of our product offering and the
digitalisation of receivables and confirming platforms. In
2019, we were named best bank worldwide for Supply
Chain Finance.
• Debt capital markets: significant growth in the year, backed
by good performance in Europe, Brazil and the US. We
issued the first end-to-end blockchain bond, an example of
our innovation in the capital markets and the first step
towards a potential market for mainstream security tokens1.
We continued to focus on activities related to sustainable
financing, being a reference for the issuance of green bonds,
while maintaining its leadership in Latin America and
significant positions in the European corporate market.
• Corporate Finance: in merger and acquisitions (M&A) we
strengthened our position as the leader in advising the
renewable energy sector, with noteworthy operations in the
year in wind farms in Spain and the UK. Double-digit growth
in advisory for share issuances in the primary market,
particularly in Brazil.
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• Syndicated corporate loans: we continued to play a
significant role, although with a reduced volume of
acquisitions during the year due to low M&A activity. In line
with our responsible banking strategy, we increased our
range of sustainable finance products via green loans or
loans linked to sustainable indices.
• Structured financing: we maintained our global leadership
position in Project Finance, having more issuances globally
than any other bank and were the fifth by volumes. The
focus on the renewable energy sector needs to be
highlighted, with more than 66 project financings during
2019. We also maintained our leadership in Latin America
in financial advisory and improved our positioning in
Europe.
• Global Markets: the positive evolution of market activity,
with significant growth in the Americas, compensating
lower (albeit growing) activity in Europe. Good sales
performance, both corporate and institutional, with doubledigit growth, particularly in Brazil, the UK, Mexico and Chile.
The books have also recorded significant growth, with
outstanding results in the UK, Chile, Argentina and the US.
Loans and advances to customers rose 21% in euros compared
to 2018. Excluding reverse repurchase agreements and the
exchange rate impact, gross loans and advances to customers
increased 12%.
Customer deposits were down 4% in euros in 2019. Excluding
repurchase agreements and the exchange rate impact, they
grew 1%.

Ranking 2019
Award / ranking

Source

Area

Best Trade Finance bank in Chile, Argentina and Spain
Best Supply Chain Finance Provider in Latin America
Best Trade Finance Provider in Latam
Deal of the year Europe 2019: Infrastructure & Project Finance - Hornsea Offshore
Wind Project GBP 3.6 bn financing
Deal of the year Asia 2019: Bonds Corporate - ChemChina USD 4.95 bn multi-tranche
and EUR 1.2 bn senior unsecured bond
Best Overall ECA Finance Deal of the Year. Winner: DUQM Refinery
Best Americas ECA Finance Deal of the Year. Winner: Petroperu/Talara Refinery
Best ECA-backed Renewables Finance Deal of the Year. Winner: Hornsea
Best Supply Chain Bank Award
Best Trade Finance Bank in Latam
Best Supply Chain Finance Bank
Best Investment Bank in Spain and Poland
Financial Advisor of the Year: Latin America
Most innovative investment bank of the year for structured finance 2019
Capital Relief Issuer of the Year award
Best Liquidity Provider
Best bank for emerging LatAm currencies 2019
#1 Global / Americas / EMEA Renewable Energy Project Finance by deal count in 2019

GLOBAL FINANCE
GLOBAL FINANCE
GLOBAL FINANCE

GTB
GTB
GTB

The Banker

GDF

The Banker

GDF

TXF
TXF
TXF
GTR
GTR
Trade Finance
Euromoney
Latin Finance
The Banker
SCI Capital Relief Trades Awards 2019
Global Capital Covered Bond Awards 2019
FX Week Best Banks Awards 2019
Dealogic

GTB
GTB
GTB
GTB
GTB
GTB
Global
GDF
GDF
GDF
GDF
Markets
GDF

#1 Global Project Finance - Financial Adviser by deal count in 2019

Dealogic

GDF

#1 Santander Global, Europe, Latin America and Middle East ECA financing by volume Dealogic
and deal count in 2019

GTB

1. Mainstream security tokens: Financial instruments subject to securities market regulation, which are issued and traded using blockchain.
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Results
Underlying attributable profit in 2019 of EUR 1,761 million
(17% of the Groups’ total operating areas), driven by the
strength and diversification of SCIB's customer revenue (89%
of total revenue).
Compared to 2018, underlying attributable profit increased
4%. Excluding the exchange rate impact, it rose 10%, as
follows:
• Total income grew because of the 14% rise in net interest
income. Net fee income increased 1%, with a better
performance in the second half of the year, as it was 12%
higher than in the first half of 2019.
Gains on financial transactions dropped 12%, despite an
excellent first quarter which partially offset the worse
relative performance in the second and third quarters of
the year.
• Higher administrative expenses and amortisations
associated with transformation projects.
• Net loan-loss provisions were significantly lower, mainly
in Mexico and Brazil.
By segments, better results from Global Transaction Banking
and Global Debt Financing.

SANTANDER CORPORATE & INVESTMENT BANKING
EUR million
Underlying income statement

2019

2018

%

%
excl. FX

Net interest income

2,721

2,461

10.6

14.0

Net fee income

1,528

1,534

(0.4)

1.0

739

898

(17.7)

(11.7)

295

184

60.7

61.5

5,284

5,077

4.1

7.4

(2,276)

(2,101)

8.3

9.4

3,008

2,975

1.1

5.9

(198)

(21.9)

(23.0)

(97)

(11.1)

(11.4)

3.2

8.9

0.6

6.4

4.4

10.0

Gains (losses) on financial
transactions A
Other operating income
Total income
Administrative expenses and
amortisations
Net operating income
Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable
profit to the parent
A. Includes exchange differences.
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(155)
(86)
2,767
(838)
1,929

2,680
(832)
1,848

—

—

—

—

1,929

1,848

4.4

10.0

7.6

9.5

4.1

10.0

(169)
1,761

(157)
1,691
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WEALTH MANAGEMENT & INSURANCE
2019 Highlights
• Assets under management in the Private Banking and Asset Management businesses reached
EUR 395 billion, 13% more than last year. Total insurance gross written premiums increased
also 13%. This consolidated Santander's position in these businesses in its ten core markets.
• The total fee income generated, including those transferred to the branch network, rose 6% to
EUR 3,493 million (30% of the Group's total).
Underlying
attributable profit

• Total contribution (net profit + fee income) amounted to EUR 2,494 million, +8% year-on-year.

EUR 960 Mn
Strategy
We continued to progress in our plan to make us the best and
most responsible wealth manager in Europe and Latin
America, with the following notable initiatives:
• In 2019, we created two regional hubs (Europe and Latin
America) in Santander Asset Management (SAM) and
strengthened the institutional and alternative products
teams.
We completed our product offering with the launch of
Santander GO, a range of international products offering
strategies developed jointly with management companies
such as Morgan Stanley, PIMCO, Robecco, JPM and Amundi,
and which has already reached more than EUR 700 million.
We also re-launched the Global Multi-Asset Strategy team
to improve the range of client-focused investment solutions
and provide a better service to our institutional clients.
In addition, we are expanding the ESG product offering in
our main markets and developing our own ESG rating
methodology, which will be ready in 2020. Also of note was
the effort made to redefine the operating model in order to
improve efficiency and the implementation of the Aladdin
investment platform, in alliance with Blackrock.

• In Santander Private Banking (SPB) we continued to
strengthen our teams with the best professionals and
launched the Global Value Proposition, an international
platform of products and services to cover the worldwide
needs of our clients, facilitating their recognition as such in
the geographies where they want to operate and making a
wide range of products, services and benefits available.
In addition, we are strengthening the business across our
different markets, which is reflected in an increase in
collaboration volumes of 36%, up to EUR 5,350 million.
Additionally, we continue to develop the Private Wealth
segment, whose business contribution grew by 18% with
respect to 2018, with a global offer for high net worth
clients.
In 2019 we received numerous awards, notably from The
Banker (Best Private Banking in Latin America), Euromoney
(Best Private Banking in Latin America, Spain, Portugal,
Mexico, Chile and Argentina) and Global Finance (Best
Private Banking in Spain and Portugal).

Business performance: SAM and Private Banking

Insurance gross written premiums

+13%

December 2019. EUR billion and % change in constant euros

Change in constant euros

/ 2018

Dec-18
+13%
+11%
+11%
+11%
+22%
+5%
+5%

Note: Total asset marketed and/or managed in 2019 and 2018.
(*) Total adjusted customer funds of private banking managed by SAM. Pro forma
including Banco Popular asset management joint ventures. The repurchase of
the remaining 60% of their stakes was pending regulatory authorisations and
other customary conditions on 31 December 2019 and was completed in
January 2020.
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• In insurance, our aim is to become the leader in
bancassurance in all our markets and in all branches and
segments, and to this end we have defined a strategic plan
that will enable us to capture our potential in the medium
term.
We are completing the value offering in all our countries
together with our main partners. Of note was the creation
of a company with MAPFRE to offer car insurance in Spain,
the alliance with HDI in car insurance in Brazil and specific
products for SMEs.
Another focus during 2019 was the development of the
digital offering, particularly in Chile (Klare) and in Brazil and
Mexico (Autocompara).

Business performance
Total assets under management amounted to EUR 395 billion,
13% higher than in 2018, supported by new sales and the
market's performance:
• Strong growth in net sales at SAM in 2019 (EUR 5,700
million), increasing market share in most of our countries,
particularly in Spain, Portugal, Chile and Poland.
• Of note in Private Banking was growth in Brazil and Spain.
Loans and advances to customers grew by 5%.
In Insurance, with 20 million total protected customers, the
volume of total insurance gross written premiums increased
13% year-on-year, especially in Brazil, Chile and Poland.

Results
Underlying attributable profit was EUR 960 million in 2019,
10% growth year-on-year. Excluding the exchange rate impact
growth was 11%, by lines:
• Total income rose 6% mainly driven by net interest income
(+8%), backed by higher lending, and net fee income (+5%).
Total fee income generated, including those transferred to
the branch network for the distribution of products,
increased 6% and represented 30% of the Group's total.
• Also of note was the greater contribution of the insurance
business, recorded in other operating income (+15%).
• Administrative expenses and amortisations were 3%
higher, due to our investments in platforms.
• Recovery in net loan-loss provisions, due to lower doubtful
loan positions in Spain and Portugal.
The total contribution to the Group (including net profit and
total fees generated net of taxes) was EUR 2,494 million, 8%
growth year-on-year.
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WEALTH MANAGEMENT & INSURANCE
EUR million
Underlying income statement
Net interest income

2019

2018

%

%
excl. FX

565

526

7.4

7.8

1,201

1,142

5.1

5.2

116

132

(11.7)

(11.1)

341

299

14.0

15.5

Total income

2,223

2,099

5.9

6.3

Administrative expenses and
amortisations
Net operating income

1,312

Net fee income
Gains (losses) on financial
transactions A
Other operating income

(911)

Net loan-loss provisions

25

Other gains (losses) and
provisions
Profit before tax

(12)

Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit

1,325

(873)

4.3

3.3

7.0

8.5

—

—

(5) 142.9

136.8

1,226
(10)

9.4

11.0

(284)

10.0

11.9

1,013

927

9.2

10.7

—

—

—

—

1,013

(312)

1,211

927

9.2

10.7

Non-controlling interests

(53)

(53)

1.3

4.0

Underlying attributable
profit to the parent

960

875

9.7

11.1

A. Includes exchange differences.

Total profit contribution A
EUR million and % change in
constant euros

2,494
+8% / 2018

A. Including net profit and total fee income generated by this business

Responsible
banking

Corporate
governance

Economic
and financial review

Risk management
and control

SANTANDER GLOBAL PLATFORM (SGP)
Highlights
• With the creation of Santander Global Platform we are accelerating our digitalisation process by developing
global digital banking solutions with payments at the core for SMEs and individuals.
• SGP leverages the Group’s scale, footprint and expertise in payments, financial services and in scaling fintech
solutions to build best-in-class services in key, high-growth and large addressable markets in which we already
have a strong presence.
• In 2019 we made relevant progress on various initiatives under SGP such as the development of the GMS and
GTS platforms, the strategic partnership with Ebury, the launch of Superdigital in Chile and Openbank began to
open accounts to customers in Germany, the Netherlands and Portugal.

Strategy
SGP offers digital services based on payment solutions as the
main driver of loyalty. The services are being developed based
on global platforms to leverage our scale and improve
efficiency and customer experience.
By collaborating across our regions and leveraging our scale,
footprint and expertise in payments and financial services, we
can build our own digital assets and fintech solutions once and
then scale them across the Group, significantly lowering
development costs and time to market.
It should be noted that SGP does not just offer products and
solutions to our banks (B2C) but also to third parties that lack
the scale to build best in class payments and digital banking
solutions in the open market (B2B2C). We believe that this will
allow us to expand our addressable market to non-customers
and new geographies, generating relevant new revenue
opportunities.
The area continued to advance according to the envisaged
schedule.
Bringing best-in-class banking solutions to SMEs:
• Global Merchant Services (GMS), our global acquiring
solution built on the back of Brazil's Getnet and provides
online and offline retailers the ability to accept various
forms of payment, helping them better manage and grow
their businesses.

(1) EMEA + the Americas' revenue pools in merchant acquiring services incl. net MDR &
rental terminals.
(2) CAGR 2018-2023.

• Global Trade Services (GTS), our single global platform to
serve companies that want to trade internationally using
international payments and FX, trade finance and multicountry accounts. The revenue pool for global transaction
banking services is around USD 200 billion.

We are already a Top 10 global acquirer by turnover volume,
with more than one million active merchants (local and
global) and significant market shares in revenue (Brazil,
Mexico and Portugal) and customers (Spain). In Brazil, the
market share has doubled in the last five years following
Getnet's success with high customer engagement. It is also
delivering very high growth, with transaction volumes
increasing c.30% annually since 2013.
This platform will first be rolled out in Mexico in Q1 2020,
followed by the rest of Latin America and will be able to
provide service to the 4 million merchants that are already
Group customers.
(3) 50.1% stake; Transaction closing expected in mid-2020 subject to regulatory
approvals.
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To accelerate the development of this opportunity, we
announced a strategic investment in Ebury to acquire a
50.1% stake which will shortly be incorporated once the
regulatory approvals are obtained. Ebury brings best-inclass international business and FX platform for SMEs and,
more importantly, a top-notch team.
Ebury currently has more than 43,000 active companies,
covering 17 countries and more than 140 currencies and
generates high growth transactions (+20% per customer in
the last two years) and revenues (+45% in 2019). By
combining the strengths and assets of Santander with those
of Ebury we will become the leading proposition for
international SMEs in Europe and the Americas. We plan to
extend GTS to 20 markets in the medium term.
Bringing best-in-class digital banking solutions to individuals:

• Openbank, our global, full-service digital bank with over
115,000 payroll accounts. Openbank offers a superior
experience compared to neobanks with a full suite of
products that go beyond those associated with traditional
digital current accounts.
As a consequence, Openbank customers are more engaged
and more loyal, using 4.4 products on average. We are
seeing positive growth trends both in deposits and on the
asset side, with mortgage sales growing at 134% over the
last 12 months.
Openbank is in Spain and in the fourth quarter, began to
open accounts to customers in Germany, the Netherlands
and Portugal, and over the medium term we plan to
expand into 10 markets, including countries in the
Americas.

• Superdigital, our financial inclusion platform for individuals
that require a simple, flexible pre-banking service. It enables
us to meet the financial needs of the underserved, providing
them with basic financial products and a path to access
credit, thus serving them responsibly and profitably.
Superdigital also integrates with GMS for small merchants.
With a special focus on Latin America, where there are
around 300 million unbanked and underbanked
consumers.
As of today, Superdigital operates in Brazil, Mexico and
Chile and active customers grew at 59% annually and
transactions doubled. Our goal is to scale the business to
reach over 5 million active customers across 7 markets in
the medium term.

Other activities
• The Centres of Digital Expertise leverage the Group’s scale
and ensure all countries and businesses have access to the
most innovative technology (our Globile project for mobile
platforms, end-to-end blockchain, artificial intelligence and
machine learning to foster customer and operational
excellence and improve risk management).
• InnoVentures, our venture capital investments in the fintech
ecosystem, continued to grow. As at end-December, it had
invested more than USD 140 million in 30 companies in 8
countries.

(1) Including 200 mn+ unbanked and 100 mn+ underbanked.
(2) USD 10-50 per capita daily income (PPP); Source: Interamerican Development
Bank, 2016.
(3) Active customers (30 days).
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Results
The costs associated with the building of the platforms of
Santander Global Platform were reflected in 2019 in an
underlying attributable loss of EUR 120 million.
The revenue included in this segment corresponds almost
entirely to Openbank. Compared to 2019, of note is the 16%
growth in NII, a result of increased volumes.
On the balance sheet, the vast majority of the business is from
Openbank, which had a strong growth in customer volumes,
reflecting greater activity over the year. Customer deposits
exceeded EUR 9 billion, having increased 14% in the year. On
the assets side, loans and advances to customers doubled,
driven by mortgage business.
Looking at SGP's activity in 2019 in a broad sense, i.e. if, in
addition to considering the results generated by the digital
platforms, 50% of the results generated by the countries on
the products related with the platform (e.g. merchant
acquiring, trade finance products, etc.) are also included,
estimated pro forma revenue is close to EUR 1 billion in 2019
and pro forma underlying attributable profit is positive at EUR
142 million.
This is the net result of two components: on the one hand, the
investment in building the platforms and, on the other hand,
50% of the profit obtained from commercial relationships with
our customers:
• The construction of platforms is where most of the
investments and costs are concentrated. We are progressing
in the development of Technology and Operations (T&O), in
the improvement of processes, in the addition of new
services to the platform and in the roll-out to the countries.
This has a negative impact of EUR 178 million on the
income statement for 2019.
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SANTANDER GLOBAL PLATFORM
EUR million

Underlying results
Net interest income
Net fee income
Gains (losses) on financial
transactions A
Other operating income
Total income

2019

2018

%

92

79

16.3

6

7

(11.8)

(3)

—

(14)

(12)

21.2

—

81

74

8.8

Administrative expenses and
amortisations

(240)

(142)

68.4

Net operating income

(159)

(68)

133.8

—

312.2

Net loan-loss provisions
Other gains (losses) and
provisions
Profit before tax
Tax on profit
Profit from continuing
operations
Net profit from discontinued
operations
Consolidated profit
Non-controlling interests
Underlying attributable profit
to the parent

(1)
(6)

(2)

165.8

(166)

(70)

135.5

46

17

178.0

(120)

(54)

122.4

—
(120)
—

—
(54)
—

—
122.4
—

(120)

(54)

122.4

702

337

108.4

9,063

8,168

11.0

10

—

—

Balance sheet
Loans and advances to
customers
Cash, central banks and credit
institutions
Debt instruments

• Profit obtained from commercial relationships with our
customers linked to the global SGP platforms, and
according to the criteria for allocating the aforementioned
results, profit amounted to EUR 320 million in 2019.

Other financial assets

187

146

27.6

Other asset accounts

272

130

109.8

10,234

8,781

16.5

We regularly assess the market valuations of the businesses
included in SGP, based on multiples of comparable companies,
to ensure our investments in digital are creating value.

9,460

8,284

14.2

Central banks and credit
institutions

82

111

Marketable debt securities

—

—

—

Other financial liabilities

105

38

179.0

Other liabilities accounts

112

59

90.0

9,760

8,492

14.9

474

289

63.8

706

340

107.5

9,910

8,650

14.6

9,460

8,284

14.2

450

367

22.8

820

487

68.4

Total assets
Customer deposits

Total liabilities
Total equity

(26.1)

Pro memoria:
Gross loans and advances to
customers B
Customer funds
Customer deposits C
Mutual funds
Operating data
Number of employees
A. Includes exchange differences.
B. Excluding reverse repos.
C. Excluding repos.
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5. Research, development and
innovation (R&D&I)
Research, development and innovation activities

Innovation and technological development are strategic
pillars of the Group. Our objective is to respond to the
new challenges that emanate from digital
transformation, focusing on operational excellence and
customer experience.
Moreover, the information that we obtain from our new
technological platforms will help us to better understand the
customer journey of our clients and will allow us to design a
more accurate digital profile that will enable us to generate
more confidence and increase customer loyalty.
As well as competition from other banks, financial entities
must watch out for the new competitors that have entered the
financial system, whose differentiating factor, and thus
competitive advantage, is their use of new technology.
Consequently, developing an adequate strategic technology
plan must allow for:
• Stronger capacity to adapt to customers’ needs
(customised products and services, full availability
and excellent service across all channels).
• Enhanced processes, which ensure that the Group’s
professionals attain greater reliability and
productivity in their functions.
• And lastly, proper risk management, supplying
teams with the necessary infrastructures to provide
support for identifying and assessing all risks, be
they business, operational and reputational risks, or
regulatory and compliance ones.
Santander, as a global systemically important bank, as well as
its individual subsidiaries, are subjected to increasing
regulatory demands that impact system models and their
underlying technology. This requires additional investments in
order to guarantee their compliance and legal security.
As a result, the latest ranking by the European Commission
(the 2019 EU Industrial R&D Investment Scoreboard, based on
2018 data) recognises, as did previous rankings, Santander’s
technological effort, placing it first among Spanish companies
(ranking 102nd in the study) and the second global bank on the
basis of investment in R&D.
In total EUR 1,374 million was invested in R&D&I in 2019.
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Technological strategy

In order to respond to business and customer needs,
Santander must integrate new digital capabilities, such as the
agile methodologies, public- and private-Cloud-based
products and the evolution of core systems, as well as develop
data and technological capabilities (APIs - Application
Programming Interface, artificial intelligence, robotics,
blockchain, etc.).
The Group’s technological strategy is aligned with Santander
Global Platform, global businesses and our banks in the
different geographic areas. It is a solid strategy, flexible in the
face of new trends and open to the changes that may be
required. To this effect, we are supported by a committed
organisation experienced in relationships with countries, a
robust and reliable technological infrastructure and, lastly, a
governance model that articulates projects and initiatives that
help to crystallise this strategy in all the countries in which we
operate.
In order to supervise the strategy’s correct implementation,
the governance model includes an inter-organisational forum
known as SARB (Strategic Architecture Review Board). It is
responsible for sharing local and global innovation
collaboratively and efficiently, as well as reviewing the
Group’s architecture. This forum guarantees consistent
architectures, strengthens the re-use of components and
bolsters the use of new technologies to meet changing
business needs.
The evolution of our T&O model will help us to develop new
business capabilities in the Group, focusing on developing
global products and digital services. Almost 2,000 Santander
Global Tech professionals in Spain, the UK, Portugal, the US,
Mexico, Brazil and Chile are gradually incorporating the global
product portfolio agreed by countries, Santander Global
Platform and the T&O division, guaranteeing not only the
quality of digital services and products but also their security.

Responsible
banking

Corporate
governance

Economic
and financial review

Risk management
and control

Technological infrastructure

Cybersecurity

The Group has a network of connected, high-quality data
centres, interconnected by a redundant communications
system. This data centre network is distributed across
strategic countries to support and develop the Group’s activity.
These centres combine traditional IT systems together with
the capabilities supplied by an on-premise private Cloud,
which facilitates integrated management of the technology of
the various business areas and accelerates the digital
transformation and adoption of new technologies.

Santander views cybersecurity as one of the Group’s main
priorities and as a crucial element for supporting the Bank’s
mission of ‘helping people and businesses prosper’, as well as
offering excellent digital services to our customers.

The gradual implementation of the Cloud strategy will enable
the public Cloud to support other strategic projects developed
in Santander Global Platform (Superdigital, Payments Hub,
Santander Merchant Platform Solutions-SMPS, Santander
Global Trade Platform Solutions-SGTPS, etc.). In 2019, we
signed several agreements with key market companies to
provide this service. Regarding the private Cloud (Optimised
Hosting Environment- OHE), the migration of virtual machines
is progressing at a fast and consistent pace, which brings
significant savings to the Group.

Data centre Cantabria

Cybersecurity attacks and defence technologies continue to
evolve rapidly. Santander continually develops its defences to
address current and emerging cybersecurity threats. In 2019,
Santander inaugurated its new Global Cyber Security Centre in
Madrid. The centre provides defence services to all entities of
the Group, bringing state-of-the-art cyber defence
technologies and hosting more than 350 cyber professionals.
The risk management report details the various actions for
measuring, monitoring and controlling cybersecurity risks,
and their respective mitigation plans.

Digitalisation and fintech ecosystem
In addition to the aforementioned technological strategy, the
evolution of infrastructures and the initiatives in cybersecurity,
and with the aim to progress in the Group's digital
transformation, in July 2019 we announced the creation of
Santander Global Platform, which is described in section 4 of
this chapter. Additionally, examples of digital and innovative
products and services for individuals and corporates, as well as
references to cybersecurity policies are given in the ‘inclusive
and sustainable growth’ section of the Responsible Banking
chapter.

Alhambra building. Boadilla del Monte
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6. Significant events since year
end
The following significant events occurred between 1 January
2020 and the date of preparation of this consolidated
directors’ report:
• On 9 January, 2020, the Group announced that it has
completed the placement of preferred shares contingently
convertible (“CCPS”) into newly issued ordinary shares of
the Bank, excluding pre-emptive subscription rights and for
a nominal value of EUR 1,500,000,000.
This issuance was carried out at par and the remuneration of
the shares, whose payment is subject to certain conditions
and to the discretion of the Bank, was set at 4.375% on an
annual basis for the first six years, being reviewed every five
years by applying a margin of 453.4 basis points on the 5year Mid-Swap Rate.
On the same date, the Group announces its irrevocable
decision to carry out the optional early redemption of the
CCPS with a nominal amount of EUR 1,500,000,000 on 12
March 2014.
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• On 29 January, 2020 the Group announced that the board of
directors of the Bank, agreed to propose to the next annual
general meeting (AGM) that the second payment of the
remuneration from the results of the year 2019 is paid for a
total of EUR 0.13 per share by means of :
– The payment in cash of a final dividend of EUR 0.10 per
share and
– A scrip dividend (in the form of the Santander Dividendo
Elección programme) which will allow shareholders to
receive it in cash, for those who choose this option, EUR
0.03 per share.
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7. Trend information 2020
The director’s report contains certain prospective information
reflecting the plans, forecasts or estimates of the directors,
based on assumptions that the latter consider reasonable.
Users of this report should, however, take into account that
such prospective information is not to be considered a
guarantee of the future performance of the entity, inasmuch
as said plans, forecasts or estimates are subject to numerous
risks and uncertainties that mean that the entity’s future
performance may not match the performance initially
expected. These risks and uncertainties are described in the
Risk management chapter of this report and in note 54 of the
consolidated financial statements.
2019 was a year of ups and downs. The beginning was
favourable, but, starting in summer, expectations of a slight
global slowdown, towards growth rates in line with mediumterm trends, gave way to considerable pessimism. Unlike
other more or less recent bouts of instability, the economic
fundamentals did not show any major imbalances.
However, uncertainties reduced in the last few weeks of the
year, which, together with the boosts from monetary policies
in 2019 - especially in the US and in emerging economies - we
believe will tend to stabilise global growth at the beginning of
2020. We believe that the improvement in confidence
indicators, which is beginning to show in some areas, should
tend to favour a certain revitalisation of investment and
domestic demand, while international trade has somewhat
improved.

On the other hand, the global economy is expected to sustain
growth similar to that of 2019, at around 3%, as emerging
economies are expected to pick-up from the 4% estimated for
2019. China's mildly slowing trend will be more than offset by
an improved tone in India and the rest of emerging Asia.
Latin America is expected to see a clear improvement overall,
although still at a relatively modest pace, if the reform
processes undertaken in Brazil and Argentina remain on
course and Mexico benefits from the ratification of the new
North American Free Trade Agreement and the expected
improvement in the US manufacturing sector, as well as from
the central bank's expansionary policies. The region's
progress, in a complex international environment, now more
than ever, depends on its willingness and ability to implement
reforms.
The balance of risk balance is on the downside, although less
than in recent quarters. The consolidation of the improved
confidence and the absence of significant imbalances in most
of the relevant economies may provide positive results.

In 2020, the US, which is no longer supported by fiscal
policies, is expected to grow at a slightly slower pace than last
year (1.7% vs. 2.3% in 2019), the Eurozone may also
moderate its expansion (to 1%) where Germany's GDP is
expected to grow 0.7% (0.6% in 2019 but affected by a series
of disturbances) and Spain's economic growth is forecasted to
slow to 1.7% (2.0% in 2019). Overall, the GDP of mature
economies is expected to slow from 1.9% in 2019 to around
1.5%.
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The macroeconomic forecast for 2020 by country is as follows:

Eurozone

United States

In the Eurozone, GDP growth in 2020 is expected to be close
to 1%. Growth will be hampered by external factors, mainly by
the fall in global exports and the threat of trade tariffs by the
US. These risks have already affected the manufacturing
sector, especially the automotive industry.

After the slowdown in 2019, economic growth is expected to
settle in 2020 and may even gain some pace over the year,
driven by a strong labour market, some reduction in
geopolitical risks and easing financial conditions, favouring a
rise in underlying inflation. In any case, growth is expected to
be moderate, lower than the average in 2019 (1.7% vs. 2.3%
in 2019).

Spain
Growth is expected to moderate to 1.7% in 2020, above the
growth forecast for the Eurozone, and inflation will remain
low.

United Kingdom
The economy in 2020 is expected to continue with moderate
growth, estimated around 1.2%, supported by the increased
purchasing power of families and a more flexible fiscal
position. We believe that uncertainties related to the
negotiations of the new trade relationship with the EU will set
the pace for investments. We believe that the Bank of England
will adjust monetary policy according to the balance of the
impact of Brexit negotiations, although we expect it to keep
interest rates at 0.75% for the entire year.

Portugal
GDP growth is expected to slow in 2020 to 1.2%, below what
we believe to be its potential. Domestic demand, favoured by
lower fiscal pressure and exports will support this growth. The
progress in deleveraging public finances should continue
thanks to the ECB's accommodative policies and will make the
country more resilient in the event of a slower external
environment.

Poland
Economic growth is forecasted to slow to almost 3% in 2020,
from the estimated 4% in 2019 and 5% in 2018. Private
consumption is expected to be the key driver of growth, while
investment is expected to stagnate and net exports to
contribute positively due to lower domestic demand.
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Mexico
We expect the economy to accelerate in 2020, due to
improved household income and the commercial momentum
of the agreement between the US and Canada.

Brazil
After the boost to reforms in the second half of 2019, the
economy is expected to accelerate, driven by increased
business and household confidence, growing at rates above
2% and with stable inflation.

Chile
Economic growth is expected to be supported by the fiscal
stimulus programmes approved at the end of 2019 and
expansive monetary policy, with interest rates at low levels.

Argentina
The economy is expected to remain in recession but to start
laying the groundwork for a return to growth in 2021 once
relationships with international suppliers normalise.
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The management priorities of the principal geographic areas
for 2020 are set out below:
EUROPE

Spain

In a macroeconomic environment characterised by lower for
longer interest rates, the priorities for 2020 will be:

After the successful integration of Banco Popular, Santander
Spain's 2020 priorities are the following:

• Defend margins, control costs and improve efficiency while
maintaining a full value proposition.

• Increase customer loyalty and deepen relationships in order to
give customers the best experience, simplifying products and
optimising processes, and accelerate the digital transformation
to provide a better service and develop new ways of interacting
with the customer.

• Continue to work on simplifying products and structures.
• Accelerate the digital transformation process and adaptation
of technology platforms.
• Manage regulatory impacts on revenue and costs.

• Boost revenue by promoting value-added products, especially
for SMEs and corporates, but also for insurance and mutual
funds while reducing the cost of deposits.
• Continue to improve the cost base by seeking additional
efficiencies and synergies.
• Continue to reduce doubtful and foreclosed assets, improving
the main risk metrics.
• Develop a sustainable profit and profitability model with
optimal capital allocation and a special focus on higher
profitability segments and products.

Santander Consumer Finance (SCF)
Thanks to its positioning in the European consumer market, SCF is
seeking to exploit its growth potential. The main priorities are to:
• Strengthen leadership position in the retail auto finance
market, while optimising capital consumption and driving
growth in consumer finance through SCF's new digital business
model.
• Help our partners with the digitalisation of their transformation
plans.
• Proactively manage brand agreements and develop digital
projects in all business lines.
• Execute the strategic operations carried out in 2019 as a key
element to maintain high profitability and best-in-class
efficiency in the sector.

Portugal

United Kingdom
In an environment of continued uncertainty regarding the UK's
future trading relationship with the EU and in a market expected
to remain very competitive with margin pressures, Santander UK's
priorities are to:
• Grow customer loyalty by providing an outstanding customer
experience.
• Simplify and digitalise the business for improved returns.
• Invest in our people to ensure they have the skills and
knowledge to thrive.
• Embed greater sustainability across our business.

Poland

The priorities for the year are to:

The Bank's priorities for 2020 are the following:

• Increase customer loyalty to continue growing organically in
terms of profitable market share and leveraging our position in
the corporate segment.

• Continuation of the digitalisation and automation strategy and
to become the best open platform for financial services.

• Progress in our digital transformation to simplify processes and
increase efficiency.
• Simplify the commercial offering for value-added products and
services that are suitable for meeting the customer's needs to
improve their experience.
• Increase customer funds, particularly off-balance sheet funds,
and lending in segments with an appropriate risk-return
profile, while maintaining a low cost of credit.

• Optimisation of the network of channels and maintain the
position of the best traditional, private banking and investment
bank in Poland.
• Selective growth in volumes (mainly in consumer finance and
SMEs) as part of the capital optimisation strategy.
• Margin management, with improved asset profitability and
lower cost of deposits.

• Focus on increasing net fee income and reducing costs.
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NORTH AMERICA

United States

While focusing on further developing the USMX trade corridor,
the priorities in the region will be to:

Management will remain focused on improving profitability, as
follows:

• Accelerate execution of regional strategy, increase
profitability and contribute to efficiency objectives.

• Digital and branch transformation initiatives to improve
customer experience and loyalty while growing digital
customers.

• Consolidation of IT function for the North America region
under a single leadership.

• Adapting business strategy to mitigate revenue impact from
lower rates.

• Eliminate duplicates in the operating model, platform and
architecture.

• Cost management in order to continue improving efficiency.

• Optimise spends, in part through third party cost
optimisation.

• Completing the sale of business in Puerto Rico.

• Promote expedited wire service as a means to drive new
customer acquisition.

Mexico
A strategic agenda has been developed with the aim of becoming
the best bank for our customers, with the following objectives:
• Improve customer experience by leveraging both the new tools
and methodologies as well as improving operating processes.
• Maintain strong growth rates in loyal customers (through
initiatives to attract payrolls and collectives) and digital
customers (by promoting new platforms, channels and
customer care models, as well as our new payment platforms).
• To strengthen our corporate businesses to continue to be the
reference in the market in value-added products.
• Increase revenue through greater volumes and lower cost of
deposits.
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• Completing legacy regulatory remediation programmes.
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SOUTH AMERICA

Brazil

The Group’s priorities in the region are to:

Santander Brasil’s priorities aim to maintain high levels of
profitability, capturing new market opportunities:

• Accelerate profitable growth, with a strategy that seeks to
strengthen a more connected regional network.

• Strengthen our robust business model by expanding our
presence through new activities with high growth potential.

• Develop digital platforms.

• Increase our customer base and improve the relationship with
our customers, offering a tailored service.

• Continue growing the number of loyal and digital customers
strongly.

• Maximise transactionality between businesses and segments.
• Manage regulatory changes.

• Managing regulatory impacts on revenue.

Chile

Argentina

In a scenario of macroeconomic and political uncertainties, the
strategy will focus on:

In order to be the country's best open financial services platform,
the strategy will focus on:

• Maintaining our leadership position in local banking in a less
dynamic economic environment.

• Increasing our customer base, focusing on customer experience
and maintaining loyalty ratios.

• Continuing to expand our digital platforms and continuing with
the digital transformation E2E and other technological
developments for our SME and corporate customers, including
the launch of our new value-added offering in acquiring.

• Boosting the digitalisation of our core business while
developing new businesses.

• Increasing the number of loyal and digital customers while
improving our service quality indicators.
• Growing volumes, management of spreads and higher fee
income to boost revenue.

• Gaining profitable market share, making optimum use of
capital and controlling provisions.
• Focusing on margin management and transactional business in
a probable environment of falling interest rates.
• Continuing with our efficiency and simplification process.

• Remaining best in class in terms of efficiency.

Uruguay

Andean Region

The Bank's strategy will focus on:

The Bank's strategy will focus on:

• Expanding our businesses, combined with risk control and in a
responsible way with the community in which we operate.

• The digital transformation of Peru and Colombia.

• Achieving greater customer loyalty, increasing market share.

• In Peru, expand our customer base, increase customer loyalty
and maintain credit quality.

• Accelerating our digital capabilities and modernise our digital
offering.

• In Colombia, significant profit growth focused on most
segments.

• Continuing to improve operational efficiency.
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In 2020, we will continue to focus on:

In 2020 we expect to generate growth, including the investments
needed to continue improving our value offering globally and
reinforce our commitment to digital channels. The key
management drivers will be:

• Increasing capital rotation and efficiency, maximising returns
on risk-weighted assets.
• Continuing to work on geographic, product and customer
diversification.
• Continuing to expand the range of products to customers of the
retail banking network.
• Further strengthening our commitment to sustainability,
expanding the range of green products for our customers.
• Continuing to enhance our business environment and control
mechanisms.

Santander Global Platform
In 2020, we will continue to develop our global platforms to
accelerate progress in our digital transformation, improve
efficiency and customer experience, with tailored objectives in the
medium term:
• In GMS, we plan to expand our markets from 1 to 8. It will be
rolled out in Latin America in 2020, firstly in Mexico.
• In GTS, our priority will be to complete the acquisition of Ebury.
Following its integration, combined with the strengths and
assets of Santander, we aim to become the leading proposition
for international SMEs in Europe and Latin America in the
medium term, by extending GTS to 20 markets.
• As of today, Superdigital operates in three markets and our goal
is to reach over 5 million active customers across 7 markets.
• Openbank carries out its activity in four markets and we plan to
expand into 10 markets in Europe and Latin America.
• The Centres of Digital Expertise will continue to work to ensure
all countries have access to the most innovative technology,
while avoiding duplications and continuing to invest in
attractive fintechs through our venture capital InnoVentures.
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• Consolidating our global Private Banking model and continuing
to foster collaboration between our private banks and other
Bank segments by offering customers a global experience and
value proposition.
• Continuing to improve and expand the product rage in SAM and
complete our methodology and ESG product offering, while
improving efficiency by transforming our operating model into
a more global and integrated manager.
• In Insurance, completing the product range and beginning to
capture its identified potential, aiming for double-digit growth.
In addition, developing Pensions by increasing our product
offering, adapting to the customer's life cycle.
Continuing digitalisation through Global Spirit tools for our Private
Banking managers, the new front (Virginia) for our Private
Banking customers, a Private Wealth aggregator (Masttro), the
implementation of the Aladdin investment platform in SAM and
the development of end-to-end digital tools in Insurance.
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8. Alternative performance
measures (APMs)
In addition to the financial information prepared under IFRS,
this consolidated directors’ report contains financial measures
that constitute alternative performance measures (‘APMs’) to
comply with the guidelines on alternative performance
measures issued by the European Securities and Markets
Authority on 5 October 2015 and non-IFRS measures.
The financial measures contained in this consolidated
directors’ report that qualify as APMs and non-IFRS measures
have been calculated using our financial information but are
not defined or detailed in the applicable financial information
framework or under IFRS and have neither been audited nor
reviewed by our auditors.
We use these APMs and non-IFRS measures when planning,
monitoring and evaluating our performance. We consider
these APMs and non-IFRS financial measures to be useful
metrics for management and investors to facilitate operating
performance comparisons from period to period. While we
believe that these APMs and non-IFRS financial measures are
useful in evaluating our business, this information should be
considered as supplemental in nature and is not meant as a
substitute of IFRS measures. In addition, the way in which
Santander defines and calculates these APMs and non-IFRS
measures may differ from the calculations used by other
companies with similar measures and, therefore, may not be
comparable.
Ratio
RoE
(Return on equity)
RoTE
(Return on tangible
equity)

Underlying RoTE

In addition to IFRS results measures, we present some results
measures which are non-IFRS measures and which we refer to
as underlying measures. These underlying measures allow in
our view a better year-on-year comparability as they exclude
items outside the ordinary course performance of our business
which are grouped in the non-IFRS line management
adjustments and are further detailed at the end of section 3.2
of this chapter.
In addition, the results by business areas in section 4 are
presented only on an underlying basis in accordance with IFRS
8. The use of this information by the Group’s Governance
bodies and reconciled on an aggregate basis to our IFRS
consolidated results can be found in note 52.c to our
consolidated financial statements.
Profitability and efficiency ratios
The purpose of the profitability and efficiency ratios is to
measure the ratio of profit to capital, to tangible capital, to
assets and to risk weighted assets, while the efficiency ratio
measures how much general administrative expenses
(personnel and other) and amortisation costs are needed to
generate revenue.
Relevance of the metric

Attributable profit to the parent
Average stockholders’ equity A (excl. minority interests)
Attributable profit to the parent
Average stockholders’ equityA (excl. minority interests) intangible assets
Underlying attributable profit to the parent
Average stockholders’ equityA (excl. minority interests) intangible assets
Consolidated profit
Average total assets

RoRWA
(Return on risk
weighted assets)

Average risk weighted assets

Underlying RoRWA

Underlying consolidated profit

A.
B.

Underlying results

Formula

RoA
(Return on assets)

Efficiency
(Cost-to-income)

The APMs and non-IFRS measures we use in this document
can be categorised as follows:

Consolidated profit

Average risk weighted assets
Operating expenses B
Total income

This ratio measures the return that shareholders
obtain on the funds invested in the Bank and as such
measures the Bank’s ability to pay shareholders.
This is a very common indicator, used to evaluate
the profitability of the company as a percentage of a
its tangible equity. It’s measured as the return that
shareholders receive as a percentage of the funds
invested in the Bank less intangible assets.
This indicator measures the profitability of the
tangible equity of a company arising from ordinary
activities, i.e. excluding results from operations
outside the ordinary course performance of our
business.
This metric, commonly used by analysts, measures
the profitability of a company as a percentage of its
total assets. It is an indicator that reflects the
efficiency of the Bank’s total funds in generating
profit over a given period.
The return adjusted for risk is an derivative of the
RoA metric. The difference is that RoRWA measures
profit in relation to the Group’s risk weighted assets.
This relates the underlying consolidated profit
(excluding management adjustments) to the
Group’s risk weighted assets.
One of the most commonly used indicators when
comparing productivity of different financial entities.
It measures the amount of resources used to
generate the Bank’s operating income.

Stockholders’ equity = Capital and Reserves + Accumulated other comprehensive income + Attributable profit to the parent + Dividends.
Operating expenses = Administrative expenses + amortisations.
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Profitability and efficiency A B (EUR million and %)
RoE

2019

2018

2017

6.62%
6,515
98,457

8.21%
7,810
95,071

7.14%
6,619
92,638

RoTE
Attributable profit to the parent
Average stockholders' equity (excluding minority interests)
(-) Average intangible assets
Average stockholders' equity (excl. minority interests) - intangible assets

9.31%
6,515
98,457
28,484
69,973

11.70%
7,810
95,071
28,331
66,740

10.41%
6,619
92,638
29,044
63,594

Underlying RoTE
Attributable profit to the parent
(-) Management adjustments
Underlying attributable profit to the parent
Average stockholders' equity (excl. minority interests) - intangible assets

11.79%
6,515
(1,737)
8,252
69,973

12.08%
7,810
(254)
8,064
66,740

11.82%
6,619
(897)
7,516
63,594

0.54%
8,116
1,508,167

0.64%
9,315
1,442,861

0.58%
8,207
1,407,681

RoRWA
Consolidated profit
Average risk weighted assets

1.33%
8,116
609,170

1.55%
9,315
598,741

1.35%
8,207
606,308

Underlying RoRWA
Consolidated profit
(-) Management adjustments
Underlying consolidated profit
Average risk weighted assets

1.61%
8,116
(1,710)
9,826
609,170

1.59%
9,315
(231)
9,546
598,741

1.48%
8,207
(756)
8,963
606,308

47.0%
23,280
23,280
—
49,494
49,229
265

47.0%
22,779
22,779
—
48,424
48,424
—

47.4%
22,918
22,993
(75)
48,392
48,355
37

RoA

Attributable profit to the parent
Average stockholders' equity (excluding minority interests)

Consolidated profit
Average total assets

Efficiency ratio (Cost-to-income)
Underlying operating expenses
Operating expenses
Management adjustments impact C
Underlying total income
Total income
Management adjustments impact C
A.
B.
C.

Averages included in the RoE, RoTE, RoA and RoRWA denominators are calculated using 13 months (from December to December).
The risk weighted assets included in the denominator of the RoRWA metric are calculated in line with the criteria laid out in the CRR (Capital Requirements
Regulation).
Following the adjustments in note 52.c to the consolidated financial statements.

Efficiency ratio by business areas (EUR million and %)
2019
%
EUROPE
Spain
Santander Consumer Finance
United Kingdom
Portugal
Poland
NORTH AMERICA
US
Mexico
SOUTH AMERICA
Brazil
Chile
Argentina
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52.6
53.6
43.3
60.0
45.3
40.4
42.8
43.3
41.8
36.1
33.0
40.6
57.9

Underlying
total income
21,001
7,506
4,710
4,727
1,375
1,717
11,604
7,605
3,998
18,425
13,951
2,539
1,316

2018
Underlying
operating
expenses
11,044
4,021
2,038
2,835
623
693
4,968
3,297
1,671
6,656
4,606
1,031
762

%

Underlying
total income

52.5
57.0
43.1
55.3
47.9
43.0
42.8
43.4
41.7
37.1
33.7
41.3
62.1

21,257
7,615
4,610
5,132
1,344
1,488
10,476
6,949
3,527
17,674
13,345
2,535
1,209

Underlying
operating
expenses
11,165
4,338
1,989
2,837
644
640
4,488
3,019
1,469
6,558
4,500
1,047
751
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Underlying RoTE by business areas (EUR million and %)
2019

2018

%

Underlying
attributable
profit to the
parent

Average
stockholders'
equity (excl.
minority
interests) intangible
assets

10.00

4,878

48,793

Spain

10.48

1,585

Santander Consumer Finance

15.26

EUROPE

%

Underlying
attributable
profit to the
parent

Average
stockholders'
equity (excl.
minority
interests) intangible
assets

10.86

5,048

46,487

15,124

10.42

1,554

14,918

1,314

8,611

15.83

1,293

8,168

7.28

1,077

14,795

9.33

1,272

13,624

Portugal

12.80

525

4,101

12.02

479

3,982

Poland

11.23

349

3,104

10.22

296

2,891

8.52

1,667

19,556

7.62

1,304

17,127
13,403

United Kingdom

NORTH AMERICA
US

4.78

717

14,997

4.10

549

20.61

950

4,607

20.24

755

3,731

20.58

3,924

19,065

18.79

3,451

18,371

Brazil

21.16

2,939

13,888

19.68

2,592

13,167

Chile

18.08

630

3,485

18.34

612

3,339

Argentina

22.20

144

647

11.62

82
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Mexico
SOUTH AMERICA

Credit risk indicators
The credit risk indicators measure the quality of the credit portfolio and the percentage of non-performing loans covered by
provisions.
Ratio

Formula

Relevance of the metric

NPL ratio
(Non-performing loans
ratio)

Non-performing loans and advances to customers,
customer guarantees and customer commitments granted

Coverage ratio

Provisions to cover impairment losses on loans and
advances to customers, customer guarantees and customer
commitments granted
Non-performing loans and advances to customers,
customer guarantees and customer commitments granted

Cost of Credit

A.

Total Risk A

Allowances for loan-loss provisions over the last 12 months
Average loans and advances to customers over the last 12
months

The NPL ratio is an important variable regarding
financial institutions’ activity since it gives an
indication of the level of risk the entities are
exposed to. It calculates risks that are, in accounting
terms, declared to be non-performing as a
percentage of the total outstanding amount of
customer credit and contingent liabilities.
The coverage ratio is a fundamental metric in the
financial sector. It reflects the level of provisions as a
percentage of the non-performing assets (credit
risk). Therefore it is a good indicator of the entity’s
solvency against client defaults both present and
future.
This ratio quantifies loan-loss provisions arising
from credit risk over a defined period of time for a
given loan portfolio. As such, it acts as an indicator
of credit quality.

Total risk = Total loans & advances and guarantees to customers (performing and non-performing) + non-performing contingent liabilities.

Credit risk (EUR million and %)

2019

2018

2017

NPL ratio

3.32%

3.73%

4.08%

Non-performing loans and advances to customers, customer guarantees and customer
commitments granted
Total risk
Coverage ratio

33,799

35,692

37,596

1,016,507

958,153

920,968

68%

67%

65%

Provisions to cover impairment losses on loans and advances to customers, customer
guarantees and customer commitments granted

22,965

24,061

24,529

Non-performing loans and advances to customers, customer guarantees and customer
commitments granted

33,799

35,692

37,596

Cost of credit
Net loan-loss provisions
Average loans and advances to customers

1.00%

1.00%

1.07%

9,321

8,873

9,111

935,488

887,028

853,479
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NPL ratio by business areas (EUR million and %)
2019

2018

Nonperforming
loans and
advances to
customers,
customer
guarantees and
customer
commitments
%
granted

Total risk

Nonperforming
loans and
advances to
customers,
customer
guarantees and
customer
commitments
%
granted

Total risk

3.25

23,519

722,661

3.67

25,287

688,810

Spain

6.94

14,824

213,668

7.32

16,651

227,401

Santander Consumer Finance

2.30

2,416

105,048

2.29

2,244

97,922

United Kingdom

1.01

2,786

275,941

1.08

2,739

252,919

Portugal

4.83

1,834

37,978

5.94

2,279

38,340

Poland

4.31

1,447

33,566

4.28

1,317

30,783

2.20

3,165

143,839

2.79

3,510

125,916

2.20

2,331

105,792

2.92

2,688

92,152

EUROPE

NORTH AMERICA
US
Mexico

2.19

834

38,047

2.43

822

33,764

4.86

6,972

143,428

4.81

6,639

138,134

Brazil

5.32

4,727

88,893

5.25

4,418

84,212

Chile

4.64

1,947

42,000

4.66

1,925

41,268

Argentina

3.39

171

5,044

3.17

179

5,631

SOUTH AMERICA

Coverage ratio by business areas (EUR million and %)
2019

2018

Provisions to
cover
Nonimpairment
performing
losses on loans
loans and
and advances
advances to
to customers,
customers,
customer
customer
guarantees and guarantees and
customer
customer
commitments
commitments
%
granted
granted
49.8

11,714

23,519

50.1

12,659

25,287

41.1

6,098

14,824

43.7

7,279

16,651

106.1

2,563

2,416

106.4

2,387

2,244

United Kingdom

36.5

1,018

2,786

32.9

902

2,739

Portugal

52.8

969

1,834

50.5

1,151

2,279

Poland

66.8

967

1,447

67.1

883

1,317

153.0

4,842

3,165

137.4

4,822

3,510

US

161.8

3,773

2,331

142.8

3,838

2,688

Mexico

128.3

1,069

834

119.7

984

822

88.4

6,164

6,972

94.6

6,278

6,639

99.8

4,717

4,727

106.9

4,724

4,418

56.0

1,090

1,947

60.6

1,166

1,925

124.0

212

171

135.0

241

179

EUROPE
Spain
Santander Consumer Finance

NORTH AMERICA

SOUTH AMERICA
Brazil
Chile
Argentina
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Other indicators
The market capitalisation indicator provides information on
the volume of tangible equity per share. The loan-to-deposit
ratio (LTD) identifies the relationship between net customer
loans and advances and customer deposits, assessing the
proportion of loans and advances granted by the Group that
are funded by customer deposits.

Ratio
TNAV per share
(Tangible net asset
value per share)

The Group also uses gross customer loan magnitudes
excluding reverse repurchase agreements (repos) and
customer deposits excluding repos. In order to analyse the
evolution of the traditional commercial banking business of
granting loans and capturing deposits, repos and reverse
repos are excluded, as they are mainly treasury business
products and highly volatile.

Formula

Relevance of the metric
Tangible book value

A

Number of shares excluding treasury stock

Share price

Price / tangible book
value per share (X)

TNAV per share
Net loans and advances to customers

LtD
(Loan-to-deposit)

Customer deposits

This is a very commonly used ratio used to measure
the company’s accounting value per share having
deducted the intangible assets. It is useful in
evaluating the amount each shareholder would
receive if the company were to enter into liquidation
and had to sell all the company’s tangible assets.
Is one of the most commonly used ratios by market
participants for the valuation of listed companies
both in absolute terms and relative to other entities.
This ratio measures the relationship between the
price paid for a company and its accounting equity
value.
This is an indicator of the Bank’s liquidity. It measures
the total (net) loans and advances to customers as a
percentage of customer funds.

Gross loans and advances to customers excluding reverse
repos

In order to aid analysis of the commercial banking
activity, reverse repos are excluded as they are highly
volatile treasury products.

Deposits (excl. repos)

Customer deposits excluding repos

In order to aid analysis of the commercial banking
activity, repos are excluded as they are highly volatile
treasury products.

PAT + After tax fees
paid to SAN (in Wealth
Management &
Insurance)

Net profit + Fees paid from Santander Asset Management to
Santander, net of taxes, excluding Private Banking customers

Loans and advances
(excl. reverse repos)

A

Metric to assess Wealth Management’s total
contribution to Group’s profits

Tangible book value = Stockholders’ equity - intangible assets.

Other indicators (EUR million and %)
TNAV (tangible book value) per share
Tangible book value
Number of shares excl. treasury stock (million)

2019

2018

2017

4.36
72,384
16,610

4.19
67,912
16,224

4.15
66,985
16,132

Price / tangible book value per share (X)
Share price (euros)
TNAV (tangible book value) per share

0.86
3.730
4.36

0.95
3.973
4.19

1.32
5.479
4.15

Loan-to-deposit ratio
Net loans and advances to customers
Customer deposits

114%
942,218
824,365

113%
882,921
780,496

109%
848,914
777,730

2,494
1,013
1,481

2,313
915
1,398

PAT + After tax fees paid to SAN (in WM&I) (Constant EUR million)
Profit after taxes
Net fee income net of tax

n.a.
n.a.
n.a.
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Impact of exchange rate movements on profit and loss accounts

Impact of exchange rate movements on the balance sheet

The Group presents, at both the Group level as well as the
business unit level, the real changes in the income statement
as well as the changes excluding the exchange rate effect, as it
considers the latter facilitates analysis, since it enables
businesses movements to be identified without taking into
account the impact of converting each local currency into
euros.

The Group presents, at both the Group level as well as the
business unit level, the real changes in the balance sheet as
well as the changes excluding the exchange rate effect for
loans and advances to customers excluding reverse repos and
customer funds (which comprise deposits and mutual funds)
excluding repos. As with the income statement, the reason is
to facilitate analysis by isolating the changes in the balance
sheet that are not caused by converting each local currency
into euros.

Said variations, excluding the impact of exchange rate
movements, are calculated by converting P&L lines for the
different business units comprising the Group into our
presentation currency, the euro, applying the average
exchange rate for 2019 to all periods contemplated in the
analysis. The average exchange rates for the main currencies
in which the Group operates are set out on section 'Economic,
regulatory and competitive context' of this chapter.
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These changes excluding the impact of exchange rate
movements are calculated by converting loans and advances
to customers excluding reverse repos and customer funds
excluding repos, into our presentation currency, the euro,
applying the closing exchange rate on the last working day of
2019 to all periods contemplated in the analysis. The end-ofperiod exchange rates for the main currencies in which the
Group operates are set out on section 'Economic, regulatory
and competitive context'.

Responsible
banking

Corporate
governance

Economic
and financial review

Risk management
and control

[This page has been left intentionally blank]

387

a

Risk management
and control

1. Risk management and control overview

390

5. Capital risk

439

1.1 Executive summary and 2019 highlights

390

5.1 Introduction

439

1.2 Santander top and emerging risks

392

5.2 Capital risk management

439

5.3 Key metrics

441

2. Risk management and control model

394

6. Operational risk

442

2.1 Risk principles and culture

394

2.2 Risk factors

394

6.1 Introduction

442

2.3 Risk governance

395

6.2 Operational risk management

442

2.4 Management processes and tools

397

6.3 Key metrics

447

2.5 Environmental and social risk

400

3. Credit risk

402

7. Compliance and conduct risk

448

7.1 Introduction

448

3.1 Introduction

402

7.2 Governance

448

3.2 Credit risk management

402

7.3 Compliance and conduct risk management

449

3.3 Key metrics

405

3.4 Details of main geographies

411

3.5 Other credit risk aspects

417

4. Trading market risk, structural and liquidity risk

423

4.1 Introduction

423

4.2 Trading market risk management

424

4.3 Trading market risk key metrics

426

4.4 Structural balance sheet risks management

433

4.5 Structural balance sheet risks key metrics

434

4.6 Liquidity risk management

437

4.7 Liquidity risk key metrics

438

4.8 Pension and actuarial risk management

438

8. Model risk

456

8.1 Introduction

456

8.2 Model risk management

457

9. Strategic risk

458

9.1 Introduction

458

9.2 Strategic risk management
a

458

Table of Contents

1. Risk management and
control overview
Risk management and control is a fundamental part of the culture in Santander
One of our core priorities is to continuously strengthen our risk management and control strategy. This enables us to maintain our
medium-low risk profile in the face of an ever-changing economic, social and regulatory environment.

1.1 Executive summary and 2019
highlights
This section provides an overview of the main risk factors,
including quantitative and qualitative indicators that help
explain the Group's overall risk profile and its evolution
throughout 2019.
Further details on each factor are found in the following
sections of this chapter, which can be accessed using the
links provided, as well as our top and emerging risks.
Credit risk

Section 3

Credit risk with customersA by country

– The geographic diversification of our loan
portfolio between mature and emerging
markets is a key driver of our through the
cycle resilience.
– The main credit quality indicators continue to
improve in 2019.

Excludes geographies with an exposure lower than 1%
A. Includes gross lending to customers, guarantees and documentary credits.
B. Cost of credit calculated as the percentage of last twelve months loan- loss provisions over average lending
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Section 4

VaR 2019 evolution
– Average VaR remained low in SCIB trading
activity despite market volatility. We continue
our customer focus and geographic
diversification.
– Ample liquidity, based on our commercial
banking and autonomous subsidiaries model
with a high proportion of customer deposits in
addition to robust and diversified liquidity
buffers.
– Our prudent balance sheet structure mitigates
the impact of changes in interest rates on net
interest income and equity.

Capital risk

Section 5

RWAA by risk type

– The distribution of RWA reflects our focus on
credit risk, which remains the Group's core
business.
– Santander has lower capital requirements than
the average of the Single Supervisory
Mechanism(SSM) banks as shown in our 2018
Supervisory Review and Evaluation Process
(SREP) published in April 2019.

A. Risk Weighted Assets.
B. 2019 data calculated using IFRS9 transitional arrangements.
C. Includes counterparty risk, securitisations and amounts below deduction thresholds.

Operational risk

Section 6

Net Losses by Basel risk category
– The operational risk profile remained stable in
2019 despite the increase in claims related to
legacy payment protection insurance (PPI)
cases in the UK, as the claim period ended in
August.
– Specific risk-monitoring frameworks
continued to be enhanced such as those for
third party vendors, change-management
processes, including digitalisation, coupled
with additional fraud mitigation actions,
mainly in Mexico, the UK and Brazil.
– We maintained our focus also on
cybersecurity and our transformation
programme which continues to strengthen
detection, response and protection
mechanisms.
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Compliance and conduct risk

Section 7

Several initiatives were launched and completed
throughout 2019, such as:
– Reinforced consumer protection on digital initiatives
and simplification of the product/service approval
process through the enhancement of the digital
platform and the standardization of product
approval frameworks at subsidiaries’ level.
– Strengthened financial crime compliance
management policies and internal regulations with
focus on subsidiary oversight and collaboration.
Model risk

Section 8

Significant progress has been made in our Model Risk
Management strategic plan - MRM 2.0:
– Main initiatives are related to model governance,
risk appetite, coverage risk policies.
– Additionally, processes, infrastructure, tools and
resources have been further strengthened.

The Group's risk profile could be affected by the
macroeconomic, regulatory and competitive environment in
which the Group operates.
The provided financial information is prepared by
aggregating the figures for the Group's various geographic
areas and business units. This information relates to both
the accounting data and that provided by management
information systems. In all cases, the same general
principles as those used in the Group are applied.
The information included in each of the business areas in
this report and the accounting principles under which their
results are presented here may differ from those used in the
financial information separately prepared and disclosed by
our subsidiaries (some of which are publicly listed), which in
name or geographic description may seem to correspond to
the business areas covered in this report. Accordingly, the
results and trends shown for our business areas in this
document may differ from those of such subsidiaries.
The notes to the consolidated financial statements contain
additional information regarding the Group’s risks and other
relevant information regarding provisions, legal proceedings
and other matters, including tax related risks and litigation.
For further detail regarding changes
in segmentation, see section 4.1
'Description of business' on the
Economic and Financial review
chapter.
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– Enhanced best practices guidelines on vulnerable
customers treatment and prevention of over
indebtedness, sales force training and retail banking
incentive models, providing a Group wide consistent
approach.
– Approval of an updated Group reputational risk
operating model as well as Defence and sensitive
sectors financing policies.

Strategic risk

Section 9

– Strategic risk is considered a transversal risk. It has a
specific management and control model to ensure
robust monitoring across the Group.
– Potential threats that may affect strategic objectives
are identified and assessed in order to take
necessary mitigation actions.

1.2 Santander top and emerging
risks
In line with the Group´s forward-looking risk management
and control practices, potential threats that may affect the
development of our strategic plan are identified, assessed
and monitored through regular analysis of our top risks
under different scenarios.
The main strategic risks identified by the Group are
regularly monitored by senior management, including any
mitigating actions. The main strategic risks are:
Economic slowdown: potential macroeconomic
deterioration in key markets alongside political instability,
global protectionism impacting the world economy. Also,
Eurozone instability in a context of prolonged low interest
rates, potential implications of Brexit and uncertainty in
Latin American markets.
Santander's inherent diversification makes us more resilient
to macroeconomic risks. This is reflected in our balanced
distribution between mature and developing markets as
well as in our product mix. Additionally, mitigating actions
have been defined to reduce the severity of these risks’
potential impact.
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Key mitigation actions:
• Robust risk policies and procedures across the Group,
coupled with proactive risk management, ensures that
our risk profile is within the predefined parameters
established through our risk appetite statement.
• Continuous monitoring of the macro and geopolitical
outlook.
Regulatory capital headwinds: increasing and intense
regulatory activities, reflected in the new Basel IV
guidelines or the Targeted Reviews on Internal Models
(TRIM), aimed at improving the capitalisation of financial
institutions and their resilience to shocks in the economy,
with a greater impact on those institutions that are
considered systemic.

Economic
and financial review

Risk management
and control

initiatives have been launched such as those related to
green funds and active portfolio management to reduce
exposure to brown assets.
• We are actively involved in international fora and working
groups, ensuring that we contribute to the energy
transition scheme.
• Santander also participates in the United Nations
Environment Programme Finance Initiative (UNEP FI)
pilot. Its objective is to develop scenarios, models and
metrics that enable a forward-looking assessment of
climate-related risks and opportunities.

Key mitigation actions:
• Maintain the focus on capital allocation in strategic
planning.
• Risk models enhancement to address upcoming
regulatory requirements.
Increasing cyber-risk exposure: growing significance of
risks arising from an increasingly digital environment, not
only in the financial sector but in the economy as a whole.
This considers events related to espionage, data leaks or
systems availability, among others.
Key mitigation actions:
• The Group continues to develop our protection controls
based on the highest international standards and
preventive measures to prepare for incidents we may
face.
• Strengthening digital defences through an integrated
cyber transformation plan, a new global monitoring
centre and increasing cyber risk culture within the
organization through new RAS metrics, training,
awareness, among others.
Digital transformation and new competitive environment:
the new digital environment in which we now operate
implies increased competition from existing players and
new entrants. This is redefining the way business is
conducted as well as the customer experience and market
expectations.
In this respect, regulation plays a fundamental role,
sometimes generating asymmetries amongst new and
traditional competitors.
Key mitigation actions:
• Digitalising our existing business while transforming the
current Bank into a global platform is key to competing in
this new environment. Our partnerships and joint
ventures also play a key role in this transformation.
Climate change related implications: focus on the impact
of climate-change related risks on the financial industry and
social awareness as well as on actively supporting the
transition to a low-carbon economy.
Key mitigation actions:
• Santander is committed to the progress of society
supporting inclusive and sustainable growth. Several
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2. Risk management and control
model
Our risk management and control model is underpinned by a set of common principles together
with a risk culture embedded throughout the Group, a solid governance structure and advanced
risk management processes and tools

2.1 Risk principles and culture
Our risk principles are mandatory and must be followed at
all times. They take into account regulatory requirements
and market best practices. They are the following:
1. A strong risk culture (Risk Pro), as part of ‘The
Santander Way’, which is followed by all employees,
covers all risks and promotes socially responsible
management that contributes to Santander’s long-term
sustainability.
2. All employees are responsible for managing risk. They
must be aware of, and understand, the risks generated
in their day-to-day activities, avoiding risks where the
impacts are unknown or exceed the Group’s risk appetite
limits.
3. Engagement of senior management, ensuring
consistent management and control of risk through their
conduct, actions and communication. They also promote
our risk culture and assess its degree of
implementation, overseeing that the risk profile is kept
within the levels defined by our risk appetite.
4. Independence of the risk management and control
functions, consistent with our three lines of defence
model, which is further explained in section 2.3 'Risk
governance' of this chapter.
5. A forward-looking and comprehensive approach to risk
management and control across all businesses and risk
types.

Risk culture - Risk Pro
Santander has a strong risk culture implemented across the
Group known as Risk Pro, which defines the way in which
we understand and manage risks on a day-to-day basis. It is
based on the principle that all employees are responsible
for risk management.
Further information is available in the
'Risk pro: our risk culture' section of
the Responsible Banking chapter.

2.2 Risk factors
Santander has established the following key risk types in its
risk framework:

1
2
3

Credit Risk: is the risk of financial loss arising from the
default or credit quality deterioration of a customer or
other third party, to which Santander has either directly
provided credit or for which it has assumed a contractual
obligation.
Market Risk: is the risk incurred as a result of changes in
market factors that affect the value of positions in the
trading book.
Liquidity Risk: is the risk that Santander does not have the
liquid financial resources to meet its obligations when
they fall due, or can only obtain them at high cost.

6. Complete and timely information management,
enabling risks to be appropriately identified, assessed,
managed and reported to the corresponding level.

4

These principles, combined with a series of tools and
processes that are embedded in the Group’s strategic
planning, such as our risk appetite statement, risk profile
assessment, scenario analysis and our risk reporting
structure, annual planning and budget process, provide a
holistic control structure for the entire Group.

5

Operational Risk: is defined as the risk of loss resulting
from inadequate or failed internal processes, people and
systems or from external events, including conduct risk.

6

Regulatory Compliance Risk: risk of non-compliance with
legal and regulatory requirements as well as supervisors
expectations, which may result in legal or regulatory
sanctions, including fines or other financial implications.
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Structural Risk: is the risk arising from the management of
different balance sheet items, not only in the banking book
but also in relation to insurance and pension activities. It
includes the risk of Santander not having an adequate
amount or quality of capital to meet its internal business
objectives, regulatory requirements or market
expectations.
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Model Risk: is the risk of loss arising from inaccurate
predictions, causing a sub-optimal decision, or from a
model being implemented or used inappropriately.
Reputational Risk: the risk of current or potential negative
economic impact to the bank due to damage to its
perception on the part of employees, customers,
shareholders/investors and the wider community.
Strategic Risk: is the risk of loss or damage arising from
strategic decisions or their poor implementation that
impact the medium and long term interests of our key
stakeholders, or from an inability to adapt to external
developments.

In addition, climate-change related risk drivers - whether
physical or transition-led, have been identified as factors
that could aggravate the existing risks in the medium and
long term.
The classification of risks is critical to ensure an effective
risk management and control. All identified risks should be
therefore referenced to the aforementioned risk categories
in order to organise their management, control and related
information.

2.3 Risk governance
The Group has a robust risk governance structure, aimed at
ensuring the effective control of its risk profile in accordance
with the risk appetite defined by the board of directors.
This governance structure is underpinned by the
distribution of roles among the three lines of defence, a
robust structure of committees and a strong relationship
between the Group and its subsidiaries. All supported by
our Group-wide risk culture, Risk Pro.

Lines of defence
At Santander, we follow a three lines of defence model to
ensure effective risk management and control:
First line
Businesses and all other functions that
originate risks make up the first line of
defence.
These functions must ensure that these
risks are aligned with the approved risk
appetite and associated limits. Any unit
that originates risk has primary
responsibility for the management of that
risk.

Second line
Risk and Compliance & Conduct functions.
Their role is to provide independent
oversight and challenge to the risk
management activities performed by the
first line of defence.
These functions ensure that risks are
managed in accordance with the risk
appetite defined by the board and
promote a strong risk culture throughout
the organisation.

Third line

The Internal Audit function, which
regularly assesses policies, methodologies
and procedures to ensure they are
appropriate and effectively implemented
for the management and control of all
risks.

The Risk, Compliance and Conduct and Internal Audit
functions are separate and independent and have direct
access to the board of directors and its committees.
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Risk committees structure
The board of directors is responsible for risk management
and control and, in particular, for approving and periodically
reviewing the risk appetite and the risk framework, as well
as for promoting a strong risk culture across the whole
organisation. In order to conduct these tasks, the board has
the support of different committees, this is the case of the
risk supervision, regulation and compliance committee
and the Group’s executive committee, which have specific
risk related responsibilities.
For further information see section
4.8 ‘Risk supervision, regulation and
compliance committee activities in
2019’ of the chapter on Corporate
governance.

The Group Chief Risk Officer (Group CRO) is responsible for
the oversight of all risks and for challenging and advising
the business lines on how they manage risks, with direct
access and reporting to the board risk committee as well as
to the board of directors.
Other bodies that make up the highest level of risk
governance, with authority delegated by the board of
directors, are the executive risk committee and the risk
control committee, details of which are provided below:
• Executive risk committee (ERC)
This committee is responsible for risk management,
within the authorities delegated by the board. The
committee makes risk taking decisions at the highest
level, ensuring that they are within the established risk
appetite limits for the Group.

• Advise the Group CRO and the risk control committee that
risks are being managed in accordance with the Group’s
risk appetite.
• Carry out regular monitoring of each risk factor.
• Oversee the measures adopted to comply with the
expectations of the supervisors and internal and external
auditors.
For certain matters, the Group may establish specific
additional governance. For example:
• Following the UK’s decision to leave the EU, the Group
and Santander UK set up steering committees and
separate working groups to: i) monitor the Brexit process;
ii) develop contingency plans; and iii) escalate and take
decisions to minimise potential impacts on our business
and customers.
• In order to steer and supervise the review process of the
interest rate benchmarks (which include among others
EONIA, LIBOR and EURIBOR, with specific solutions for
each of them: EONIA will be discontinued on January
2022, LIBOR is likely to cease in December 2021, while
EURIBOR will remain as a compliant benchmark), the
Group established the IBOR steering group. This group is
responsible for driving the project's strategic direction
and take the required decisions to ensure a correct
transition across all Santander businesses and entities.
The IBOR steering group operates in accordance with the
methodology defined by the Group's Execution Project
Office and is chaired by the project's global sponsor, the
global head of SCIB, with the additional support of eight
senior executives.

Chair: CEO.

The Group’s relationship with its subsidiaries with
regards to risk management and control

Composition: nominated executive directors and other
Group senior management. Risk, Finance and Compliance
& Conduct functions, among others, are represented. The
Group CRO has the power of veto over the committee’s
decisions.

In all our subsidiaries, the risk management and control
model is aligned with the frameworks established by the
Group’s board of directors. The local units adhere to them
through their respective boards and adapt them to their
own market conditions and regulation.

• Risk control committee (RCC)
This committee is responsible for risk control,
determining whether the risks originated by the business
lines are managed within our risk appetite limits and
providing a holistic view of all risks. This includes the
identification and monitoring of both current and
emerging risks, and evaluating their impact on the
Group's risk profile.
Chair: Group CRO.
Composition: senior management members from the
Risk, Compliance & Conduct, Finance, Accounting and
Management Control functions are represented among
others. Senior members of the Risk function (CROs) from
the Group’s subsidiaries regularly take part to report their
own risk profiles.
Additionally, each risk factor has its own fora and/or regular
meetings to manage and control the risks under their scope.
Among others, they have the following responsibilities:
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In order to conduct the review of the aggregated oversight
of all risks, the Group exercises a validation and challenge
role with regard to the policies of the subsidiaries and their
transactions.
This creates a common risk management and control model
across the Group.
The ‘Group-subsidiary governance model and good
governance practices for subsidiaries’ sets up regular
interaction and functional reporting by each local CRO to the
Group CRO, as well as the latter’s participation in the
appointments process, target setting and local CRO’s
evaluation and remuneration, in order to ensure that risks
are adequately controlled.
To strengthen the relationship between the Group and its
subsidiaries, various initiatives have been implemented in
order to develop an advanced risk management model
across the Group:
• Promoting collaboration to accelerate the sharing of best
practices, strengthen existing processes and stimulating
innovation.
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• Talent identification in the risk teams, developing
international mobility through the global risk talent
programme.
• Risk Subject Matter Experts: leveraging on our “best in
class” experts across the Group.
• Peer review: constructive review of specific matters
within the risk function, performed by experts from
different subsidiaries in these competencies.
For further details regarding the
subsidiaries committees’ structure
see section 7 ‘Group structure and
internal governance’ of the chapter on
Corporate Governance.

2.4 Management processes and
tools
To ensure effective risk management and control, the Group
has various key processes and tools, which are described as
follows:

Risk appetite and structure of limits
At Santander, we define risk appetite as the amount and
type of risks that are considered prudent to assume for
implementing our business strategy, so that the Group can
maintain its ordinary activity in the event of unexpected
circumstances. When establishing the risk appetite, adverse
scenarios that could have a negative impact on capital and
liquidity levels, profitability and/or the share price are taken
into account.
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Business model and risk appetite fundamentals
The risk appetite is consistent with our risk culture and
business model. The main elements that define the
business model and underpin our risk appetite are:
• Medium-low and predictable risk profile based on a
diversified business model, focused on retail and
commercial banking with internationally diversified
activities and strong market share, with a wholesale
business model that is centred on customer relationships
in the Group’s main markets.
• Stable and recurrent earnings and shareholder
remuneration, underpinned by sound capital and
liquidity, as well as diversified sources of funding.
• Autonomous subsidiaries that are self-sufficient in terms
of capital and liquidity, ensuring that no subsidiary has a
risk profile that could jeopardise the Group’s solvency.
• An independent Risk function with the active involvement
of senior management to reinforce a strong risk culture
and a sustainable return on capital.
• Global and holistic view of all risks, through extensive
control and monitoring: All risks, all businesses and all
countries.
• Focus on products that the Group knows sufficiently well
and has the capacity to manage (systems, processes and
resources).
• A conduct model that protects our stakeholders.
• Remuneration policy that aligns the individual interests of
employees and executives with the risk appetite, and is
consistent with the Group’s long-term results
performance.
Santander risk appetite principles
The following principles govern the Group’s risk appetite in
all its subsidiaries:
• Responsibility of the board and of senior management.
The board is responsible for setting the risk appetite and
for monitoring compliance with its requirements.
• Holistic risk view (enterprise wide risk), risk profile
backtesting and challenge. The risk appetite must
consider all significant risks and facilitate an aggregate
view of the risk profile through the use of quantitative
metrics and qualitative indicators.

The risk appetite statement (RAS) is annually set by the
board for the entire Group. Additionally, the boards of our
subsidiaries also set their own risk appetite on an annual
basis, aligned and embedded within the Group’s
consolidated statement. Each subsidiary's statement is then
further cascaded down in the form of management limits
and policies by risk type, portfolio and activity segment,
within the common standards defined by the Group.

• Forward-looking view. The risk appetite must consider
the desirable risk profile for the short and medium term,
taking into account both the most plausible
circumstances and adverse/stress scenarios.
• Embedding and alignment with strategic and business
plans. The risk appetite is an integral part of the strategic
and business planning, which is embedded in the daily
management by cascading down the aggregated limits to
those set at portfolio level, subsidiary or business line, as
well as through the key risk appetite processes.
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• Common principles and language across our
subsidiaries and throughout the Group. Each
subsidiary's risk appetite is aligned with the Group.

• Risk performance, enabling the understanding of
residual risk by risk type through a set of metrics and
indicators calibrated using international standards.

• Periodic review, backtesting and adoption of best
practices and regulatory requirements. Monitoring and
control mechanisms to ensure the risk profile is
maintained, and the necessary corrective and mitigating
actions are taken in the event of non-compliance.

• Control environment assessment, measuring the degree
of implementation of the target operating model, as part
of our advanced risk management.

Limits structure, monitoring and control
Risk appetite is expressed through qualitative statements
and quantitative limits structured around 5 main axes:

1
2
3
4
5

Results volatility
Maximum loss that the Group is willing to accept under an
acute stress scenario.
Solvency
• Minimum capital position that the Group is willing to
accept under an acute stress scenario.
• Maximum leverage the Group is willing to accept under
an acute scenario.
Liquidity
• Minimum structural liquidity position.
• Minimum liquidity horizon that the Group is willing to
accept under an acute stress scenario.
• Minimum liquidity coverage position.
Concentration
• Concentration in single names, sectors and portfolios.
• Concentration in non-investment grade counterparties.
• Concentration in large exposures.
Non-financial risks
• Qualitative non-financial risk indicators:
• Fraud
• Technological
• Security and cyber-risk
• Reputational
• Others
• Maximum operational risk losses.
• Maximum risk profile.

Risk appetite limits compliance is regularly monitored.
Specialised control functions report the risk profile to the
board and its committees on a monthly basis.
Linkage between the risk appetite limits and the business
units and portfolios is a key element for embedding the risk
appetite as an effective risk management tool. The
management policies and limits used to manage the
different categories and types of risk are directly related to
the principles and limits defined in the the risk appetite
statement. These are described in greater detail in sections
3.2 ‘Credit risk management’, 4.2 ‘Trading market risk
management’ and 4.4 ‘Structural balance sheet risk
management’ of this chapter.

Risk profile assessment (RPA)
The Group carries out identification and assessment tests
on the different risks that it is exposed to, involving all the
lines of defence, establishing management standards that
meet regulatory requirements and reflect best practices in
the market and reinforce our risk culture.
The results of the risk identification and assessment (RIA)
exercises are integrated to evaluate the Group risk profile
through the risk profile assessment (RPA). This exercise
analyses the development of risks and identifies areas for
improvement:
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• Forward-looking analysis, based on stress metrics and
identification and/or assessment of the main threats to
the strategic plan (Top risks), enabling specific action
plans to be put in place to mitigate potential impacts.
Based on the identification and assessment exercises for the
different risks, as of December 2019 the Group maintains a
solid medium-low risk profile.
In 2019, improvements were centred on three main areas: i)
reviewing and enhancing the control environment standards
ii) risk performance indicators and their alignment with risk
appetite metrics, and iii) enhancing the perimeter by
integrating reputational risk across the risk profile
assessment and enriching our capital metrics.

Scenario analysis
Another fundamental tool that is used by the Group to
ensure robust risk management and control is the analysis
of potential impacts triggered by different scenarios related
to the environment in which the Group operates. These
scenarios are expressed both in terms of macroeconomic
variables, as well as other variables that may affect our risk
profile.
This “scenario analysis” is a robust and useful tool for risk
management at all levels. It enables the Group to assess its
resilience under stressed conditions and the identification of
possible mitigating actions to be implemented in case the
projected scenarios start to materialise. The objective is to
reinforce the stability of income, capital and liquidity.
In this respect, the role of our Research and Public Policy
team in terms of the generation of the different scenarios as
well as the governance and control processes around these
exercises, including the review by senior management as
well as the three lines of defence are fundamental.
The robustness and consistency of the scenario analysis
exercises are based on the following pillars:
• Development and integration of models that estimate the
future performance of metrics, such as credit losses.
• Challenge and backtesting of model results.
• Inclusion of expert judgement and expert knowledge of
our portfolios.
• Robust governance covering models, scenarios,
assumptions and results, as well as management
mitigation actions.
The application of these pillars in the European Banking
Authority (EBA) stress test exercise, has enabled Santander
to comfortably meet the defined quantitative and
qualitative requirements, contributing to the excellent
results obtained by the Group.
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Application of scenario analysis

Risk reporting structure (RRS)

Scenario analysis is included in the Group’s risk framework,
ensuring that any impact affecting solvency or liquidity can
be rapidly identified and addressed. This includes a
systematic review of exposure to different types of risks
under the baseline scenario and under various adverse
scenarios.

Our reporting model continues to evolve and we continue to
simplify and optimise our processes, controls and the
communication to senior management. The enterprise wide
view of all risks is regularly consolidated allowing the
Group’s senior management to assess the risk profile and
take actions needed.

Scenario analysis forms an integral part of several key Group
processes:

Our risk reporting taxonomy contains three types of reports
that are released on a monthly basis: the Group risk report
(which is distributed to senior management), the
subsidiaries risk reports, and the reports on each of the risk
factors identified in the Group’s risk framework.

• Regulatory exercises conducted under the European
regulatory guidelines or those of local supervisors.
• Internal capital adequacy assessment (ICAAP) and
liquidity assessment (ILAAP): the Group develops its own
methodology to assess its capital and liquidity levels
under different stress scenarios to support planning and
management of these two critical aspects.
• Risk appetite. This includes stressed metrics for which
the Group defines maximum levels of risk that should not
be exceeded. These exercises are related to those
conducted for capital and liquidity, although they have
different frequencies and different granularity. For further
details, see 'Risk appetite and structure of limits'
aforementioned in this section and section 4.6 'Liquidity
risk management' in this report.
• Climate change scenario analysis: the objective is to
provide a scenario-based assessment of those risks and
opportunities related to climate change. We are currently
focused on the wholesale portfolio as a pilot.
• Recurrent risk management in different processes/
exercises:
Budget and strategic planning process, in the
development of commercial risk approval policies, in
the global risk assessment for senior management or
in specific analysis regarding activity profiles or
portfolios.
Identification of Top risks on the basis of a systematic
process to identify and assess all risks which the
Group is exposed to. These Top risks are selected and
a macroeconomic or idiosyncratic scenario is
associated with each one, to assess their potential
impact on the Group.
Recovery plan, which is drawn up annually to
establish the tools available to the Group to survive in
the event of an extremely severe financial crisis. The
plan sets out a series of financial and macroeconomic
stress scenarios, with differing degrees of severity
that include idiosyncratic and/or systemic events.
IFRS 9. Since 1 January 2018, the processes, models
and scenario analysis methodologies have been
included in the regulatory provision requirements.
For more details on scenario analysis see sections 3.2
‘Credit risk management', 4.2 ‘Trading market risk
management’ and 4.6.’Liquidity risk management’.

This taxonomy is characterised by the following:
• All risk factors included in the Group’s risk framework are
covered.
• Balance between data, analysis and qualitative
comments is maintained throughout the reports,
including forward-looking measures, risk appetite
information, limits and emerging risks.
• The holistic view is combined with a deeper analysis of each
risk factor and geographic area and region.
• A homogenous structure and criteria. A consolidated view
is provided to enable the analysis of all risks based on
common definitions
• All the metrics reported follow RDA criteria, ensuring the
quality and consistency of the data included in all risk
reports.

Santander Analytics
Santander Analytics is a Risk function responsible for the
development and independent validation of cutting-edge
and robust quantitative models, in order to help the Group
measure all types of risks, both financial and non-financial,
while at the same time meeting regulatory requirement.
In recent years, Santander Analytics has been analysing and
leading the change into a new paradigm: artificial
intelligence (AI). Drawing on the definition from the
Financial Stability Board (FSB, 2017), AI is the set of theories
and algorithms that allows computer systems to perform
tasks which typically require human intelligence (e.g. visual
perception, voice recognition, or interpretation of a text
taking into account its context).
The escalation of AI tools in all the sectors of the economy
has been made possible by the growing volume of digital
data and higher computational capacity. To evolve to this
new environment, Santander Analytics has fostered a
culture of intelligent data analysis in the development of
quantitative models within the Risk function: the origin of
intelligent data analysis lies in statistics and machine
learning.
In recent years, the increase in computational power and
heightened popularity of machine learning techniques has
enabled financial and non-financial risks to be described,
prescribed and predicted with a high degree of precision.
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In addition, at Santander we are developing machine
learning models for consumer loans, income inference and
fraud detection; deep learning algorithms for the
measurement of reputation risk ratings, backward
rebuilding of financial time series and rating models with
reputational features, contributing to improve credit access
and financial inclusion.
In order to share the know-how relating to these new
techniques across the Group, Santander Analytics has
promoted the Research Day initiative, which is a biannual
workshop to discuss and share knowledge of cutting-edge
research initiatives on quantitative modelling for decisionmaking processes in all the Group’s subsidiaries and
businesses.
These new techniques also pose a series of risks and
limitations that must be identified and managed in order to
correctly unlock all of their potential. These risks and
limitations are common, in most cases, to the techniques
used and services provided not only by financial institutions,
but by many other participants in the industry. It is very
important that the principle that the activities that generate
the same risks are subject to the same regulations and
equivalent supervisory mechanisms is fulfilled, in order to
maintain a level playing field.
Models that include AI techniques can also be used in
addition to the more traditional statistical approaches,
contributing in this case to the process of strengthening and
validating the decisions taken.
In summary, Santander Analytics develops advanced
models for the management of all types of risks and also for
decision-making processes outside the scope of the Risk
function. This is performed by using different quantitative
approaches, intelligent data analysis, sharing knowledge
through the Research Day workshop and attracting and
retaining STEM (science, technology, engineering and
mathematics) talent.
The aim is to use advanced analytics to help people and
businesses prosper by being more agile and efficient
(Simple), focusing on customers through user experience,
innovation and satisfaction (Personal), as well as deploying
advanced technology to protect our customers (Fair).

2.5 Environmental and social risk
Our risk management and control model is also a key driver
of Santander’s contribution to sustainable economic
growth. This is achieved by promoting the conservation of
the environment and the protection of human rights.
This principle of environmental and social responsibility is
reflected in the board approved environmental and social
risk policies on energy, covering the oil, gas and energy
generation sectors, mining and metals, including coal
mining and steel production, as well as soft commodities.
The policies set out the activities where the Group will not
provide products and/or services and those where an indepth analyses to assess their environmental, social and
reputational impacts is necessary.
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Updates to the policies are proposed annually to the board
by the Global Environmental and Social Risk Management
(ESRM) function in consultation with other functions such
as Credit Risk, Responsible Banking, Reputational Risk and
the business areas, to ensure they remain in line with the
best international practices and standards and their
alignment to the Group’s sustainability approach. The 2019
update includes a new prohibition relating to the
development, construction or expansion of oil and gas
drilling projects north of the Arctic Circle.
The application of the policies across the Group is
supported by the environmental and social (E&S) risk
assessments that Santander carries out on its customers
and transactions as part of its decision-making processes. In
2019 the existing procedure was updated with enhanced
questionnaires tailored to Santander’s Corporate and
Investment Banking (SCIB) division. The review of
customers is initiated by the business areas with dedicated
E&S Champions, within the Credit Risk function, providing
the environmental and social assessments.
This information is held on a global platform accessible to
SCIB bankers and credit analysts and is incorporated into the
limits proposals for our customers and their annual reviews.
The aforementioned update to the procedure was backed by
face-to-face training of over 440 staff members, from
business originating teams to supporting functions, across
all countries where SCIB operates.
During 2019, 88% of global customers, representing 90%
of the exposure to the sectors under the policies, have been
subject to the E&S assessment.
The environmental and social policies
of Santander Group can be found at
www.santander.com

In addition to the above and since 2009, the Group has
applied the Equator Principles to all project finance
transactions, and continues to contribute to the
development of the Principles through direct participation in
the Equator Principles Association working groups. The
Group will be implementing Equator Principles IV approved
in November 2019 and due to come into full effect on 1 July
2020.
Equator Principles reporting from
Santander is available in section
‘Analysis of environmental and social
risks’ of the Responsible Banking
chapter.

Climate change and risk management
The E&S sector policies mentioned above are also designed
to support Santander´s commitment to finance the
transition to a low-carbon economy and positively
contribute to climate change mitigation.
The Risk division contributes to Santander’s public
commitments on climate change through a number of
internal projects and external initiatives.
Regarding the recommendations issued by the Task Force
on Climate-related Financial Disclosures (TCFD) of the FSB,
the Risk division actively participates in the execution of the
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Group’s TCFD implementation plan in collaboration with the
Responsible Banking function and other areas.
Actions undertaken in 2019 included climate change
training provided to the board and to over 150 staff at Group
headquarters, this training will be launched globally across
all business units in 2020.
A first approach to incorporate climate change in the Risk
appetite statement was approved and its physical and
transition risk drivers have been included in the Group’s risk
framework as factors that could aggravate the existing risks
in the medium and long term.
In addition, deep-dives into the oil, gas, mining and steel
sectors were presented to the board's risk supervision,
regulation and compliance committee and the board's
responsible, sustainability and culture committee in a joint
session, with particular focus on the risks and opportunities
that arise from climate change.
The board's responsible banking sustainability and culture
committee was also informed of the analysis conducted by
Risk in collaboration with SCIB on the European Union
power portfolio. Applying expert judgement, the exercise
measured the potential impact on the portfolio of a number
of financial drivers linked to the International Energy
Agency scenarios. The results obtained showed the
portfolio to be positively positioned with regards to climate
change transition risks with a high proportion of the
exposure in low emission power generation sectors.
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In 2019 and into 2020 Santander was and is participating in
the UNEP FI second phase, along with 35 global and local
banks. The objective of this new phase is to enhance the
“toolkit” with the core modules of climate scenarios, data &
methodology, reporting & governance to allow risks and
climate related impacts to be measured, in addition to
developing approaches to standardised disclosures.
Santander is actively participating in various working groups
addressing climate scenarios and methodology, specifically
focusing on pilot exercises involving physical risks in the
mortgage book, a material sector for the Group.
The UNEP FI project continues to bring notable progress to
climate risk assessment, with lessons learnt from the first
pilot enriching the work being undertaken in this second
round. Phase II is due to end in the second quarter of 2020,
covering and developing all the aspects required to define
the risk calculation and impacts of climate risks.
Finally, and in coordination with the Public Policy team, Risk
provides continuous input, directly and by participating in
sector working groups, to the climate change and
Environmental, Social & Governance (ESG) regulatory
consultations that are taking place across the EU and other
countries where the Group is present.

Santander Group is one of the 17 banks participating in the
Paris Agreement Capital Transition Assessment (PACTA)
Bank Pilot led by 2 Degrees investing initiative (2Dii), the
purpose of which is to provide information on the alignment
of selected portfolios with regard to climate scenarios as
proxies to the Paris Agreement. The Credit Risk area has
worked alongside the SCIB and Responsible Banking teams
providing data for the project, and is actively collaborating
with SCIB to use the results in a forward-looking
assessment of climate-related risks and opportunities in
wholesale portfolios.
Further information on the output of
the PACTA pilot is available in section
‘Sustainable finance’ in the
Responsible Banking chapter.

Santander continues to participate in the United Nations
Environmental Program Financial Initiative (UNEP FI) to
implement the TCFD requirements. The initiative´s objective
is to develop scenarios, models and metrics to enable a
scenario-based, forward-looking assessment of climaterelated risks and opportunities.
In the first phase which ended in 2018, 16 leading banks
from four continents, published a methodology to increase
the understanding of the climate change impacts on their
business. Santander specifically focused on the calculation
of direct and indirect transition risks and their impact on the
transportation sector in the wholesale portfolio as a pilot.
The key conclusion from the exercise was the customers'
resilience to the stress test, including climate-related
transition impacts, due to their capacity to adapt to
technological change requirements. This resulted in a
limited impact on their credit quality.
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3. Credit risk
3.1 Introduction
Credit risk is the risk that a financial loss will be incurred
arising from the default or credit quality deterioration of a
customer or other third party, with whom the Group has
assumed a contractual obligation, including providing
credit, that may therefore not be fulfilled.
Credit risk is the most relevant risk for the Group, both by
exposure and capital consumption, it also includes
counterparty risk, country risk and sovereign risk.

3.2 Credit risk management
Our credit risk management process consists of identifying,
analysing, controlling and decisioning on the credit risk
incurred by the Group. It considers a holistic view of the
credit risk cycle including the transaction, customer and
portfolio views. Both business and risk areas, together with
senior management participate in the management and
control process.
Credit risk identification is a key component for the active
management and effective control of our portfolios. The
identification and classification of external and internal risks
in each business allows corrective and mitigating measures
to be adopted in the event they are needed. This is achieved
through the following processes:

Planning
Planning allows business targets to be set and specific
action plans defined, within the risk appetite framework
established by the Group.
Strategic commercial plans (SCPs) are one of our
management and control tools for the Group’s credit
portfolios. SCPs are prepared jointly by the business and
risk areas, and define the commercial strategies, risk
policies, measures and infrastructure required. These
factors are considered as a whole, ensuring a holistic view
of the portfolios.
The integration of SCPs at management level provides an
updated view of the credit portfolio quality, enabling credit
risk to be measured, and internal controls executed
alongside the periodic monitoring of strategy, the early
detection of deviations and significant changes in the risk
and potential impact, as well as defining corrective actions
where necessary.
SCPs are approved and monitored by senior management in
each entity before review and validation at Group level.
The SCPs are aligned with the Group´s risk appetite and the
capital objectives of the subsidiaries.
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Risk assessment and credit rating process
In order to analyse a customer’s capacity to meet their
contractual commitments with the Bank, the Group uses
valuation and parameter estimation models in each of the
segments where it operates.
The credit quality valuation models applied are based on
credit rating drivers, which are monitored and controlled to
calibrate and adjust the decisions and ratings they assign.
Depending on the segment, drivers may be:

1
2

Rating: resulting from the application of mathematical
algorithms incorporating a quantitative model based on
balance sheet ratios or macroeconomic variables, and a
qualitative module supplemented by the credit analyst’s
expert judgement. Used for the SCIB, commercial banking,
institutions and SMEs (those who are treated on an
individual basis) segments.
Scoring: an automatic assessment system for credit
applications. It automatically assigns an individual score to
the customer for subsequent decision-making, generally
in the retail and smaller SMEs segments.

Parameter estimation models are obtained through internal
econometric models based on the portfolios’ historical
defaults and losses for which they are developed. They are
also used to calculate economic and regulatory capital and
the portfolio’s IFRS 9 provision.
Periodic model monitoring and evaluation is carried out,
assessing among other factors, the appropriateness of
usage, predictive capacity, performance and granularity. In
addition, policy compliance is also monitored.
The resulting ratings are regularly reviewed, incorporating
the latest available financial information as well as other
relevant data. The depth and frequency of the reviews are
increased in the case of customers who require a more
detailed monitoring or have automatic warnings in the risk
management systems.

Credit risk mitigation techniques
Generally, from a risk acceptance standpoint, the criteria are
linked to the borrower’s payment capacity for the financial
obligations - although this does not inhibit imply an
impediment to requiring collateral or personal guarantees in
addition.
Payment capacity is assessed based on the funds or net
cash flows from the customer´s businesses or income,
excluding guarantors or assets pledged as collateral. These
guarantors or assets are always to be considered, when
evaluating the approval of the transaction, as a secondary
method of recovery in the event the first channel fails.
In general, a guarantee is defined as a reinforcement
measure added to a credit transaction with the purpose of
mitigating the loss due to a breach of the payment
obligation.
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At Santander, we apply several credit risk mitigation
techniques on the basis, among other factors, of the type of
customer and product. Some are inherent to specific
transactions (e.g. real estate guarantees) while others apply
to a series of transactions (e.g. derivatives netting and
collateral). The different mitigation techniques can be
grouped into personal guarantees, guarantees in the form
of credit derivatives or collateral.

Definition of limits, pre-classifications and preapprovals
The connection between the Group’s credit risk appetite and
credit portfolios management and control is implemented
through the SCPs, which define the portfolio and origination
limits to predict the portfolio’s risk profile. The cascading
down of the Group’s risk appetite, strengthens the controls
over our credit portfolios.
We have processes that determine the risk that the Group is
able to assume with each customer. These limits are jointly
set by the business and risk areas and have to be approved
by the executive risk committee (or delegated committees)
and reflect the expected results of the business in terms of
risk-return.
There are different limit models depending on the segment:
• Large corporate groups: we use a pre-classification
model based on a system for measuring and monitoring
economic capital. The result is the level of risk that the
Group is willing to assume with a customer/group, in
terms of capital at risk, nominal cap, and maximum
tenors according to the type of transaction, in the case of
financial entities, limits are managed through credit
equivalent risk (CER). It includes the actual and expected
risk with a customer within the limits defined in the risk
appetite statement and credit policies.
• Corporates and institutions that meet certain
requirements (strong relationships, rating, etc.): a more
simplified pre-classification model is used, with an
internal limit that establishes a reference point in the
level of risk to be assumed with the customer. The criteria
will include, among others, repayment capacity, overall
indebtedness, and the distribution of the banking pool.
In both cases, transactions over certain thresholds or with
specific characteristics might require the approval of a
senior credit analyst or committee.
• For individual customers and SMEs with low turnover,
large volumes of credit transactions are managed with
the use of automatic decision models to classify the
customer/transaction.

Scenario analysis
In line with the description in section 2.4 ‘Management
processes and tools’ of this chapter, scenario analysis is
used in credit portfolio management as an evolution of the
portfolio analysis. It enriches the understanding of the
portfolio performance under different macroeconomic
conditions, and allows management strategies to be
anticipated and defined in order to avoid future deviations
from the established plans and targets.
The approach taken with regard to scenario analysis
consists of simulating the impact of alternative scenarios in
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the portfolio credit parameters (PD, LGD) and the associated
expected credit losses. The results of this analysis are
compared with the portfolio’s credit profile indicators to
identify the most appropriate measures that could be
developed to guide the required management actions.
Scenario analysis is integrated into credit management
portfolio activities and in the SCPs.

Monitoring
Business performance is monitored on a regular basis by
comparing performance with established plans. This is a
key risk management activity.
All customers are monitored on an ongoing, holistic manner
that enables the early detection of events that may have an
impact on the customer’s credit rating. Monitoring is carried
out through an ongoing review of all customers, assigning a
monitoring classification, establishing pre-defined actions
associated to each classification and executing specific
measures (pre-defined or ad-hoc) to correct any deviations
that could have a negative effect for the Group.
This monitoring process takes into consideration the
transaction forecasts and characteristics throughout its
entire life. It also takes into consideration any variations that
may have occurred in the classification and suitability since
the time of the review.
Monitoring is carried out by local and global Risk teams,
backed up by Internal audit. It is based on customer
segmentation:
• In the SCIB segment, monitoring, in the first instance, is a
direct function of both the business manager and the risk
analyst, who maintain direct relationship with the
customer and manage the portfolio. This guarantees an
up-to- date view of the customer’s credit quality is always
available and allows us to anticipate situations of concern
and take the necessary actions.
• For commercial banking, institutions and SMEs with a
credit analyst assigned, the function consists of
identifying and tracking customers that require closer
monitoring, reviewing ratings and continuously analysing
relevant indicators.
• For individual customers, businesses and smaller SMEs
monitoring is carried out through automatic alerts, in
order to detect shifts in the performance of the portfolio.
The Group performs the monitoring process through the
Santander Customer Assessment Note (SCAN), which was
implemented in the Group’s subsidiaries in 2019.
The Group’s SCAN system aims to establish the level of
monitoring, policies and specific actions for all individual
customers, based on their credit quality and particular
circumstances. Each customer is assigned a level of
monitoring, and specific risk management actions, on a
dynamic basis, with a specific manager appointed and
agreed monitoring frequency.
In addition to customer credit quality monitoring, Santander
establishes the control procedures needed to analyse
portfolios and performance, as well as any possible
deviations regarding planning or approved alert levels.
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Portfolio analysis systematically controls the evolution of
credit risk with regard to budgets, limits and benchmarks,
assessing the impacts of future situations, both exogenous
and resulting from strategic decisions, to establish actions
to keep the risk portfolio profile and volumes within the
parameters set by the Group within its risk appetite.

Recovery and collections management
Recovery activity is a significant component in the Group’s
risk management and control. This function is carried out by
the Recoveries area, which define a global strategy and an
enterprise-wide focus for recovery management.
The Group has a recovery management operating model
that sets the guidelines and general policies of action to be
applied, taking into account the local environment.
In 2019, this model was updated to incorporate new
regulatory requirements set down in the EBA Guidelines on
the management of non-performing and forborne
exposures.
The Recoveries area directly manages customers, where
value creation is based on effective and efficient collection
management. New digital channels are becoming
increasingly important in recovery management.
The diverse features of Santander´s customers make
segmentation necessary in order to manage recoveries
effectively. Mass management of large groups of customers
with similar profiles and products is conducted through
processes with a high technological and digital component,
while personalised management focuses on customers
who, because of their profile, require a specific manager
and more customised management.
Recovery management is divided into four phases: in
arrears, non-performing loans recoveries, write-offs
recoveries and management of foreclosed assets.
The management scope for the Recovery function includes
non-productive assets (NPAs), corresponding to the
forborne portfolios, NPLs, written-off loans and foreclosed
assets, where the Group may use mechanisms to rapidly
reduce the volume of these assets, such as the sale of
portfolios or foreclosed assets.

Forborne portfolio
The Group has an internal forbearance policy, which acts as
a reference for the different transpositions in all local
subsidiaries and shares the principles established by the
regulation and the applicable supervisory expectations. This
year, the policy was updated to include the EBA Guidelines
on the management of non-performing and forborne
exposures
This policy defines forbearance as the modification of the
payment conditions of a transaction to allow a customer
who is experiencing financial difficulties (current or
foreseeable), to fulfil their payment obligations.
In addition, this policy sets rigorous criteria for the
evaluation, classification and monitoring of such
transactions, ensuring the strictest possible care and
diligence in their approval and monitoring. Therefore, the
forborne transaction must be focused on recovery of the
amounts due and the payment obligations adapted to the
customer’s current position and, in addition, losses must be
recognised as soon as possible if any amounts are deemed
irrecoverable.
Forbearance may never be used to delay the immediate
recognition of losses or to hinder the appropriate
recognition of risk of default.
Further, the policy defines the classification criteria for
forborne transactions in order to ensure that any risks are
suitably recognised, bearing in mind that they must remain
classified as non-performing or watchlist for an appropriate
period to ensure reasonable certainty that repayment
capacity can be recovered.
The forborne portfolio stood at 32,475 million euros at the
end of December 2019. In terms of credit quality, 53% of
the loans are classified as non-performing, with average
coverage of 52% (28% of the total portfolio).
Key figures of forborne portfolio
EUR million
2019

2018

2017

Performing

15,199

20,877

27,661

Non-performing

17,276

20,357

20,044

Total Forborne

32,475

41,234

47,705

28%

26%

24%

In the written-off loans category, debt instruments are
included (past due or otherwise) the recovery of which, after
an individualised analysis, is considered remote, due to the
severe and unrecoverable impairment of the solvency of the
transaction or the customer. Classification in this category
involves the full or partial cancellation of the gross carrying
amount of the loan and its derecognition. This does not
mean that the Group will suspend negotiations or legal
proceedings to recover the amounts.

A. Total loan-loss allowances/total forborne portfolio.

In those geographies with a significant exposure to real
estate risk, the Group has efficient sales management
instruments to maximise recovery and optimise the existing
stock in the balance sheet.

Santander launched in 2019 a strategic initiative to enhance
credit risk management across the Group as part of the Risk
Strategy program: ATOMiC - Advanced Target Operating
Model in Collaboration-.

% CoverageA

The Group’s forborne portfolio decreased by 21% in 2019, in
line with the trend observed in previous years.

Credit management evolution

ATOMiC defines our credit risk expectations over a3-year
horizon by identifying best practices in the group and across
the industry. Existing best practices set a realistic target
aspiration and serve as a reference and driver for our units.
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Specific key performance indicators (KPI) are also identified
for better assessment and monitoring. Planning and
implementation also leverage on existing expertise in the
units (local experts), with the support of the Group.
Prioritization is focused on strategic initiatives that require
special attention, particularly initiatives oriented to process
automation and digitalisation. The work streams are fully
customised and landed in each segment and unit and
approved at local level.

3.3 Key metrics
Changes in perimeter
In 2019, we made a change to our reported segments to
reflect our current organisational and management structure.
For further detail see section 4.1
'Description of segments' of the
Economic and financial review
chapter.

2019 general performance
Credit risk is diversified among the main regions where the
Group operates (excluding geographies with exposures lower
than 1%): Europe (71%), South America (14%) and North
America (14%), with a suitable balance between mature and
emerging markets.
As at December 2019, the performance can be summarised
as follows: credit risk with customers increased by 6.1% vs.
2018, based on the same perimeter, mainly due to the United
Kingdom, the United States, SCF and Mexico. Growth in local
currency was seen across all subsidiaries with the exception
of Spain.
Exposures, together with lower non-performing loans (NPLs)
of 33,799 million euros (-5.3% vs. year end 2018) reduced
the Group’s NPL ratio to 3.32% (-41 bps vs. 2018).
In order to cover potential losses arising from NPLs, and in
accordance with IFRS 9 guidelines, the Group recorded loanloss provisions of 9,321 million euros (+5% vs. December
2018), after deducting post write-off recoveries. The cost of
credit remains stable at 1.00%.
Total loan-loss allowances amounted to 22,965 million
euros, bringing the Group’s NPL coverage ratio to 68%,
recognising that 66% of the Group's net customer loans are
secured. The coverage ratio is affected downwards by the
weight of mortgage portfolios (particularly in the UK and
Spain), as lower provisions are needed due to the held
collateral.
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The tables below show the performance of the main metrics
related to credit risk derived from activity with customers:
Main credit risk performance metrics from activity with customers
Dec. 2019 data
Credit risk with customersA
(EUR million)
2019

2019

2018

2017

722,661

688,810

671,776

23,519

25,287

27,964

3.25

3.67

4.16

Spain

213,668

227,401

237,327

14,824

16,651

18,270

6.94

7.32

7.70

UK

275,941

252,919

242,993

2,786

2,739

3,210

1.01

1.08

1.32

S. Consumer Finance

105,048

97,922

92,589

2,416

2,244

2,319

2.30

2.29

2.50

Portugal

37,978

38,340

39,394

1,834

2,279

2,959

4.83

5.94

7.51

Poland

33,566

30,783

24,391

1,447

1,317

1,114

4.31

4.28

4.57

143,839

125,916

106,129

3,165

3,510

2,935

2.20

2.79

2.77

105,792

92,152

77,190

2,331

2,688

2,156

2.20

2.92

2.79

SBNA

56,640

51,049

44,237

389

450

536

0.69

0.88

1.21

SC USA

29,021

26,424

24,079

1,787

2,043

1,410

6.16

7.73

5.86

US

Mexico
South America

2017

NPL ratio
(%)

Europe

North America

2018

Non-performing loans
(EUR million)
2019

2018

2017

38,047

33,764

28,939

834

822

779

2.19

2.43

2.69

143,428

138,134

138,577

6,972

6,639

6,685

4.86

4.81

4.82

Brazil

88,893

84,212

83,076

4,727

4,418

4,391

5.32

5.25

5.29

Chile

42,000

41,268

40,406

1,947

1,925

2,004

4.64

4.66

4.96

5,044

5,631

8,085

171

179

202

3.39

3.17

2.50

706

340

96

4

4

4

0.63

1.21

4.56

5,872

4,953

5,369

138

252

8

2.34

5.09

0.15

1,016,507

958,153

920,968

33,799

35,692

37,596

3.32

3.73

4.08

Argentina
Santander Global Platform
Corporate Centre
Total Group

Coverage ratio
(%)
2019

2018

Net ASRB provisions
(EUR million)
2017

2019

2018

Cost of credit
(%/risk)c
2017

2019

2018

2017

Europe

49.8

50.1

51.8

1,839

1,572

1,313

0.28

0.24

0.22

Spain

41.1

43.7

46.1

856

789

691

0.43

0.38

0.37

UK

36.5

32.9

32.3

253

171

209

0.10

0.07

0.09

106.1

106.4

101.4

477

360

266

0.48

0.38

0.30

Portugal

52.8

50.5

62.1

32

12

(0.02)

0.09

0.04

Poland

66.8

67.1

68.2

217

161

137

0.72

0.65

0.62

153.0

137.4

150.9

3,656

3,449

3,685

2.76

3.12

3.35

161.8

142.8

170.2

2,792

2,618

2,780

2.85

3.27

3.42

SBNA

140.6

122.1

102.2

186

108

116

0.35

0.24

0.25

SC USA

175.0

154.6

212.9

2,614

2,501

2,590

9.42

10.01

9.84

128.3

119.7

97.5

863

830

905

2.49

2.75

3.08

88.4

94.6

83.5

3,789

3,736

4,067

2.92

2.99

3.16

Brazil

99.8

106.9

92.6

3,036

2,963

3,395

3.93

4.06

4.36

Chile

56.0

60.6

58.2

443

473

462

1.08

1.19

1.21

124.0

135.0

100.1

235

231

159

5.09

3.45

1.85

85.3

78.9

85.1

1

—

—

0.22

0.14

0.00

174.5

118.4

—

36

115

45

0.57

1.65

0.86

67.9

67.4

65.2

9,321

8,873

9,111

1.00

1.00

1.07

S. Consumer Finance

North America
US

Mexico
South America

Argentina
Santander Global Platform
Corporate Centre
Total Group

A. Includes gross loans and advances to customers, guarantees and documentary credits.
B. Recovered write-off assets (1,586 million euros).
C. Cost of credit = loan-loss provisions twelve months/average lending.
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Reconciliation of key figures
The 2019 consolidated financial statements provide details
of the customer loan portfolio, both gross and net of
provision allowances. Credit risk also includes off-balance
sheet risk. The following table shows the relationship
between these concepts:

A. Includes gross loans and advances to customers, guarantees and documentary credits.
B. Before loan-loss allowances.

Geographical distribution and segmentation
The Group’s risk function is organised around three types of
customers groups:
• Individuals: Individuals, except those with a business
activity. This segment is divided into sub-segments by
income level, enabling risk management and control by
customer type.

The following chart shows the distribution of credit risk
based on the management model, including gross loans and
advances to customers, guarantees and documentary credits:
Credit risk distribution

Mortgages to individuals represent approximately 36% of
the Group net customer loans. These mortgages are
focused in Spain and the UK, and are mainly residential
mortgages with a low risk profile, low NPL ratios and
robust coverage ratios. This low risk profile produces low
losses.
• SMEs, commercial banking and institutions: includes
companies and individuals with business activity, as well
as public sector activities and private sector non-profit
entities.
• Santander Corporate & Investment Banking (SCIB):
consists of corporate customers, financial institutions and
sovereigns, comprising a closed list that is revised
annually. This list is determined based on a full analysis of
the company (business type, level of geographic
diversification, product types, volume of revenues it
represents for the Group, among others).

Taking into consideration the segmentation, the portfolios’
geographical distribution and performance is shown in the
following charts:
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Total

Individuals

SMEs, Commercial Banking and Institutions

SCIB

A. Proxies applied for 2017 data.
B. 'Others' include mainly foreign branches wholesale exposure
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Key figures by geographic region are described below:
• Europe: NPL ratio decreased to 3.25% (-42 bp compared to
2018), due to the significant decrease of non-performing
loans in Spain and Portugal; and the slight increase in the
UK and SCF, offset by a proportionally higher increase in
total loans.

Risk management
and control

The following table shows the credit risk exposure for each of
these stages and by geography:
Exposure by stage and by geography
EUR million
Stage 1

Stage 2

Stage 3

TotalA

• North America: NPL ratio down to 2.20% (-59 bp vs 2018)
due to the good performance of the region, especially in
the US which fell by 72 bp, compared to 2018.

Europe

644,229

31,650

23,513

699,392

Spain

176,162

10,876

14,824

201,862

UK

258,902

13,635

2,786

275,323

• South America: NPL ratio stands at 4.86%, increasing in
Brazil and Argentina (+7 bp and +22 bp compared to 2018,
respectively); and decreasing in Chile (-2 bp vs to 2018).

SCF

98,854

3,703

2,413

104,970

Portugal

34,037

2,107

1,834

37,978

Poland

30,604

1,329

1,442

33,375

120,186

12,366

3,160

135,712

85,447

11,080

2,327

98,854

SBNA

51,622

4,373

389

56,384

SC USA

20,925

6,291

1,787

29,003

34,739

1,286

834

36,859

127,778

8,673

6,972

143,423

Brazil

78,466

5,700

4,727

88,893

Chile

37,627

2,426

1,947

42,000

4,537

337

171

5,045

702

—

4

706

Further details are provided in section 3.4 'Details of main
geographies'.

North America
US

Amounts past due (performing loans)
Amounts past due by three months or less represented
0.29% of total credit risk with customers. The following table
shows the breakdown of these loans as at 31 December
2019, according to the first missed payment:
Amounts past due. Maturity detail
Less than
1 month

Other private sector
Debt instruments
Total

South America

Argentina

EUR million

Loans and advances to credit
institutions
Loans and advances to
customers
Public administrations

Mexico

1 to 2
months

2 to 3
months

10

—

—

1,739

894

351

1

—

—

1,738

894

351

—

—

—

1,749

894

351

Impairment of financial assets
The IFRS 9 impairment model applies to financial assets
valued at amortised cost, debt instruments valued at fair
value with changes in other comprehensive income, lease
receivables, and commitments and guarantees given not
valued at fair value. The portfolio of financial instruments
subject to IFRS 9 is divided into three categories, or stages,
depending on the status of each instrument in relation to its
level of credit risk.

Santander Global
Platform
Corporate Centre
Total Group

4,935

705

133

5,773

897,830

53,394

33,782

985,006

A. Excluding 31,501 million euros from balance not subject to impairment
accounting.

In addition, the impairment provision amount includes the
expected credit risk losses over the expected residual life in
financial instruments Purchased or Originated Impaired
(POCI).
The performance of financial instruments with effective
signs of impairment (stage 3) are shown below:
Non-performing loans evolution according to constituent item
EUR million

• Stage 1: financial instruments for which no significant
increase in risk is identified since its initial recognition. In
this case, the impairment provision reflects expected credit
losses arising from defaults over twelve months from the
reporting date.
• Stage 2: if there has been a significant increase in credit
risk since the date of initial recognition but the impairment
event has not materialised, the financial instrument is
classified as Stage 2. In this case, the impairment provision
reflects the expected losses from defaults over the residual
life of the financial instrument.
• Stage 3: a financial instrument is catalogued in this stage
when it shows effective signs of impairment as a result of
one or more events that have already occurred resulting in
a loss. In this case, the amount of the impairment provision
reflects the expected losses for credit risk over the
expected residual life of the financial instrument.
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deemed relevant to the estimation of this amount (e.g. GDP,
house pricing, unemployment rate, among others.).

2017 - 2019 NPL evolution
EUR million
2017
NPL (start of period)

2018

33,643

37,596

35,692

37,571

35,670

25

22

8,269

10,910

10,544

10,032

177

—

Stage 3
NPL not subject to
impairment accounting
Net entries
Perimeter

2019

(826)

(318)

(13,522)

(12,673)

(12,593)

NPL (End of period)

37,596

35,692

33,799

Stage 3

37,571

35,670

33,782

25

22

17

FX and others
Write-off

NPL not subject to
impairment accounting

156

Allowances evolution according to constituent item
EUR million

In estimating the parameters used for the calculation of
impairment provisions (EAD, PD, LGD and discount rate), the
Group leverages its experience in developing internal models
for calculating parameters for regulatory and internal
management purposes. The Group is aware of the
differences between these models and regulatory
requirements for provisions. As a result, it has focused on
adapting the development of its IFRS 9 impairment
provisions models to reflect these requirements.
• Establishing a significant increase in credit risk:
proceeding with the classification of the financial
instrument under stage 2, the Group considers the
following criteria:
Quantitative criteria: changes in the risk of a default
occurring throughout the expected life of the financial
instrument are analysed and quantified with respect to
its credit level on initial recognition.
For the purpose of determining whether such changes
should be considered significant, with their consequent
classification as stage 2, each subsidiary has defined
the quantitative thresholds to consider in each of its
portfolios taking into account the Group’s guidelines
and ensuring a consistent interpretation across all
geographies.
Qualitative criteria: in addition to the quantitative
criteria mentioned above, the Group considers several
indicators that are aligned with those used in ordinary
credit risk management (e.g. over 30 days past due,
forbearance, among others). Each subsidiary has
defined these criteria for its portfolios.
The use of these qualitative criteria is supplemented
with the application of expert judgement.

2017 - 2019 allowances evolution
EUR million
2017

2018

2019

Allowances (start of period)

24,835

24,529

24,061

For impairment assets

15,466

16,459

9,369

8,070

For other assets

8,913

Stage 1 and 2

15,148

Stage 3
Gross provision for impaired
assets and write-downs
Provision for other assets
FX and other
Write-off
Allowances (end of period)
Stage 1 and 2
Stage 3

11,607
(881)

10,300

10,905

121

6

2,490

1,784

(13,522)

(12,673)

(12,593)

24,529

24,061

22,965

8,913

8,872

15,148

14,093

586

The methodology used to quantify expected losses due to
credit events is based on an unbiased and weighted
consideration of the occurrence of up to five possible future
scenarios that could impact the collection of contractual cash
flows. These scenarios take into account the time-value of
money, all available information relevant to past events, and
current conditions and projections of macroeconomic factors
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• Definition of default: the definition considered for
impairment provisioning purposes is consistent with that
used in the development of advanced models for
regulatory capital requirements calculations. The Group is
currently working to adapt the definition of default to the
new EBA Guidelines on the application of the definition of
default under Article 178 of the CRR, according to the
scheduled plan
• Use of present, past and future information: the
estimation of expected losses requires a high degree of
expert judgement and it must be supported by historic,
current and future data and expectations. Therefore,
expected loss estimates take into consideration multiple
macroeconomic scenarios for which the probability is
measured considering past events, current situation and
future trends and macroeconomic indicators, such as GDP
or unemployment rate.
The Group uses forward-looking information in internal
management and regulatory processes, incorporating
several scenarios. The Group has leveraged its experience
in the management of such information, which ensures
consistency across our processes.
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• Expected life of the financial instrument: to estimate this
figure all the contractual terms are taken into account (e.g.
pre-payments, duration, purchase options, among others),
where the contractual period (including extension options)
is the maximum period for measuring the expected credit
loss. In the case of financial instruments with an uncertain
maturity period and an undrawn commitment component
(e.g. credit cards), expected life is estimated on the basis of
the period for which the entity is exposed to credit risk and
the effectiveness of management practices to mitigate
exposure.
• Impairment recognition: the main change with respect to
the current standard relates to assets measured at fair
value with changes recognised through other
comprehensive income in regard to the portion of the
changes in fair value due to expected credit losses that will
be recognised under current profit or loss account while
the rest will be recorded under other comprehensive
income.

3.4 Details of main geographies
United Kingdom
Portfolio overview

Regarding Brexit, action plans have been developed and
enhanced in the event of a ‘No deal’ scenario. The Brexit
Response Group meets regularly at Santander UK to provide
assurance of readiness. Continuous monitoring for the
secured portfolio remains critical given the exceptional
macroeconomic context.
Santander UK portfolio is divided into the following
segments:
Portfolio segmentationA
Dec.19 data

Credit risk with customers in the UK, including Santander
Consumer UK, amounted to 275,941 million euros as of
December 2019, an increase of 9.1% compared to year-end
2018 (+3.8% in local currency), representing 27% of the
Group’s total loan portfolio.
The NPL ratio decreased to 1.01% as of December 2019 (-7
bp vs. year-end 2018), despite macroeconomic uncertainty
and thanks to the application of prudent policies, within the
risk appetite framework. The amount of non-performing
loans increased by 1.7%, below the credit portfolio growth,
supported by the continued strong performance of the
mortgage portfolio.
A. Excluding SCF UK and London Branch

Mortgage portfolio performance
Due to its size, not only for Santander UK, but also for the
Group, the UK mortgage portfolio is closely monitored.
This portfolio, as at December 2019, amounted to 194,354
million euros growing, in local currency, by 4.7% in the year.
It consists of residential mortgages granted to new and
existing customers, all of which are first lien mortgages. No
transactions entail second or successive liens on mortgaged
properties.
The real estate market has shown strong resilience with
over 4.0% price growth in the year and a stable number of
transactions.
All properties are valued independently before each new
transaction approval, in accordance with the Group’s risk
management principles.
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The value of the property used as collateral for mortgages
that have been granted is updated quarterly by an
independent agency, using an automatic valuation system
in accordance with market practices and applicable
legislation.
Geographically, credit exposures are predominantly situated
in the southeast of the UK and the London metropolitan
area.
Geographical distribution
Dec.19 data

London
Midlands and East Anglia
North
Northern Ireland
Scotland
South East (excl. London)
South West, Wales and
Other

The distribution of the portfolio by type of borrower is shown
in the chart below:
Mortgage portfolio loan type
EUR million

the UK market for which Santander UK applies restrictive
policies in order to mitigate inherent risks. For example, a
maximum loan to value (LTV) of 50%, more stringent
approval criteria and assessment of payment capacity,
simulating the repayment of capital and interest rather
than solely interest.
• Flexible loans (7%): the contract for this type of loan
enables the customer to modify their monthly payments
or make additional drawdowns of funds up to a
previously pre-established limit, under various
conditions.
• Buy to let (6%): buy to let mortgages (purchase of a
property to be rented) account for a small percentage of
the total portfolio, with approval subject to strict risk
policies.
The strong performance of the mortgage portfolio is
reflected in the NPL ratio, which fell to 1.04% as of
December 2019 (-16 bp vs. year-end 2018).
The implementation of prudent approval policies has put
the simple average LTV of the portfolio at 43%. The
proportion of the portfolio with an LTV of between 85% and
100% is low, standing at around 5%. New business
performance does not show any sign of risk quality
deterioration.
The following charts show the LTV structure for the stock of
residential mortgages as of December 2019:
Loan to value
Dec.19 data

<50%
50-75%
75-85%
85-100%
>100%
Loan to value: relation between the amount of the loan and the appraised value
of the property. Based on indices.

A. First time buyer: customers who purchase a home for the first time.
B. Home mover: customers who change houses, with or without changing the
bank granting the loan.
C. Remortgage: customers who switch the mortgage from another financial
entity.
D. Buy to let: houses bought for renting out.

Santander UK offers a wide range of mortgage products
aligned with its policies and risk limits. The characteristics
of some of these products are described below:
• Interest only loans (23%): customer pays interest every
month and repays the capital at maturity. An appropriate
repayment vehicle such as a pension plan, mutual fund,
among others is required. This is a common product in
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The existing credit risk policies that are used explicitly forbid
loans regarded as high risk (subprime mortgages) and
establish strict requirements for credit quality, both for
transactions and customers.

Spain
General overview
Total credit risk at Santander Spain, including the real estate
unit, amounted to 213,668 million euros, 21% of the Group
total, with an appropriate level of diversification by both
product and customer segment.
In a context of lower economic and credit growth, new
business continues to increase in the segments of consumer
loans, SMEs and Corporates. Total credit risk decreased by
6.0% compared to December 2018, mainly due to lower
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financing extended to public administrations, wholesale
banking which also amortises faster than the growth of new
business in the individuals segment.
The NPL ratio for the total portfolio was 6.94% (6.58%
excluding the real estate unit), -38 bp less than in 2018.
This is the result of lower NPLs, which reduced the ratio by
-80 bp due to overall better performance, the cure of several
restructured positions and portfolio sales. However, this
positive effect was partially offset by the decrease observed
in the loan portfolio, which had an increasing effect on the
ratio of +47 bp.
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The Santander Spain portfolio is divided into the following
segments:
Portfolio segmentation
Dec.19 data

This credit quality improvement, together with proactive
portfolio management, has resulted in a slight decrease in
the coverage ratio, standing at 41% at year-end 2019 (-3 pp
vs. 2018) as the NPL reduction is focused on those loans
with higher expected loss.
The evolution of cost of credit follows the reduction in total
loans and a slight increase in provisions.

Residential mortgages performance
Residential mortgages at Santander Spain amounted to
60,557 million euros, representing 28% of total credit risk,
99.5% of which have a mortgage guarantee.
Residential mortgagesA
EUR million
Gross Amount
Without mortgage guarantee
With mortgage guarantee
of which non-performing
loans
Without mortgage guarantee
With mortgage guarantee

2019

2018

2017

60,557

61,453

62,571

306

545

532

60,251

60,908

62,039

2,581

2,425

2,511

14

54

147

2,567

2,371

2,364

A. Excluding SC Spain mortgage portfolio (1,679 million euros in December
2019 with doubtful debt of 68 million euros).

The NPL ratio for mortgages granted to households to
acquire a home was 4.26%, increasing 37 bp compared to
2018.

The mortgage portfolio for the acquisition of homes in Spain
is characterised by its medium-low risk profile, limiting
expectations of potential additional impairment:
• Principal is repaid on all mortgages from the start.
* Includes B. Popular and the real estate unit

• Early repayment is common so the average life of the
transaction is below that of the contract.
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• High quality of collateral, concentrated almost exclusively
in financing for first homes.
• The average affordability rate stood at 26%.
• 85% of the portfolio has an LTV of below 80%, calculated
as total risk/latest available home appraisal.
• All customers applying for a residential mortgage are
subject to a rigorous assessment of credit risk and
affordability. In evaluating the payment capacity or
affordability of a potential customer, the credit analyst
must determine if the income of the customer is
sufficient to meet the payment of the loan instalments
taking into consideration other income that the customer
may receive. In addition, the analyst must assess whether
the customer’s income will be stable over the term of the
loan.

United States
General Overview
Credit risk at Santander US increased to 105,792 million euros
at the end of December representing 10% of the Group total.
It comprises the following business units:
Business units segmentation
Dec.19 data

SBNA: Santander Bank N.A
SC USA: Santander Consumer USA
NYB - SIS: Santander Investment Securities
BSPR: Banco Santander Puerto Rico
BSI: Banco Santander International
DI < 30%

LTV < 40%

30% < DI < 40%

40% - 60%

DI > 40%

60% - 80%

Average 26%

80% - 100%
> 100%

(*) Debt to income: relation between the annual instalments and the
customer’s net income.
(**) Loan to value: percentage indicating the total risk/latest available home
appraisal.

In 2019, credit lending at Santander US continued to grow
(+15% vs. year end 2018). The most significant increases
were seen in the consumer portfolio (auto loans) of SBNA
and SC USA, as well as in the wholesale banking business of
SBNA and the New York branch (NYB).
The NPL ratio and cost of credit remain at moderate levels,
2.20% (-72 bp in the year) and 2.85% (-42 bp in the year),
respectively. The performance details of Santander US' main
units are described below.
Business units performance

Businesses portfolio

Santander Bank N.A.

Credit risk assumed directly with SMEs and Corporates
amounts to 134,508 million euros, representing the main
lending segment at Santander Spain with 63% of the total.
Most of the portfolio corresponds to customers who have
been assigned a credit analyst to monitor them
continuously throughout the risk cycle.

Santander Bank N.A. business is focused on retail and
commercial banking, representing 82% of total Santander
US), of which 41% is with individuals and approximately
59% with corporates. One of the main strategic goals is to
continue to encourage the further development of the
wholesale banking business, which represents 17% of the
business.

The portfolio is highly diversified, with no significant
concentrations by sector of activity.
The NPL ratio for this portfolio stood at 7.31% in December
2019. Despite the reduction in total risk, the NPL ratio fell
by 21 bp compared to December 2018, due to a better
performance, the normalisation of several restructured
positions in corporates and portfolio sales.
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Lending increased by 11% over 2019, with the wholesale
banking and consumer (auto) segments showing the
highest growth.
The NPL ratio decreased standing at 0.69% (-20 bp in the
year) in December. This reduction can be explained by the
proactive management of certain exposures and the
favourable macro trends reflected in the improvement of
customer credit risk profiles in the Corporates and
Individuals portfolios. The cost of credit increased to 0.35%
due to the normalisation of provisions in the Corporates
segment and the increase in auto loans.
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ratio grew to 175% (+20 pp in the year) on the back of the
reduction in NPLs.
The lease portfolio (a business carried out exclusively under
the FCA agreement and focused on customers with high
quality credit profiles) increased by 21% in the year, to
14,779 million euros, providing stable and recurring
earnings. The management and mitigation of residual value
remains a priority. At the end of December the mark-tomarket value of these vehicles was in line with the balance
sheet value.

Santander Consumer USA
Risk indicators for SC USA are higher than those of the other
United States units and of the Group, due to the nature of its
business, which focuses on auto financing through loans
and leases (97%), seeking to optimise the returns
associated with the risk assumed. SC USA´s lending also has
a smaller personal lending portfolio (3%).
In 2019, new loan production grew by 20% compared to
year-end 2018, maintaining quality standards. This growth
is supported mainly by the commercial relationship with the
Fiat Chrysler Automobiles (FCA) Group, which dates back to
2013, and reinforced in July 2019.
In the same period, new leases contracted by 12% returning
to normal levels.
The NPL ratio dropped to 6.16% (-158 bp in the year),
mainly due to the positive performance of the business and
higher used vehicle prices. Cost of credit, at the end of
December, stood at 9.42% (-59 bp in the year). An increase
that was partially mitigated by efficiency in recoveries and
the positive performance in vehicle prices. The coverage
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Brazil
General overview
Overall, Brazil´s economic growth slowed in 2019, but an
recovery is expected in 2020. The approved pension reform,
along with better prospects on structural reforms are lifting
confidence and supporting investment. Monetary policy is
expected to remain accommodative, in order to support
economic growth, provided that inflation expectations
remain anchored.
Credit risk in Brazil amounts to 88,893 million euros,
representing an increase of 5.6% compared to 2018.
Excluding the exchange rate effect, growth was 7%.
Santander Brazil accounts for 9% of the Group’s lending.
Growth was more pronounced in the retail segments with a
more conservative risk profile, based on customer
relationship and loyalty, as well as business attracted
through digital channels, where a significant increase was
recorded during the past year.
The NPL ratio stood at 5.32% as of December 2019 (+7 bp
compared to year-end 2018). This performance was due to
higher NPLs in the individuals and consumer portfolios.

Taking into account the performance seen in recent years,
the downward trend in the cost of credit continues, standing
at 3.93% at the end of December (-13 bp compared to yearend 2018), thanks to proactive risk management and strong
performance in the portfolios.
The coverage ratio stands at 100% (-7 pp vs. year-end
2018).
Santander Brazil´s loan portfolio is divided into the
following segments:
Portfolio segmentation
Dec.19 data

The loan portfolio is diversified and has an increasing
marked retail profile, with a 75% of loans extended to
individuals, consumer financing and companies.
Portfolio performance
In the Individuals loan segment, strong growth was
observed in all products. The market share of payroll loans
and mortgages increased (products with lower risk).
The increase in market share in the SME segment, is
noteworthy, especially in terms of foreign currency loans
and agricultural loans.
In order to monitor the credit quality of our loan portfolio
and prevent deterioration, one of the main credit risk
performance indicators tracked is the impairment ratio on
the lending portfolio, known as the ‘Over 90 ratio’.
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When comparing the ‘Over 90 ratio’, Santander continues to
show better performance than its local peers. This ratio
stood at 2.9% at the end of December 2019 (-20 pb vs.
year-end 2018), below the average of its competitors.
Over 90 total (%)
Dec.19 data
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After the markets close, exposures are re-calculated by
adjusting all transactions to their new time frame, adapting
the potential future exposure and applying mitigation
measures (netting, collateral, etc.), so that the exposures
can be controlled directly against the limits approved by
senior management. Risk control is performed through an
integrated system in real time, enabling the exposure limit
available with any counterparty, product and maturity and in
any of Santander’s subsidiaries to be known at any time.
Exposures to counterparty risk: over the counter (OTC)
transactions and organised markets (OM)
As of December 2019, total exposure on the basis of
management criteria in regard to the positive market value
after applying netting agreements and collateral for
counterparty risk activities was 7,265 million euros (net
exposure of 32,552 million euros).
Counterparty risk: exposure in terms of market value and
credit risk equivalent, including the mitigation effectA
EUR million

3.5 Other credit risk aspects

2019

2018

2017

Market value, netting effectB

37,365

29,626

31,162

Collateral receivedC

30,100

19,885

16,293

Market value with netting
effect and collateralD
Netting effectE

7,265

9,741

14,869

32,552

33,289

32,876

A. Figures under internal risk management criteria. Listed derivatives have a
market value of zero. No collateral is received for these types of transactions.
B. Market value used to include the effects of mitigation agreements to
calculate exposure for counterparty risk.
C. Included variation margin, initial margin and secured finance transactions
collateral.
D. Including the mitigation of netting agreements and deducting the collateral
received.
E. CRE (credit risk equivalent): net value of replacement plus the maximum
potential value, less collateral received.

Credit risk by activity in the financial markets
This section covers credit risk generated in treasury activities
with customers, mainly with credit institutions. Transactions
are undertaken through money market financial products
with different financial institutions and through counterparty
risk products, which serve the Group’s customer needs.
According to regulation (EU) 575/2013, counterparty credit
risk is the risk that a client in a transaction could default
before the definitive settlement of the cash flows of the
transaction. It includes the following types of transactions:
derivative instruments, transactions with repurchase
commitment, stock and commodities lending, transactions
with deferred settlement and financing of guarantees.
There are two methodologies for measuring this exposure:
(i) mark-to-market (MtM) methodology (replacement value
of derivatives) plus potential future exposure (add-on) and
(ii) the calculation of exposure using Montecarlo simulation
for some countries and products. The capital at risk or
unexpected loss is also calculated, i.e. the loss which, once
the expected loss has been subtracted, constitutes the
economic capital, net of guarantees and recoveries.
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In the following table, the distribution is shown, both in
nominal and market value terms, of the Group’s products
that generate counterparty credit risk. This risk, is mainly
concentrated in interest and exchange rate hedging
instruments:
Counterparty risk: Distribution by nominal risk and gross market valueA
EUR million
2019
Nominal

2018

Market value

Nominal

Positive

Negative

2017

Market value

Nominal

Positive

Negative

Market value
Positive

Negative

Credit derivativesB

29,805

312

1,357

22,464

130

875

30,231

303

95

Equity derivatives

27,887

2,481

1,836

62,802

2,951

1,840

62,657

1,633

3,395

Fixed income derivatives

23,136

119

177

6,766

110

45

8,660

89

13

Exchange rate derivatives

893,489

21,053

23,270

781,641

21,743

20,098

657,092

21,147

20,122

4,970,019

112,128

108,651

5,000,406

86,079

86,411

4,126,570

78,900

81,255

Interest rate derivatives

641

55

27

2

—

—

345

—

—

Total OTC derivatives

5,944,977

136,148

135,318

5,874,081

111,014

109,268

4,885,555

102,071

104,880

Derivatives organised
marketsC

167,803

955

917

109,695

902

1,129

154,904

—

—

Repos

143,163

4,334

2,722

149,006

2,352

2,466

165,082

2,374

2,435

Commodity derivatives

Securities lending
Total counterparty riskD

48,786

17,490

23,652

43,675

12,425

22,272

54,923

9,449

4,124

6,304,729

158,927

162,609

6,176,457

126,693

135,136

5,260,464

113,893

111,439

A. Figures under internal risk management criteria.
B. Credit derivatives acquired including hedging of loans.
C. Refers to transactions involving listed derivatives (proprietary portfolio). Listed derivatives have a market value of zero. No collateral is received for these types of
transactions.
D. Spot transaction not included.

The Group’s derivatives transactions focus on terms of less
than five years, repos and securities loans maturing in less
than one year, as the following chart shows:
Counterparty risk: Distribution of nominal risk by maturityA
EUR million. Dec.19 data
Up to 1
year

Up to 5
years

Up to 10 More than
years 10 years

Credit derivativesB

41%

51%

4%

Equity derivatives

73%

25%

2%

Fixed income derivatives

77%

23%

—

Exchange rate derivatives

56%

26%

13%

Interest rate derivatives

32%

40%

18%

Commodity derivatives

74%

26%

—

Total OTC derivatives

36%

38%

18%

Derivatives organised marketsC

67%

31%

2%

Repos

93%

7%

Securities lending

98%

2%

Total counterparty risk

38%

37%

4%
—
—

TOTAL
29,805
27,887
23,136

5%

893,489

9%

4,970,019

—
9%

641
5,944,977

—

167,803

—

—

143,163

—

—

48,786

17%

8%

6,304,729

A. Figures under internal risk management criteria.
B. Credit derivatives acquired including hedging of loans.
C. Refers to transactions involving listed derivatives (proprietary portfolio). Listed derivatives have a market value of zero. No collateral is received for these types of
transactions.
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Counterparty credit risk exposure is concentrated in
customers with high credit quality (90.8% of counterparty
risk with a rating equal to or higher than A), and mainly with
financial institutions (24%) and clearing houses (69%).

Risk management
and control

Distribution of counterparty risk by customer rating (in
nominal terms)A

The collateral received by the Group under the different
types of collateral agreements (CSA, OSLA, ISMA, GMRA,
etc.) amounted to 30,100 million euros of which 14,409
million euros related to collateral received for derivatives,
mostly cash (40.6%). The rest of the collateral types are
subject to strict quality policies regarding the issuer type and
its rating, debt seniority and haircuts applied.

Rating

In geographical terms, the collateral received is distributed
as shown in the following chart:

Dec.19 data

%

AAA

0.84%

AA

15.63%

A

74.37%

BBB

8.62%

BB

0.49%

B

0.04%

Other

Collateral received. Geographic distribution
Dec.19 data

—

A. Ratings based on internally defined equivalences between internal ratings
and credit agency ratings.

Transactions with clearing houses and financial institutions
are carried out under netting and collateral agreements, and
constant efforts are made to ensure that all other
transactions are covered under this type of agreement. The
collateral agreements that the Group signs are bilateral with
few exceptions, mainly with multilateral institutions and
securitisation funds, in which case agreements are unilateral
in favour of the customer.
Counterparty risk by customer segment
Dec.19 data

Clearing houses
Financial Institutions
Corporates/Project
Finance
Sovereign/supranational
Commercial banking/
Individuals

Spain
UK
Mexico
Brazil
Chile

As a result of the risk associated with the credit exposure
with each counterparty, the Group includes a valuation
adjustment for over the counter (OTC) derivatives. This is a
result of the risk associated with credit exposure assumed
with each counterparty (i.e. a Credit Valuation Adjustment CVA) and a valuation adjustment due to the risk relating to
the Group itself assumed by counterparties on OTC
derivatives (i.e. Debt Valuation Adjustment -DVA).
As at December 2019, there were CVAs of 272.1 million
euros (-22.4% compared to December 2018) and DVAs of
171.0 million euros (-34.6% compared with 2018). The
decrease is mainly due improvements in the credit quality of
the counterparties, which has led to the fall of credit spreads
by approximately 40% in the most liquid terms.
The definition and methodology for calculating the CVA and
DVA are set out in the section 4.2 ‘Trading market risk
management' - Credit Valuation Adjustment (CVA) and Debt
Valuation Adjustment (DVA)’ in this chapter.
Counterparty risk, organised markets and clearing houses

Collateral is used for reducing counterparty risk. These are a
series of instruments with a certain economic value and high
liquidity that are deposited/transferred by a counterparty in
favour of another, in order to guarantee/reduce the credit
risk of the counterparty that could result from portfolios of
derivatives with cross-risk.
The transactions subject to the collateral agreement are
regularly valued (normally daily) applying the parameters
defined in the contract so that a collateral amount is
obtained (usually cash or securities), which is to be paid to or
received from the counterparty.

The Group’s policies seek to anticipate, whenever possible,
the implementation of measures resulting from new
regulations regarding transactions with OTC derivatives,
repos and securities lending, whether settled through
clearing houses or traded bilaterally. In recent years, there
has been a gradual standardisation of OTC transactions in
order to conduct clearing and settlement of all new trading
transactions through clearing houses, as required by the
recent regulation and to foster internal use of electronic
execution systems.
At Santander, we actively manage transactions not settled
through clearing houses and seek to optimise volumes,
given the spread and capital requirements under new
regulations.
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Regarding organised markets, regulatory credit exposure
has been calculated for such transactions since 2014 and the
entry into force of the new CRD IV (Capital Requirements
Directive) and CRR, transposing the Basel III principles for
calculating capital, even though counterparty risk
management does not consider credit risk on such
transactions.
The following tables show the weighting of trades settled
through clearing houses as a portion of total counterparty
risk at December 2019:
Distribution of counterparty risk by settlement channel and product typeA
Nominal in EUR million
Bilateral
Nominal
Credit derivatives

18,249

Equity derivatives
Fixed income derivatives

CCPB
%

Nominal

Organised marketsC
%

Nominal

61.2%

11,556

38.8%

—

27,518

38.5%

370

0.5%

43,514

23,136

100.0%

—

Exchange rate derivatives

850,130

94.7%

43,358

4.8%

Interest rate derivatives

882,764

17.3%

4,087,255

80.3%

Commodity derivatives
Repos
Securities lending
Total

641

87.2%

—

119,231

83.3%

23,933

48,786

100.0%

1,970,455

—
4,166,472

—

—

%

Total

—

29,805

60.9%

71,401

—

23,136

4,397

0.5%

897,886

119,798

2.4%

5,089,817

—

94

12.8%

16.7%

—

—

—

—

—

167,803

735
143,163
48,786
6,304,729

A. Figures under internal risk management criteria.
B. Central counterparties (CCP).
C. Refers to transactions involving listed derivatives (proprietary portfolio). Listed derivatives have a market value of zero. No collateral is received for these types of
transactions.

Distribution of risk settled by CCP and organised markets,
by productA

Concentration risk

Nominal in EUR million
2019

2018

2017

Credit derivatives

11,556

4,231

2,524

Equity derivatives

370

32,229

26,088

Fixed income derivatives

—

—

—

43,358

36,928

1,592

Interest rate derivatives

4,087,255

4,025,674

2,950,796

Commodity derivatives

—

2

124

23,933

41,492

64,086

—

—

—

4,166,472

4,140,556

3,045,210

Exchange rate derivatives

Repos
Securities lending
Total

A. Figures under internal risk management criteria.

Credit derivatives activity
The Group uses credit derivatives to cover loans, our
customers’ business in the financial markets and in its
trading activities. The volume of this activity is small in
terms of the notional (0.5% of total counterparty risk
notional) and, is subject to a solid set of internal controls and
procedures to minimise operational risk.
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Concentration risk control is a vital part of our management.
The Group continuously monitors the degree of
concentration of its credit risk portfolios using various
criteria: geographic areas and countries, economic sectors
and groups of customers.
The board, via the risk appetite framework, determines the
maximum levels of concentration, as described in the risk
appetite framework and structure of limits in section 2.4
‘Management processes and tools’.
In line with these maximum levels and limits, the executive
risk committee establishes the risk policies and reviews the
appropriate exposure levels for the effective management of
the degree of concentration in Santander’s credit risk
portfolios.
As indicated in the key metrics section of this chapter, in
geographical terms, credit risk with customers is diversified
in the main markets where the Group operates (United
Kingdom 27%, Spain 21%, United States 10%, Brazil 9%,
etc.).
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In terms of diversification by sector, approximately 56% of
the Group’s credit risk corresponds to individual customers,
who, due to their inherent nature, are highly diverse. In
addition, the lending portfolio is well distributed, with no
significant concentrations in specific sectors. The following
chart shows the distribution at December 2019:
Diversification by economic sectorA
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The Group’s Risk division works closely with the Financial
division to actively manage credit portfolios. Its activities
include reducing the concentration of exposures through
various techniques, such as using credit derivatives and
securitisations to optimise the risk-return relationship of the
entire portfolio.

Country risk
Country risk is a component of credit risk in all cross-border
credit transactions arising from circumstances other than
usual business risks. The main elements involved are
sovereign risk, transfer risk and other risks that affect
international financial activity (wars, natural disasters,
balance of payments crises, among others).
The Group takes into account these three elements of
country risk in the calculation of provisions, through its loss
forecasting models and considering the additional risk
arising from cross-border transactions.
As at 31 December 2019, the provisionable exposure due to
country risk stood at similar levels compared to the previous
year, amounting to 296 million euros (285 million euros in
2018). Total provisions at year-end 2019 stood at EUR 21
million compared to 25 million euros at the end of 2018.

Agriculture, livestock,
forestry and fishing
Extractive industries
Manufacturing industry

Information and
communications
Financial and insurance
activities
Real estate activities

Electricity, gas and water
production and distribution
Construction

Professional, scientific and
technical activities
Administrative activities

Trade and repairs

Public administration

Transport and storage

Other social services

Hotels and restaurants

Other services

A. Excluding individuals and reverse repos.

The Group must adhere to the regulation on large risks
contained in the CRR, according to which the exposure
contracted by an entity with a customer or group of
associated customers will be considered a large exposure
when its value is equal to or greater than 10% of eligible
capital. In addition, in order to limit large exposures, no
entity may assume exposures exceeding 25% of its eligible
capital with a single customer or group of associated
customers, having factored in the credit risk reduction effect
contained in the regulation.
The application of risk mitigation techniques, resulted in no
groups triggering these thresholds at the end of September.
Regulatory credit exposure with the 20 largest groups within
the scope of large risks represented 4.65% of the
outstanding credit risk with customers (lending to
customers and off-balance sheet risks) as of December
2019.

The principles of country risk management continued to
follow criteria of maximum prudence; country risk is
assumed very selectively in transactions that are clearly
profitable for the Group, and which enhance the global
relationship with our customers.

Sovereign risk including risk vis-à-vis the rest of public
administrations
Sovereign risk is the risk contracted in transactions with a
central bank, including the regulatory cash reserve
requirement, issuer risk with the Treasury (public debt
portfolio) and the risk arising from transactions with public
institutions with the following features: their funds only
come from the state’s budget income and activities are of a
non-commercial nature.
These historic Group criteria, differ in some respects from
those applied by the European Banking Authority (EBA) in its
regular stress test exercises. The main differences are that
the EBA’s criterion does not include deposits with central
banks, exposures with insurance companies, indirect
exposures via guarantees and other instruments. On the
other hand, the EBA does include public administrations in
general, including regional and local bodies, not only the
central state sector.
According to the Group’s management criteria, local
sovereign exposure in currencies other than the official
currency of the country of issuance is not significant (12,187
million euros, 5.3% of total sovereign risk), and exposure to
non-local sovereign issuers involving cross-border1 risk is
even less significant (4,269 million euros, 1.8% of total
sovereign risk).
Sovereign exposure in Latin America is mostly in local
currency and recognised in the local accounts with
predominantly short-term maturities.

1. Countries that are not considered low risk by Banco de España.
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Over the past few years, total exposure to sovereign risk has
remained aligned with the regulatory requirements and
strategic reasons that support the management of this
portfolio.
The movements observed in the different countries exposure
is therefore explained by the Group's liquidity management
strategy and the hedging of interest and exchange rates
risks. Santander has a diversified international exposure
among different countries with diverse macroeconomic
perspectives and thus, dissimilar growth, interest and
exchange rates scenarios.
The investment strategy for sovereign risk also takes into
account the credit quality of each country when setting the
maximum exposure limits. The following table shows the
percentage of exposure by rating levels2:
2019

2018

2017

AAA

20%

11%

14%

AA

24%

20%

21%

A

18%

31%

27%

BBB

15%

13%

12%

Lower than BBB

23%

25%

27%

Sovereign Exposure at the end of December 2019 is shown
in the table below (million euros):
2019

2018

Portfolio
Financial assets held for
trading and Financial
assets designated as FV
with changes in results

Financial assets
at fair value
through other
comprehensive
income

5,204

Spain
Portugal
Italy
Greece
Ireland
UK
Poland
Rest of Europe

Total net direct
exposure

Total net direct
exposure

19,961

10,201

—

35,366

49,640

(746)

5,450

3,985

—

8,689

8,753

643

1,631

461

—

2,735

261

—

—

—

—

—

—

—

Rest Eurozone

NonFinancial trading financial assets
assets at mandatorily at fair value
amortised cost
through profit or loss

—

—

—

—

—

(313)

1,679

443

—

1,809

2,778

740

1,402

8,221

—

10,363

10,869

22

8,313

31

—

8,366

11,229

120

659

—

777

329

794

10,463

5,042

—

16,299

8,682

Brazil

3,483

21,250

4,265

—

28,998

27,054

Mexico

4,366

8,350

957

—

13,673

10,415

320

2,759

381

—

3,460

1,776

9

249

771

—

1,029

893

US

Chile
Rest of America
Rest of the World
Total

2. Internal ratings are applied.
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(2)

—

3,832

981

—

4,813

6,222

14,520

85,459

36,398

—

136,377

138,901
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4. Trading market risk,
structural and liquidity risk
4.1 Introduction
This section provides information about the risk
management and control activities related to market risk as
well as the evolution of the Group’s market risk profile in
2019, distinguishing between trading activity, structural
risks and liquidity risks. It also briefly describes the main
methodologies and metrics used by Santander Group in this
regard.
The perimeter of activities subject to market risk
encompasses those transactions where risk is assumed as a
consequence of potential variations in market factors interest rates, inflation rates, exchange rates, stock prices,
credit spreads, commodity prices and the volatility of each
of these elements -, as well as liquidity risk from the
various products and markets in which the Group operates
and balance sheet liquidity risk. Therefore, they include
trading risks and structural risks, as both are affected by
market shifts.
• Interest rate risk arises from the possibility that changes
in interest rates could adversely affect the value of a
financial instrument, a portfolio or the Group as a whole.
It affects loans, deposits, debt securities, most assets and
liabilities in the trading books and derivatives, among
others.
• Inflation rate risk originates from potential changes in
inflation rates that could adversely affect the value of a
financial instrument, a portfolio or the Group as a whole.
It affects instruments such as loans, debt securities and
derivatives, where the return is linked to future inflation
values or to a change in the current rate.
• Exchange rate risk is defined as the sensitivity to
potential movements in exchange rates of a position’s
value that is denominated in a different currency than the
base currency. Hence, a long or open position in a foreign
currency may produce a loss if that currency depreciates
against the base currency. Among the exposures affected
by this risk are the Group’s investments in subsidiaries in
non-euro currencies, as well as any transactions in
foreign currency.
• Equity risk is the sensitivity of the value of open positions
in equities to adverse movements in their market prices
or future dividend expectations. Among others, this
affects positions in shares, stock market indices,
convertible bonds and derivatives with shares as the
underlying asset (put, call, equity swaps, among others).
• Credit spread risk is the risk or sensitivity of the value of
open positions in fixed income securities or in credit
derivatives to movements in credit spread curves or

recovery rates associated with specific issuers and types
of debt. The spread is the difference between financial
instruments with a quoted margin over other benchmark
instruments, mainly the internal rate of return (IRR) of
government bonds and interbank interest rates.
• Commodities price risk is the risk derived from the effect
of potential changes in commodities prices. The Group’s
exposure to this risk is not significant and mainly comes
from our customers’ derivative transactions on
commodities.
• Volatility risk is the risk or sensitivity of the value of a
portfolio to changes in the volatility of risk factors:
interest rates, exchange rates, shares and credit spreads.
This risk is incurred by all financial instruments where
volatility is a variable in the valuation model. The most
significant case is the financial options portfolio.
All these market risks can be partly or fully mitigated by
using derivatives such as options, futures, forwards and
swaps.
In addition, there are other types of market risk that
require more complex hedging. For example:
• Correlation risk. Sensitivity of the portfolio to changes in
the relationship between risk factors (correlation), either
of the same type (for example, two exchange rates) or
different types (e.g. an interest rate and the price of a
commodity).
• Market liquidity risk. This risk arises when a Group
subsidiary or the Group as a whole cannot reverse or
close a position in time without having an impact on the
market price or the transaction cost. Market liquidity risk
can be caused by a reduction in the number of market
makers or institutional investors, the execution of a large
volume of transactions, or market instability. Additionally,
this risk could increase depending on how the different
exposures are distributed among certain products and
currencies.
• Pre-payment or cancellation risk. Some on-balancesheet instruments (such as mortgages or deposits) may
have associated options that allow the holder to buy, sell
it or otherwise alter its future cash flows. This may result
in mismatches arising in the balance sheet, which may
pose a risk since cash flows may have to be reinvested at
an interest rate that is potentially lower (assets) or higher
(liabilities).
• Underwriting risk. This is the consequence of an entity’s
involvement in the underwriting or placement of
securities or other types of debt, when the entity
assumes the risk of having to partially acquire the issued
securities when the placement has not been taken up in
full by potential buyers.
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In addition to the above market risks, balance sheet liquidity
risk must also be considered. Unlike market liquidity risk,
balance sheet liquidity risk is defined as the possibility of
not meeting payment obligations on time, or doing so at an
excessive cost. Among the losses caused by this risk are
losses due to forced sales of assets or margin impacts due
to the mismatch between expected cash inflows and
outflows.
Pension and actuarial risks also depend on potential shifts
in market factors. Further details are provided at the end of
this section.
The Group has several projects underway to ensure
compliance with the obligations related to the Basel
Committee’s Fundamental Review of the Trading Book, and
the EBA guidelines on balance sheet interest rate risk. The
goal of these projects is to have the best tools for
controlling and managing market risks available for both,
managers and control units, all within a governance
framework that is appropriate for the models used and the
reporting of risk metrics. These projects allow the
requirements related to regulatory demands for these risk
factors to be met.

4.2 Trading market risk
management
Limits management and control system
Market risk functions monitor market risk positions on a
daily basis to ensure that they remain within the approved
management limits. In addition, daily monitoring is
performed to assess the performance of market risk metrics
and any major changes. Periodic reports are produced and
distributed based on this assessment to ensure the proper
monitoring of market risk activities within the Group and to
inform the senior management and other internal and
external stakeholders.
Setting the aforementioned trading market risk limits is a
dynamic process, which is determined by the Group’s
predefined risk appetite levels (as described in the 'Risk
appetite and structure of limits' paragraph in section 2.4
‘Management processes and tools’). This process is part of
the annual limits plan that is fostered by the Group’s senior
management and includes all of our subsidiaries.
The market risk limits are established based on different
metrics and are intended to cover all activities subject to
market risk from many perspectives, applying a prudent
approach. These are:
• Value at Risk (VaR) and Stressed VaR limits.
• Limits of equivalent and/or nominal positions.
• Interest rate sensitivity limits.
• Vega limits.
• Delivery risk limits for short positions in securities (fixed
income and securities).
• Limits to constrain the volume of effective losses or
protect results generated during the period:
Loss trigger.
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Stop loss.
• Credit limits:
Total exposure limit.
Jump to default by issuer limit.
Others.
• Limits for origination transactions.
These general limits are complemented by other sub-limits
to establish a sufficiently granular structure that allows for
effective control of the market risk factors to which the
Group is exposed in its trading activities. Positions are
monitored on a daily basis for each subsidiary and also at
the trading desk level, as well as globally with an
exhaustive control of those changes observed in both
portfolios and trading desks, so as to identify any potential
events that might need immediate correction, and thus
comply with the Volcker Rule.
Three categories of limits are established based on the
scope of approval and control: global approval and control
limits, global approval limits with local control, and local
approval and local control limits. The limits are requested by
the business executive of each country/entity, considering
the particular nature of the business and the established
budget targets, seeking consistency between the limits and
the risk/return ratio. The limits are approved by the
corresponding risk bodies as defined in their governance
process.
Business units must comply with the approved limits at all
times. In the event of a limit being breached, the local
business executives have to explain, in writing and on the
same day, the reasons for the excess and the action plan to
correct the situation, which in general could consist of
reducing the position until it reaches the defined limits or
setting out the strategy that justifies a limit increase.

Methodologies
a) Value at Risk (VaR)
The standard methodology applied in the Group for risk
management and control purposes related to its trading
activities is Value at Risk (VaR), which measures the
maximum expected loss with a certain confidence level and
time frame.
The standard for historic simulation is a confidence level of
99% and a one day time frame. Statistical adjustments are
applied enabling the most recent developments affecting
the levels of risk assumed to be incorporated efficiently and
on a timely manner. A time frame of two years or at least
520 days from the reference date of the VaR calculation is
used. Two figures are calculated every day: one applying an
exponential decay factor that allocates less weight to the
observations furthest away in time and another with the
same weight for all observations. The higher of the two is
reported.
Simultaneously the Value at Earnings (VaE) is calculated,
which measures the maximum potential gain with a certain
level of confidence and specific time frame, applying the
same methodology as for VaR.
VaR by historic simulation has many advantages as a risk
metric, it sums up in a single number the portfolio’s market
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risk, it is based on market movements that really occurred
without the need to make assumptions of functions forms
or correlations between market factors, but it also has its
limitations.
Some limitations are intrinsic to the VaR metric, regardless
of the methodology used in its calculation. For example:
• The VaR calculation is calibrated at a certain level of
confidence, which does not indicate the levels of potential
losses beyond it.
• There are some products in the portfolio with a liquidity
horizon greater than that specified in the VaR model.
• VaR is a static analysis of the portfolio risk, and the
situation could change significantly during the following
day, although the likelihood of this occurring is very low.
Using the historic simulation methodology also has its
limitations:
• High sensitivity to the historic window used.
• Inability to capture plausible events that would have
significant impact, if these do not occur in the historic
window used.
• The existence of valuation parameters with no market
input (such as correlations, dividend and recovery rate).
• Slow adjustment to new volatilities and correlations, if
the most recent data receives the same weight as the
oldest data.
Some of these limitations are overcome by using Stressed
VaR and Expected Shortfall, calculating VaR with
exponential decay and applying conservative valuation
adjustments. Furthermore, as previously stated, the Group
regularly conducts analyses and backtesting to assess the
accuracy of the VaR calculation model.
b) Stressed VaR (sVaR) and Expected Shortfall (ES)
In addition to standard VaR, Stressed VaR is calculated daily
for the main portfolios. The calculation methodology is the
same as for VaR, with the two following exceptions:
• The historical observation period for the factors: when
calculating stressed VaR a window of 260 observations is
used over a continuous period of stress for the portfolio in
question, rather than 520 for VaR. However, this is not the
most recent data: instead, the data used is from a
continuous period of stress for the portfolio in question.
This is calculated for each major portfolio by analysing
the history of a subset of market risk factors selected
based on expert judgement and the most significant
positions in the books.
• Unlike VaR, stressed VaR is obtained using the percentile
with uniform weighting, not the higher of the percentiles
with exponential and uniform weightings.
Moreover, the Expected Shortfall is also calculated by
estimating the expected value of the potential loss when
this is higher than the level set by VaR. Unlike VaR, ES has
the advantage of capturing the risk of large losses with a
low probability (tail risk) and being a sub-additive metric.
The Basel Committee considers that ES with a 97.5%
confidence interval delivers a similar level of risk to VaR at a
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99% confidence interval. ES is calculated by applying
uniform weights to all observations.
c) Scenario analysis
The Group uses other metrics and tools in addition to VaR,
to provide greater control over the risks it faces in the
markets where it is active. These include scenario analysis,
which consists in defining alternative behaviours for various
financial variables to obtain the impact on results of
applying these scenarios. These scenarios may replicate
events that occurred in the past (such as a crisis) or
determine plausible alternatives that are unrelated to past
events.
The potential impact on earnings under different stress
scenarios is regularly calculated and analysed, particularly
for trading portfolios, considering the same risk factor
assumptions. A minimum of three scenarios are defined:
plausible, severe and extreme. Taken together with VaR,
these reveal a much more complete spectrum of the risk
profile.
d) Gauging and backtesting measures
Regulation establishes that the VaR model should
accurately capture all material risks. Given that Value at Risk
uses statistical techniques under normal conditions, for a
certain confidence level and for a defined time horizon, the
maximum potential loss estimated can differ from real
losses. Therefore, the Group regularly analyses and
contrasts the accuracy of the VaR calculation model to
confirm its reliability.
To assess the accuracy of the VaR model, internal
backtesting, VaR contrast measures, and hypothetical
portfolio analysis for subsidiaries covered by the internal
market risk model are conducted by market risk functions,
among other tests. In addition, for those subsidiaries with
an approved internal model, regulatory backtesting is
performed in order to identify the number of overshootings
(when the daily loss or profit exceeds VaR or VaE), that will
impact the calculation of market risk regulatory capital
requirements.
Backtesting is designed to assess the general quality or
effectiveness of the risk measurement model by comparing
the VaR (Value at Risk) measures with P&L results. The
Group performs back testing analysis by comparing the
daily VaR/VaE obtained on D-1 with the following P&L
obtained on D:
• Economic P&L: refers to the P&L calculated on the basis
of end-of-day mark-to-market or mark-to-model values.
This test is used to check, whether the VaR/VaE
methodology used by the entity to measure and
aggregate risk is adequate.
• Actual P&L: refers to the daily P&L calculated based on a
comparison between the portfolio's end-of-day value and
its actual value at the end of the subsequent day, includes
the profit and loss stemming from intraday activities,
excluding fees, commissions, and net interest income.
This P&L is used for regulatory purposes, to count
regulatory overshootings.
• Hypothetical P&L: refers to the daily P&L calculated by
comparing the portfolio's end- of-day value and its value
at the end of subsequent day, assuming unchanged
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positions. In this case, the time effect is not considered,
so that it is consistent with VaR. This backtesting is used
to check whether the portfolios are regularly subjected to
an intra-day risk which is not reflected in the closing
positions, and, therefore, not reflected in VaR. This
backtesting is also used for regulatory purposes to count
regulatory overshootings.
• Theoretical P&L: calculated using the market risk
calculation engine, without taking into account intra-day
results, changes in portfolio positions or the passage of
time (Theta). This P&L is used exclusively to test the
quality of the internal VaR model.
Regulatory backtesting is performed on a daily basis at least
at the overall portfolio unit level and one portfolio level
below. Internal (not regulatory) backtesting exercises are
performed daily, weekly or monthly based on its granularity
of the portfolio level considered.
The number (or proportion) of overshootings registered is
one of the most intuitive indicators in order to establish the
goodness of fit of a model. Regulatory backtesting is
calculated for a historic period of one year (250 days) and at
a VaR confidence level of 99%. Between two and three
overshootings per year are expected. For the calculation of
market risk regulatory capital, the regulatory K3 is obtained
depending on the maximum number of overshootings
between actual and hypothetical backtestings.
e) Analysis of positions, sensitivities and results
At Santander, positions are used to quantify the net volume
of market securities for the transactions in the portfolio,
grouped by main risk factor, considering the delta value of
any futures or options. All risk positions can be expressed in
the base currency of the local unit and the currency used for
standardising information. Daily monitoring of changes in
positions is carried out to detect any incidents so that they
can be corrected immediately.
Measurements of market risk sensitivity estimate the
variation (sensitivity) of the market value of an instrument
or portfolio to any change in a risk factor. The sensitivity of
the value of an instrument to changes in market factors can
be obtained using analytical approximations through partial
derivatives or through a complete revaluation of the
portfolio.
Furthermore, the daily formulation of the income statement
by the Risk area is an excellent indicator of existing risks, as
it allows the impact of changes in financial variables on
portfolios to be identified.
f) Derivatives activities and credit management
The control of derivative activities and credit management is
also noteworthy, which due to its atypical nature, are
conducted daily with specific measures. Firstly, the Group
controls and monitors the sensitivity to price movements of
the underlying asset (Delta and Gamma), volatility (Vega4)
and time (Theta). Secondly, measures such as sensitivity to
the spread, jump-to-default, concentrations of positions by
level of rating, among others are reviewed systematically.

For credit risk inherent to trading portfolios, and in
accordance with the recommendations of the Basel
Committee and prevailing regulations, an additional metric
is also calculated: incremental risk charge (IRC).
IRC seeks to cover default risks and ratings migration that
are not adequately captured in VaR, through variations in
the corresponding credit spreads. This metric is essentially
applied to fixed-income bonds, both public and private,
derivatives on bonds (forwards, options, etc.) and credit
derivatives (credit default swaps, asset backed securities,
etc.). IRC is calculated using direct measurements of loss
distribution tails at an appropriate percentile (99.9%), over
a one-year horizon. Montecarlo methodology is used,
applying one million simulations.
g) Credit valuation adjustment (CVA) and debit valuation
adjustment (DVA)
The Group incorporates CVA and DVA when calculating the
trading portfolio results. The CVA is a valuation adjustment
for over the-counter (OTC) derivatives, resulting from the
risk associated with the credit exposure assumed with each
counterparty.
It is calculated taking into account the potential exposures
with each counterparty at each future maturity. The CVA for
a particular counterparty is the sum of the CVA for all its
maturities. To calculate this metric, the following inputs are
considered: expected exposure, loss given default,
probability of default and a discount factor curve.
Debit valuation adjustment (DVA) is a valuation adjustment
similar to the CVA, but in this case as a result of the Group
risk that our counterparties assume in OTC derivatives.

4.3 Trading market risk key
metrics
Risk levels in trading activity remained at low levels in
2019, in a complex environment marked by uncertainty
arising from trade disputes, low interest rates, Brexit, and
other geopolitical risks in several units. The exposure levels
in trading portfolios are low compared to previous years in
all risk factors.
Risks of trading activities arise mainly from activities with
customers in non-complex instruments, concentrated in
hedging of interest rate and exchange rate risks.
Contribution to overall risk of proprietary positions in
trading portfolios is substantially lower than in previous
years.

3. K: Parameter used for calculating the consumption of regulatory capital due to market risk.
4. Vega, a Greek term, is the sensitivity of the value of a portfolio to changes in the price of market volatility
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In 2019, in general, there was a low level of consumption of
the limits established for trading activities, which are set in
accordance with the risk appetite defined in the Group for
this type of activity. Lower risk levels are also evident even
under stressed scenarios, as seen in the loss results in the
stress tests regularly carried out to assess any risks not
reflected in the usual metrics to control and monitor trading
risks.

Capital requirements for market risk
Capital requirements for market risk are determined
through both internal and standardised models.
At year-end 2019 Santander Group received authorisation
from the ECB to use the internal market risk model for the
calculation of regulatory capital in the trading books of
Spain, Chile and Mexico as well as approval to extend
Spain’s internal model to Santander London Branch. The
Group aims to gradually extend this approval to the rest of
our subsidiaries and is closely working with the ECB to
achieve this goal, as well as in the analysis of new
requirements described in the recently published Basel
Committee documentation aimed to strengthen the capital
position of financial institutions.
In this respect, Santander has launched a global initiative,
the Market Risk Advanced Platform (MRAP), to transform
and strengthen our current market risk infrastructure in line
with the new market risk regulatory framework (FRTB)
requirements and to adapt our market risk internal models
to the latest TRIM (Targeted Review of Internal Models)
guidelines and supervisory expectations.
This program follows a multi-disciplinary and multigeographical approach, with the involvement of all our
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entities with market risk activities and the participation of
all relevant stakeholders, including Market Risk, IT, Front
Office, Finance and Regulatory Affairs.
MRAP program comprises significant enhancements in
functional & IT architecture and operating models across
the Group, generating synergies between all initiatives and
resources.
The Group's consolidated regulatory capital under the
internal market risk model is therefore computed as the
sum of the regulatory capital of those subsidiaries that have
the necessary approval from the ECB. This is a conservative
criterion when consolidating the Group’s capital, as it takes
no account of the capital savings arising from the
geographic diversification effect.
As a result of this approval, trading activity regulatory
capital for the perimeter concerned is calculated with
advanced approaches, using VaR, Stressed VaR and IRC
(incremental risk charge) as the fundamental metrics, in
line with the new requirements under the Basel Accords
and, specifically, the CRR.

VaR analysis
During the year, the Group continued its strategy of
focusing its trading activity on customer business,
minimising, where possible, exposure to directional risk in
net terms and maintaining its diversification by geography
and risk factor. This is reflected in the VaR of the SCIB
trading book, which, despite the volatility in the markets,
particularly in terms of interest rates and exchange rates,
was mostly below its average trend in the last three years,
ending December at 10.3 million euros.

VaR 2017-2019
EUR million. VaR at 99% over a one day horizon
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In 2019, VaR fluctuated between 21.6 million euros and 7.1
million euros. The most significant changes were related to
variations in exchange and interest rate exposures and also
market volatility.
The average VaR in 2019 was 12.1 million euros, slightly
above 2018 but lower than in 2017 (9.7 million euros in
2018 and 21.5 million euros in 2017).
Risk per factor
The following table displays the latest and average VaR
values at 99% by risk factor over the last three years, the
lowest and highest values in 2019 and the ES at 97.5% as of
the end of December 2019:
VaR statistics and Expected Shortfall by risk factorA
EUR million. VaR at 99% and ES at 97.5% with one day time horizon
2019

2018

VaR (99%)
Min

Average

ES (97.5%)

Max

Latest

Total Trading

7.1

12.1

21.6

Diversification effect
Interest rate
Equities
Exchange rate
Credit spread
Commodities

(4.3)
6.6
1.0
1.8
2.1
—

(8.2)
10.0
2.9
3.9
3.4
—

(24.6)
17.6
15.3
8.4
4.8
0.1

Total Europe

4.2

6.3

11.6

Diversification effect
Interest rate
Equities
Exchange rate
Credit spread
Commodities

(2.9)
3.6
0.4
1.0
2.1
—

(6.9)
6.0
1.9
1.9
3.4
—

(15.2)
12.8
5.1
3.8
5.1
—

Latest

10.3
(9.9)
9.2
4.8
2.6
3.5
—
10.1
(8.3)
8.2
4.9
1.9
3.5
—

2017

VaR
Average

VaR
Latest

Average

9.5

9.7

11.3

21.5

(8.8)
7.6
4.6
2.8
3.2
—

(9.3)
9.4
2.4
3.9
3.4
—

(11.5)
9.7
2.8
6.2
4.1
—

(8.0)
16.2
3.0
6.6
3.6
—

Latest
10.2
(7.6)
7.9
1.9
3.3
4.6
—

6.8

5.0

5.5

6.8

6.3

(8.8)
6.5
4.4
1.4
3.2
—

(6.7)
5.0
1.1
1.7
3.9
—

(8.2)
5.8
1.2
2.1
4.6
—

(6.1)
6.1
1.1
2.0
3.7
—

(6.1)
5.7
0.5
1.4
4.7
—

Total North America

1.5

3.5

5.1

3.8

4.0

7.2

8.3

7.6

4.3

Diversification effect
Interest rate
Equities
Exchange rate

(0.4)
1.5
0.1
0.4

(1.3)
2.6
0.2
2.0

(3.6)

(2.1)
3.4
0.1
2.4

(1.2)
2.6
0.1
2.4

(4.8)
6.4
0.1
5.5

(2.7)
7.7
—
3.3

(4.7)
7.6
0.4
4.2

(3.5)
4.6
0.0
3.3

Total South America

5.5

9.5

20.7

6.0

6.1

7.2

Diversification effect
Interest rate
Equities
Exchange rate

(0.4)
4.9
0.4
0.6

(2.9)
7.8
2.0
2.6

(13.4)

(3.8)
5.9
1.7
2.1

(2.6)
5.4
1.6
1.7

(3.5)
6.4
2.5
1.9

4.0
0.6
4.1

19.6
7.0
7.6

10.0
(2.3)
6.6
2.9
2.9

18.7

7.8

(2.9)
14.8
3.2
3.5

(3.4)
7.4
1.9
2.0

A. In South America and North America, VaR levels of credit spreads and commodities are not shown separately due to their low or null materiality.

As of the end of December, VaR decreased slightly by 0.8
million euros compared to year-end 2018, while average
VaR increased by 2.4 million euros. By risk factor, average
VaR increased slightly in interest rates and equities, due to
higher market volatility. By geographic area, VaR rose in
Europe and South America although it remained at low
levels.
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The evolution of VaR by risk factor has generally been stable
over the last few years. The temporary rises in VaR for
various factors are due more to temporary increases in the
volatility of market prices than to significant changes in
positions.
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Backtesting
Actual losses can differ from those forecast by VaR for
various reasons related to the limitations of this metric. The
Group regularly analyses and contrasts the accuracy of the
VaR calculation model in order to confirm its reliability as
explained in the Methodologies section 4.2 ‘Trading market
risk management’. The most important tests consist of
backtesting exercises:

Risk management
and control

and on September 2nd, due to the increase in market
volatility caused by US/China trade disputes and political
uncertainty in Argentina.
There were no overshootings in Value at Earnings (VaE) at
99% in 2019. The number of observed overshootings in
2019 is consistent with the assumptions specified in the
VaR calculation model.

For hypothetical P&L backtesting and for the total portfolio,
there were two overshootings in VaR at 99%, on August 5th
Backtesting of trading portfolios: daily results vs. VaR for previous day
EUR million

Derivatives risk management
Our derivatives activity is mainly focused on the sale of
investment products and hedging risks for our customers.
Risk management is focused on ensuring that the net open
risk is the lowest possible.
These transactions include options on equities, fixed income
and exchange rates. The units where this activity mainly
takes place are: Spain, Brazil, UK and Mexico.
The following chart shows the VaR Vega performance of the
structured derivatives business over the last three years. It
fluctuated at around an average of 2 million euros. In
general, the periods with higher VaR levels are related to
episodes of significant rises in volatility in the markets, for
example due to US trade disputes with China and Europe,
and periods of political uncertainty in some geographies
where Group operates.
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Change in risk over time (VaR) of structure derivatives
EUR million. VaR Vega at a 99% over a one day horizon

With regards to VaR by risk factor, average exposure was
mainly to: interest rates, equities and exchange rates, with
an average risk in 2019 (1.5 million euros) that was slightly
lower than in 2018 and 2017.
This is depicted in the table below:
Financial derivatives. Risk (VaR) by risk factor
EUR million. VaR at a 99% over a one day horizon
c

2019

2018

2017

Minimum

Average

Maximum

Latest

Average

Latest

Average

0.8

1.5

3.1

2.6

1.8

1.1

2.3

2.5

(0.4)

(1.1)

(4.3)

(1.3)

(1.4)

(1.4)

(1.5)

(0.6)

VaR interest rate

0.4

1.1

3.9

2.7

0.9

0.9

1.3

0.7

VaR equities

0.5

0.8

2.0

0.8

1.2

1.0

1.5

1.4

VaR exchange rate

0.3

0.6

1.5

0.4

1.1

0.6

0.9

1.0

VaR commodities

—

—

—

—

—

—

—

—

Total VaR Vega
Diversification effect

The Group continues to have very limited exposure to
complex structured instruments or assets. This is a
reflection of our risk culture with prudence in risk
management as one of its hallmarks. As at the end of
December 2019, the Group had the following exposures in
this area:
• Hedge funds: exposure was 90 million euros, all indirect,
acting as counterparty in derivatives transactions. The
risk related to this type of counterparty is analysed on a
case by case basis, establishing percentages of
collateralisation on the basis of the features and assets of
each fund.
• Monolines: no exposure at the end of December 2019.
The Group’s policy for approving new transactions related to
these products is still extremely prudent and conservative. It
is subject to strict supervision by the Group’s senior
management.
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Scenario analysis
Various stress scenarios were calculated and analysed
regularly in 2019 (at least monthly) at the subsidiaries and
Group levels for all the trading portfolios and using the
same risk factor assumptions.
Maximum volatility scenario (Worst case)
This scenario is given particular attention as it combines
historic movements of risk factors with an ad-hoc analysis
in order to reject very unlikely combinations of variations
(for example, sharp falls in stock markets together with a
decline in volatility). A historic volatility equivalent to six
standard deviations is applied. The scenario is defined by
taking for each risk factor the movement which represents
the largest potential loss in the portfolio, rejecting the most
unlikely combinations in economic-financial terms.
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As of the end of December 2019, for the global portfolio,
this scenario implied interest rate rises in South American
markets and European markets with decreases in North
American markets, stock market falls, depreciation of all
currencies against the euro, and increases in credit spreads.
The results for this scenario as of the end of December 2019
are shown in the following table:
Stress scenario: maximum volatility (worst case)
EUR million. Dec. 2019 data
Interest rate

Equities

Exchange rate

Credit spread

Commodities

Total

(34.7)

(26.6)

(16.6)

(9.2)

—

(87.1)

Europe

(2.6)

(18.7)

(7.5)

(9.2)

—

(38.0)

North America

(6.1)

(0.1)

(4.8)

—

—

(11.0)

South America

(26.0)

(7.8)

(4.3)

—

—

(38.1)

Total trading

The stress test shows that the economic loss suffered by the
Group in its trading portfolios, in terms of the mark-tomarket (MtM) result, would be EUR 87.1 million, if the
stress movements defined in the worst case scenario were
materialised in the market. The loss would mainly affect
Europe (in the following order: equities, credit spread,
exchange rates and interest rates) and South America (in the
following order: interest rates, equities and exchange rates).
Other global stress scenarios

in terms of the capital consumed by the portfolio in
question, the relevant business executive is informed.
The results, in terms of the mark-to-market (MtM) variation,
of these monthly global scenarios for the last three years are
shown in the following table:
Stress test results. Comparison of 2017-2019 scenarios
(annual averages)
EUR million

‘Abrupt crisis’: an ad-hoc scenario with sharp market
movements. Rise in interest rate curves, sharp falls in stock
markets, strong appreciation of the dollar against other
currencies, rise in volatility and increased credit spreads.
‘Subprime crisis’: US mortgage crisis historic scenario. The
objective of the analysis was to capture the impact on
results of the reduction in liquidity in the markets. Two time
horizons were used (one day and 10 days), and both cases
showed stock markets falls and lower interest rates in core
markets and rises in emerging markets, in addition to the
appreciation of the US dollar against other currencies.
‘Plausible Forward Looking Scenario’: a hypothetical
plausible scenario defined at local level in market risk units,
based on the portfolio positions and expert judgement
regarding short-term changes in market variables which
may have a negative impact on such positions.
‘EBA adverse scenario’: scenario proposed by the EBA as
part of its stress test exercise. This scenario reflects the
systemic threats considered to be the most serious to the
stability of the banking sector in the European Union.

Further stress scenarios are assessed on a quarterly basis,
such as the reverse stress test, illiquidity and concentration
scenarios with regards to Additional valuation adjustments
(AVAs) and IRC.

Analysis of reverse stress tests, which are based on
establishing a predefined result (non-feasibility of a
business model or possible insolvency) and subsequently
the risk factor scenarios and movements that could cause
the situation to materialise.
A stress test assessment report is produced and distributed
on a monthly basis, containing explanations of the main
variations in results for the different scenarios and units. An
early warning mechanism has also been established so that
when the loss for a scenario is high in historic terms and/or
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Association with balance sheet items
The balance sheet items in the Group’s consolidated
position that are subject to market risk are shown below,
distinguishing those positions for which the main risk
metric is VaR from those for which risk monitoring is carried
out using other metrics.
Relation of risk metrics with balances in Group’s consolidated position
Million euros. Dec. 2019 data
Main market
risk metrics
Assets subject to market risk

Balance
sheet amount

VaR

Other

Main risk factors for
'Other' balance

101,067

Interest rate

Cash, cash balances at central banks and other deposits on demand

101,067

Financial assets held for trading

108,230

107,522

708

Interest rate, spread

4,911

3,310

1,601

Interest rate, Equity
market

62,069

61,405

664

Interest rate

Non-trading financial assets mandatorily at fair value through profit or
loss
Financial assets designated at fair value through profit or loss
Financial assets at fair value through other comprehensive income

125,708

125,708

Interest rate, spread

Financial assets measured at amortised cost

995,482

995,482

Interest rate

—

Interest rate, exchange

1,702

Interest rate

290

Interest rate, spread

Hedging derivatives

7,216

Changes in the fair value of hedged items in portfolio hedges of interest
risk

1,702

Other assets

116,310

Total assets

1,522,695

7,216

Liabilities subject to market risk
Financial liabilities held for trading
Financial liabilities designated at fair value through profit or loss
Financial liabilities at amortised cost
Hedging derivatives
Changes in the fair value hedged items in portfolio hedges of interest
rate risk

77,139

76,849

60,995

60,211

1,230,745
6,048
269

Other liabilities

36,840

Total liabilities

1,412,036

Total equity
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110,659

6,048

784

Interest rate

1,230,745

Interest rate, spread

—

Interest rate, exchange

269

Interest rate
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4.4 Structural balance sheet risk
management
Limits management and control systems
The structural risk control and oversight mechanisms are
defined in the policies set by the management body, taking
into account the requirements established by regulators and
the Group’s risk appetite statement. These control
mechanisms consider the different structural risk sub-types,
as well as the implications, contingencies and interrelations
among them.
The main function of structural risk in the second line of
defence is the measurement, analysis and control of metrics
to ensure that the level of balance sheet structural risk is
aligned with approved policies, limits and the Group’s risk
appetite. In particular:
• Monthly calculation, analysis and monitoring of the
position, performance and trends of structural risks
through the different axes and levels defined, reporting
regularly to senior management to provide a general
view of the risk profile and if necessary, request action
measures to the lines of business.
• Acceptance of structural risk limits and risk appetite,
products and transactions.
• Definition and monitoring of models and policies.
As already described for trading market risk, under the
annual limits plan framework, limits are also set for balance
sheet structural risks, responding to the Group’s risk
appetite level.
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Taking into consideration the balance-sheet interest rate
position and the market situation and outlook, the
necessary financial actions are adopted to align this position
with that defined by the Group. These measures can range
from opening positions in markets to the definition of the
interest rate characteristics of our commercialized products.
The metrics used by the Group to control interest rate risk in
these activities are the repricing gap, sensitivity of net
interest margin and market value of equity to changes in
interest rates, the duration of capital and value at risk (VaR)
for economic capital calculation purposes.
b) Interest rate gap on assets and liabilities
This is the basic concept for identifying the Group’s interest
rate risk profile and it measures the difference between the
volume of sensitive assets and liabilities on and off balance
sheet that re-price (i.e. that mature or are subject to rate
revisions) at certain times (called, buckets). This provides an
immediate approximation of the sensitivity of the entity’s
balance sheet and its net interest income and equity value to
changes in interest rates.
c) Net interest income (NII) sensitivity
NII is calculated as the difference between income from
interest on assets and the interest cost of liabilities in the
banking book over a given time horizon of 1 year. NII
sensitivity is the difference between the NII calculated
under a selected scenario and the NII calculated under a
base scenario. Therefore there may be as many NII
sensitivities as there are scenarios considered. This metric
allows for the identification of short-term risks, and it is
complementary to the EVE sensitivity.

The main limits used by Santander are the following:

d) Economic value of equity (EVE) sensitivity

• Balance sheet structural interest rate risk:

This measures the interest rate risk implicit in equity value,
which for the purposes of interest rate risk is defined as the
difference between the net current value of assets and the
net current value of outstanding liabilities, based on the
impact that a change in interest rates would have on those
current values. EVE sensitivity, is obtained as the difference
between the EVE calculated under a selected scenario and
the one calculated under a base scenario. Therefore there
may be as many EVE sensitivities as there are scenarios
considered. This metric allows for the identification of longterm risks and it is complementary to NII.

Limit on the sensitivity of net interest income over a 1
year horizon.
Limit on the sensitivity of the value of equity.
• Structural exchange rate risk:
Net position in each currency (for results hedging
positions).
In the event that one of these limits or sub-limits is
breached, the risk management executives from the lines of
business must explain the reasons for this and provide an
action plan to correct it.

Methodologies
a) Structural interest rate risk
The Group analyses the sensitivity of its equity value and
net interest income to changes in interest rates as well as its
different sources and sub-types of risk. These sensitivities
measure the impact of changes in interest rates on the value
of a financial instrument, a portfolio or the Group as a
whole, as well as the impact on the profitability structure
over the given time horizon for which NII is calculated.

e) Treatment of liabilities with no defined maturity
Under the Group´s model, the total volume of account
balances with no maturity is divided between stable and
unstable balances, which are obtained from a model based
on the relationship between balances and their own moving
averages.
From this simplified model, the monthly cash flows are
obtained and used to calculate NII and EVE sensitivities.
f) Pre-payment treatment for certain assets
The potential pre-payment risk mainly affects fixed-rate
mortgages in those subsidiaries where contractual rates for
these portfolios are at low levels compared to market
levels. This risk is modelled in these units and included in
the metrics used to monitor the risk appetite.
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g) Value at Risk (VaR)

Structural interest rate risk

For balance sheet activity and investment portfolios, this is
defined as the 99% percentile of the distribution function of
losses in equity value, calculated based on the current
market value of positions and returns over the last two
years, at a particular level of statistical confidence over a
certain time horizon. As with trading portfolios, a time
frame of two years or at least 520 days from the reference
date of the VaR calculation is used.

Europe

h) Structural foreign exchange rate risk/hedging of results

At the end of December 2019, risk on net interest income
over a one year horizon, measured as the sensitivity to
parallel changes in the worst-case scenario of ±100 basis
points, was concentrated in the Euro, at 479 million euros,
the British pound yield curve at EUR 69 million, the Polish
zloty, at 60 million euros, and the US dollar, at 13 million
euros, all related to risks of rate cuts.

These activities are monitored via position measurements,
VaR and results, on a daily basis.
i) Structural equity risk
These activities are monitored via position measurements,
VaR and results, on a monthly basis.

4.5 Structural balance sheet risks
key metrics

The main balance sheets, those of the Parent and Santander
UK, in mature markets and in a low interest rate
environment, usually show positive sensitivities to interest
rates in economic value of equity and net interest income.
Exposure levels in all countries were moderate in relation to
the annual budget and capital levels in 2019.

Net interest income (NII) sensitivity
% of total

The market risk profile inherent to the Group’s balance
sheet, in relation to its asset volumes and shareholders’
equity, as well as the budgeted net interest income margin,
remained moderate in 2019, in line with previous years.
The interest rate risk originated by commercial banking in
each subsidiary is transferred for management purposes through an internal risk transfer system - to the local
Financial division, which is responsible for the subsidiary’s
structural risk management generated by interest rate
fluctuations.
The Group’s usual practice is to measure interest rate risk by
using statistical models, relying on mitigation strategies for
structural risk using interest rate instruments, such as fixed
income bond portfolios and derivative instruments to
maintain the risk profile at levels that are appropriate to the
risk appetite approved by the board of directors.

* Other: Portugal and SCF.

As of the same date, the most relevant risk in economic value
of equity, measured as the sensitivity to parallel changes in
the worst-case scenario of ±100 basis points, was in the Euro
interest rate curve, at 5,178 million euros, followed by the
British pound at 377 million euros, the USD dollar at 301
million euros and the Polish zloty at 41 million euros, all
related to risks of rate cuts.
Economic value of equity (EVE) sensitivity
% of total

* Other: Poland, Portugal and SCF.
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North America

South America

North American balance sheets usually show positive
sensitivities to interest rates in economic value of equity and
net interest income, except for economic value of equity in
Mexico.

South American balance sheets are usually positioned for
interest rate cuts in terms of both economic value and net
interest income.

Exposure levels in all countries were moderate in relation to
the annual budget and capital levels in 2019.
As of the end of December, risk on net interest income over
a one year horizon, measured as the sensitivity to parallel
changes in the worst case scenario of ±100 basis points,
was mainly located in the USA (65 million euros) as shown
in the chart below.
Net interest income (NII) sensitivity
% of total

In 2019, exposure levels in all countries were moderate in
relation to the annual budget and capital levels.
As of the end of December, risk on net interest income over
a one year horizon, measured as the sensitivity to parallel
changes in the worst case scenario of ±100 basis points,
was mainly found in two countries, Brazil (74 million euros)
as shown in the chart below.
Net interest income (NII) sensitivity
% of total

* Other: Argentina, Peru and Uruguay.

Risk to the economic value of equity over a one year horizon,
measured as the sensitivity to parallel changes in the worst
case scenario of ±100 basis points, was also in the US (536
million euros).
Economic value of equity (EVE) sensitivity
% of total

Risk to the economic value of equity over a one year
horizon, measured as the sensitivity to parallel changes in
the worst case scenario of ±100 basis points, was also
mainly in Brazil (456 million euros).
Economic value of equity (EVE) sensitivity
% of total

* Other: Argentina, Peru and Uruguay.

Structural foreign exchange rate risk/results hedging
Structural exchange rate risk arises from Group transactions
in foreign currencies, mainly related to permanent financial
investments, their results and the hedging of both.
The management of this risk is dynamic and seeks to limit
the impact on the core capital ratio of foreign exchange rate
movements. In 2019, hedging of the core capital ratio for
foreign exchange rate risk were kept close to 100%.
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In December 2019, the largest exposures of permanent
investments (with their potential impact on equity) were, in
the following order, in Brazilian reais,US dollars, UK pounds
sterling, Chilean pesos, Mexican pesos and Polish zlotys.
The Group hedges some of these positions, which are
permanent in nature, with foreign exchange-rate
derivatives.
In addition, the Financial area is responsible for managing
foreign exchange rate risk for the Group’s expected results
and dividends in subsidiaries where the base currency is not
the euro.

Structural equity risk
The Group maintains equity positions in its banking book in
addition to those of the trading portfolio. These positions
are maintained as equity instruments or as equity stakes,
depending on the percentage owned or control.
The equity portfolio in the banking book at the end of
December 2019 was diversified between securities in
various countries, e.g. Spain, China, Morocco and Poland.
Most of the portfolio is invested in financial activities and
insurance sectors. Other sectors with lower exposure
allocations include real estate activities and public
administrations.
Structural equity positions are exposed to market risk. VaR
is calculated for these positions using market price data
series or proxies. As of the end of December 2019, the VaR
at 99% over a one day time horizon was 170 million euros
(180 million euros and 262 million euros at the end of 2018
and 2017, respectively).

Structural VaR
A standardised metric such as VaR can be used for
monitoring total market risk for the banking book, excluding
the trading activity of SCIB (VaR for this activity is described
in section 4.3 ‘Trading market risk key metrics’),
distinguishing between fixed income (considering both
interest rates and credit spreads on ALCO portfolios),
exchange rates and equities.
In general, structural VaR is not material in terms of the
Group’s volume of assets or equity.
Structural VaR
EUR million. VaR at a 99% over a one day horizon
2019
Structural VaR
Diversification effect

2018

2017

Minimum

Average

Maximum

Latest

Average

Latest

Average

Latest

438.2

511.4

729.1

729.1

568.5

556.8

878.0

815.7

(225.5)

(304.2)

(404.3)

(402.0)

(325.0)

(267.7)

(337.3)

(376.8)

224.7

345.6

629.7

629.7

337.1

319.5

373.9

459.6

VaR Exchange Rate

283.5

308.1

332.1

331.7

338.9

324.9

546.9

471.2

VaR Equities

155.5

161.9

171.7

169.8

217.6

180.1

294.5

261.6

VaR Interest Rate

A

A. Includes credit spread VaR on ALCO portfolios.
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4.6 Liquidity risk management
The responsibilities of the liquidity risk function in the
second line of defence are to:
• Provide oversight of liquidity risk management, as carried
out by the first line of defence.
• Verify compliance with established liquidity risk policies
and limits, and assess whether businesses remain within
our risk appetite limits. Report, as necessary, on risk, risk
appetite and potential breaches thereof, to the
appropriate governance bodies.
• Express an opinion and challenge business proposals.
Provide senior management and the business units with
the elements required to understand the liquidity risk of
the different businesses and activities.
• Provide a consolidated view of liquidity risk exposures;
including the liquidity risk profile.
• Provide detailed assessments of material liquidity risks
and closely monitor emerging risks.
• Define metrics to be used in liquidity risk measurement,
review and challenge liquidity risk appetite and lowerlevel limits proposals from the first line of defence.
• Confirm whether adequate liquidity procedures are in
place for managing the business within risk appetite
limits.

Methodologies
The Group measures liquidity risk using a range of tools and
metrics that account for the risk factors identified within this
risk.
a) Liquidity buffer
The buffer is a portion of the total liquidity available to an
entity to deal with potential withdrawals of funds (liquidity
outflows) that may arise as a result of periods of stress.
Specifically, a buffer consists of a set of unencumbered
liquid resources that are available for immediate use and
capable of generating liquidity promptly, without incurring
any loss or excessive discount. The Group uses the liquidity
buffer as a tool that forms part of the calculation of most
liquidity metrics and is also a metric in its own right, with
specified limits for each subsidiary.
b) Liquidity coverage ratio (LCR)
LCR has a regulatory definition and is intended to reinforce
the short-term resistance of banks’ liquidity risk profile by
ensuring that they have available sufficient high-quality
liquid assets to withstand a stress scenario (idiosyncratic
stress or market stress) of considerable severity for thirty
calendar days.
c) Wholesale gap metric
This metric measures the number of days the Group would
survive using its liquid assets to cover the liquidity losses
assuming non-renewable wholesale financing outflows for
a determined liquidity horizon. In addition, it is also used as
an internal short-term liquidity metric helping to reduce the
risk of dependence on wholesale funding.
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d) Net stable funding ratio (NSFR)
NSFR is one of the metrics used by the Group to measure
long-term liquidity risk. It is a regulatory metric defined as
the coefficient of the available amount of stable funding
and the required amount of stable funding. This metric
requires banks to maintain a solid balance sheet where
assets and off-balance sheet activities are funded with
stable liabilities.
e) Asset encumbrance metrics
The Group uses at least two types of metrics to measure
asset encumbrance risk. The first is the asset encumbrance
ratio, which calculates the proportion of total encumbered
assets to the entity’s total assets. The second, the structural
asset encumbrance ratio, which measures the proportion of
encumbered assets deriving from structural funding
transactions (mainly long-term collateralised issuances and
funding from central banks).
f) Other liquidity indicators
Aside from traditional liquidity risk measurement tools for
short- term risk and long-term or funding risk, the Group
has constructed a range of additional liquidity indicators
that supplement the conventional toolset and measure
other liquidity risk factors not otherwise covered. These
indicators include concentration metrics, such as top one
and five funding providers, or distribution of funding by
maturity date.
g) Liquidity scenario analysis
The Group uses four standard scenarios as liquidity stress
tests:
i.

An idiosyncratic scenario featuring events that
adversely affect the Group alone;

ii.

A local market scenario, which considers events that
have serious adverse effects on the financial system or
real economy of the Group’s base country;

iii.

A global market scenario, which considers events that
have serious adverse effects on the global financial
system; and

iv.

A combined scenario, coupling idiosyncratic events
with severe (local and global) market events arising
simultaneously and interactively.

At Santander, we use the outcomes of the stress scenarios
in combination with other tools to determine risk appetite
and support business decision-making.
h) Liquidity early warning indicators (EWI)
The system of liquidity EWI comprises quantitative and
qualitative indicators that enable us to foresee liquidity
stress situations and potential weaknesses in the Group
entities’ funding and liquidity structure. EWI are both
external (environmental) and internal, respectively relating
to market financial variables and to the Group’s own actions.
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4.7 Liquidity risk key metrics
The Group has a strong liquidity and financing position
based on a decentralised liquidity model, where each of the
subsidiaries is autonomous in the management of its
liquidity and maintains large buffers of highly liquid assets.
In general, short-term liquidity metrics, LCR remains stable,
with regulatory ratios above the threshold, the regulatory
minimum required in 2019 was 100% and the internal limit
was 110%.
The Group has an effective management of its liquidity
buffers to face the challenge of maintaining a proper
liquidity profile (regulatory limits) while protecting the
profitability of our balance sheet.
Furthermore, most of Santander’s subsidiaries maintain
sound balance sheet structures, with a stable financing
structure based on a broad customer deposit base, which
covers structural needs, with low dependence on shortterm funding and liquidity metrics well above regulatory
requirements, both locally and at Group level, and within
the limits defined on the risk appetite framework.
Hence, for long-term liquidity, the regulatory metric NSFR
remains above 100% for the Group’s core units as well as for
the consolidated ratio, anticipating compliance with the
regulatory minimum requirement of 100% in 2021.
In terms of structural assets encumbrance risk, the Group’s
levels are in line with those of our European peers, where
the main sources of encumbrance are collateralised debt
issuances (securitisations and covered bonds) and
collateralised funding facilities provided by central banks.
The soundness of Santander units’ balance sheets is also
demonstrated under stress scenarios constructed in
accordance with uniform corporate criteria across the
Group. All units would survive the worst case scenario for at
least 45 days, meeting liquidity requirements with their
liquid asset buffers alone.
For further details regarding liquidity
metrics, see section 3.4 ‘Liquidity and
funding management’ of the chapter
on Economic and financial review.

4.8 Pension and actuarial risk
management
Pension risk
In managing the risk associated with the defined benefit
employee pension funds, the Group assumes the financial,
market, credit and liquidity risks incurred by the assets and
the investments of the fund, as well as the actuarial risks
from the fund’s liabilities, i.e. the pension obligations with
its employees.
The main Group’s goal regarding the pension risk control
and management is focused in the identification,
measurements, monitoring, mitigation and communication
of this risk. The Group’s priority is, thereby, to identify and
mitigate all sources of pension risk.
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The Group annually estimates the combined losses in assets
and liabilities under a defined stress scenario including
changes in interest rates exchange rates, inflation, stock
markets and real estate prices, as well as credit and
operational risk.
Due to the interest rate evolution, the defined benefit
pension obligation has increased during 2019.

Actuarial risk
Actuarial risk arises due to biometric changes in the life
expectancy of the defined benefit commitments
beneficiaries, life insurance policy holders, unexpected
increases of compensations envisaged in non-life defined
benefit commitments insurance and from unexpected
behavioural changes of insurance policyholders in the
exercise of the options included in the insurance contracts.
We distinguish the following actuarial risks:
Life liability risk: risk of a loss in the value of pension
obligation liabilities caused by fluctuations in the risk
factors affecting these liabilities:
• Mortality/longevity risk: risk of loss due to changes in the
value of liabilities due to changes in the estimated
probability of death/survival of the insured parties.
• Morbidity risk: risk of loss due to changes in the value of
liabilities resulting from changes in the estimated
probability of disability/incapacity of the insured parties.
• Surrender/lapse risk: risk of loss due to changes in the
value of liabilities because of the early termination of the
contract or changes in the policyholders’ exercise of rights
with regard to surrender, extraordinary contributions and/
or paid up options.
• Expense risk: risk of loss due to changes in the value of
liabilities arising from adverse variances in expected
expenses.
• Catastrophe risk: losses caused by the occurrence of
catastrophic events that increase the entity’s life liabilities.
Non-life liability risk: risk of a loss due to changes in the
value of non-life benefit liabilities acquired by Santander
with its employees, caused by fluctuations in the risk
factors affecting these liabilities:
• Premium risk: loss derived from the insufficiency of
premiums to cover any disasters that may occur.
• Reserve risk: loss derived from the insufficiency of
reserves for disasters, already incurred but not settled,
including costs for managing said disasters.
• Catastrophe risk: losses caused by catastrophic events
that increase the Group’s non-life liability.
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5. Capital risk
5.1 Introduction

5.2 Capital risk management

The Group defines capital risk as the risk of lacking
sufficient capital, either in quantitative or qualitative terms,
to fulfil its business objectives, regulatory requirements, or
market expectations.

Capital risk, the second line of defence, independently
challenges the business or first line activities mainly
through the following processes:

The Capital Risk function carries out, among other tasks, the
oversight and control of the capital activities developed by
the first line. These are grouped in four different work
streams, ensuring that monitoring is in accordance with the
Group's risk profile:
• Capital planning: Internal process which aims to set
capital levels and capital returns in a consistent manner
with the execution of the Group’s strategy. The Entity
should ensure its solvency and efficiency of capital. For
this purpose, the Group identifies the capital actions
required to achieve both its defined capital ratios and its
return on capital targets.
• Capital adequacy: Process to assess the capital levels
maintained to cover the nature and level of risks that the
entity is, or may be, exposed to, in accordance with the
risk identification and assessment process, the Group’s
strategy and defined risk appetite. For more detail, see
this chapter, section 2.4 'Management processes and
tools' - Risk profile assessment and Risk appetite and
structure of limits.
• Capital risk measurement: Process to cover all activities
required for obtaining a measurement of the different
metrics considered, from defining the methodology to be
followed to obtaining the final figures required, as well as
providing support for the different stages of capital
management, monitoring, oversight and control.
• Origination: Process to evaluate the efficiency of the
portfolios to identify potential initiatives for capital relief
(i.e. securitisations, risk mitigation techniques or asset
sales).
In 2019, the Capital Risk function reviewed and proposed
further enhancements to the existing Target Operating
Model (TOM) as part of its continuous review and
improvement process.
One of the key milestones of the TOM is its deployment and
monitoring in the Group’s subsidiaries. In order to achieve
this, the following key tasks have been defined:
• Review and update capital risk procedures at local level.
• Unify capital reporting following the Group’s common
guidelines while adapting to each local market regulation
and circumstances.
• Periodic follow up on local progress regarding TOM
deployment.

• Supervision of capital planning and adequacy exercises
through a review of the main components affecting the
capital ratios.
• Ongoing supervision of the Group’s regulatory capital
measurement by identifying key metrics for its
calculation, setting tolerance levels and reviewing capital
consumption and the consistency of the calculations,
including single transactions with an impact on capital.
• Review and challenge of the execution of those capital
actions proposed in line with capital planning and risk
appetite.
The function is designed to carry out full and regular
monitoring of capital risk by verifying that capital is
sufficient and adequately covered in accordance with the
Group’s risk profile.
Capital risk control is part of the general risk framework as
well as of the Group's capital framework and model. It
brings together a range of processes, such as capital
planning and adequacy and the subsequent budget
execution and monitoring, alongside the ongoing
measurement of capital and the reporting and disclosure of
capital data, as described below:

Supervision of capital planning and adequacy exercises
The Risk function reviews capital planning and adequacy
exercises to ensure that capital is consistent with the
established risk appetite and risk profile. It has the
following fundamental objectives:
• Ensure that all relevant risks to which the Group is
subject, in the course of its activity are monitored.
• Check that the methodologies and assumptions used in
these planning processes are appropriate.
• Verify that results are reasonable and consistent with the
business strategy, the macroeconomic environment and
the variables of the system.
• Assess the consistency between different exercises,
especially those that use baseline and stressed scenarios.
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This function is implemented in phases, according to the
following scheme:

Definition of scope
The supervision of capital planning and adequacy begins
with the preparation of the materiality proposal, which will
identify the local units whose importance is representative
for the Group in terms of risk weighted assets.
In addition, other units, businesses or portfolios may be
included, even if their materiality does not make them very
representative, to be analysed due to their impact on the
Group’s strategy, compliance with the global plan or due to
their timely relevance

Ongoing supervision of capital measurement
Ongoing supervision of the measurement of the Group’s
regulatory capital, ensuring an appropriate capital risk
profile, is an additional capital risk control function.
For this purpose, the Group conducts a qualitative analysis
of the regulatory and supervisory framework and an
ongoing review of capital metrics and specified thresholds.
Moreover, ongoing monitoring of compliance with the
capital risk appetite is conducted aiming to maintain capital
levels above the regulatory requirements and market
expectations.
To fulfil this function, the following phases have been
established, in accordance with the process described
below:

Qualitative analysis
In this phase, the overall quality of the qualitative forecasts
process is assessed, and includes a review of the following
aspects:
• Models used in the generation of forecasts and scenarios,
scope, metrics covered.
• Documentation available and provided in the generation
process.
• The quality of the information included in the forecasts,
the integrity of the data, the controls applied, the
recommendations issued by Internal audit, etc.
Governance of the process, committees before which the
forecasts have been presented and reviewed, approval by
different areas prior to final approval.
Quantitative analysis
The defined metrics and components that affect projections
of risk weighted assets (RWA) and available capital, are
quantitatively assessed.
This phase calls for the involvement and appropriate
coordination of all subsidiaries within the scope of the
process, to conduct an analysis of local projections, which in
turn underpin Group-level projections.
Conclusions and disclosure
Based on the outcomes from the capital planning and
adequacy phases, the Group conducts a final assessment, at
least encompassing the scope of analysis, the weaknesses
and the areas for improvement detected in the course of the
supervision process, reporting to senior management in
accordance with established governance. This ensures that
effective and constructive challenge is conducted from the
second line of defence concerning the proposed capital
plans.
If deemed necessary, a discussion of these conclusions will
be proposed in the relevant first-line (capital committee)
and second-line committees (risk control committee).
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Definition of metrics and thresholds
A set of metrics and thresholds that are used in the
supervision process are defined to enable adequate capital
risk monitoring and control. These are specified on an
annual basis.
The metrics consist of:
• Primary metrics: cover capital ratios and numerator and
denominator components at the highest level.
• Secondary metrics: include a more extensive breakdown,
for instance credit RWAs under the Basel category or the
basis on which market RWAs are calculated.
• Supplementary metrics: provide a more detailed analysis.
Thresholds are set for primary and secondary metrics, which
if breached, trigger a more detailed analysis and an
explanation of the causes of the breach.
The metrics, their thresholds and the sources of information
used are outlined in the internal ‘Capital measurement
control metrics guidelines’
Preliminary analysis
At this phase of the control process, the qualitative issues,
such as process governance and regulatory framework are
analysed.
In addition, the steps taken in connection with capital to
fulfil recommendations and instructions issued by
supervisory authorities and by the Internal Audit function
are examined.
Measurement assessment
Based on the information provided, the Capital Risk function
analyses the metrics defined in the process, according to the
following procedure:
• Review of primary and secondary metrics to detect
variations that exceed the defined thresholds, and where
they do, perform a detailed analysis of the causes and
analyse supplementary metrics.
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• If the origin of the incident lies in a specific subsidiary or
global area, more detailed information is requested.

• Monitoring stage: Capital Risk carries out regular
monitoring of the transactions already executed.

• Incidents detected must be duly explained in terms of
their causes (change in volumes, changes in the profile,
one-off events, capital actions, etc.) and discussed with
the corresponding subsidiary or global function involved.

5.3 Key metrics

Conclusions and disclosure
The report containing the conclusions is discussed by the
governance body responsible for capital risk control and, if
deemed necessary, the report will be proposed for
discussion in the relevant first line committee (capital
committee) and second-line committees (risk control
committee).

Oversight of securitisation transactions
The Capital Risk function carries out the oversight of those
securitisation transactions that could be subject to be
considered as Significant RIsk Transfers (SRT), as described
on the EBA guidelines on SRT relating to Articles 243 to 245
of Regulation 2017/2401 and 2017/2402, and for which the
Bank acts as the originator.
The oversight process is a prior step and an essential
requirement for the execution of both synthetic and
traditional securitisations and applies to every transaction
that could result in a RWA reduction, following the
aforementioned regulatory guidelines.

Santander Group has a strong capital position consistent
with its business model, balance sheet structure, risk profile
and regulatory requirements. Our strong balance sheet and
profitability enables us to finance growth and continue to
accumulate capital.
Our model of autonomous subsidiaries in terms of liquidity
and capital allows the Group to mitigate the risk that
potential difficulties of one subsidiary could affect the
others.
Santander Group capital metrics are stable, with ratios
comfortably above the regulatory requirements and at
appropriate levels, aligned with the risk appetite statement
approved by senior management.
For more detail see the section 3.5
‘Capital management and adequacy.
Solvency ratios’ of the chapter on
Economic and financial review.

The main purpose of this process is to ensure that the
securitisation oversight conducted by the Capital Risk
function includes the analysis of the requirements that may
affect its consideration as SRT. These requirements include:
• The transaction allows an effective transfer of risk.
• The transaction complies with all prudential regulation
requirements.
• The risk parameters used in the transaction follow the
methodology defined by the Group.
• The economic rationale for the transaction is in
accordance with the established Group standards.
The Significant Risk Transfer supervision process is divided
into the following stages:

• ECB prenotification stage: Capital Risk issues an
assessment of the transaction prior to notifying the ECB
of the intention to carry out a securitisation transaction
that may be subject to be considered as SRT.
• Validation stage: the securitisation is presented for
validation to the capital and risk committees along with
the assessment issued by the Capital Risk function.
• ECB notification stage: communication through which the
final version of the securitisation documentation package
is sent to the ECB. This should take place no later than
fifteen days after the closing date of the securitisation
transaction.
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6. Operational risk
6.1 Introduction
The Group defines operational risk (OR), in line with the
Basel framework, as the risk of losses arising from defects
or failures in its internal processes, people, systems or
external events, covering risk categories such as fraud,
technological, cyber-risk, legal5 and conduct risk.

Policies and procedures have been defined to regulate the
management and control of operational risk, as well as the
tools in support of these processes.
The most important operational risk tools used by the
Group are the following:

Operational risk is inherent to all products, activities,
processes and systems and is generated in all business and
support areas. For this reason, all employees are
responsible for managing and controlling the operational
risks generated by their activities.

• Internal events database. The events database provides
information to improve operational risk management and
control, through root cause analysis, enhancement of risk
awareness and events management. Events that are
registered in the database can have a financial impact
(Santander records all losses regardless of the amount) or
a non-financial impact (such as regulatory, reputational or
customer and services).

The Group’s goal in terms of OR management and control is
focused on identifying, evaluating and mitigating sources of
risk, regardless of whether they have materialised or not.
The analysis of our exposure to OR helps to determine risk
management priorities.

The internal database is supplemented by the relevant
events escalation process, which allows to manage and
report to senior management the occurrence of
significant operational risk events arising across the
Group on a timely basis.

Risk analysis has improved in 2019 through different
initiatives such as the definition of new risk appetite
metrics, the integration of thematic assessments into the
Risk and Control Self Assessment (RCSA), as well as the
implementation of an enhanced oversight process and the
development of a transformation risk analysis
methodology.
Mitigation plans have been promoted on aspects with
special relevance (fraud, cybersecurity and vendor
management, among others), focused on both the
implementation of corrective actions and the proper
monitoring and management of ongoing projects.

6.2 Operational risk management
Operational risk management in Santander Group is
underpinned by the following items:

Framework and tools
Santander´s operational risk model defines the necessary
elements of suitable management and control of
operational risk and compliance with advanced regulatory
standards and best practices for operational risk
management.
The management and control of operational risk must be
carried out throughout its cycle, which includes: strategy
and planning; risk identification and assessment; risk
monitoring; the application and monitoring of mitigation
measures; and the availability of information, appropriate
reporting and escalation of relevant aspects when
necessary.
5. Legal processes with an operational risk root cause.
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• Operational risk and control self-assessment (RCSA). A
qualitative process that seeks, using the criteria and
experience of a pool of experts in each function, to
determine the main operational risks for each function,
the status of the existing control environment and their
allocation to the different functions within the Group.
The goal of the RCSA is to identify and assess the material
operational risks that could prevent business or support
units from achieving their objectives. Once they are
assessed, mitigation actions are identified if the risk
levels prove to be above the tolerable levels.
The Group also undertakes risk assessments for specific
sources of operational risk, enabling a more granular and
transversal identification of potential risks. In particular,
these are applied to technological risks, fraud, third party
risk and factors that could lead to specific regulatory noncompliance, in addition areas that are exposed to money
laundering and terrorism financing risks. The two latter
areas, together with the conduct risks factor, are set out in
greater detail in this chapter in section 7.3 ‘Compliance
and conduct risk management’.
• External event database. The external database provides
quantitative and qualitative information, allowing for a
more detailed and structured analysis of relevant events
that have occurred in the industry, the benchmarking of
the losses profile and the appropriate preparation for the
RCSA, insurance and scenario analysis exercises.
• OR scenarios analysis. The objective of this tool is to
identify potential events with a very low probability of
occurrence, but which could result in significant losses for
the Group, and to establish appropriate mitigating
actions. Expert opinion is obtained from the business
lines and risk and control managers.
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• Key risk indicators. These metrics provide quantitative
information on the institution’s risk exposure and the
existing control environment. The most significant
indicators associated with the main risk factors are part of
the operational risk appetite.

• Processes improvements for the determination,
identification and assessment of standard controls that
have been aligned with internal policies, with the aim of
strengthening and homogenising the control
environment in the Group.

• Risk Appetite. Non-financial risks appetite framework is
structured as follows:

• Establishing independent oversight and evaluation of the
Group control environment to adequately challenge the
risk and control manager’s views.

A general statement setting out that Santander is, on
principle, averse to operational risk events that could
lead to financial loss, fraud, operational,
technological, legal and regulatory breaches, conduct
problems or damage to its reputation.
General metrics of expected losses and stressed
losses.
An additional statement is included for the more
relevant risks, together with a number of forwardlooking monitoring metrics. Specifically, on the
following: internal and external fraud, technological,
cyber-risk, anti-money laundering, products
commercialisation, regulatory compliance and vendor
management risk.
• Internal audit and regulatory recommendations. These
provide relevant information on inherent and residual risk
due to internal and external factors, enabling the
identification of areas of improvement in the existing
processes and controls.
• Other specific instruments. There are other instruments
that enable further analysis and management of
operational risk, such as the new products and services
assessment, the reporting of key IT and cybersecurity
events, monthly and annual loss forecasts, business
continuity plan (BCP) management, perimeter review and
the quality assurance process.
• Capital model. A loss distribution approach (LDA) model
is used to capture the Group’s operational risk profile,
based on information collected from the internal loss
database, external data and scenarios. The main
application of the model is to determine operational risk’s
economic capital and to estimate expected and stressed
losses, which are then used for operational risk appetite.

Model implementation and initiatives
Santander performs an annual review of the Group's
operational risk profile to identify all legal entities, in which
the operational risk programme must be implemented or
improved according to their risk profile.
The main activities and global initiatives adopted in 2019 for
effective operational risk management are:
• Continuous enhancement of the integration of all tools,
mentioned above, in order to perform cross- analysis.
• Greater harmonisation and integration of IT & cyber-risk
processes within the Group operational risk methodology
framework.
• Evolving IT, cyber and vendor management appetite
metrics by improving their definition, measurement and
by stressing the thresholds.

• Continue improving the integration of operational risk in
the Group’s strategic plan, by including information
regarding the potential exposure for the next three years
as well as the estimated level of losses.
• Fostering mitigation plans for specific risks such as fraud,
cybersecurity and vendor management, among others.
More information related to these plans is provided in
subsequent paragraphs.
• Improving the assessment methodology of the global
cybersecurity transformation plan to identify the risk
reduction impact derived from implementation of
technical security milestones.
• Improvements in the contingency, business continuity
and crisis management plans on a coordinated initiative
with recovery and resolution plans, also providing
coverage to emerging risks.
• Fostering technology risk control (control and supervision
of the IT systems design, infrastructure management and
applications development) by defining Reference Risks to
be assessed during RCSA by business owners and
specialized control functions.
• Developing a framework for the identification,
assessment, aggregation and mitigation of
Transformation/Change risk.

Operational risk information system
The Group’s information system for operational risk
(Heracles) supports operational risk programmes, providing
information for management and reporting purposes at
both subsidiaries and Group levels. Heracles’ main goal is to
improve decision- making related to OR management
throughout the Group, preventing redundant or duplicated
efforts.
This goal is achieved by ensuring that all people responsible
for risks throughout the Group are provided with a fuller and
more precise view of their risks in a timely manner, through
the integration of several programmes, such as risk and
control assessment, scenarios, events and metrics with a
common set of taxonomies, and methodological standards.
In 2019, further integration of the risk assessments was
accomplished with the integration of cyber, vendor and
fraud risk assessments in the RCSA module.
In addition, advances were made by the Group to enable
further convergence in: i) risk assessments, ii) libraries of
risks and controls, and iii) Internal audit’s control testing. A
process taxonomy was created, to link processes, risks and
controls.
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Mitigation actions

Online/mobile banking fraud:

In line with the model, the Group implements and monitors
mitigation actions related to the main risk sources which
are identified through the internal OR management tools
and other external information sources. Furthermore, the
Group continued to promote the preventive implementation
of policies and procedures for OR management and control.

• Validations of online banking transactions through a
second security factor based on one-time-use passwords.
Evolution of technology, depending on the geographic
area (for example, based on image codes -QR codes generated from the transaction data).

The most significant mitigation actions are focused on
improving the customer security in their usual operations,
as well as on continuous improvements in processes and
technology, product sales and an adequate and continuous
provision of services.
Fraud
The transformation and digitalisation of the business imply
new threats related to the digital world. To mitigate these
risks, new products and control mechanisms are designed
and reviewed taking into account potential attacks through
digital means.
The use of strong customer authentication processes in line
with the European Payment Service Directive (PSD2), the
implementation of biometric validation (i.e. facial
recognition) in the on-boarding client process, etc., is
becoming increasingly widespread helping mitigate these
risks.
In regard to reducing fraud, the Group deploys specific
actions such as the following:
Card fraud:
• Generalised use of Chip & Pin (operation with PIN-cards,
which require the transaction to be signed-off with a
numeric code), both in ATMs and in physical stores, with
advanced authentication mechanisms in the
communication between the ATM and the point-of-sale
and the Group’s systems.
• Card protection against electronic commerce fraud:
Implementation of a secure e-commerce standard
(3DSecure) via two-step authentication based on onetime passwords.
Solutions based on mobile applications that let users
deactivate cards for e-commerce use.
Virtual cards issuance using dynamic authentication
passwords.
• Use in Brazil of a biometric authentication system in
ATMs and branch cashier desks. Customers can use this
new system to withdraw cash from ATMs using their
fingerprint to sign off their transactions.
• Integration of monitoring and fraud detection tools with
other systems, internally and externally, to enhance
suspicious activity detection capabilities.
• Reinforced ATM security by incorporating physical
protection elements and anti-skimming, as well as
improvements in the logical security of the devices.
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• Enhanced online banking security by introducing a
transaction risk scoring system that requests further
authentication when a given security threshold is
breached.
• Implementation of specific protection measures for
mobile banking, such as identification and registration of
customer devices (Device ID).
• Monitoring of e-banking platform security to avoid
systems attacks.
Cybersecurity and data security plans
Throughout the year, Santander continued to focus on
cybersecurity risks, which affect all companies and
institutions, including those in the financial sector. This
situation is a cause of concern for all entities and regulators,
prompting the implementation of preventive actions to be
prepared for any attack of this kind.
Santander has continued to mature its cybersecurity
controls and regulations in line with the Santander’s global
cybersecurity framework, and based in international best
practices.
The Group has also made positive progress with its
ambitious programme to transform cybersecurity in order
to strengthen detection, response and protection
mechanisms. That includes the inauguration of the new
Cyber Security Centre in Madrid.
Further information regarding cyber
security is available in chapter
Economic and financial review,
section 5 'Research, development and
innovation (R&D&I)'.

At the same time, cyber threats continue to increase in
severity and complexity across all industries and
geographies. Santander regularly reviews and evolves its
defences in order to continuously improve, and address
existing and emerging cyber threats.
The second line of defence, cybersecurity risk team has
evolved the process for assessment of cyber risk to
incorporate oversight across all the core cyber risk domains
in the information security program. This includes oversight
and assessment of risk reduction effectiveness of the global
cybersecurity transformation plan.
Vendor management
As part of its digitalisation strategy, the Group aims to offer
its customers the best solutions and products available in
the market, which in many cases entail an increase in
outsourcing activities or the employment of third party
services. This aspect, together with the intensive use of new
technologies such as the cloud, the increase of cyberrelated risks and an increase in regulatory pressure in this
area, making it necessary to reinforce procedures and
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controls to ensure that the risks arising from hiring
suppliers are known and managed appropriately.
In 2019, the European Banking Authority (EBA) published
its revised guidelines on outsourcing arrangements, setting
out specific provisions for the governance frameworks of all
financial institutions within the scope of the EBA's mandate.
In order to cover all new requirements, a new Target
Operating Model has been defined including the
optimisation, simplification and review of all related
policies and governance.
In 2019, efforts have mainly been aimed at:
• The definition of new criteria for classifying services
according to their level of relevance. This level of
relevance will determine the different requirements for
approval, registration and monitoring of the services.
• Methodology improvements to identify and analyse
inherent risks, in alignment with the new EBA guidelines.
• Controls have been reinforced in the different phases of
the vendor management model to ensure that services
that involve accessing or processing of sensitive data,
including personal data, are correctly identified and
classified.
• The escalation policy has been revised to ensure that the
essential outsourcing functions and the critical and high
relevance services are reviewed and approved in the
appropriate forums and that the relevant incidents
associated with suppliers that provide these services are
escalated in due time and manner for review and
adequate decision-making.
• Definition and monitoring of indicators and dashboards
with regard to the model implementation process.
• Reviewing and enhancing the data quality for relevant
services and associated suppliers inventories.
• Progress in the implementation of a management system
that automates the supplier management cycle different
phases to achieve enhanced process control and higher
information quality.
• Training and raising awareness of risks associated with
suppliers and other third parties.
• Deployment of the Vendor Risk Assessment Centre
(VRAC) function within the Group’s entity responsible for
purchases, with the aim of making supplier assessments
more efficient and standard, ensure that related risks are
adequately covered, and execute a certification process
before the service is provided. In addition, the VRAC
should help to define and monitor mitigation plans, and
reinforce the controls needed to ensure the risks
associated with services providers are at acceptable levels
according to the Group’s risk appetite.
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Also related to the same operational risk category, within
the continuous process carried out in Brazil to improve
internal processes and provide a better service to our
customers and, thereby, reduce the volume of potential
incidents and legal claims, the creation of joint and
multidisciplinary working groups for the identification,
definition and implementation of mitigation actions based
on root cause analysis, as well as for the monitoring of their
effectiveness, stands out.

Analysis and monitoring of controls in Santander
Corporate & Investment Banking (SCIB)
Due to the specific nature and complexity of the financial
markets, operational control procedures are subject to
continuous improvement at SCIB (business unit which
performs the activity related to these markets), which
currently focuses on the following aspects:
• Subsidiaries’ reporting and monitoring tools have been
strengthened, generating a more robust and systematic
methodology for periodic measurement of the main risks,
ensuring an adequate level of maturity of all the
operational risk tools.
• Continuous improvement of the control model related to
regulatory requirements such as MiFID II, Dodd Frank Act,
EMIR, IFRS 9 and GDPR among others.
• The risk of unauthorized trading continues to be
monitored through a specific risk appetite metric. As part
of the control environment continued process of
improvement, the global guidelines and their monitoring
have been strengthened. Further, new reports are being
defined to produce more granular monitoring of market
operations re-enforcing business continuity plans,
incorporating new scenarios adapted to new industry
risks (i.e. cybersecurity scenarios).
• Strengthening business continuity plans, incorporating
new scenarios adapted to new industry risks (i.e.
cybersecurity scenarios).
• Implementation of new tools that reinforce control over
communications that occur in the markets trading rooms,
among others with a focus on monitoring conduct risk.
For more information on aspects of regulatory compliance
in markets activities, see section 7.3 'Compliance and
conduct risk' - Regulatory compliance.
Finally, it should be noted that the business remains
immersed in a global transformation process that involves
the updating of its technological platforms and operational
processes, which will, among other objectives, strengthen
the control model and reduce the operational risk
associated with these activities.

Other relevant mitigating actions
With regards to mitigation measures related to customer
practices, products and businesses, Santander works to
continuously improve and implement corporate policies on
aspects such as products and services selling, management
and analysis of customer complaints, prevention of money
laundering, terrorism financing and compliance with new
regulations.
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Insurance’s role in operational risk management

Business continuity plan

Santander considers insurance as a key element in the
management of operational risk. In 2019, the Own
Insurance function achieved a greater level of maturity in
the Group’s different geographies, obtaining greater
consistency and ensuring total coordination between the
different functions involved in the insurance management
cycle. The following activities should be highlighted:

The Group has a Business Continuity Management System
(BCMS), to guarantee the continuity of the business
processes in all its entities in the event of a potential
disaster or serious incident.

• Continuous fostering of the relationship between the
own insurance, operational risk and first line areas, to
attain the objective of effective insurable risk
management, through their active participation in the
insurance and other relevant fora established by the
Operational Risk function (i.e. fraud forum).
• Permanent review of the Group's risks with respect to
contracted hedges, in order to identify all risks that may
be subject to insurance coverage, analysing the suitability
of the policies for the risks covered and taking
appropriate corrective measures in case it is deemed
necessary.
• Monitoring insurable losses and events identified in the
insurance policies, establishing action protocols and
specific monitoring fora in each geography. Identification
of all risks in the Group that can be hedged with
insurance, including the identification of new insurance
coverage for risks already detected in the market.
Likewise, the Own Insurance function has continued
developing its role of protecting the Group's income
statement, mainly through the following tasks:
• Establishment and implementation of those criteria to be
applied in order to quantify insurable risk, based on the
analysis of losses and scenarios, which allow determining
the level of exposure of the Group to each risk.
• Analysis of the coverage available in the insurance
market, and negotiation with suppliers according to the
procedures established for this purpose by the Group.
• Recovery of insured losses, maximising the efficiency of
the hedged through policies in 2019.
• Participation in various Group fora/committees related to
risk management, increasing their interaction with other
Group functions and ability to properly identify and
evaluate insurable risks, as well as their knowledge of
existing policies and activation procedures for other
Group areas.

Its basic goals are to:
• Minimise the potential damage for people, and adverse
financial or business impacts for the Group, caused by the
interruption of normal business activities
• Reduce the operational effects of a potential disaster,
providing pre- defined and flexible guidelines and
procedures to be applied in the re- launching and
recovering processes.
• Restart time-sensitive business operations and
associated support functions, in order to achieve business
continuity, stable profits and planned growth.
• Protect the public image and confidence in the Group.
• Meet the Group’s obligations to its employees,
customers, shareholders and other stakeholders.
In 2019, the Group further implemented and worked on the
continuous improvement of its business continuity
management system, through the integration of the
business impact analysis with other risk assessment
methodologies. In addition, the Group is working on
creating an end to end process map that will allow having a
better identification of the risks and the controls required to
ensure the continuity of the organisation’s key services.
Furthermore, several crisis simulation exercises were
carried out, coordinated between the Group’s subsidiaries
and headquarters, involving the Group’s various crisis
management committees and senior management.
Santander has also updated the Group’s application that is
used to register and store the continuity plans to allow for
associating the economic functions set by the European
Banking Union’s resolution authority, the SRB.
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6.3 Key metrics
The distribution of net losses (including both incurred loss
and net provisions) by Basel risk categories6 over the last
three years is as follows:
Distribution
of net losses by operational risk categoryA
2
(% o/total)

A. Excluding Trabalhistas events from Brazil

In relative terms, losses in the category of customers,
products and business practices increase compared to the
previous year, while external fraud and processes related
losses decreased.
Net losses by country are presented in the following chart:
Net losses by countryA
(% o/total)

A. Excluding Trabalhistas events from Brazil

Employee litigation in Brazil is managed as a personnel
expense. It is not included in the operational figures since it

is considered, from a management point of view, as part of
the entity’s personnel expense. The Group’s governing
bodies continuously monitor the levels of expenditure,
including specific appetite metrics, as well as the actions
designed to reduce it. According to the Basel operational risk
framework, these expenses are reported under the
applicable categorisation.
In 2019, the most significant losses by category and
geography corresponded to litigation in Brazil where a set
of actions has been put in place to improve customer service
(in the form of a full mitigation plan, as described in section
6.2 ‘Operational risk management’ in this chapter). In
addition, in 2019 the volume of losses in the UK and the US
increased due to provisions that cover cases related to
product commercialisation and legacy cases.
Regarding external fraud, the majority of losses are related
to forgery and identity theft, and the fraudulent use of debit
and credit cards. The forecast for next year is for this trend to
continue, with a potential intensification of the fraudsters'
activity in payment transactions and electronic commerce.
In this regard, the Group is continuously improving its
monitoring and control procedures and tools with the goal
of tackling these risks.

6. The Basel categories incorporate risks which are detailed in section 7 'Compliance and conduct risk'.
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7. Compliance and conduct risk
7.1 Introduction
The Compliance and Conduct function fosters the Group´s
adherence to the rules, supervisory requirements, and the
principles and values of good conduct, by setting standards,
advising and reporting in the interest of employees,
customers, shareholders and the community as a whole.
This function addresses all matters related to:
• Regulatory compliance.
• Financial crime compliance (FCC).
• Product governance and consumer protection.
• Reputational risk.
Under the current configuration of the Group’s three lines of
defence, Compliance and Conduct is an independent
second-line control function organisationally under the
Group CRO, reporting directly and regularly to the board of
directors and its committees, through the Group Chief
Compliance Officer (Group GCCO).
The Group’s goal is to minimise the probability of noncompliance events and to identify, evaluate, assess,
manage, control and report any potential irregularities that
may occur.
The Group sets out in its risk appetite model its zero
tolerance for Compliance and Conduct risks with the goal of
minimising the probability of any economic, regulatory or
reputational impact. In order to achieve this goal,
Compliance and Conduct risk is managed through a
homogeneous process carried out towards a common
methodology and taxonomy, fully aligned with the Risk
function principles, by establishing a series of risk
indicators, assessment matrices and qualitative statements.
The Compliance and Conduct function takes part in the
annual risk appetite formulation, in order to verify that the
current model is aligned with the Group’s risk appetite.
In addition, the transition from the Target Operating Model
(TOM) implementation to the Annual Compliance Program
(ACP) has been completed, which is now more developed,
becoming a key management tool for covering a wide scope
of around 70 activities related to risk management,
governance and culture. This tool addresses potential
improvements detected during the capacity and maturity
model assessment on the effectiveness of the function and
significantly improving the oversight and control
environment.
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The Program is supervised by the Board and the
management team of each respective subsidiary, and it is
validated by the Group C&C function. It details the main
activities to be developed by the function throughout the
year, classified into the following categories: i) governance;
ii) findings and recommendations; iii) regulatory radar; iv)
risk management; v) culture and vi) improvement projects.

7.2 Governance
The Group CCO reports to the Group’s governing and
management bodies. This is independent of the Risk
function’s other reporting obligations to the governance and
management bodies of the Group’s risk profile, which also
includes compliance and conduct risks.
The function’s governance has historically been predicated
on a strong structure of Group Committees. During the past
year, a simplification process led by the Internal Governance
function was performed to achieve a more efficient
governance structure that strikes an appropriate balance
between governance, oversight and responsive decisionmaking whilst eliminating unnecessary complexity. As a
result of this process, the governance structure is now
composed of the General Compliance Committee and three
supporting governance fora: Reputational Risk Forum,
Corporate Product Governance Forum and the Anti-Money
Laundering and Terrorism Financing Forum.
The general compliance committee is the high- level
collegiate body of the Compliance and Conduct function. Its
main responsibilities are as follows:
• Proposing updates and modifications to the General
Compliance and Conduct Corporate framework and other
corporate frameworks sponsored by the Compliance
function for ultimate approval by the board of directors.
• Reviewing significant compliance and conduct risk events,
measures adopted and their effectiveness.
• Setting up and assessing corrective actions when risks of
this kind are detected in the Group, either due to
weaknesses in the existing management and control or
due to emerging new risks.
• Monitoring newly issued or amended regulations and
establishing their scope of application in the Group, and,
if necessary, defining adaptation or mitigation actions.
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7.3 Compliance and conduct risk
management
As previously mentioned, the Compliance and Conduct risk
management follows the Group’s three lines of defence
model as an independent second-line control function at
both the Group and subsidiaries levels. In this respect,
significant progress has been achieved in the improvement
of the Compliance and Conduct function’s regulatory tree
and in its transposition to local subsidiaries, although
further developments are still being carried out.
One of the Compliance and Conduct function’s cornerstones
consists on overseeing the effective implementation and
monitoring of the General Code of Conduct (GCC) under the
supervision of the compliance committee and of the risk
supervision, regulation and compliance committee.
The GCC catalogues the ethical principles and rules of
conduct by which all activities of Santander Group
employees must be governed. This code must be
understood and applied along with the other internal
development regulations. The GCC establishes the
following:
• Compliance functions and responsibilities on the
application of the General Code of Conduct;
• General ethical principles of the Group;
• General standards of conduct;
• The consequences in case of breach;
• A whistleblowing channel ('Canal Abierto'), which allows
employees who are aware of allegedly misconducts or
that are not aligned with the corporate behaviours,
communicate them confidentially and anonymously.
The following paragraphs provide the details on how risk
management is conducted for the additional items that are
under the Compliance and Conduct function’s scope:
regulatory compliance, product governance and consumer
protection, financial crime compliance and reputational risk.

Regulatory Compliance
The Regulatory compliance is responsible for controlling
and supervising regulatory risks related to employees,
securities markets and data management, developing
policies and rules and ensuring compliance by the Group
subsidiaries.
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(GDPR), Foreign Account Tax Compliance Act (FATCA) and
Common Reporting Standard (CRS).
• Disclosure of relevant Group information (material facts).
The most relevant areas of the Regulatory compliance
function are described below:
A. Employees
The main objective of this function is to extend the ethical
and compliance culture across the Group, establishing
internal standards for the prevention of criminal risks,
conflicts of interest or anti-competitive behaviours based on
the principles established by the General Code of Conduct,
which is the central element of Regulatory Compliance.
The Group in its firm commitment against any form of
corruption, whether in the public or private sectors, has an
Anti-Corruption policy whose purpose is to establish the
guidelines to be applied, assign the relevant roles and
responsibilities and establish certain anti-corruption
elements for its governance. This policy, which can be
supplemented by any additional stricter controls derived
from more demanding local regulations or obligations and
their specific training, includes elements aimed at
mitigating and preventing corruption and bribery within the
Group, such as:
• Guidelines regarding gifts and invitations extended to
public officials.
• Guidelines regarding the conduct of agents,
intermediaries, advisors and business partners.
• Control and prevention measures regarding third parties
(agents, intermediaries, advisors and business partners)
with whom the Group operates: due diligence processes
for third parties who are not first-line or of renowned
prestige; anti-corruption clauses; payment controls;
accounting controls.
• Guidelines regarding the acceptance by Group employees
of gifts or invitations.
Corporate defence subject matter experts have held the
Global Corporate Defence Forum for a third consecutive year
to share best practices and jointly design working plans for
improving and promoting the compliance culture in all our
subsidiaries through collaboration and networking.

The following functions are in place for the adequate
control and management of regulatory compliance risks:

Additionally, in 2019 Canal Abierto has been launched at the
Group’s headquarters, Santander Consumer HQ and
Santander Spain as the evolution of the already-in-use
whistleblowing channel implemented since 2016 in the
Group’s main subsidiaries. Canal Abierto goals are:

• Application and interpretation of the GCC and other codes
and rules and regulations that implement it, including
oversight of the corporate defence model and promotion
of the Group’s Whistleblowing channels model, known as
Canal Abierto.

• Contribute to the Group´s cultural transformation, since it
allows to escalate behaviours that are not aligned with
our corporate values, in addition to other more usual
compliance related cases, such as unlawful acts or
breaches of the GCC.

• Development and application of policies and rules aimed
at preventing market abuse, paying special attention to
the use of common methodologies and corporate tools.

• Create a working environment where employees feel able
to Speak Up and are Truly Listened to, in line with our
Responsible Banking strategy and with our aim to be a
bank that is Simple, Personal and Fair.

• Control and supervision of regulations related to: (i)
markets, mainly, MiFID II, EMIR, Dodd-Frank Title VII and
the Volcker Rule and (ii) data management, in the
competencies of General Data Protection Regulation
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• Support FCC according to the existing regulations and
culture objectives.
For further details regarding Canal
Abierto, see section 'A talented and
motivated team' of the Responsible
Banking chapter.

B. Market abuse
In 2019, Regulatory compliance activities focused on the
implementation in our main geographies of group tools for
market abuse risk prevention and management:

C. Market regulations
Regulatory compliance carries out the risk management of
the main international markets regulations that affect the
Group. The most relevant actions during 2019 are detailed
below:

MiFID II
Throughout 2019, the
Regulatory Compliance
function worked together
with Regulatory Affairs &
Compliance SCIB, as well as
with the different
subsidiaries in finalising and
improving the MiFID II
control framework for each
subsidiary.
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Dodd-Frank
Title VII
Swap dealer compliance
programme improvement in
2019, successfully
strengthening internal
controls and monitoring.

Volcker Rule
Oversight of this regulation
has continued this year. The
Volcker Rule allows
proprietary trading only in
limited cases that the Group
controls by means of a
specific compliance
programme.
Due to the recent
amendments introduced to
the Rule, the current
Compliance Programme is
expected to be modified
gradually during 2020.

Relevant
information
Regulatory compliance is
responsible for disclosing
relevant Group information
to the markets. Banco
Santander made public a
number of material facts
during the year, which are
available on the Group’s
website and the CNMV
website.
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D. Data management

Product governance and consumer protection

The focal points for Regulatory compliance in 2019 were:

The product governance and customer protection mission is
to ensure that the Group acts in the customer´s interest by
complying with regulations, the entity’s values and
principles. This mission is achieved through the following
drivers:

GDPR
• Monitoring the completion of pending actions from
adaptation programs and control framework
consolidation based on three pillars: key performance
indicators (KPIs), monitoring program and risk selfassessment.
• Support the Group’s subsidiaries with the release of new
guidelines and operating criteria based on supervisory
guidance. In addition, the existent corporate policies on
data protection have been revised.
• A series of corporate initiatives to ensure the compliance
program effectiveness: training materials and courses for
Data Protection Officers (DPOs) and data protection
champions; key internal processes reinforcement (vendor
management; technical assistance to product and service
approval governing bodies; security incident
management; among others).
• Fostering cooperation and best practices sharing among
subsidiaries.
FATCA and CRS

Culture

• In terms of the automatic exchange of tax information
among countries (FATCA and CRS), the main oversight
activities were centred around: (i) reporting obligations
by our subsidiaries according to local provisions; (ii)
remedial actions following Internal audit’s
recommendations and (iii) reinforcement of the control
framework (KPI's and controls) and review of the existing
corporate policies.

• Establish the principles of conduct and risk management
throughout the commercialisation process and the
relationship with retail customers. At the same time,
establish and manage a strong governance culture.
• Promote an appropriate culture with a Simple, Personal
and Fair approach, to act in the customers´ best interest.
Processes
• Ensure that products are designed to meet the
characteristics and needs of customers, with an
appropriate balance of risks, costs and profitability.
• Oversee the sale process to the adequate target market,
with proper commercial treatment and transparency of
information, as well as salesforce training and
compensation systems that encourage performance in
the best interest of the customer.
• Ensure that customer service, post-sale systems and
processes facilitate a simple, personal and fair approach
to customers, as well as adequate detection and
management of any possible deterioration of products
and services.
Management
• Ensure that decisions are made, action plans are defined
and followed when necessary, and that senior
management and statutory bodies are properly informed.
• Oversee the design and execution of controls throughout
the commercialisation and customer relationship process.
• Identify risks through client voice, regulatory guidelines,
industry practices, supervisor and auditor opinions, and
learning from internal/external events.
• Apply group risk assessment methodologies, such as
management indicators, thematic evaluations, and selfassessments.
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• Mitigate conduct risks with customers through solid
oversight, reviewing conduct management at subsidiaries
based on regular corporate reporting, and capacity and
maturity model assessment.

Main product governance and consumer protection
progresses and activities in 2019
According to the risk-based management approach, the main
actions to mitigate risk during 2019 have been based on:

Digitalization and
simplification

Consumer protection principles
communication and measures.
New platform and standardization
frameworks in order to streamline the
product/service approval process.

1LoD accountability and
controls

Culture and awareness

Best practices for vulnerable customers
treatment.
Evolving sales force remuneration and
training.

Enhancement of conduct risk management by
the risk owners: local products conduct risk
forums leaded by 1LoD and local control
standards.

Focusing on customer
impact
Expanding the scope of conduct risk
management taking into account
customer impact in recovery and
collections processes and fraud
management.

Consolidating the
customer voice
Integrating all the customer voice input such
as social media and reinforcing forums
providing a holistic oversight.

Digitalization and simplification

First line of defence accountability and controls

• Specific approval powers for any product or service
promoted by Santander and establishing the Santander
Digital Guide that highlights the relevant aspects to be
taken into account by the Business areas in the
development and subsequent launch of Santander Digital
initiatives in order to protect consumers' rights.

• Business accountability reinforcement through the local
products conduct risk forums leaded by the first line of
defence, especially in insurance and cards where conduct
risk management has been significantly enhanced.

• Simplification of the product/service approval process
through the enhancement of the digital platform and
simplification of the product approval frameworks at
subsidiaries’ level.
Culture and awareness
• Leverage on the consumer protection principles KPIs in
our core geographies, which work as a bridge between
the voice of customers and business indicators, in order to
identify potential cases of customers’ detriment.
• Best practices guidelines on vulnerable customers’
treatment & prevention of over-indebtedness. This
provides Santander with a consistent approach regarding:
the identification and treatment of customers in special
circumstances and preventing over-indebtedness,
ensuring that those customers identified are treated not
only in a fair manner but also with empathy and
sensitiveness according to their particular circumstances
at all times, enhancing their experience and outcomes.
• Evolving guidelines and implementation of best practices
regarding sales force remuneration, training models and
controls as main drivers to mitigate miss-selling and
promote higher customer satisfaction and sustainable
business.
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• Strengthen local control standards across all the
commercialization processes, engaging first and second
lines of defence, and oversight, highlighting Spain and
Brazil initiatives. In this context, a new guideline for
conduct in marketing and promotional activities has been
developed to define best practices and reinforce the
control environment across the Group
Focusing on customer impact
• Expanding the scope of conduct risk management taking
into account customer impact in recovery and collections
processes and fraud management.
Consolidating the customer voice
• Execution of a thematic review regarding customer care
on social media, in which action plans have been
developed in order to enhance local models and promote
resolution capacity of customer care on social media; and
increase the use of reports generated in this channel for
business insights purposes.
• Global workshop on best practices in managing Customer
Voice (CuVo) with 19 speakers and 56 attendees from 12
countries where the Group is present. Local practices
were shared and regulatory trends addressed, while the
future was also discussed, laying the foundation for the
Group's CuVo management strategy.
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Other best practices
• Best practices workshop focused on the importance of
acting as a second line of defence for the local
Compliance & Conduct teams. Also raising awareness of
the first line of defence with regards to their role of “true
risk owners”, paying special attention to evolving
concepts of conduct with customers, digitalisation and
processes simplification, among others.
• Support local custody risk management coordinators to
effectively deploy the corporate custody procedure and to
enhance their second line of defence role at a local level.
Products and Services validation
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• Oversight the implementation of the corporate custody
procedure and monitoring the degree of control and
volume of 51 suppliers (42 of them external to
Santander) that provide custody services for both the
Group's own positions and for customers’ positions.

Financial Crime Compliance (FCC)
One of the Group’s strategic objectives is to maintain
advanced and efficient financial crime compliance systems,
constantly adapted to international regulations, with the
capacity to confront new techniques deployed by criminal
organisation's.
As a part of the second line of defence, the FCC function
ensures that risks are managed in accordance with the risk
appetite defined by the Group and promotes a strong risk
culture through the organisation. The global FCC function is
responsible for supervising and coordinating the FCC
systems of the Group subsidiaries, branches and business
areas, requiring the implementation of the necessary
programmes, measures and enhancements.
The Group anti-money laundering (AML) and countering
(CTF) terrorism financing policy is based on three main
pillars: the highest international standards, their adaptation
and compliance through global policies and technology
systems to facilitate such compliance.
During 2019, a new global head of FCC was appointed while
the Group continued to actively work on the following
tasks:

Products validated in corporate
office

Collective investment undertakings
and discretionary profiled portfolios

New products presented at CCCA

Funds/Investments

Units enquiries

Private Banking products

Structured Prod. (Santander
Internation Products Plc.)

Structured products Retail Banking
Other (policies, ETFs, funds focus
list, among others)

A. Of these proposals, one was not validated and others were retired for any
modification prior to assignment to other committee

Conduct risk with customers monitoring
23 sessions of the Corporate Product Governance and
Consumer Protection Meeting were held in 2019, at which
monitoring of the following items was presented:
• The marketing of products and services by country and
type of product with a focus on those in special
monitoring, regulatory and supervisory environment,
events and conduct costs and risk analysis through
indicators.
• Investment mandates compliance, portfolios risk
exposure and performance of investment products
managed by the Group’s subsidiaries, both considering
the fiduciary relationship with the customer and relative
performance to competitors.
• Customer complaints, managing 28 countries, 36
business units and 9 SGCB branches, including action
plans to mitigate customer detriment.

• Review of internal regulations and strengthening
management policies.
• Active oversight of subsidiaries, highlighting the effective
collaboration between them and communication
between the Group and its subsidiaries.
• Review and update the key risk Indicators (KRIs) to better
identify and monitor key areas of focus or relevance.
• Analysis of new products to be commercialised by the
Bank from an FCC standpoint.
• Special focus on systems optimisation, enhancing their
effectiveness and considering and developing new
technologies that are becoming available.
The global FCC function addressed significant
transformation projects, highlighting: i) the continuous
improvement of supporting tools and risk management
platforms, such as the one used for automation and
improvement of adverse media identification and
management processes; ii) extending its scope to other
units/areas within the Group; iii) or updating the corporate
money laundering and terrorism financing risks and
controls self- assessment (RCSA AML/CTF), in alignment
with the rest of the RCSA methodologies defined by the
Compliance function.
In addition, given that these standards and those adopted
by the Group are mandatory, their correct implementation
and application must be overseen. To do so, continuous
work is carried out in the different Group entities, including
monitoring of the training of Group employees.
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The main activity data in 2019 is as follows:
193 Subsidiaries reviewed (+14% vs. 2018)
62,885 Disclosures to authorities (+10% vs. 2018)
256,384 Investigations carried out (+23% vs. 2018)
177,062 Employees trained (+4% vs. 2018)
The Group has training plans in place at both local and
Group level, in order to cover all employees. Specific
training plans are also in place for the most sensitive areas
from the perspective of anti-money laundering and
counter-terrorism financing.

Reputational risk
Reputational risk is defined in the Group as the risk of a
current or potential negative economic impact due to
damage to the perception of the bank on the part of
employees, customers, shareholders and investors, and the
wider community.
Reputational risk may arise from a multitude of sources and
in many cases from other risks. In general, these sources
may be related to the Group's business and support
activities, the economic, social and political environment
and events associated with our competitors. Consequently,
the management of this risk requires global interaction with
both first and second lines of defence functions responsible
for the relationship with stakeholders, in order to ensure a
consolidated oversight of the risk, efficiently supported on
the current control frameworks.
The reputational risk model is based on a prominently
preventive approach to risk management and control, and
on effective processes for the identification and
management of early warnings of events and risks, and
subsequent monitoring and management of events and
detected risks.
Key actions in 2019:
• Operating of a new version of the Group reputational risk
model, defence sector policy and sensitive sectors
financing policy.
• Consolidation of subsidiaries reporting to Group,
including events, transactions and clients. In this regard,
the approval workflow for corporate transactions has
been improved.
• Consolidation of Group governance and elevation of
membership of the Reputational Risk Forum, the status
of which remains as a supporting forum.
• General awareness campaign aimed at all employees and
promoted by senior management, thematic forum with
countries and training sessions for specific groups
focusing specifically on reputational risk assessment.
• Reformulation and cascading-down to countries of the
preventive risk appetite metric. Approval of risk appetite
metrics in main countries.
• New risk assessment conducted in the Group’s
headquarters.
• New reputational risk approach for the global risk profile
assessment exercise.
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• Reinforcement of governance with subsidiaries, including
new guidelines for analysis and units’ supervision.

Transformation and improvement projects
Significant improvements have been done in the
Compliance and Conduct function during 2019 in all
disciplines: processes simplification, customer focus, “Canal
Abierto”, FCC policies and standards and EU regulation,
reputational risk consolidation, new transformation
capabilities, among others.
In accordance with the organisational principles defined in
the function, transversal functions support specialised
vertical functions, providing them with methodologies and
resources, management systems and information and
support in executing multidisciplinary projects and
activities, among them:
• Analytic Cluster. This initiative aims to provide the Group
with a new set of tools to help its analytic projects.
Through this cluster we can upload massive amounts of
information (big data), process the information in
different ways with different programming languages,
and finally run different analysis (Machine Learning Algorithm) that allow us to get different insights
depending on the use case that we are working on (AML
processes, customer protection processes, among
others).
• Machine Learning for AML Transaction Monitoring. The
transaction monitoring process is one of the most timeconsuming activities, due to the high number of alerts, an
area where previous expertise domain, rules, conditions
and thresholds define the risk that we would like to
control.
During the last few years, we have identified
opportunities to improve this kind of process by
introducing Artificial Intelligence capacities. Our goal is to
validate if the use of unsupervised machine learning
algorithms can be a real alternative to improve our
detection processes, being able to find unknown
unknowns, being more efficient and making our
investigation team focus on finding what matters.
Different benefits of using an AI approach are seen in the
transaction monitoring area:
Better Detection. This new approach is based on a
multi dimension analysis.
Flexibility and speed to face new changes in the
analysis/ detection approach. The flexibility of these
tools is also another benefit since in these projects we
are able to run different analysis/approaches working
in parallel with big amounts of data.
Significant improvement in the investigation process.
The new environment brings all the latest IT
functionalities in order to provide everything that the
user needs in only one application.
Simulation environment. We have, as part of the
production environment, functionalities that allow us
to run new analysis in parallel with the production
analysis.
Full Track. These new projects allow us to have a 100%
full track of the information.
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• The Regulatory Radar function, which manages the
regulatory adhesion cycle, has been strengthened at the
Group’s headquarters, through the development of a
single platform of new regulation repository which will
integrate the analysis of its applicability and materiality
for the Group, break-down into actionable duties and
obligations, and follow-up of the process of
implementing required changes. The system incorporates
an automatic integration of regulatory sources.
• The Group strengthened best practices sharing and
cooperation between the Group's headquarters and the
subsidiaries.
• In addition to the traditional training, for which the
function is responsible, a biannual review of compliance
and conduct and awareness-raising actions is carried out
through the Group’s internal networks.
During 2019, the Compliance and Conduct function has
carried out several risk assessments (inherent risk, control
environment and the net residual risk) in coordination with
the Risk function, notably:
• A regulatory compliance assessment focused on the
Group’s main subsidiaries. This exercise is carried out
annually, following a bottom-up process, with the
involvement of both the first and the second lines of
defence. First, an assessment is made on the consistency
of the controls that mitigate such inherent risk, and then
the residual risk in each of these obligations is
determined. For those residual risks categorized as high
or critical, action plans are established and followed by
both the local and corporate compliance functions.
• Conduct assessment in products and services with a
scope of 20 geographies of the Group and 46 legal
entities, where the first line of defence functions evaluate
the main risks of conduct in commercialization, the
suitability of the controls that mitigate said risks and
establish action plans in those cases where risk
assessments exceed the defined risk appetite.
• Assessment of FCC on those Group units considered as
obliged entities in this matter (or equivalent). The
business units and the local FCC prevention officers,
under the supervision of the Corporate FCC function,
carry out this annual self-assessment exercise, which is
focused on Anti-Money Laundering (AML)/Terrorism
Financing (TF) aspects.
• In addition, the function has carried out a reputational
risk assessment within the corporate and global
functions, which are critical for the management and
prevention of this risk. Its objective has been to improve
the knowledge and awareness of the areas closest to
stakeholders and to detect and monitor potential specific
risks and associated action plans.
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8. Model risk
8.1 Introduction
A model is defined as a system, approach or quantitative
method that applies theories, techniques or statistical,
economic, financial or mathematical hypotheses to
transform input data into quantitative estimates. The
models are simplified representations of real world
relationships between characteristics, values and observed
assumptions. This simplification allows the Group to focus
attention on specific aspects which are considered to be
most important for applying a given model. Santander
Group uses models for different purposes such as admission
(scoring/rating), capital calculation, behaviour, provisions,
market and operational risk, compliance, liquidity, among
others.
The use of all those models entails model risk, defined as
the potential negative consequences arising from decisions
based on the results of wrong, inadequate or incorrectly
used models.
According to this definition, the sources of model risk are as
follows:
• The model itself, due to the utilization of incorrect or
incomplete data, or due to the modelling method used
and its implementation in systems.
• Incorrect use of the model.
The materialisation of model risk may cause financial loss,
erroneous commercial and strategic decision-making or
damage to the Group’s transactions.
The Group has been working towards the definition,
management and control of model risk for several years. In
2015, a specific area was established within the Risk
division in order to manage and control this risk.
Model risk management and control functions are
performed at both the Group’s Head Quarters and in each of
the Group’s main subsidiaries. To ensure adequate model
risk management the Group has in place a set of policies
and procedures which establish the principles,
responsibilities and processes to follow during the model
life cycle detailing aspects related to organization,
governance, model management and model validation,
among others.
The supervision and control of model risk is proportional to
the importance of each model. In this sense, a concept of
Tiering is defined as the main attribute used to synthesize
the model’s level of importance or model significance, this
criteria defines the intensity of the risk management
processes that must be followed.

456

2019 Annual Report

At the end of 2017, we launched a strategic plan, Model
Risk Management 2.0 (MRM 2.0), to reinforce model risk
management in the Group, reviewing each of the model’s
governance phases, and to address the new supervisory
expectations set out in the 2018 ECB Guide on internal
models.
MRM 2.0 is currently underway, and involves three phases
(2018, 2019 and 2020) which include 10 main initiatives
organized around four pillars:
• Key elements: Initiatives related to governance, risk
appetite, management scope and risk policies. A new
structure for model risk committees has been defined,
model risk governance has been enhanced. The Model
Risk Management framework has been reviewed and
simplified.
• Processes: Initiatives related to the model life cycle
phases. Model Risk Management is performed based on a
risk-based approach according the Tiering concept
defined.
• Communication: Internal and external communication
(monitoring, reports, training, among others). The
internal reporting framework has been enhanced and
specific model risk training has been prepared in order to
support the cultural change.
• Model Risk Facilitators: infrastructure, tools and
resources. A new Model Risk Management tool has been
implemented, and has been continuously evolved since
beginning of 2019.
So far, the MRM 2.0 strategic plan is progressing well,
ensuring that all regulatory requirements are covered.
Around 245 deliverables have been produced since the
beginning of the project, covering the different pillars
mentioned previously.
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8.2 Model risk management
Model risk management and control is structured around a
set of processes regarded as the model life cycle. The
definition of the model life cycle phases in the Group is
outlined as follows:

Identification
As soon as a model is identified, it is necessary to ensure
that it is included in the model risk control perimeter.
One key feature for a proper model risk management is to
have a complete inventory of the models used.
The Group has a centralized inventory, created on the basis
of a uniform taxonomy for all models used at the different
business units. The inventory contains all relevant
information for each model, which allows them to be
monitored properly according to their relevance and the tier
criteria.

Planning
This is an internal annual exercise, approved by the local
units’ governance bodies and validated by the Global team,
which aims to establish a strategic action plan for all
models included in the scope of management of the Model
Risk function. It identifies the needs for resources related to
the models that are going to be developed, revised and
implemented during the year.

Development
This is the model’s construction phase, based on the needs
established in the models plan and with the information
provided by the specialists for that purpose.
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One of the key tasks related to the internal validation is the
consistency analysis process carried out by the different
validators, which includes the review of the issued
recommendations, their severity and the rating assigned. In
this way it acts as an important point of control of the
consistency and comparability of the validation works. The
validation works are only concluded once this phase of
consistency has been completed.

Approval
Before being deployed and therefore used, each model
must be submitted for approval to the corresponding
governance bodies.

Deployment and use
This is the phase during which the newly developed model
is implemented in the system in which it will be used. As
mentioned already, this implementation phase is another
possible source of model risk. It is therefore essential that
tests are conducted by technical units and the model
owners to certify that the model has been implemented
pursuant to its methodological definition and that it works
and performs as expected.

Monitoring and control
Models have to be regularly reviewed to ensure correct
performance and that they are suitable for purpose.
Otherwise, they must be adapted or redesigned.
Additionally, control teams have to ensure that the model
risk is managed in accordance with the principles and rules
set out in the model risk framework and all related internal
regulations.

The development must take place using common standards
for the Group, and which are defined by the Global team.
This ensures the quality of the models used for decisionmaking purposes.

Internal validation
Independent validation of models is not only a regulatory
requirement, but it is also a key feature for proper
management and control of the Group’s model risk.
Hence, there is a specialized unit, independent from
developers and users, which draws up technical opinions on
the suitability of internal models, and sets out conclusions
concerning their robustness, utility and effectiveness. The
validation opinion for each model is expressed through a
rating which summarises the model risk associated with it.
The internal validation process covers all models within the
model risk control scope, ranging from those used in the Risk function (credit, market, structural or operational risk
models, capital models, economic and regulatory models,
provision models, stress tests, among others) to other
models used in different functions that support decisionmaking.
The validation scope includes not only more theoretical or
methodological aspects, but also the IT systems and the
data quality that models rely upon for their effective
functioning. In general, it includes all relevant aspects
related to Risk management (controls, reporting, uses,
involvement of senior management, among others).
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9. Strategic risk
9.1 Introduction

9.2 Strategic risk management

Strategic risk is the risk of loss or damage arising from
strategic decisions or their poor implementation, or from
the inability to adapt to external developments.

For Santander, strategic risk is viewed as a transversal risk
and a Group target operating model that is used as a
reference by our subsidiaries. This model encompasses the
procedures and necessary tools for robust monitoring and
control, which can be summarised as follows:

The Group’s business model must be considered as key
factor that is pivotal to strategic risk. It has to be viable and
sustainable; therefore, it must be able to generate results in
accordance with the Group’s targets, every year and at least
during the following three years, as well as being consistent
with the Group’s long-term view.
Strategic risk, can be split into three main components:

1

Business model risk: the risk associated with the Group’s
business model. This includes, among others, the risk of the
model becoming obsolete, irrelevant, and/or that it loses
value to generate expected results.

2

Strategy design risk: the risk related to the strategy set out
in the Group’s long term strategic plan, including the risk
that this plan may not be adequate per se, or due to its
assumptions, and thus resulting in the Group may not be
able to deliver expected results.

3

Strategy execution risk: the risk associated with the
execution of the three-year financial plan. Risks considered
within this component include potential impacts due to both
internal and external factors, the inability to react to
changes in the business environment, and risks associated
with corporate development transactions.

• Strategic plans: the strategic risk function, with the
support of the different areas within the Risk division,
independently monitors and challenges the risk
management activities performed by the Group’s
corporate development and Strategy function. It is an
additional component, albeit independent, that is fully
integrated in all the Group’s strategic plans.
• Corporate development transactions: the Strategic risk
function, with the support of the different areas in the
Risk division, ensures that corporate development
transactions are subject to a risk assessment that
comprises their potential impact on both Santander’s risk
profile and risk appetite.
• Top risks: under stressed assumptions, the Group
identifies, evaluates, monitors and proactively manages
those risks that may have a significant impact on its
results, liquidity or capital affecting its financial health.
• New products commercialization: The Strategic Risk
function participates in the process of assessing and
validating any new product or service proposal before it is
launched on the market by the Group or any of its
subsidiaries ensuring full alignment with the defined
strategy.
• Strategic risk report: prepared jointly by the Group’s
Corporate Development and Strategy function and
strategic risk, as a combined tool for the monitoring and
assessment of the Group’s strategy, in addition to
associated risks. This report is presented to the senior
management and covers several topics: strategy
execution, strategic projects, corporate development
transactions, business model performance, top risks and
risk profile.
Additionally, one of the main points of focus from a
strategic point of view, continues to be the potential
outcome of Brexit and the uncertainty around it, not only for
the bank but also for the financial industry and the economy
as a whole. Through the strategic risk function, constant
monitoring is being carried out involving key areas, from
both the 1st and 2nd line of defence, to ensure that any
potential measures that could be required are ready to be
implemented in order to safeguard the interests of the
Group, our customers and shareholders.
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Glossary
2019 AGM

Our annual general shareholders’ meeting held on 12 April 2019

2020 AGM

Our annual general shareholders’ meeting that has been called for 2 or 3 April 2020, at first or second
call respectively

2019 EGM

Extraordinary general shareholder's meeting held on 23 July 2019

2Dii

2 Degree Investing Initiative

Active customer

Those customers who comply with balance, income and/or transactionality demanded minimums
defined according to the business area

ADS

American Depositary Shares

AGM

Annual General Shareholders´ meeting

AI

Artificial Intelligence

ALCO

Asset-Liability Committee

ALM

Asset and Liability Management

AML

Anti-money laundering

AORM

Advance Operational Risk Management

APM

Alternative Performance Measure

ARM

Advanced Risk Management

ASF

Available Stable Funding

ASR

Recovered write-off assets (Activos en suspenso recuperados)

AT1

Additional Tier 1

ATF

Anti-terrorist financing

ATM

Automated teller machine

ATOMIC

Advanced Target Operating Models in Collaboration

AVAs

Additional Valuation Adjustments

B2B2C

Business to business to customer

B2C

Business to customer

Banco Popular/Popular

Banco Popular Español, S.A., a bank whose share capital was acquired by Banco Santander, S.A. on 7
June 2017 and was merged into Santander in September 2018

Basel or Basel Committee

The Basel Committee on Banking Supervision

BAU

Business as usual

BCMS

Business Continuity Management System

BEPS

Base Erosion and Profit Shifting

Bigtechs

Large companies with established international presence in the market for digital services

BIS

Bank for International Settlements

Bn

Billion (1,000,000,000)

bps

basis points

BRRD

Directive 2014/59/EU establishing a framework for the recovery and resolution of credit institutions
and investment firms, as amended from time to time

BSI

Banco Santander International

BSPR

Banco Santander Puerto Rico

C&C

Compliance and Conduct

CAE

Chief audit executive

CAF

Development Bank of Latin America

CAGR

Compound annual growth rate

CAO

Chief accounting officer

CARF

Conselho Administrativo de Recursos Fiscais

CCO

Chief compliance officer

CCP

Central Counterparties

CCPS

Contingent Convertible Preferred Securities

CCSM

Code of Conduct in Securities Markets

460

2019 Annual Report

Responsible banking

Corporate governance

Economic and financial
review

Risk management and
control

CDI

Crest Depositary Interests

CDS

Credit Default Swaps

CEB

Council of Europe Development Bank

CEO

Chief executive officer

CEPR

Centre for Economic Policy Research

CET1

Common equity tier 1

CFO

Chief financial officer

CNMV

Spanish National Securities Market Commission (Comisión Nacional del Mercado de Valores)

COFINS

Contribuiçao para Financiamento da Seguridade Social

Corporate Centre

Our headquarters in Boadilla and business segment as described in section 4.1 ‘Description of
segments’ in the Economic and financial review chapter.

Corporation

All the governing bodies, organisational structures and employees entrusted by Banco Santander,
S.A. to exercise oversight and control across the entire Group, including those functions typically
associated with the relationship between a parent company and its subsidiaries.

COSO

Committee of Sponsoring Organisations of the Tradeway Commission

CRD IV package

The prudential framework established by the CRD and CRR currently in force

CRD V package

Amendment to the CRD IV package

CRE

Credit Risk Equivalent

CRO

Chief risk officer

CRR

Regulation (EU) 575/2013 on prudential requirements for credit institutions and investment firms, as
amended from time to time

CRS

The Common Reporting Standard approved by the OECD Council on 15 July 2014

CSA

Credit Support Annex

CVA

Credit Valuation Adjustment

D&I

Diversity & inclusion

DI

Debt to Income

Digital customers

Every consumer of a commercial bank’s services who has logged on to their personal online banking
and/or mobile banking in the last 30 days.

Dodd-Frank Act

The US Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010

DRA

Share Registration Document (Documento de Registro de Acciones)

DTA

Deferred Tax Asset

DVA

Debt Valuation Adjustment

E&S

Environmental and social

E2E

End to end

EAD

Exposure at Default

EBA

European Banking Authority

EBRD

European Bank for Reconstruction and Development

ECB

European Central Bank

EIB

European Investment Bank

EMIR

Regulation (EU) 648/2012 on OTC derivatives, central counterparties and trade repositories, as
amended from time to time

EP

Equator Principles

EPS

Earnings Per Share

ERC

Executive risk committee

ES

Expected Shortfall

ESG

Environmental, Social and Governance

ESMA

European Securities and Markets Authority

ETF

Exchange Traded Funds

EU

European Union

EVE

Economic Value of Equity

EWIs

Early Warning Indicators

FATCA

Foreign Account Tax Compliance Act

FATF

Financial Action Task Force

FCA

Fiat Chrysler Automobiles

FCC

Financial Crime Compliance
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FEBEF

Fundación Española de Banca para Estudios Financieros

FED

Federal Reserve

FL CET1

Fully loaded common equity tier 1 / Fully loaded CET1

FRA

Forward Rate Agreements

FROB

Fondo de Reestructuración Ordenada Bancaria

FRTB

Fundamental Review of the Trading Book

FSB

Financial Stability Board

FX

Foreign Exchange

GBP

Pound sterling

GCCO

Group chief compliance officer

GCRO

Group chief risk officer

GDP

Gross Domestic Product

GDPR

General Data Protection Regulation

GMRA

Global Master Repurchase Agreement

GMS

Global Merchant Services

GPG

Gender pay gap

GPTW

Great Place to Work

GRI

Global Reporting Initiative

GSGM

Group-Subsidiary Governance model

G-SIB

Global Systematically Important Bank

GSM

General shareholders’ meeting

GTS

Global Trade Services

HR

Human Resources

IAS

International Accounting Standards

IBORs

Interbank offered rates

ICAAP

Internal Capital Adequacy Assessment Process

ICAC

Spanish Instituto de Contabilidad y Auditoría de Cuentas

ICFR

Internal control over financial reporting

ICM

Internal control model

IFC

International Finance Corporation

IFRS

International Financial Reporting Standards (IFRS) as adopted in the EU pursuant to Regulation (EC)
1606/2002 on the application of international accounting standards, as amended from time to time

ILAAP

Internal Liquidity Adequacy Assessment Process

IMF

International Monetary Fund

IRC

Incremental Risk Charge

IRPJ

Imposto de Renda Pessoa Jurídica

IRRBB

Interest Rate Risk in the Banking Book

IRS

Internal Revenue Service

ISMA

International Securities Market Association

IT

Information technology

KPI

Key performance indicator

LCR

Liquidity Coverage Ratio

LDA

Loss Distribution Approach

LGD

Loss Given Default

Loyal customers

Active customers who receive most of their financial services from the Group according to the
commercial segment to which they belong. Various engaged customer levels have been defined
taking profitability into account.

LTD

Loan to Deposit ratio

LTV

Loan to Value

M/LT

Medium and long-term

MARP

Market Risk Advanced Platform

MiFID 2

Markets in Financial Instruments Directive.

Mn

Million
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MREL

Minimum requirement for own funds and eligible liabilities which is required to be met under the
BRRD

MRM

Model Risk Management

MtM

Mark-to-Market

MXN

Mexican peso

NAFTA

North American Free Trade Agreement

NGO

Non-governmental organisation

NII

Net Interest Income

Nominal cap

Maximum nominal amount of a risk operation, excluding market transactions

NPAs

Non-performing assets

NPLs

Non-performing loans

NPS

Net promoter score

NSFR

Net stable funding ratio

NYSE

New York Stock Exchange

o/w

Of which

OECD

Organisation for Economic Co-operation and Development

OFAC

Office of Foreign Assets Control

OM

Organised Markets

ONP

Ordinary net profit

OR

Operational risk

ORX

Operational Risk Exchange

OSLA

Overseas Securities Lender’s Agreement

OTC

Over the counter

P&L

Profit and Loss

PACTA

Paris Agreement Capital Transition Assessment

PCAOB

Public Company Accounting Oversight Board

PD

Probability of Default

People supported in our communities

The Bank has devised a corporate methodology tailored to Santander’s requirements and specific
model for contributing to society. This methodology identifies a series of principles, definitions and
criteria to allow the Bank to consistently keep track of those people who have benefited from the
programmes, services and products with a social and/or environmental component promoted by the
Bank. This methodology has been reviewed by an external auditor.

PIS

Programa de Integraçao Social

PIT

Point in time

PLN

Polish Zloty

PMO

Project management office

POCI

Purchased or Originated Credit Impaired

POS

Point of sale

pp

percentage point

PPI

Payment protection insurance

PPNR

Pre-Provisions Net Revenue

PRA

UK Prudential Regulatory Authority

PRI

Principles for responsible Investment

PRIIPS

Regulation 1286/2014 on key information documents for packaged retail and insurance-based
investment products, as amended from time to time

PSD2

Payment Services Directive II

PwC

PricewaterhouseCoopers Auditores, S.L.

R&D&i

Research, development and innovation

RAF

Risk appetite framework

RAS

Risk appetite statement

RBSCC

Responsible banking, sustainability and culture committee

RCC

Risk control committee

RCSA

Risk control self-assessment

RDA

Risk Data Aggregation

RIA

Risk Identification and Assessment
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RoA

Return on assets

RoE

Return on equity

RoRAC

Return on risk adjusted capital

RoRWA

Return on risk weighted assets

RoTE

Return on tangible equity

RRS

Risk Reporting Structure

RSF

Required Stable Funding

RWAs

Risk weighted assets

S&P 500

The S&P 500 index maintained by S&P Dow Jones Indices LLC

SAM

Santander Asset Management

Santander Consumer US

Santander Consumer USA Holdings Inc.

SBNA

Santander Bank N.A.

SC USA

Santander Consumer US

SCAN

Santander Customer Assessment Note

SCF

Santander Consumer Finance

SCIB

Santander Corporate & Investment Banking

SCPs

Strategic commercial plans

SDE

Santander Dividendo Elección scheme

SDG

Sustainable Development Goals

SEA

Securities Exchange Act

SEC

Securities and Exchanges Commission

SHUSA

Santander Holdings USA, Inc.

SIS

Santander Investment Securities

SMEs

Small and medium enterprises

SOX

Sarbanes-Oxley Act of 2002

Spanish Companies Act

Spanish companies act approved by Royal Decree Law 1/2010, as amended from time to time

Spanish Securities Markets

Spanish securities markets act approved by Royal Decree Law 4/2015, as amended from time to time

SPF

Simple, Personal and Fair

SRB

European Single Resolution Board

SREP

Supervisory Review and Evaluation Process

SRF

Single Resolution Fund

SRI

Socially Responsible Investment

SRT

Significant Risk Transfer

SSM

Single Supervisory Mechanism, the system of banking supervision in Europe. It comprises the ECB
and the national supervisory authorities of the participating countries.

ST

Short-term

STEM

Science, Technology, Engineering and Mathematics

SVaR

Stressed value at risk

T&O

Technology and operations

T2

Tier 2

TCFD

Task Force on Climate-related Financial Disclosures

TF

Terrorist financing

TLAC

The total loss-absorbing capacity requirement which is required to be met under the CRD V package

TLTRO

Targeted longer-term refinancing operations

TNC

The Nature Conservancy

TOM

Target Operational Model

TRIM

Targeted Review of Internal Models

TSR

Total Shareholder Return

UK

United Kingdom

UN SDG

United Nations Sustainable Development Goals

UNEP FI

United Nations Environmental Program Financial Initiative

US

United States of America

USD

United States dollar
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VaE

Value at Earnings

VaR

Value at Risk

VAT

Value Added Tax

Volcker Rule

Section 619 of the Dodd-Frank Act

VRAC

Vendor Risk Assessment Centre

WBCSD

World Business Council for Sustainable Development

WM&I

Wealth Management and Insurance

Wolfsberg group

Association of thirteen global banks which aims to develop frameworks and guidance for the
management of financial crime risks
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Translation of the consolidated annual accounts originally issued in Spanish and prepared in accordance with the regulatory financial reporting framework applicable to the
Group in Spain (see Notes 1 and 55). In case of discrepancy, the Spanish version prevails.

Santander Group

CONSOLIDATED BALANCE SHEETS AS OF 31 DECEMBER 2019, 2018 AND 2017
Million euros
ASSETS

Note

CASH, CASH BALANCES AT CENTRAL BANKS AND OTHER DEPOSITS ON DEMAND
FINANCIAL ASSETS HELD FOR TRADING
Derivatives
Equity instruments
Debt instruments
Loans and advances
Central banks
Credit institutions
Customers
Memorandum items: lent or delivered as guarantee with disposal or pledge rights
NON-TRADING FINANCIAL ASSETS MANDATORILY AT
FAIR VALUE THROUGH PROFIT OR LOSS
Equity instruments
Debt instruments
Loans and advances
Central banks
Credit institutions
Customers
Memorandum items: lent or delivered as guarantee with disposal or pledge rights
FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
Equity instruments
Debt instruments
Loans and advances
Central banks
Credit institutions
Customers
Memorandum items: lent or delivered as guarantee with disposal or pledge rights
FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME
Equity instruments
Debt instruments
Loans and advances
Central banks
Credit institutions
Customers
Memorandum items: lent or delivered as guarantee with disposal or pledge rights
FINANCIAL ASSETS AVAILABLE-FOR-SALE
Equity instruments
Debt instruments
Memorandum items: lent or delivered as guarantee with disposal or pledge rights
FINANCIAL ASSETS AT AMORTISED COST
Debt instruments
Loans and advances
Central banks
Credit institutions
Customers
Memorandum items: lent or delivered as guarantee with disposal or pledge rights
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9 and 11
8
7
6
6
10

8
7
6
6
10

8
7
6
6
10

8
7
6
6
10

2019

2018* **

2017**

101,067
108,230

113,663

110,995
125,458

63,397
12,437
32,041
355
—
—
355
28,445

92,879
55,939
8,938
27,800
202
—
—
202
23,495

4,911

10,730

3,350
1,175
386
—
—
386
224
62,069

3,260
5,587
1,883
—
2
1,881
—
57,460

3,186
58,883
6,473
21,649
30,761
8,430
125,708

3,222
54,238
9,226
23,097
21,915
6,477
121,091

2,863
118,405
4,440
—
—
4,440
29,116

2,671
116,819
1,601
—
—
1,601
35,558

57,243
21,353
36,351
10,511
—
1,696
8,815
50,891

34,782
933
3,485
30,364
—
9,889
20,475
5,766

133,271
8
7

7
6
6
10

4,790
128,481
43,079
995,482

946,099

29,789
965,693
18,474
40,943
906,276
19,993

37,696
908,403
15,601
35,480
857,322
18,271
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ASSETS

Appendix

Note

2019

2018* **

Debt instruments

2017**
903,013

LOANS AND RECEIVABLES
7

17,543

Loans and advances

885,470

Central banks

6

Credit institutions

6

39,567

10

819,625

Customers

26,278

Memorandum items: lent or delivered as guarantee with disposal or pledge rights
INVESTMENTS HELD-TO-MATURITY

8,147
7

13,491

Memorandum items: lent or delivered as guarantee with disposal or pledge rights

6,996

HEDGING DERIVATIVES

36

7,216

8,607

8,537

CHANGES IN THE FAIR VALUE OF HEDGED ITEMS IN
PORTFOLIO HEDGES OF INTEREST RISK

36

1,702

1,088

1,287

INVESTMENTS

13

8,772

7,588

6,184

Joint ventures entities

1,325

979

1,987

Associated entities

7,447

6,609

4,197

ASSETS UNDER INSURANCE OR REINSURANCE CONTRACTS

15

292

324

341

35,235

26,157

22,974

34,262

24,594

20,650

15,041

8,150

8,279

19,221

16,444

12,371

973

1,563

2,324

823

1,195

1,332

5,051

98

96

TANGIBLE ASSETS
Property, plant and equipment

16

For own-use
Leased out under an operating lease
Investment property

16

Of which leased out under an operating lease
Memorandum items: in lease
INTANGIBLE ASSETS
Goodwill

17

Other intangible assets

18

27,687

28,560

28,683

24,246

25,466

25,769

TAX ASSETS
Current tax assets
Deferred tax assets

27

NON-CURRENT ASSETS HELD FOR SALE
TOTAL ASSETS

2,914
30,243

6,827

6,993

7,033

23,258

23,210

10,138

9,348

9,766

14

192

210

239

5

147

1,964

19

9,941

8,991

7,563

12

4,601

5,426

15,280

1,522,695

1,459,271

1,444,305

Inventories
Other

3,094
30,251

22,758

OTHER ASSETS
Insurance contracts linked to pensions

3,441
29,585

*
See reconciliation of IAS 39 as of 31 December 2017 to IFRS 9 as of 1 January 2018 (Note 1.d).
**
Presented for comparison purposes only (Note 1.d).
The accompanying Notes 1 to 55 and Appendices are an integral part of the consolidated balance sheet as of 31 December 2019.
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CONSOLIDATED BALANCE SHEETS AS OF 31 DECEMBER 2019, 2018 AND 2017
Million euros
LIABILITIES

Note

FINANCIAL LIABILITIES HELD FOR TRADING

2019

2018* **

2017**

77,139

70,343

107,624

Derivatives

9

63,016

55,341

57,892

Short positions

9

14,123

15,002

20,979

Deposits

—

—

28,753

Central banks

20

—

—

282

Credit institutions

20

—

—

292

Customers

21

—

—

28,179

Marketable debt securities

22

—

—

—

Other financial liabilities

24

—

—

—

FINANCIAL LIABILITIES DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
Deposits

60,995

68,058

59,616

57,111

65,304

55,971

Central banks

20

12,854

14,816

8,860

Credit institutions

20

9,340

10,891

18,166

Customers

21

34,917

39,597

28,945

Marketable debt securities

22

3,758

2,305

3,056

Other financial liabilities

24

126

449

589

Memorandum items: subordinated liabilities

23

—

—

—

1,230,745

1,171,630

1,126,069

942,417

903,101

883,320

FINANCIAL LIABILITIES AT AMORTISED COST
Deposits
Central banks

20

62,468

72,523

71,414

Credit institutions

20

90,501

89,679

91,300

Customers

21

789,448

740,899

720,606

Marketable debt securities

22

258,219

244,314

214,910

Other financial liabilities

24

30,109

24,215

27,839

Memorandum items: subordinated liabilities

23

21,062

23,820

21,510

HEDGING DERIVATIVES

36

6,048

6,363

8,044

CHANGES IN THE FAIR VALUE OF HEDGED ITEMS IN
PORTFOLIO HEDGES OF INTEREST RATE RISK

36

269

303

330

LIABILITIES UNDER INSURANCE OR REINSURANCE CONTRACTS

15

739

765

1,117

PROVISIONS

25

13,987

13,225

14,489

Pensions and other post-retirement obligations

6,358

5,558

6,345

Other long term employee benefits

1,382

1,239

1,686

Taxes and other legal contingencies

3,057

3,174

3,181

Contingent liabilities and commitments
Other provisions
TAX LIABILITIES
Current tax liabilities
Deferred tax liabilities
OTHER LIABILITIES
LIABILITIES ASSOCIATED WITH NON-CURRENT ASSETS HELD FOR SALE
TOTAL LIABILITIES
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739

779

617

2,451

2,475

2,660

9,322

8,135

7,592

2,800

2,567

2,755

27

6,522

5,568

4,837

26

12,792

13,088

12,591

—

—

—

1,412,036

1,351,910

1,337,472
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Appendix

CONSOLIDATED BALANCE SHEETS AS OF 31 DECEMBER 2019, 2018 AND 2017
Million euros
EQUITY

Note

2019

2018* **

2017**

SHAREHOLDERS´ EQUITY

30

122,103

118,613

116,265

CAPITAL

31

8,309

8,118

8,068

Called up paid capital

8,309

8,118

8,068

Unpaid capital which has been called up

—

—

—

Memorandum items: uncalled up capital

—

—

—

52,446

50,993

51,053

598

565

525

—

—

—

598

565

525

SHARE PREMIUM

32

EQUITY INSTRUMENTS ISSUED OTHER THAN CAPITAL
Equity component of the compound financial instrument
Other equity instruments issued
OTHER EQUITY

34

146

234

216

ACCUMULATED RETAINED EARNINGS

33

61,028

56,756

53,437

REVALUATION RESERVES

33

—

—

—

OTHER RESERVES

33

Reserves or accumulated losses in joint ventures investments

1,166

Others
(-) OWN SHARES

4

OTHER COMPREHENSIVE INCOME

(3,567)
917

(1,602)
724

(6,412)

(4,484)

(2,326)

(31)

(59)

(22)

34

PROFIT ATTRIBUTABLE TO SHAREHOLDERS OF THE PARENT
(-) INTERIM DIVIDENDS

(5,246)

6,515

7,810

6,619

(1,662)

(2,237)

(2,029)

(22,032)

(22,141)

(21,776)

ITEMS THAT WILL NOT BE RECLASSIFIED TO PROFIT OR LOSS

29

(4,288)

(2,936)

(4,034)

ITEMS THAT MAY BE RECLASSIFIED TO PROFIT OR LOSS

29

(17,744)

(19,205)

(17,742)

NON-CONTROLLING INTEREST

28

10,588

10,889

12,344

Other comprehensive income

(1,292)

(1,436)

Other items

11,570

(982)

12,181

13,780

TOTAL EQUITY

110,659

107,361

106,833

1,522,695

1,459,271

1,444,305

Loans commitment granted

241,179

218,083

207,671

Financial guarantees granted

13,650

11,723

14,499

Other commitments granted

68,895

74,389

64,917

TOTAL LIABILITIES AND EQUITY
MEMORANDUM ITEMS: OFF BALANCE SHEET AMOUNTS

35

*
See reconciliation of IAS 39 as of 31 December 2017 to IFRS 9 as of 1 January 2018 (Note 1.d).
**
Presented for comparison purposes only (Note 1.d).
The accompanying Notes 1 to 55 and Appendices are an integral part of the consolidated balance sheet as of 31 December 2019.
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CONSOLIDATED INCOME STATEMENTS FOR THE YEARS ENDED 31 DECEMBER 2019, 2018 AND 2017
Million euros
(Debit) Credit
Interest income

Note

2019

2018* **

2017**

38

56,785

54,325

56,041

3,571

4,481

4,384

48,552

47,560

49,096

4,662

2,284

2,561

(21,502)

(19,984)

(21,745)

35,283

34,341

34,296
384

Financial assets at fair value through other comprehensive income
Financial assets at amortised cost
Other interest income
Interest expense

39

Interest income/ (charges)
Dividend income

40

533

370

13 and 41

324

737

704

Commission income

42

15,349

14,664

14,579

Commission expense

43

(3,570)

(3,179)

(2,982)

Gain or losses on financial assets and liabilities not measured
at fair value through profit or loss, net

44

1,136

604

308

39

Income from companies accounted for using the equity method

Financial assets at amortised cost

828

565

1,349

1,515

Reclassification of financial assets at fair value through other comprehensive income

—

—

Reclassification of financial assets at amortised cost

—

—

1,349

1,515

292

331

Reclassification of financial assets at fair value through other comprehensive income

—

—

Reclassification of financial assets at amortised cost

—

—

292

331

(286)

(57)

Other financial assets and liabilities
Gain or losses on financial assets and liabilities held for trading, net

44

Other gains (losses)
Gains or losses on non-trading financial assets and liabilities mandatorily
at fair value through profit or loss

44

Other gains (losses)

404

1,252

Gain or losses on financial assets and liabilities measured
at fair value through profit or loss, net

44

Gain or losses from hedge accounting, net

44

(28)

83

(11)

Exchange differences, net

45

(932)

(679)

105

Other operating income

46

1,797

1,643

1,618

Other operating expenses

46

(2,138)

(2,000)

(1,966)

Income from assets under insurance and reinsurance contracts

46

2,534

3,175

2,546

Expenses from liabilities under insurance and reinsurance contracts

46

(2,414)

(3,124)

(2,489)

(85)

Total income

49,229

48,424

48,355

Administrative expenses

(20,279)

(20,354)

(20,400)
(12,047)

Staff costs

47

(12,141)

(11,865)

Other general administrative expenses

48

(8,138)

(8,489)

(8,353)

16 and 18

(3,001)

(2,425)

(2,593)

25

(3,490)

(2,223)

(3,058)

Depreciation and amortisation cost
Provisions or reversal of provisions, net
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(Debit) Credit
Note
Impairment or reversal of impairment at financial assets not measured
at fair value through profit or loss and net gains and losses from changes
Financial assets at fair value through other comprehensive income
Financial assets at amortised cost

10

2019

2018* **

(9,352)

(8,986)

(12)

(1)

(9,340)

(8,985)

2017**
(9,259)

Financial assets measured at cost

(8)

Financial assets available-for-sale

(10)

Loans and receivables

10

(9,241)
—

Held-to-maturity investments
Impairment or reversal of impairment of investments in
subsidiaries, joint ventures and associates, net

17 and 18

(17)

(13)

(1,623)

(190)

(1,260)

16

(45)

(83)

(72)

17 and 18

(1,564)

(117)

(1,073)

Impairment or reversal of impairment on non-financial assets, net
Tangible assets
Intangible assets

(14)

Others
Gain or losses on non-financial assets and investments, net

49

Negative goodwill recognised in results
Gains or losses on non-current assets held for sale
not classified as discontinued operations

50

Operating profit/(loss) before tax
Tax expense or income from continuing operations

27

Profit from continuing operations
Profit or loss after tax from discontinued operations

37

Profit for the year
Profit attributable to non-controlling interests

—

28

Profit attributable to the parent

10

(115)

1,291

28

522

—

67

—

(232)

(123)

(203)

12,543

14,201

12,091

(4,427)

(4,886)

(3,884)

8,116

9,315

8,207

—

—

—

8,116

9,315

8,207

1,601

1,505

1,588

6,515

7,810

6,619

Earnings per share
Basic

4

0.362

0.449

0.404

Diluted

4

0.361

0.448

0.403

*
See further detail regarding the impacts of the entry into force of IFRS 9 as of 1 January 2018 (Note 1.d).
**
Presented for comparison purposes only (Note 1.d).
The accompanying Notes 1 to 55 and Appendices are an integral part of the consolidated income statement for the year ended 31 December 2019.
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CONSOLIDATED STATEMENTS OF RECOGNISED INCOME AND EXPENSE FOR
THE YEARS ENDED 31 DECEMBER 2019, 2018 AND 2017
Million euros
CONSOLIDATED PROFIT FOR THE YEAR
OTHER RECOGNISED INCOME AND EXPENSE
Items that will not be reclassified to profit or loss
Actuarial gains and losses on defined benefit pension plans
Non-current assets held for sale
Other recognised income and expense of investments in
subsidiaries, joint ventures and associates
Changes in the fair value of equity instruments measured at fair value through other
comprehensive income
Gains or losses resulting from the accounting for hedges of equity instruments
measured at fair value through other comprehensive income, net
Changes in the fair value of equity instruments measured at fair value through other
comprehensive income (hedged item)
Changes in the fair value of equity instruments measured at fair value through other
comprehensive income (hedging instrument)
Changes in the fair value of financial liabilities at fair value through profit or loss
attributable to changes in credit risk
Income tax relating to items that will not be reclassified
Items that may be reclassified to profit or loss
Hedges of net investments in foreign operations (effective portion)
Revaluation gains (losses)
Amounts transferred to income statement
Other reclassifications
Exchanges differences
Revaluation gains (losses)
Amounts transferred to income statement
Other reclassifications
Cash flow hedges (effective portion)
Revaluation gains (losses)
Amounts transferred to income statement
Transferred to initial carrying amount of hedged items
Other reclassifications
Financial assets available-for-sale
Revaluation gains (losses)
Amounts transferred to income statement
Other reclassifications
Hedging instruments (items not designated)
Revaluation gains (losses)
Amounts transferred to income statement

Note

29

2019

8,116
419
(1,351)
(1,677)
—
1

36

(29)

36

9,315
(1,899)
332
618
—

44

—

(44)

—

Other reclassifications
Debt instruments at fair value with changes in other comprehensive income

—
—
—

—
—
—

—
2,414

—
(591)

2,588
(792)
618
—
—
—
—
(27)
(870)
8,535

(29)
(562)
—
—
—
—
—
(77)
139
7,416

Attributable to non-controlling interests

1,911

1,396

Attributable to the parent

6,624

6,020

Revaluation gains (losses)
Amounts transferred to income statement
Other reclassifications
Non-current assets held for sale
Revaluation gains (losses)
Amounts transferred to income statement
Other reclassifications
Share of other recognised income and expense of investments
Income tax relating to items that may be reclassified to profit or loss
Total recognised income and expenses for the year

29

(157)
—
1

109
(222)
(2,231)
(2)
(2)
—
—
(1,874)
(1,874)
—
—
174
491
(317)
—
—

29

36

8,207
(7,320)
(88)

(174)
—

510
1,770
(1,151)
(1,151)
—
—
1,396
1,396
—
—
8
(1,104)
1,112
—
—

2017**

1

—

(156)
29
36

2018* **

68
(7,232)
614
614
—
—
(8,014)
(8,014)
—
—
(441)
501
(942)
—
—
683
1,137
(454)
—

—
—
—
—
(70)
(4)
887
1,005
(118)

*
See further detail regarding the impacts of the entry into force of IFRS 9 as of 1 January 2018 (Note 1.d).
**
Presented for comparison purposes only (Note 1.d).
The accompanying Notes 1 to 55 and Appendices are an integral part of the consolidated statement of recognised income and expense for the year ended 31 December
2019.
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CONSOLIDATED STATEMENTS OF CHANGES IN TOTAL EQUITY FOR THE YEARS ENDED 31 DECEMBER 2019, 2018 AND 2017
Million euros

Balance at 31 December 2018* **
Adjustments due to errors
Adjustments due to changes in accounting policies
Opening balance at 1 January 2019**

Capital

Share
premium

8,118

50,993

Equity
instruments
issued (not
capital)
565

—

—

—

Other equity
instruments

Accumulated
retained
earnings

234

56,756

—

—

—

—

—

—

—

8,118

50,993

565

234

56,756

—

—

—

—

Other changes in equity

191

1,453

33

(88)

Issuance of ordinary shares

Total recognised income and expense

—
4,272

191

1,453

—

—

—

Issuance of preferred shares

—

—

—

—

—

Issuance of other financial instruments

—

—

—

—

—

Maturity of other financial instruments

—

—

—

—

—

Conversion of financial liabilities into equity

—

—

—

—

—

Capital reduction

—

—

—

—

Dividends

—

—

—

—

Purchase of equity instruments

—

—

—

—

—

Disposal of equity instruments

—

—

—

—

—

Transfer from equity to liabilities

—

—

—

—

—

Transfer from liabilities to equity

—

—

—

—

—

Transfers between equity items

—

—

—

—

5,327

Increases (decreases) due to business combinations

—

—

—

—

—

Share-based payment

—

—

—

(88)

—

Others increases or (-) decreases of the equity
Balance at 31 December 2019

—
(1,055)

—

—

33

—

—

8,309

52,446

598

146

61,028

*
See reconciliation of IAS 39 as of 31 December 2017 to IFRS 9 as of 1 January 2018 (Note 1.d).
**
Presented for comparison purposes only (Note 1.d).
The accompanying Notes 1 to 55 and Appendices are an integral part of the consolidated statement of changes in total equity for the year ended 31 December 2019.
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Non-controlling interest
Profit
attributable to
Revaluation
shareholders
reserves Other reserves (-) Own shares of the parent
—
(3,567)
(59)
7,810
—

—

—

(391)

—

—

(3,958)

(59)

—
—

488

—

—
(1,288)

—
—
7,810

—

6,515

28

(7,810)

(-) Interim
dividends

Other
Other
comprehensive comprehensive
income
income

Others items

Total

(2,237)

(22,141)

(1,292)

12,181

107,361

—

—

—

—

—

—
(2,237)

—
(22,141)

—
(1,292)

—

109

310

575

—

—

—

(391)

12,181

106,970

1,601

8,535

(2,212)

(4,846)

—

28

—

—

—

—

—

1

1,673

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

(2)

(2)

—

—

—

—

—

—

(895)

(3,612)

—

—

(928)

—

—

—

—

—

(928)

—

(6)

956

—

—

—

—

—

950

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

246

—

2,237

—

—

—

—

—

—

—

—

—

—

—

110

110

—

—

—

—

—

—

—

—

—

(1,556)

—

—

(5,246)

(31)
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CONSOLIDATED STATEMENTS OF CHANGES IN TOTAL EQUITY FOR THE YEARS ENDED 31 DECEMBER 2019, 2018 AND 2017
Million euros

Balance at 31 December 2017**
Adjustments due to errors
Adjustments due to changes in accounting policies
Opening balance at 1 January 2018* **

Capital

Share
premium

8,068

51,053

Equity
instruments
issued (not
capital)
525

—

—

—

Other equity
instruments

Accumulated
retained
earnings

216

53,437

—

—

—

—

—

—

—

8,068

51,053

525

216

53,437

Total recognised income and expense

—

—

—

—

—

Other changes in equity

50

(60)

40

18

3,319

Issuance of ordinary shares

50

(60)

—

—

—

Issuance of preferred shares

—

—

—

—

—

Issuance of other financial instruments

—

—

—

—

—

Maturity of other financial instruments

—

—

—

—

—

Conversion of financial liabilities into equity

—

—

—

—

—

Capital reduction

—

—

—

—

Dividends

—

—

—

—

Purchase of equity instruments

—

—

—

—

—

Disposal of equity instruments

—

—

—

—

—

Transfer from equity to liabilities

—

—

—

—

—

Transfer from liabilities to equity

—

—

—

—

—

Transfers between equity items

—

—

—

—

4,287

Increases (decreases) due to business combinations

—

—

—

—

—

Share-based payment

—

—

—

(74)

—

Others increases or (-) decreases of the equity
Balance at 31 December 2018**

—
(968)

—

—

40

92

—

8,118

50,993

565

234

56,756

*
See reconciliation of IAS 39 as of 31 December 2017 to IFRS 9 as of 1 January 2018 (Note 1.d).
**
Presented for comparison purposes only (Note 1.d).
The accompanying Notes 1 to 55 and Appendices are an integral part of the consolidated statement of changes in total equity for the year ended 31 December 2019.
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Non-controlling interest
Profit
attributable to
Revaluation
shareholders
reserves Other reserves (-) Own shares of the parent
—
(1,602)
(22)
6,619
—

—

—

(1,473)

—

—

(3,075)

(22)

—

490

—

—

—
—
6,619

—

7,810

—

(492)

(37)

(6,619)

—

10

—

—

—

—

—

—

—

(-) Interim
dividends

Other
Other
comprehensive comprehensive
income
income

Others items

Total

(2,029)

(21,776)

(1,436)

13,780

106,833

—

—

—

—

—

—
(2,029)
—

1,425

253

(1,545)

(1,340)

(20,351)

(1,183)

12,235

105,493

(1,790)

(109)

1,505

7,416

(1,559)

(5,548)

(208)

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

989

—

—

—

—

—

989

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

303

—

2,029

—

—

—

59

—

—

—

—

—

(660)

(601)

—

—

—

—

—

—

—

17

(57)

(1,026)

—

(864)

—

—

(3,567)

(59)
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CONSOLIDATED STATEMENTS OF CHANGES IN TOTAL EQUITY FOR THE YEARS ENDED 31 DECEMBER 2019, 2018 AND 2017
Million euros

Balance at 31 December 2016*
Adjustments due to errors
Adjustments due to changes in accounting policies
Opening balance at 1 January 2017*

Capital

Share
premium

7,291

44,912

Equity
instruments
issued (not
capital)
—

—

—

—

—

—

—

—

—

7,291

44,912

—

240

49,953

Other equity
instruments

Accumulated
retained
earnings

240

49,953

—

—

—

—

—

Other changes in equity

777

6,141

525

(24)

Issuance of ordinary shares

Total recognised income and expense

—

—
3,484

777

6,141

—

—

—

Issuance of preferred shares

—

—

—

—

—

Issuance of other financial instruments

—

—

525

—

—

Maturity of other financial instruments

—

—

—

—

—

Conversion of financial liabilities into equity

—

—

—

—

—

Capital reduction

—

—

—

—

Dividends

—

—

—

—

Purchase of equity instruments

—

—

—

—

—

Disposal of equity instruments

—

—

—

—

—

Transfer from equity to liabilities

—

—

—

—

—

Transfer from liabilities to equity

—

—

—

—

—

Transfers between equity items

—

—

—

—

4,286

Increases (decreases) due to business combinations

—

—

—

—

—

Share-based payment

—

—

—

(72)

—

Others increases or (-) decreases of the equity
Balance at 31 December 2017*

—
(802)

—

—

—

48

—

8,068

51,053

525

216

53,437

*
Presented for comparison purposes only (Note 1.d).
The accompanying Notes 1 to 55 and Appendices are an integral part of the consolidated statement of changes in total equity for the year ended 31 December 2019.
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Non-Controlling interest
Profit
attributable to
Revaluation
shareholders
reserves Other reserves (-) Own shares of the parent
(949)
—
(7)
6,204
—

—

—

—

—

—

—

(949)

—
—

492

—
(653)

(7)

—
—
6,204

—

6,619

(15)

(6,204)

(-) Interim
dividends

Other
Other
comprehensive comprehensive
income
income

Others items

Total

(1,667)

(15,039)

(853)

12,614

102,699

—

—

—

—

—

—
(1,667)
—

—

—

(15,039)

—

(853)

—

12,614

102,699

(6,737)

(583)

1,588

887

(362)

—

—

(422)

3,247
7,467

—

6

—

—

—

—

—

543

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

592

1,117

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

(10)

(10)

—

—

—

—

—

—

(665)

(3,496)

(2,029)

—

—

(1,309)

—

—

—

—

—

(1,309)

—

26

1,294

—

—

—

—

—

1,320

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

251

—

1,667

—

—

—

—

—

—

—

—

—

—

—

(39)

(39)

—

—

—

—

—

—

—

24

(48)

—

(936)

—

—

(1,602)

(22)
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CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED 31 DECEMBER 2019, 2018 AND 2017
Million euros
Note

A. CASH FLOWS FROM OPERATING ACTIVITIES

2019

2018* **

2017**

3,389

3,416

40,188

8,116

9,315

8,207

23,990

21,714

23,927

3,001

2,425

2,593

Other adjustments

20,989

19,289

21,334

Net increase/(decrease) in operating assets

64,593

51,550

18,349

Financial assets held-for-trading

15,450

(31,656)

(18,114)

Non-trading financial assets mandatorily at fair value through profit or loss

(6,098)

5,795

Financial assets at fair value through profit or loss

4,464

16,275

Financial assets at fair value through other comprehensive income

1,693

(2,091)

49,541

61,345

Profit for the year
Adjustments made to obtain the cash flows from operating activities
Depreciation and amortisation cost

Financial assets available-for-sale

3,085
2,494

Financial assets at amortised cost

32,379

Loans and receivables
Other operating assets
Net increase/(decrease) in operating liabilities
Financial liabilities held-for-trading

(457)

1,882

(1,495)

38,469

27,279

30,540

6,968

(36,315)

1,933

Financial liabilities designated at fair value through profit or loss

(8,858)

8,312

19,906

Financial liabilities at amortised cost

47,622

60,730

12,006

Other operating liabilities

(7,263)

(5,448)

(3,305)

Income tax recovered/(paid)

(2,593)

(3,342)

(4,137)

3,148

(4,008)

B. CASH FLOWS FROM INVESTING ACTIVITIES

(7,229)

Payments

14,289

12,936

10,134

Tangible assets

16

12,766

10,726

7,450

Intangible assets

18

1,377

1,469

1,538

Investments

13

63

11

8

Subsidiaries and other business units

83

730

838

Non-current assets held for sale and associated liabilities

—

—

—
300

Held-to-maturity investments
Other payments related to investing activities
Proceeds

—

—

—

7,060

16,084

6,126

Tangible assets

16

4,091

3,670

3,211

Intangible assets

18

—

—

—

Investments

13

686

2,327

883

218

431

263

2,065

9,656

1,382

Subsidiaries and other business units
Non-current assets held for sale and associated liabilities

12

387

Held-to-maturity investments
—

Other proceeds related to investing activities
C. CASH FLOW FROM FINANCING ACTIVITIES
Payments
Dividends
Subordinated liabilities

—

—

(10,122)

(3,301)

4,206

12,159

7,573

7,783

4

3,773

3,118

2,665

23

5,123

2,504

2,007

—

—

—

928

1,026

1,309

2,335

925

1,802

Redemption of own equity instruments
Acquisition of own equity instruments
Other payments related to financing activities

2,037

4,272

11,989

1,090

3,283

2,994

Issuance of own equity instruments

—

—

7,072

Disposal of own equity instruments

947

989

1,331

—

—

592

Proceeds
Subordinated liabilities

Other proceeds related to financing activities

23

493

Table of Contents

CONSOLIDATED STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED 31 DECEMBER 2019, 2018 AND 2017
Million euros
Note

2019

2018* **

2017**

1,366

(595)

(5,845)

E. NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS

(12,596)

2,668

34,541

F. CASH AND CASH EQUIVALENTS AT BEGINNING OF THE YEAR

113,663

110,995

76,454

G. CASH AND CASH EQUIVALENTS AT END OF THE YEAR

101,067

113,663

110,995

D. EFFECT OF FOREIGN EXCHANGE RATE DIFFERENCES

COMPONENTS OF CASH AND CASH EQUIVALENTS AT END OF THE YEAR
8,764

10,370

8,583

Cash equivalents at central banks

75,353

89,005

87,430

Other financial assets

16,950

14,288

14,982

—

—

—

101,067

113,663

110,995

—

—

—

Cash

Less: Bank overdrafts refundable on demand
TOTAL CASH AND CASH EQUIVALENTS AT END OF THE YEAR
In which: restricted cash

*
See reconciliation of IAS 39 as of 31 December 2017 to IFRS 9 as of 1 January 2018 (Note 1.d).
**
Presented for comparison purposes only (Note 1.d).
The accompanying Notes 1 to 55 and Appendices are an integral part of the consolidated statement of cash flows for the year ended 31 December 2019.
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Translation of the consolidated annual accounts originally
issued in Spanish and prepared in accordance with the
regulatory financial reporting framework applicable to the
Group in Spain (see Notes 1 and 55). In case of discrepancy,
the Spanish version prevails.

market of any Member State must prepare their
consolidated financial statements for the years beginning
on or after 1 January, 2005 in conformity with the
International Financial Reporting Standards (“IFRSs”)
previously adopted by the European Union (“EU-IFRSs”).

Banco Santander, S.A. and Companies composing
Santander Group

In order to adapt the accounting system of Spanish credit
institutions to the new standards, the Bank of Spain issued
Circular 4/2004, of 22 December on Public and Confidential
Financial Reporting Rules and Formats, which was repealed
on 1 January 2018 by the Circular 4/2017 issued by the
Bank of Spain on 27 November 2017 and subsequent
modifications.

Notes to the consolidated financial statements
(consolidated annual accounts) for the year ended 31
December 2019

1. Introduction, basis of
presentation of the consolidated
financial statements (consolidated
annual accounts) and other
information
a) Introduction
Banco Santander, S.A. (“the Bank” or “Banco Santander”) is
a private-law entity subject to the rules and regulations
applicable to banks operating in Spain. The Bylaws and
other public information on the Bank can be consulted at its
registered office at Paseo de Pereda 9-12, Santander.
In addition to the operations carried on directly by it, the
Bank is the head of a group of subsidiaries that engage in
various business activities and which compose, together
with it, Santander Group (“the Group”). Therefore, the Bank
is obliged to prepare, in addition to its own separate
financial statements, the Group's consolidated financial
statements, which also include the interests in joint
ventures and investments in associates.
At 31 December 2019, the Group consisted of 685
subsidiaries of Banco Santander, S.A. In addition, other 169
companies are associates of the Group, joint ventures or
companies of which the Group holds more than 5%
(excluding the Group companies of negligible interest with
respect to the fair presentation that the annual accounts
must express).
The Group´s consolidated financial statements for 2017
were approved by the shareholders at the Bank´s annual
general meeting on 23 March 2018. The Group´s
consolidated financial statements for 2018 were approved
by the shareholders at the Bank´s annual general meeting
on 12 April 2019. The 2019 consolidated financial
statements of the Group, the financial statements of the
Bank and of substantially all the Group companies have not
been approved yet by their shareholders at the respective
annual general meetings. However, the Bank´s board of
directors considers that the aforementioned financial
statements will be approved without any significant
changes.

b) Basis of presentation of the consolidated financial
statements (consolidated annual accounts)
Under Regulation (EC) no. 1606/2002 of the European
Parliament and of the Council of July 19, 2002 all
companies governed by the law of an EU Member State and
whose securities are admitted to trading on a regulated

The Group's consolidated financial statements for 2019
were authorised by the Bank's directors (at the board
meeting on 27 February 2020) in accordance with
International Financial Reporting Standards as adopted by
the European Union and with Bank of Spain Circular 4/2017
and subsequent modifications, and Spanish corporate and
commercial law applicable to the Group, using the basis of
consolidation, accounting policies and measurement bases
set forth in Note 2, accordingly, they present fairly the
Group's equity and financial position at 31 December 2019,
2018 and 2017 and the consolidated results of its
operations and the consolidated cash flows in 2019, 2018
and 2017. These consolidated financial statements were
prepared from the accounting records kept by the Bank and
by the other Group entities, and include the adjustments
and reclassifications required to unify the accounting
policies and measurement bases applied by the Group.
The notes to the consolidated financial statements contain
additional information to that presented in the consolidated
balance sheet, consolidated income statement,
consolidated statement of recognised income and expense,
consolidated statement of changes in total equity and
consolidated statement of cash flows. The notes provide, in
a clear, relevant, reliable and comparable manner, narrative
descriptions and breakdowns of these statements.
Adoption of new standards and interpretations issued
The following modifications came into force and were
adopted by the European Union in 2019:
• IFRS 16 Leases
On 1 January 2019, IFRS 16 Leases became effective. IFRS
16 establishes the principles for the recognition,
measurement, presentation and breakdown of lease
contracts, with the objective of ensuring reporting
information that faithfully represents the lease
transactions. The Group has adopted the standard, using
the modified retrospective approach from 1 January
2019, not restating the comparative financial statements
for 2018, as permitted under the specific transitional
provisions of the standard.
The adoption of IFRS 16 has led to changes in the Group's
accounting policies for the recognition, measurement,
presentation and breakdown of lease contracts.
The main aspects contained in the new regulations and
the breakdowns relating to the impact of the adoption of
IFRS 16 in the Group are included below:
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a) Lease accounting policy
Since 1 January 2019, when the Group acts as lessee, it
recognises a right-of-use asset representing its right to
use the underlying leased asset with a corresponding
lease liability on the date on which the leased asset is
available for use by the Group. Each lease payment is
allocated between the liability and the finance charge.
The finance charge is allocated to the income statement
during the term of the lease in such a way as to produce a
constant periodic interest rate on the remaining balance
of the liability for each year. The right-of-use asset is
depreciated over the useful life of the asset or the lease
term, whichever is shorter, on a straight-line basis. If the
Group is reasonably certain to exercise a purchase option,
the right-of-use asset is amortized over the useful life of
the underlying asset.
Assets and liabilities arising from a lease are initially
measured at present value. Lease liabilities include the
net present value of the following lease payments:
- Fixed payments (including inflation-linked payments),
less any lease incentive receivable,
- Variable lease payments that depend on an index or
rate,
- The amounts expected to be paid by the lessee under
residual value guarantees,
- The exercise price of a purchase option if the lessee is
reasonably certain that it will exercise that option, and
- Lease termination penalty payments, if the term of the
lease reflects the lessee's exercise of that option.
Lease payments are discounted using the interest rate
implicit in the lease. Given in certain situations this
interest rate cannot be obtained, the discount rate used in
this cases, is the lessee's incremental borrowing rate at
the related date. For this purpose, the entity has
calculated this incremental borrowing rate taking as
reference the listed debt instruments issued by the
Group; in this regard, the Group has estimated different
interest rate curves depending on the currency and
economic environment in which the contracts are located.
In order to construct the incremental borrowing rate, a
methodology has been developed at the corporate level.
This methodology is based on the need for each Entity to
consider its economic and financial situation, for which
the following factors must be considered:
- Economic and political situation (country risk).
- Credit risk of the company.
- Monetary policy.
- Volume and seniority of the company’s debt instrument
issues.
The incremental borrowing rate is defined as the interest
rate that a lessee would have to pay for borrowing, given
a similar period to the duration of the lease and with
similar security, the funds necessary to obtain an asset of
similar value to the right-of-use asset in a similar
economic environment. The Group Entities have a wide
stock and variety of financing instruments issued in
different currencies to that of the euro (pound, dollar,
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etc.) that provide sufficient information to be able to
determine an "all in rate" (reference rate plus adjustment
for credit spread at different terms and in different
currencies). In circumstances, where the leasing company
has its own financing, this has been used as the starting
point for determining the incremental borrowing rate. On
the other hand, for those Group entities that do not have
their own financing, the information from the financing
of the consolidated subgroup to which they belong was
used as the starting point for estimating the entity's
curve, analysing other factors to assess whether it is
necessary to make any type of negative or positive
adjustment to the initially estimated credit spread.
Right-of-use assets are valued at cost which includes the
following:
- The amount of the initial measurement of the lease
liability,
- Any lease payment made at or before the
commencement date less any lease incentive received,
- Any initial direct costs, and
- Restoration costs.
The Group recognises the payments associated with
short-term leases and leases of low-value assets on a
straight-line basis as an expense in the income
statement. Short-term leases are leases with a lease
term less than or equal to 12 months (a lease that
contains a purchase option is not a short term lease).
b) Recognised effects on the adoption of the standard
With the adoption of IFRS 16, the Group recognised lease
liabilities in relation to leases previously classified as
"operating leases" under the principles of IAS 17 Leases in
force at 31 December 2018. These liabilities were
measured at the present value of the remaining lease
payments, discounted using the lessee's incremental
borrowing rate at 1 January 2019. At the date of first
application, the weighted average discount rate was
4.5%, mainly due to the contribution of rented properties
in Spain.
For leases previously classified as finance leases, the
Group recognised the carrying amount of the lease asset
and lease liability immediately before transition as the
carrying amount of the right-of-use asset and lease
liability on the initial effective date. The measurement
principles in IFRS 16 apply only after that date.
The Group has considered the practical expedients
defined in paragraph C10 of the standard in the
application of the modified retrospective method. Such
application was made on a contract-by-contract basis,
and not on a generalised basis.
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A reconciliation between the operating lease
commitments at 31 December 2018 and the lease
liability recognised at 1 January 2019 is detailed below:
Million euros
Operating lease commitments at 31
December 2018

8,699

Amount of operating lease commitments
discounted by the Group rate

6,550

(+) Liabilities under finance leases at 31
December 2018
(-) Short-term leases recognised as expenses
on a straight-line basis

96
(20)

(-) Low-value leases recognised as expenses
on a straight-line basis

(2)

(-) Contracts revalued as service contracts

—

(+)/(-) Adjustments resulting from different
treatment of extension and termination
options
(+)/(-) Adjustments related to changes in the
index or rate affecting variable payments
Lease liability at 1 January 2019

556
—
7,180

As a result of the adoption of IFRS 16, the impact of the
first application recorded by the Group corresponds,
mainly, to the recognition of right-of-use for an amount
of EUR 6,693 million, financial liabilities for an amount of
EUR 7,084 million and a negative impact on the Group's
equity of EUR 391 million. The impact of the first
application of IFRS 16 on the ordinary capital ratio
(Common Equity Tier 1 - CET 1) was -20 b.p.
• IBOR (Interest Borrowing Offering Rate) Reform on
Reference Interest Rates (Amendments to IFRS 9, IAS 39
and IFRS 7) - The Group applies IAS 39 for hedge
accounting and, therefore, the amendments to IFRS 9
referred to in this section are not applicable to it. The
contractual cash flows of the accounting hedges, both of
the hedged items and of the hedging instruments, which
are based on a reference interest rate that currently
exists, will be modified by the substitution of said rate by
an alternative interest rate or modification of its
calculation methodology, in order to adapt it to the new
regulatory requirements. The amendments to the
standard permit the temporary application of certain
exceptions to compliance with hedge accounting
requirements that may be directly affected by the IBOR
reform, specifically requirements regarding highly
probable future transactions in cash flow hedges,
prospective and retrospective effectiveness (exemption
from compliance with the 80-125% effectiveness ratio)
and the need to identify the risk component separately.
These exemptions are no longer applicable when:
- uncertainty regarding the timing and amount of cash
flows based on the benchmark is no longer present, or
- the coverage relationship is interrupted.

Appendix

The amendments to IAS 39 will apply to all hedging
relationships directly affected by uncertainties related to
the IBOR reform for annual periods beginning on or after
1 January 2020, with the possibility of early application.
In this regard, following their entry into force for use in
the European Union, the Group has chosen to apply the
amendments to IAS 39 and IFRS 7 in the preparation of
the financial statements for the year ended 31 December
2019.
The exceptions given by the amendments to IAS 39 mean
that the IBOR reform had no impact on the hedging
relationships affected in the year ended 31 December
2019. The main assumptions or judgements made by the
Group in applying the amendments to IAS 39 are detailed
below:
– For cash flow hedges, the Group has assumed that the
cash flows covered (which are based on the benchmark
index) are not modified as a result of the
aforementioned reform, and therefore continue to
comply with the highly probable future transaction
requirement.
– To determine the prospective effectiveness of hedges,
the Group has assessed that the economic relationship
between the hedged item and the hedging instrument
continues to exist since the interest rate benchmark on
which the hedged item and the hedging instrument are
based is not changed as a result of the IBOR reform.
Subsequently, the nominal amount of the hedging
instruments corresponding to the hedging relationships
directly affected by uncertainties related to the IBOR
reform is shown:
Million euros
2019
GBP
LIBOR

USD
LIBOR

Others

Total

Cash flow hedges

28,077 21,894

2,213

52,184

Fair value hedges

64,629 15,758

3,248

83,635

92,706 37,652

5,461 135,819

Total hedging
instruments affected

With maturity after
the transition date
Cash flow hedges

15,692

7,421

1,863

24,975

Fair value hedges

53,180 11,467

2,849

67,497

68,872 18,888

4,712

92,472

In order to manage the transition process to the new
reference rates, the Group has established a global
corporate project to identify the risks and challenges
arising from this reform, with the involvement of senior
management, and which extends to all the affected
geographies and businesses. In addition, Santander is
continuously monitoring all regulatory and market
developments and is actively participating in the
discussion forums created by the various public
authorities in order to support an orderly transition to the
new interest rates.
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• IFRIC 23: Uncertainty about the treatment of income tax applies to the determination of taxable profit or loss, tax
bases, unused tax loss carry forwards, unused tax credits
and tax rates when there is uncertainty about the
treatment of taxes under IAS 12.
• Amendment to IFRS 9 Financial Instruments: prepayment
features with negative compensation - allows entities to
measure certain financial assets prepayable with a
negative offset at amortised cost. These assets, which
include some loans and debt securities, would have had
to be measured at fair value through profit or loss.
In order to apply measurement at amortised cost, the
negative offset must be 'reasonable compensation for
early termination of the contract' and the asset must be
maintained within a 'held-to-collect' business model.
• Amendment to IAS 28 Investments in associates and joint
ventures - the amendments clarify the accounting for
long-term interests in an associate or joint venture, which
are essentially part of the net investment in the associate
or joint venture, but to which equity accounting is not
applied. Entities must account for such interest under IFRS
9 Financial Instruments before applying the allocation of
losses and IAS 28 impairment requirements in
Investments in associates and joint ventures.
• Amendment to IAS 19 Employee Benefits - clarifies the
accounting of the amendments, reductions and
settlements on defined benefit plans.
• Amendment to IFRS 2015-2017 introduces minor
amendments to IFRS 3, IFRS 11, IAS 12 and IAS 23:
- IFRS 3, Business Combinations - clarifies that obtaining
control of a business that is a joint venture is a business
combination achieved in stages.
- IFRS 11 Joint Arrangements - clarifies that the party that
obtains joint control of a business that is a joint venture
should not reassess its previous interest in the joint
venture.
- IAS 12 Income Taxes - clarifies that the income tax
consequences of dividends on financial instruments
classified as equity should be recognised according to
where the past transactions or events that generated
distributable profits were recognised.
- IAS 23 Borrowing Costs - clarifies that if a specific loan
remains outstanding after the related qualifying asset is
ready for sale or intended use, it becomes part of generic
loans.
The application of the aforementioned amendments to
accounting standards and interpretations did not have any
material effects on the Group's consolidated financial
statements.
At the date of formulation of these consolidated annual
accounts, the following amendments with an effective date
subsequent to 31 December 2019 were in force:
• Modification of IFRS conceptual framework: The IFRS
Framework, which sets out the fundamental concepts of
financial reporting, is amended. The revised Framework
includes: a new chapter about measurement; guidance on
financial reporting; improved definitions, in particular the
definition of liabilities; and clarifications such as
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management functions, prudence and measurement
uncertainty in financial reporting. It will apply from 1
January 2020.
• Modification of IAS 1 Presentation of financial statements
and IAS 8 Accounting policies, changes in accounting
estimates and errors which use a consistent definition of
materiality throughout International Financial Reporting
Standards and the Conceptual Framework for Financial
Reporting, clarify when information is material and
incorporate some of the guidance in IAS 1 about
immaterial information. It will apply from 1 January
2020.
Lastly, at the date of formulation of these consolidated
annual accounts, the following standards which effectively
come into force after 31 December 2019 had not yet been
adopted by the European Union:
• Modification of IFRS 3 Business combinations amendments are introduced. The amendments are
intended to assist entities to determine whether a
transaction should be accounted for as a business
combination or as an asset acquisition. IFRS 3 continues
to adopt a market participant’s perspective to determine
whether an acquired set of activities and assets is a
business.
The amendments are mainly due to: clarify the minimum
requirements for a business; remove the assessment of
whether market participants are capable of replacing any
missing elements; add guidance to help entities assess
whether an acquired process is substantive; narrow the
definitions of a business and of outputs; and introduce an
optional fair value concentration test. It will apply from 1
January 2020.
• IFRS 17 Insurance contracts - new comprehensive
accounting standard for insurance contracts, which
includes recognition, measurement, presentation and
disclosure. It will apply from 1 January 2021.
• Classification of liabilities, amendments to IAS 1,
Presentation of Financial Statements, considering noncurrent liabilities, those in which the entity has the
possibility of deferring payment for more than 12 months
from the end of the reporting period.
The Group is currently analysing the possible effects of
these new standards and interpretations.
All accounting policies and measurement bases with a
material effect on the consolidated financial statements for
2019 were applied in their preparation.

c) Use of critical estimates
The consolidated results and the determination of
consolidated equity are sensitive to the accounting policies,
measurement bases and estimates used by the directors of
the Bank in preparing the consolidated financial statements.
The main accounting policies and measurement bases are
set forth in Note 2.
In the consolidated financial statements estimates were
occasionally made by the senior management of the Bank
and of the consolidated entities in order to quantify certain
of the assets, liabilities, income, expenses and obligations
reported herein. These estimates, which were made on the
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basis of the best information available, relate basically to
the following:
• The impairment losses on certain assets: it applies to
financial assets at fair value through other comprehensive
income, financial assets at amortised cost, non-current
assets held for sale, investments, tangible assets and
intangible assets (see Notes 6, 7, 10, 12, 13, 16, 17 and
18);
• The assumptions used in the actuarial calculation of the
post-employment benefit liabilities and commitments
and other obligations (see Note 25);
• The useful life of the tangible and intangible assets (see
Notes 16 and 18);
• The measurement of goodwill arising on consolidation
(see Note 17);
• The calculation of provisions and the consideration of
contingent liabilities (see Note 25);
• The fair value of certain unquoted assets and liabilities
(see Notes 6, 7, 8, 9, 10, 11, 20, 21 and 22);
• The recoverability of deferred tax assets (see Note 27);
and
• The fair value of the identifiable assets acquired and the
liabilities assumed in business combinations (see Note 3).
Although these estimates were made on the basis of the
best information available at 2019 year-end, and
considering updated information at the date of preparation
of these consolidated financial statements, future events
might make it necessary to change these estimates
(upwards or downwards) in coming years. Changes in
accounting estimates would be applied prospectively,
recognising the effects of the change in estimates in the
related consolidated income statement.

d) Information relating to 2018 and 2017
In July 2014, the IASB published IFRS 9, which was adopted
with the subsequent amendments by the Group on 1
January 2018. As permitted by the regulation itself, the
Group has chosen not to reclassify the comparative financial
statements without having reclassified under these criteria
the information relating to the year ended 31 December
2017 so that it is not comparative. However, the company
has included a reconciliation of balances as of 31 December
2017 under IAS 39 and the corresponding balances as of 1
January 2018 under IFRS 9 where the effect of the first
application of the rule is broken down.
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IFRS 9 establishes the requirements for recognition and
measurement of both financial instruments and certain
types of non-financial-purchase contracts. The
aforementioned requirements should be applied
retrospectively, adjusting the opening balance at 1 January,
2018, not requiring restatement of the comparative
financial statements.
The adoption of IFRS 9 has resulted in changes in the
Groups’ accounting policies for the recognition,
classification and measurement of financial assets and
liabilities and financial assets impairment. IFRS 9 also
significantly modifies other standards related to financial
instruments such as IFRS 7 "Financial instruments:
disclosure”.
Additionally, IFRS 9 includes new hedge accounting
requirements which have a twofold objective: to simplify
current requirements, and to bring hedge accounting in line
with risk management, allowing to be a greater variety of
derivative financial instruments which may be considered to
be hedging instruments. Furthermore, additional
breakdowns are required providing useful information
regarding the effect which hedge accounting has on
financial statements and also on the entity’s risk
management strategy. The treatment of macro-hedges is
being developed as a separate project under IFRS 9. Entities
have the option of continuing to apply IAS 39 with respect
to accounting hedges until the project has been completed.
According to the analysis performed until now, the Group
applies IAS 39 in hedge accounting.
For breakdowns of the notes, according to the regulations in
force, the amendments relating to IFRS 7 have only been
applied to the years 2019 and 2018. The breakdowns of
comparative information period notes related to 2017,
maintain the applicable breakdowns made in that period.
The following breakdowns relate to the impact of the
adoption of IFRS 9 in the Group:
i. Classification and measurement of financial instruments
The following table shows a comparison between IAS 39 as
of 31 December 2017 and IFRS 9 as of 1 January 2018 of
the reclassified financial instruments in accordance with the
new requirements of IFRS 9 regarding classification and
measurement (without impairment), as well as its book
value:
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IAS 39

IFRS 9
Book value
(Million euros)

Balance

Portfolio

Equity
instruments

Financial assets available for sale
(including those that were valued at cost
at December)

2,154
1,537

Loans and receivables

457
96

Debt instruments Financial assets available for sale

6,589

Financial assets at fair value through
profit or loss
Investments held-to-maturity

Loans and
advances

Derivatives

IAS 39
31/12/2017

1,152
10

IFRS 9
Impairment
impact 01/01/2018

Financial assets at
amortised cost

24,682

1,974

26,656

Loans and advances

23,952

2,002

25,954

Debt instruments

730

(28)

702

Financial assets at fair
value through other
comprehensive income

—

2

2

Debt instruments

—

2

2

Commitments and
guarantees granted
Total

617

197

814

25,299

2,173

27,472

Additionally, there was an impairment impact on Investments in joint ventures
and associates of EUR 34 million.

iii. Balance sheet reconciliation from IAS 39 to IFRS 9
The following table shows in detail the reconciliation the
consolidated balance sheet under IAS 39 as of 31 December
2017 to IFRS 9 as of 1 January, 2018 distinguishing
between the impacts due to classification and
measurement and due to impairment once adopted IFRS 9:
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Financial assets at amortised cost

96
6,704
199

43

Million euros

Non-trading financial assets mandatorily
at fair value through profit or loss

486

199

1,069

The following table shows a comparison between IAS 39 as
of 31 December 2017 and IFRS 9 as of 1 January, 2018 of
the impairment provisions of the financial instruments in
accordance with the new requirements of IFRS 9:

Financial assets at fair value through
other comprehensive income

1,497

203

Loans and receivables

ii. Reconciliation of impairment provisions from IAS 39 to
IFRS 9

Non-trading financial assets mandatorily
at fair value through profit or loss

533

Non-trading financial assets mandatorily
at fair value through profit or loss

10,179

Derivatives – hedging accounting
(liabilities)

Financial assets at fair value through
other comprehensive income

1,651

Financial assets held for trading

Loans and receivables

Financial assets at fair value through
profit or loss

Non-trading financial assets mandatorily
at fair value through profit or loss

Book value
(Million euros)

203

13,491

Financial assets held for trading

Portfolio

Financial assets at amortised cost
Non-trading financial assets mandatorily
at fair value through profit or loss

13,491
611

Financial assets at fair value through
profit or loss

9,577

Financial assets at fair value through
other comprehensive income

1,107

Financial assets at amortised cost

1,102

Derivatives - financial liabilities held for
trading

10
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IAS 39
ASSETS (Million euros)

31/12/17

Naming
modifications*

Classification and
measurement
impact

Appendix

IFRS 9
Impairment impact

01/01/18

Cash, cash balances at central banks and
other deposits on demand

110,995

—

—

—

110,995

Financial assets held for trading

125,458

—

160

—

125,618

Derivatives

57,243

—

—

—

57,243

Equity instruments

21,353

—

—

—

21,353

Debt instruments

36,351

—

203

—

36,554

Loans and advances

10,511

—

(43)

—

10,468

—

4,987

Non-trading financial assets mandatorily at
fair value through profit or loss
Equity instruments

933

4,054

c

933

1,651

—

2,584

Debt instruments

—

1,792

—

1,792

Loans and advances

—

611

—

611

8,226

—

42,075

—

—

Financial assets designated at fair value
through profit or loss
Equity instruments
Debt instruments
Loans and advances

34,782

(933)

933

(933)

3,485

—

30,364

—

8,425

124,229

2,126

2,636

533

—

121,593

486

(2)

Financial assets at fair value through other
comprehensive income
Equity instruments
Debt instruments
Loans and advances
Financial assets available-for-sale
Equity instruments
Debt instruments

(199)

—

3,286

—

38,789

(2)

126,353

1,107

—

(124,229)

(9,042)

—

4,790

(2,636)

(2,154)

c

128,481

(121,593)

(6,888)

b

Debt instruments
Loans and advances

889,779

a

21,297

15,557

b

20,195

a

(13,242)

874,222

b

903,013

(889,779)

Debt instruments

17,543

(15,557)

(1,994)

885,470

(874,222)

1,107

—
d

20

909,094
35,772

(2,002)

873,322

8
c

8

(11,248)

a,c

—

(13,491)

b

—

13,491

—

6,184

—

—

(34)

Other assets**

117,111

—

6

680

TOTAL ASSETS

1,444,305

—

94

Investments

3,169
122,077

—
(1,982)

1,102

Loans and receivables
Loans and advances

—

133,271

Financial assets at amortised cost

Investments held to maturity

a

(1,330)

—
6,150
e

117,797
1,443,069

* Due to the entry into force of Bank of Spain Circular 4/2017.
** Includes Hedging derivatives, Changes in the fair value of hedged items in portfolio hedges of interest risk, Assets under insurance or reinsurance contracts, Tangible
assets, Intangible assets, Tax assets, Other assets and Non-current assets held for sale.
a. The amount of the item Loans and receivables at 31 December 2017 is reclassified into Financial assets at amortised cost. Nevertheless, the Group maintained a
portfolio of loans and receivables for an approximate amount of EUR 8,600 million, which relate mainly to Brazil, which was designated at amortised cost; as a result of
the initial implementation of IFRS 9 this portfolio has been designated as fair value and finally it has been reclassified as ‘Financial assets designated at fair value
through profit or loss’.
b. Instruments classified as Investments held to maturity at 31 December 2017 have been reclassified into Financial assets available-for-sale because of the initial
implementation of IFRS 9. Additionally, after the review of the business model of cash flow portfolio in different locations, the group has identified certain groups of
assets classified at 31 December 2017 as Financial assets available-for-sale, which relate mainly to Mexico, Brazil and Consumer Finance business, whose
management is oriented towards the maintenance of financial instruments in a portfolio until maturity end; because of that, this asset group has been reclassified as
Financial assets at amortised cost.
c. The Group has reclassified in Non-trading financial assets mandatory at fair value through profit or loss those financial instruments which have not comply with the
SPPI test (solely payments of principal and interest) classified at 31 December 2017 mainly in Loans and receivables and Financial assets available for sale, which relate
mainly to the UK, Spain and Poland.
d. It corresponds to the increase in provisions for impairment of the value of the assets included in the item Financial assets at amortised cost derived from the change in
accounting policy.
e. This corresponds with increase on provisions for the tax effect referred in section d.
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IAS 39
31/12/2017

Naming
modifications

Classification and
measurement
impact

Impairment
impact

01/01/2018

107,624

—

10

—

107,634

Derivatives

57,892

—

10

—

57,902

Short positions

20,979

—

—

—

20,979

Deposits

28,753

—

—

—

28,753

Marketable debt securities

—

—

—

—

—

Other financial liabilities

—

—

—

—

—

59,616

—

—

—

59,616

55,971

—

—

—

55,971

3,056

—

—

—

3,056

589

—

—

—

589

LIABILITIES (Million euros)
Financial liabilities held for trading

Financial liabilities designated at fair value
through profit or loss
Deposits
Marketable debt securities
Other financial liabilities

IFRS 9

1,126,069

—

—

—

1,126,069

Deposits

883,320

—

—

—

883,320

Marketable debt securities

214,910

—

—

—

214,910

27,839

—

—

—

27,839

8,044

—

(10)

—

8,034

Financial liabilities at amortised cost

Other financial liabilities
Hedging derivatives
Changes in the fair value of hedged items in
portfolio hedges of interest rate risk
Provisions
Contingent liabilities and commitments

330

—

—

—

330

14,489

—

—

197

14,686

617

—

—

197

814

Other provisions*

13,872

—

—

—

13,872

Other liabilities **

21,300

—

41

(3)

21,338

TOTAL LIABILITIES

1,337,472

—

41

*
**
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1,337,707

Includes Pensions and other post-retirements obligations, Other long-term employee benefits, Taxes and other legal contingencies and Other provisions (including
guarantees and other contingent liabilities).
Includes Liabilities under insurance or reinsurance contracts, Tax liabilities, Other liabilities and Liabilities associated with non-current assets held for sale.
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IAS 39

Classification and
measurement
impact

EQUITY (Million euros)

31/12/2017

Shareholders’ equity

116,265

—

91

8,068

—

—

—

8,068

51,053

—

—

—

51,053

525

—

—

—

525

216

—

—

—

216

53,437

—

—

—

53,437

—

Share premium
Equity instruments issued
other than capital
Other equity
Accumulated retained earnings
Revaluation reserves
Other reserves
Own shares
Profit attributable to
shareholders of the parent
Interim dividends
Other comprehensive income
Items not reclassified to profit or loss
Actuarial gains or losses on defined benefit
pension plans
Non-current assets held for sale

Impairment
impact

IFRS 9

Naming
modifications*

Capital

(1,401)

—

—

(1,602)

—

91

—

(22)

—

—

—

6,619

—

—

—

(1,401)

—

—

(2,029)

—

(21,829)

(4,034)

919

(152)

—

(3,267)

(4,033)

—

—

—

(4,033)

—

—

—

—
(1)

5

(5)

—

—

—

—

Changes in the fair value of equity
instruments measured at fair value with
changes in other comprehensive income

914

Inefficacy of fair value hedges of equity
instruments measured at fair value with
changes in other comprehensive income

—

Changes in the fair value of financial
liabilities at fair value through profit or loss
attributable to changes in credit risk

—
(17,742)

—

—

—

(6)

—

(6)

99

—

(18,562)

—

—

(4,311)

—

—

—

(15,430)

—

—

—

152

1,154

99

—

1,253

—

—

—

—

2,068

(2,068)

—

—

1,154

(1,154)

—

—

914

(914)

—

Share in other income and expenses
recognised in investments in joint ventures
and associates

773

—

Hedging instruments (items not designated)

Equity instruments

—

(4,311)

Changes in the fair value of debt
instruments measured at fair value with
changes in other comprehensive income

Non-current assets held for sale

(919)

(141)

(15,430)
152

Debt instruments

6,619

(53)

(1)

Financial assets available for sale

(22)

—

—

Hedging derivatives. Cash flow hedges
(effective portion)

—
(2,912)

—

Other valuation adjustments

Exchange differences

114,955

(2,029)

—

Hedge of net investment in foreign
operations (effective portion)

01/01/2018

(21,776)

Share in other income and expenses
recognised in investments in joint ventures
and associates

Items that may be reclassified
to profit or loss

(221)

—

—

—

—

—

(5)

—

—

15

Other comprehensive income

(1,436)

—

3

Other elements

13,780

—

12

(123)

106,833

—

53

(1,524)

105,362

1,444,305

—

94

(1,330)

1,443,069

EQUITY
TOTAL EQUITY AND LIABILITIES

—

—

12,344

Non controlling interests

*

Appendix

(123)
—

(226)
12,236
(1,433)
13,669

Due to the entry into force of Bank of Spain Circular 4/2017.
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Similarly, to adapt the accounting system of Spanish credit
institutions to the changes related to IFRS15 and IFRS 9, on
6 December, 2017, Circular 4/2017, of 27 November, of the
Bank of Spain, was published, which repeals Circular
4/2004, of 22 December, for those years beginning as of 1
January, 2018. The adoption of this Circular has modified
the breakdown and presentation of certain headings in the
financial statements, to adapt them to the aforementioned
IFRS 9. Information corresponding to the year ended 31
December 2017 has not been restated under this Circular.

e) Capital management

In addition, in July 2016, the IASB published IFRS 16, which
was adopted by the Group in accordance with the standard
on 1 January 2019. As indicated in that standard, the Group
opted not to restate the comparative financial statements,
and the information relating to the years ended 31
December 2018 and 2017 was not restated in accordance
with those criteria, so that it is not comparative. However,
Note 1.b includes a reconciliation of the balances at 31
December 2018 and the corresponding balances at 1
January 2019, detailing the effect of the first application of
the standard.

To this end, the regulatory and economic capital figures and
their associated metrics RORWA (Return on Risk-Weighted
Assets), RORAC (Return on Risk-Adjusted Capital) and value
creation of each business unit- are generated, analysed and
reported to the relevant governing bodies on a regular basis.

In 2018, the Group changed the accounting policy for
recognition of non-controlling interests in equity stake
reduction transactions without loss of control. In accordance
with international financial reporting standards, the
goodwill associated with these transactions must be kept
on balance. The non-controlling interests resulting from the
equity stake reduction can be accounted for by their
participation in the identifiable net assets or by attributing
the goodwill associated with the participation sold. In this
sense, the Group opted to account for the non-controlling
interests by its participation in net assets. The application of
the accounting policy change, without impact on net equity,
was made on 1 January, 2018.
Therefore, the information for the years 2018 and 2017
contained in these notes to the consolidated financial
statements is presented with the information relating to
2019 for comparative purposes only, except as mentioned
above and the non-recast of the aforementioned for the
year 2017 balances due to Argentina’s hyperinflation effect
(see note 2.a iv).
Additionally, the segment information corresponding to the
year end 31 December 2018 and 2017 were recasted for
comparative purposes, in accordance with the new
organizational structure of the Group, as required by IFRS 8
(see note 52).
In order to interpret the changes in the balances with
respect to 31 December 2019, it is necessary to take into
consideration the exchange rate effect arising from the
volume of foreign currency balances held by the Group in
view of its geographic diversity (see Note 51.b) and the
impact of the appreciation/depreciation of the various
currencies against the euro in 2019, based on the exchange
rates at the end of 2019: Mexican peso ( 5.99%), US dollar
(1.92% ), Brazilian real (-1.59%) , Argentine peso
(-35.89%), Sterling pound ( 5.14%), Chilean peso ( -6.04%),
and Polish zloty (1.05% ); as well as the evolution of the
comparable average rates: Mexican peso (5.29%), US dollar
(5.41%), Brazilian real (-2.62%), Sterling pound (0.85%),
Chilean peso (-3.68%) and Polish zloty (-0.85%).
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i. Regulatory and economic capital
The Group’s capital management is performed at regulatory
and economic levels.
The aim is to secure the Group’s solvency and guarantee its
economic capital adequacy and its compliance with
regulatory requirements, as well as an efficient use of
capital.

Within the framework of the internal capital adequacy
assessment process (Pillar II of the Basel Capital Accord),
the Group uses an economic capital measurement model
with the objective of ensuring that there is sufficient capital
available to support all the risks of its activity in various
economic scenarios, with the solvency levels agreed upon
by the Group; at the same time the Group assesses, also in
the various scenarios, whether it meets the regulatory
capital ratio requirements.
In order to adequately manage the Group’s capital, it is
essential to estimate and analyse future needs, in
anticipation of the various phases of the business cycle.
Projections of regulatory and economic capital are made
based on the budgetary information (balance sheet, income
statement, etc.) and the macroeconomic scenarios defined
by the Group’s economic research service. These estimates
are used by the Group as a reference when planning the
management actions (issues, securitisations, etc.) required
to achieve its capital targets.
In addition, certain stress scenarios are simulated in order to
assess the availability of capital in adverse situations. These
scenarios are based on sharp fluctuations in macroeconomic
variables (GDP, interest rates, housing prices, etc.) that
mirror historical crises that could happen again or plausible
but unlikely stress situations.
Following is a brief description of the regulatory capital
framework to which the Group is subject.
On 26 June 2013 the Basel III legal framework was included
in European law through Directive 2013/36 (CRD IV),
repealing Directives 2006/48 and 2006/49, and through
Regulation 575/2013 on prudential requirements for credit
institutions and investment firms (CRR).
The CRD IV was transposed into Spanish legislation through
Law 10/2014 on the regulation, supervision and capital
adequacy of credit institutions, and its subsequent
implementing regulations contained in Royal Decree-Law
84/2015 and Bank of Spain Circular 2/2016, was completed
the adaptation to the Spanish law.
The CRR came into force immediately, established a phasein that has permitted a progressive adaptation to the new
requirements in the European Union regarding AT1 and T2
capital instruments. These calendars have been
incorporated into Spanish regulations through Bank of Spain
Circular 2/2014, affecting both the new deductions and
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those issues and equity items that are no longer eligible as
such under the new regulations.
On 27 December 2017, Regulation (EU) 2017/2395 was
published, amending the CRR with regard to the transitional
provisions to mitigate the impact of the introduction of IFRS
9 , which took place on 1 January, 2018. The timetable
provides for a gradual implementation period of 5 years,
and for the current year (2020) the applicable factor will be
0.7.
In addition, on 28 December 2017 Regulations (EU)
2017/2401 and 2017/2402 were published, incorporating
the new securitisation framework. The first regulation
establishes a new methodology for calculating capital
requirements for securitisations and a transitional period
ending on 31 December 2019, while the second regulation
defines a type of STS ('simple, transparent and
standardised') securitisation which, due to its characteristics
of simplicity, of financing the real economy, etc., receives
preferential treatment in terms of lower capital
requirements.
With regard to non performing exposures (NPEs), rules have
been published with the aim of implementing the "Action
plan for non performing exposures in Europe", published by
the European Council in July 2017. The most relevant are
the following:
– The European Central Bank (ECB)'s supervisory
expectation to address the stock of NPEs through
provisioning,
– ECB Guidance on non-performing loans to credit
institutions, published in March 2017: The Appendix to
this Guidance, published in March 2018, sets out
timetables with quantitative supervisory expectations
for provisioning of this type of exposure. Applicable to
exposures that originate prior to 26 April 2019 and that
have become NPE on or after 1 April 2018. A default
could result in a higher charge for Pillar 2.
– Amendment of the CRR by Regulation (EU) 2019/630
regarding the minimum coverage of losses derived
from doubtful exposures (prudential backstop),
published in April 2019: this Regulation (EU) includes
timetables of quantitative requirements for minimum
provisioning of NPE's. It applies to NPE's originated
after 26 April 2019 and failure to comply would result
in a deduction from the institutions' CET 1.
On 20 May 2019, the new regulatory package was
approved through Regulation (EU) 2019/876 (hereinafter
CRR II) and Directive (EU) 2019/878 (hereinafter CRD V).
As a general rule, CRR II will come into force on 28 June
2021, with some exceptions that will come into force during
a period of time that began on 1 January 2019 and will end
on 28 June 2023.
Among these exceptions, the entry into force on 27 June
2019 of the main changes regarding equity, capital
deductions, standard and IRB credit risk and authorisations
is highlighted.
On 27 June CRD V entered into force but is not yet applicable
as Member States have until 28 December 2020 to
transpose it into national law. The CRD V includes significant
changes such as the Pillar 2G regulation ('guidance').
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In the regulatory package published in June 2019, the TLAC
Term Sheet set at international level by the FSB (Financial
Stability Board) has been incorporated into CRR II as a Pillar I
of minimum equity and computable liability requirements
for GSIBs.
This package of modifications also includes the
modification of the Resolution Directive (BRRD), replacing it
with BRRD II, which establishes MREL requirements with
Pillar 2 for all resolution entities, whether systemic or not,
in which the resolution authority will decide on the
requirements on a case-by-case basis. For G-SIBs, CRR II
introduces the minimum requirement established in the
TLAC term sheet (16% / 18%), which must be made up of
subordinated liabilities, with the exception of a percentage
of senior debt (2.5% / 3.5%). For large banks (defined as
those whose total assets exceed EUR 100 billion) or those
which, without being large, the resolution authority
considers may be systemic, BRRD II establishes a minimum
subordination requirement of 13.5% of risk-weighted
assets, or 5% of the leverage ratio exposure, whichever is
higher. For the remaining entities the subordination
requirement will be determined on a case-by-case basis by
the resolution authority.
At 31 December 2019 the Group met the minimum capital
requirements established by current legislation (see Note
54).
ii. Plan for the roll-out of advanced approaches and
authorisation from the supervisory authorities
The Group continues adopting, over the next few years, the
advanced internal ratings-based (AIRB) approach under
Basel II for substantially all its banks, until the percentage of
exposure of the loan portfolio covered by this approach
exceeds 90%. The commitment assumed before the
supervisor still implies the adoption of advanced models
within the ten key markets where Santander Group
operates.
Accordingly, the Group continued in 2019 with the project
for the progressive implementation of the technology
platforms and methodological improvements required for
the roll-out of the AIRB approach for regulatory capital
calculation purposes at the various Group units.
The Group has obtained authorisation from the supervisory
authorities to use the AIRB approach for the calculation of
regulatory capital requirements for credit risk for the Parent
and the main subsidiaries in Spain, the United Kingdom and
Portugal, as well as for certain portfolios in Germany,
Mexico, Brazil, Chile, the Nordic countries (Norway, Sweden
and Finland), France and the United States.
During 2018, approval was obtained for the sovereign
portfolios, Institutions (FIRB method) and specialised
financing (Slotting) in Chile, mortgages and most revolving
portfolio of Santander Consumer Germany as well as the
portfolios of dealers of PSA France and PSA UK (FIRB
method).
As regards the other risks explicitly addressed under Basel
Pillar I, the Group is authorised to use its internal model for
market risk for its treasury trading activities in the UK,
Spain, Chile, Portugal and Mexico.
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For the purpose of calculating regulatory capital for
operational risk, the Group uses the standardised approach
provided for the CRR. On 2018 the European Central Bank
authorised the use of the Alternative Standardised
Approach to calculate the capital requirements at
consolidated level in Banco Santander México, S.A.,
Institución de Banca Múltiple, Grupo Financiero Santander
México, in addition to the approval obtained in 2016 in
Brazil.

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

g) Events after the reporting period
On 9 January, the Group announced that it had placed
contingently convertible preference shares ("PPCC") into
newly issued ordinary shares of the Bank, excluding preemptive rights of its shareholders, for a nominal value of
EUR 1,500,000,000.
The placement was carried out at par and the remuneration
of the shares, whose payment is subject to certain
conditions and is also discretionary, was set at 4.375% on
an annual basis for the first six years, being reviewed every
five years thereafter by applying a margin of 453.4 basis
points over the five-year Mid-Swap Rate.
On the same date, the Group announced its irrevocable
decision to proceed with the voluntary early redemption of
the PPCC issue for a nominal amount of EUR 1,500,000,000
made at 12 March 2014.
On 29 January, 2020 the Group announced that the Bank´s
board of directors, agreed to propose to the next
shareholder Bank annual general meeting, that the second
payment of the remuneration from 2019 profit be made for
a total of EUR 0.13 per share by means of :
• The payment in cash of a final dividend of 0.10 euros
per share and
• A scrip dividend (in the form of the Santander
Dividendo Elección programme) which will allow
shareholders to receive it in cash, for those who choose
this option, EUR 0.03 per share.

h) Other information
United Kingdom Referendum
On 31 January 2020 the United Kingdom ceased to be a
member of the European Union . The UK and the European
Union agreed withdrawal terms which establish a transition
period until 31 December 2020. During the transition period
(i) the United Kingdom will be treated as if it were still a
member of the European Union for trading purposes, (ii)
European Union legislation will continue to apply in the
United Kingdom and (iii) negotiations on a trade agreement
will be conducted, as well as on the extent of legislative and
regulatory convergence and regulatory cooperation. The
European Union will also carry out regulatory equivalence
assessments for financial services. Such assessments, even
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if positive, do not guarantee that equivalence will be
granted. Although the withdrawal agreement foresees the
possibility to extend the transition period for two more
years after the 31 January 2020, this is not automatic and
the United Kingdom has enshrined the 31 December 2020
date in local legislation passing the withdrawal agreement
as the end of the transition period, signalling a current
desire not to extend it.
Uncertainty remains around the terms of the United
Kingdom´s relationship with the European Union at the end
of the transition period. If the transition period were to end
without a comprehensive trade agreement, the United
Kingdom’s and Europe´s economic growth may be
negatively impacted. At the end of the transition period,
even if a trade agreement is entered into force and/or if
equivalence is granted to certain areas of the United
Kingdom’s financial services, contingency measures may
still be necessary in certain economic or financial matters to
avoid uncertainty and adverse economic effects and there
will be some changes in the products and services that
Santander United Kingdom can continue to offer into the
European Economic Area (EEA) and to EEA residents or EEA
incorporated entities. Where possible, Santander UK would
look to service such EEA customers from Banco Santander
S.A. instead.
While the longer term effects of the United Kingdom’s
anticipated withdrawal from the European Union are
difficult to predict, there is ongoing political and economic
uncertainty, which is likely to continue in the medium term
depending on its result, and could have adverse effect on
the operations, financial situation and prospects of
Santander UK, especially in the Retail and Commercial
banking segments. We have identified a number of risks to
Santander as a consequence of this uncertainty and the
result of the withdrawal process, including the following:
Increased market volatility could have a negative impact on
the Group´s cost of or access to funding, especially in an
environment in which credit ratings are impacted, it could
affect interest and currency exchange rates and the value of
assets in our banking book or of securities held by the
Group for liquidity purposes.
The Group in the UK is subject to significant regulation and
supervision by the European Union. Although legislation
has now been passed transferring the European Union
regulations into United Kingdom law, there remains
significant uncertainty as to the legal and regulatory
environment in which the Group´s UK subsidiaries will
operate when the transition period ends, and the basis on
which cross-border financial business will take place after
that date.
Furthermore, at the operational level, the Group's UK
subsidiaries and other financial institutions may no longer
be able to rely on the European cross-border framework for
financial services and it is not clear what the alternative
regime will be after Brexit. This uncertainty and the actions
taken as a result of it, as well as the new or amended rules,
could have significant adverse impacts on the Group's
operations, profitability and business.
An adverse effect on the UK economy could have a negative
impact on the Group's customers in that country. However,
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given the current uncertainty, the Group has continued to
focus on perfecting the Brexit contingency plans.
The materialisation of one or more of the above risks would
have a material adverse effect on the Group's operations,
financial situation and prospects.
The Group considered these circumstances in the review of
the goodwill assigned to Santander UK, which was impaired
in 2019 (see note 17).

2. Accounting policies
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• The balances arising from non-hedging forward foreign
currency/foreign currency and foreign currency/euro
purchase and sale transactions are translated at the
closing rates prevailing in the forward foreign currency
market for the related maturity.
Translation of functional currencies to euros
The balances in the financial statements of consolidated
entities (or entities accounted for using the equity method)
whose functional currency is not the euro are translated to
euros as follows:
• Assets and liabilities, at the closing rates.

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

• Income and expenses, at the average exchange rates for
the year.

a) Foreign currency transactions

• Equity items, at the historical exchange rates.

i. Presentation currency

iii. Recognition of exchange differences

The Bank’s functional and presentation currency is the euro.
Also, the presentation currency of the Group is the euro.

The exchange differences arising on the translation of
foreign currency balances to the functional currency are
generally recognised at their net amount under Exchange
differences in the consolidated income statement, except for
exchange differences arising on financial instruments at fair
value through profit or loss, which are recognised in the
consolidated income statement without distinguishing
them from other changes in fair value, and for exchange
differences arising on non-monetary items measured at fair
value through equity, which are recognised under Other
comprehensive income–Items that may be reclassified to
profit or loss–Exchange differences (except for exchange
differences on equity instruments, where the option to
irrevocably elect to be measured at fair value through
changes in accumulated other comprehensive income,
which are recognised in accumulated other comprehensive
income - Items not to be reclassified to profit or loss Changes in fair value of equity instruments measured at fair
value through other comprehensive income (see Note 29).

ii. Translation of foreign currency balances
Foreign currency balances are translated to euros in two
consecutive stages:
• Translation of foreign currency to the functional currency
(currency of the main economic environment in which the
entity operates); and
• Translation to euros of the balances held in the functional
currencies of entities whose functional currency is not the
euro.
Translation of foreign currency to the functional currency
Foreign currency transactions performed by consolidated
entities (or entities accounted for using the equity method)
not located in European Monetary Union (“EMU”) countries
are initially recognised in their respective currencies.
Monetary items in foreign currency are subsequently
translated to their functional currencies using the closing
rate.
Furthermore:
• Non-monetary items measured at historical cost are
translated to the functional currency at the exchange rate
at the date of acquisition.
• Non-monetary items measured at fair value are
translated at the exchange rate at the date when the fair
value was determined.
• Income and expenses are translated at the average
exchange rates for the year for all the transactions
performed during the year. When applying this criterion,
the Group considers whether there have been significant
changes in the exchange rates in the year which, in view
of their materiality with respect to the consolidated
financial statements taken as a whole, would make it
necessary to use the exchange rates at the transaction
date rather than the aforementioned average exchange
rates.

The exchange differences arising on the translation to euros
of the financial statements denominated in functional
currencies other than the euro are recognised in Other
comprehensive income–Items that may be reclassified to
profit or loss–Exchange differences in the consolidated
balance sheet, whereas those arising on the translation to
euros of the financial statements of entities accounted for
using the equity method are recognised in equity under
Other comprehensive income–Items that may be
reclassified to profit or loss and Items not reclassified to
profit or loss–Other recognised income and expense of
investments in subsidiaries, joint ventures and associates
(see Note 29), until the related item is derecognised, at
which time they are recognised in profit or loss.
Exchange differences arising on actuarial gains or losses
when converting to euros the financial statements
denominated in the functional currencies of entities whose
functional currency is different from the euro are recognised
under equity–Other comprehensive income–Items not
reclassified to profit or loss–Actuarial gains or (-) losses on
defined benefit pension plans (see Note 29).
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iv. Entities located in hyperinflationary economies
Exchange differences arising on the translation to the Group
´s presentation currency of financial statements
denominated in functional currencies other than euro for
subsidiaries located in countries with high inflation rates are
recorded in the consolidated statement of changes in total
equity-Other reserves.
At 31 December 2017, none of the functional currencies of
the consolidated subsidiaries and associates located abroad
corresponded to those of countries considered to have
highly inflationary and hyperinflationary economies, in
accordance with the criteria established in this connection
by the International Financial Reporting Standards adopted
by the European Union. Consequently, at the end of the year
it was not necessary to adjust the financial statements of
any consolidated or associated entity to correct for the
effects of inflation. In 2018 the economic situation in
Argentina, especially the evolution of the index
deteriorated, which caused, among other impacts, a
significant increase in inflation, which by the end of that
year had reached 48% per year (147% accumulated in three
years),). This situation led the Group to conclude that it was
necessary to apply IAS 29 for hyperinflationary economies Financial Information in Hyperinflationary Economies - to
its activities in the country in question in its consolidated
financial statements for that year, and this situation will
continue in 2019.
Consequently, at 1 January 2018, an amount of EUR 1,716
million was reclassified in the statement of total changes in
equity from the heading Accumulated Other Comprehensive
Income - Translation Differences to the heading Other
Reserves, corresponding to the exchange rate losses for
2017 and earlier. In addition, at that date the historical cost
of the non-monetary assets and liabilities and the various
items of equity of the Argentine companies from their date
of acquisition or inclusion in the consolidated balance sheet
was adjusted to reflect the changes in the purchasing power
of the currency resulting from inflation, and was recorded;
consequently, a credit to Other reserves of EUR 131 million
was recorded in Other reserves. From that moment:
- The historical cost of non-monetary assets and liabilities
and equity items continues to be adjusted to, considering
the changes in the purchasing power of the currency due to
inflation, in accordance with the official indices published by
the National Institute of Statistics and Censuses (INDEC). In
accordance with the provisions of the Argentine Federation
of Professional Councils in Economic Sciences (FCPCE),
which is the organization that issues the professional
accounting standards in said country, the indexes result
from combining the National Consumer Price Index (CPI)
with the Wholesale Internal Price Index (WPI), which at
closing) until 30 November 2016 and the National
Consumer Price Index (CPI) as from 1 December 2016.
Inflation during the year reached 54%.
- The different items of the income statement are adjusted
by the inflationary index since their generation, with a
balancing entry in Other reserves. - The loss on the net
monetary position is recorded in the result for the year, with
a credit to Other reserves.
- All components of the financial statements of the
Argentine companies are translated at the closing exchange
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rate, with the corresponding exchange rate at December 31,
2019 of Argentine pesos 67.26 per euro (Argentine pesos
43.12 per euro at 31 December 2018).
The net impact of these effects on Other reserves in 2019
was a loss of 154 million euros (398 million euros in 2018).
v. Exposure to foreign currency risk
The Group hedges a portion of its long-term foreign
currency positions using foreign exchange derivative
financial instruments (see Note 36). Also, the Group
manages foreign exchange risk dynamically by hedging its
short-term position (with a potential impact on profit or
loss) in order to limit the impact of currency depreciations
while optimising the cost of financing the hedges.
The following tables show the sensitivity of the
consolidated income statement and consolidated equity to
percentage changes of ± 1% in the foreign exchange rate
positions arising from investments in Group companies with
currencies other than the euro (with its hedges) and in their
results (with its hedges), in which the Group maintains
significant balances.
The estimated effect on the consolidated equity attributable
to the Group and on consolidated profit of a 1%
appreciation of the euro against the corresponding currency
is as follows:
Million euros
Effect on
consolidated equity
Currency
US dollar
Chilean peso
Pound sterling

2019

2018

2017

Effect on
consolidated profit
2019 2018 2017

(161.3) (162.3) (157.9)

(3.5)

(4.1)

(1.4)

(29.0)

(2.3)

(5.1)

(1.8)

(189.2) (171.2) (176.6)

(3.9)

(4.5)

(3.1)

(21.8)

(22.9)

Mexican peso

(22.6)

(18.3)

(16.0)

(3.3)

(1.7)

(1.2)

Brazilian real

(71.6)

(85.6)

(93.1)

(10.4)

(5.6)

(6.5)

Polish zloty

(38.3)

(36.2)

(34.5)

(1.2)

(4.2)

(1.5)

(6.9)

(7.8)

(7.4)

(1.2)

(0.6)

(3.5)

Argentine peso

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

Effect on
consolidated profit

Currency

2019

2018

2017

US dollar

164.6

165.6

161.1

3.5

4.2

1.5

Chilean peso

2019 2018 2017

22.2

23.4

29.6

2.4

5.2

1.8

Pound sterling

193.0

174.7

180.2

4.0

4.6

3.2

Mexican peso

23.1

18.6

16.3

3.4

1.8

1.2

Brazilian real

73.1

87.4

95.0

10.6

5.7

6.6

Polish zloty

39.0

36.9

35.2

1.2

4.2

1.5

7.0

8.0

7.6

1.3

0.6

3.6

Argentine peso
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The above data were obtained as follows:
a) Effect on consolidated equity: in accordance with the
accounting policy detailed in Note 2.a.iii, foreign
exchange rate impact arising on the translation to euros
of the financial statements in the functional currencies of
the Group entities whose functional currency is not the
euro are recognised in consolidated equity. The potential
effect that a change in the exchange rates of the related
currency would have on the Group’s consolidated equity
was therefore determined by applying the
aforementioned change to the net value of each unit’s
assets and liabilities -including, where appropriate, the
related goodwill- and by taking into consideration the
offsetting effect of the hedges of net investments in
foreign operations.
b) Effect on consolidated profit: the effect was determined
by applying the up and down movements in the average
exchange rates of the year, as indicated in Note 2.a.ii
(except in the case of Argentina, which is a
hyperinflationary economy and has applied the closing
exchange rate), to translate to euros the income and
expenses of the consolidated entities whose functional
currency is not the euro, taking into consideration, where
appropriate, the offsetting effect of the various hedging
transactions in place.
The estimates used to obtain the foregoing data were
performed considering the effects of the changes in the
exchange rate in standalone basis not considering the effect
of the performance of other variables whose changes would
affect equity and profit or loss, such as variations in the
interest rates of the reference currencies or other market
factors. Accordingly, all variables other than the exchange
rate variations were kept constant with respect to their
positions at 31 December 2019, 2018 and 2017.

b) Basis of consolidation
i. Subsidiaries
Subsidiaries are defined as entities over which the Bank has
the capacity to exercise control. The Bank controls an entity
when it is exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to affect
those returns through its power over the investee.
The financial statements of the subsidiaries are fully
consolidated with those of the Bank. Accordingly, all
balances and effects of the transactions between
consolidated companies are eliminated on consolidation.
On acquisition of control of a subsidiary, its assets, liabilities
and contingent liabilities are recognised at their acquisitiondate fair values. Any positive differences between the
acquisition cost and the fair values of the identifiable net
assets acquired are recognised as goodwill (see Note 17).
Negative differences are recognised in profit or loss on the
date of acquisition.
Additionally, the share of third parties of the Group’s equity
is presented under Non-controlling interests in the
consolidated balance sheet (see Note 28). Their share of the
profit for the year is presented under Profit attributable to
non-controlling interests in the consolidated income
statement.

Notes to the consolidated
annual accounts

Appendix

The results of subsidiaries acquired during the year are
included in the consolidated income statement from the
date of acquisition to year-end. Similarly, the results of
subsidiaries for which control is lost during the year are
included in the consolidated income statement from the
beginning of the year to the date of disposal.
At 31 December 2019 the Group controls the following
company in which it holds an ownership interest of less
than 50% of the share capital, Luri 1, S.A. apart from the
structured consolidated entities. The percentage ownership
interest in the aforementioned company is 46% (See
Appendix I). Although the Group holds less than half the
voting power, it manages and, as a result, exercises control
over this entity. The company´s corporate purpose for the
entity is the acquisition of real estate and other general
operations relating thereto, including rental, and the
purchase and sale of properties; the company object of the
latter entity is the provision of payment services. The impact
of the consolidation of this company on the Group's
consolidated financial statements is immaterial.
The Appendices contain significant information on the
subsidiaries.
ii. Interests in joint ventures
Joint ventures are deemed to be entities that are not
subsidiaries but which are jointly controlled by two or more
unrelated entities. This is evidenced by contractual
arrangements whereby two or more parties have interests
in entities so that decisions about the relevant activities
require the unanimous consent of all the parties sharing
control.
In the consolidated financial statements, investments in
joint ventures are accounted for using the equity method,
i.e. at the Group’s share of net assets of the investee, after
taking into account the dividends received therefrom and
other equity eliminations. The profits and losses resulting
from transactions with a joint venture are eliminated to the
extent of the Group’s interest therein.
The Appendices contain relevant information on the joint
ventures.
iii. Associates
Associates are entities over which the Bank is in a position
to exercise significant influence, but not control or joint
control. It is presumed that the Bank exercises significant
influence if it holds 20% or more of the voting power of the
investee.
In the consolidated financial statements, investments in
associates are accounted for using the equity method, i.e. at
the Group’s share of net assets of the investee, after taking
into account the dividends received therefrom and other
equity eliminations. The profits and losses resulting from
transactions with an associate are eliminated to the extent
of the Group’s interest in the associate.
There are certain investments in entities which, although
the Group owns 20% or more of their voting power, are not
considered to be associates because the Group is not in a
position to exercise significant influence over them. These
investments are not significant for the Group.
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There are also certain investments in associates where the
Group owns less than 20% of the voting rights, as it is
determined that it has the capacity to exercise significant
influence over them. The impact of these companies is
immaterial in the Group's consolidated financial statements.
The Appendices contain significant information on the
associates.
iv. Structured entities
When the Group incorporates entities, or holds ownership
interests therein, to enable its customers to access certain
investments, or for the transfer of risks or other purposes
(also called structured entities since the voting or similar
power is not a key factor in deciding who controls the
entity), the Group determines, using internal criteria and
procedures and taking into consideration the applicable
legislation, whether control (as defined above) exists and,
therefore, whether these entities should be consolidated.
Specifically, for those entities to which this policy applies
(mainly investment funds and pension funds), the Group
analyses the following factors:
• Percentage of ownership held by the Group; 20% is
established as the general threshold.
• Identification of the fund manager, and verification as to
whether it is a company controlled by the Group since this
could affect the Group’s ability to direct the relevant
activities.
• Existence of agreements between investors that might
require decisions to be taken jointly by the investors,
rather than by the fund manager.
• Existence of currently exercisable removal rights
(possibility of removing the manager from his position),
since the existence of such rights might limit the
manager’s power over the fund, and it may be concluded
that the manager is acting as an agent of the investors.
• Analysis of the fund manager’s remuneration regime,
taking into consideration that a remuneration regime that
is proportionate to the service rendered does not,
generally, create exposure of such importance as to
indicate that the manager is acting as the principal.
Conversely, if the remuneration regime is not
proportionate to the service rendered, this might give rise
to an exposure that would lead the Group to a different
conclusion.
These structured entities also include the securitisation
special purpose vehicles (“SPV”), which are consolidated in
the case of the SPVs over which, being exposed to variable
yield, it is considered that the Group continues to exercise
control.
The exposure associated with unconsolidated structured
entities are not material with respect to the Group’s
consolidated financial statements.
v. Business combinations
A business combination is the bringing together of two or
more separate entities or economic units into one single
entity or group of entities.
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Business combinations whereby the Group obtains control
over an entity or a business are recognised for accounting
purposes as follows:
• The Group measures the cost of the business
combination, which is normally the consideration
transferred, defined as the acquisition-date fair values of
the assets transferred, the liabilities incurred to the
former owners of the acquiree and the equity
instruments issued, if any, by the acquirer. In cases where
the amount of the consideration to be transferred has not
been definitively established at the acquisition date, but
rather depends on future events, any contingent
consideration is recognised as part of the consideration
transferred and measured at its acquisition-date fair
value. Moreover, acquisition-related costs do not for these
purposes form part of the cost of the business
combination.
• The fair values of the assets, liabilities and contingent
liabilities of the acquired entity or business, including any
intangible assets identified in the business combination
which might not have been recognised by the acquiree,
are estimated and recognised in the consolidated balance
sheet; the Group also estimates the amount of any noncontrolling interests and the fair value of the previously
held equity interest in the acquiree.
• Any positive difference between the aforementioned
items is recognised as discussed in Note 2.m. Any
negative difference is recognised under negative goodwill
recognised in the consolidated income statement.
Goodwill is only calculated and recognised once, when
control of a business or an entity is obtained.
vi. Changes in the levels of ownership interests in
subsidiaries
Acquisitions and disposals not giving rise to a change in
control are recognised as equity transactions, and no gain or
loss is recognised in the income statement and the initially
recognised goodwill is not remeasured. The difference
between the consideration transferred or received and the
decrease or increase in non-controlling interests,
respectively, is recognised in reserves.
Similarly, when control over a subsidiary is lost, the assets,
liabilities and non-controlling interests and any other items
recognised in Other Comprehensive income of that company
are derecognised from the consolidated balance sheet, and
the fair value of the consideration received and of any
remaining equity interest is recognised. The difference
between these amounts is recognised in profit or loss.
vii. Acquisitions and sales
Note 3 provides information on the most significant
acquisitions and sales in the last three years.

c) Definitions and classification of financial
instruments
i. Definitions
A financial instrument is any contract that gives rise to a
financial asset of one entity and a financial liability or equity
instrument of another entity.
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An equity instrument is a contract that evidences a residual
interest in the assets of the issuing entity after deducting all
of its liabilities.

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

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

ii. Classification of financial assets for measurement
purposes

Hybrid financial instruments are contracts that
simultaneously include a non-derivative host contract
together with a derivative, known as an embedded
derivative, that is not separately transferable and has the
effect that some of the cash flows of the hybrid contract
vary in a way similar to a stand-alone derivative.
Compound financial instruments are contracts that
simultaneously create for their issuer a financial liability and
an own equity instrument (such as convertible bonds, which
entitle their holders to convert them into equity instruments
of the issuer).
The preference shares contingently convertible into ordinary
shares eligible as Additional Tier 1 capital (“CCPSs”) perpetual shares, which may be repurchased by the issuer
in certain circumstances, the interest on which is
discretionary, and would convert into variable number of
newly issued ordinary shares if the capital ratio of the Bank
or its consolidated group falls below a given percentage
(trigger event), as those two terms are defined in the
related issue prospectuses- are recognised for accounting
purposes by the Group as compound instruments. The
liability component reflects the issuer’s obligation to deliver
a variable number of shares and the equity component
reflects the issuer’s discretion in relation to the payment of
the related coupons. In order to effect the initial allocation,
the Group estimates the fair value of the liability as the
amount that would have to be delivered if the trigger event
were to occur immediately and, accordingly, the equity
component, calculated as the residual amount, is zero. In
view of the aforementioned discretionary nature of the
payment of the coupons, they are deducted directly from
equity.
Capital perpetual preference shares (“CPPSs”), with the
possibility of purchase by the issuer in certain
circumstances, whose remuneration is discretionary, and
which will be amortised permanently, totally or partially, in
the event that the bank or its consolidated group submits a
capital ratio lesser than a certain percentage (trigger event),
as defined in the corresponding prospectuses, are
accounted for by the Group as equity instruments.
The following transactions are not treated for accounting
purposes as financial instruments:
• Investments in associates and joint ventures (see
Note 13).
• Rights and obligations under employee benefit plans (see
Note 25).
• Rights and obligations under insurance contracts (see
Note 15).

Financial assets are initially classified into the various
categories used for management and measurement
purposes, unless they have to be presented as Non-current
assets held for sale or they relate to Cash, cash balances at
central banks and other deposits on demand, Changes in
the fair value of hedged items in portfolio hedges of interest
rate risk (asset side), Hedging derivatives and Investments,
which are reported separately.
Classification of financial instruments: the classification
criteria for financial assets depends on the business model
for their management and the characteristics of their
contractual flows.
The Group's business models refer to the way in which it
manages its financial assets to generate cash flows. In
defining these models, the Group takes into account the
following factors:
• How key management staff are assessed and reported on
the performance of the business model and the financial
assets held in the business model.
• The risks that affect the performance of the business
model (and the financial assets held in the business
model) and, specifically, the way in which these risks are
managed.
• How business managers are remunerated.
• The frequency and volume of sales in previous years, as
well as expectations of future sales.
The analysis of the characteristics of the contractual flows
of financial assets requires an assessment of the
congruence of these flows with a basic loan agreement. The
Group determines if the contractual cash flows of its
financial assets that are only principal and interest
payments on the outstanding principal amount at the
beginning of the transaction. This analysis takes into
consideration four factors (performance, clauses,
contractually linked products and currencies). Furthermore,
among the most significant judgements used by the Group
in carrying out this analysis, the following ones are
included:
• The return on the financial asset, in particular in cases of
periodic interest rate adjustments where the term of the
reference rate does not coincide with the frequency of the
adjustment. In these cases, an assessment is made to
determine whether or not the contractual cash flows
differ significantly from the flows without this change in
the time value of money, establishing a tolerance level of
2%.
• The contractual clauses that may modify the cash flows
of the financial asset, for which the structure of the cash
flows before and after the activation of such clauses is
analysed.
• Financial assets whose cash flows have different priority
for payment due to a contractual link to underlying assets
(e.g. securitisations) require a look-through analysis by
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the Group so as to review that both the financial asset
and the underlying assets are only principal and interest
payments and that the exposure to credit risk of the set of
underlying assets belonging to the tranche analysed is
less than or equal to the exposure to credit risk of the set
of underlying assets of the instrument.
Depending on these factors, the asset can be measured at
amortised cost, at fair value with changes in other
comprehensive income, or at fair value with changes
through profit and loss. IFRS 9 also establishes an option to
designate an instrument at fair value with changes in profit
or loss, when doing so eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes
referred to as 'accounting asymmetry') that would
otherwise arise from measuring assets or liabilities or
recognising gains and losses on different bases. The Group
uses the following criteria for the classification of financial
debt instruments:
• Amortised cost: financial instruments under a business
model whose objective is to collect principal and interest
flows, over which there is no significant unjustified sales
and fair value is not a key element in the management of
these assets and contractual conditions they give rise to
cash flows on specific dates, which are only payments of
principal and interest on the outstanding principal
amount. In this sense, unjustified sales are considered to
be those other than those related to an increase in the
credit risk of the asset, unanticipated funding needs
(stress case scenarios). Additionally, the characteristics of
its contractual flows represent substantially a “basic
financing agreement”.
• Fair value with changes in other comprehensive income:
financial instruments held in a business model whose
objective is to collect principal and interest cash flows and
the sale of these assets, where fair value is a key factor in
their management. Additionally, the contractual cash
flow characteristics substantially represent a “basic
financing agreement”.
• Fair value with changes in profit or loss: financial
instruments included in a business model whose
objective is not obtained through the above mentioned
models, where fair value is a key factor in managing of
these assets, and financial instruments whose
contractual cash flow characteristics do not substantially
represent a “basic financing agreement”. In this section it
can be enclosed the portfolios classified under “Financial
assets held for trading”, “Non-trading financial assets
mandatorily at fair value through profit or loss” and
“Financial assets at fair value through profit or loss”. In
this regard, the most of the financial assets presented in
the category of "Financial assets designated at value
reasonable with change in results" are instruments
financial services that, not being part of the portfolio of
negotiation, are contracted jointly with other financial
instruments that are recorded in the category of "held for
trading", and that by both are recorded at fair value with
changes in results, so your record in any other category
would produce accounting asymmetries.

Equity instruments will be classified at fair value under
IFRS 9, with changes in profit or loss, unless the Group
decides, for non-trading assets, to classify them at fair value
with changes in other comprehensive income (irrevocably)
in the initial moment. The Group has generally applied this
option to the equity instruments classified as “Availablefor-sale” at 31 December 2017 under IAS 39. In general, the
Group has applied this option in the case of equity
instruments classified under "Available for Sale" at 31
December 2017 under IAS 39.
Until 31 December 2017, the Group applied IAS 39, under
which the following three categories existed that are not
applicable under IFRS 9 (see Note 1.d):
• Financial assets available-for-sale: this category includes
debt instruments not classified as Held-to-maturity
investments, Loans and receivables or Financial assets at
fair value through profit or loss, and equity instruments
issued by entities other than subsidiaries, associates and
joint ventures, provided that such instruments have not
been classified as Financial assets held for trading or as
Financial assets designated at fair value through profit or
loss.
• Loans and receivables: this category includes the
investment arising from ordinary lending activities, such
as the cash amounts of loans drawn down and not yet
repaid by customers or the deposits placed with other
institutions, whatever the legal instrument, unquoted
debt securities and receivables from the purchasers of
goods, or the users of services, constituting part of the
Group's business.
• Investments held-to-maturity: this category includes debt
instruments with fixed maturity and with fixed or
determinable payments, for which the Group has both
the intention and proven ability to hold to maturity.
iii. Classification of financial assets for presentation
purposes
Financial assets are classified by nature into the following
items in the consolidated balance sheet:
• Cash, cash balances at Central Banks and other deposits
on demand: cash balances and balances receivable on
demand relating to deposits with central banks and credit
institutions.
• Loans and advances: includes the debit balances of all
credit and loans granted by the Group, other than those
represented by securities, as well as finance lease
receivables and other debit balances of a financial nature
in favour of the Group, such as cheques drawn on credit
institutions, balances receivable from clearing houses and
settlement agencies for transactions on the stock
exchange and organised markets, bonds given in cash,
capital calls, fees and commissions receivable for
financial guarantees and debit balances arising from
transactions not originating in banking transactions and
services, such as the collection of rentals and similar
items. They are classified, on the basis of the institutional
sector to which the debtor belongs, into:
– Central banks: credit of any nature, including deposits
and money market transactions received from the Bank
of Spain or other central banks.
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– Credit institutions: credit of any nature, including
deposits and money market transactions, in the name
of credit institutions.
– Customers: includes the remaining credit, including
money market transactions through central
counterparties.
• Debt instruments: bonds and other securities that
represent a debt for their issuer, that generate an interest
return, and that are in the form of certificates or book
entries.
• Equity instruments: financial instruments issued by other
entities, such as shares, which have the nature of equity
instruments for the issuer, other than investments in
subsidiaries, joint ventures or associates. Investment fund
units are included in this item.
• Derivatives: includes the fair value in favour of the Group
of derivatives which do not form part of hedge
accounting, including embedded derivatives separated
from hybrid financial instruments.
• Changes in the fair value of hedged items in portfolio
hedges of interest rate risk: this item is the balancing
entry for the amounts credited to the consolidated
income statement in respect of the measurement of the
portfolios of financial instruments which are effectively
hedged against interest rate risk through fair value
hedging derivatives.
• Hedging derivatives: Includes the fair value in favour of
the Group of derivatives, including embedded derivatives
separated from hybrid financial instruments, designated
as hedging instruments in hedge accounting.
iv. Classification of financial liabilities for measurement
purposes
Financial liabilities are initially classified into the various
categories used for management and measurement
purposes, unless they have to be presented as Liabilities
associated with non-current assets held for sale or they
relate to Hedging derivatives or Changes in the fair value of
hedged items in portfolio hedges of interest rate risk
(liability side), which are reported separately.
IAS 39 financial liabilities classification and measurement
criteria remains substantially unchanged under IFRS 9.
Nevertheless, in most cases, the changes in the fair value of
financial liabilities designated at fair value with changes
recognised through profit or loss for the year, due to the
entity credit risk, are classified under other comprehensive
income.
Financial liabilities are included for measurement purposes
in one of the following categories:
Financial liabilities held for trading (at fair value through
profit or loss): this category includes financial liabilities
incurred for the purpose of generating a profit in the near
term from fluctuations in their prices, financial derivatives
not designated as hedging instruments, and financial
liabilities arising from the outright sale of financial assets
acquired under reverse repurchase agreements (“reverse
repos”) or borrowed (short positions).
• Financial liabilities designated at fair value through profit
or loss: financial liabilities are included in this category
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when they provide more relevant information, either
because this eliminates or significantly reduces
recognition or measurement inconsistencies (accounting
mismatches) that would otherwise arise from measuring
assets or liabilities or recognising the gains or losses on
them on different bases, or because a group of financial
liabilities or financial assets and liabilities is managed
and its performance is evaluated on a fair value basis, in
accordance with a documented risk management or
investment strategy, and information about the group is
provided on that basis to the Group’s key management
personnel. Liabilities may only be included in this
category on the date when they are incurred or
originated.
• Financial liabilities at amortised cost: financial liabilities,
irrespective of their instrumentation and maturity, not
included in any of the above-mentioned categories which
arise from the ordinary borrowing activities carried on by
financial institutions.
v. Classification of financial liabilities for presentation
purposes
Financial liabilities are classified by nature into the
following items in the consolidated balance sheet:
• Deposits: includes all repayable balances received in cash
by the Group, other than those instrumented as
marketable securities and those having the substance of
subordinated liabilities (amount of the loans received,
which for credit priority purposes are after common
creditors), except for the debt instruments. This item also
includes cash bonds and cash consignments received the
amount of which may be invested without restriction.
Deposits are classified on the basis of the creditor’s
institutional sector into:
– Central banks: deposits of any nature, including credit
received and money market transactions received from
the Bank of Spain or other central banks.
– Credit institutions: deposits of any nature, including
credit received and money market transactions in the
name of credit institutions.
– Customer: includes the remaining deposits, including
money market transactions through central
counterparties.
• Marketable debt securities: includes the amount of bonds
and other debt represented by marketable securities,
other than those having the substance of subordinated
liabilities (amount of the loans received, which for credit
priority purposes are after common creditors, and
includes the amount of the financial instruments issued
by the Group which, having the legal nature of capital, do
not meet the requirements to qualify as equity, such as
certain preferred shares issued). This item includes the
component that has the consideration of financial liability
of the securities issued that are compound financial
instruments.
• Derivatives: includes the fair value, with a negative
balance for the Group, of derivatives, including embedded
derivatives separated from the host contract, which do
not form part of hedge accounting.
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• Short positions: includes the amount of financial
liabilities arising from the outright sale of financial assets
acquired under reverse repurchase agreements or
borrowed.
• Other financial liabilities: includes the amount of
payment obligations having the nature of financial
liabilities not included in other items (includes, among
others, the balance of lease liabilities that have started to
be recorded in 2019 as a result of the application of IFRS
16), and liabilities under financial guarantee contracts,
unless they have been classified as non-performing.
• Changes in the fair value of hedged items in portfolio
hedges of interest rate risk: this item is the balancing
entry for the amounts charged to the consolidated
income statement in respect of the measurement of the
portfolios of financial instruments which are effectively
hedged against interest rate risk through fair value
hedging derivatives.
• Hedging derivatives: includes the fair value of the Group’s
liability in respect of derivatives, including embedded
derivatives separated from hybrid financial instruments,
designated as hedging instruments in hedge accounting.

d) Measurement of financial assets and liabilities and
recognition of fair value changes
In general, financial assets and liabilities are initially
recognised at fair value which, in the absence of evidence to
the contrary, is deemed to be the transaction price.
In this regard, IFRS 9 states that regular way purchases or
sales of financial assets shall be recognised and
derecognised on the trade date or on the settlement date.
The Group has opted to make such recognition on the
trading date or settlement date, depending on the
convention of each of the markets in which the transactions
are carried out. For example, in relation to the purchase or
sale of debt securities or equity instruments traded in the
Spanish market, securities market regulations stipulate
their effective transfer at the time of settlement and,
therefore, the same time has been established for the
accounting record to be made.
The fair value of instruments not measured at fair value
through profit and loss is adjusted by transaction costs.
Subsequently, and on the occasion of each accounting close,
they are valued in accordance with the following criteria:
i. Measurement of financial assets
Financial assets are measured at fair value are valued
mainly at their fair value without deducting any transaction
cost for their sale.
The fair value of a financial instrument on a given date is
taken to be the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction
between market participants. The most objective and
common reference for the fair value of a financial
instrument is the price that would be paid for it on an active,
transparent and deep market (quoted price or market price).
At 31 December 2019 there were no significant investments
in quoted financial instruments that had ceased to be
recognised at their quoted price because their market could
not be deemed to be active.
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If there is no market price for a given financial instrument,
its fair value is estimated on the basis of the price
established in recent transactions involving similar
instruments and, in the absence thereof, of valuation
techniques commonly used by the international financial
community, taking into account the specific features of the
instrument to be measured and, particularly, the various
types of risk associated with it.
All derivatives are recognised in the balance sheet at fair
value from the trade date. If the fair value is positive, they
are recognised as an asset and if the fair value is negative,
they are recognised as a liability. The fair value on the trade
date is deemed, in the absence of evidence to the contrary,
to be the transaction price. The changes in the fair value of
derivatives from the trade date are recognised in Gains/
losses on financial assets and liabilities held for trading
(net) in the consolidated income statement. Specifically, the
fair value of financial derivatives traded in organised
markets included in the portfolios of financial assets or
liabilities held for trading is deemed to be their daily quoted
price and if, for exceptional reasons, the quoted price cannot
be determined on a given date, these financial derivatives
are measured using methods similar to those used to
measure OTC derivatives.
The fair value of OTC derivatives is taken to be the sum of
the future cash flows arising from the instrument,
discounted to present value at the date of measurement
(present value or theoretical close) using valuation
techniques commonly used by the financial markets: net
present value (NPV), option pricing models and other
methods.
The amount of debt securities and loans and advances
under a business model whose objective is to collect the
principal and interest flows are valued at their amortised
cost, using the effective interest rate method in their
determination. Amortised cost refers to the acquisition cost
of a corrected financial asset or liability (more or less, as the
case may be) for repayments of principal and the part
systematically charged to the consolidated income
statement of the difference between the initial cost and the
corresponding reimbursement value at expiration. In the
case of financial assets, the amortised cost includes, in
addition, the corrections to their value due to the
impairment. In the loans and advances covered in fair value
hedging transactions, the changes that occur in their fair
value related to the risk or the risks covered in these
hedging transactions are recorded.
The effective interest rate is the discount rate that exactly
matches the carrying amount of a financial instrument to all
its estimated cash flows of all kinds over its remaining life.
For fixed rate financial instruments, the effective interest
rate coincides with the contractual interest rate established
on the acquisition date plus, where applicable, the fees and
transaction costs that, because of their nature, form part of
their financial return. In the case of floating rate financial
instruments, the effective interest rate coincides with the
rate of return prevailing in all connections until the next
benchmark interest reset date.
Equity instruments and contracts related with these
instruments are measured at fair value. However, in certain
circumstances the Group estimates cost value as a suitable
estimate of the fair value. This can happen if the recent
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event available information is not enough to measure the
fair value or if there is a broad range of possible measures
and the cost value represents the best estimates of fair
value within this range.
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designated at fair value through profit or loss and financial
liabilities designated as hedged items (or hedging
instruments) in fair value hedges, which are measured at
fair value. The changes in credit risk arising from financial
liabilities designated at fair value through profit or loss are
recognised in accumulated other comprehensive income,
unless they generate or increase an accounting mismatch,
in which case changes in the fair value of the financial
liability in all respects are recognised in the income
statement.

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

iii. Valuation techniques
The following table shows a summary of the fair values, at
the end of 2019, 2018 and 2017, of the financial assets and
liabilities indicated below, classified on the basis of the
various measurement methods used by the Group to
determine their fair value:

ii. Measurement of financial liabilities
In general, financial liabilities are measured at amortised
cost, as defined above, except for those included under
Financial liabilities held for trading and Financial liabilities
Million euros
2019
Published
price
quotations
in active
markets
(Level 1)

2018*

Total

Published
price
quotations
in active
markets
(Level 1)

Internal
Models
(Level 2
and 3)

63,649 108,230

37,108

Internal
Models
(Level 2
and 3)

2017

Total

Published
price
quotations
in active
markets
(Level 1)

Internal
Models
(Level 2
and 3)

Total

55,771

92,879

58,215

67,243

125,458

3,823

30,959

34,782

113,258

18,802

132,060

Financial assets held for trading

44,581

Non-trading financial assets
mandatorily at fair value through
profit or loss

1,530

3,381

4,911

1,835

8,895

10,730

Financial assets designated at fair
value through profit or loss

2,572

59,497

62,069

3,102

54,358

57,460

22,619 125,708

103,590

17,501

121,091

Financial assets at fair value through
other comprehensive income

103,089

Financial assets available-for-sale**
—

7,216

7,216

—

8,607

8,607

—

8,537

8,537

Financial liabilities held for trading

9,781

67,358

77,139

16,104

54,239

70,343

21,828

85,796

107,624

Financial liabilities designated at fair
value through profit or loss

1,484

59,511

60,995

987

67,071

68,058

769

58,847

59,616

Hedging derivatives (liabilities)

—

6,048

6,048

5

6,358

6,363

8

8,036

8,044

Liabilities under insurance or
reinsurance contracts

—

739

739

—

765

765

—

1,117

1,117

Hedging derivatives (assets)

*
**

See reconciliation of IAS 39 as of 31 December 2017 to IFRS 9 as of 1 January 2018 (Note 1.d).
In addition to the financial instruments measured at fair value shown in the foregoing table, at 31 December 2017, the Group held equity instruments classified as
Financial assets available-for-sale and carried at cost amounting to EUR 1,211 million (see Note 51.c).

The financial instruments at fair value determined on the
basis of published price quotations in active markets (Level
1) include government debt securities, private-sector debt
securities, derivatives traded in organised markets,
securitised assets, shares, short positions and fixed-income
securities issued.
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In cases where price quotations cannot be observed,
management makes its best estimate of the price that the
market would set, using its own internal models. In most
cases, these internal models use data based on observable
market parameters as significant inputs (Level 2) and, in
cases, they use significant inputs not observable in market
data (Level 3). In order to make these estimates, various
techniques are employed, including the extrapolation of
observable market data. The best evidence of the fair value
of a financial instrument on initial recognition is the
transaction price, unless the fair value of the instrument can
be obtained from other market transactions performed with
the same or similar instruments or can be measured by
using a valuation technique in which the variables used
include only observable market data, mainly interest rates.
The Group has developed a formal process for the
systematic valuation and management of financial
instruments, which has been implemented worldwide
across all the Group’s units. The governance scheme for this
process distributes responsibilities between two
independent divisions: Treasury (development, marketing
and daily management of financial products and market
data) and Risk (on a periodic basis, validation of pricing
models and market data, computation of risk metrics, new
transaction approval policies, management of market risk
and implementation of fair value adjustment policies).
The approval of new products follows a sequence of steps
(request, development, validation, integration in corporate
systems and quality assurance) before the product is
brought into production. This process ensures that pricing
systems have been properly reviewed and are stable before
they are used.
The following subsections set forth the most important
products and families of derivatives, and the related
valuation techniques and inputs, by asset class:
Fixed income and inflation
The fixed income asset class includes basic instruments
such as interest rate forwards, interest rate swaps and cross
currency swaps, which are valued using the net present
value of the estimated future cash flows discounted taking
into account basis swap and cross currency spreads
determined on the basis of the payment frequency and
currency of each leg of the derivative. Vanilla options,
including caps, floors and swaptions, are priced using the
Black-Scholes model, which is one of the benchmark
industry models. More exotic derivatives are priced using
more complex models which are generally accepted as
standard across institutions.
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These pricing models are fed with observable market data
such as deposit interest rates, futures rates, cross currency
swap and constant maturity swap rates, and basis spreads,
on the basis of which different yield curves, depending on
the payment frequency, and discounting curves are
calculated for each currency. In the case of options, implied
volatilities are also used as model inputs. These volatilities
are observable in the market for cap and floor options and
swaptions, and interpolation and extrapolation of
volatilities from the quoted ranges are carried out using
generally accepted industry models. The pricing of more
exotic derivatives may require the use of non-observable
data or parameters, such as correlation (among interest
rates and cross-asset), mean reversion rates and
prepayment rates, which are usually defined from historical
data or through calibration.
Inflation-related assets include zero-coupon or year-onyear inflation-linked bonds and swaps, valued with the
present value method using forward estimation and
discounting. Derivatives on inflation indices are priced using
standard or more complex bespoke models, as appropriate.
Valuation inputs of these models consider inflation-linked
swap spreads observable in the market and estimations of
inflation seasonality, on the basis of which a forward
inflation curve is calculated. Also, implied volatilities taken
from zero-coupon and year-on-year inflation options are
also inputs for the pricing of more complex derivatives.
Equity and foreign exchange
The most important products in these asset classes are
forward and futures contracts; they also include vanilla,
listed and OTC (Over-The-Counter) derivatives on single
underlying assets and baskets of assets. Vanilla options are
priced using the standard Black-Scholes model and more
exotic derivatives involving forward returns, average
performance, or digital, barrier or callable features are
priced using generally accepted industry models or bespoke
models, as appropriate. For derivatives on illiquid stocks,
hedging takes into account the liquidity constraints in
models.
The inputs of equity models consider yield curves, spot
prices, dividends, asset funding costs (repo margin spreads),
implied volatilities, correlation among equity stocks and
indices, and cross-asset correlation. Implied volatilities are
obtained from market quotes of European and Americanstyle vanilla call and put options. Various interpolation and
extrapolation techniques are used to obtain continuous
volatility for illiquid stocks. Dividends are usually estimated
for the mid and long term. Correlations are implied, when
possible, from market quotes of correlation-dependent
products. In all other cases, proxies are used for correlations
between benchmark underlyings or correlations are
obtained from historical data.
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The inputs of foreign exchange models include the yield
curve for each currency, the spot foreign exchange rate, the
implied volatilities and the correlation among assets of this
class. Volatilities are obtained from European call and put
options which are quoted in markets as of-the-money, risk
reversal or butterfly options. Illiquid currency pairs are
usually handled by using the data of the liquid pairs from
which the illiquid currency can be derived. For more exotic
products, unobservable model parameters may be
estimated by fitting to reference prices provided by other
non-quoted market sources.
Credit
The most common instrument in this asset class is the credit
default swap (CDS), which is used to hedge credit exposure
to third parties. In addition, models for first-to-default
(FTD), n-to-default (NTD) and single-tranche collateralised
debt obligation (CDO) products are also available. These
products are valued with standard industry models, which
estimate the probability of default of a single issuer (for
CDS) or the joint probability of default of more than one
issuer for FTD, NTD and CDO.
Valuation inputs are the yield curve, the CDS spread curve
and the recovery rate. For indices and important individual
issuers, the CDS spread curve is obtained in the market. For
less liquid issuers, this spread curve is estimated using
proxies or other credit-dependent instruments. Recovery
rates are usually set to standard values. For listed singletranche CDO, the correlation of joint default of several
issuers is implied from the market. For FTD, NTD and
bespoke CDO, the correlation is estimated from proxies or
historical data when no other option is available.
Valuation adjustment for counterparty risk or default risk
The Credit valuation adjustment (CVA) is a valuation
adjustment to OTC derivatives as a result of the risk
associated with the credit exposure assumed to each
counterparty.
The CVA is calculated taking into account potential exposure
to each counterparty in each future period. The CVA for a
specific counterparty is equal to the sum of the CVA for all the
periods. The following inputs are used to calculate the CVA:
• Expected exposure: including for each transaction the
mark-to-market (MtM) value plus an add-on for the
potential future exposure for each period. Mitigating
factors such as collateral and netting agreements are
taken into account, as well as a temporary impairment
factor for derivatives with interim payments.
• Loss Given Default: percentage of final loss assumed in a
counterparty credit event/default.
• Probability of default: for cases where there is no market
information (the CDS quoted spread curve, etc.), proxies
based on companies holding exchange-listed CDS, in the
same industry and with the same external rating as the
counterparty, are used.
• Discount factor curve.
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The CVA at 31 December 2019 amounted to EUR 272
million (resulting in a reduction of 22.5% compared to 31
December 2018) and DVA amounted to EUR 171 million
(resulting in a reduction of 34.6% compared to 31
December 2018). The variations are due to the fact that
credit spreads for the most liquid maturities have been
decreased in percentages over 40%.
The CVA at 31 December 2018 amounted to EUR 351
million (8.8% compared to 31 December 2017) and DVA
amounted EUR 261 million (18.9% compared to 31
December 2018). The changes were due to the increase in
credit spreads of more than 30% in the most liquid terms.
The CVA at 31 December 2017 amounted to EUR 323
million (decrease of 50% compared to 31 December 2016)
and DVA amounted EUR 220 million (decrease of 44%
compared to 31 December 2016). The decrease was due to
the fact that credit spreads were reduced by more than 40%
in the most liquid terms and to reductions in the exposure
of the main counterparties.
In addition, the Group amounts the funding fair value
adjustment (FFVA) is calculated by applying future market
funding spreads to the expected future funding exposure of
any uncollateralised component of the OTC derivative
portfolio. This includes the uncollateralised component of
collateralised derivatives in addition to derivatives that are
fully uncollateralised. The expected future funding
exposure is calculated by a simulation methodology, where
available. The FFVA impact is not material for the
consolidated financial statements as of 31 December 2019,
2018 and 2017.
As a result of the first application of IFRS 9, the exposure at
1 January, 2018, in level 3 financial instruments, increased
by EUR 2,183 million, mainly for loans and receivables,
arising from new requirements regarding the classification
and measurement of amortised cost items at other fair
value items whose value is calculated using unobservable
market inputs (see Note 1.d).
The Group has not carried out significant reclassifications of
financial instruments between levels other than those
disclosed in level 3 movement table during 2019, 2018 and
2017.
In 2019, the Group has reclassified financial instruments
amounting to EUR 708 million (net) between levels 2 and 3
(mainly due to the reclassifications to level 2 of positions,
both derivatives and debt instruments, with maturities for
which are already observable valuation inputs or for which
new sources of recurring prices have been accessed; and to
level 3 of certain government bonds in Brazil which, based
on the Group's observability criteria, do not meet the
requirements to be considered as observable inputs).
In 2018, the Group reclassified the market value of certain
transactions of bonds, long-term repos and derivatives for
approximately EUR 1,300 million, due to the lack of liquidity
in certain significant inputs used in the calculation of the fair
value, and no significant transfers were made to level 3 in
2017.

The Debit Valuation Adjustment (DVA) is a valuation
adjustment similar to the CVA but, in this case, it arises as a
result of the Group’s own risk assumed by its counterparties
in OTC derivatives.
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Valuation adjustments due to model risk
The valuation models described above do not involve a
significant level of subjectivity, since they can be adjusted
and recalibrated, where appropriate, through internal
calculation of the fair value and subsequent comparison
with the related actively traded price. However, valuation
adjustments may be necessary when market quoted prices
are not available for comparison purposes.
The sources of risk are associated with uncertain model
parameters, illiquid underlying issuers, and poor quality
market data or missing risk factors (sometimes the best
available option is to use limited models with controllable
risk). In these situations, the Group calculates and applies
valuation adjustments in accordance with common industry
practice. The main sources of model risk are described
below:
• In the fixed income markets, the sources of model risk
include bond index correlations, basis spread modelling,
the risk of calibrating model parameters and the
treatment of near-zero or negative interest rates. Other
sources of risk arise from the estimation of market data,
such as volatilities or yield curves, whether used for
estimation or cash flow discounting purposes.
• In the equity markets, the sources of model risk include
forward skew modelling, the impact of stochastic interest
rates, correlation and multi-curve modelling. Other
sources of risk arise from managing hedges of digital
callable and barrier option payments. Also worthy of
consideration as sources of risk are the estimation of
market data such as dividends and correlation for quanto
and composite basket options.
• For specific financial instruments relating to home
mortgage loans secured by financial institutions in the UK
(which are regulated and partially financed by the
Government) and property asset derivatives, the main
input is the Halifax House Price Index (HPI). In these
cases, risk assumptions include estimations of the future
growth and the volatility of the HPI, the mortality rate
and the implied credit spreads.
• Inflation markets are exposed to model risk resulting
from uncertainty around modelling the correlation
structure among various CPI rates. Another source of risk
may arise from the bid-offer spread of inflation-linked
swaps.
• The currency markets are exposed to model risk resulting
from forward skew modelling and the impact of
stochastic interest rate and correlation modelling for
multi-asset instruments. Risk may also arise from market
data, due to the existence of specific illiquid foreign
exchange pairs.
• The most important source of model risk for credit
derivatives relates to the estimation of the correlation
between the probabilities of default of different
underlying issuers. For illiquid underlying issuers, the
CDS spread may not be well defined.

520

2019 Annual Report

