BANCO POPULAR ESPANOL, S.A.
TOTALBANK
TAILORED RESOLUTION PLAN

December 31, 2015



I. Executive Summary

In order to promote financial stability, Section 165(d) of the Dodd-Frank Act requires “covered
companies” to file contingency plans describing how large bank holding companies could be
sold or wound down in a way that would mitigate adverse effects to the financial stability of the
United States in the event of the material financial distress or failure of the bank. Banco Popular
Espaiol, S.A. (“Banco Popular”) is a covered company pursuant to 12 CFR § 243.2(f)(iii) (the
“Resolution Plan Rule”), which states that “covered companies” include “[a]ny foreign bank or
company that is a bank holding company...and that has $50 billion or more in total consolidated
assets.”

Banco Popular may file a tailored resolution plan in lieu of a full resolution plan because Banco
Popular meets the requirements set forth in 12 CFR § 243.4(a)(3)(i). Banco Popular has less than
$100 billion in total U.S. nonbank assets and the assets of its U.S. insured depository institution
operations, branches, and agencies comprise eighty-five percent (85%) or more of Banco
Popular’s U.S. total consolidated assets. Additionally, pursuant to a from the Board of
Governors of the Federal Reserve System (the “Board”) and the Federal Deposit Insurance
Corporation (the “FDIC”) dated August 14, 2014, Banco Popular is exempted from the
informational requirements set forth in 12 CFR § 243.4 other than the requirements of 12 CFR
§ 243.4(b)(2)&(3)and 4(c)(1)(vi).

On March 2, 2015, Banco Popular’s Board of Directors submitted written notice to the Board
and the FDIC of Banco Popular’s intent to submit a tailored resolution plan pursuant to 12 CFR
§ 243.4(a)(3). The Board and the FDIC acknowledged receipt of this written notice on June 24,
2014.

Pursuant to the Resolution Plan Rule, Banco Popular submits this tailored resolution plan (the
“Tailored Plan”).

On December 29, 2014, Banco Popular filed its second tailored resolution plan (the “2014
Tailored Plan™). Since the filing of the 2014 Tailored Plan, Banco Popular has not experienced
any material events or made any material changes which would impact the 2014 effectiveness of
theTailored Plan and has not engaged in any activities in the United States outside the activities
of its wholly-owned FDIC-insured subsidiary, TotalBank. Accordingly, there is no new
information that is responsive to the informational requirements of paragraphs 4(b2), 4(b)(3) and

4(e)(1)(vi)

I1. Strategic Analysis

Banco Popular has no activities in the United States other than the activities of its wholly-owned
subsidiary, TotalBank. The FDIC routinely examines TotalBank, and the FDIC is in a position
to liquidate or place TotalBank in receivership in the unlikely event of the material financial
distress or failure of TotalBank. In the event of the failure of TotalBank, TotalBank would be
closed by its primary regulator, the Florida Office of Financial Regulation, and thereafter upon
appointment of the FDIC as receiver, the affairs of TotalBank would be liquidated or wound up
by the FDIC pursuant to 12 U.S.C. §1821. Because Banco Popular conducts no additional



activities in the United States and the inter-company transactions between the entities are not
material, Banco Popular does not believe any additional advance resolution planning is required.

III. Corporate Governance

The Board of Directors of Banco Popular granted express authority to approve and file this
Tailored Plan to: Jorge Rossell, Francisco Garcia-Nieto, Lydia (“Lyan”) Fernandez, and Jose
Marina. These individuals have primary responsibility for overseeing the development,
maintenance, implementation, and filing of the Tailored Plan. This group of individuals includes
members of the executive management of TotalBank and the Board of Directors of TotalBank
who are responsible for timely reporting to Banco Popular regarding the Tailored Plan. The
Board of Directors of Banco Popular has approved the filing of this Tailored Plan.

BancoPopular does not believe any additional action is required in order to ensure future
compliance with the Resolution Plan Rule.

IV. Organizational Structure

Banco Popular is chartered by the Bank of Spain and had $179.1.3 billion of total assets as of
September 30, 2015. Banco Popular has no activities in the United States other than the
activities of its wholly-owned subsidiary, TotalBank. The headquarters of TotalBank and Banco
Popular are:

TotalBank Banco Popular Espafiol, S.A.
100 SE 2" St., 32" Floor José Ortega y Gasset 29, 1°
Miami, FL 33131 28006 Madrid

(305) 448-6500 Spain

011-3491-520-7098
TotalBank is a Florida state-chartered, non-member bank, with $2.78 billion of total assets as of
September 30, 2015. TotalBank has no nonbank activities.
The key management officials of TotalBank are set forth in Exhibit A.

TotalBank’s consolidated balance sheets for the year ending December 31, 2014 and the nine
months ending September 30, 2015 are attached in Exhibit B.

Banco Popular’s 2014 Annual Report is attached in Exhibit C. The Annual Report includes
information on the material components of the liabilities of Banco Popular.

V. Management Information Systems

TotalBank and Banco Popular do not have integrated management information systems or
applications and TotalBank would not be impacted by the results or activities of any nonbank



subsidiaries of Banco Popular, the covered company. The activities of Banco Popular pose no
risk or threat to TotalBank.

VI. Supervisory and Regulatory Information

Banco Popular is supervised and regulated by the European Central Bank. Contact information
for the European Central Bank is:

European Central Bank

Taunustor 2

60311 Frankfurt am Main, Germany
+49 69 1344 1300

Banco Popular has no activities in the United States other than the activities of its wholly-owned
subsidiary, TotalBank. TotalBank, a Florida state-chartered, non-member bank, is supervised
and regulated by the Florida Office of Financial Regulation, which is responsible for ensuring
the safety and soundness of TotalBank. Contact information for the Florida Office of Financial
Regulation is:

Florida Office of Financial Regulation
200 E. Gaines Street

Tallahassee, FL 32399

(850) 487-9687

VII. Interconnections and Interdependencies

There are no interconnections or interdependencies among Banco Popular and its material
entities, and among the critical operations and core business lines of Banco Popular that, if
disrupted, would materially affect the funding or operations of Banco Popular, its material
entities, or its critical operations or core business lines in the United States.

Identified Interconnections and Interdependencies are as follows:
@) TotalBank’s Board of Directors. As the sole shareholder of TotalBank, Banco

Popular elects TotalBank’s Board of Directors and also has representatives on
TotalBank’s Board of Directors who are employees of Banco Popular.

(i) Inclusion of TotalBank in Banco Popular’s consolidated financial statements.
Banco Popular receives monthly financial and operating reports from TotalBank
and consolidates TotalBank’s results and operations in Banco Popular’s financial
statements. However, all of TotalBank’s systems are based in the United States
and are independent of Banco Popular’s hardware and software systems.

(ii1)  Servicing agreements and arrangements between TotalBank and Banco Popular.
TotalBank acts as servicer for approximately $154.9.1 million of loans in Florida.
Substantially all of these loans were acquired by Banco Popular from TotalBank
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for cash at TotalBank’s book value in connection with the recapitalization of
TotalBank.

@iv) Banking relationships — At September 30, 2015, TotalBank had $24.2million of
deposits with Banco Popular maintained in Euros and British Pounds and bearing
interest at rates ranging between 1.00% and 3.50%. Banco Popular has granted
TotalBank an unsecured $100 million line of credit. $0 was outstanding on the
line of credit at September 30, 2015. At September 30, 2015, TotalBank had
contingent credit exposure associated with Banco Popular of approximately $23.9
million. There are no risk transfers, cross guarantees, cross collateral
arrangements, cross default provisions or cross affiliate netting arrangements.

VIII. Contact Information

The senior management official responsible for serving as a point of contact regarding the
Tailored Plan is:

Jorge Rossell, Chairman
c/o TotalBank

100 SE 2" St., 32™ Floor
Miami, FL 33131

(305) 772-7425

JRossell @totalbank.com



Exhibit A

Board of Directors

Jorge Rossell

Chairman, President & CEQO, TotalBank

Jacobo Gonzalez-Robatto

General Director, Banco Popular Espafiol, S.A.

Lyan Fernandez

Chief Operating Officer, EVP, TotalBank

Jose Marina

Chief Financial Officer, EVP, TotalBank

Sergio Gonzalez

University Advancement, SVP, University of
Miami

Raquel Matas

Associate Dean of Administration, University of
Miami School of Law

Javier Soto

President, The Miami Foundation

Alexander Reus

Partner, Diaz Reus & Targ LLP

Exe

cutive Management Team

Jorge Rossell

Chairman, President & CEO

Lyan Fernandez

Chief Operating Officer, EVP

Jose Marina

Chief Financial Officer, EVP

Ramon Rodriguez

Bank Lending Division, EVP

Maritza Jaime

Chief Credit Officer, EVP

Lourdes Rey-Wilson

Human Resources, EVP

Jay Pelham

Banking Center Division, EVP

Nelson Hidalgo

Business Banking Division, EVP
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[TotalBank’s consolidated balance sheets for the year ending December 31, 2014 and the
nine months ending September 30, 2015]
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TOTALBANK
RSSD-ID 790534
Last Updated on 1/30/2015

Dollar amounts in thousands

FFIEC 041
Quarter End Date 12/31/2014

1. Describe COMPONENT. ... et eaeaa e s TEXT4469 NR
2. Amount Of COMPONENT........o i RIAD4469 0
3. Applicable income tax effect...........ccooiiiiii i RIAD4486 0
b. Disclose component, the gross dollar amount of that component, and its related income
tax:
1. DeSCribe COMPONENT... ..ot e e r e aaaaaaaaes TEXT4487 NR
2. Amount of COMPONENL.........oiiiiiiii et RIAD4487 0
3. Applicable income tax effeCt............oviiiiiie RIAD4488 0
c. Disclose component, the gross dollar amount of that component, and its related income
tax:
1. DeSCrbE COMPONENT. ...ttt e TEXT4489 NR
2. AmMOouNt Of COMPONENT........i i e RIAD4489 0
3. Applicable income tax effect............ccooiiiiiiii e RIAD4491 0
4. Cumulative effect of changes in accounting principles and corrections of material accounting
errors (from Schedule RI-A, item 2) (itemize and describe all such effects):
a. Disclose component and the dollar amount of that component:
1. DeSCribe COMPONENT... ..o e e e e r e aaaaaaaaes TEXTB526 NR
2. AmMOouNt Of COMPONENT.......iiiiiiii e e RIADB526 0
b. Disclose component and the dollar amount of that component:
1. Describe component.......... TEXTB527 NR
2. Amount of component RIADB527 0
5. Other transactions with stockholders (including a parent holding company) (from Schedule
RI-A, item 11) (itemize and describe all such transactions):
a. Disclose component and the dollar amount of that component:
1. DeSCrbE COMPONENT. ...ttt e TEXT4498 NR
2. Amount of component RIAD4498 0
b. Disclose component and the dollar amount of that component:
1. DeSCribe COMPONENT... ..o e a e et r e aaaaeaaaes TEXT4499 NR
2. Amount of component RIAD4499 0
6. Adjustments to allowance for loan and lease losses (from Schedule RI-B, part Il, item 6)
(itemize and describe all adjustments):
a. Disclose component and the dollar amount of that component:
1. DeSCribDe COMPONENT... ..ttt e e eaeaeae s TEXT4521 NR
2. Amount Of COMPONENT......... i i e RIAD4521 0
b. Disclose component and the dollar amount of that component:
1. Describe COMPONENT. ... ettt eeeaeaa e s TEXT4522 NR
2. AMount of COMPONENL.........ooiiiiiiiiie et RIAD4522 0
7. Other explanations (the space below is provided for the bank to briefly describe, at its
option, any other significant items affecting the Report of Income):
P T 070 01111 0| (3 SRR SPRURUR RIAD4769 Yes
D. Other eXplanations...........ooi i et a s TEXT4769 S:i;here for
(TEXT4464) Professional and Contract Service Fees
(TEXT4769) Additional itemized non-interest income: Certegy Rebate Income $243 Correspondent Bank Rebate $125
Schedule RC - Balance Sheet
Dollar amounts in thousands
1. Cash and balances due from depository institutions (from Schedule RC-A):
a. Noninterest-bearing balances and currency and COIN.............uoeiiiiiiiiieieeiiiii e RCONO0081 33,121

3.a.1.
3.a.2.
3.a.3.

3.b.

3.b.1.
3.b.2.
3.b.3.

3.c.

3.c.1.
3.c.2.
3.c.3.

4.a.
4.a1.
4.a.2.
4.b.
4.b.1.
4.b.2.

5.a.
5.a.1.
5.a.2.
5.b.
5.b.1.
5.b.2.

6.a.
6.a.1.
6.a.2.
6.b.
6.b.1.
6.b.2.

7.b.



TOTALBANK
RSSD-ID 790534
Last Updated on 1/30/2015

Dollar amounts in thousands

FFIEC 041
Quarter End Date 12/31/2014

b. Interest-bearing balances.......... ..o
2. Securities:

a. Held-to-maturity securities (from Schedule RC-B, column A)..........ccoiiiiiiiiiieii

b. Available-for-sale securities (from Schedule RC-B, column D)..........ccceeviiiiiiniiinnnnn.
3. Federal funds sold and securities purchased under agreements to resell:

a. Federal funds SOId..... ..o e e e

b. Securities purchased under agreements to resell
4. Loans and lease financing receivables (from Schedule RC-C):

a. Loans and leases held for Sale... ...

b. Loans and leases, net of unearned income

c. LESS: Allowance for loan and lease losses

d. Loans and leases, net of unearned income and allowance (item 4.b minus 4.c).........
5. Trading assets (from Schedule RC-D).........cooiiiiiiiii e
6. Premises and fixed assets (including capitalized leases)..........c.ccooiieiiiiiiiiiiii e
7. Other real estate owned (from Schedule RC-M)...........cooiiiiiiiiiii e
8. Investments in unconsolidated subsidiaries and associated companies.............c..ccccovvees
9. Direct and indirect investments in real estate ventures
10. Intangible assets:

F= T € ToTo o 1V | ST SPRURSRRP

b. Other intangible assets (from Schedule RC-M)..........cccooiiiiiiiiiiie e
11. Other assets (from Schedule RC-F)........ooiiiii e
12. Total assets (sum of items 1 through 11).......oooii e
13. Deposits:

a. In domestic offices (sum of totals of columns A and C from Schedule RC-E)..............

1. NONINEEreSt-DEAMNG. ... i e e s aa e s
2. Interest-bearing...... ...

b. Not applicable
14. Federal funds purchased and securities sold under agreements to repurchase:

a. Federal funds purchased.............coooiiii i

b. Securities sold under agreements to repurchase
15. Trading liabilities (from Schedule RC-D)..........ooooiiii e

16. Other borrowed money (includes mortgage indebtedness and obligations under capitalized
leases) (from Schedule RC-M)..... ..ot e e ae e

17. Not applicable
18. Not applicable

19. Subordinated notes and debentures. ..o
20. Other liabilities (from Schedule RC-G)
21. Total liabilities (sum of items 13 through 20)..........ccco i
22. Not applicable
23. Perpetual preferred stock and related SUrpIUS. ............cccoiiiiiiiii
24, COMMON SEOCK. ... ..ttt ettt e e et e e e ettt e e e e e et e et ae e e nnneaaaann
25. Surplus (exclude all surplus related to preferred stock)............oooieiiiiiiiii
26. Not available
A. RetaiNed @arniNgS. ......ci oottt e e
b. Accumulated other comprehensive INCOMe................. i
c. Other equity capital COMPONENTS..........iiiiiiii e
27. Not available
a. Total bank equity capital (sum of items 23 through 26.C)...........ccoooiiiiiii
b. Noncontrolling (minority) interests in consolidated subsidiaries.............cccccccoviiiiinee..
28. Total equity capital (sum of items 27.a and 27.D)........ccoiiiiii e

29. Total liabilities and equity capital (sum of items 21 and 28).............ccccooiiiiiiii

RCONO0071 37,620
RCON1754 163,876
RCON1773 341,804
RCONB987 356
RCONB989 0
RCON5369 0
RCONB528 1,811,524
RCON3123 19,272
RCONB529 1,792,252
RCON3545 0
RCON2145 29,004
RCON2150 3,150
RCON2130 0
RCON3656 0
RCON3163 154,758
RCON0426 4,119
RCON2160 77,103
RCON2170 2,637,163
RCON2200 1,826,274
RCONG631 743,316
RCONG6636 1,082,958
RCONB993 0
RCONB995 133,337
RCON3548 0
RCON3190 217,330
RCON3200 0
RCON2930 17,394
RCON2948 2,194,335
RCON3838 0
RCON3230 2,691
RCON3839 473,446
RCON3632 -30,691
RCONB530 -2,618
RCONA130 0
RCON3210 442,828
RCON3000 0
RCONG105 442,828
RCON3300 2,637,163

13.a.
13.a.1.
13.a.2.
13.b.
14.
14.a.
14.b.
15.

16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
26.a.
26.b.
26.c.
27.
27 a.
27.b.
28.
29.



TOTALBANK
RSSD-ID 790534
Last Updated on 10/27/2015

Dollar amounts in thousands

FFIEC 041
Quarter End Date 9/30/2015

1. Describe COMPONENT. ... e
2. Amount of COMPONENT..... .. i
3. Applicable income tax effect...........ccooiiiiii i

b. Disclose component, the gross dollar amount of that component, and its related income
tax:

1. DeSCribe COMPONENT... ..ot e e r e aaaaaaaaes
2. Amount of component
3. Applicable income tax effeCt............oviiiiiie

c. Disclose component, the gross dollar amount of that component, and its related income
tax:

1. DeSCrbE COMPONENT. ...ttt e
2. AmMOouNt Of COMPONENT........i i e
3. Applicable income tax effect............ccooiiiiiiii e

4. Cumulative effect of changes in accounting principles and corrections of material accounting
errors (from Schedule RI-A, item 2) (itemize and describe all such effects):

a. Disclose component and the dollar amount of that component:
1. DeSCribe COMPONENT... ..o e e e e r e aaaaaaaaes
2. AmMOouNt Of COMPONENT.......iiiiiiii e e
b. Disclose component and the dollar amount of that component:
1. DeSCrbE COMPONENT. ...ttt e
2. AmMOouNt Of COMPONENT.......ii it

5. Other transactions with stockholders (including a parent holding company) (from Schedule
RI-A, item 11) (itemize and describe all such transactions):

a. Disclose component and the dollar amount of that component:
1. DeSCrbE COMPONENT. ...ttt e
2. AMouNnt Of COMPONENT.... ... e aa e e e e e e e e e e e e e
b. Disclose component and the dollar amount of that component:
1. DeSCribe COMPONENT... ..o e a e et r e aaaaeaaaes
2. AMount of COMPONENT.........uiiiiii et a e e e e e e e e e e e e

6. Adjustments to allowance for loan and lease losses (from Schedule RI-B, part Il, item 6)
(itemize and describe all adjustments):

a. Disclose component and the dollar amount of that component:
1. Describe COMPONENT.........iiii e e
2. Amount of COMPONENT........iiiii e e
b. Disclose component and the dollar amount of that component:
1. Describe COMPONENT........oii e
2. AMount of COMPONENL.........ooiiiiiiiiie et

7. Other explanations (the space below is provided for the bank to briefly describe, at its
option, any other significant items affecting the Report of Income):

= T O] 11100 1=T 1 K= RPN

D. Other exXplanations. .........uui i e e

(TEXT4464) Professional and Contract Service Fees

TEXT4469 NR
RIAD4469 0
RIAD4486 0
TEXT4487 NR
RIAD4487 0
RIAD4488 0
TEXT4489 NR
RIAD4489 0
RIAD4491 0
TEXTB526 NR
RIADB526 0
TEXTB527 NR
RIADB527 0
TEXT4498 NR
RIAD4498 0
TEXT4499 NR
RIAD4499 0
TEXT4521 NR
RIAD4521 0
TEXT4522 NR
RIAD4522 0
RIAD4769 Yes
TEXT4769 Click here for
value

(TEXT4769) Additional itemized non-interest income: Certegy rebate income $189 Correspondent bank rebate: $87

Schedule RC - Balance Sheet

Dollar amounts in thousands

1. Cash and balances due from depository institutions (from Schedule RC-A):
a. Noninterest-bearing balances and currency and COIN.............uoeiiiiiiiiieieeiiiii e

RCONO0081

40,206

3.a.1.
3.a.2.
3.a.3.

3.b.

3.b.1.
3.b.2.
3.b.3.

3.c.

3.c.1.
3.c.2.
3.c.3.

4.a.
4.a1.
4.a.2.
4.b.
4.b.1.
4.b.2.

5.a.
5.a.1.
5.a.2.
5.b.
5.b.1.
5.b.2.

6.a.
6.a.1.
6.a.2.
6.b.
6.b.1.
6.b.2.

7.b.



TOTALBANK
RSSD-ID 790534
Last Updated on 10/27/2015

Dollar amounts in thousands

FFIEC 041
Quarter End Date 9/30/2015

b. Interest-bearing balances.......... ..o
2. Securities:

a. Held-to-maturity securities (from Schedule RC-B, column A)..........cooiiiiiiiiiiiii

b. Available-for-sale securities (from Schedule RC-B, column D)..........cccoviviiiiiinininnnnn,
3. Federal funds sold and securities purchased under agreements to resell:

a. Federal funds SOId........coiii e e e

b. Securities purchased under agreements to resell
4. Loans and lease financing receivables (from Schedule RC-C):

a. Loans and leases held for Sale... ...

b. Loans and leases, net of unearned income

c. LESS: Allowance for loan and lease losses

d. Loans and leases, net of unearned income and allowance (item 4.b minus 4.c).........
5. Trading assets (from Schedule RC-D).........cooiiiiiiiii e
6. Premises and fixed assets (including capitalized leases)..........c.ccooiieiiiiiiiiiiii e
7. Other real estate owned (from Schedule RC-M)..........cccooiiiiiiiiiii e
8. Investments in unconsolidated subsidiaries and associated companies...............cccccvvees
9. Direct and indirect investments in real estate ventures
10. Intangible assets:

F= T € ToTo o 1V | S PPUUT RSP RURTI

b. Other intangible assets (from Schedule RC-M)..........cccooiiiiiiiiiie e
11. Other assets (from Schedule RC-F).......c.ooiiiii e
12. Total assets (sum of items 1 through 11).......cooiii e
13. Deposits:

a. In domestic offices (sum of totals of columns A and C from Schedule RC-E)..............

1. NONINtEreSt-DEAING. ... i it et e e aa e s
2. Interest-bearing...... ...

b. Not applicable
14. Federal funds purchased and securities sold under agreements to repurchase:

a. Federal funds purchased........... .o

b. Securities sold under agreements to repurchase
15. Trading liabilities (from Schedule RC-D)..........oooiiiiii e

16. Other borrowed money (includes mortgage indebtedness and obligations under capitalized
leases) (from Schedule RC-M)........oo et e e aa e e

17. Not applicable
18. Not applicable

19. Subordinated notes and debentures........... ..o e
20. Other liabilities (from Schedule RC-G)
21. Total liabilities (sum of items 13 through 20)..........ccco i
22. Not applicable
23. Perpetual preferred stock and related SUrpluS. ............cccoooiiiiiiiiii
24, COMMON SEOCK. ...ttt ettt e e ettt e e e e ettt e e e e e et aeaesannneaaann
25. Surplus (exclude all surplus related to preferred stock)..........coovoiiiiiiiiiii
26. Not available
A. RetaiNed @arNiNgGS. ......oi ittt ee ettt e e
b. Accumulated other comprehensive INCOMe.................c i
c. Other equity capital COMPONENTS...........iiiiii e
27. Not available
a. Total bank equity capital (sum of items 23 through 26.C)...........ccoooiiiiiiiiii
b. Noncontrolling (minority) interests in consolidated subsidiaries.............cccccceeiiiiinee..
28. Total equity capital (sum of items 27.a and 27.D).......ccoeiiiiiii

29. Total liabilities and equity capital (sum of items 21 and 28).............ccccooiiiiiii

RCONO0071 64,541
RCON1754 146,402
RCON1773 384,296
RCONB987 436
RCONB989 0
RCON5369 0
RCONB528 1,908,088
RCON3123 19,258
RCONB529 1,888,830
RCON3545 0
RCON2145 28,592
RCON2150 517
RCON2130 0
RCON3656 0
RCON3163 154,758
RCON0426 3,996
RCON2160 65,988
RCON2170 2,778,562
RCON2200 1,964,910
RCONG631 777,116
RCONG6636 1,187,794
RCONB993 0
RCONB995 123,079
RCON3548 0
RCON3190 217,225
RCON3200 0
RCON2930 18,193
RCON2948 2,323,407
RCON3838 0
RCON3230 2,691
RCON3839 473,446
RCON3632 -18,959
RCONB530 -2,023
RCONA130 0
RCON3210 455,155
RCON3000 0
RCONG105 455,155
RCON3300 2,778,562

13.a.
13.a.1.
13.a.2.
13.b.
14.
14.a.
14.b.
15.

16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
26.a.
26.b.
26.c.
27.
27 a.
27.b.
28.
29.
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CHAIRMAN'S
LETTER

For Spain, 2014 meant leaving behind a difficult, but necessary, period of transition. We now move forward towards a period
of economic growth. The economy is, unequivocally, at the point of a gradual return to normality. The key issue will be to
consolidate this positive trend and to ensure that the improvement which has come about in the main economic variables
reaches everyone.

Throughout this year, Popular has significantly exceeded, as a result of its labours and the effort made by all the Group's
professionals, a series of milestones that we had established as our objectives in the planning for the year.

The first of these was the good result obtained from both the asset quality review (AQR) and the stress test, which we passed
with a capital surplus of €1,756 million in the most adverse scenario.

Popular has once again shown that it is the bank for SMEs, being for the third consecutive year the leader in drawdowns of ICO
credit lines, with a market share of 20.9%. It has been highlighted by the European Banking Authority (EBA) as the Spanish bank
with the greatest share of SMEs (17.1%). This business model allows us to continue being a reference in the return on investment.

2014 has also been another step in the strengthening and diversification of the business, with the aim of counteracting the
impacts of the cycle change. Notable examples were the boost to our presence in Mexico, by taking a 25% stake in the financial
group Bx+, and the acquisition of Citibank’s retail and cards business in Spain, which was integrated with Popular's cards
business in bancopopular-e. Subsequently, we agreed with Varde Partners on the sale of a 51% stake in the company, which thus
became a joint venture; an operation that generated capital gains of over €400 million and which we are confident will provide
a major boost to the cards business.

Also, at the start of 2014, Popular acquired the 40% stake which Dexia held in Popular Banca Privada for €49.2 million. As
a result, Popular will have total control of the private banking subsidiary, created in 2001 as a joint venture between Banco
Popular Espafiol and Dexia Banque Internationale a Luxembourg.

It is in this environment that Popular has shown that it is a very consistent brand substantiated in its differentiated and forward-
looking business model. Under these premises we have conducted a reinforcement of our brand image as a bank prepared for
any contingency, solid, solvent, modern and in tune with its time.

Popular is adapting its image to the new social, political and economic situation: Spain is beginning to overcome a deep
recession and Popular has surpassed the most demanding challenges in recent years. Today, Popular is a bank which is more
agile, more flexible, more competitive; in short, much stronger and with a very clear future and long-term project in mind.
Our brand promise is clear: to progress and to progress our customers.

We face the future therefore with optimism, supported by our strengths, focusing our activity on businesses (especially

SMEs), in attracting retail funds, in highly profitable businesses and a gradual international diversification. All this allows
Popular to be one of the main players in the financial landscape in this new upcoming year.

Angel Ron
Chairman
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The real skill lies in using all known
and available means; the art, the
ingenuity consists in acting in spite
of the difficulties and in finding little
or nothing impossible.

Napoleon Bonaparte
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GENERAL INFORMATION

GENERAL INFORMATION

Banco Popular Espafol, S.A (“Banco Popular”, or “Bank”) was founded on 14 July 1926, and is registered in
the Madrid Companies Register in volume 174, folio 44, page 5,458, 1st entry. The Bank is a member of the
Deposit Guarantee Fund for banking entities. 2014 was its 88th year of existence. The head office is located
at Veldzquez 34, 28001 Madrid.

The financial accounting and statistical data provided herein were prepared with the utmost objectivity,
detail, reporting clarity and consistency over time, from the internal accounting data of the Banco Popular
Group (hereinafter, also “Popular” or “Group”). As of 1 January 2005, it became compulsory to prepare
consolidated financial statements in conformity with the International Financial Reporting Standards
adopted by the European Union (IFRS-EU) for entities with shares listed on a regulated market in any EU
member state, pursuant to Regulation 1606/2002 of the European Parliament and of the Council dated 19
July 2002.

This financial information was prepared in accordance with the aforementioned standards and reflects the
Group’s entire economic activity, both financial and insurance and non-financial, and accordingly gives a
true and fair view of the net worth, financial position, risks and consolidated earnings.

Average balances are calculated on the basis of daily, monthly or quarterly data, depending on the information
available in each case. Figures in brackets indicate that the values are subtracted in the calculation process

or are negative amounts, differences or variation rates.

In addition to the Annual Report and its accompanying documents, Banco Popular issues quarterly financial
reports on its operations, including a detailed analysis of variations in assets, liabilities, earnings and
profitability in each quarter. All the information is available at the Banco Popular Shareholders’ Office (José
Ortega y Gasset 29, 28006 Madrid. Tel. 91-520 72 65. Fax 91-577 92 09. E-mail: accionista@bancopopular.
es). The Banco Popular website may also be consulted: http:/www. bancopopular.es.
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NATIONAL AND INTERNATIONAL PRESENCE

5 t h banking

group in Spain by
capitalisation ©
(*) Based on the average market

capitalisation during 2014 of €10,168
million

1 parent bank
Banco Popular Espanol

Figure 1: Banco Popular Group's national presence - 2014
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= The division of the various Regional Offices applies only to the offices of Banco Popular. This same division has been used for the remaining entities, although their offices

do not report to the Regional Offices under which they are grouped
= All of the branch offices of Banco Pastor are exclusively located in the Autonomous Region of Galicia

= The Canary Islands belong to the Central Region, while Ceuta and Melilla belong to Western and Eastern Andalusia respectively.
= The map shows all the branch offices Targobank, an entity 50% owned by Banco Popular and 49% by bancopopular-e, has in Spain
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(*) These figures do not include employees nor branches that Targobank, an entity owned 50% by Banco Popular and 49% by bancopopular-g, has in Spain.
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HISTORY

Popular is a bank which has worked with its customers since 1926, when it was founded under its initial name:
Banco Popular de los Previsores del Porvenir. It was founded with a capital of ten million pesetas.

Its purpose was "to provide anyone who uses its services with the greatest facilities in all kinds of economic
and banking matters”, performing "all transactions, which being typical of credit companies, are set forth in
the Code of Commerce currently in force.” The Bank opened its doors for the first time on 14 October of that
year, in an official ceremony attended by H.M. Alfonso Xlll and the Spanish Government in full.

In February 1947, its name was changed to the present one of Banco Popular Espanol. At that point, its share
capital was raised to 100 million pesetas, thereby making the Bank an important national institution.

The foundations for the Bank’s firm development were laid in the 1950s, while in the 1960s, the Bank's brands
-its subsidiary banks- were created, and would go on to become synonymous with quality: Andalucia, Castilla,
Crédito Balear, Galicia and Vasconia.

In 1975, Banco Popular prepared a plan to expand its network. it began to implement this plan in 1976 across
the whole of Spain, and increased its branches twofold within the space of four years. This sharp growth in
the branch network would continue until 1985.

In 1988, Popular created three companies called Europensiones, Eurovida and Euroconsulting on a 50/50
basis with Allianz, the German insurance group. These companies specialised in pension fund management,
life insurance and advisory services for pension and alternative retirement plans, respectively.

In 1997, the Bank created its telephone banking platform and launched Internet banking in a bid to take
advantage of technological changes and to improve commercial activities and customer service quality.

2014

Acquisition of up
to 100% of Popular
Banca Privada

Acquisition of the
Citibank retail and

1950-1960 card business in
Strong expansion in Spain
Spain. 2003 2010 2012 Setting up of JV
1929 Development of Acquisition of Banco Creation of | Acquisition of with Varde Partners
) ) e for the cards
Listing on the Madrid the branch office Nacional de Crédito in | Targobank Banco Pastor A
Stock Market network in France Portugal

1926 1947 1988 2000 2007 2013

Foundation under Change in name Strategic alliance| Development Acquisition Strategic alliance
the name of Banco to Banco Popular with Allianz of the asset of Totalbank with Bx+
Popglar de los Espafiol gﬁahagement (Florida) Setting up of JV
Prewsolres del usiness with Kennedy
Porvenir

Wilson & Varde
Partners for real
estate business
management
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At the same time, specific companies were set up to move into new business segments (renting, for example)
and to boost the development of other activities under way (private banking and asset management). It also
began to expand into Portugal by opening branches.

Throughout the first decade of this century, Popular was engaged in a far-reaching international expansion
process to give it a foothold in around twenty countries, with banks in Portugal, Mexico and the United
States. In Spain, its merger with Banco Pastor went ahead, confirming Galicia as its most important domestic
market.

In January 2015, it presented its reinforced brand. A brand which symbolises a prudent and firm evolution,
and which reflects our identity and what we aspire to. A direct, intense brand with a criterion which instils
attitudes and spaces, reinforcing its bond with people. A trademark which reflects an outstanding legacy
and looks towards a future which will be even better.

Today, Popular is a bank which is more agile, more flexible, more competitive, in short, much stronger and

with a very clear future and long-term project in mind. Something which is reflected in its brand undertaking:

Progressing and helping its customers to progress. Helping companies, people and society to progress.

Figure 3: Evolution of the logo over time
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1947 1960 1996 2008 2012
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ORGANISATIONAL STRUCTURE

Figure 4: Banco Popular Board of Directors - 2014
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Secretary - Director Alain Fradin

Director

Unidn Europea de Inversiones,
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Table 1: Management Committee - 2014

CEO Francisco Gémez
Business and Customers José Ramén Alonso
Audit Jesus Arellano
Communications, Brand and Corporate Relations Carlos Balado
Secretary to Committee Susana de Medrano
Investee and JV Management Rafael de Mena
Technical General Secretary Miguel Angel Moral
Comptroller's Office Javier Moreno
Chairman's Office Alberto Muiioz
Retail Banking Antonio Pujol
Technical Resources Fernando Rodriguez
Risk Management José Maria Sagardoy
Finance Management Francisco Sancha
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Table 2: Commercial Network - 2014

POPULAR IDENTITY

Northwestern Spain

Antonio Pérez

Ledn - Zamora - Palencia

Luis Ortiz

Banks outside Spain

Valladolid - Burgos - Soria

Ana Coral Gutiérrez

Totalbank

Jorge Rossell

Salamanca - Avila - Segovia

Joaquin Caamafo

Banco Popular Portugal

Rui Manuel Semedo

Asturias

Carlos Duran

Banks in Spain

Galicia - Banco Popular

José Maria Arce

bancopopular-e

IAaki Perkins
Antonio Ramirez

Northern Spain

Pablo Fernando Merino

Popular Banca Privada

Carmen Ortiz

Aragdn - La Rioja

Manuel José Sanchez

Navarra

Javier Barra

Targobank

Juan Pérez
Javier Gefaell

Vizcaya - Cantabria

Angel Escudero

Other units

Guipuzcoa- Alava- Vizcaya

José Luis Cabero

Commercial Banking Management

José Angel Amor

Central Spain

Carlos Veldzquez

Origination and Markets

Santiago Armada

Canary Islands

José Maria Torres

Models and Capital

José Maria Arroyo

Castilla-La Mancha

José Manuel Martinez

Investor Relations

Diego Barron

Madrid Capital Centre

Jesus Maria Gonzalez

International Banking

Pablo de la Torre

Community of Madrid (East)

Vicente Rubio

Institutional Relations and Supranational
Bodies

Juan Echanojauregui

Madrid Capital North

Santiago Martin

Wholesale and Corporate Banking

Miguel Angel Franco

Community of Madrid (North-East)

Javier Hernandez

Other Subsidiaries and Investees

Rafael Galan

Madrid Capital South

Armando Martinez

Corporate Responsibility

Ana Gascon

Community of Madrid (South)

Carlos Marino Pérez

Customer Care

Antonio Gonzalez

Catalonia and Balearic Islands

Alfonso Ruspira

International Advisory Board

Jacobo Gonzélez-Robatto

Barcelona Capital North

Alberto de Blas

Shareholders' Office

Sara Lopez

Barcelona Province North

Luis Angel Aldecoa

Customer Banking

Miguel Angel Luna

Barcelona Capital South

José Prieto

Human Resources

Rafael Mufoz

Barcelona Province South

Salvador Guiral

Restructuring and Default

Alberto Marchante

Lleida - Tarragona

Francisco Subirana

Regulatory Compliance

Juan Antonio Montero

Girona

Juan Doménech

Social Responsibility and Fundacion GBP

Raul Moreno

Balearic Islands

Celia Torrebadella

Legal and Compliance Services

Tomas Pereira

Levante Francisco José Baonza Real Estate Businesses and E.Com José Manuel Pifieiro
Alicante Luis Miguel Pernas Investee and JV strategy and operations Susana Quintas
Murcia José Miguel Regueira International Business Development Telesforo Veiga

Valencia North - Castellén

Juan Maria Torres

Control of Risks

Maria Raga

Valencia South

Berenguer Galin

Eastern Andalusia

Manuel Quero

Deputy Comptroller

José Manuel Séenz
Maria Villanueva

Mélaga

José Antonio Rego

Treasury

Ménica Sanchez

Granada - Almeria

Jaime Lobo

Corporate Development

Samuel Serrano

Cordoba - Jaén

Francisco Javier Lumbreras

Western Andalusia

Luis Marin

Vice-Secretary of the Board and
Regulatory Compliance

Francisco Javier Zapata

Cadiz

Alfonso Marin

Specialist Companies

Huelva - Badajoz - Caceres

Antonio Silva

Popular de Factoring

César Araujo

Seville South

Vicente Galvez

Aliseda SGI

Pedro Berlinches

Seville North

Juan Carlos Gil

Popular de Mediacién

Angel Blazquez

Banco Pastor

José Manuel Hevia

Popular Bolsa

Carlos Ramos

Vigo

Anibal Garcia

Eurovida Portugal

Francisco Valério

Qurense - Lugo

Juan Manuel Naveiro

A Coruna

Antonio Dean

Santiago

Luis Alvarez
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MANAGEMENT REP

Banco Popular Group is the fifth largest banking group in Spain by average market capitalisation in 2014. Its
business strategy is focused on SMEs, groups and families with a customer-centric business model.

This chapter provides details of the Group’s most significant aspects. Chapter 1 of the Integrated Report for
2014 provides further details of the entity’s organisational structure.

The Group is formed by a parent bank (Banco Popular Espanol) and seven banks, four of which operate in
Spain (Banco Pastor, Popular Banca Privada, Targobank and bancopopular-e, the latter two with stakes of
50% and 49% respectively), one in Portugal (Banco Popular Portugal), one in the United States (Totalbank)
and another in Mexico (Ve por Mas, hereinafter also referred to as Bx+) with a 25% stake. Finally, the Group
also includes two insurance companies (Pastor Vida and Eurovida Portugal).

At 31 December 2014, Banco Popular has a total of 14 representative and 3 collaboration offices in 14
countries and has concluded agreements with several financial institutions in order to promote foreign trade.

The Group also has other subsidiaries and maintains interests in other companies that supplement the
banking business. The Bank continued to seek strategic partners in 2014. One of its most important deals
was the acquisition of a 25% holding in the Bx+ Mexican financial group, which will help it to introduce and
develop the business model in Mexico. It also reached an agreement to sell its investment fund depositary
and custody, pension plans, SICAVs and EPSVs (Voluntary Social Welfare Entity) business in Spain to BNP
Paribas.

In 2014, in order to boost its competitive position in the Spanish cards market, Banco Popular acquired
Citibank's cards business, opening the door to new segments and distribution channels. This integration not
only created new opportunities for expansion and consolidation in this market, but also significant operating
synergies. As a result, bancopopular-e, the company which owns the Group's entire card issue business,
became the fourth-ranking company in the sector with a market share of 7.5%.

Furthermore, with the aim of continuing to grow and improve in the sector, Popular forged an alliance
with an international partner, Varde Partners, to exploit the card business together. This American company
boasts considerable expertise in the financial sector as it is specialised in investments in financial markets
and assets, and also in providing services to restricted groups of international investors.

Through this, the two companies have combined their areas of expertise: on one hand, Citibank’'s experience
in revolving and direct sales channels, as well as its diversified customer portfolio, and, on the other, Popular's
large branch network. In addition, the innovation and common brand products point towards prospects of

higher income for the joint venture.

In short, this transaction materialises the value of the card business and is expected to provide future synergies.
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Figure 5: Structure of Banco Popular Group by company - 2014
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CORPORATE GOVERNANCE

Banco Popular’s corporate culture, which is firmly rooted in a tradition which has developed from years
of experience, has created its own corporate governance model that establishes the proper structure and
operation of the governing bodies, safeguarding the interests of all stakeholders and maximising the financial
value of the company in a sustained manner.

This is a corporate governance model that respects good practices and is constantly adapted to improvements
through relevant recommendations. This creates a strong management model based on transparency and the
ethical management of the business and accountability through internal and external control and verification

mechanisms.
Corporate governance bodies and mechanisms

The Bank’s Corporate Governance is exercised by the Board of Directors and its four committees, in addition
to shareholders, and the Board’s regulations stipulate that the “policy that must preside over all actions is
the maximisation of the Bank’s long-term value, assuring its future viability and competitiveness.” Both the
Board of Directors and its four committees therefore perform their duties with complete transparency, unity of
purpose and independence.
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Figure 6: Governing Bodies at Banco Popular - 2014
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The General Shareholders’ Meeting is responsible, inter alia, for the approval of the individual and consolidated
annual accounts, the management of the Board of Directors and proposing the application of the results
obtained. In addition, shareholders approval is necessary for the appointment of Directors, as well as the
compensation policy for Directors and members of Senior Management. Lastly, the General Shareholders’
Meeting also participates in the control of Banco Popular since shareholder support is mandatory for the
appointment, re-election and replacement of the external auditors.

In 2014, a single General Shareholders' Meeting was held which could be attended in person by shareholders
owning at least 200 shares, when the legally stipulated minimum is 1,000 shares. Those shareholders with a
lower number of shares may be represented by another person, even if not a shareholder, and may remotely
exercise their voting and representation rights.

The Board of Directors

In 2014, the Board of Directors was reduced from 17 to 15 members. They include 3 executive Directors (20%)
and a large majority of external Directors (12 members who represent 80%) who do not form part of the
management team. External Directors are divided into 7 proprietary Directors and 5 independent Directors.

Candidacies for the nomination and re-election of Directors are made at the proposal of the Appointments
Committee and are submitted by the Board of Directors for consideration at a General Shareholders’
Meeting. The appointment of Directors involves persons who, in addition to meeting the legal and statutory
requirements that the position requires, possess the knowledge and professional experience that are suitable
to the performance of their duties and good governance.

The Board of Directors consists of 15 members, 27% of whom are younger than 55, 53% of whom are between
the age of 56 and 70 and the remaining 20% of whom are older than 71. 80% are men and 20% are women,
while 20% are companies and 80% natural persons. Also, 7% of them are nationals of countries other than
Spain.
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In order to guarantee compliance with the duties belonging to the Board of Directors, five committees have
been created and delegated with the responsibility to permanently monitor areas that are particularly relevant
to the good governance of the Bank. These committees are as follows:

m Delegated Committee

= Audit Committee

= Risk Committee

» Appointments Committee
» Compensation Committee

The provisions of the Regulations relating to the operation of the Board of Directors are applied to Board

Committees when performing their duties.

Figure 7: Governance Structure of the Board of Directors - 2014

BOARD OF DIRECTORS

Delegated Committee

Audit Committee

EXECUTIVE BODY
MAIN DUTIES:

m Take decisions regarding the daily management
of the Bank through the delegation of duties by
the Board of Directors, to which the decisions
are reported.

CONSULTATIVE BODY
MAIN DUTIES:

m Supervision of financial information..

m Propose the appointment of the external
auditor

m Supervision of the efficacy of risk control and
internal audit.

m Monitor compliance with legal requirements.

m Detect and manage possible conflicts
of interest between Directors or Senior

Management and the Bank.

Risk Committee

Appointments Committee

Compensation Committee

CONSULTATIVE BODY
MAIN DUTIES:

= Advise the Board of Directors on the
definition and evaluation of risk policies
which affect the Group.

= Confirm that the Group possesses the
means, systems, structures and resources
benchmarked against best practices to allow

m Monitor that the Group's remuneration
policies conform to the risk management
strategy.

it to implement its risk management strategy.

CONSULTATIVE BODY
MAIN DUTIES:

m Ensure the integrity of the process of selecting
Directors and Senior Executives at the Group,
evaluating the suitability of candidates.

m Supervise compliance with good governance
rules and make proposals for their
improvement.

m Propose the Annual Corporate Governance
Report and Integrated Report, ensuring
compliance with the Group's Corporate
Responsibility strategy.

CONSULTATIVE BODY
MAIN DUTIES:

m Propose the remuneration policy for
Directors and senior managers to the Board
of Directors.

= Overseeing compliance with the
remuneration policy set by the Board of
Directors.

= Evaluate its operation on an annual basis
and present the Board of Directors with a
report on the activities carried out during
the year.
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MANAGEMENT REP

Evaluation

The Board of Directors has implemented self-control guidelines and examines the quality and efficiency of its
own operations and those of its Committees on an annual basis, as well as the performance of the Chairman
of the Board and the CEO.

Upon the approval of the Annual Corporate Governance Report, after receiving a report from the Appointments
Committee, the Board of Directors examines compliance with good governance recommendations and
the application by the Board and its Committees of the rules established in the Articles of Association, its
own regulations and the regulations governing the General Meeting. In addition, on an annual basis, the
aforementioned Committee evaluates the degree to which the Board Regulations have been applied, together
with the operation of the Bank’s General Meetings, the results of which are reported to the Board of Directors.

In line with the continuous evaluation by the Board and Senior Management, in 2014 the Board of Directors
has continued to apply and oversee the policy regarding the evaluation of candidacies for Directors, General
Managers or similar positions, the persons responsible for internal control duties and other key posts relating to
the daily management of the banking activity. This policy is intended to establish the internal procedures and
policies at Banco Popular to select and evaluate candidates for positions that are considered to be essential
to its activity.

In this sense, in 2014 Banco Popular evaluated the suitability of the Board of Directors and its members.
Pursuant to the reform of Law 10/2014 of June 26th on the organisation, supervision and solvency of credit
institutions, the incompatibilities of Directors and senior managers of the Bank with regard to the positions
held in different companies of the Banco Popular Group have been reviewed.

In order to continue furthering the ongoing training of Board Members, the Directors’ website has included
training modules regarding several subjects such as the Prevention of Money-laundering, the Personal
Information Protection Act and Regulatory Compliance, or modules on general corporate training for new
members of the Board. Furthermore, face-to-face training workshops have been provided for Directors in
subjects such as the Single Supervisory Mechanism, the Capital Self-Assessment Report, and regulations for the
Prevention of Money Laundering and Terrorism Financing. Moreover, the Transversal Corporate Responsibility
Training Plan 2014-2016 includes specific training initiatives for Directors designed to standardise concepts
relating to environmental and social performance and good governance of the Entity, and also to show the
Bank's actions in this field.

Compensation

The Compensation policy for Executive Directors, Senior Executives and those employees that perform
professional activities that may have an important influence on the Bank’s risk profile is in line with corporate
values, the business strategy and the Bank’s long-term objectives. The application of this policy means that
compensation is established using principles of moderation, transparency and proportionality between fixed
and variable compensation.

Banco Popular has established systems for medium and long-term variable compensation that is are paid out
gradually over the course of several years, in order to encourage the creation of long-term value and adapt the
compensation to the risk timeline. When calculating variable compensation, the professional performance of
the persons concerned, the attainment of previously established objectives and their alignment with prudent
risk management, as well as the result of the offices concerned and the entire Group’s business, are all taken
into account.

The weight of the Bank’s performance when establishing compensation for Executive Directors is particularly

reflected in the Bank’s compensation policy, notwithstanding the general compensation criteria for the rest of
the personnel at the Bank and its subsidiaries. This policy takes into account habitual criteria in the market and,
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in particular, those in the financial sector. In the event the Bank incurs losses in any year included in the deferral
period, the portion of the compensation not deferred will be subject to recovery clauses.

Finally, it should be noted that the performance of duties by Directors is not directly compensated, nor through
specific per diems for participating in the Board of Directors and its Committees. Only Executive Directors are
compensated because they perform other duties and services at the Bank.

With regard to the procedure for approving the compensation policy for Directors and senior management
at the Bank, the Board of Directors, at the proposal of the Compensation Committee, assumes responsibility
for their annual approval. It should be noted that the Annual Report on Directors’ Compensation is submitted
to a vote at the General Shareholders’ Meeting as a separate item on the agenda and with an advisory nature.

In this way, the amount of the fixed components is established, together with the variable compensation, the
primary characteristics of the applicable retirement systems and any conditions that establish the possibility
of occurrence. This approval procedure ensues the complete transparency of the information relating to Board
Member compensation.

Executive Management

In January 2013 Banco Popular recovered the position of CEO and appointed Francisco Gémez to that post.
This allows for a clear separation of duties between the Chairman and the CEO; the former is the Chairman of
the Board of Directors and is responsible for the Bank’s overall strategy, while the latter focuses mainly on the
daily management of the business. The existence of two positions and their different duties is in line with the
best corporate governance standards and ensures the adequate operation of the Bank, avoiding the excessive
accumulation of duties within the same post.

The CEO is supported by the Management Committee, consisting of 1 general manager, 6 deputy general
managers and 5 assistant general managers. All of the 13 members of the Management Committee are Spanish
nationals, 8% of them are women, and the average age is 51 years.

Chairman’s Office Technical General Secretary

Secretary Management Committee Retail Banking

Risks Audit

Comptroller's Office Technical Resources

Finance Management Investee and JV Management

Business and Customers Communications, Brand and Corporate Relations

Each of the components of the Management Committee has been delegated broad authority within the area
of their respective competencies. The Management Committee analyses and decides upon proposals made by
the different business areas, giving the General Management a broader and more thorough view of these areas,
and undertakes the implementation and practical application of policies established by the Group.

Operating principles
Based on the values of Banco Popular, the corporate governance model includes the several types of capital
and relationships with stakeholders. The management of these capitals based on corporate culture and values

has resulted in a sustainable and environmentally-friendly business model. (For further details and information
refer to section 2.2. Operating Principles in the 2014 Integrated Report).
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MANAGEMENT REP

Good corporate governance practices

In 2014 Banco Popular has continued to consolidate its good corporate governance practices in accordance
with its policy of continually adapting to meet the highest good governance standards. During the year the
following resolutions were adopted:

= Size of the Board of Directors. The Bank reduced the maximum number of members of the Board of Directors
to 15. This decrease in the number of Directors was instrumented through the General Shareholders’ Meeting
of 2014. Executive Directors make up 20% of the Board while non-executive Directors account for 80%.

= Restructuring of the Board of Directors’ Committees. In order to adapt to new regulatory and supervision
requirements, the Bank has split the Appointments, Compensation, Corporate Governance and Conflicts of
Interest Committee into: 1) an Appointments Committee, and 2) a Compensation Committee. Additionally, a
new advisory Risk Committee composed solely of non-executive Directors has been created. The number of
proprietary Directors in the Audit Committee has been reduced to one.

= Appointing of the Coordinating Director of the Board of Directors. In 2014, the Board resolved to appoint Luis
Herrando, independent Director and current Vice-Chairman of the Board of Directors, to be the Coordinating
Director of the Board. This figure is authorised to convene the Board of Directors or to include new points in
the agenda for a Board meeting which has already been convened, coordinate and arrange meetings between
non-executive Directors and direct the regular evaluation of the Chairman of the Board of Directors.

= Reinforcing of the International Advisory Board. After it was created in 2013, the International Advisory
Board has been significantly reinforced through the recruitment of Reyes Calderén and Tomas Garcia, two
professionals who have long-standing expertise in the field of international expansion.

ORT



MAIN CHARACTERISTICS OF THE CORPORATE GOVERNANCE
MODEL

The Banco Popular corporate governance model establishes the proper structure and operation
of the governing bodies, safeguarding the interests of all stakeholders and maximising the
financial value of the company in a sustained mannetr. It has the following main characteristics:

s Separation of duties between the Chairman and the CEO. The former is responsible for
the Bank’s overall strategy, while the latter focuses mainly on the daily management of the
business.

= Reinforcing the presence of independent Directors. Independent Directors account for
33% of the Board of Directors, and the advisory committees are, in the main, made up of
these types of Directors. The Appointments and Compensation Committees are made up in
their entirety of independent Directors, while these same Directors account for 66% of the
members of the Audit and Risks Committees and occupy both Chairs.

= Progress the diversity in the composition of the Board of Directors. The Bank strives to
achieve a diversity of professional profiles, gender and nationality in the composition of the
highest governing bodies.

= Supporting shareholder participation. Given the Bank’'s commitment to the principle of “one
share, one vote”, shareholders with 200 shares - five times less than the minimum established

by law - are allowed to attend the Shareholders’ Meetings.

Banco Popular currently complies with 98% of the Code of Good Governance for Listed
Companies recommendations, and recommendation 37 is the only one which, in the Bank’s
opinion, is only partially complied with. According to this recommendation, when there is a
Delegated Committee, the structure of participation for the different categories of Directors
should be similar to that of the Board and its Secretary should be the Secretary to the Board.
Given that the Delegated Committee is a decision-making body with delegated powers from
the Board of Directors, the Board considers it appropriate to give considerable weight to the
criteria of efficiency and knowledge of the inner workings of the entity, which is why three
executive Directors from the Board of Directors are included.

Compliance and control systems

Supervision and external control

POPULAR IDENTITY

The Group’s activity is subject to the supervision of competent institutions, such as, among others, the Single

Supervisory Mechanism (made up of the European Central Bank and Banco de Espafia), the National Stock

Market Commission (CNMV) and the Directorate General for Insurance and Pension Funds at the Ministry of

Finance, as well as the Executive Money Laundering Prevention Service (SEPBLAC).

The purpose of these organisations is to protect financial service consumers, ensure the stability of the

financial system and the transparency and efficiency of markets. The Banco Popular Group permanently

cooperates with supervisory authorities to help them comply with their tasks, particularly with regard to its

commitment to transparency in market reporting.

In 2014 no sanctions were received deriving from any failure to comply with regulations governing competition

and monopoly practices.
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Compliance and internal control systems

To ensure that all activities strictly comply with the law and the business criteria established by Management,
the Group has a compliance and control model in place, which establishes three lines of defence:

= The first line refers to the risk identification and management functions, which are carried out by the Bank’s
business units.

= The second line includes the independent control functions of the different risks. It supervises control of the
different units, defines the necessary measures of improvement and seeks to ensure that they are correctly

implemented.

= The third line relates to the Internal Audit function which reviews the other two lines of defence and

evaluates the efficacy of the management and control of risks and the governance processes.

Figure 8: Main governance and control bodies - 2014

GENERAL SHAREHOLDERS MEETING

COMMITTEES OF THE BOARD OF
DIRECTORS MANAGEMENT BODY

= Delegated Committee = Management Committee
= Audit Committee

= Risk Committee

m Appointments Committee
m Compensation Committee

GOVERNANCE
AND CON-
TROL BODIES

CONTROL AND TRANSPARENCY BODIES CONTROL OFFICES
= |nternal Control Body = |nternal Audit
m Oversight Body for Internal Regulations on Conduct = Regulatory Compliance
in the Securities Markets m Prevention of Money Laundering
= Unit for Internal Control in the Asset Management = Risk Monitoring
Area = Control of Risks
= Personal Data Protection Committee = Operational Risk
= Code of Conduct Observance Unit = Computer Security
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Risk monitoring and control

The various risks implicit to the banking activities carried out by Banco Popular Group are managed with
criteria of prudence, permanently safeguarding the basic objectives of solvency, profitability, efficiency and
adequate liquidity. The risk policy is a synthesis of strictly professional criteria for the study, assessment,
assumption and monitoring of risks by all the entities forming the financial group, which are conducive to the
maximisation of the risk/profitability ratio inherent to credit and market risk, and the minimisation of all other
financial and operating risks.

The internal risk monitoring and control procedures that are known and applied by all of the Group’s business
areas to achieve integrated risk management and control are set out in the Investment Policy Manual approved
by the Board of Directors, and are intended to ensure effective compliance.

Two of the most important initiatives carried in 2014 are the creation of the new Risk Committee of the Board
of Directors and the setting-up of the Risk Committee for the review and approval of particularly important
operations. The Annual Report and the Corporate Governance report set out further details of the policies and
procedures established by the Group for risk monitoring and control.

Regulatory compliance

Regulatory Compliance are responsible for evaluating the control mechanisms over regulatory risks that affect
all of the activities and businesses carried out by the Group. It is performed on a cross-disciplinary basis and
under the principle of independence, without taking part in management decisions or the procedures for the
activities it supervises.

In the Regulatory Compliance area, particularly noteworthy are the initiatives in the field of prevention of
money laundering, data protection and corporate conduct and stock market, inter alia.

= Prevention of money laundering. Banco Popular works with the competent authorities, analysing and reporting,
if appropriate, any transactions that present indications of being related to such activities to SEPBLAC. Banco
Popular also internally distributes the measures established against money laundering, including an intranet
section that provides information and regulations regarding this topic. The documentation includes the
Money Laundering and Terrorism Financing Prevention manual, which provides details as to obligations and
procedures to prevent the use of Group companies and, in general, the financial system for money laundering
purposes. In 2014, Banco Popular was not subject to any penalty with respect to money laundering prevention.

The Internal Control Body (OCI) is responsible for applying the prevention of money laundering policies and
procedures. With the support of the Prevention of money laundering office, which carries out the tasks of due
diligence, safeguarding of documents, internal control, risk assessment and management, the Internal Control
Body oversees and guarantees compliance with the pertinent laws.

= Data protection. In order to efficiently protect available information by means of a preventive, reactive
and dynamic approach, the Group has adopted internal action rules referred to as the Information Systems
Security Policy. As the culmination of this policy, which was designed to minimise non-compliance risks and
ensure the coordination between the various affected areas, this Committee meets regularly to analyse,
ensure and verify that all of the guidelines established by the Ley Organica de Proteccion de Datos (LOPD)
(Organic Law on Data Protection) are being met.
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Employees also have an area on the Intranet that presents internal regulations and legislation regulating the
treatment of information received from customers when providing services by the Group. This section also
contains a circular letter that includes practical criteria to comply with the Data Protection Act. The Group
thus ensures that its employees know and apply the necessary measures for properly protecting customers’
personal data.

= Corporate Conduct. Since 2012, Banco Popular has operated an overall corporate conduct programme to
establish an analysis of risks in this area, together with the implementation of measures and controls to
validate compliance. This programme, which is included in the Code of Conduct, establishes the principles,
general rules and action guidelines, as well as their practical application.

In order to guarantee compliance with the Code of Conduct, Banco Popular has a Control Body that is
responsible for supervising and establishing lines of action regarding corporate defence. Directly reporting
to that Body is the Code of Conduct Supervisory Unit that coordinates the whistleblower channel. This
channel is the system through which management, Senior Management and employees in general may
confidentially report to the Supervisory Unit any violations of the Code of Conduct on the part of any
employee or entity subject to compliance. In 2014, two reports were made through this channel,, although
neither of them directly affected the Code of Conduct and they were resolved in due time and form in
accordance with the relevant regulations.

A Suppliers’ Code is also in place which is intended to ensure that suppliers carry out their business activity
respecting the stipulations of the Global Compact. At the proposal of the Chairman, since 2005 Banco
Popular has stated its commitment to the principles of the United Nations Global Compact.

n Stock Market. It identifies and evaluates the default risk associated with the Bank’s stock market business
activities, including the development of new products and business practices, ensuring that the rules
governing transparency and customer protection are observed. The tasks performed by the Internal Conduct
Regulations Supervisory Body (RIC) is of particular interest as it ensures compliance by employees of the
internal rules regarding stock markets.
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Internal Audit

The Internal Audit area works based on the principles of independence, objectivity and impartiality. Its
responsibility is channelled directly through the Audit Committee, and in carrying out its tasks it complies
with the principles established by regulators. It is strategically focused on supervising the control environment,
verifying the mitigating efficiency of controls in place in the management processes of the different risks posed

by the Group's activities via auditing compliance, operations and management.

Its main objectives are to contribute to the good governance of the Bank by evaluating the adequacy of
the procedures established in the various Group units, for managing risks and carrying out pertinent
recommendations for improvement. It keeps the Senior Management and Board of Directors permanently
apprised of the results of its tasks and of the degree of implementation of the recommended improvement
measures, by the respective audited offices. It proposes an Annual Audit Plan to the Audit Committee, for the
latter's approval, which it draws up based on the coverage of the Risks Map, the concerns of the Board and the

Senior Management and regulatory requirements.

In 2014, 45.29% of the total branches and 17.98% of total companies have been audited: 1,044 out of a total of
2,305 and 16 out of a total of 89, respectively. In addition, 77 audits have been performed on Central Services,
3 on Liquidity Risk and 44 Risks and IT audits. Through these last ones the Bank has supervised aspects such
as internal Credit and Operational Risk models, Security in mobile Platforms or Security in Internet Banking, as
well as the BIS Il technological environment of Credit and Operational Risk, among others.
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FINANCIAL
HIGHLIGHTS

————

Total on-balance sheet assets

161,456,478

(thousands of euros)

Retail funds

82,904,641

(thousan of euros)

Non-performing loan coverage (*)

41.435%

(*) excluding written-off

Explanatory notes:

1. From January 1st, 2014, as a result of the coming into force of IFRS 11, the consolidation of joint venture companies has been

Gross lending to customers (ex repos)

101,792,903

(thousands of euros)

Net operating income (pre-provision
profit)

2,005,218

(thousands of euros)

CET 1ratio (%)

11.51%

(data in %, change in p.p.)

performed using the equity method. For the sake of comparison, this criterion has been applied to the information for 2013.

2. The interpretation of the IFRS 21 standard means levies have to be posted to accounts at the time the obligation is acquired. Availing
itself of what is indicated in the current norm of Banco de Espafia Circular 4/2004 and the possibility of the option of early application
of IFRS 21, the financial statements of this year include the payment obligations pending settlement to the Deposit Guarantee Fund
for Credit Institutions, both those referring to the extraordinary contribution and the ordinary annual contribution on deposits at the
close of 2014. The ordinary contribution to deposits at 31 December 2014 will be registered and charged against the result of 2014. The
other commitments referring to the end of 2013 settled in 2014 will be treated as a change of accounting principle in accordance with

Regulation 8 of Banco de Espafia Circular 4/204 and IAS 8.

For the sake of comparison and in view of the impact of adopting IFRS 21, 2013 is expressed with the same accounting criteria applied

in 2014:
2013 (Data in thousands of euros) PUBLISHED ADJUSTMENT RESTATED
Deposit Guarantee Fund Contribution 120,866 105,367 226,233
Tax effect (31,611)
Impact on Net Results 73,756
Adjustment in reserves 2013 77,267
Total impact on Reserves at close of 2013 151,023
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31.12.2014 31.12.2013 VAR. %
BUSINESS VOLUME
Total assets managed 179,170,945 162,662,713 10.1
Total on-balance sheet assets 161,456,478 146,709,478 10.1
Own funds 12,783,396 11,774,471 8.6
Retail funds 82,904,641 85,237,046 2.7)
Gross lending to customers 108,379,386 109,017,430 (0.6)
SOLVENCY
CET 1 ratio (%) 11.51 11.18
Tier 1 ratio (%) 11.51 1118
Total capital ratio (%) 11.96 11.61
Fully loaded Basel 3 leverage ratio (%) 5541 6.08
RISK MANAGEMENT
Total risks 146,378,216 147,466,231 (0.7)
Non-performing loans 20,172,032 21,216,003 4.9)
Credit loss allowances 8,357,863 8,525,999 (2.0)
Non-performing loans ratio (%) 13.78 14.39
% coverage of non-performing and written-off balances 53.28 50.97
% coverage of non-performing and not written-off balances 41.43 40.19
% coverage with guarantees 99.62 2 99.21
EARNINGS
Net interest income 2,331,391 2,411,465 (3.3)
Gross margin 3,876,033 3,551,251 9.1
Net operating income (pre-provision profit) 2,005,218 1,828,070 9.7
Profit /(loss) before tax 372,991 353,937 5.4
Consolidated profit for the year 329,901 254,393 29.7
Profit attributable to the parent company 330,415 251,543 31.4
PROFITABILITY AND EFFICIENCY
Average total assets 153,655,547 153,687,042 (0.0)
Average risk weighted assets (ARWA) 82,915,639 89,380,966 (7.2)
Average equity 12,589,255 10,932,727 15.2
ROA (%) 0.21 0.17
RORWA (%) 0.40 0.28
ROE (%) 2.62 2.30
Operating efficiency (%) 44,54 44.28
DETAILS PER SHARE
Final number of shares diluted (thousands) 2,140,887 3 220,025 1.0
Average number of shares (thousands) 2,115,205 3 1,928,032 9.7
Share closing market price (euros) 416 4.39 (5.2)
Market capitalisation 8,906,088 4 9,296,310 4.2)
Share book value (euros) 5.97 5.94 0.5
Earnings per share (euros) 0.157 3° 0.137 14.6
Price/Book value 0.70 0.74
Price/Earnings (annualised) 26.47 32.04
OTHER DATA
Number of shareholders 272,237 265,060 2.7
Employees 15,321 15,613 (1.9)
Spain: 13,501 13,765 (1.9)
Men 8,430 8,693 (3.0)
Women 5,071 5,072 (0.0)
Abroad: 1,820 1,848 (1.5)
Men 1,106 1,122 (1.4)
Women 714 726 (1.7)
Branches: 2,140 2,182 (1.9)
Spain 1,946 1,983 (1.9)
Abroad 194 199 (2.5)
Number of ATMs 2,672 2,735 (2.3)

Note: From January 1st, 2014, as a result of the coming into force of IFRS 11, the consolidation of joint venture companies has been performed using the
equity method. For the sake of comparison, this criterion has been applied to the information for 2013.

1. Fully loaded Basel Ill Leverage ratio in accordance with CRR.

2. Risk coverage ratio including the value of guarantees after application of the discounts defined in Appendix IX of Banco de Espafa Circular 4/2004.
3. Includes 36,111,000 bonds mandatorily convertible in November 2015 and 4,006,000 convertible in December 2014.

4. The calculation includes the shares deriving from the mandatorily convertible notes.

5. Calculated using the average number of diluted shares.

The accounting information for 2013 has been restated for the sake of comparison due to the application of IFRS 21.

The Group’s consolidated financial statements at 31 December 2014 were prepared in accordance with the accounting principles and methods
established by the International Financial Reporting Standards adopted by the European Union (IFRS-EU), which are the same as those used to prepare
the audited financial statements presented in the Annual Report for 2013.
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Table 3: Consolidated Balance Sheet

Data in thousands of euros 31.12.2014 31.12.2013 VAR. IN %
ASSETS

Cash and balances with central banks 1,192,814 2,826,838 (57.8)
Financial assets held for trading 1,689,644 1,510,574 1n.9
Other financial assets designated at fair value through profit or loss 510,799 363,680 40.5
Available-for-sale financial assets 29,765,352 16,175,138 84.0
Loans and receivables 107,827,616 108,035,587 (0.2)
Held-to-maturity investments - - -
Adjustments to financial assets in respect of macro-hedges 261,023 159,571 63.6
Hedging derivatives 441,156 579,029 (23.8)
Non-current assets held for sale 8,201,378 6,296,601 30.3
Investments 1,870,785 1,263,136 48.1
Insurance contracts linked to pensions 162,654 142,948 13.8
Reinsurance assets 16,921 14,462 17.0
Tangible assets 1,711,224 1,835,903 (6.8)
Intangible assets 2,492,675 2,457,550 1.4
Tax assets 3,618,098 3,516,827 2.9
Other assets 1,694,339 1,531,634 10.6
Total assets 161,456,478 | 146,709,478 10.1
LIABILITIES

Financial liabillities held for trading 1,397,389 954,426 46.4
Other financial liabilities designated at fair value through profit or loss 649,354 601,367 8.0
Financial liabilities at amortised cost 142,227,778 130,313,157 91
Adjustments to financial liabilities in respect of macro-hedges - - -
Hedging derivatives 2,161,074 1,473,749 46.6
Liabilities associated with non-current assets held for sale - - -
Liabilities under insurance contracts 483,784 371,311 30.3
Provisions 469,998 532,964 (11.8)
Tax liabilities 718,459 486,101 47.8
Other liabilities 678,775 500,624 35.6
Total liabilities 148,786,611 135,233,699 10.0
EQUITY

Own funds 12,783,396 N,774,471 8.6
Valuation adjustments (133,077) (350,069) (62.0)
Non-controlling interests 19,548 51,377 (62.0)
Total Equity 12,669,867 1,475,779 10.4
Total liabilities and equity 161,456,478 | 146,709,478 10.1
Memorandum items

Contingent risks 12,554,148 14,749,016 14.9)
Contingent commitments 8,855,239 10,633,264 e.7)
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Table 4: Consolidated Results

Data in thousands of euros 31.12.2014 31.12.2013 VAR. IN %

Interest and similar income 4,167,234 4,862,997 14.3)
Interest and similar charges 1,835,843 2,451,532 (25.1)
NET INTEREST INCOME 2,331,391 2,411,465 (3.3)
Return on equity instruments 14,389 17,790 9.
Share of profit/(loss) of entities accounted for using the equity method 33,392 32,264 3.5
Fee and commission income 739,400 894,096 (17.3)
Fee and commission expense 84,693 134,837 (37.2)
Net gains/(losses) on financial assets and liabilities 820,609 461,101 78.0
Financial instruments held for trading 32,219 23,668 36.1
Other financial instruments at fair value through profit and loss (24,668) (24,581) 0.4
Financial instruments not at fair value through profit or loss 786,429 435,593 80.5
Other 26,629 26,421 0.8
Exchange differences (net) 47,232 52,420 (9.9)
Other operating income 342,480 192,522 779
Financial commissions and fees compensating direct costs 27,443 30,020 (8.6)
Income from insurance and reinsurance contracts issued 134,152 93,884 429
Sales and income from provision of non-financial services 18,543 19,523 (5.0)
Rest of other operating income 162,342 49,095 >
Other operating expenses 368,167 375,570 (2.0)
Insurance and reinsurance contract expenses 135,859 58,417 >
Change in inventories 16,326 21,243 (23.1)
Rest of other operating expenses 215,982 295,910 (27.0)
GROSS INCOME 3,876,033 3,551,251 91
Administration costs 1,726,285 1,572,559 9.8
Personnel expenses 946,235 929,110 1.8
Other general administrative expenses 780,050 643,449 21.2
Depreciation and Amortisation 144,530 150,622 (4.0)
Tangible assets 61,216 82,305 (25.6)
Intangible assets 83,314 68,317 22.0
NET OPERATING INCOME (pre-provision profit) 2,005,218 1,828,070 9.7
Provisioning expense (net) (44,706) 86,770 <
Pensions 13,691 1,914 >
Contingent risks (51,346) 88,246 >
Other (7,051) (3,390) <
Impairment losses on financial assets (net) 1,708,832 1,167,462 46.4
Loans and receivables 1,690,832 1133,905 49.1
Of specific provisions 1,905,195 1,394,993 36.6
Other 18,000 33,557 (46.4)
PROFIT (LOSS) ON OPERATING ACTIVITIES 341,092 573,838 (40.6)
Impairment losses on non-financial assets (net) (30,318) 168,503 >
Goodwill and other intangible assets - 30,000 <
Other assets (30,318) 138,503 <
Gain/(loss) on the disposal of assets not classified as non-current assets held for sale 498,039 947,092 47.4)
Results of non-current assets held for sale (net) (496,458) (998,490) (50.3)
PROFIT/(LOSS) BEFORE TAX 372,991 353,937 5.4
Income tax 43,090 99,544 (56.7)
PROFIT/(LOSS) FROM OPERATING ACTIVITIES 329,901 254,393 29.7
Profit/(loss) from discontinued operations (net) - - -
CONSOLIDATED PROFIT/(LOSS) FOR THE YEAR 329,901 254,393 29.7
Profit/(loss) attributable to non-controlling interests (514) 2,850 <
PROFIT/(LOSS) ATTRIBUTABLE TO THE PARENT COMPANY 330,415 251,543 31.4
BASIC EARNINGS PER SHARE 0.159 0.148
DILUTED EARNINGS PER SHARE 0.157 0.137
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- IN 2014
B——

In 2014, Banco Popular stood out for its strong capital position - comfortably passing the AQR exercise and
stress tests - its recurrence in margins, increased lending, lower entries in default and the faster pace in sale of
unprofitable assets. In short, this year may be considered to be a gradual return to normality.

2014 has been a year which was still shaped by the lacklustre economic growth and the effect of incessant
regulation. The year began with confirmation of the positive signs which were already apparent in the last
quarter of the previous year. There were positive job creation and investment rates, and household spending
began to grow; although unemployment remained high and growth in GDP was still weak.

Economic improvement has been reflected in the main national and international agencies, which upgraded
their estimates for Spain in 2014 and 2015. According to Banco de Espafa, during the third quarter of 2014,
the Spanish economy extended the pattern of recovery which had become evident in 2013 which, in its
opinion, confirmed the scenario which had been expected. The IMF also improved its forecasts for Spain, and
anticipated the country would outperform the rest of the euro zone over the next two years. However, the
revisions published by the IMF for the global economy were of widespread downgrades, against a background
of weak economic recovery. This slowdown in growth may end up having adverse effects on the Spanish
economy, in which case it would be advisable to maintain prudent management.

2014 therefore has been a year marked by a change of trend and a low return to normality in the most significant
macroeconomic variables. Spain’'s GDP has risen for four successive quarters, and stood at 2.0% in the fourth
quarter of 2014, and this was combined with net job creation in the latter part of the year. This situation has
had a positive impact on the banking sector, improving the non-performing loans (NPL) ratios and prompting
a positive demand for credit, particularly in the SMEs business which is Popular's core business.

It is necessary, however, to point out once again the challenges faced by the Spanish economy. It is important
to remain prudent due to factors such as unemployment, demographics, tax sustainability and indebtedness.

Despite the fact that 2014 has been a difficult year, for the reasons stated above, we have concluded what is a
positive year. The most important aspects of our management are as follows:

= Capital strength. Popular is one of the most solvent Spanish financial entities, with a top-quality capital
ratio (CET1 phased in) of 11.51%, allowing it to maintain high excess capital over the regulatory minimum.
Its fully-loaded leverage ratio according to CRR (pro-forma) is one of the best in the sector, and stands at
levels of 5.5%. We also highlight the strong result obtained both in the AQR, and in the stress tests published
in October 2014. Banco Popular passed the Comprehensive Assessment by a comfortable capital margin:
€3,258 million in the base scenario with MCNSs. It has achieved this result without needing to resort to public
funding, making the Bank one of the most solvent institutions in the euro zone, a bank whose strength has
been tried and tested and which can cope with very extreme economic situations.
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= Quality in margins, which indicates its strong capacity to generate income, with an operating income of
€2,005 million at December 2014, 9.7% higher than the figure for 2013. Its management capacity is also
evident in its cost to income ratio, which at 44.5% is one of the best in the financial sector, both in Spain and in
Europe. Lastly, sound generation of income and capital gains has allowed the Bank to reinforce its coverage.

Increased contracting of credit and more a dynamic commercial mood. 1 of every 4 SMEs is a customer
Banco Popular has been able to continue driving this segment in which, according to the stress tests of the
European Central Bank (ECB) and the European Banking Authority (EBA), Popular has a market share of 17%
and, for the third consecutive year, it has been the leader in granting financing through Official Credit Institute
(ICO) facilities. This business model continues to be a reference in the return on investment.

Improvement in asset quality. The downturn in non-performing loans has triggered a drop in the non-
performing loan ratio in the four quarters of the year to 13.8%, consolidating the decrease reported in recent
months. It is important to note the improvement in non-performing loans in the non-property sector, which is
down 27 bps over the year and stands at 7.26%.

The NPL coverage ratio, without write-offs, stands at 41%, while the coverage ratio - which does include write-
offs - has risen to 53%. Since the onset of the crisis, Popular has made important efforts in provisions every
year, and this policy has continued in 2014, with over €2 billion provided for.

Picking-up of pace and excellent performance in property sales, having outstripped the sales target set last
year. In 2014, 8,417 units were sold, with a book value of €1,503 million, twice the amount sold in 2013. The
most important thing, however, is that the foundations have been laid for continuing to increase sales. This
confirms the value added by creating a joint venture in 2013 with Varde Partners - Kennedy Wilson, specialists
in the real estate sector, for the management of this business. This has allowed Popular to benefit from its
partners' far-reaching experience in managing real estate assets, allowing it to make the highest possible
return on managing this business.

Improvement in financing structure. We are still strongly focused on our target of improving the loan to
deposit ratio, which now stands at 113.4%. The Bank has also taken part in the ECB fund auction (what is
known as the TLTRO). Between the September and December auctions, it requested €5,696 million, all of
which will be earmarked for financing SMEs and self-employed workers. In institutional financing, our support
by the market was once again evident after successfully placing a senior debt issue for a total sum of €500
million over a term of 5 years, in January 2015, and another Additional Tier 1 (AT1) for €750 million in February
2015.

In 2014, as in 2013, Popular has continued to strengthen and diversify its business by:

= Boosting its presence in Mexico, through executing the acquisition of the 25% holding in Bx+ financial group
announced in 2013, and developing the business with an estimated 50 new branch openings in the coming
years.

= Acquisition of the Citibank retail and cards business in Spain: €2 billion in deposits, €1.4 billion in loans and
€1.1 million in cards with the subsequent forming of a joint venture with Varde Partners.

In short, despite the fact that 2014 has been such a tough year, due to regulatory pressure and stiff economic
challenges, Popular has closed a year in which it has met its forecasts. The Bank has changed considerably over
the last few years, meaning it now has greater capacity to adapt to meet customers’ demands and to create
value for shareholders.
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1. INTRODUCTION

2014 has been a year in which the economic recovery begun by Spain in 2013 has been consolidated. GDP
rose steadily over the four quarters until it reached annual growth of 1.4%. The positive performance has also
been shown in employment figures. The unemployment rate has fallen by 2 percentage points since the start
of the year (3.2 points from 26.9%, the highest level in the first quarter of 2013) to 23.7%, thus continuing with
the downturn begun in 2013, although the current levels are higher than those registered in most developed
countries.

Positive growth continues in the euro zone, although recovery may have lost some momentum in the last few
quarters, with growth of 0.1% between March and June, and of +0.2% between June and September.

Since the second half of 2013, the most important euro zone institutions have focused their attention on
prices. An important case has been Spain, where CPI fell for six successive months in 2014 (between June and
December). In the European context, the European Central Bank estimated a period of low inflation -decisive in
monetary policy decisions- and this outlook has proved to be accurate. In fact, December was the first month
with negative CPI in the region for the last 5 years.

The performance seen in debt markets in 2013 carried through into 2014. The risk premium fell below the level
of 100 basis points at the end of the year, the lowest level since 2010. Another important trend during the year
has been the euro’s depreciation against the dollar, a process which has been evident in the second half of the
year, and which has been caused by different growth prospects, the tapering of QE by the Federal Reserve in
the USA and the application of new monetary measures in the euro zone.

Again the challenges facing the Spanish economy should be noted: unemployment, demographic, fiscal and
debt sustainability, factors which require caution.
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2. PRODUCTION

Gross Domestic Product has reported a positive performance in year-on-year terms, with growth of 0.7% in the
first quarter, 1.3% in the second, 1.6% in the third and 0.6% in the fourth, according to initial Banco de Espafa
estimates. Overall, the economy grew at a rate of 1.4% year-on-year in 2014.

Domestic demand has underpinned the upturn begun in late 2012. Demand was up over the first three quarters
thanks to improved private consumption, public consumption and investment. Year-on-year, final consumption
maintained growth in the region of 0.7% during the three quarters, while investment has been in positive figures
over the whole of the year. Moreover, the second quarter included the first quarterly growth in construction
since 2007, a situation which also carried through into the third quarter.

Positive growth has been maintained in Europe as a whole, although over the last few quarters recovery appears
to have tapered off slightly. In fact, GDP rose 0.2% in the third quarter, buoyed by growth in final consumption
(+0.4% in the third quarter), but also hit by the downturn of 0.3% in investment.

With regard to external demand in Spain, the year was marked by an increasing growth in both exports and
imports, more particularly the latter. Thus, in QoQ terms, the second saw an increase of 1.3% in the export of
goods and services, while imports increased by 2.6%. This trend continued in the third quarter with increases of
3.5% in exports and 4.7% in imports. As a result, the net contribution of external demand to GDP stood at -0.2%
in the third quarter, while improving by a tenth of a percentage point in the last quarter (-0.1%).

In Europe growth in foreign trade was around 1% for both imports and exports. While during the first quarter

both items grew at a rate of 0.7%, the increase was greater in the two following quarters at rates of around
1.3%-1.4% in both.

Figure 9: Quarterly evolution of the real Gross Domestic Product in Spain and the euro zone - 2012/2014
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3. EMPLOYMENT, SALARIES AND COSTS

Since the start of the crisis, trends in employment data and the labour situation have been at the centre of
public concerns'. The unemployment rate peaked at 26.9% in the first quarter of 2013. Since then it has shown
a downward trend, registering its best improvement in the last few quarters. In the fourth quarter of 2014 the
unemployment rate stood at 23.7%. While the trend is indeed positive, the unemployment rate is still higher
than in the great majority of advanced economies.

Labour costs fell by an average of 0.38 in 2013. In 2014 the trend continued its downward path, but a moderation
in year-on-year decline was observed. In the third quarter of 2014, salaries fell by 0.4%, whereas in the same
period they had fallen by 0.6%. Remuneration per employee fell by 0.14% in September after posting increases

in the previous six quarters.

The unemployment rate in the euro zone remained at around 11%, which is higher than the level seen in previous
periods.

Figure 10: Evolution of the unemployment rate in Spain and the euro zone - 2010/2014
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1. According to the CIS (Centre for Sociological Research) Barometer Results Preview, December 2013

MANAGEMENT REPORT



MACROECONOMIC ENVIRONMENT

4. PRICES

As regards price trends, the CPl maintained a negative trend in 2014 reaching its lowest level in December
(year-on-year general index change of -1.0%). Although it was negative at the beginning of the year and at
levels close to zero in the first half, it was not until the second half of the year that the index showed continuous
levels below zero, with six consecutive months of decline. The trend in the euro zone as a whole was also
negative, although it was only in December that the price level actually decreased (by 0.2%). (Figure 11).

However, the negative trend in prices has been amplified by the effect of changes in energy prices. Accordingly,
based on the underlying CPI (a special index which excludes energy prices and unprocessed foodstuffs), prices

remained virtually flat all year, with the index close to zero.

In any case, the low levels of prices have led to further action by the European Central Bank, including interest
rate reductions to 0.05%.

Figure 11: Annual evolution of CPI in Spain and in the euro zone - 2014
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5. PUBLIC ACCOUNTS AND FINANCING CAPACITY OF THE
ECONOMY

The deficit targets for Spain, excluding aid to banks, agreed with the European Commission are 5.8% in 2014,
4.2% in 2015 and 2.8% in 2016. The government decided to lower the deficit target to 5.5% of GDP in 2014 in
view of reduced expenses in respect of interest payments on government debt securities, as well a decrease
in expenditure on unemployment benefits. According to the latest information available, in October 2014, the
deficit was 4.12%.

Regarding Public Administration indebtedness, the Budget Plan for 2015 establishes a target of 97.6% of GDP
for 2014. November data published by Banco de Espafia put borrowings at 97.1%, below the target set for the
end of the year. The indicator has shown an upward trend in recent years (84.4% at the close of 2012 and 92.1%
at year-end 2013). Government forecasts put the peak debt at 100.3% of GDP in 2015 with it starting to reduce
in 2016 and falling below 98% in 2017.

The Spanish economy'’s financing capacity as a whole evolved positively in the year, even though it was lower
than the 2013 figure. With the exception of the first quarter, when the economy recorded a financing need of
€5,623 million, the economy recorded a financing capacity of €456 million in the second quarter and €2,896
million in the third. (Figure 12).

Figure 12: Evolution of the financing need or capacity of the Spanish economy - 2010/2014
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6. FINANCIAL TRENDS

Despite the improvements seen in some economic indicators, the adjustments continue to be reflected in other
areas. The deleveraging that started at the end of 2009 has maintained its trend, although moderating, with
a year-on-year fall in lending of 6% in October 2014. Lending to companies has moderated its fall in recent
quarters to stand at -9.5% in September while the reduction in lending to private individuals stood at 3.7%. This
trend was similar in rest of the euro zone. Lending to both companies and private individuals has continued to
decline, albeit with a moderation in the downward trend in recent months. As a result, lending to companies
was down by 1.6% year-on-year in November while lending to private individuals showed a decline of 0.4%.

However, cumulative new lending to private individuals and companies in amounts of less than one million
euros is growing monthly at rates in excess of 0.5%, in line with the economic upturn.

Non-performing assets (NPA) reached their maximum level in December 2013. Since then the NPA ratio has
declined progressively.

Figure 13: Recent evolution of private sector lending - 2012/2014
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The yield on Spanish sovereign debt declined over the course of 2014, mainly marked by expectations of
economic growth, the accommodative monetary policies of the European Central Bank and the introduction
of the European Banking Union. The creation of the Single Supervisory Mechanism, the decision to create a
plan for targeted longer-term refinancing operations (TLTRO), together with interest rate cuts, have reduced
the spread over German bond rates for the sovereign bonds of the great majority of countries in the euro zone.
At the beginning of the year, the yield on ten-year Spanish bonds stood at 4.13%, whereas at year-end it stood
at 1.60%, representing a reduction of 2.53 percentage points. Movements in the US debt market have been
determined by the withdrawal of the Federal Reserve's monetary stimulus. At the beginning of the year, the
yield on ten-year US bonds stood at 3.03%, whereas at year-end it stood at 2.17%, representing a reduction of
0.86 percentage points.

This set of events together with improved expectations regarding the Spanish economic situation, have been

reflected in the evolution of the risk premium. This indicator fell below 100 basis points at the close of 2014
(Figure 14), a level not seen since 2010.
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Figure 14: Evolution of the 10-year Spanish bond and the risk premium - 2014
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The evolution of the equity markets has been slightly positive in 2014. Despite the volatility seen during
the year in both the lbex 35 and Euro Stoxx 50 indices they closed positively, with gains of 3.7% and 1.2%
respectively.

Figure 15: Evolution of the Euro Stoxx 50 and lbex 35 indices in 2014 (base 100 = 1 January 2014)
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Meanwhile the dollar strengthened against the euro during the year, and the decline of the euro was more
pronounced in the second half of the year due to different growth expectations and the divergence of
monetary policies. Consequently, the euro-dollar exchange rate closed the year at 1.21, the low point in the
year, representing a negative change of 12.2% relative to the closing value of 2013 (1.38).

Figure 16: Evolution of the Euro-US dollar exchange rate
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7. FORECASTS

The major institutions’ outlook for 2015 are, in general terms, optimistic for Spain and moderately positive
for the euro zone as a whole. 2015 looks like being a year of consolidation of the recovery in Spain, with
the consensus growth estimate of the main Spanish institutions' at 2.0% for 2015 (compared with the 1.8%
estimated in early 2014), driven mainly by household consumption and investment in capital equipment. The
unemployment rate is expected to continue the decline that started in 2013. The consensus forecast sees it
falling to 23.0% by the end of 2015, which is still much higher than that of most developed countries. With
regard to inflation, the consensus is for an annual average CPI of 0.7% in 2015, in line with the European Central

Bank's estimates of lower price levels in Europe.

1. Funcas (Spanish Savings Banks Foundation think tank) “Spanish economy forecast panel - November 2014”
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Banco Popular has historically been the paradigm of traditional Spanish banking thanks to its reputation for
high levels of solvency and profitability and a conservative business model refined over the course of the last
85 years. The Bank has always focused on maintaining its independence and the values and principles that

govern its business model.

The firm defence of its strategy together with the capacity to adapt to changes in the environment have made
Banco Popular one of the four oldest banks in Spain and it has endowed its business model with differentiating

characteristics that make it impossible to replicate and which are summarised in seven pillars:

1. BANCO POPULAR IS A PURELY RETAIL BANK

The Bank engages almost exclusively in commercial banking activities. Historically, the Bank has focused its
activity on financing, management of savings and financial services for individuals, families and businesses. It
is a leading commercial banking institution in Spain, with 62% of its business coming from loans and advances

to customers, a level higher than the European average including the Spanish sector (64% on average).

Figure 17: Banco Popular is a purely retail bank (Loans and advances to clients over total assets).
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2. BANCO POPULAR IS SPAIN'S SPECIALIST SMEs BANK

The Bank has historically been committed to developing the productive systems of the economies in which it
is present by financing their industrial fabric. The Bank is convinced that economic recovery in Spain depends
largely on the financing of entrepreneurs, self-employed persons and small and medium-sized Spanish
businesses. Accordingly, growth in loans to SMEs and self-employed persons has been one of the priorities in
2014 and it will continue to be so in the future.

Figure 18: Banco Popular’s specialisation in SMEs and companies (% of EAD on SMEs or total companies without EAD
of commercial banking)
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Banco Popular's management model for self-employed persons and SMEs is based on six fundamental pillars:

i. A strategy of specialisation, proximity and knowledge based on current and potential customers through a
highly independent commercial network which channels all operations of SMEs and self-employed persons
and offers a comprehensive range of products and services to meet their financial requirements.

ii. Customer relations based on a commercial system and a differentiated management approach enabling it
to maintain all-round visibility of SMEs, their needs and the best financial solutions for them. The Bank thus
builds lasting relationships and generates greater profitability and customer loyalty.

iii. Management of customer oriented products. Banco Poplar’s financial products are designed to cover 100%
of the needs of SMEs and self-employed persons, and they are always geared towards completely satisfying
their financial requirements. Banco Popular provides "tailor-made" solutions for its customers, which is one
of the outstanding features of its business model. This personalisation of the products offered and when
setting prices is always oriented towards maximizing satisfaction and overall profitability of the customer.
These efforts are made after analysing customer financial needs in detail, together with the risk and the
specific characteristics of the sector in which the customer operates.

iv. Conservative, agile and precise risk management. Banco Popular's process for analysing the risk on SMEs
and self-employed persons is one of the most efficient in the Spanish financial sector. This is thanks, on
the one hand, to its commercial teams’ extensive know-how and the tools at their disposal for analysing
SMEs credit risk, and on the other hand, to the credit approval system, designed and automated at branch
office, territorial and central services level, which makes for a streamlined process supported by highly
systematised and specialist internal risk channels that are very close to the customer. The risk profile of SMEs
and self-employed persons gives rise to high barriers to entry into the business and gives Banco Popular a
competitive advantage due to its long-standing experience.
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v. Centralised, efficient management of operations. In order to respond to problems raised by SMEs and self-
employed persons, Banco Popular has centralised back-offices that carry out administrative tasks for the
commercial network and this allows customer needs to be managed quickly and in a specialised manner.

vi. Continuous management close to people. Banco Popular has a career and training plan for employees

that focuses on the long term and ensures growth, motivation and the transfer of values; it is a key tool for
managing talent within the Bank.

Figure 19: Key components of the management model for SMEs and self-employed persons
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As a result, Banco Popular has developed strong competitive advantages in the SMEs and self-employed
segment with a leading market share, focusing on transactional products, strong customer loyalty and the
productivity of the commercial network.

Leadership in SMEs is shown in the business figures.

= More than €31 billion in financing for SMEs in Spain.

= More than a million self-employed and SMEs customers.

= One of every four SMEs is a customer of Banco Popular.

m [ eading bank in Spain with respect to ICO loan drawdowns.

= High level of specialisation, with more than 700 company managers throughout Spain.
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Figure 20: Estimate of SMEs market share in Spain (%)
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3. BANCO POPULAR IS A CUSTOMER-ORIENTED BANK

Over the years, the Bank has made great efforts to develop a differentiating factor with respect to the
competition by constantly seeking ways to improve the provision of services to customers. Banking products
can be copied, but it is the quality of service that differentiates some financial institutions from others.
Accordingly, as long ago as 1977 and before it was made mandatory, Banco Popular set up a customer service
office to attend to the unsatisfied needs of its customers, in which its employees devoted part of their time to
personally reviewing all the complaints that were received.

Making the winning of customers through a broad range of products a priority of commercial actions allows
relationships to be started with customers, knowledge to be increased and an optimum foundation to be laid
for developing commercial relationships. Product management at Banco Popular is focused on the creation
of solutions that are personalised both in the variety of products offered and in their prices, always based on
customer needs and risks.

In the case of the private individual segment, Banco Popular has focused on the creation of new solutions and
financial channels with which to compete in the market, thus increasing customers' range of choices. For SMEs
and self-employed persons the objective is to ensure that customers always have all the resources they need
to carry on their business. To this end, customers are offered the most advanced tools and products for making
their business run smoothly.

Customers are the reason behind all Banco Popular's activities, and it is they who impose changes in the
organisation. The Bank has always made efforts to attain a flexible, decentralised and horizontal organisational
structure that allows it to stay close to the customer and to be constantly aware of the financial needs that
must be resolved, making quick responses and the resolution of any consultations that a customer may make
a priority. Attaining this goal has involved extensive development of internal and external information and
communication systems. The operating management of the business model consists of three parts:
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i. Specialised centres: to support the branch office network, the Bank has specialised units such as the
Business Centres, which carry out all appropriate action for the identification, contacting and capturing of
new customers.

ii. Multichannel banking: this is one of the main operating environments at Banco Popular. The multi-channel
approach to relationships with customers is primarily intended to evolve and to create environments that
are capable of providing responses to customers with changing interaction needs marked by immediacy, the
need for information, personalisation and security.

iii. Management of queries and support for the Commercial Network: quick and efficient responses to queries
at branch level requires a firm commitment to provide a service that ensures the proper functioning of
branches and improves customer service quality in the event of any anomaly or query.

Banco Popular's commercial management is characterised by the implementation of relationship banking,
establishing professional, lasting links with customers. This generates transversal knowledge of the business
and we develop the necessary action measures to maintain a commercial relationship that is tailored to each
customer in whichever channel is chosen.

To this end, the sales and marketing policy for the range of products and services is defined, adjusted to comply
with the law and with market needs and offering customers commercial propositions that add value. The
commercial system organises the activities carried out in the channels, ensuring the effectiveness of contacts
by means of appropriate commercial tools that facilitate management and make the business more dynamic.

Lastly, Banco Popular strives daily to ensure that information is transparent, with the conviction that doing
things well is good for the Bank and for customers. The banking business is based on customer trust and
loyalty, and it is for this reason that in Banco Popular the qualities of honesty, integrity and responsibility are
particularly important. Being transparent means telling customers what they need to know through clear and
simple information (on terms, rates, commissions, prices, etc.) thereby generating a relationship of lasting trust
between the Bank and its customers.

4. LEADER IN EFFICIENCY

The culture of efficiency is imbued throughout the organisation, making it historically the most efficient
European Bank. With an operating income in excess of €2 billion, the cost/income ratio reached 44.54%,
leading the sector in 2014.

This culture is transferred to daily activities through the processes carried out and a flat organisational structure,
and it becomes a competitive advantage because it is found in the values of the professionals making up the
Bank.

5. PRUDENT, DISCIPLINED AND DIVERSIFIED RISK
MANAGEMENT

Since its beginnings Banco Popular has promoted behaviour and decision-taking systems based mainly
on sophisticated risk management and control processes, the strategy of proximity to and knowledge of
the customer and the specialisation of the professionals forming the Bank. This prudence allows the Bank
permanently to evaluate the negative consequences of each decision, analysing all available information in
order to make the best decision and maintain high liquidity and solvency levels. This behaviour style has led
the Bank to concentrate its business in known areas, carefully managing credit, to be conservative even when
frequently swimming against the tide and to put the obvious into practice: the continuing need for discipline
and risk diversification.
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This prudent risk management and diversification strategy frames the internationalisation process that the
Bank is gradually carrying out. Banco Popular has two foreign entities, Banco Popular Portugal and Totalbank,
both wholly owned, and which operate in Portugal and Florida, respectively. In addition, since December 2013
it has had a stake of 24.9% in the Mexican financial group Bx+ thereby providing an entry for Banco Popular
into Mexico and allowing the development of partners to seek investment opportunities in the Latin American
financial sector. In addition to its presence in Portugal, United States and Mexico, Banco Popular has a broad
international presence through 14 representative offices and three collaboration offices throughout the world
in order to attend to the international financial needs of its customers.

6. STRATEGIC ALLIANCES TO DEVELOP SPECIALISED
BUSINESSES

The Bank has always been able to maintain a flexible, horizontal and implicated structure with respect to the
provision of services to key segments within its business model. Furthermore, over the past few years Banco
Popular has reached agreements with specialists to develop businesses in which partner experience allows the
value for the Group to be maximised.

In 2010 Banco Popular concluded an agreement with Crédit Mutuel, a leading financial entity in France with
more than twenty-three million customers and a loan market share exceeding 17%, through which joint services
will be provided to its customers through a new bank in which each entity holds a 50% stake, and which
adopted the trade name of Targobank and had 125 branch offices and 610 employees.

In 2011, Banco Popular created a new company with Allianz, a global leader in asset management and insurance,
40% owned by Banco Popular and 60% by Allianz, for the management of insurance, pension and other funds.

In 2012 the Bank concluded an agreement with EVO Payments International, a company specialising in means
of payment to jointly develop its payment services business using point-of-sale terminals in retail outlets in
Spain.

In 2013, Banco Popular signed Spain's first joint venture agreement concerning an ATM network, with Euro
Information, which belongs to Crédit Mutuel. The alliance allows the experience acquired by Euro Information
in several European countries to be combined with proven technological capabilities to improve the services
offered to users of Banco Popular’s ATM network in Spain.

Also in 2013 Banco Popular created a new company together with Varde Partners - Kennedy Wilson, specialists
in the real estate market, to manage Banco Popular's real estate business, thus allowing the Bank to benefit
from its partners’ extensive experience in managing this type of assets and maximising the profitability of this
business.

During this past year, Banco Popular Espafiol reached an agreement on the sale to BNP Paribas of its depository
and custodian business for investment funds, pension plans, SICAVs and EPSVs. Lastly, also in 2014, Banco
Popular strengthened the alliance with Varde Partners with the sale of 51% of bancopopular-e, the company
that handles the Group's entire card issuing business.
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7. ENVIRONMENTAL RESPONSIBILITY

With the responsible development of its activity, Banco Popular seeks to strengthen ties with key stakeholder
groups, integrating their expectations into the daily management of the business. Maintaining lasting
relationships with these groups leads to increased competitiveness and readiness to meet the challenges of a

changing global market.

Alongside its day-to-day work in pursuit of its corporate object, Banco Popular actively promotes and
collaborates on numerous projects focused on furthering the progress of its educational, social, cultural and

environmental milieu.

Banco Popular’s strategy, and the seven pillars of its business model, are endorsed by the figures.

Its retail business model, oriented toward small and medium-sized businesses, associations, self-employed
persons and Spanish families, has enabled it to become the leading commercial bank in Spain. It has also

enabled it to build a set of differentiating strengths that place Banco Popular in a privileged position within

the European financial system.

1. Better levels of profitability than European domestic banks

Figure 21: Ratio of net interest income to average total assets. Banco Popular figures as at December 2014, others as at
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Source: European Central Bank and Banco de Espaia.

(1) Data for Spain: net interest income of all deposit-taking institutions for the nine months to
September 2014, annualised, and average total assets from January to November 2014
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2. Leader in cost/income efficiency in Europe, not just in Spain

Figure 22: Efficiency ratio (Operating expenses/Gross margin %). Banco Popular figures as at December 2014, others as
at June 2014
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3. Greater strengthening of solvency during the last part of the crisis

Figure 23: Evolution of the Tier 1 ratio (Basel II) between H1 2013 and H1 2014 (bps)
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Table 5: Accumulated Profit and Loss account (data in thousands of euros)

DIF. 12M14 VS. DIF. 12M14 VS.

12M-14 12M-13 © 12M13* (T€) 12M13* (%)

Net interest income 2,331,391 2,411,465 (80,074) (3.3)
Fees and commissions 654,707 759,259 (104,552) (13.8)
i(;e;|(;1rsr‘./e(losses) on financial assets/liabilities and other 889,935 380,527 509,408 S
Gross income 3,876,033 3,551,251 324,782 9.1
Administration costs and depreciation and amortisation 1,870,815 1,723,181 147,634 8.6
Net operating income 2,005,218 1,828,070 177,148 9.7
Net Impairment losses 2,078,279 2,436,153 (357,874) 4.7)
Loans and receivables and others 1,878,284 1,514,648 363,636 24.0

Real estate assets and goodwill 414153 1,181,921 (767,768) (65.0)
Write-offs recovery (214,158) (260,416) 46,258 (17.8)

Gains 446,052 962,020 (515,968) (53.6)
Profit/(loss) before tax 372,991 353,937 19,054 5.4
Net attributable profit 330,415 251,543 78,872 31.4

* 2013 Restated

Banco Popular's net profit in 2014 reached €330 million, maintaining its leadership in both net interest income
and customers having made significant efforts with provisions, with allocations over €2 billion in the year.

MANAGEMENT REPORT



MAIN CONSOLIDATED RESULTS

1. NET INTEREST INCOME

In 2014 the Bank obtained a net interest income -the difference between financial products and costs- totalling
€2,331 million, which is the largest in the sector based on Average Total Assets (Interest Margin, excluding
Investment portfolio, on repos 1.5% versus 1.0% on comparable average in Spain).

The behaviour of the net interest income is analysed below, making a distinction between:

= Trend of assets

= Trend of liabilities
= Trend of margins

Trend of assets

In 2014, balance sheet assets increased to €161,456 million, an increase of 10.1% with respect to the close of the
previous year. The most relevant parts are highlighted below:

Loans and receivables

Loans and receivables, before valuation adjustments, stood at €115,626 million; maintaining the 2013 levels
(-0.3% with respect to the previous year) and represent 71.61% of total assets.

Table 6: Gross loans and receivables to credit institutions and loans and advances to customers (Amounts
in thousands of euros)

31.12.2014 31.12.2013 CHANGE (%)

Total loans and receivables 115,626,259 115,930,466 (0.3)
Loans and receivables to credit institutions 5,052,132 5,532,981 (8.7)
Loans and advances to customers 108,379,386 109,017,430 (0.6)
Loans and advances to Public Administrations 6,075,612 1,575,801 >
Loans and advances to other private sectors 102,313,774 107,441,629 4.8)
Resident sectors 91,504,540 97,328,718 (6.0)
Non-resident sectors 10,569,817 9,876,085 7.0
Other financial assets 239,417 246,826 (3.0)
Debt securities* 2,194,741 1,380,055 59.0

* Details in the securities portfolio section

Loans and advances to customers experienced a very slight reduction (-0.6%, table R2) reaching €108,379
million at December 2014. However, the Bank's credit market share is 10 basis points higher than that achieved
in the previous year (7.43%?2 vs. 7.33%) which shows the Bank's good performance in comparative terms.

Also, it should be noted that during the year an increase in the new production figures has been seen, pointing
towards a greater dynamism in the demand for credit.

2. Figures at November 2014
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Figure 24: New production credit trend (Amounts in millions of euros)
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As shown in table 7, ex-repo gross loans and advances to customers stood at €101.792 million at the end of

2014. 30.5% of loans and advances is aimed at companies, mainly SMEs and the self-employed, and 69.5% at

individuals. The composition of customer loans and advances has remained very similar to that seen last year.

Table 7: Lending to customers (gross) (Amounts in thousands of euros)

31.12.2014 31.12.2013 CHANGE (%) | WEIGHT 13 (%) | WEIGHT 14 (%)

Commercial loans 3,709,669 3,370,774 10.1 3.1 3.4
Secured loans 38,914,915 43,005,888 (9.5) 39.4 35.9
Mortgages 38,096,706 42,040,253 9.4) 38.6 35.2
Other 818,209 965,635 (15.3) 0.9 0.8
Asset repos 6,586,483 7,102,146 (7.3) 6.5 6.1
Term and other loans 37,041,050 32,479,201 14.0 29.8 34.2
Finance leases 2,203,596 2,322,267 GBD 21 2.0
Doubtful assets 19,923,673 20,737,154 (3.9) 19.0 18.4
Subtotal: Gross loans excl. repos 101,792,903 101,915,284 (0.1 93.5 93.9
Total 108,379,386 109,017,430 (0.6) 100.0 100.0
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35.2% of loans and advances to customers relate to mortgage lending which fell by 9.4% in 2014 compared to
2013. Of the €38,097 million recorded under this heading, more than half relates to loans to companies with

mortgage collateral.

The mortgage portfolio has high-quality collateral. Specifically, the LTV? ratio of the individuals’ mortgage
portfolio is 67.61%*. The fact that the active personal mortgage loan effort rate is 25.55%, lower than the 35%

estimated to be prudent must also be taken into consideration.

At the close of 2014, the NPL ratio stood at 13.78 percent, a 61 basis point reduction in the year.

Securities portfolio

The debt securities portfolio has the dual objective of offsetting the interest rate for part of the liabilities
financed at a fixed rate, for example customer term deposits, and also to generate stable and recurring income
to support the Bank’s net interest income. The management of this portfolio follows criteria of maximum
prudence and profitability in terms of bond rates, their liquidity and the terms of the investment. The assets are

of high credit quality and the immense majority are secured by mortgage or public guarantees.
The duration of the portfolio during the year was maintained between one and two years.
The performance of the portfolio has been very positive as a result of the good credit market conditions. In

addition, the cost of financing the portfolio has benefited from the declines in interest rates and the lower

levels of stress in the wholesale capital markets.

Table 8: Securities portfolio (Amounts in thousands of euros)

HELD FOR OTHER FINANCIAL AVAILABLE LOANS AND
TRADING | ASSETS AT FAIR VALUE FOR SALE | RECEIVABLES
PORTFOLIO CHANGES IN P&L ASSETS PORTFOLIO
B. Popular Espafiol - - 26,544,851 2,194,741 28,739,592
Totalbank - - 415,749 - 415,749
B. Popular Portugal - - 1,857,868 - 1,857,868
Popular Banca Privada - - 49,540 - 49,540
TOTAL BANK GROUP - - 28,868,008 2,194,741| 31,062,749
TOTAL NON-BANK GROUP 40,339 351,544 495,894 - 887,777
CONSOLIDATED TOTAL 40,339 351,544 29,363,902 2,194,741 31,950,526
Table 9: Maturity breakdown (Amounts in thousands of euros)
0-1 YEARS 1-5 YEARS 5-10 YEARS >10 YEARS TOTAL
Held-for-trading portfolio 29,362 6,844 4133 - 40,339
Other financial assets at fair 66,436 172,449 108,075 4,584 351,544
value through P&L
Available-for-sale assets 2,697,540 15,623,385 8,695,599 2,347,378 29,363,902
Loan portfolio 368,026 1,022,523 760,603 43,589 2,194,741
TOTAL 3,161,364 16,825,201 9,568,410 2,395,551 31,950,526

3. “Loan to Value”, loan amount with respect to the value of the property.

4. In Spain, excluding Targobank.
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Asset Yield

The average yield on assets was 2.71%, a 45 basis point reduction with respect to 2013. This drop was mainly
due to the fact that the loan portfolio continues to be repriced downwards. However, this decrease is a
reflection of the reduction in the cost of deposits, which, together with the active management of prices and
in particular of spreads, partially offsets these effects. As will be shown later, customer spread increased 28
bps compared to 2013.

Most of the €4,167 million in interest and similar income derived from secured loans, primarily Mortgages
(€1,477 million) and term and other loans, generating income of €1,528 million. These two items represent
73.4% of interest and yields in the year.

The return on profitable assets mainly derives from private sector loan activity, which represents 83.9% of
the total (table 10). The weight of the contribution of Credit institutions is maintained (0.5%), fundamentally
generated by the Group’s Treasury. Securities operations mean 11.8%, mainly fixed income investment. The
weight of the income from Public Administrations is 3.5% and 0.3% originates from other profitable assets.

Table 10: Interest and similar income in 2014 (Amounts in thousands of euros)

TOTAL 2014 WEIGHT (%) TOTAL 2013 | WEIGHT (%)

Credit institutions 21,474 0.5 31,228 0.6
Public Administrations 146,579 3.5 164,549 3.4
Private sector 3,495,383 83.9 3,979,974 81.8
Commercial loans 207197 5.0 237,714 4.9
Secured loans 1,529,525 36.7 1,888,976 38.8
Mortgage loans 1,477,067 35.4 1,844,514 37.9

Other 52,458 1.3 44,462 0.9

Term and other loans 1,527,719 36.7 1,663,153 34.2
Finance leases 104,600 25 112,165 2.3
Doubtful assets 126,342 3.0 77,966 1.6

Debt securities 491,962 1.8 679,716 14.0
Other profitable assets 11,836 0.3 7,530 0.2
TOTAL 4,167,234 100.0 4,862,997 100.0

As can be seen in table 11, 89.4% of the Group's net interest income derived from activities with customers in
Spain. Portugal represents 8.1% while the remaining 2.5% relates to the Totalbank business in the USA.

Table 11: Distribution of net interest income by country (Amounts in millions of euros)

2014 | WEIGHT (%)

Spain 2,07 90.4
Portugal 168 7.2
USA 57 2.4
Total 2,331 100.0%
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The origin of income by type of operation with customers is set out in Figure 25, in which Term loans and

Secured loans represent more than 73% of the total.

Figure 25: Origin of income by type of transaction with customers
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B Finance leases

B Term and other loans

M Secured loans
Commercial loans
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Trend of liabilities

At the close of 2014, balance sheet resources amounted to €142,228 million (Table R8), which is a 9.1% increase.

Customer deposits increased 7.6% reaching €96.036 million at the close of the year. Meanwhile, wholesale

liabilities, including subordinated liabilities, have seen their contribution reduced compared to the 2013 close

which strengthens our liquidity position by placing the LTD® ratio at 113.4%.

Table 12: Funds managed (net) (Amounts in thousands of euros)

31.12.2014 31.12.2013 (ol V-\\[c] N ¢79)

Deposits from central banks 9,993,427 3,417,099 192.5
Deposits from credit institutions 17,713,731 18,276,123 3.1
Customer deposits 96,036,196 89,261,822 7.6
Retail deposits and Public Administrations 87,060,203 83,124,489 4.7
Public Administrations 17,402,066 10,831,358 60.7

Other private sectors 69,298,057 72,111,152 (3.9)
Resident sectors 60,675,099 63,595,104 (4.6)
Non-residents 8,622,958 8,516,048 1.3

Valuation adjustments 360,080 181,979 979
Deposits with central counterparties 8,975,993 6,137,333 46.3
Marketable debt securities 15,962,018 16,282,375 (2.0)
Unadjusted marketable debt securities 15,809,274 15,917,942 (0.7)
Bonds and other securities outstanding 15,017,325 14,922,018 0.6
Commercial paper 791,949 995,924 (20.5)
Valuation adjustments 152,744 364,433 (581D
Subordinated liabilities 1,424,645 2,324,019 (38.7)
Other financial liabilities 1,097,761 751,719 46.0
TOTAL ON-BALANCE SHEET FUNDS 142,227,778 130,313,157 9.1

5. Loan to Deposits ratio: ratio of loans to deposits.
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TLTRO

100%

ready at
December 2014

The item with the highest percentage increase relates to Deposits with central banks. In June 2014 the European

Central Bank announced a set of unconventional measures aimed at supporting the real economy and returning

inflation back to target levels. Among them, it included the establishment of the TLTRO (targeted longer-

term refinancing operations) programme whose purpose is to increase bank financing for individuals and

businesses. The adoption of these facilities in the ECB's monetary policy will allow, on one hand, this funding

to be directed to our SMEs and self-employed customers and, on the other, perform a tactical management

with respect to other managed funds.

Figure 26: Total exposure to the ECB (Amounts in millions of euros)

+33
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Table 13: Customer funds (Amounts in thousands of euros)
31.12.2014 31.12.2013 CHANGE (%)

Demand deposits (excl. Treasury) and Other accounts' 27,475,977 24.178,369 13.6
Term deposits 44,838,593 50,376,553 M.0)
Asset repos 14,385,553 8,387,588 71.5
Valuation adjustments 360,080 181,979 979
Subtotal customer deposits and Public Administrations 87,060,203 83,124,489 4.7
Retail commercial paper 311,639 652,641 (52.2)
Mediation loans 2 8,745,164 7,798,768 121
Securitisation sold to third parties 343,387 534,312 (35.7)
Marketable securities distributed through the commercial 468197 165,071 (59.8)
network®
Tax collection accounts 361,604 349,353 3.5
Asset repos (14,385,553) (8,387,588) 71.5
Total Retail Funds 82,904,641 85,237,046 2.7)

1. Demand Deposits do not include, where appropriate, Treasury repos

2.1CO and EIB funding received directly for the purpose of lending to companies.

3. Includes convertible notes, preferred shares, and subordinated debt distributed through the commercial network.

MANAGEMENT REPORT



MAIN CONSOLIDATED RESULTS

As shown in table 13, customer deposits and Public Administrations have increased by 4.7% compared to
2013, which allowed market share to stand at 5.82%°.

With regard to the behaviour of traditional liability products, highlighted is the transfer from term deposits
to demand deposits, which continue to gain weight and have increased by 13.6% in the year.

Figure 27: Evolution of the demand and term deposits distribution (%)

38.0%
67.6% 62.0%
4Q13* 3Q14 4Q14

B Term deposits M Demand deposits

*32.5%/67.5% on 2013 Published
Other retail funds commercialized through the branch network have been reduced by 3% compared to the end
of 2013 (securitisations sold to third parties, retail commercial paper and other marketable securities, mainly).
All these movements result in a slight decrease in Total Retail Funds of 2.7% compared to 2013.
As mentioned earlier, the LTD ratio stood at 113.4% at year end. This ratio measures the relationship between
customer loans net of provisions and customer deposits and other commercial financing items for loans

(mediated loans, securitisations sold to third parties) and, therefore, shows the Bank’s capacity to finance its
loans without resource to wholesale funding.

6. Figures at November 2014
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Cost of funding

Financial costs have been reduced significantly in 2014, specifically by 25.11% with respect to 2013. In terms of

distribution by sector and origin of products, table 14 shows that 49.8% of the costs stem from transactions

with customers, lower than the previous year driven by the transfer between term deposits and demand

deposits as previously commented and mainly by the significant reduction in the cost of new contracting

through an active management of the prices offered.

Table 14: Interest and similar expenses in 2014 (Amounts in thousands of euros)

TOTAL 2014 WEIGHT (%) TOTAL 2013 WEIGHT (%) CHANGE (%)
Credit institutions 288,772 15.7 364,225 14.9 (20.72)
Public Administrations 70,980 3.9 74,998 3.1 (5.36)
Private sector 913,741 49.8 1,370,050 55.9 (33.31)
Current accounts 55,785 3.0 66,525 2.7 (l6.14)
Savings accounts 6,793 0.4 8,613 0.4 (2113)
Term deposits 844,498 46.0 1,289,856 52.6 (34.53)
Asset repos 4,043 0.2 1131 0.0 257.47
Other accounts 2,622 0.1 3,925 0.2 (33.20)
Deposits with central counterparties 9,824 0.5 18,408 0.8 (46.63)
Marketable securities 541,564 29.5 611,089 24.9 (11.38)
Bonds 474,317 25.8 441,878 18.0 7.34
Commercial paper and bills of 19,759 1 103142 42 (80.84)
exchange
Subordinated debt and 47.488 26 66.069 27 (2812)
preferred shares
Other funds 10,962 0.6 12,762 0.5 (14.10)
Total 1,835,843 100.0 2,451,532 100.0 (25.11)
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In particular, the cost of the new production of liabilities remained low, closing 2014 at 0.57%, representing
a decrease of 86 bps compared to the December 2013 rate. This has contributed to, in 2014, term deposits
portfolio rate being placed at 1.57%, 66 basis points below the close of 2013. Figure 28 shows the evolution of

term deposits’ quarterly cost.

Figure 28: Evolution of the cost of term deposits (quarterly average in %)
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As may be seen in Figure 29, 92.4% of the €914 million relates to term deposits while the share of demand

deposits increased slightly.

Figure 29: Origin of the costs by transaction type in the private sector
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Spreads performance

Customer spread increased 28 bps with respect to 2013 to stand at 2.61%, mainly as a result of increased

commercial dynamism and the gradual reduction in the cost of term deposits. Table 15 shows how the impact

of spreads on the retail business has offset the decline in volume interest income, mainly due to the notable

decline in the cost of retail liabilities. In this regard, it is noted that the profitability of credit stood at 3.72% at

the end of 2014, once the effect of the deconsolidation of business cards is isolated.

Table 15: Yields and costs (Amounts in thousands of euros)

Average Weight | Products o
balance (%) costs

2.2014

31.12.2
Average We

Rates (%)
or costs

Financial intermediaries 5,745,952 3.74 21,474 0.37 6,144,923 4.00 31,228 0.51
Loans to customers (a) 97,905,118 63.72 3,641,962 3.72 102,571,610 66.74 | 4,144,523 4.04
Securities portfolio 27,973,562 18.20 491,962 1.76 24,727,793 16.09 679,716 2.75
Other assets 22,030,915 14.34 11,836 0.05 20,242,716 1317 7,530 0.04
Total assets (b) 153,655,547 100.00 4,167,234 2.71| 153,687,042 100.00 | 4,862,997 3.16
Financial intermediaries 27,537,755 17.92 288,772 1.05 27,471,058 17.87 364,225 1.33
Customer funds: (c) 90,075,710 58.62 1,003,731 m 89,752,897 58.40 1,543,155 1.72

Current accounts 19,271,754 12.54 80,305 0.42 15,734,639 10.24 71,752 0.46

Savings and time deposits 65,440,208 42.59 904,416 1.38 66,717,510 43.41| 1,373,296 2.06

h%i‘;zzits with clearing 4,988,495 3.25 9,824 020| 5289585 344| 18408 0.35

Retail commercial paper 375,253 0.24 9,186 2.45 2,011,163 1.31 79,699 3.96
Marketable securities and other 17,116,962 114 532,378 31 19,105,219 12.44 531,390 2.78
Other interest-bearing liabilities 333,593 0.22 10,962 3.29 367,572 0.24 12,762 3.47
Other funds 6,002,272 3.91 - - 6,057,569 3.94 - -
Equity 12,589,255 819 - - 10,932,727 71 - -
Total resources (d) 153,655,547 100.00 1,835,843 1.19 | 153,687,042 100.00 | 2,451,532 1.59
Customer spread (a-c) 261 2.32
Net interest margin (b-d) 1.52 1.57
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The positive quarter on quarter performance of customer spread since 2013 can be seen below:

Figure 30: Evolution of profitability and customer cost (including promissory notes) (%), No singular operations

419 4am 3.99 3.87 3.71 3.71 3.55 3.53
S ——
1.99 174 1.69 1.46 124 118 1.03 0.95
2.52 2.58
1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14* 4Q14

B Loans and advances to customers B Customer funds B Customer spread
* Ex single card business operation

Net interest income totalled €2,331 million, representing a decrease of 3.3% compared to the end of 2013,
mainly due to lower contribution from Fixed Income Portfolio (-€188 million). The contribution of retail business
is positive (€18 million): although loans and receivables have a negative effect on lower average balances and
spreads with respect to 2013, customer liabilities have behaved very positively, mainly due to the contribution
of lower contracting rates.

Table 16: Causal analysis of variations in interest rates (Amounts in thousands of euros)

RETAIL BUSINESS SPREAD WHOLESALE | VAR. SPREAD 2014
VOLUME SPREAD MARKET RATES | BUSINESS SPREAD i

(262,798) | 400,812 (119,106 | (98,983) (80,074)
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2. GROSS INCOME

The gross income was €3,876 million at 31 December 2014, 9.1% higher with respect to 2013 and of which 79%
is generated from purely commercial business.

Net fees and commissions

Net fees and commissions decreased 13.8% compared to the end of 2013, reaching €655 million. This drop
is caused by the sale of businesses (POS terminals, ATMs, cards), which distorts year-on-year comparison
because of the way it is accounted for. During the last two years, Popular has established joint ventures
with specialist partners in different products to improve the profitability of each segment; in particular, the
deconsolidation of the cards business took place in the last quarter of 2014. From an accounting standpoint,
companies established with specialised partners to boost businesses are accounted by using the equity
method, so that the revenues disappear from the fees and commissions line and are shown instead as a net
balance in results by the equity method heading.

Table 17: Net fees and commissions (Amounts in thousands of euros)

31.12.2014 31.12.2013 CHANGE % 31.12.2014 31.12.2013

Banking services 632,850 711,059 (11.0) 96.6 93.7
Portfolio management commissions 100,734 94,868 6.2 15.4 12.5
Securities portfolio 23,200 28,101 (17.4) 3.5 3.7
Asset management 3,848 3,714 3.6 0.6 0.5
Investment funds 64,185 45,758 40.3 9.8 6.0
Pension plans 9,501 17,295 450 1.5 2.3
Other banking services 476,913 516,277 (7.6) 72.8 68.0
Securities and foreign currency 1762 1,644 10 18 15
purchases and sales
Demand accounts administration 105,251 12,703 (6.6) 16.1 14.8
Provision of collateral and other 133,278 146,413 9.0) 204 19.3
guarantees
Asset transaction services 39,202 25,680 52.7 6.0 3.4
Collection and payment handling 75,724 80,340 (5.7) 1.6 10.6
Other 11,696 139,497 (19.9) 171 18.4
Means of payment 55,203 99,914 44.7) 8.4 13.2
Defaults 21,857 48,200 (54.7) 3.3 6.3
Total 654,707 759,259 (13.8) 100.0 100.0
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As seen in the table before, the asset management commissions highlight the good performance of Investment
funds and, more importantly, most of this growth is due to net subscriptions which is indicative of the
commercial efforts made. This year has been characterised by intense competition in the Funds management
market, driven by low interest rates which encourage the search for greater returns through alternatives to
traditional deposits.

At the close of 2014, the assets sold by the Group through investment funds amounted to €9,499 million, up
13.88% compared with €8,342 million in 2013.

According to Inverco, the two main management entities, Popular Gestiéon Privada and Allianz Popular Asset
Management, managed, at the end of 2014, assets amounting to €9,561 million, which compared to €8,201

million in 2013 represents a 16.58% increase.

Table 18 shows the distribution by type of product from the classification made by Inverco for greater
comparability with sector data.

Table 18: Assets and variation in Spanish investment funds by type (Amounts in thousands of euros)

31.12.2014 31.12.2013 VAR. TOTAL VAR. (%) WEIG(tl/:)-
Fixed income 5,371,247 4,386,475 984,772 22.5 56.2
Mixed funds 1,174,605 330,567 844,038 255.3 12.3
Equity instruments 556,617 423,801 132,816 313 5.7
Guaranteed funds 1,775,616 2,565,588 (789,972) (30.8) 18.6
Global funds 197,674 184,833 12,841 6.9 21
Other provisions 485,058 309,960 175,098 56.5 51
TOTAL FUNDS 9,560,817 8,201,224 1,359,593 16.6 100.0

There has been a €985 million increase in fixed-income funds and €844 million in mixed funds compared with
last year, which significantly increased their relative weights (12.3% vs. 4.0%). The divestment of guaranteed
funds is highlighted (-€790 million, which reduces the relative weight from 31.3% to 18.6%). Increased investor
appetite for mixed funds, to the detriment of guaranteed funds (in line with movements in the sector), as
well as maintaining the relative weight of fixed income funds, is due to the search by investors for assets with
access to higher profitability given the current situation of low interest rates and low yields offered by fixed-
term deposits.

Fees and commissions for banking services while increasing their relative weight compared to 2013, are
affected partly through a lower balance in guarantees and lower activity in the mediation of receipts and
payments, despite improving service fees and commissions on lending transactions (including trade discount).

Finally, we mention that fees and commissions on means of payment have been affected by the deconsolidation
of the cards business with a reduction of €44.7 million.
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Gains/(losses) on financial transactions

The tactical management of the debt securities portfolio has enabled the results to generate a 78.0% increase
in gains/losses on financial assets/liabilities over the previous year and increasing its weight in the gross margin
to 21.2%.

Other products and operating expenses

As for Other operating income and expenses, it produced a net increase of €157.4 million compared to the end
of 2013.

Among income items, note the significant increase in insurance premiums due to increased commercialization
of products by Eurovida Portugal, SA (€40.3 million more than in 2013) and the gain of €96.7 million on the
sale of future receivables from the sale of insurance and pensions. With regard to operating expenses, although
they have not undergone significant change over the previous year, there are two significant impacts, but of
opposite signs and therefore offsetting one another: the €82.4 million increase compared to the previous year
in net allocations to liabilities and the €105.4 million decrease in the contribution to the Deposit Guarantee
Fund due to the extraordinary contribution in 2013.

3. NET OPERATING INCOME (PRE-PROVISION PROFIT)

Table 19 breaks down the Personnel and General administrative expenses

Table 19: Personnel and General administrative expenses in 2014 (Amounts in thousands of euros)

31.12.2014 31.12.2013 CHANGE (%)

Personnel expenses 946,235 929,110 1.8
Wages and salaries 701,415 694,632 1.0

Social security contributions 184,200 175,707 4.8

Other personnel expenses 30,047 28,873 41
Pensions 30,573 29,898 2.3
General administrative expenses 780,050 643,449 21.2
Rents and common services 141,034 145122 (2.8)
Communications 31,175 32,598 4.4)
Maintenance of premises and equipment 77,331 50,810 52.2

IT and outsourced services 220,083 151,541 452
Stationery and office supplies 6,482 7,912 as.n
Technical reports and legal expenses 66,599 41125 61.9
Advertising and publicity 34,083 31,71 7.5
Insurance 7,248 7,743 (6.4)
Security and fund transport services 19,792 22,754 (13.0)

Travel 10,462 8,902 17.5
Property, VAT and other taxes 120,699 119,587 0.9

Other general administrative expenses 45,062 23,644 90.6
TOTAL 1,726,285 1,572,559 9.8
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Personnel expenses have remained practically stable and only increased 1.8% with respect to 2013. During the
last quarter of 2014 the early retirement plan at Central Services affected 104 people.

With regard to administrative expenses, they stand at €780 million (an increase of 21.2% compared to 2013)
influenced by the carrying out of corporate transactions, the asset quality review performed during the stress

tests and other costs associated with unprofitable assets.
Depreciation and amortisation fell by 4% over the previous year, reaching €145 million at the end of the year.

As a result of the above, and reflecting the strong ability to generate earnings, operating income in December
2014 stood at €2,005 million, 9.7% higher than in 2013.

The Bank’'s management capacity is also evident in its cost to income ratio, which at 44.5 percent is one of the

best in the financial sector, both in Spain and in Europe.

4. CONSOLIDATED PROFIT/(LOSS) FOR THE YEAR

Regarding provisions, in the year €2,292 million were allocated to this concept, representing a decrease of 15%
over last year. The provisions on real estate have been significantly reduced by €768 million, 65% less than in
2013 and credit provisions have increased €364 million, although it must be remembered that in 2013 general
provision of RDL 2/2012 and L 8/2012 were available which makes both figures not comparable. Provisions net
of recoveries on write-offs amounted to €2,078 million at the close of 2014.

Figure 31: Provisions for loans and real estate (Amounts in millions of euros)
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Banco Popular has various management levers that allow it to present a strong income statement. Throughout
the year there has been a significant effort in generating capital gains (ordinary and extraordinary); in total, in
2014 €563 million of extraordinary gains were generated arising primarily from corporate transactions, among
which were the constitution of the joint venture in the cards business with Varde Partners (€419 million) and
the sale of the Depository (€49.2 million), plus €96.7 million from the aforementioned sale of future receivables
from the sale of insurance and pensions.

Figure 32: Structural operation of joint venture with Varde Partners
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Finally, note the excellent performance of the sale of property, which has doubled over the previous year.
The quarter-on-quarter performance has been positive and sales in the last quarter reached a volume of €511
million, i.e. 1.3 times the sales figure recorded in all of 2012. Another noteworthy aspect is that sales were made
at prices in excess of book value (i.e. without losses) thanks to the provisions.

At 31 December 2014 the consolidated profit for the year totalled €329.9 million, 29.7% higher than 2013.
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Figure 33: Sale of real estate (millions of euros)

X4

X2

Sale price
%
2.2%
higher than
398 net book value
12M12 12M13 12M14

5. ATTRIBUTABLE PROFIT

The profit attributable to the Group, excluding the contribution of non-controlling interests, was €330.4 million,
31.4% higher than 2013.

The proposed distribution of the result for 2014 that the Banco Popular’s Board of Directors will submit to the
General Shareholders’ Meeting for approval, and the distribution of the profit for 2013 that was approved at

the General Shareholders’ Meeting on 7 April 2014, may be consulted in Note 4 to the Financial Statements.

Table 20: Information per share and return

Profit attributable to the Parent company 330,415 251,543
Earnings per share 0.157 0137
ROA (%) 0.21 0.17
RORWA (%) 0.40 0.28
ROE (%) 2.62 2.30
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The methodology applied in the segmentation by business area and, in particular, the criteria for assigning
profits to the various activities that have been segmented are set out in Note 7 to the Financial Statements.
Since 2012 the most appropriate subdivision to illustrate the management carried out by the Group has been
considered to be the following: Commercial Banking, Asset Management and Insurance, Real Estate and
Institutional and Capital Markets Area.

SEGMENTATION BY GEOGRAPHICAL AREA

From a geographical point of view, the Group’s primary business is carried out in Spain, which accounts for
92.1% of Total consolidated Assets and 92.9% of the Gross Margin. Table 21 provides details of the contribution
of each geographic area and business to the various results and balance sheet figures, very similar to the
previous year.

Table 21: Segmentation by geographical area (data in %)

SPAIN' PORTUGAL USA
2014 20132 2014 2013 2014 2013
Total assets 92.1% 92.4% 6.6% 7.6% 1.3% 1.2%
Net interest income 90.4% 93.0% 7.2% 7.0% 2.5% 2.0%
Gross income 92.9% 93.3% 5.4% 6.7% 1.7% 1.7%

"Includes the remainder of companies in other geographical areas with little significant impact.

22013 Restated

As may be observed in Table 22, in 2014 the optimisation of the number of employees and the branch office
network has continued. It shows that 88.12% of employees carry out their activity in Spain. With regard to
offices, 90.93% are in Spain.

Table 22: Employees and branch offices by geographical area

SPAIN PORTUGAL USA
2014 2013 2014 2013 2014 2013
Number of employees 13,501 13,765 1,402 1,404 418 444
Number of branch offices 1,946 1,983 173 180 21 19

12013 restated
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Commercial banking in Spain

In Spain the business is mainly carried out through Banco Popular and, in Galicia, also through Banco Pastor.
Its main activity is commercial banking and a distinction may be made between individual and corporate
customers. Additionally the Group has two specialised banks, Popular Banca Privada (private banking),
bancopopular-e (cards, a 49% stake) and Targobank, a bank in which equal 50% stakes are held by the Bank
and Crédit Mutuel, and which carried out its activity throughout Spain.

Commercial banking abroad

The commercial banking business in Portugal is conducted mainly through the Banco Popular Portugal
subsidiary and is also focused on retail banking, primarily for SMEs. The total assets at the Portuguese bank
totalled €8,529 million, of which €5,840 million relates to customer loans (gross). For 2013 the latter item
increased by 4.7%. Customer deposits stood at €4,049 million, 3.8% below the close of 2013.

Banco Popular Portugal has experienced a slight reduction in net interest income, falling by 1.2% due primarily
to lower prices for contracting loans and receivables, although lower cost of customer funds through the
pricing management is noteworthy.

Gross margin at the close of 2014 reduced 2.9% with regard to the previous year, reaching €185 million.

The net operating income stands at 3.0% below the figure for the previous year: although staff costs have
increased slightly (3.3% compared to 2013) general expenses were reduced by 7.2%. For provisions for loan
impairment, there has been a decrease of €44 million compared to the year before. This leads to a pre-tax
profit €5.4 million compared to a loss of €51.1 million the previous year.

The commercial banking business in the United States is carried out through Totalbank, an entity that was
acquired at the end of 2007, and which operates in the State of Florida. At the end of the year this bank had
21 branch offices and 418 employees. Its total assets amounted to €2,056 million (which is a 17.8% increase
compared with 2013) of which €1,492 million relates to gross credit to customers (33.5% higher than the year
before). When referring to customer deposits, these have increased 18.1% compared to December.

The Bank achieved a pre-tax profit of €12.9 million in 2014.

MANAGEMENT REPORT



ACTIVITY BY BUSINESS LINE

SEGMENTATION BY BUSINESS AREA

In 2013 (Table 23) the weights of the asset structure has been maintained, which is not the case with respect
to the results contributed by the various areas.

Table 23: Segmentation by business area (%)

ASSET
MANAGEMENT REAL ESTATE AREA
AND INSURANCE

COMMERCIAL
BANKING

INSTITUTIONAL
AND MARKETS

Weight Weight Weight Weight Weight Weight Weight Weight
2014 (%) 2013 (%) 2014 (%) 2013 (%) 2014 (%) 2013 (%) 2014 (%) 2013 (%)

Net interest income 109.3 97.4 1.8 1.9 ae.n) (15.9) 5.0 16.6
Gross income 821 821 3.1 4.0 9.7) (10.9) 24.6 24.9
Operating income before 85.7 84.4 46 6.3 (23.8) (24.8) 335 34.2
provisions

Profit/(loss) on operating 235 55.8 252 195  (139.9) (79.3) 191.2 104.0
activities

Profit /(loss) before tax 153.9 135.3 23.0 37.6 (241.9) (225.2) 164.9 152.3
Total assets 60.6 66.4 0.9 0.9 6.6 5.9 31.9 26.8

* The weights in the segments show their positive or negative contribution.

Commercial Banking represents 60.6% of Total Assets and provides 153.9% of Profit before taxes, which is a
reflection of the Commercial Bank’s profile as it is focused almost exclusively on typical banking services. The
second most important area is Institutional and Markets, both in terms of relative weight compared with Total
Assets (31.9%), in regard to the contribution made to profits, which this year had a weighting of 164.9%.

The real estate area has a negative contribution of 241.9% of the Group’s result as this segment is responsible
for the provisions for property impairment. The least significant segment in absolute terms from the point
of view of total assets (0.9%) is Asset Management and Insurance which, nonetheless, has recorded positive
results during the year equivalent to 23% of consolidated Profit before taxes.

COMMERCIAL BANKING

The Group’s primary activity focuses on providing financial services to approximately 5.5 million customers,
companies and families through its extensive branch office network. The core business consists of: typical
lending transactions, raising of deposits, issuing guarantees and the provision of all types of financial services.
Compared to last year, we must take into account the reduction in the number of customers due to the
segregation of cards to bancopopular-e.

Gross margin increased by 9.1% due to the greater contribution from operating results. At the same time
commissions and fees contributed less due to the deconsolidation of the cards business and other corporate
transactions. The increased contribution of properties sold relative to the previous year (almost €305 million
more) enabled a pre-tax profit of €574 million to be achieved, 19.9% more than the previous year.
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Table 24: Results of the commercial banking activity (Amounts in thousands of euros)

31.12.2014 31.12.2013 %

Net interest income 2,548,583 2,349,276 8.5%
Net fees and commissions 622,610 727,456 -14.4%

+ Other financial transactions 43,639 52,399 -16.7%

*+ Other operating results (32,579) (213,315) -84.7%
Gross income 3,182,253 2,915,816 9.1%
Operating expenses 1,462,967 1,372,769 6.6%
Operating profit before provisions 1,719,286 1,543,047 N.4%
Impairment losses and other provisions (net) 1,639,121 1,222,694 34.1%
Profit/(loss) on operating activities 80,165 320,353 -75.0%
Impairment losses on non-financial assets - 30,000 <
:a(IBealn/(Ioss) on the disposal of assets not classified as non-current assets for 493,938 188,485 S
+ Profit/(loss) on non-current assets for sale not classified as oper. - - -
Profit/(loss) before tax 574,103 478,838 19.9%

The categories into which this segment is subdivided are described below:
a) Banking for Private Individuals

Banking for private individuals manages 79% of the Group’s total customers. The segment is broken down
into Optima, banking for private individuals and mass banking.

Optima is made op of those customers with funds greater than €150,000. The difference between banking
for private individuals and mass banking lies in the level of personalised service and degree of association.

Noteworthy within banking for private individuals is the weight of the specific groups of customers on which
the Group’s business strategy focuses because they require a higher level of service. These are homogeneous
groups of customers, generally in the same profession.

b) Banking for businesses

Banking for businesses manages 21% of the Group’s total customers. This segment consists of the public
sector, large companies, SMEs, self-employed persons and retail traders, and non-commercial undertakings.

A large company is defined as a company with total assets of over €100 million and revenues of over €100
million.

The SMEs category comprises medium-sized companies with assets and revenues of between €10 million
and €100 million, small companies with assets and revenues of between €1 million and €10 million, and micro
companies with assets and revenues of less than €1 million. In addition a distinction is made between self-
employed individuals and retail traders, and other companies, the segment in which legal entities such as

associations, sports clubs, etc. are included.
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ASSET MANAGEMENT AND INSURANCE

The Asset Management and Insurance business unit covers the distribution of investment funds, pension plans
and insurance in Spain through Allianz Popular Holding, S.L., in which Banco Popular holds a 40% stake. This
holding company is formed by three companies specific to each activity: Allianz Popular Vida, Compania de
Seguros y Reaseguros S.A; Allianz Popular Pensiones, E.G.F.P,, S.A.; and Allianz Popular Asset Management,
S.G.LIL.C,, S.A. It also includes the distribution of non-life insurance by Allianz through Popular de Mediacidn,

S.L., wholly owned by the Group.

Table 25 shows the performance of this area in 2014 compared with 2013.

Table 25: Results of the asset management and insurance activity (Amounts in thousands of euros)

31.12.2014 31.12.2013 %

Net interest income 42,862 45,381 (5.6)
Net fees and commissions 32,087 29,196 9.9

* Other financial transactions 47126 33,315 41.5

+ Other operating results (3,410) 33,153 <
Gross income 118,665 141,045 (15.9)
Operating expenses 26,865 26,367 1.9
Operating profit before provisions 91,800 14,678 (19.9)
Impairment losses and other provisions (net) 5,825 3,018 93.0
Profit/(loss) on operating activities 85,975 m,ee0 (23.0)
Impairment losses on non-financial assets 19 48 (60.4)
?o?Z‘;TéOOSS) on the disposal of assets not classified as non-current assets 57 21,043 99.7)
+ Profit/(loss) on non-current assets for sale not classified as oper. (83) 379 <
Profit/(loss) before tax 85,930 133,034 (35.4)

The unit’s performance was favourable and it contributed €85.9 million of consolidated profit before taxes,
although lower than that achieved in 2013.

2014 has been a year of clear competition in the sector due to the low prices applied to traditional bank
deposits.

a) Management of collective investment institutions

At year-end, the assets managed or marketed by the Group in collective investment institutions in Spain
amounted to €9,499 million, which represents an increase of 13.9%, compared to €8,342 million at the end
of 2013. The number of participants is 328,149, up from 309,559 registered participants in the previous year.

For the Group the past year was marked by the increase in fixed-income and mixed funds to the detriment

of guaranteed funds due to the fact that investors seek higher yields given the low interest rate situation for
traditional deposits.
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b) Management of individual and group pension plans

This activity is mainly carried out through Allianz Popular Pensiones, E.G.F.P.,, S.A. The activity in Portugal is
performed by Eurovida, a wholly owned subsidiary of Banco Popular.

The assets managed by Allianz Popular Pensiones at the end of 2014 reached €5,365 million, representing an
increase of 3.54% compared to €5,181 million at the end of December 2013.

The assets managed in individual schemes at 31 December 2014 totalled €4,098 million, with €1,212 million in
occupational plans and €54 million in associated schemes.

c) Private Banking

The Group also offers its services to high net worth customers through its specialised bank Popular Banca
Privada. Following the integration of Pastor Banca Privada in 2013, this unit now has more than 5,300 customers
with a business volume of almost €6 billion.

The Bank has 29 of its own branch offices located in the main Spanish cities, through which it provides its
services to both customers from the Group’s network as well as direct customers.

Popular Banca Privada is geared towards providing advice and management services to clients with a high
economic level, with assets under management or advisory of at least €300,000. The broad range of investment
products and services offered are managed by a team of experts in markets, tax, legal, real estate, corporate
finance issues and other non-conventional investments. This provides coverage to customer asset needs and
allows them to optimise their returns and the tax impact of their decisions.

At the end of 2014 the Group held a 100% stake in its capital and voting rights. Following the exercise in
January 2014 of the purchase option which it had on 40% of the share capital in Popular Banca Privada, which
had been in the hands of the French-Belgian Dexia Group since 2001, Popular Banca Privada became the only
independent bank belonging to a major Spanish financial group specialising in the professional management
of this customer segment.

Thanks to the improving environment, the results have shown a large increase, especially due to the continued
decline in interest rates which has led to a significant revaluation of the fixed income portfolio and made a
greater demand for higher added value wealth management services possible. Consequently, it has managed
to capture customer funds deposits of €280 million.

Revenues increased significantly (+54.3%), supported by Gains on Financial Transactions from the sale of part
of the Fixed Income portfolio which amounted to €21.6 million.

At 31 December 2014, Popular Banca Privada had 5,389 specific customers, 384 more than in 2013, and
managed assets (understood to be total resources and customer investments plus assets under management
and advisory services) totalling €5,978 million, which is 8.4% higher than at the end of 2013.

Operating profit reached €32.3 million, an increase of 100.9% compared to 2013, the best in the history of

Popular Banca Privada. Pre-tax profit totalled €26.3 million (year-on-year growth of €14.1 million), clearly
driven by balance sheet management and the realisation of substantial capital gains.
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d) Insurance

The bancassurance business unit focuses on provident and protection products including life insurance policies,
both those used as a means of savings and those linked to loan transactions, and non-life insurance, mainly
home, health and motor insurance, and those linked to retirement. The products offered are adapted to each of
the Bank’s various businesses and customer segments, whether individuals, companies or institutions.

Allianz Popular Vida and Eurovida Portugal are the Group’s two primary life insurance companies. The former,
as previously indicated, is owned by Allianz Popular Holding, while Eurovida Portugal is wholly owned by the
Group. The latter company distributes non-life Allianz insurance through its branch offices and Popular de
Mediacion, which is wholly owned by Banco Popular.

The non-life insurance business in Portugal is managed by Popular Seguros. Popular de Mediacion also operates
as an associated bancassurance partner. Both are 100% owned by the Group.

REAL ESTATE AREA

The real estate activity was segregated from the rest of the activities in order to offer a more precise view
of the business and to adapt to the Bank’s management framework. This area includes the Group’s real
estate business as well as the real estate assets belonging to Group banks that are managed in an integrated
manner in the interests of an orderly disposal of the property assets.

Table 26: Results of the real estate area (Amounts in thousands of euros)

31.12.2014 31.12.2013 %

Net interest income (376,256) (382,901) Q.7)
Net fees and commissions 10 2,607 (99.6)

+ Other financial transactions (594) (1,890) (68.6)

+ Other operating results 16 (6,372) >
Gross income (376,824) (388,556) (3.0)
Operating expenses 100,362 65,569 531
Operating profit before provisions (477186) (454,125) 51
Impairment losses and other provisions (net) - 1,054 <
Profit/(loss) on operating activities (477186) (455,179) 4.8
Impairment losses on non-financial assets 34,435 (138,455) >
fiofigrré(loss) on the disposal of assets not classified as non-current assets 21,41 727,006 977
+ Profit/(loss) on non-current assets for sale not classified as oper. (480,775) (930,448) (48.3)
Profit/(loss) before tax (902,115) (797,076) 13.2
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Operating profit before provisions was a negative €477 million, due to the nature of the business supported
by this area. Next caption in the P&L Statement corresponds to impairment losses on non-financial assets
(€34 million positive), followed by a negative €481 million deriving from impairment losses on non-current
assets held for sale, which represented an improvement of 48.3% over the previous year.

Consolidated pre-tax loss came to €902 million.

INSTITUTIONAL AND MARKET ACTIVITY

This heading includes the rest of the activities carried out, among which the following are notable: asset and
liability transactions with credit institutions, the trading and available-for-sale financial asset portfolios, asset
and liability hedge derivatives, held-to-maturity investment and shareholding portfolio, pension-related asset
and liability balances, and raising of funds through issues on wholesale markets.

Table 27: Results of the institutional and markets activity (Amounts in thousands of euros)

31.12.2014 31.12.2013 %

Net interest income 116,202 399,709 (70.9)
Net fees and commissions - - -

* Other financial transactions 825,451 479,751 721

+ Other operating results 10,286 3,486 >
Gross income 951,939 882,946 7.8
Operating expenses 280,621 258,476 8.6
Operating profit before provisions 671,318 624,470 75
Impairment losses and other provisions (net) 19,180 27,466 (30.2)
Profit/(loss) on operating activities 652,138 597,004 9.2
Impairment losses on non-financial assets 4,098 - >
;tofgérlmé(loss) on the disposal of assets not classified as non-current assets (17.367) 10,558 <
+ Profit/(loss) on non-current assets for sale not classified as oper. (15,600) (68,421) (77.2)
Profit/(loss) before tax 615,073 539,141 141

The Bank’'s activity in this area has focused on the tactical management of its fixed-income portfolio,
highlighting the results of financial transactions that increased by 72.1% compared to December 2013 and
which compensate for the decrease in net interest income.

Profit before tax ended 2014 at €615.1 million, which is an increase of 14.1% compared to 2013.
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REGULATORY CAPITAL, RETURNS ON CAPITAL AND EQUITY

This past year was characterised by significant milestones in financial institutions’ scope of activity. Firstly, the
coming into force on 1 January 2014 of the transposition of Basel Il into European legislation through Directive
2013/36/EU of 26 June on access to the activity of credit institutions and the prudential supervision of credit
institutions and investment firms, and Regulation (EU) 575/2013 of 26 June on prudential requirements for
credit institutions and investment firms.

In Spain, we saw the publication of Banco de Espafa Circular 2/2014 of 31 January on the exercise of various
regulatory options contained in Regulation (EU) 575/2013; Banco de Espafa Circular 3/2014 of 30 July to
credit institutions and approved appraisal companies and services exercising regulatory options in relation
to the deduction of intangible assets, by means of an amendment to Circular 2/2014 and: Law 10/2104 of 26
June on the organisation, supervision and solvency of credit institutions with the purpose of incorporating
the regulatory changes imposed internationally and by the European Union into Spanish law, continuing the
transposition initiated by Royal Decree-Law 14/2013 of 29 November.

Secondly, the comprehensive assessment exercise carried out by the European Central Bank, the results of
which were announced on 26 October last, assessed the quality of public financial reporting and the impact
of an adverse, highly unlikely scenario on the participating institutions’ capacity to absorb losses. The results
showed that no Spanish institution would find itself in a capital deficit situation using the thresholds defined in
the exercise as a reference. The AQR (asset quality review) exercise shows that the capital adjustments required
for institutions in Spain as at December 2013 are the smallest in the entire Single Supervisory Mechanism
(SSM). As for the Banco Popular Group, the results show that, in the adverse scenario, the top quality capital
ratio (CET 1, or Common Equity Tier 1) would stand at 7.56% in 2016, well above the 5.5% required. Similarly, in
the base scenario, the top quality ratio (CET 1) would stand at 10.93% in 2016, again well above the 8% required.

Lastly, in recent months the work necessary for the creation of a Single Supervisory Mechanism has been
completed, the aim being to increase the quality of supervision of the banking sector and encourage greater
financial integration, so that markets do not assign different valuations to similar financial assets depending
on the nationality of the issuer. The new mechanism became fully operational on 4 November 2014, having
been made possible following the approval of the SSM Regulation in October 2013 and the carrying out of the
comprehensive assessment referred to in the previous point.

The SSM is constituted as an integrated system for the supervision of credit institutions, combining the
leadership role of the European Central Bank with active participation of national authorities, Banco de Espafia
among them. The SSM Regulation makes a distinction between so-called "significant” institutions, which will
be directly supervised by the ECB, and "less significant” institutions, which will remain the responsibility of
national authorities, although supervised indirectly by the ECB; the Group is among the 120 belonging to the
first group of "significant” institutions.
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The Group continues to give priority to one of the pillars of its management; strengthening its solvency.
Capital strength is an unavoidable objective to ensure the development of the activity. The Group’s objective
is to remain comfortably above the ratios required by current regulations at all times, taking into account the
position within the cycle and the implicit characteristics of each ratio, supported by a measurement, planning
and control system that will allow to know its needs under normal conditions and under pressure in order to
take early action.

In the area of solvency therefore, the minimum thresholds required by the introduction of a new minimum
capital requirement based on the Common Equity Tier 1 (CET1) have changed and are situated at 4.5%, and
will reach 7% when fully applying the capital conservation buffer. The planned implementation schedule for the
capital conservation buffer will be 0.625% in 2016, 1.25% in 2017, 1.875% in 2018 before reaching the definitive
2.5% from 1 January 2019.

The total Tier 1 capital (ordinary plus additional, CET1 + AT1) required is set at 6% and the total capital (Tier 1
plus Tier 2) fixed at 8%, keeping the original requirement set in Basel Il.

Regarding the leverage ratio, it has been incorporated into Basel Ill and transposed to the CRR as a simple,
transparent measurement, not linked to risk, which complements the risk-based minimum capital ratio and acts
as its floor. This ratio is defined as the ratio of Tier 1 capital to an exposure value. This value is calculated as the
sum of exposures of on- and off-balance sheet items, including derivatives. The leverage ratio is intended to be
an objective measure that reconciles leverage ratios disclosed with the financial statements published by the
banks from one period to another.

Although the definition and calibration of the leverage ratio will come into force from 2018, the Group carries
out an estimation and monitoring of this measurement to ensure that leverage is kept well above the tentative
minimum levels currently serving as a reference (3%). The full application of this regulatory framework will
be gradual until 2019, and the regulations themselves establish compliance with a number of transitional
provisions.

The main figures relating to the Group’s solvency in 2014, as published in the results for the year, are as follows:

SOLVENCY
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Table 28: Solvency

Data in thousands of euros ‘ 31.12.2014
Capital 8,179,516
Reserves 4,001,193
Non-controlling interests 16,058
Ordinary capital deductions (2,979,197)
Ordinary Tier 1 capital 9,217,570
CET 1 ratio (%) 11.51
MCNs 659,829
Preferred shares 599,402
Additional capital deductions (1,259,231)
Tier 1 capital 9,217,570
Tier 1ratio (%) 11.51
Own funds 9,582,873
Total capital ratio (%) 11.96
Fully loaded Basel Ill leverage ratio (%)’ 5.56
Total risk-weighted assets* 80,112,663
of which due to credit risk 72,577113
of which due to operational risk 6,868,654
of which due to market risk 666,896

1. Fully loaded Basel Ill Leverage ratio in accordance with CRR pro forma

* Strictly includes the Pillar | requirements

Measures taken during 2014 to strengthen the capital ratios notably include the conversion into shares of 122
million of the MCN II, MCN IlIl and MCN IV.

The Group continues to improve its risk management and control policies in order to reduce the risk of its
assets and thus improve its long-term solvency. In this respect, the fact that the Bank has internal models that
have been ratified by Banco de Espafa to measure the credit risk of a large part of its portfolios is notable.

The portfolios that have been validated by Banco de Espafia for the use of these models are:

m Financial institutions

m | arge companies

= Medium companies

= Small companies

= Retail mortgages

m Project Finance (Slotting Method), the use of which was authorised in June 2014.

MANAGEMENT REPORT



SOLVENCY

It should also be pointed out that there are other internal models for other portfolios which have not been
validated by Banco de Espafia and, therefore, the capital calculation is performed using the standard method.
These models form part of the Bank’s risk management and are:

= Micro-companies
® Retail consumer finance

These models will be submitted for validation by Banco de Espafia over the course of 2015 after passing through
all of the requirements that are necessary for validation and internal audit.

Irrespective of the regulatory capital calculation method used for any particular one, all these models have
been implemented and integrated into the Banco Popular systems, and are taken into account for the following

processes:

= When taking decisions to approve new transactions.

= |n sales campaigns.

= |n past due recovery applications.

= During the monthly monitoring of relevant information for Basel purposes when the level of integration of the
models is verified and, in certain cases, the information that forms part of those models is verified.

Within the framework of the management of all of the processes relating to the calculations of expected losses
and regulatory capital required, the Bank maintains a database of all its exposures (risks) that are currently
active. This database includes all the necessary data and the calculations deriving from them, and is the result
of the joint and coordinated effort of multi-discipline areas, both technological and risk- or business-specific,
that transversely cover the entire Bank. All these processes are updated on a monthly basis to include new data,
legislative changes, improvements in the estimates of the parameters or in the risk mitigation processes due to

guaranties, etc.
During 2014 we updated all calculation parameters used in each of the portfolios for the requirements of which
advanced methods are used, taking factors which occurred during the year into account which include, among

others, those observed in the AQR framework.

Accordingly, the Group ended this past year in a privileged position and in the best conditions to take advantage
of the opportunities for growth that arise in the future.
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» MANAGEMENT

The various risks implicit in the banking activities conducted by Banco Popular Group are managed based on
criteria of prudence, in such a way as to safeguard at all times the basic objectives of solvency, profitability,
efficiency and adequate liquidity.

In December 2014 Board of Directors approved the Risk Appetite Framework, a governing instrument that
contributes to an effective and comprehensive management of the Group's risk appetite. It is a flexible
framework to identify and define the risks to which the Group is exposed and set objectives, alerts and limits
consistent with Banco Popular Group's strategy at a consolidated level. The objective is to maintain a profile
of medium-low risk by controlling the risks to which the Group is exposed through its business model, mainly
credit risk and liquidity risk, but also other relevant risks associated with the capital objective: business risk,
operational risk, interest rate risk, market risk, reputational risk and compliance risk.

The risk policy is a synthesis of strictly professional criteria for the study, assessment, assumption and
monitoring and control of risks by all the Entities forming the Group, which lead to the optimisation of the risk/
return ratio inherent in credit and market risk, and the minimisation of all other risks detailed in the previous
point. To do this, procedures for monitoring and control by Senior Management covering all the activities that
the Group develops, mainly commercial banking, have been established. Also, the respective areas involved
have formal procedures for analysis, authorisation, and monitoring and control, applied in a manner consistent
with their nature and amount, which are supervised, if necessary, by collegiate decision-making bodies.

Internal policies, which are known and applied by all of the Group’s business units for an integral management
and control of risks, are set out in an Investment Policies Manual approved by the Board of Directors, effective
compliance with which is monitored by Risk Management, the Management Committee and the Risk Committee
of the Board of Directors.

Risk Management is characterised by the following key points and criteria:

m Defining the Risk Appetite Framework, in which the risks to which the Group is exposed are identified and
objectives and limits according to the business model are defined.

m Risk management and limits granted for each customer or associated group of customers, when such a
relationship exists.

= Diversification of the risk attached to lending, setting or complying with the limits extended to borrowers,
sectors and distribution by maturities.

= [nvolvement of Senior Management: among other things, the Group’s Senior Management regularly monitors
the evolution process in the internal management of risks in order to align the risk assumed by the Bank with
the Risk Appetite Framework, creating a suitable risk policy and ensuring their constant adaptation to the
changes in market, customers and regulations as they occur.
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Additionally, Senior Management is responsible for ensuring the proper implementation of international capital
regulations (Basel Il and Basel Ill), which are already used in daily risk management, allocating material means

and necessary personnel.

= Priority of risk policies aimed at guaranteeing the Group’s stability and its viability in the short-, medium- and
long-terms, and at maximising the risk-return relationship.

= Geared to maintaining a healthy balance sheet.

= Separation between the risk and commercial areas.

= “Tailor-made”. Terms are negotiated with the customer based on each customer’s overall relationship with the
Bank, the risk assumed and the return it offers.

m Profitable and quality lending, opting for profitable, balanced and sustained growth overall and for returns
commensurate with the risk on each individual borrower.

= Reasonable balance between loans and advances and deposits captured.

= Scrupulous compliance with current legislation in every way, with particular attention paid to the monitoring
of the current Money Laundering Prevention and Terrorism Financing legislation.

= The Group has in place a formal system of discretionary powers for the extension of credit, under which
the various hierarchical levels in the organisation have been assigned different delegated powers for the
authorisation of transactions.

m Differentiated analysis and treatment of refinancing and debt restructuring operations.

= Nimble response in deciding on proposed transactions, as a basic differentiating instrument, without
detriment to rigour.

» Evaluation and rigorous documentation of the risk and the guarantees.

= Application of automatic internal systems based on rating or scoring.

= Monitoring of risk from analysis to termination.

m Flexibility of the target-oriented organisational structure.

= Systematisation and automation.
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CREDIT RISK

This risk arises from possible losses from the failure of counterparties to comply with contractual obligations. In
the case of refundable financing granted to third parties (in the form of credits, loans, deposits, securities and
other), credit risk arises as a consequence of non-recovery of principal, interest and other items, in the terms
-with respect to amount, period and other conditions- stipulated in the contracts.

For the correct management of credit risk, the Group has established a methodology, the main features of
which are described in the following paragraphs.

Analysis of Credit Risk

The Group has established a formal system of discretionary powers for the approval of risks, whereby the various
hierarchical levels in the organisation are assigned delegated powers for the authorisation of transactions
which vary depending on various factors, such as:

m Probability of default based on internal BIS Il models
= The amount of the transaction

m Type of transaction

= Purpose of the financing

= Maximum term of the transaction

m Parties to the transaction

m Risk ratings and policies that may have been assigned
= Business sector

m Profitability (the financial terms of the transaction)

For these purposes, the levels in the organisation with delegated powers for authorising transactions are as
follows:

» Branch Office

= Regional Management

= Territorial Management / Corporate Banking / Banks’ & Group Companies’ General Management
» Risk Acceptance / Risks with Financial Institutions and Market Risk / Retail Risks

= Risk Management

= Risk Committee

= Board of Directors or its Delegated Committee

The initiative for a new transaction always starts at a Branch Office: for decision, if it is within its powers, or for
reporting and submission to a higher level if it exceeds them. The same rule applies at the following levels, and
thus the largest transactions are evaluated all along the chain of risk analysis and authorisation. No other office
or area of the group, regardless of the hierarchical level of its Management, has the capacity to carry out, or
even propose, risk transactions outside of the indicated circuit. Exceptions to this principle are:

m |[nternational Financial Institutions and Risk Management (Financial Management) offices, through the units to

which they report, may propose, to Risk Management, the acceptance of Financial Institution risks, or public
and private sector fixed-income issues in the various forms of financial assets traded on capital markets.
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= Wholesale Banking may propose to Risk Management, through Risk Acceptance, the authorisation of risks
which, in view of the complexity of their structure and design, require such a procedure.

In the other business areas, a similar process applies: risk proposals originate in the relevant operating office,
which likewise has decision-making powers delegated to it. Above this level, the transaction is referred, along
with the pertinent preliminary reports, to Risk Management and, if it is outside the scope of its powers, is
passed on to the Risk Committee.

Transactions originated by the network of retail agents always enter the system through a branch office and
are subject to the controls described above.

Risks with related parties, such as transactions with significant shareholders, members of the Board, General
Managers or similar, or with companies related to these persons, and with Group companies, are expressly
excluded from the aforementioned delegated powers, and can only be authorised by the Board of Directors
or its Delegated Risk Committee, following a report from the Risk Committee. Exceptions are made when such
operations are formalised through standardised contracts or with generally-stipulated conditions or involve
very minor amounts, and in certain other cases established by the Regulations.

Structure of Credit Risk Limits

Banco Popular Group has designed a credit limit structure in order to control exposure to credit risk and to
achieve adequate diversification of its portfolio based on the following characteristics:

= Concentration of risk by borrower. Limits are defined for the maximum exposure to groups or individual
customers and limits for individual transactions, as well as the use of Group financing for a group or customer
with respect to risk as per CIRBE, the Risk Information Centre of Banco de Espafa. Potential exceptions to
these limits are managed directly by the Board of Directors or its Delegated Committee as the maximum
decision-taking body within the Banco Popular Group's assigments system.

= Concentration of risk by sector, where specific maximum exposure limits against real estate and construction
activities have been defined. Additionally, 24 sectors of activity have been analysed and evaluated, assigning
a degree of credit quality to each and defining thresholds in terms of the rating given.

= Concentration of risks by segment, factor for which thresholds have been defined in terms of a percentage
of maximum risk to be assumed with respect to the large company segment.

= Concentration of risk by product, an aspect in which the Group pays special attention to two types of
operations for which a restrictive policy will apply; lending against mortgages on land, and property
developments.

= Concentration of risk based on geographical location, the levels of risk assumed in the various Autonomous

Regions of Spain are analysed regularly and these levels are reported to Senior Management who, if they
deem it appropriate, will propose all pertinent corrective action.
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Guarantees

Guarantees are involved in the acceptance of risk as an element whose analysis is a determining factor, as they
serve to mitigate the risk assumed. However, they will never justify the granting of transactions by themselves
since the criteria for granting credit must be primarily based on capacity of the borrower to make repayment,
with additional guarantees being considered as a second and exceptional means of recovery when the first
has failed. In view of the substantial regulatory evolution regarding eligible guarantees and their proper
management within the Group, compliance with regulatory requirements is subject to particular monitoring,
for a dual purpose: on the one hand, to ensure mitigation of the risks assumed, and on the other, to save on the
computation of capital requirements by reducing exposure.

Refinancing/Restructuring transactions

Refinancing/restructuring operations are included in the Group’s on-going loan portfolio management and
are the result of continuous monitoring to anticipate portfolio destabilisation or debt collection difficulties
and prepare solutions in advance, and to effectively monitor and control the risks involved and act flexibly in
seeking solutions adapted to the particularities of each customer.

In compliance with their continuous supervision duties, the risk, business, restructuring and recovery areas are
responsible for identifying potential refinancing/restructuring operations.

When studying and analysing the advisability of refinancing/restructuring operations and when defining their
specific conditions, an individual analysis is performed for each of the operations in order to establish the
viability of that transaction by rigorously applying the general criteria and the specific criteria applicable to
the refinancing transactions established by the Group, taking into account any exceptional circumstances on
a case-by-case basis.

Differentiated criteria are applied based on whether the refinancing/restructuring of non-real estate risk
involves individuals or legal persons, or real-estate risk with legal persons (there are differences, in turn,
between refinancing land, real estate developments in progress or developments that have been completed).

The Group specifically monitors refinancing/restructuring operations to the extinction of the obligation,
analysing in detail the evolution of the operations and fulfilment of agreed terms. This special monitoring
procedure will only be discontinued if the conclusion is drawn, following a comprehensive review of the
borrower’s assets and finances, that the borrower is unlikely to have financial difficulties and will therefore be in
a position to make payments of principal and interest on all loans from the Bank, in due time and form. Principal
and interest payments must have been made, at least two years must have elapsed since the operation and the
loan principal must have decreased by at least 20%. Such situations will also be specifically addressed by the
Group’s Internal Audit.

Furthermore, the Group’s accounting policies take into account the circumstances under which a refinanced
asset should be considered to be impaired. In order to derecognise refinanced loans, the Group uses quantitative
and qualitative criteria to identify substantial changes. However, given the nature of the operations, habitual
practice is to maintain the essential conditions of the transactions and therefore the impact of any eliminations
from the balance sheet was not significant in 2014 or 2013.
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Credit risk measurement and analysis models

For the acceptance of risks and the rating of customers based on their credit profile, and as support for decision-
making, the Group has internal credit risk analysis and measurement (rating and scoring) models. For the retail
segment (individuals and micro-companies), credit scoring models adapted to each kind of product are used.
For the business segment, an internal rating is calculated based on the analysis of variables representative of
economic and financial position and business sector. The Group has replica models for the large companies
and financial institutions segments. Finally, Banco Popular analyses its project finance portfolio through the
qualitative analysis suggested by the Basel Committee, slightly adapted by type of financing and its situation.

As at 31 December 2014 Banco Popular continued to use advanced models for risk management within the
Basel framework for its portfolios of large companies, small and medium-sized companies, financial institutions
and retail mortgages. Also, as at that date, the Project Financemodel under "IRB - Slotting Method” was used.

Lastly, the Bank has developed its own complete model for the measurement of credit and concentration
risk in order to estimate the economic capital appropriate to its risk profile and to comply with the capital
self-assessment obligations detailed in Pillar Il of the Accord, which incorporates, and is supported by, the
calculations made to estimate the risk parameters included in the aforementioned models.

To increase permanent internal transparency, in line with the standards of Pillar Il of the New Capital Accord,
the Network has carried out numerous training activities focusing on the Basel philosophy and objectives in
order to adapt to its requirements and to the new concepts, tools and management models.

In addition, the Bank has an authorised lending policies manual approved by the Board of Directors containing:

= The Bank’s risk profile

m Credit risk operating standards

= Risk analysis, admission and monitoring policies

= System of discretionary powers and delegation procedure
m Credit rating models

m Definition of and exposure to other risks

Internal Validation

The Group has an Internal Validation unit in line with the guidelines established by the supervisor in “Validation
Document no. 2: Internal validation criteria of risk management advanced models.”

The opinion of the Internal Validation unit is a fundamental requirement for the approval of the internal risk
rating models, and for the monitoring thereof and any changes that are required in them after approval.

The main function of this unit is fundamental, to give well-founded and up-to-date opinion on whether the
models work as planned and whether the results obtained, (estimates of risk parameters and other information
generated by advanced management systems), are appropriate to the different uses to which they apply, both
internal and regulatory.

The scope of this unit focuses on the measurement of credit risk and it covers the essential elements of an
advanced risk management system, involving review of the following items:
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= Methodology: Review of the methodology used in the scoring/rating models. This refers to the suitability of
the statistical methodology, the assumptions and the techniques applied, which remain unchanged until the
design of the models is modified.

= Documentation: Review of the quality of the documentation that supports these models.

= Data Used: Review of the quality of the data and databases used when developing the models during the
rating assignment process and in estimating the risk parameters, as well as other databases used to calculate
the minimum capital requirement.

= Quantitative aspects: Review of the quantitative information provided regarding the validation and monitoring
of the models. A number of measures are developed that permit the periodic evaluation of the validity and
efficiency of the various parameters and models.

= Qualitative aspects: This area has a dual objective: the review of the information generated by the models
and their appropriate interpretation. Secondly, the validation of compliance with the minimum regulatory
qualitative requirements, which include the Use Test, the role of the credit risk control units, the aspects
relating to corporate governance and the adequacy of the internal controls.

= Technological Environment: Review of the integration into systems, the application environment and the
quality of the information provided by the systems.

Currently, the office is working on expanding its scope with a view to adapting to the new Single Supervisory
Mechanism; in particular, since the second half of 2013 and with the required periodicity, validation of the
management model for Pricing has been carried out. The strategic plan of the office includes:

= Validation of the Economic Capital model. A model which estimates the Economic Capital required to cover
the Group's possible losses at a solvency level set by the Bank. To estimate the Economic Capital in Banco
Popular Group, the risk portfolio of the Group Risk Units is segmented with business criteria and taking into
account the effect of risk diversification. The risks that the Group takes into account in its Economic Capital
calculation are:

m Credit Risk

m Market risk

= Operational Risk

m Structural Interest Rate Risk
= Business Risk

= Reporting on the effect that the development, recalibration or modification of internal credit risk models will
have on capital requirements after the Bank's existing mitigation technigues have been applied.

= Validation of PD and LGD Stress Models and their impact on expected losses.
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Risk Monitoring

The monitoring of approved transactions makes it possible to assess their quality at borrower level and establish
mechanisms for the special surveillance of their progress and to react to avoid situations of default. The Group
has a surveillance system in place based on “Technical Alerts” and “Informative alerts” which monitors trends
in rating levels. This makes it possible to anticipate problematic situations and apply preventive measures in
respect of current risks. The Technical Alerts are based fundamentally on an analysis of a group of variables
relating to transactions and to customers that allow possible anomalous behaviour deviations to be detected
and to provide alerts regarding situations such as:

= Negative information

m Financial statements

= Variation in rating levels

m Past due credit accounts

= Overruns

m Account overdrafts

= Non-payment of trade bills discounted
= Loan repayments not made at due date

The Informative Alerts are generated by any unit with competence in risks management and respond to the
need to review the creditworthiness of a name based on knowledge of a significant event.

Alerts are processed by the Risk Monitoring teams located at each of the territorial headquarters, among other
units, and the Risk Monitoring office is responsible for assigning ratings to customers, as the senior level of
decision, in addition to supervising the process.

The customer credit rating system evaluates the customer’s overall risk quality and proposes the policy to be
followed in relation to the risks assumed. Depending on the particular circumstances of each case analysed,
the information is introduced graphically into the borrower’s electronic case file by means of a teleprocessing
application which includes all the customer information and positions, for consideration in risk-related
decision-making. This report, in its preparation and definition, also takes into consideration default probability
parameters based on BIS II. This system of alerts is supplemented by an “analyst’s report”, also included in the
customer’s electronic case file, which, by means of a questionnaire regarding the evolution of the customer, of
the customer’s risks and incidents, assets position, guarantees, etc., summarises the policy to be followed and
identifies the measures required to ensure the satisfactory outcome of risks.

The Risk Monitoring Office carefully follows up the risks of certain clients and economic groups with high
volumes of assumed risk or those involved in certain incidents.

In coordination with the monitoring teams at Territorial Management and other Units, the Risk Monitoring office
also performs periodic monitoring of various risk portfolios which due to their nature require control over their
evolution, prepares sectoral reports, and has developed a number of computer applications which have made
it possible. Among other things, to monitor firms in receivership under Article 5-bis of the Spanish Law on
Bankruptcy by preparing a monthly status report and a monthly report on the monitoring of rated property
developments.
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Management of non-performing operations and recovery
of impaired assets

To manage items in default and to recover impaired assets, the Group has a General Retail Banking Department
to which the Restructuring and Default Office reports while supervising the Restructuring and NPL Offices in
each Territorial Management, as well as at the Documentation Preparation Office.

In addition, an external provider (EOS CARI) is responsible for the early recovery of items in accordance with
the Restructuring and Non-performing guidelines.

It should also be indicated that in mid-2013 the Specialised Business Unit (SBU) was created and started
restructuring, collection and recovery activities from customers relating to the real estate market: developers,
constructors and other customers linked to this sector. Since January 2014, Aliseda Sociedad de Gestién
Inmobiliaria, participates in the management of the recovery of non-performing customers who have mortgage
collateral, although the final decision rests with the Bank. Aliseda SGI manages, within authorised limits, the
sale of the properties sold. From January 2015 the SBU will manage only customers specific to the developers’
sector, the remainder becoming the responsibility of the Territorial Management teams.

In order to streamline and strengthen recoveries, new responsibilities for action at various levels of the
Organisation have been defined. The workforce of the recovery teams created in the Regional and Territorial
headquarters currently has 198 people dedicated to the management of difficult debts, besides the network.
These people only manage assets in difficulty corresponding to the scope of the Bank, since Aliseda has its
own template for managing its assets.

The non-performing loans area structure has been modified and specialised teams have been created to handle
the portfolios of different kinds of customers in order to recover delinquencies and defaults, with the targets
below:

= Managing and analysing the most appropriate exit from the risk in distress with respect to each customer and
transaction, facilitating litigation in those cases in which the transaction cannot be redirected.
= Managing and monitoring matters deemed to be non-performing, so that they may be definitively recovered.

For these purposes, in order to recover delinquencies the items have been classified based on the amount of
the risk concerned:

m [tems concerning less than €60,000 (customer risk)
m [tems concerning between €60,000 and €1 million (customer risk)
m [tems concerning more than €1 million (customer risk)

Also, since March 2011 the process of preparing documentation for litigation in cases in which it has not been
possible to restructure the transaction has been centralised.

In addition, the Group has invested heavily in strengthening the IT systems and applications that support
this area in order to systematise, centralise and rationalise by integrating and adapting the processes to the
changes made in the management and control of irregular debt, thereby achieving greater efficiency and
better results.
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|. Defaulting balance recovery management

With a focus on anticipation, risk management starts with the “special monitoring risk”, i.e. those that require
special treatment: Imminent maturity dates of performing loans and delinquencies of a certain amount, in order
to attain their stabilisation to prevent them from entering into difficulty.

The following areas are involved in the defaulting balance recovery process:
Central Unit

Responsible for affairs designated by the Area General Management.
Restructuring Teams at the Regional Headquarters

The recovery teams at regional headquarters directly manage matters between €60,000 and €1 million directly
with the customer, supported by the branch office with respect to all necessary matters, in order to normalise
and stabilise the situation.

These teams are also responsible for monitoring and controlling the management of customer risk issues
involving less than €60,000.

Restructuring Teams at the Territorial Management

The recovery teams under the Territorial Headguarters manage the cases of over €1,000,000. As with the
teams of Regional Management, each manager is responsible for matters assigned with the same objective of
regularising and stabilising them.

Past due Analysis and Claim Centre, in coordination with the network

The Past due Claim and Analysis Centre (EOS CARI) is an external provider that works under the guidelines
of the Bank’s Recovery Area. It is first responsible for handling defaults; it analyses the risks in an irregular
situation and establishes, based on individual analysis of the particular circumstances of each customer or
transaction, the most effective recovery strategies. It also coordinates with the Group branch offices in carrying
out the appropriate measures for their regularisation.

Based on the age of the debt and/or the characteristics of the asset, the recovery management is carried
out by Recovery Managers (EOS CARI Contact Centre) or by the SRT (Special Recovery Team) at the office
and employed by the Group. Both teams operate in a similar manner although the SRT is more personalised
and specialised and intervenes in the pre-delinquency stage and in the most difficult situations, managing a
portfolio of customers based on a proactive attitude intended to seek definitive solutions in a manner that is
coordinated with the network.

Also, EOS CARI through a specialised team of SRT is doing daily management of the controllers of what has
been named "Sheltered offices”. These are the branches posting the worst results every quarter (more than 15
new NPL cases per month, together totalling more than €50,000), and SRT's role is to support and collaborate
with the financial controllers to obtain a greater recovery of defaulted transactions.
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[I. Managing the recovery of non-performing loans

The process of recovering non-performing Loans is arranged in the following stages:
Preparation of documents

In order to facilitate taking legal action in cases in which it has proved impossible to restructure the operation,
the preparation of documents for litigation begins before the balance is classified as non-performing.

The Document Preparation office requests the documents from either the branches or the Documentation
Centre and is responsible for monitoring their dispatch; after receipt and analysis, it decides on the procedure
to follow and completes the necessary files.

Litigation

Once a balance is classed as non-performing, the protocol to be followed varies depending on the amount
outstanding:

m |f the debt is below €60,000 (except for mortgages), collections are managed by an external collections
company using the appropriate legal procedure based on legal support and solvency criteria.

m |f the debt is over €60,000 but less than €1,000,000, outside legal firms are responsible for the legal action
taken to recover the amount outstanding.

m |f the debt is over €1,000,000, in-house counsel are responsible for the legal action taken to recover the
amount outstanding. They are also responsible in all cases involving bankruptcy proceedings.

Aliseda manages its own assets in a similar way to that system, although it has autonomy for the allocation of

cases to Corporate Lawyers or internal management with its own lawyers regardless of the amount.
In cases of amounts less than €60,000, the collection process goes through two clearly differentiated stages:

= Amicable settlement (prior to dispute resolution): All the necessary actions are taken to recover the
outstanding amount by a set deadline (initially the time it takes to complete the documentation for filing
the claim with the courts). If the management of the issue has been assigned to a collaborating company,
the period over which the settlement is attempted in an amicable manner is agreed with those companies.

= Dispute resolution: If payment is not made by the deadline specified in the previous stage, the relevant
documentation is sent to collection firms for the filing of legal claims.

Recovery handling by the territorial headquarters’ Collection and Recovery Teams
Litigation does not interrupt negotiations with a customer. Once the balance has been classified as non-
performing, regardless of whether or not legal action has been instigated, the various territorial headquarters

collection and recovery teams continue to negotiate with the customer in search of the best possible solution,
which if reached would put an end to any legal action.
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[1l. Write-off recovery management

A doubtful asset or a write-off is considered if one or more of the following circumstances are met:

= The legal time limit since going into default has expired.
= When, regardless of the personal or real guarantees that exist, certain circumstances affecting the borrower
mean that the recovery of the assets is considered to be doubtful.

These assets are eliminated from the assets side of the balance sheet and entered in suspense accounts, to
which provisions that have already been created are applied. This classification does not mean that negotiations
and legal action by Banco Popular Group to achieve ultimate recovery have been interrupted.

V. Tools and systems applied

In order to adequately manage defaults, EOS CARI, Branch Offices, Regional Offices and Territorial Offices
have applications that allow them to manage contacts with customers involved with contracts that are in an
irregular situation. The Platforms are located on HOST and in department-level applications developed by CRM
such as “Gestor de Recuperacién” (Recovery Manager), which contain the following information:

= The details of accounts receivable that are past due and outstanding. Both current and historical information
is presented.

= A recovery file, to define the interaction with the various units involved in decisions.

= Management of recovery activity with the customer (decision tree).

= Monitoring of recovery activity.

In turn, the branches, regional and territorial offices share software for managing non-performing loans,
‘GESMOR’, which makes it possible to:

= Manage the steps taken with respect to a group of files at various levels of the organisation.

= Monitor the actions taken by the different players (branch, regional, territorial and central).

= Provide an overview of past due or items being managed, allowing drill-downs to information at the file and
contract level.

m Establish interactive communication between the various management units.

Likewise, to manage and monitor cases assigned to partner companies, the non-performing loans management
units have a tool called ‘SIGRE’ in Spanish (Comprehensive External Collection Management System), which
makes it possible to systematise, automate and control cases that have been outsourced, mainly in relation to:

= Automating information exchange processes with the collection companies.

= The dynamic assignment of portfolios in accordance with the business needs existing at any moment and
their monitoring.

= Availability at all times of real-time information regarding the status of the various portfolios and their
development.

= Control over settlements for the purposes of the invoicing of success commissions by collection companies.

= Centralise the management and monitoring of external collection procedures at all stages.
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For document preparation and monitoring of court proceedings the program "SIGREJU” in Spanish (Integrated
System Management for External Judicial Recovery) which, by its nature, allows:

= Automation of procedures for requesting documentation, solvency and analysis and the preparation of debt
certificates and claims to debtors.

= Allocation according to the parameters set for each of the files, for the contributor, law firm or internal legal
counsel to manage.

» Information at all times on the status of each non-performing contract regarding the evolution of documentary
preparation or prosecution.

m Tracking the legal proceedings of each of the filed claims to reclaim the debt.

The Group has an internal computer application, integrated in the teleprocessing system, which permits punctual
and precise monitoring of the evolution of all doubtful, defaulted and written-off risks.

Total exposure to credit risk

At December 2014 the Group’s total exposure to credit risk amounts to €153,580 million, which is 3.3% less than
last year. If the €6.43 billion exposure relating to lines of credit available to third parties (27.1% less than in 2013)
is added, the maximum exposure figure rises to €160.01 billion (1.6% higher than compared with the €157.53
billion in 2013).

As may be observed in Table 29, the Group’s credit risk is fundamentally due to its primary area of business,

which has a weight of 75.6% of the total. In turn, this activity mainly consists of customer loans, which represent
89.6% and the remaining 10.4% derives from contingent exposures.

Table 29: Overall exposure to credit risk (Amounts in thousands of euros)

31.12.2014 31.12.2013* CHANGE %

Commercial activity:
Loans and advances to customers 108,379,386 109,017,430 (0.6)
Contingent risks 12,554,148 14,749,016 14.9)
Total Commercial Activity 120,933,534 123,766,446 (2.3)
Market activity (including counterparty risk) 32,646,077 24,944,396 30.9
Total exposure 153,579,611 148,710,842 3.3
Drawable by third parties 6,430,379 8,816,509 2710
Maximum credit risk exposure 160,009,990 157,527,351 1.6

* 2013 Restated

In 2014, the global risk exposure was increased by 1.6%, mainly due to an increase in counterparty risk of the
activity of markets (+30.9%); that is offset by a reduction of lines available to third parties of 27.1% (because
of the recent sale of the cards business in the third quarter of 2014); together with a reduction of 14.9% in
Contingent Risks due to a lower balance in guarantees.

In 2014, the risk of market activity has increased from €24,944 million in December 2013 to €32,646 million
at the end of 2014. This increase was mainly due to the reduction of the balance of the investment portfolio
in December 2013 by the tactical management of the same.
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1. Commercial activity

In the Commercial Banking activity, as shown in Table 30, 94.6% of the risk exposure is concentrated in Spain,
with the remaining 5.4% outside Spain. Concerning the risk in Spain, 80.5% is related to businesses and
private individuals, and the remaining 14.1% related mainly to risk with general government and asset repos.

Table 30: Commercial banking credit risk exposure (Amounts in thousands of euros)

WEIGHT (%) 2014 | WEIGHT (%) 2013*

Spain 94.6 951
Businesses and individuals 80.5 82.7
Other risks* 14.1 12.4

Portugal 4.2 4.0

USA 12 0.9

Total Commercial Banking Risk 100.0 100.0

* Including REPO, risks with credit institutions and public administrations

* 2013 Restated

2. Market activity

The following table shows a breakdown by type of asset of the credit risk exposure due to market activity.
This risk mainly arises due to the counterparty risk involving the fixed-income portfolio, representing 97.7%
of the total.

Table 31: Market Activity (Amounts in thousands of euros)

Fixed income 31,898,938
Deposits 13,271
FX Cash 1,095
Derivatives 632,773
Total 32,646,077

3. Drawable by third parties

With regard to drawable by third parties (see Table 32), Spain again represented the main share with 87.9%.
Following the sale of the cards business, which occurred during 2014, the change in distribution in Spain
between "Companies and individuals” and "Credit cards and other” can be seen in the following table, the latter
having practically disappeared (from from 27.2% in 2013 to 1.2% in 2014).

Table 32: Drawable by third parties (in %)

WEIGHT (%) 2014 | WEIGHT (%) 2013*

Spain 879 94.6
Businesses and individuals 86.7 67.4
Credit cards and others 12 27.2

Portugal 9.5 4.2

USA 2.6 12

Total 100.0 100.0

* 2013 Restated
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COMMERCIAL ACTIVITY

Distribution of the commercial activity risk by segments in
Spain and Portugal

1. Commercial activity in Spain

As may be seen in Table 33, of the total risk in Spain 70.5% relates to business risk and the rest relates to

private individuals.

Table 33: Distribution of risk in Spain (Amounts in thousands of euros)

WEIGHT (%) 2014 BALANCE

Companies: 70.5% 61,716,082
Individuals: 29.5% 25,876,698

Bl Companies
Individuals

Risk with businesses

Related with the purpose of the loans granted, Figure 36 gives the breakdown of the Bank’s risk with
businesses in Spain. As may be observed, 67.3% of business loans are for purposes not related to construction
and real estate development, and 74.8% relates to SMEs and self-employed persons (the segment in which

the Group is the leader in the financial sector).

In 2014, there have been signs of improvement in the provision of credit, and the high commercial activity
enabled us to continue our improvement in market shares in both credit and business segments which at the

end of 2014 reached 7.43% and 11.95% in loans and businesses respectively (see trend in the charts below).

Figure 34: Development of credit market share (%) Figure 35: Development of companies market
share (%)

+54 bps
7.43% 11.95%
7.33% 1.57%
6.89% 10.26%
4Q12 4Q13 4Q14 4Q12 4Q13 4Q14

Source: Banco de Espafia and own preparations
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According to the stress tests conducted jointly by the EBA and the ECB, whose results were published
in October 2014, Popular has a 171% market share in the SMEs segment (see figure 4, Macroeconomic
Environment) and for the third consecutive year, have been the leader in providing financing through ICO
lines. In 2014, the Group had more than €31 billion in funding to SMEs, and won over 78,232 new SMEs and
independent business customers during the year, with new lending up by 18%.

Figure 36: Distribution of risk with businesses in Spain

B SMEs and self-employed persons
Large companies

M Property development and/or construction purposes
B Construction purposes not related to real estate development
Business purpose

Banco Popular maintains 43.31% of its company financing portfolio backed by some kind of guarantee,
mostly mortgage guarantees (82.2%). The following graph shows a comparison with 2013. There were no
significant changes.
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Figure 37: Distribution of businesses in Spain by product and type of guarantee (%)

12.0% 11.7%
Mortgages
44.7% AP M Other collateral
W Loans and credit facilities
Off-balance sheet risks
2014 2013

Table 34 shows information regarding credit in Spain for the purposes of property development and/
or construction and includes distressed assets and the relevant coverage. It is noteworthy that credit for
construction and property development has been reduced by more than €2 billion, going from €20,248 million
in December 2013 to €18,151 million at the end of 2014, and likewise there has been a reduction in doubtful
debts (€10,888 million in 2014 vs. 11,560 in 2013) and substandard (2,173 million in 2014 vs. 2,524 in 2013. This
exposure has a total specific coverage of €4.4 billion.

Table 34: Financing for property construction and development purposes and their coverages (Amounts in
thousands of euros)

SURPLUS
WITHOUT
COLLATERAL
GUARANTEE

GROSS

COVERAGE | COVERAGE (%)

AMOUNT

:r";:fiiitornes":’ég;‘:" :;?;%:Zif"fd“ 18,151,259 7,022,870 4,399,894 33.7
1.1. Of which: Doubtful 10,888,389 4,092,648 4,103,565 377
1.2. Of which: Substandard 2,172,667 883,901 296,329 13.6
Memorandum items:

Totalgeneral coverage (total business) [0}

Write-offs 1,914,844

SURPLUS
WITHOUT
COLLATERAL
GUARANTEE

GROSS

COVERAGE |COVERAGE (%)

AMOUNT

1. Credit recorded by Group credit 20,247,507 6,374,189 4,959,442 35.2%
institutions (Business in Spain)

1.1. Of which: Doubtful 1,560,056 3,804,343 4,571,078 39.5%
1.2. Of which: Substandard 2,524,441 797,560 388,364 15.4%
Memorandum items:

Total general coverage (total business) (0]

Write-offs 1,615,723

*2013 Restated
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In 2014, of the total credit for property development or construction purposes, €5.09 billion relates to
performing loans and €2.17 billion to loans classified as substandard which, despite this classification, are
currently performing. Doubtful credit totalled €10,888 million and has coverage totalling €4,104 million,
which is a coverage ratio of 37.7%.

Below, a breakdown by type of gross security risks granted to the real estate development and construction
sectors is shown (not taking into account guarantees).

Table 35: Breakdown of financing for property construction and development purposes and related coverage (Amounts in

millions of euros)

TOTAL COVERAGE

COVERAGE RATIO (%)
1. Unsecured 1,851 622 471
2. Secured 16,300 3,778 32.2
2.1. Completed buildings 7,840 1,248 24.4
2.11 Housing 4,090 678 24.6
2.1.2 Other 3,750 570 241
2.2. Buildings under construction 1,577 337 311
2.2.1 Housing 1122 233 32.9
2.2.2 Other 455 104 277
2.3. Land 2,803 658 29.3
2.3.1 Developed land 2,539 615 30.3
2.3.2 Other land 263 43 201
2.4. Other real guarantees 4,079 1,534 46.7
Total 18,151 4,400 33.7

Risk with private individuals

As regards risks with private individuals, Table 36 shows the breakdown of these risks by type of product. 89%
of the risk with private individuals is concentrated in loans with mortgage guarantees.

Table 37 presents information on financing provided to households for home purchase in Spain.

Mortgage lending to private individuals to finance home purchases amounted to €17,155 million and the non-
performing loans ratio was 5.07% at 31 December 2014.

As Table 38 shows, these are high-quality loans, since 86.7% of them have a loan-to-value (LTV) ratio of 80%
or less.

In line with the prudence that characterises the Group when it comes to extending credit, the average rate of

effort for individuals (the loan instalments as a percentage of net disposable income) in the private individuals’
active mortgage portfolio remained at 25.55% in December 2014.
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Table 36: Breakdown of risk of private individuals at Group banks in Spain (Amounts in millions of euros)

TOTAL RISK WEIGHT (%)
Mortgage loans 26,391 88.93
For home purchase 17,459 58.83
Non-mortgage loans 3,076 10.36
Consumer 694 2.33
Loans and credit facilities 2,082 7.02
Other 300 1.01
Off-balance sheet risks 210 0.71
Derivatives 1 0.00
Total risk 29,678 100.00

Table 37: Loans for home purchase (Amounts in thousands of euros)

GROSS OF WHICH:

AMOUNT DOUBTFUL
Home purchase loans 17,154,957 867,460
Without mortgage guarantee 43,233 6
With mortgage guarantee 17,M,724 867,454

Table 38: Breakdown of loans with mortgage guarantees to households for home purchase by percentage
of LTV (latest available appraisal) (Business in Spain) (Amounts in thousands of euros)

40% < LTV | 60% < LTV | 80% < LTV

LTV < 40%
Gross amount 3,585,576 | 5,462,862 | 5,790,441 1,568,607 704,238 17,111,724
Of which: doubtful 129,893 164,057 355,817 154,845 62,842 867,454
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2. Commercial activity in Portugal

The exposure to credit risk for Banco Popular Portugal at the end of 2014 reached €6,346 million, with
gross lending to customers being the biggest part with a contribution of 92.0% of the total, and the rest
corresponds to contingent risks.

After two consecutive years of deduction of loans to customers, in 2014 it reaches an increase of €265
million (+4.7%) thanks to the positive evolution of mortgage credit, term loans and overdrafts and lease
financing. This turnaround in the performance of credit is mainly due to commercial success, which makes it
further possible to improve market shares in Portugal (which reached 2.3% in loans and 4.2% in businesses
in October 2014).

Table 39: Risk exposure of Banco Popular Portugal (Amounts in thousands of euros)

BALANCES CHANGE WEIGHT (%)

Gross lending to customers 5,840,023 5,575,467 264,556 4.7% 92.0% 90.9%
Commercial paper m, 317 135,015 (23,698) (17.6%) 1.7% 2.2%
Mortgage loans 1,833,166 | 1,808,666 24,500 1.4% 28.9% 29.5%
Other term loans 2,808,380 | 2,675,376 133,004 5.0% 44.3% 43.6%
Finance leases 327,429 323,465 3,964 1.2% 5.2% 5.3%
Overdrafts and other 444,626 379,605 65,021 17.1% 7.0% 6.2%
Doubtful assets 313,924 252,145 61,779 24.5% 4.9% 41%
Other financial assets 1,181 1,195 4) (1.2%) 0.0% 0.0%

Contingent risks 506,109 555,668 (49,559) (8.9%) 8.0% 9.1%

Total gross risk 6,346,132 6,131,135 214,997 3.5% 100.0% 100.0%

Foreclosed assets

Table 40 shows a breakdown of the property portfolio in Spain, acquired or foreclosed. The book value of
these assets at 31 December 2014 was €8,217 million and they were covered by provisions of €5,283 million.

Table 40: Foreclosed assets held by Group institutions (Business in Spain) (Amounts in thousands of euros)

BOOK VALUE COVERAGE

1. Real estate assets from financing for construction and property 5,754,426 4,281,841
development
1.1 Completed buildings 2,462,746 1,024,982
1.1.1. Housing 1,739,717 755,482
1.1.2 Other 723,029 269,500
1.2 Buildings under construction 278,602 120,439
1.2.1. Housing 221,865 101,815
1.2.2 Other 56,737 18,624
1.3 Land 3,013,078 3,136,420
1.3.1. Developed land 1,365,110 1,128,369
1.3.2 Other land 1,647,968 2,008,051
2. Real estate assets from home purchase mortgage loans to 911,670 397,709
households
3. Rest of foreclosed property assets 1,551,175 603,188
Total 8,217,271 5,282,738
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Sale price

2.2%

higher than
net book value

To manage these assets, the Group has i) a real estate company, Aliseda ii) the Bank’s branch office network,
iii) commercial agreements with real estate networks and iv) a specialised business Department that since
January 2013 is responsible for managing these properties, which contributes to obtaining a high management
and sales capacity. Additionally, Popular created a new company with Varde Partners - Kennedy Wilson in
2013, specialists in the real estate market, for the management of the real estate business of Banco Popular,
thus benefiting from the extensive experience in managing such assets of their partners and so making the
most of managing this business.

The results of the efforts of the sale of properties continues to accelerate, and 4Q14 closed at €511 million,
an 80.7% increase on the same quarter last year. In total in 2014, 8,417 units were sold (+109% compared to
2013), reaching a book value of €1,503 million (double the figure of 2013). The first sale of two portfolios with

total value of €160 million to wholesale investors is noteworthy.

Additionally, one might note that sales are generally being made with sales prices over the net book value,
which benefits the current level of provisions that are generated.

Figure 38: Sale of property’

+80.7% x4
51 x2
1,503
391
D14
. 283

284 ug 774

131 [N 398

34 m
4Q13 Q14 2q14 3q14 4Q14 12M12 12M13 12M14

1. Excludes sales from the balance sheet of the developer.

In addition to the assets discussed under the previous heading, there is also a portfolio in Spain, as shown in
Table 41, consisting of rented assets (offices, hotels, shopping centres and commercial premises, industrial
premises and housing) with a book value of €877 million and provisions of €414 million, and other equity
instruments with a net carrying amount of €202 million and coverage of €467 million.

These equity instruments include the Group’s investments in Metrovacesa with a net carrying amount of
€202 million.

The coverage of the foreclosed assets and other equity instruments was 41.0% in December 2014.

Table 41: Other foreclosed assets: Investment Portfolio (Amounts in millions of euros)

OF WHICH:
BOOK VALUE COVERAGE
Equity instruments, investments and financing provided to non-
) . ) 202 467
consolidated companies holding these assets
Rented 877 414
Total 1,079 881
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Analysis of credit risk quality

For the analysis of credit risk, troubled assets are classified according to several criteria: i) assets in default due
to a failure to comply with the repayment schedule, ii) assets of doubtful collection due to the deficient financial
situation of the borrower, iii) assets in litigation due to the existence of disputes that make their recovery
uncertain and iv) other assets that present weaknesses that make it advisable, in accordance with prudent
criteria, to classify them although there are no objective reasons for classification. In the following section these
four components are grouped under the general name of non-performing or in difficulty borrowers. Those
risks that have not been recovered after a certain amount of time and for which nearly full provision has been
made, in accordance with regulations, are classified as bad debts and are eliminated from the balance sheet.
Regardless of whether they have been written off for accounting purposes, the Bank maintains its collection

rights against the debtor and continues to pursue repayment.

Substandard risk groups together all debt instruments and contingent risks that are monitored more regularly
based on certain circumstances, and as they are currently performing they do not comply with the criteria for
individually classifying them as doubtful or defaults. This category includes, among others, transactions with
customers that belongs to groups in difficulty (such as residents of a certain geographical area within Spain,
or those belonging to a specific economic sector when it is advisable to monitor them regularly due to their

situation).

To cover credit risk, the Bank has a specific provision for non-performing loans in accordance with a regulatory
established calendar and, in the case of the doubtful, disputed or substandard balances, based on a reasonable

estimate of their recoverability.

The downward trend in new NPLs has brought down the NPL ratio for the fourth consecutive quarter, reaching
13.78%, consolidating the reduction that has been occurring in recent months. The net change in non-performing
and doubtful assets remains negative for the fourth consecutive quarter at year-end, reflecting an improved

underlying trend for arrears in 2014.

As shown in Table 42 , net new NPLs fell by €8,796 million, from €9,104 million in December 2013 to €308
million at the end of 2014. This improvement is due both to a significant reduction in new NPLs (€7,074 million)
and an increase in recoveries, which reached €5,360 million (€1,722 million above the figure for 2013).

Table 42: Risk management. Evolution of non-performing loan balances (Amounts in thousands of euros)

T e

31.12.2014 | 31.12.2013*

Balance at 1 January 21,216,003 | 13,935,871 7,280,132 52.2
Increases 5,668,199 | 12,741,977 (7,073,778) (55.5)
Recoveries 5,360,229 3,638,061 1,722,168 47.3
Net change 307,970 9,103,916 (8,795,946) (96.6)
% Increase 1.5 65.3

Depreciation and Amortisation (1,351,941) | (1,823,784) 471,843 (25.9)
Closing balance 20,172,032 | 21,216,003 (1,043,971) (4.9)

* 2013 Restated
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At 31 December 2014 the balance of risks in distress or non-performing loans totalled €20,172 million, which
is a €1,044 million increase during the year (see Table 42). This development is the result, on one hand, of the
gross entry of non-performing borrower risks totalling €5,668 million and recoveries totalling €5.36 billion and,
on the other hand, write-offs totalling €1,352 million, of which provisions had already been made for €1,348
million (see Table 44 and 45).

As may be seen in the following graph, of the €20,172 million in non-performing loans to borrowers at the end
of 2014, €3,463 million relates to subjective doubtful loans (no objective causes to be classified as defaulted
and performing in 100% of cases) in anticipation that they will become delinquent.

The total risk reached €146,378 million (-0.7% vs. 2013, see Table 43) with a default rate of 13.78% at year-end

2014 compared to 14.39% in 2013. Additionally, it is noteworthy that 2.37% of the total corresponds to the
above doubtful cases.

Figure 39: Non-performing loans rate and balance compared to doubtful items (Amounts in millions of euros)

11.41%

Non-performing and doubtful Non-performing loans rate at
balances at December 2014 December 2013

B Non-performing M Doubtful debt

Table 43: Risk quality measurements (Amounts in thousands of euros)

31.12.2014 | 31.12.2013*
Total risks (in thousands of euros) 146,378,216 | 147,466,231 (1,088,015) (0.7)

Non performing ratio (Non-performing loans/Total
risks) (%)

* 2013 Restated

13.78 14.39 (0.61)

The following two tables show the development of the Group’s credit loss provisions. In Table 44 the various
components that affected the change in the credit loss provisions in 2014 may be observed, and Table 45
contains a breakdown by type of fund: specific, generic, and risk country.

MANAGEMENT REPORT



RISK MANAGEMENT

Table 44: Risk management. Performance of credit loss provisions (Amounts in thousands of euros)

31.12.2014 31.12.2013*

Balance at 1 January 8,525,999 9,128,749 (602,750) (6.6)
Annual provision - -
Gross 6,342,573 7,761,615 (1,419,042) 18.3)
Drawable (4,492,973) (6,281,448) 1,788,475 (28.5)
Net 1,849,600 1,480,167 369,433 25.0
Other changes (670,234) (261,743) (408,491 156.1
Doubtful balances written-off (1,347,502) (1,821,174) 473,672 (26.0)
Closing balance 8,357,863 8,525,999 (168,136) (2.0)
Provisions of which are substandard 732,671 925,757 (193,086) (20.9)

* 2013 Restated

Table 45: Risk management. Performance of credit loss provisions by type (Amounts in thousands of euros)

SPECIFIC GENERIC COTJTI?RY TOTAL
Opening balance 8,524,690 - 1,309 | 8,525,999
Net additions to provisions 1,849,857 - (257)| 1,849,600
Write-offs 1,347,502 - - 1,347,502
Other changes and transfers (670,199) - (35)| (670,234)
Balance at the end of the year 8,356,846 - (1,017) | 8,357,863

* 2013 Restated
Charges to the income statement due to the impairment in 2014 and 2013 of financial and non-financial
assets are summarised below:

Table 46: Risk management. Additions to provisions for asset impairment (Amounts in thousands of euros)

CHANGE
31.12.2014 | 31.12.2013* TOTAL
Financial assets 1,664,126 1,254,232 409,894 32.7
For credit risk and additions to provisions 1,646,126 1,220,675 425,451 34.9
Of which: recovery of write-offs 214,158 260,416 (46,258) 17.8)
For investments 18,000 33,557 (15,557) (46.4)
Non-financial assets & buildings 414,153 1,181,921 (767,768) (65.0)
Total 2,078,279 | 2,436,153 (357,874) 14.7)

* 2013 Restated
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MANAGEMENT REP

As can be seen from the table above, in 2014 there has been a reduction of 14.7% in the total amount of
impairment, mainly due to positive developments in the impairment of non-financial assets and property, which
are down by €768 million, from €1,182 million in 2013 to €414 million in 2014 (-65%).

In order to keep its risks covered and according to the Group’s manifest prudence, it has in place a set of

instruments to provide coverage of its non-performing loans. The first consists of the collateral received and

the second is the provisions created.

Table 47: Risk management. Coverage by type of non-performing loan (Amounts in thousands of euros)

Non-performing loans without mortgage or collateral guarantee 5,438,481
Non-performing loans with mortgage or collateral guarantee 14,733,551
Value of guarantees (including regulatory discounts) 1,764,412
Total non-performing loans 20,172,032
Loans fully written-off 516,143
Non-performing loans + Loans fully written-off 25,288,175
Total value of guarantees'' 11,716,812
Credit loss provisions 8,357,863
Credit loss provisions including written-off balances 13,474,006
Coverage of non-performing loans and written-off balances (%) 53.28
Coverage of non-performing loans without written-off balances (%) 41.43
Coverage with guarantees (%) 99.62

1. Not including value of guarantees of written-off balances
Figure 40 reflects an analysis of the coverage from guarantees and from provisions. As may be observed,

the coverage rate for doubtful and written-off loans, including guarantees (with the applicable regulatory
discounts) is 99.62%, which allows 2015 to be taken on with a very healthy balance sheet.

Figure 40: Analysis of coverage (Amounts in millions of euros)

25288 25,191
Provisions
Coverage: 13,474 53.28%
99.62%

Effective

collaterals incl.

Loans: fully Banco de

written-off

Espana haircut
11,717 (46.33%)

NPLs + Loans fully written-off Effective collateral + provisions
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Market activity

In the market activity, all counterparty and issuer risk arises from activities in the treasury, origination and
capital market areas. For analysis purposes, the types of products are classified in three groups depending on
the credit risk exposure measurement:

(i) issuer risk of principal, which affects fixed income held to maturity and repos;

(ii) Counterparty risk, comprising market value plus a factor that reflects the estimated potential future risk
based on the term and volatility of the underlying asset, affecting interbank deposits, repos and simultaneous
deposits and currency trading;

(iii) Counterparty derivatives risk (interest rates, equities, exchange rate and commodities), composed of the
market value plus a factor that reflects the estimated future potential risk based on the term and the
volatility of the underlying asset. In the case of exchange rate transactions, if not carried out through a
clearing house the delivery risk is included.

At the end of the year, this risk adds up to €32,646 million, with an overall increase of 30.6% compared to
the previous year, or €7,702 million. This is due to the increased risk in fixed income, €7,703 million, mainly in
government debt, with other activities maintaining levels.

As a result of the application of risk mitigation techniques through the framework agreements for offsetting
gains and losses and the exchange of guarantees, which is revised daily, a positive mitigation effect of €2,429
million was obtained. Without the mitigation benefit, the overall risk would be €35,075 million. Out of the total
without the mitigation effect, 90.98% relates to fixed income financial assets, 8.72% to interest rate, exchange
rate and equity derivatives and 0.3% to repos, simultaneous transactions and interbank deposits. As regards

geographical distribution, 98.78% of the risks are concentrated in the euro zone, 0.98% in non-euro Europe and
0.24% in the Dollar-Yen zone.
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CROSS-BORDER RISK

Cross-border risk, also referred to as country risk, is an additional component of credit risk. It originates
from the difficulty for borrowers in certain foreign countries to satisfy their debt payment obligations. The
default may be attributable to the financial position of the actual debtor (in which case the treatment is as for
credit risk) or it may arise because the debtor, despite being able to repay their loans in the local currency, is
unable to transfer funds abroad in view of economic difficulties in their country of residence. Applicable rules
require that these risks should be provided for based on the estimated impairment.

The principles for managing cross-border risk continued to reflect a policy of maximum prudence, with
cross-border risk being assumed very selectively in transactions that were clearly profitable for the Group,

and strengthened global relations with its customers.

At year-end, the Group’s overall country risk amounted to €43.8 million, 20.2% lower than at the end of
2013 (€£54.9 million). These figures are not significant in relation to the Group’s total risks, of which they
represented 0.03% in 2014 and 0.04% in 2013.

The provision made for country risk amounts to €1 million, 20.2% less than last year, so the balance of the
provision established represents a coverage of country risk of 2.32% compared to 2.38% last year. Table 48
shows the evolution of country risk in the last two years, broken down by countries according to their degree
of difficulty, the relevant provisions and their comparison with the total risks. Table 49 shows the distribution
of this risk by balance sheet items: credit institutions, lending and contingent liabilities with their coverage.

Table 48: Country risk and provisions recorded (Amounts in thousands of euros)

BAI;EASNC- COVERAGE BALANCES COVERAGE
Country
No appreciable risk 42,121 - 52,912
Substandard risk 754 86 710 e
Doubtful risk 949 931 1,283 1,193
Total 43,824 1,017 54,905 1,309
Coverage (%) 2.32 2.38
Memorandum item:
Total risks 146,378,216 147,466,231
Country risk/Total risks (%) 0.03 0.04

Table 49: Country risk and provisions recorded (Amounts in thousands of euros)

BALANC-

COVERAGE (%)

ES ‘ COVERAGE BALANCES COVERAGE 2014 ‘ 2013
Credit institutions - - - - - -
Customer credits 33,677 912 26,808 1,146 2.71 4.27
Contingent liabilities 10,147 105 28,098 163 1.03 0.58
Total 43,825 1,017 54,906 1,309 2.32 2.38
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STRUCTURAL BALANCE SHEET RISK

This risk category covers risks deriving from possible adverse changes in interest rates corresponding to assets
and liabilities, in the exchange rates for currencies in which asset and liability groups or on- or off-balance sheet
items are denominated, and in the market prices of negotiable financial instruments.

Also included in this concept is the business risk as well as the exchange rate risk.

Interest rate risk

In relation to the control of the interest rate risk, an analysis is made of the sensitivity of the financial margin
to changes in interest rates, monitoring the maturities and repricing gap in the consolidated balance sheet,
analysed by sensitivity and non-sensitivity to interest rates.

For sensitive assets and liabilities that mature or change the interest rate in a given period, only the first
contract revision has to be taken into account. For balance sheet items with no maturity but with interest rate
revision, albeit not on a fixed date, the frequency of review is based on historical performance.

The impact of an adverse movement in rates is also evaluated with respect to economic value. The Group
regularly measures changes in value, as well as its sensitivity to changes in interest rates. This is done by
considering all of the positions sensitive to interest rates, including both the implicit and explicit interest rate
derivatives, and excluding the positions that form part of the held-for-trading portfolio, the risk of which is

measured separately.

The economic value is calculated as the sum of the fair value of the net assets and liabilities sensitive to the
interest rate and the net book value of assets and liabilities that are not sensitive to interest rates. The fair value
of the items sensitive to interest rates is obtained as the present value based on the interest rate curve in the
interbank market at the date of reference, for future flows of principal and interest relating to all items sensitive
to interest rates. The sensitive positions that form part of the trading portfolio are also taken into consideration.

Interest rate risk management is instrumented mainly through derivatives. The policy is to arrange the most
perfect possible hedges, and this is why the preference is to arrange individual hedges. Consequently, most
of the hedge volume is concentrated on financing transactions in the wholesale market. An exceptional case
consists of the liability and derivative positions for rates sold to customers in the commercial network which,
due to their amount, are covered when a suitable volume has been accumulated. The interest rate risk relating
to the fixed-income portfolio is also hedged with financial swaps.

At the year end, the effect of a 200 basis point increase in the euro interest rates, with respect to the current
implicit rates, has a positive impact of 2.54% on the economic value. Additionally, a drop in interest rates of the
same magnitude also promotes economic value due to the low level found in the rate curve, which is limited
to 0%. The impact of rate shifts on currencies other than the euro is considered to be immaterial in view of the
Group’s negligible position at the year end.

As may be observed, the sensitivity of the economic value to very stressed variations in interest rates is well
below the maximum thresholds permitted by current legislation.

At 31 December 2014, interest-rate sensitive assets totalled €122,693 million, compared with €120,152 million of
similarly sensitive liabilities, with an aggregate positive gap of €2,541 million. For a good part of 2015 maturities
of sensitive assets exceed those of sensitive liabilities, which means that falling interest rates would have a
positive impact in the short term.
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Table 50: Maturity and repricing gap in the consolidated balance sheet at 31 December 2014 (Amounts in millions of euros)

NOT SEN- | TOTAL 6 MONTHS
IDENTITY SITIVE | SENSITIVE | TMONTH | 2 MONTHS | 3 MONTHS 701 YEAR

Loans and 107,828 16,191 91,637| 19,773 6,836 13,413 19,883 23,401 8,331

receivables

Loans and advances 5,050 1,248 3,802 3,447 - 314 1 1 39

to credit institutions

Loans and advances | ;4 5g3 12,748 87,835| 16,326 6,836 13,099 19,882 23,400 8,292

to customers

Other assets

and valuation 2,195 2,195 - - - - - - -

adjustments

Securities market 32,227 2,425 29,802 659 504 139 747 1,070 26,683

Other assets 21,401 20,147 1,254 353 78 129 165 137 392

TOTAL ASSETS 161,456 38,763 122,693 | 20,785 7,418 13,681 20,795 24,608 35,406

Financial liabilities |, 559 26,032 16,96 | 34,972 6,823 9,266 16,575 21,498 27,062

at amortised cost

Deposits from credit | 5750 619 27088| 10,007 1,991 953 1,238 1,859 1,040

institutions

Customer deposits 96,036 24,167 71,869 | 24,007 4,510 5,536 14,674 17,040 6,102

Marketable debt 15,962 148 15,814 958 322 2,542 663 2,599 8730

securities

Subordinated and 1,425 - 1,425 - - 235 - - 1190

preference liabilities

Valuation

adjustments (+/-) 1,098 1,098 - - - - - - -

(Debt securities)

Other liabilities 6,558 2,602 3,956 3,166 271 - 493 26 -

Equity 12,670 12,670

TOTAL LIABILITIES | 161,456 41,304 120,152 | 38,138 7,094 9,266 17,068 21,524 27,062

Off-balance sheet 1,817 61 1,221 4,014 719 (7,832)

transactions

Gap (2,541) 2,541| (15,536) 385 5,636 7,741 3,803 512

Accumulated gap (15,536) (15,151) (9,515) 1,774) 2,029 2,541

At the end of 2014 the strategic investment portfolio totalled a nominal amount of €24,637 million. As may
be observed in the table, the portfolio is distributed between investments available-for-sale, 93% and loans,
7%. Compared with the preceding year, the total volume of the Strategic Investment Portfolio has risen by
74.6%. The average maturity in the portfolio is 5.11 years and this is an increase with respect to preceding
months (4.976 in June, 5.302 and August and 5.498 in November), due to the fact that most sales have been
concentrated in bonds with a residual life greater than 6 years.

The total duration of the strategic investment portfolio at 31.12.2014 is 1.20 years, keeping it in line compared
with the 117 years recorded last year.

Table 51: Investment Portfolio (Amounts in millions of euros)

NOMINAL | RELATIVE WEIGHT

Portfolio available for sale 22,970 93%
Loan and receivable portfolio 1,667 7%
Total investment portfolio 24,637 100%
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In order to perform the asset allocation of the portfolio, high credit quality criteria have been applied together
with attractive future margins, downward trending credit differentials and items with capacity to be self-
financed. The distribution by-product of the investment portfolios is presented in the following graphs:

Figure 41: Composition of the available-for-sale portfolio Figure 42: Composition of the loans and receivables portfolio

1.30% 1.47% 7.24%
1.80%

3.16%

66.30%
B Autonomous communities B Autonomous communities
B Mortgage covered bonds B Mortgage covered bonds
M Secured debt B Secured debt
W Corporate debt W Corporate debt
Financial debt Financial debt
Governments Securitisations

O Public agencies

In 2014, the Investment Portfolio generated a positive result of €1,058 million, 19.7% higher than in 2013. Net
interest income contributed €342 million and net gains on financial transactions were €716 million, 66.5%
higher than the previous year. The increase in net trading income is due to favourable market conditions

relative to the fiscal year 2013.

Business risk

Also included under this heading is business risk, defined as the possibility that the gross margin may prove
insufficient to cover fixed costs owing to changes in volumes of balance sheet items and fee revenues, generated
in turn by changes in economic conditions. In this sense, reference is made to the possibility that the Group will
not reach profitability targets, which can ultimately affect the capital ratios.

Business risk is influenced by numerous factors, including volume of income/costs, interest rates, competition,

the economic environment and regulatory provisions, among other factors.

The Group maintains a leadership position in revenue and profitability, which is given by the particular business

model. This business model allows:
i. To keep proven recurring revenues, with less dependence on extraordinary income in the operating profit

than its peers. This is achieved thanks to the Bank’s main activity being commercial banking, establishing
long-term relationships with customers, which provide a base of very stable results.
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ii. To get a leading profitability in the sector, with margins on assets consistently above its competitors. This is
possible because the Group is the Spanish bank specialist for SMEs. The increased presence in this segment
allows the Bank to operate high margins while maintaining industry diversification in the markets in which
it operates.

iii. To operate with a leading efficiency in Europe, giving the Bank a superior resistance to periods of crisis with
reduced revenue.

The Group continually monitors its position relative to its peers in key business ratios, sending a monthly
summary report to the Management Committee.

Exchange rate risk

The exchange rate risk of the business in Spain and Portugal is practically non-existent as a result of the
criterion applied in this respect: treasury and financial asset positions in currencies other than the euro are
confined to the placement of surplus cash arising from the commercial banking activities in the same currency
and at similar terms.

The investment in Totalbank, a resident of the United States, represents an open dollar position on the net
assets and goodwill. This risk is monitored and at times, depending on the expected evolution of the currency,
it is partially hedged.

MARKET RISK

This item includes the risks resulting from possible adverse changes in the market prices of traded financial
instruments managed by the Group’s Treasury as a result of changes in interest rates, credit spreads, exchange
rates, share prices and stock market indexes for commodities and the volatility affecting these items.

Also included is the liquidity risk linked to these positions. This is understood to refer to the impossibility of
unwinding positions in the market within a short period of time. For this purpose, positions are valued over a
time scale equal to the estimated time it will take to close the risk.

Treasury activity risk

The Treasury Risk Management area, for the purpose of controlling the market risk in this business area’s
activity, undertakes daily monitoring of operations contracted, calculation of the result implied by the impact of
market trends on positions, quantification of market risk assumed, calculation of regulatory capital consumed
and monitoring of compliance with limits.

The activity of the Treasury area in financial markets is exposed to market risk resulting from unfavourable
trends in the following risk factors: euro and foreign currency interest rates, exchange rates, share prices, credit
spreads, volatility and correlation. The indicator used to measure market risk is Value at risk (VaR), which is
defined as a potential maximum loss estimated based on historical data regarding variations in the risk factors
and calculated with a confidence level for a specific time horizon. In measuring the Group's overall risk VaR
methodology by historical simulation is used, calculated with a confidence level of 99%, taking into account
historical variations over a period of 250 days with more weight being placed on most recent observations
[decay factor: 0.94], and using a term of 1 day to measure possible losses, since all open positions are liquid.

To complete the VaR figures for historical simulation, complimentary limits are calculated in terms of position

and sensitivity, as well as Treasury Stop Loss limits. In addition, the Trading Book is subjected to sharp changes
in market variables (Stress Testing).
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Market risk management is based on the analysis of the sensitivity of trading positions to movements in risk
factors. These sensitivities provide information regarding the impact of an increase in each risk factor on mark-
to-market positions for the Bank. It should be pointed out that the operational risk of structured or exotic
products is very low because active management is carried out to cover the risk: in the case of smaller branch
office network transactions the positions are closed on reaching the minimum amount that can be hedged
efficiently, and in the case of significantly large tailored transactions hedging is immediate, on a transaction by

transaction basis. This means that, in these cases, market risk would be non-existent.

In 2014, the average VaR of the Treasury trading activity was €0.213 million. As shown in the attached graph,
the biggest upturns occur in the months of May, August and October. The increase in VaR during the month
of August is a result of a greater position taken on Government Debt Securities on the Asset Trading Book
activity. In October the rise is a result of the sharp decline affecting the markets during the 15th of that month.

The Treasury trading book activity risk figure approaches the annual average in the last month of the year, as
the open positions in several portfolios are reduced, thereby reducing sensitivity to market movements.

Figure 43: Evolution of business activity risk in 2014 (Amounts in thousands of euros)
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Table 52 includes a calculation of the average VaR attributable to the various Treasury trading activities:
Money Market and Asset Trading Book, which includes interest rate risk and exchange rate risk; Equities,
which includes share price risk and volatility risk; Structured Derivatives, which includes interest rate risk and
volatility risk, and Investments, which includes share price risk and volatility risk. It may be observed that the
risk is concentrated mainly on interest rate risk produced by the Asset Trading Book.

Table 52: Average VaR 2014 (data in thousands of euros)

MONEY ASSET EQUITY STRUCTURED FINANCIAL AGGREGATE

MARKET TRADING INSTRUMENTS | DERIVATIVES | INVESTMENTS VAR
Average VaR 2014 62.77 12116 90.73 15.41 8213 21317

The aggregate risk presents substantial earnings for diversification of 34.09% on average, as a result of the
correlation between the prices of equities and the yield curves, as well as the proper management of specific
portfolios.

In the chart below you can see the trend during 2014, earnings per diversification:

Figure 44: Increased profit by portfolio diversification in Treasury Office Trading
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As seen, this benefit was at its maximum in November and its minimum in August. The low benefit in August
is mainly due to the closing of positions with underlying interest rates.

To verify the adequacy of the risk estimates and the consistency of the VaR model, daily results are compared
against the loss estimated by the VaR, which is called Backtesting. Following the recommendations of the
regulator and of the Basel Supervisory Committee, two exercises are performed to validate the risk estimation
model:

= Clean Backtesting: relates to the daily results from outstanding transactions at the close of the previous
session with the one-day estimated VaR, calculated using the outstanding positions at the end of the
preceding session. This exercise is the most suitable for the self-evaluation of the methodology used to
measure market risk.
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= Complementary or dirty backtesting: evaluates the result obtained during the day (including any intraday
trades) with the VaR amount over a horizon of one day calculated on the transactions alive at the close
of the previous session. This makes it possible to evaluate the importance of the intraday trading in the
generation of outcomes and in the estimation of the total portfolio risk.

The findings in excess of VaR are tabulated by nature, identifying those which might potentially indicate
a deficiency in the model. The results of both backtesting models are compared and reconciled on a daily
basis.

The results of the clean backtesting analysis, also known as theoretical, are shown in the following figure.
Thus, there have been, at the aggregate level Treasury Trading, three real excesses by actual daily variation
factors higher than the risk covered by the model. Under the evaluation procedure proposed by the Basel
Supervision Committee, the Group’s model would be in the green zone, indicating adequate accuracy. The
number of excesses that occur in a time frame of one year is used for calculations of capital consumption,
so a good calibration of the VaR model is important, so that it neither understates nor overstates the risks.

Figure 45: Banco Popular Group's Clean Backtesting (Amounts in thousands of euros)

700

500

300

100

—_—

-100

-300

-500

-700

In addition to calculating VaR and contrasting backtesting analysis, the following stress tests are performed
on the value of the Treasury positions in order to estimate the possible losses of the portfolio in extraordinary
situations of crisis:

= Analysis of theoretical scenarios (systematic stress) calculates the change in value of the portfolio in response
to certain extreme changes in the principal risk factors. According to the composition of the Bank’s portfolio,
the principal risk factors are interest rate risk and equity price risk, since they account for more than 97%
of the total VaR. To include the possible combinations of the various movements in risk factors, nine joint
scenarios are analysed on a monthly basis and the three scenarios that are the most harmful in the analysis
are reported daily.

To exemplify the above remarks, in the case of maximum risk figure produced in the month of October
(€550,810), the contribution by risk factor was:

Table 53: Contribution of risk factors to the VaR figure

Volatility (Equity, Swap, Cap) 0.83%
Equity instrument Prices 63.38%
Interest Rate 35.77%
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LIQUIDITY RISK

The liquidity risk reflects the possibility of a credit institution encountering difficulties in disposing of liquid
resources, or in accessing liquid resources, in a sufficient amount and at adequate cost, in such a way that it
is able to meet its payment obligations at all times. From the start of the global financial crisis in 2007, Banco
Popular considered it essential to reduce its dependence on capital markets (short-term and long-term) as well
as the extension of financing terms. In this connection, the priority financing strategy for the Group has been to
obtain retail liabilities through products that meet the needs of its customers while, at the same time, providing
stability to its balance sheet. This strategy is based on the capacity to access private individual and company
customers through the Group’s broad commercial network.

At 31 December 2014 the commercial gap was €11,092 million, attaining a loan to deposit ratio of 113.4%. Since 31

December 2011 a significant improvement in the funding gap has been observed, in the amount of €12,194 million,
with the loans to deposits ratio being maintained in the region of 110% in recent years, as shown in Figure 46.

Figure 46: Ratio of Loan to Deposits (%)
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From the point of view of financing the commercial gap, in 2014 the Group retail funding has dropped €2,333
million to €82,905 million, reaching 58.6% of all funding of the Group, excluding equity, with the following
composition: (i) 51.3% of on-demand deposits, term deposits and commercial paper, (ii) 6.2% ICO and EIB
mediation credit, (iii) 0.6% other securities distributed through the commercial network, and (iii) 0.5%
collection accounts and valuation adjustments. However, retail financing is showing great stability in this part
of the business cycle in which demand deposits and term deposits have increased since 31 December 2012 by
€4,829 million, demonstrating the loyalty of our customers .

On the other hand, wholesale financing, representing 12.8% of the Group's financing, increased by €91 million.
Retail financing is diversified among a broad variety of instruments, notably mortgage covered bonds, which
represent 57% of this heading and whose collateral may be reused. In 2014 Banco Popular has taken advantage
of the issue opportunities that existed in the wholesale markets by placing €2,185 million during the year, €600
million in senior debt and €1,585 million in mortgage covered bonds. Wholesale markets remain open showing
a growing demand and an increase in the number and types of investors with an appetite for Spanish paper.
These circumstances have allowed Banco Popular to carry out the first issue of senior debt of a Spanish private
bank in 2015, amounting to €500 million, with a term of five years.
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Financing from clearing houses and other market repos make up 21.5% of total financing at €30.51 billion
during the year. Since 2010, the Bank has been a member of the three main European counterparty clearing
houses, LCH London, Paris and Eurex Repo, together with other international banks. This operation is part of
the Group's strategy to diversify funding sources and reduce costs, increasing liquidity sources guaranteed
by liquid assets other than the ECB. The counterparty clearing houses act as guarantors for the transactions
carried out between financial entities, allowing risks to be minimised. The maturity of these translations

means that available collateral can be reused.

Finally, financing from the European Central Bank stood at €9,992 million, which represents 71% of the
Group's total financing. This amount is related to the measures approved by the European Central Bank in
order to support financing of the real economy through the private sector.

In this sense, Banco Popular has been part of, in September and December, the first two "targeted longer-
term refinancing operations” (TLTRO) convened by the European Central Bank for a total of €5,696 million.
These auctions have allowed financing to be secured for four years at a competitive cost - the ECB reference

rate plus 0.10%.

During 2015 the Bank will have the opportunity to attend quarterly dynamic auctions of the European Central
Bank to the extent that the growth of the credit portfolio, calculated for TLTRO purposes, allows it.

The funding structure and its evolution can be seen in Table 54 and graphically in Figure 47.

Figure 47: Structure of borrowed funds
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Table 54: Evolution of financing sources for Banco Popular Group (Amounts in millions of euros)

DEC. 2014 | DEC. 2013 | VAR (%) | DEC. 2014 | DEC. 2013

Retail funds 82,905 85,237 (2.74) 58.57% 65.58% (2,332)
Demand deposits 27,476 24178 13.64 19.41% 18.60% 3,298
Term deposits 44,839 50,377 (10.99) 31.68% 38.76% (5,538)
Tax colIIectio.n accounts and 722 531 3597 0.51% 0.41% 191
valuation adjustments
Retail commercial paper 312 653 (52.22) 0.22% 0.50% (341
Mediation loans! 8,745 7,799 1213 6.18% 6.00% 946
zgftf;'st'sa“on sold to third 343 534 (35.77) 0.24% 0.41% (191
Marketable securities
distributed through the 468 1,165 (59.83) 0.33% 0.90% (697)
commercial network?

Wholesale financing 18,138 18,047 0.50 12.81% 13.88% 91
Interbank deposits and 4,681 3,261 43.54 3.31% 2.51% 1,420
commercial paper
Senior debt 2,188 1,778 23.06 1.54% 1.37% 410
Mortgage covered bonds 10,316 1,845 (12.91) 7.29% 9.11% (1,529)
Convertible notes, Preferred
Shares and Subordinated 953 1163 (18.06) 0.67% 0.89% (210)
debt

Clearing houses and other 30,510 23,293 30.98 21.56% 17.92% 7,217

market repos

European Central Bank 9,992 3,401 193.79 7.06% 2.62% 6,591

TOTAL 141,545 129,978 8.90| 100.00%| 100.00% 11,567

1. ICO and EIB funding directly received for loans to companies.

2. Includes convertible notes, preferred shares, and subordinated debt distributed through the commercial network.

Measurement and oversight of liquidity risk

The Group’s liquidity risk is centrally controlled by means of formal procedures which are used to analyse
and monitor the Group’s liquidity; these include contingency plans to cope with possible variations in its
liguidity arising either as a result of internal factors or due to market trends. For this purpose, periodic liquidity
sensitivity analysis are made in a variety of asset and liability cancellation scenarios, in periods which range
from one day up to one year, in the short term, from one year to five years, in the medium term and long term,

and over five years in the very long term.

Liquidity risk analysis is based on a breakdown of the consolidated balance sheet, considering the residual
maturity terms of assets and liabilities. These maturities are compared to arrive at the positive or negative
liguidity gap in each time interval. For securities issues, and for reasons of prudence, the shortest cancellation

period is considered in all cases.

The balance sheet in question is used to simulate situations arising in different scenarios in terms of market
liguidity, combined with assumptions with respect to changes in application and equity aggregates and with
the use of available liquidity lines. It is possible in this way to estimate the sensitivity of the balance sheet to
changes in these variables. Simulations take into account two risks: systemic risk, which would affect the entire
financial system and specific risk, affecting only Banco Popular. The assumptions on which these are based
differ, as do the impacts on the balance sheet and on the liquidity position.

The measures to be adopted, which are defined in the contingency plan, take into consideration the particular
natures of each of these types of crisis. These simulations allow a quantification of a minimum amount of
available eligible assets as a second line of liquidity that ensures that the simulated scenarios can be comfortably

surpassed.
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In addition, the Group updates and analyses its liquidity position using the assumptions and criteria applied
by regulators.

At 31 December 2014, flows from assets with fixed maturities amount to €139,866 million, as compared with
€115,122 million in liabilities having the same nature, representing a positive gap of €24,744 million. However,
during the first 36 months, the flows of maturing liabilities are faster than the assets, generating a negative gap
that would reach €43,450 million. This is explained basically by the maturities of assets sold under short-term
repos to financial entities, which finance a part of the assets held for trading that mature later. Bearing in mind
the high credit quality of the assets sold under repos, mostly government debt securities, the repos are highly
likely to be renewed at maturity. If this is not the case, this collateral could be used at any time in financial
transactions in the Eurosystem.

To cover this trend, the Group has liquid assets available at 31 December 2014 with which it could obtain
financing of €12,376 million. Likewise Table 55 includes the balance of the available liquid assets at any given
moment, taking into consideration that the maturities of repos reduce their balance and acquisitions increase
it. As may be observed, Banco Popular has sufficient liquid assets available at all times to cover the negative
liquidity gap.

Available assets are eligible for both European Central Bank discounting operations and as collateral in
operations with financial entities and customers. Therefore, if faced by a liquidity contingency, the Banco

Popular Group could obtain funds without suffering any losses in a time-frame not exceeding one week.

Table 55: Liquidity gap (Amounts in millions of euros)

UPTO 3 BETWEEN | BETWEEN | BETWEEN TOTAL

IDENTITY 36 AND 60 NO MATURITY
MONTHS MONTHS MATURITIES

Loans and advances to | g 545 4,721 24,695 12,275 46,254 97,490 12,525 10,015
customers

t"e‘;r;iy market and 8,525 120 258 54 3,038 11,995 1883| 13,878
Debt securities 762 839 6,043 12,545 10,192 30,381 2332| 32713
Other assets 21,956 21,956
TOTAL ASSETS 18,832 5,680 30,996 24,874 59,484 139,866 38,696 178,562
Customer deposits 14,388 9,368 20,881 48 2 44,687 27433| 72120
Repos, ICO, Treasury 34,833 2,370 5,023 7,258 1,854 51,338 614| 51,952
and other

Negotiable securities

and subordinated 2,058 249 9788 3,773 3,229 19,097 152 19,249
liabilities

Other liabilities 7,298 7,298
Equity 12,670| 12,670
TOTAL LIABILITIES 51,279 11,987 35,692 11,079 5,085 115,122 48,67 | 163,289
GAP (32,447)| (6,307)|  (4,696) 13,795 54,399 24,744 9,471)| 15,273
ACCUMULATED GAP | (32,447)| (38,754)| (43,450)|  (29,655) 24,744 15,273 -
Derivatives 74) 73) (575) (1,409) a1,814)

Available liquid assets | 41,410 43,386 50,370 59,303 60,537

22":“9" accumulated | g g9 4,559 6,345 28,239 83,467
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To evaluate the adequacy of the available effective liquid assets, Banco Popular carries out stress tests that
assume the non-renewal of all the maturities of wholesale financing sources. As may be observed in table 56,
current liquid assets easily cover all maturities in 2015. This surplus liquidity allows the Group to continue to
apply its traditional retail banking model based on the granting of loans and obtaining customer deposits. This
stress exercise is performed without including repos with financial institutions since, as discussed earlier, they
are repos made with assets of a high credit quality and therefore their renewal on maturity is highly likely.

Table 56: Extreme scenario of the non-renewal of due and payable liabilities

POPULAR
MATURITIES
Interbank deposits (net) 1,917 m 47 555 2,630
Institutional commercial paper and ECP 362 25 22 124 533
Senior debt - - 800 50 850
Covered mortgage & territorial bonds 1180 1,700 - - 2,880
Wholesale subordinated debt - - - 57 57

Wholesale preferred shares - - - - -

TOTAL MATURITIES 3,459 1,836 869 786 6,950

SOURCES OF LIQUIDITY

Available liquid assets 12,376 - - - 12,376
Variation in liquid assets 3,397 2,265 - - 5,662
TOTAL SOURCES OF LIQUIDITY 15,773 2,265 = = 18,038
Liquidity surplus 12,314 12,743 11,874 11,088

i ;Q\.u..-..;u--.n-l
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REGULATORY RISK

Since the onset of the financial crisis in 2008, the global financial system has been undergoing an unprecedented
process of regulatory reform, driven by the G20. Banco Popular actively manages the regulatory risks in the
environment in which it operates and has adapted to new requirements. The reform is multidimensional and
has several objectives, including the following initiatives which have already been defined:

1. Basel Il strengthens banks' solvency. In Europe, it has been transposed through the Capital Requirements
Directive (CRD IV).

2. The regulation for systemic banks minimises the probability of bankruptcy and mitigates their impact on the
system.

3. The new resolution framework defines harmonised and predictable rules which favour an orderly resolution
of bankrupt banks. This has been reflected Europe-wide in the EU Bank Recovery and Resolution Directive
(BRRD).

4. The reform of the financial derivatives market increases transparency and security of the global markets
mainly by encouraging the settlement of financial derivative contracts by central clearing houses and
increasing reporting requirements. In Europe, this has been transposed through the Markets in Financial
Instruments Directive (MIFID II).

5. Following the revision of the Principles for Financial Market Infrastructures (PFMI), infrastructure supporting
global markets will be subject to stricter supervision. In that sense, market infrastructures are more robust
and are more prepared to face financial shocks.

In addition to the transposition of the overall framework, the European environment was marked by the
establishment of the Banking Union, the main objective of which is to break the link between sovereign risk
and bank risk, and which implies a substantive change in the European institutional architecture.

In this context, Banco Popular, as well as other significant banks, has been subject to individual supervision
by the European Central Bank from November 2014. Previously, these banks had undergone a European asset
quality assessment exercise and stress tests with stringent scenarios, which Banco Popular passed successfully.
As a result, European banks have been recapitalised after a deep and independent evaluation process, helping
to dispel uncertainty about the health of the European financial system and strengthen confidence in banking.

Moreover, significant banks will be subject to the Single Resolution Mechanism from January 2016 and will
begin to fund their respective national resolution funds in January 2015. From this date a process of progressive
pooling will begin until national resolution funds are fully integrated into a Single Fund in 2024. Banco Popular,
as well as other significant banks will have to meet the new requirements defined by the Single Resolution
Authority. These requirements will strengthen the resolution ability of entities and increase the liability of their
creditors.

We are at a key stage of the regulatory reform process, in which the design phase is coming to an end and the

implementation phase is beginning. National, regional and international authorities, however, continue to face
significant challenges.
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On one hand, they need to agree on the design of the final pieces, but no less important, regulatory reform:

1. This year, international organisations will agree on the global framework to impose a number of bail-in
requirements on globally systematic banks. In Europe, all banks will be subject to an equivalent requirement
(MREL).

2. The debate about greater consistency and a better awareness of risks in capital models is intensifying. In
this regard, the regulators will propose measures to limit inconsistencies in the calculation of risk-weighted
assets.

3. International bodies will propose solutions to ensure greater control of shadow banking and expand the
scope of the regulated financial system.

4. In Europe, the regulatory focus will be on restrictions to banking activities - a ban and separation of the
riskiest trading activities. In principle, this initiative would mainly affect universal banks with significant
investment activities.

5. At the same time, eleven Member States, including Spain, are negotiating the introduction of a tax on
financial transactions under enhanced cooperation.

6. The European framework will also strengthen customer protection with the technical development of the
Markets in Financial Instruments Directive (MiFID Il) which, among other measures, strengthens information
to retail customers.

7. Finally the European Commission has prioritised the creation of a Capital Markets Union for the next term.

Moreover, the phase of economic recovery has begun and requires regulation to be calibrated in order to
meet the financing needs of the real economy, especially in Europe. In this respect, regulators are encouraging
financing to SMEs, the engine of economic growth, and avoiding excessively penalising certain financial
instruments, such as simple and transparent securitisations. The European authorities are expected to take
into account the needs of the current economic environment and to adjust the regulation accordingly in the
coming months.

Finally, the authorities are monitoring the risks associated with new trends in regulation which could create
incentives for evasion and regulatory arbitrage, exacerbate shadow banking or encourage further fragmentation
of the financial system.

Implementation of the legislation

Banco Popular has the organisational structures, procedures and systems needed to comply with the applicable
laws and anticipate new regulations, thereby minimising the impact on its business.

The Bank exhaustively monitors new legislation and regulatory changes in order to be aware of the main
repercussions as early as possible. It also has coordination structures that ensure the adaptation of the Bank's
processes and systems before any legislation enters into force. Banco Popular also has structures that ensure
that all approved regulations in force are properly implemented.

Additionally, the Bank maintains regular contacts with the supervisors and regulators in all of the markets where
it does business. It thus ensures an understanding and strict compliance with all applicable regulations and
it cooperates with regulators so that new legislation will contribute to driving the development of economic

activity and ensuring financial stability.

Finally, regulatory anticipation and monitoring is framed within the Bank’s Corporate Governance processes.
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OPERATIONAL RISK

The Banco Popular Group has adopted the definition of operational risk in the new Basel Il Accord (2004): “the
risk of loss arising from inadequate or failed internal processes, people, and systems or from external events”.
The Group’s overall management of this risk includes the design of procedures to identify, evaluate, monitor
and mitigate/control impacts on the organisation. This definition includes legal risk but it excludes strategic
and reputational risks.

Operational risk management model

Senior Management approved the “Framework for Managing Operational Risk” which includes the design of
policies and functions for the development and implementation of methodologies and tools that will permit
better management of the Group’s operational risk.

The management cycle for operational risks defined by the Banco Popular Group is divided into the following
phases:

Identification Phase: Preparation and maintenance of an overall risk and control map that captures all material
operational risk exposures. The Group has qualitative tools that are used to prepare the Group’s risk and control
maps, which are reviewed and updated regularly, to measure the frequency and impact of operational risk
and to assist in establishing action plans and improving controls and hedges in the areas of highest exposure,
as well as the analysis by the Business Continuity Office of the necessary contingency plans to ensure the
continuity of the Bank’s operations.

Evaluation Phase: Regular evaluation of residual or net risk through a self-evaluation of the risks and the points
of control in all areas at the Bank, whether business or support related, in order to identify the residual risk to
which each area is exposed and, therefore, the Bank’s risk profile. In this connection, the general operational
risk mitigation policy requires all areas or offices to prevent or mitigate all significant operational risks, with a
general approach of low tolerance to residual risk.

Monitoring Phase: Consists of verifying the evaluation of the operational risks using tools with the following
functionalities:

Capture of event data: Tasks intended to establish criteria and a process for feeding a database that
collects information on losses due to operational risk events, classifying them into lines of business and
types of events defined by Banco de Espana. In this sense, it is creating a historical database of operational
risk events since January 2004. Also, since December 2006 the Group has been a member of ORX
(Operational Riskdata Exchange Association), an international consortium that maintains a database to
which the main financial institutions around the world contribute events, and we participate in the Spanish
Service by exchanging data on a quarterly basis.

This capturing of events helps to identify risks to be taken into consideration in the risk maps of the various
areas.

Mitigation/Control Phase: Risks considered to be unacceptable after their evaluation, or those which have
accumulated losses that exceed an acceptable minimum, are analysed by the branch offices or by the
Operational Risk Committee in order to make any appropriate proposals for the preparation of an action plan to
both prevent loss events and to minimise their impact in the case of occurrence. These action plans materialise
through the establishment of new procedures or improvements to existing procedures, the implementation of
preventive or mitigating controls or the transfer of risk through insurance policies or the outsourcing of certain
activities. The New Product Committee is responsible for preventing operational risks in the various phases of
marketing.
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Measurement Phase: Calculation of equity requirements for operational risk. Initially, Banco Popular Group has
chosen to apply the standard method established in Basel Il to calculate the capital required for operational
risk, and whose methodology was approved by Senior Management. However advances are being made to
be in a position to apply an advanced method in the future. The Bank is establishing the foundation and the
methodologies for the future implementation of a loss estimation and calculation model for financial capital

based on internal and external data and qualitative scenarios.

This management model is regularly reviewed by the Group’s audit area.

Organisational model for Operational Risk

The responsibility for implementing and executing the operational risk management cycle is the primary
objective of the operational risk office at Banco Popular Group, which forms part of the Model, Policy and
Integration Office, which in turn reports to the Model and Capital Office, although the responsibility for
managing this risk rests in each area. Accordingly, training courses are given and frequent meetings are held
with all areas in order to make the entire organisation aware of knowledge, monitoring and control of this risk
in order to mitigate any impact on commercial activities and operational processes. Operational risk managers/

coordinators were appointed in each unit within the organisation.

Since 2008 there has been an operational risk committee which meets quarterly and in which notable
areas of the Group participate. This committee has the basic function of overall control and management of
operational risk within the organisation and it is therefore responsible for the operational risk management and
monitoring process from an overall perspective. This committee also regularly reviews the base document for
the “Operational Risk Management Framework”, which is submitted for the approval of Senior Management
when deemed necessary.

Quantitative data regarding operational risk

Figure 48 indicates the number of operational risk events in 2014 broken down by event categories as
established by Basel Il. Similarly, Figure 49 shows the distribution of net loss by operational risk in 2014 within
those event categories.

Figure 48: Number of events Figure 49: Net loss (%)

M Internal fraud (0.00%) W Internal fraud

M External fraud B External fraud
Employment relationships and safety on the job (0.00%) Employment relationships and safety on the job (0.00%)
Customers, products and business practices, Customers, products and business practices
Damage to property, plant and equipment Damage to property, plant and equipment

B Business incidents and system failures B Business incidents and system failures

M Process execution, delivery and management M Process execution, delivery and management
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REPUTATIONAL RISK

It can be defined as that arising from the negative perception of the Bank by the various stakeholders with
which it relates or by public opinion, which could cause an adverse impact on the capital, on the results or the
development of the businesses making up its activity.

It is a risk which arises from the materialisation of other risks. Legal, economic-financial, operational, ethical,
social and environmental factors may influence in reputational risk and could cause a loss of confidence in
the institution. Mitigating this risk lies with everybody involved in the Bank. Banco Popular controls it globally,
including all the Bank’s integrated entities.

The Compliance area is responsible for identifying and assessing potential reputational risk that may result in
Banco Popular proposing, if necessary, corrective measures to relevant detected incidents in order to eliminate
or minimise its impact, reporting periodically to the Governing Bodies and Bank Management.

COMPLIANCE RISK

It is defined as the risk of legal or administrative sanctions, significant material financial loss or of reputation
due to failures to comply with laws, regulations, self-regulation, codes of conduct and internal regulations
applicable to its banking activities.

Regulatory compliance is a responsibility that falls to the whole organisation of the Bank and its staff; not only
to a particular area or department.

The Office for Regulatory Compliance, under the Vice-Secretary of the Board and Regulatory Compliance,
as a centralised and functional unit of continuous compliance monitoring, is responsible for assessing and
managing the risk of non-compliance related to transparency, customer protection and rules of conduct in the
areas of: markets, market abuse, customer banking products and services, protection of personal data and the
prevention of criminal risks related to business activities of the Bank; promoting appropriate training to staff
on these matters. Also, the Office for Compliance proposes corrective actions on the detected issues, reporting
periodically to the Bank's Audit and Control Committee.
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Stability has been the dominant feature with regard to the evolution of credit ratings in 2014. Over the course
of the year, both sovereign ratings and European financial entity ratings have benefited from the gradual
improvement in the economic outlook. Concerning European periphery, and more specifically Spain, this has
represented a real turning point following years characterised by mistrust that led to macro-evolution, the
consolidation and reorganisation process of our financial system and the changing regulatory framework.

Proof of this can be seen in the upgrading of Spain's rating in 2014, for the first time since the crisis hit, by
the main three rating agencies (Fitch, Moody’s and Standard & Poor’s). This improvement, although it has
not reversed the damage done by sovereign solvency in recent years, recognises the progress made with
regard to fiscal consolidation, promoted by structural reform, the correction of external imbalances and the
normalisation of financing costs.

Despite the stabilisation of the macro-economic outlook, the ratings of financial entities are still being
handicapped by the fragility of the recovery, pressure on the quality of assets and the decrease in profitability
against the backdrop of today's low interest rates. Nevertheless, there are fewer downward risks related to the
macro environment and, more importantly, banks are no longer at the heart of the crisis, as had been the case
in recent years.

Regulatory development has been one of the catalysts of this improvement. The entry into force of the
Single Supervisory Mechanism and the Single Resolution Mechanism represents a shift in the monitoring and
intervention process for financial entities; under this scenario, the potential bail-in of subordinated creditors
seeks to limit the impact of the contributing factors to potential financial crises. Rating agencies have concurred
by highlighting the contribution of the new regulations to strengthening financial stability, primarily on account
of solvency improvements, the financing position and greater transparency with regard to asset quality.

In summary, in the opinion of the agencies, entities are now more solid and better regulated; however, given
the resolution regime, creditors of said entities receive less support from States and will be more exposed
to potential loss. To this end, in 2014, the agencies announced their intention to remove sovereign support
included in the ratings awarded, to a greater or lesser extent, throughout 2015. It is worth noting that these
reductions would affect the majority of European banks as a whole and that they are currently responsible for
the negative outlook that weighs down most of the financial system.

In parallel, the three main agencies have issued methodological proposals that seek to include the option
of improving the senior protection rating that provides for the potential bail-in of subordinated creditors.
Likewise, they include the separate default risk of the various hybrid or debt instruments within the capital
structure of entities. Although these methodologies are still in the consultation phase, in specific cases, they
could partially compensate for the removal of state support.
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In this context, stability also explains the evolution of Banco Popular Espafol’s ratings in 2014. Banco Popular
has credit ratings from the four internationally recognised rating agencies: Moody’s, Standard & Poor’s, Fitch
Ratings and Dominion Bond Rating Service (DBRS). Banco Popular’s ratings include considerations for the
entity’'s risk profile and its ability to absorb losses, backed both by the sustained improvement in solvency and
our tested ability to generate recurrent revenues. The solidity of our franchise, our business model focussed on
SMEs and our retail resource-dependent financing profile have also all been taken into account. At a system
level, ratings also include the aforementioned improvement in the operating environment. As previously
mentioned, the negative outlook associated to the ratings reflect global regulatory considerations given the
gradual withdrawal of state systemic support.

Table 57: Rating agency credit ratings

AGENCY LONG-TERM SHORT-TERM OUTLOOK
DBRS A (low) R1 (low) Negative
Fitch BB+ B Negative
Moody’s Ba3 NP Negative
Standard & Poor’s B+ B Negative

DBRS: The ratings assigned to Banco Popular by DBRS at 31 December 2014 were A (low) for the long-term
and R1 (low) for the short-term. On November 19th, 2014, DBRS reviewed the rating of A (high) granted to
Banco Popular, which has remained unchanged since August 2012.

The ratings are underpinned by the strength of our SMEs-oriented franchise in Spain. Our resilience and
resistance without the need for state support has been rewarded by DBRS over the course of the recent
economic cycles. This business model has allowed us to maintain higher levels of profitability than our peers.
In the view of DBRS, the main challenge that the entity faces is maintaining recurrent revenues and reducing
problematic assets against a backdrop of fragile economic recovery, deleveraging and low interest rates. DBRS
has also rated Banco Pastor, Targobank and Banco Popular Portugal, A (low), A (low) and BBB, respectively.
These three entities are considered strategically important.

MOODY’S: Moody'’s rating of Banco Popular’s long- and short-term debt and deposits at 31 December 2014
is Ba3 and NP, respectively. Over the course of the year, these ratings have remained unchanged. In its latest
report on Banco Popular, published on November 7th 2014, the agency highlighted the strength of our franchise
and high relative profitability; it also touched upon the recent strengthening of solvency, the stabilisation of
credit quality and improvements to the financing profile. Furthermore, Moody’s foresees fewer downward risks
deriving from our exposure to SMEs and the macro-economic uncertainty that could affect them.

FITCH RATINGS: Fitch’s rating of Banco Popular’s long- and short-term debt at 31 December 2014 is BB+ and
B, respectively. On 26 March 2014, the agency revised the rating of Banco Popular, establishing it at its current
level. It is worth remembering that the entity's long-term ratings have remained unchanged since September
2012. In its analysis, Fitch stresses the competitive advantage of Banco Popular in terms of profitability, in
addition to the improvements in financing and liquidity. Concerning capital, the agency also recognises the
significant strengthening of the solvency position over the past two financial years. Amongst the factors
limiting the ratings, reference was made to the volume of non-performing assets that have accumulated as a
result of the economic crisis.

STANDARD & POOR’S: The ratings granted at 31 December 2014 to Banco Popular Espafol by Standard &
Poor’s are B+ for the long-term and B for the short-term. Over the course of the year, the agency revised
Banco Popular’s ratings four times. The first of which, on 12 February 2014, saw a reduction in the long-term
rating by one notch to B+. Successive ratings (26 April, 4 June and 27 November) served to confirm the
ratings assigned to Banco Popular. During this period, we have seen an improvement in the perception of the
operating environment that positively affects Banco Popular. Thus, in its most recent revision, its vision of
Banco Popular remained the same; however, fewer downward risks have been identified both with regard to
the macro position and the credit profile and capital projections.

RATING
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SHAREHOLDING STRUCTURE

As at 31 December 2014 Banco Popular had 272,237 shareholders, compared with 265,060 at the end of
December the year before, which is a 7177 increase in one yeatr.

Table 58 presents a breakdown of the spread of share ownership and of the percentages of holding in the
common stock of the Bank at the end of the last two financial years.

Table 58: Distribution of shareholders - 2014

NUMBHE(I)?LODI;:;IARE- WEIGHT (%) SH::LE(;?PI-
fewer than 1,000 shares 169,561 62.29 2.25
from 1,001 to 4,000 shares 66,420 24.40 6.35
from 4,001 to 10,000 shares 22,417 8.23 6.57
from 10,001 to 20,000 shares 7,904 2.90 515
from 20,001 to 40,000 shares 3,501 1.29 4.54
from 40,001 to 200,000 shares 2,069 0.76 7.21
from 200,001 to 400,000 shares 157 0.06 2.00
from 400,001 to 800,000 shares 90 0.03 2.32
more than 800,000 shares n8 0.04 63.61
TOTAL 272,237 100 100

Table 58 shows that 94.92% of the Bank’s shareholders have less than 10,000 shares. Shareholders with more
than 800,000 shares control 63.61% of share capital.

Figure 50 shows the distribution of the Bank’s share capital at 31 December 2014. In 2014, the free float stood

at 75.44%. The Board has a 24.56% stake in the share capital. Institutional investors hold 44.89%, made up of
40.77% non-residents and 4.12% residents. Retail investors hold 30.55%, of which residents make up 30.24%.
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Figure 50: Distribution of capital - 2014
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Shareholders that are also Group employees number 10,011, 3.68% of total shareholders, and hold an aggregate
stake of 1% in share capital. The Bank's Board of Directors controls 515.9 million shares, 24.56% of the share
capital compared with 21.61% in the previous year, including shares owned directly or indirectly by the Directors
and those usually represented by them.

The breakdown of the shares controlled by the Board is shown in the following table:

Table 59: Shares controlled by the Board of Directors at the year-end

DIRECTORS DIRECT INDIRECT SEEIT;ED-*
Aparicio Valls, Francisco 296,807 | 0.014 266,808 0.013 1,658,754 0.079 563,615| 0.027
Arias Mosquera, José Maria 156,621 0.007 - 0.000 1,364 0.000 156,621 0.007
Del Valle Ruiz, Antonio 1,882,805 | 0.090 -| 0.000 86,561,071 4120 1,882,805| 0.090
Fradin, Alain -| 0.000 -| 0.000| 84,579,819 4.026 2| 0.000
Fundacion Pedro Barrié de la Maza 55,861,081 2.659 - 0.000 -| 0.000 55,861,081 2.659
Gomez Martin, Francisco 34,900| 0.002 14,682 0.001 1,613| 0.000 49,582| 0.002
Herrando Prat de la Riba, Luis 3,311| 0.000 30,165 0.001 118,848 | 0.006 33,476 | 0.002
Higuera Montejo, Roberto 101138 0.005 - 0.000 - 0.000 101138 | 0.005
Molins Lépez-Rodod, Ana Maria 877 | 0.000 - 0.000 - 0.000 877| 0.000
Oroviogoicoechea Ortega, Jorge 1,612| 0.000 - 0.000 - 0.000 1,612 0.000
Revoredo Delveccio, Helena Irene -1 0.000 2,310,455 0.110 - 0.000 2,310,455 0.110
Ron Guimil, Angel 76,955 | 0.004 - 0.000 3,100,402 0.148 76,955| 0.004
Sindicatura de Accionistas de BPE 12,928,329 | 0.615%| 193,438,398 9.208 -0 0.000 | 206,366,727 9.823
Tardio Barutel, Vicente 14,290 0.001 - 0.000 72,515,501 3.452 14,290 0.001
Unién Europea de Inversiones, S.A. 63,205,613 3.009 - 0.000 - 0.000 63,205,613 3.009
Total: (direct and indirect) 134,564,341| 6.405%| 132,854,895 6.324 | 248,537,372 11.831| 267,419,2362| 12.730
Voting rights habitually represented’ 248,537,372 11.831
Total shares 515,956,608 | 24.560

(1) Shares represented: This table does not include a breakdown of the shares habitually represented by the members of the Board of Directors, which account for approximately
1.83% of the share capital. Of that percentage, the following interests are noteworthy: 4120% of the business group represented by Mr. Antonio del Valle; 4.026% Crédit Mutuel
Group, represented by Mr. Alain Fradin; 3.452% of the Allianz group, represented by Mr. Vicente Tardio; the rest, namely the 0.232%, corresponding to the shareholding of various
families, represented by several directors.

(2) Indirect stake held by Sindicatura de Accionistas de BPE: The calculation of the indirect interest held by the Sindicatura de Accionistas de BPE includes 63,205,613 syndicated

shares owned directly by Union Europea de Inversiones, S.A. These shares were deducted from the calculation of the total number of shares and the percentage of voting rights
controlled by the Board of Directors in order to prevent duplication.
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SHARE CAPITAL

The following table gives the breakdown of the changes in share capital during the course of 2014, indicating

the type of transaction:

Table 60: Share Capital - 2014

TRANSACTION SHARE CAPITAL

Date’ Type No. of shares No. of shares
31.12.2013 1,896,551,960
23.01.2014 Notes conversion (MCN 1V/2012) 3,977,723 1,900,529,683
27.01.2014 Notes conversion (MCN 1/2012) 158,892,388 2,059,422,071
26.02.2014 1st dividend charged to 2013 14,399,623 2,073,821,694
20.03.2014 Notes conversion (MCN 11/2012) 66,513 2,073,888,207
08.05.2014 Notes conversion (MCN 111/2012) 15,916,745 2,089,804,952
24.06.2014 Notes conversion (MCN 11/2012) 30,005 2,089,834,957
22.07.2014 Notes conversion (MCN 1V/2012) 362,555 2,092,997,512
31.07.2014 1st dividend charged to 2014 3,378,856 2,096,376,368
25.09.2014 Notes conversion (MCN 11/2012) 21,69 2,096,397,537
17.10.2014 2nd dividend charged to 2014 4,308,921 200,706,458
12.12.2014 Notes conversion (MCN 11/2012) 62,518 200,768,976
31.12.2014 2,100,768,976

1. Date on which shares were registered

After these transactions, the share capital of Banco Popular was €1,050,384,488.00 at the end of 2014
represented by 2,100,768,976 shares represented by book entries and with a par value of €0.50 each.

The shares are listed on the four Spanish Stock Exchanges and are traded on the Spanish computerised
trading system. Banco Popular shares are included in the Madrid Stock Exchange General Index (IGBM), with
a weighting of 1.72% of the total and in the lbex 35 index, which comprises the thirty-five most liquid stocks in
the Spanish market, with a weighting of 1.82%.

SHARE PERFORMANCE

2014 ended with the equity indices showing mostly positive balances.

Geographically, the revaluation of US indices is to be highlighted and, in particular, the S&P 500, which was up
11.39%, marking a new annual record high close.

In Europe the results were mixed. Portugal and Greece were down an average of 28%, while the German
DAX and the Ibex 35 indices finished in positive territory, with increases of 2.65% and 3.66% respectively. The
European indices Euro Stoxx and Stoxx 50 increased by 1.2% and 2.9%.

There have been various factors that have affected these indices, both geopolitical (the Ebola outbreak, crisis in
Ukraine) and macro-economic (evolution in China, uneven growth in euro zone countries) in nature, in addition
to those arising from these factors (oil price evolution, political situation in Greece).
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European Central Bank decisions have also affected the markets and, in particular, the application of
both conventional tools of monetary policy (movements in interest rates) and unconventional (TLTRO,
implementation of new debt purchasing programmes).

At a European banking sector level it should be noted the publication of the AQR results and the stress test
carried out in advance of the Single Supervisory Mechanism (SSM) starting, under which the European Central
Bank (ECB), from 4 November, assumed the responsibility of being the single banking supervisor. The sector
index for the euro zone (SX7E) ended the year with a fall of 4.89%.

Regarding Banco Popular's shares, the annual balance has been negative with a fall of 513%, trading at €4.16
per share at year end.

Figure 51 plots the variations in the Banco Popular share price compared with the lbex 35 and the European
banking sector in the Euro Stoxx 50 in 2014

Figure 51: Variations in the Banco Popular share price compared with the Ibex 35 and the European banking sector
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The breakdown of the main stock market data regarding Banco Popular is set out below:

Table 61: Indicators of interest

31.12.2014 31.12.2013

Shareholders and listed price

Number of shareholders 272,237 265,060
Number of outstanding shares (thousands) 2,100,769 1,896,552
Closing listed price (euros)' 4160 4.385
Undiluted market capitalisation (thousands of euros) 2 8,739,199 8,316,381
Maximum price during the year (euros)’' 5.918 4.450
Minimum price during the year (euros)’ 4.082 2.355

Trading volume
Average daily trading (thousands of shares)?® 18,315 52,535
Average daily trading (thousands of euros) 90,210 67,950

Market ratios

Book value per share 4 5.97 5.94
Price/Earnings (annualised) 26.47 32.04
Price/Book value 0.70 0.74

(1) Closing listed price

(2) Calculated on the shares in circulation

(3) Calculation of shares traded on the market, without serial adjustment prior to the reverse stock split
(4) The calculation includes the amount of mandatory convertible shares and diluted shares

Banco Popular's market capitalisation at 31 December 2014 increased to €8,739 million.

Trading in Banco Popular shares during the year continues to reflect their high liquidity. The shares were

traded in 255 market sessions, with an average daily trading volume of 18,315,000 shares.
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Banco Popular's Board of Directors agreed, during 2014, to the distribution of the following dividends, under
the programme "Un dividendo a su medida” (A tailored dividend):

Table 62: Paid dividends at 2014 (Amounts in euros)

TYPE ‘ PA;XITEENT ‘ EX COUPON DATE ‘ EXCHANGE RATIO ‘ GROSS AMOUNT ‘ NET AMOUNT
st 18.07.2014 30.06.2014 1x534 0.01000 0.00790
2nd 16.10.2014 26.09.2014 1x414 0.01200 0.00948

Table 63: Paid dividends at 2013 (Amounts in euros)

DATE DATE
st 19.02.2014 31.01.2014 1x126 0.04000 0.03160

‘ EXCHANGE RATIO ‘ GROSS AMOUNT ‘ NET AMOUNT

TYPE ‘ PAYMENT ‘ EX COUPON

The programme "Dividendo Banco Popular: Un dividendo a su medida” (Banco Popular Dividend: A tailored
dividend) programme, offers shareholders the choice between receiving newly-issued shares or a cash amount
equivalent to the dividend in each respective period.

SHAREHOLDERS
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Banco Popular’s operations involving treasury shares in 2014 have adjusted to the recommendations made
in this respect by the CNMV.

Banco Popular’s treasury share portfolio is intended to provide adequate liquidity and depth for investors
when trading its shares, as well as to minimise any imbalances between supply and demand in the market. It

also seeks to avoid price variations that are not due to market trends.

The treasury share balance started with O shares. In 2014 the maximum amount of treasury shares held by
the group totalled 0.52% of share capital on 15/05/2014, while at 31 December 2014 Banco Popular held
treasury shares totalling 0.04% of Share Capital. The average balance throughout the year was 0.08% of

share capital.

Operations with treasury shares did not have any impact on the Bank’s net profit as they are directly
recognised in reserves. The change in the treasury share balance had an additive effect in 2014 totalling
0.04% in earnings per share, calculated based on the year-end share capital, and involved of 2,100.8 million

shares.

To obtain more detailed information regarding the treasury share policy, the registration document is
available to the public at the CNMW.

(http://www.cnmv.es/Portal/consultas/DerechosVoto/PS_AC_INl.aspx?qS={f9d94e4dc-2e2a-45c1-8ecc-d310ce577990},

Notificaciones sobre acciones propias (Autocartera))

Table 64: Variations in the treasury share portfolio in 2014

NO. OF PAR VALUE AVERAGE PRICE % OF SHARE

SHARES (IN EUROS) (IN EUROS) CAPITAL

Balance at 31 March 2014 - - - 0.000%
Balance at 30 June 2014 85,000 42,500 5.994 0.004%
Balance at 30 September 2014 - - - 0.000%
Balance at 31 December 2014 805,026 402,513 4.292 0.038%
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» AFTER THE REPORTING PERIOD

ﬁ

The following significant events have occurred since year-end:

On 8 January 2015, the third capital increase charged against 2013 reserves was approved and its conditions
were reported to the market. On 27 January 2015, the period for negotiating allocation rights for the third
capital increase ended. This led to the a capital increase of €3,751,066.50 (through the issue of 7,502,133
new shares each with a nominal value of €0.50) with 84.28% of the shareholders holding free allocation
rights having chosen to receive new shares. The remaining 15.72% free allocation rights holders exercised the
irrevocable commitment to acquiring rights assumed by the Bank, whereby it acquired 330,265,254 rights
for a total gross amount of €5,944,774.57. The Bank renounced the free allocation rights acquired in this way.
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14 ENVIRONMENT

In accordance with Note 12 of the Financial Statements, the Bank considers that it has taken appropriate action
in relation to the protection and improvement of the environment and the minimisation, where appropriate,
of the environmental impact. Even so, given the activities in which the Group is engaged, it has no liabilities,
expenses, assets, provisions or contingencies of an environmental nature that could be significant in relation
to its assets, financial position or results. In addition, Annex 3 "Environmental Dimension” in the Integrated
Report for 2014 provides details of the environmental policy followed by Banco Popular Group, which is

summarised below.

The Environmental Committee, which reports directly to the Board of Directors through its Appointments
Committee, is responsible for establishing the objectives in this area each year and for ensuring that they
are met, performing the task of promoting and supervising the environmental management of the Bank’s

activities.

In 2013, the implementation of the 2014-2020 Eco-efficiency Plan was approved, pursuant to the principles
set out in the Group's environmental policy. The goal of the Eco-efficiency Plan is to reduce the Entity's
environmental footprint by reducing energy consumption and ensuring optimum waste management, thus

establishing the Bank as a company committed to its surroundings.
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INTERNAL ENVIRONMENTAL DIMENSION

The internal environmental dimension of the Corporate Responsibility Master Plan, Horizon 2020, establishes
lines of action to be pursued in order to reduce the Bank’s environmental impact. To this end, the Bank’s
initiatives in 2014 focused mainly on three areas: resource consumption, waste management and emissions
produced.

Energy

The 4% reduction in internal electricity consumption in 2014 was due, among others, to the following:

sSingle buildings. In 2014, 100% of the habitable space in the Edificio Abelias was occupied. The 1,700
employees who work there -12.2% of the Bank’s employees in Spain- have seen improvements in their
workstations, leading to greater comfort and less energy consumption. In addition, the own energy
generation system installed in the building has entailed production of 162 GJ.

Edificio Abelias achieved LEED Gold certification in 2013 as a sustainable building that complies with the
most innovative energy efficiency measures. Pursuant to the Group’s commitment to promoting sustainable
buildings, the future construction in Madrid of Edificio Luca de Tena, which will have twice the capacity of
Edificio Abelias, complies with the LEED Gold certification process. Under this regulatory framework, in
2013, the old existing buildings were demolished and in 2014 construction work started causing the least
possible impact on the environment and meeting deadlines. The inauguration of the new headquarters is
planned for 2017.

In the headquarters of Banco Popular Portugal several initiatives to achieve lower energy consumption
have also been developed. These actions have resulted in a saving of 372,905 kW compared to 2013 -11%
less-, preventing the emission of 202 tonnes of CO2.

m Lighting systems. The LED lighting systems located in the Bank’s various single buildings and offices, in
addition to the installation of building automation systems have managed to reduce electricity consumption.
In addition, reflective vinyl or low solar radiation glass was used to improve the quality of each workstation.

m Efficient office equipment. In 2014, equipment was introduced into various branches and single buildings
to manage energy consumption more efficiently. For example, the Bank installed air conditioning units with
a heat exchange efficiency of 60% and lifts that consume 50% less energy than conventional ones.

The energy initiatives are supplemented with a firm commitment to renewable energy given that 100% of
the electricity consumed in Spain is from renewable sources. In the case of Portugal, 68% of the electricity
consumed comes from renewable energy sources.

ENVIRONMENT
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Paper

The Group puts various initiatives into practice at its facilities in Spain in order to reduce its paper and
cardboard consumption. Of note in 2014 were the following:

= Reduction in weight of paper consumed

= Fewer envelopes sent to customers

m Centralised printing and employee awareness

= Responsible procurement: recycled paper (81%) and 100% recycled cardboard
= Recycling

Emissions

Total direct and indirect emissions in 2014 amounted to 12,535 tonnes of CO,, down 24% from 2013. The steps
that made this reduction possible were the following:

m Green energy
= Employee travel

= Paper consumption
= Offsets

Other

Other smaller scale initiatives to reduce our environmental impact have also been implemented involving

water, toner and used plastic consumption in addition to waste management.
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EXTERNAL ENVIRONMENTAL DIMENSION

Employee training and awareness

With environmental training and awareness initiatives, Banco Popular seeks to involve all its staff in following
practices aimed at sustainable development in their day-to-day activity. The most effective communications
tools are used in each case at Banco Popular: Intranet, the Canal Popular newsletter and the “con tu ayuda”
portal.

Of the initiatives carried out in 2014, the following are worth particular mention:
= Information on and promotion of sustainable initiatives among employees
= Turning-off of lighting of the Bank’s most emblematic buildings.

= Environmental awareness to suppliers through the Supplier Approval System.

Environmental initiatives

Banco Popular works together with agencies and bodies that assess and evaluate the Bank’s activity in the
environmental sphere. By way of example, the Bank is a signatory to the Carbon Disclosure Project (CDP).

BANCO POPULAR OFFSETS, FOR SECOND CONSECUTIVE YEAR, 100%
OF ITS DIRECT CO, EMISSIONS IN SPAIN

In 2013, Banco Popular was the first company on the Ibex 35 to 100% offset its direct emissions of CO, in Spain, thus
becoming a CO, neutral emissions entity derived from scope 1and 2. In 2014, the result of its continuing commitment to the
environment, returns to enforce these two achievements: firstly, all electricity purchased and consumed in Spain has come
from renewable sources and, secondly, Banco Popular has offset 100% of direct CO, emissions in the country.

This offset of emissions was done by contributing to the Community Reforestation project in Limmay, Nicaragua, the objective
of which is to combat deforestation caused by climate change through the implementation of agro-forestry systems which
contribute to strengthening the region’s economy. Thus, Banco Popular has won for the second consecutive year the ZeroCO,
label promoted by the Ecology and Development Foundation.
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« MANAGEMENT

This section is developed upon in Annex 2 Social Dimension of the Integrated Report for 2014. Below, the
most relevant aspects of human capital management and social commitment development can be found.

INTERNAL SOCIAL DIMENSION: HUMAN CAPITAL

The mission of Human Resources is to align the policies intended to manage human capital at the Bank
with the entity’s corporate strategy. To do so, it attempts to attract personnel with suitable potential and to
contribute to their development through training and teamwork experience in order to provide maximum
value to the organisation. Employees at the Group acquire a sufficient level of knowledge to assume
responsibility from their first years of employment, acquiring a high degree of autonomy in their daily work
and committing to projects and attaining results.

Selection and hiring

The Selection office exercises its duties based on a model of selection by competency with maximum respect
for the principle of non-discrimination and equal opportunities. To this end, in 2014 the Group was not
involved in any incident involving discrimination in any setting.

Furthermore, in 2014 initiatives have been taken to directly hire individuals with disabilities. Notably through
the continuity of the “Convenio Inserta” (Insertion Agreement) and the publication of job vacancies on
Fundosa and disJob, a website seeking employment for persons with disabilities.

In 2014, the Group had 15,321 employees. Therefore, and despite the economic backdrop, the Bank continues
doing its utmost to retain staffing levels, deriving in large part from the decline in headcount resulting
from non-traumatic processes, such as retirement, early retirement and employees transferred as a result of
corporate operations.

Due to its commitment to people, Banco Popular has preserved the maximum of the Group’'s human
capital, managing to be one of the financial institutions that has not carried out any Redundancies since the
beginning of the financial crisis, despite the integration of Banco Pastor and part of Citibank Spain’s staff
into its human capital.
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Personnel management

Personnel management allows for a high level of knowledge and contact with employees thanks to a
decentralised structure that includes the persons responsible for Human Resources at both Central Services
and at each regional headquarters. It provides continuous communications through interviews and the
implementation of tools and plans that facilitate management between employees and the Bank. Each
Human Resources manager handles an average of 45 offices located in the surrounding geographic area,
which facilitates contact, getting to know people and constant communications.

The management interview is the primary tool used by the Bank to deepen its knowledge of its employees. It
involves a detailed interview with a standardised structure and the results are included in an electronic report.
This allows the information resulting from the interview to be processed and the professional trajectory of
each employee updated.

Diversity is a key value in the Group’s human resource management system. Accordingly, the “Somos
Diversidad” (We are Diversity) initiative has continued and is intended to reflect the commitment acquired
through its integration as an element that makes the values, capacities and differences of each employee
the Bank’s main asset. Accordingly four lines of action have been defined: gender equality, support for
disabilities, different generations and diverse nationalities.

Equal treatment and opportunities for men and women constitutes a fundamental principle that cannot be
waived and its application is reflected in all of the Group’s policies and actions. To this end, the Equality Plan
was enacted in 2008 comprising 52 initiatives such as the creation of an Equality Committee responsible for
ensuring compliance with the plan and evaluating its development.

The criteria for promotions are professional in nature and are based on the merits and capabilities shown
by the employee. Most executives are employees that have developed their professional careers within the
Group and due to their merits, and as a result of the continuous training and teamwork experience, have been
promoted in their professional careers.

Since 2011, the “Impulsando Talento” programme has strengthened the creation of a pool of future executives
in specialised areas that are identified and linked to both the Bank’s development project as well as to its
corporate values. This programme is intended for recent university graduates with postgraduate degrees and
no professional experience, coming from various universities and business schools with excellent academic
records and a high level of language knowledge. These individuals start their careers with the Bank after
undergoing a more demanding selection process than normal.

Banco Popular has a Competency Performance Evaluation model that is used to evaluate employees, train
them and develop their talent in order to differentiate their compensation. This system allows the performance
of each professional at a specific stage of their career to be measured or, if appropriate, reclassify the
employee to a different stage in accordance with the indicators resulting from the evaluation.

Compensation

The compensation policy is aligned with the business strategy and its objective is to better compensate
each employee in the most equitable and competitive manner. The compensation system that is applied to
all Group banks and companies in Spain coincides with the concept of total compensation, which clearly
exceeds the concept of a salary.
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In addition to retribution and the various variable components, monetary remuneration for employees is
supplemented by a series of social and financial benefits that translate into cash compensation. There is also
an intangible portion that is offered within the compensation plan and it operates as a source for attracting
and retaining talent: development and environment.

Banco Popular considers that compensation is an important part of all of the items that retain employees at
the Bank and keep them highly committed, but it is not the key factor to obtaining employee commitment.

Social benefits

There is a Group Employee and Family Guide to Social Benefits that is updated and revised regularly
indicating each benefit provided by Banco Popular.

They are benefits that an employee may easily translate into financial savings and which in many cases
significantly increase their monetary compensation. These types of measures are some of the best valued
benefits by employees.

Participation (relationships with trade unions)

Everyone has the right to freedom of association and affiliation is a right of every person. Banco Popular
Group is aware of the respect that its employees deserve and it provides the elements that are necessary for
them to exercise their employee rights in all countries in which it operates.

Safety and health

The Occupational Risk Prevention Service manages all issues relating to the identification of these risk at work
centres, employee training, monitoring of health issues and the preparation of emergency and evacuation

plans.

In 2013 the Occupational Risk Prevention Plan 2013-2018 was approved and is intended to include all actions
relating to this area within a framework defined by the Group’s preventive policy.

This policy is supplemented by the creation of a Prevention Management Manual, which includes working
procedures and operating instructions relating to the prevention of occupational risks. All new employees are
provided with a copy of this manual, which is also available on the Employee Portal.

In 2014 the efforts to implement the various emergency and evacuation teams at our buildings continued
with relevant training and the required evacuation simulations. This is intended to accustom employees to
using emergency exits and teach them the appropriate conduct which, in an emergency, will allow them to
quickly evacuate the premises in an orderly fashion, and to verify the application of the emergency plans and

the proper operation of available measures.
The Group carries out various types of action to monitor occupational health and accident prevention. Since

2010 Banco Popular has also been a signatory of the European Roadway Safety Letter, a platform that is
intended to decrease accidents on European roadways.
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EXTERNAL SOCIAL DIMENSION: SOCIAL INVESTMENT

With regard to social investment, Banco Popular believes its work consists of contributing to the development
of viable projects as part of its financial and technical operation, aimed at repairing the business fabric and
providing access to education to people who could not otherwise afford it, given that they will be the ones
to pick up the baton of future economic development.

The Bank invests in non-profit organisations and foundations of recognised prestige in the beneficiaries’
local areas with a view to ensuring its social initiatives and the effectiveness of its contribution benefit
reach as many people as possible. Banco Popular’'s social initiatives are channelled pursuant to the principle
of not promoting any initiative, but assisting those that promote them. The Bank is most active where it
directly pursues its activities and where assistance with development is most needed, regardless of whether
commercial relationships exist with the benefiting area.

The Banco Popular Foundation

The Banco Popular Foundation channels and organises the Bank’s social initiatives with total separation
from its commercial activity and in the manner that the Bank considers they should be carried out: without
promoting any initiative but helping those who promote it. It only acts upon request, as a last resort and
without publicity. Accordingly, it does not consider acts of sponsorship or patronage and does not sustain
any initiative or activity on an ongoing basis, seeking to avoid reliance on systematic assistance.

Finally, it is worth mentioning that since 2010 Banco Popular has had an extensive volunteer programme
through which it encourages its professionals to participate, in person or online, in charitable initiatives

organised by both the Bank and by the main NGOs and noteworthy associations from the third sector.

PERSONNEL
MANAGEMENT
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Banco Popular Espafiol continues to be committed to research development and technological innovation

activities. Throughout 2014 it made payments totalling €51 million to new projects and the development of

projects that started in prior years.

The main projects revolve around five axes:

= Development of management applications

= Risk management models

= Improvements to customer knowledge and reporting systems

= New infrastructure management model

= Integration of new business and management models

In 2014, expenses totalling €32,907 thousand were capitalised related to three strategic projects that are
being developed in the fields of infrastructure management, accounting and customer information.

These projects comply with the requirements to be recognised as an intangible asset and based on their
estimated useful life they have been assigned a 10-year amortisation period.

MANAGEMENT REPORT



s VEGA Project. Implemented in 2014, this project involves transforming IT infrastructure management at
Banco Popular. It seeks to improve and make the operational efficiency of said infrastructures more flexible
by outsourcing to IBM and implementing a new management model. This will ensure the technological
evolution needed by the Bank in line with its growth plan, thus maintaining and safeguarding IT service
quality at all times.

= Customer Platform Project. Implemented in 2011, 2014 saw the beginning of Phase Il, as part of which
work will continue to integrate the customer service interfaces of channels not yet addressed into a new
multi-channel interface providing a full and shared online view of the customer’s situation and transactions
completed or pending with them.

s SICYF Project. This project began in 2011 and seeks to adapt and improve the existing accounting and
management information systems to meet Banco Popular Group’s new challenges and needs. It aims
to do so by designing and developing a new information architecture that provides quality information
(that is reliable, relevant and timely) in order to ensure success in the decision-making process and
guarantee efficiency and control generating and exploiting information that is critical to the Bank. This new
architecture encompasses the implementation of new developments that amend all the Bank's applications
and processes; as a result, the overall functioning of the Bank’s activities will be significantly different.

Table 65: Breakdown of capitalised expenses in 2014 (Amounts in thousands of euros)

RESEARCH AND
DEVELOPMENT

143

INTERNAL EXPENSES

PERSONNEL

EXPENSES|  EXPENSES SUBTOTAL EXTERNAL
Customer Platform Project 1,898 170 2,067 9,981 12,048
SICYF Project 1,815 205 2,019 8,268 10,287
VEGA Project 0] (0] (0] 10,572 10,572
Total capitalised expenses 3,712 374 4,087 28,820 32,907
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GLOSSARY OF TERMS

————

DOUBTFUL ASSETS

Assets whose owner is insolvent or the assets of an owner whose outstanding balances on their non-performing/
write-offs transactions exceed 20% of its outstanding receivables exposure.

SUBJECTIVE DOUBTFUL
ASSETS

Problematic assets for which there is reasonable doubt as to their collection in the terms established by contract.
Includes, among others, the following situations: borrowers with financial difficulties, delays any payment of principal
and interest instalments, refinancing due to counter-party difficulties, loans to borrowers that are undergoing
restructuring or settlement processes with other credit institutions.

IMPAIRED FINANCIAL
ASSETS

A financial asset is deemed to be impaired and its book value is adjusted in the accounts to reflect the effect of that
impairment, when there is objective evidence that there has either been a negative impact on the future cash flows
that were estimated at the time of recognition, in the case of loans or debt instruments, or the book value cannot be
recovered in the case of equity instruments.

NON-PERFORMING
LOANS

Problematic assets whose principal or interest is outstanding for more than 90 days.

SUBSTANDARD ASSETS

Assets which, without meeting the individual criteria for classification as doubtful or write-off, show weaknesses
that could entail losses for the Bank which are higher than the coverages for impairment of the specially monitored
risks.

AVERAGE TOTAL
ASSETS

Calculated as the simple average of total assets in two consecutive annual balance sheets for a financial institution.

AVERAGE TOTAL RISK-
WEIGHTED ASSETS
(ARWA)

Sum of the value assigned to the assets of the Bank or financial institution that are subject to risks and deriving from
the multiplication of the book value of each asset by the respective risk weighting coefficient.

TREASURY SHARES

Company portfolio of its own shares purchased on the market under conditions authorised by the General
Shareholder's’ Meeting.

BASIC EARNINGS PER
SHARE

Basic earnings per share are calculated by dividing the net results attributable to the Group for the year by the
weighted average number of shares in that year, excluding, where appropriate, the treasury shares held by the Group
during that year.

DILUTED EARNINGS
PER SHARE

Calculated in a manner similar to basic earnings per share but the weighted d average number of shares is adjusted
to take into account the potential dilution effect of stock options, warrants and convertible debt in effect at the year
end. It is a measure used to analyse balance sheets with respect to earnings per share over a certain period of time.

MARKET
CAPITALISATION

The value that the market attributes to a company, expressed as the product of the number of shares outstanding
by listed price.

MORTGAGE COVERED
BONDS

Fixed-income securities issued by credit institutions or mortgage credit companies that are secured overall by
mortgage loan portfolios held by the issuing entity. The volume of issued bonds cannot exceed 80% of the overall
value of the eligible loans in the mortgage portfolio, in accordance with the definition provided by the Mortgage
Market Act.

ECONOMIC CYCLE

Long-term change in the economic activity of a country measured by macroeconomic indexes. The cycle is called
expansive when there is economic growth and recessive when activity contracts and production and employment
falls.

RECEIVERSHIP

Procedure for resolving current or imminent insolvency situations affecting a company or an individual in cases
in which the party is not able to comply with obligations. The objective is to satisfy creditors without complete
liguidation. The situation may be invoked by the borrower or any creditor.

CONVERTIBLES

Hybrid debt and capital bonds that pay interest to the investor and also provide the option or requirement to
convert into shares.

GOVERNMENT DEBT
SECURITIES

Fixed-income securities issued by a State, other territorial entities (Autonomous Regions, etc.) and public entities.

DIVIDEND

The portion of net profit that is distributed among shareholders based on the resolution adopted by shareholders
at a General Meeting.
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DURATION

In general terms, indicates the average life of a fixed-income security (calculated by discounting expected cash
flows, weighted based on the amount and the time remaining until receipt). It also serves as an instrument to
measure the sensitivity of a bond price to changes in interest rates (thus offering a measurement of risk). The
duration also indicates at what time in the life of a bond it may be sold to neutralise the risk of interest rate changes,
i.e. at that date there is no interest rate risk.

INVESTEE COMPANIES

A company is understood to be an associate when it is not a group company in accordance with the definition, but
a company or one or more of its group companies exercises significant influence over that investee company due to
holding a stake intended to contribute to its activity and when it creates a lasting association.

EURIBOR The reference rate published daily indicating the average interest rate at which financial institutions offer money on
the euro interbank market (i.e. to other banks).
EQUITY The contributions made by owners or shareholders, the amounts generated by the company's activity that have

not been distributed and those contributed by third parties without any repayment requirement. In accounting
terms this item consists of share capital, reserves, profits pending application, profit for the year and non-repayable
subsidies.

NON-CONTROLLING
INTERESTS

Net amount of the equity of subsidiaries attributable to shareholders outside of the Group (i.e. the amount that is
not directly or indirectly attributable to the parent company).

LOAN TO VALUE (LTV)

In mortgage transactions, the amount of the loan with respect to the appraised value of the property serving as
collateral.

GROSS MARGIN

Net interest income plus: net commissions, dividends received for equity consolidated companies, results from net
financial activities, differences on exchange and other operating income and expenses.

CUSTOMER SPREAD

This is the difference between the average rate that a bank pays for customer deposits and the average rate that it
receives for customer loans.

NET INTEREST INCOME

Difference between interest income and interest expenses. This is mainly the difference between what is received
for loans and what is paid for deposits.

NET OPERATING
INCOME

Ordinary income less operating expenses (personnel costs, other overhead and depreciation). It is the best reflection
of the evolution of the Bank’s business.

PREFERRED SHARES

Financial assets that have fixed-income and equity characteristics. Their owners are entitled to predetermined non-
cumulative remuneration subject to the condition that sufficient distributable profits are obtained by a company
(other than the issuer) that acts as a guarantor, or by the Group to which it pertains. In the order of credit priority
they fall behind all common creditors and subordinated creditors. They are only ahead of ordinary shares. The Group
is characterised by very limited distribution through retail networks.

PRICE/EARNINGS

Proportion between the listed price for a share and the Diluted earnings per share. Conceptually, it expresses the
value placed by the market on the company’s capacity to generate profits.

RISK PREMIUM

The higher yield that an investor requires from an asset for accepting higher risk compared with assets considered
to be risk-free (generally employed as a reference for government debt over the term of the investment).

PROJECT FINANCE

Position with respect to a company (commonly a specialised management company) created specifically to finance
and or operate physical assets and the source of repayment of the obligation lies in the income generated by the
assets more than the independent capacity of the company as a whole.

CREDIT LOSS Concept that includes both the amount of value adjustments due to reversible losses applied to current and non-

PROVISIONS current loans, as well as the amounts used to cover losses that are expected to arise on the loans.

BASIS POINT 100th of one percent, i.e. 0.01%. Used to indicate changes in interest rates (basis points are added or subtracted
from the rate of reference).

BIS RATIO The ratio between computable equity of an entity (both Tier 1 and Tier 2) and total risk-weighted assets, in

accordance with Regulation EU 575/2013 (CRR).

LOAN TO DEPOSIT
RATIO (LTD)

This ratio shows the Bank’s capacity to finance its loans without recurring to wholesale financing.

LEVERAGE RATIO
ACCORDING TO CRR

Ratio of Tier 1 resources and the Bank’s total exposure, calculated using the criteria established by Regulation EU
575/2013.

COVERAGE RATIO

Proportion to which provisions cover the transactions classified as doubtful and in default.

OPERATING
EFFICIENCY RATIO

Ratio of operating expenses (personnel costs and other overhead)/gross margin (all income obtained by the Bank).

NON-PERFORMING
LOANS RATIO

Ratio of the sum of doubtful transactions and defaults and balances subject to credit risk.

ELIGIBLE EQUITY

This primarily consists of those equity items that may be immediately used without restriction to cover risks or
losses as soon as they arise, and they are characterised by their stability and permanence over the long-term.

AVERAGE EQUITY

The arithmetical average over the past 12 months of book equity, excluding profits.

RETURN ON ASSETS
(ROA)

The ratio of consolidated results/total average assets. This ratio indicates the yield that is being obtained on the
bank's assets.
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RETURN ON EQUITY
(ROE)

The ratio of net profits attributable to the Group/average equity. This ratio indicates a measurement of the
profitability offered to shareholders.

RETURN ON RISK-
WEIGHTED ASSETS
(RORWA)

Ratio of a Bank’s net profit/average risk-weighted assets.

CONTINGENT RISKS

Includes the accounts in which transactions are recorded for which the company has assumed credit risk that,
depending on future events, may become direct loans and generate obligations with respect to third parties (off-
balance sheet risks and guarantees).

TIER

A solvency indicator ratio that measures, as a percentage, the financial health of the Bank by the relationship between
eligible equity (capital reserves, convertibles, non-controlling interests, preferential, and relevant deductions) and
risk-weighted assets using the CRR criteria.

SECURITISATION

Method of corporate financing based on the sale or assignment of certain assets to a third-party which, in turn,
finances the purchase by issuing securities (which are placed with investors).

TOTAL TIER 1 CAPITAL

First-class resources according to CRR criteria. Consists of the basic capital, mainly formed of common shares,
reserves and securities perpetually subordinated, under certain conditions, net of corresponding deductions.

ORDINARY TIER 1

High-quality capital according to the CRR. Consists mainly of capital and reserves, net of corresponding deductions.

CAPITAL

CET 1 RATIO (%) Ratio between ordinary Tier 1 capital and risk-weighted assets.

MCNS Subordinated notes mandatorily convertible into shares at their maturity.
TIER 1 RATIO Ratio between total Tier 1 capital and risk-weighted assets.

TOTAL CAPITAL RATIO

Ratio between total capital and risk-weighted assets.

FULLY LOADED BASEL
Il LEVERAGING

Ratio between ordinary Tier 1 capital and the figure for adjusted assets according to the CRR.

BONUS ISSUE OR SCRIP
ISSUE

Increase of capital charged to company reserves, either in part or in full.

WRITE-OFFS

Loans for which recovery is considered remote, and which have been derecognised from assets.

TOTAL CAPITAL

Includes the Ordinary Tier 1 capital (CET1), additional Tier 1 capital (AT1) and Tier 2 capital (T2)
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INFORMATION AND CONTACT DATAFORSHAREHOLDERS AND CUSTOMERS

Shareholders and clients have numerous ways of getting in contact with Banco Popular in order to resolve any queries they may
have.

In the Shareholders and Investors/Financial Information section of the corporate website, Banco Popular publishes its Management

and Integrated Management Report, where all stakeholders can find relevant information on the entity; additionally, quarterly, it
also publishes a report of the periodic results.

POPULAR CONTACT DETAILS

GENERAL CONTACT COMMUNICATIONS, BRAND AND CORPORATE RELATIONS
Tel 902 301 000 DEPARTMENT

info@bancopopular.es Carlos Balado Garcia

Monday to Friday 9 am to 9 pm Deputy General Manager

Director of Communications, Brand and Corporate Relations
CUSTOMER SERVICE DEPARTMENT

C/ Nuiez de Balboa, 56 bajo A. 28001 COMMUNICATIONS MANAGEMENT TEAM
Madrid Alejandro Kowalski Bianchi
atencidnaclientes@bancopopular.es Communications Director

akowalski@bancopopular.es

SHAREHOLDERS

C/ José Ortega y Gasset, 29. 28006 Victoria Gonzalez Ceregido

Madrid Director of External Communications
Tel.: +34 91520 72 65 mvgonzalezc@bancopopular.es

Fax: +34 91577 92 09

accionista@bancopopular.es Rafael Fernanz Andujar

Sara Lopez Fernandez Director of Internal Communications
Director rfernanz@bancopopular.es
ANALYSTS AND INSTITUTIONAL INVESTORS Enrique Diaz Garcia

C/ José Ortega y Gasset, 29. 28006 Madrid Media Officer

Tel.: +34 91657 55 96 / 91520 72 62 ediaz@bancopopular.es

ir@bancopopular.es

Juan Pujol Rodriguez
INVESTOR RELATIONS jpujol@bancopopular.es
Diego Barrdn Arbeo

Director

Maria de Gea de Frutos
+34 91657 55 96
mgea@bancopopular.es
Federico Sacido Heredia
+34 91520 72 62
fsacido@bancopopular.es
Gonzalo Lépez Eguiguren
+34 91657 55 67
glopez@bancopopular.es
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CORPORATE
GOVERNANCE

ANNUAL REPORT
i

A. OWNERSHIP STRUCTURE

A.1 Complete the following table about the Bank’s share capital:

Date of last Share capital (€) Number of shares Number of voting
change rights
02-12-2014 1,050,384,488.00 2,100,768,976 2,100,768,976

Please indicate whether there are different classes of shares with different rights associated with them:

NO

A.2 Indicate direct and indirect owners of significant stakes and their stakes at year-end, excluding directors:

Name or company name of Number of direct voting Indirect voting rights % of total voting
shareholder rights Direct owner Number rights
of the of voting
stake rights
Caisse Fédérative du Crédit Banque
Mutuel 0] Fédérative du 84,579,819 4.026
Crédit Mutuel
Allianz, S.E. 2 Grupo Allianz 72,515,501 3.452
Baillie Gifford & Co 0 Various 65,481,220 3133 (%)
Vanguard International Growth 64.998,029 B 0 3.094 (%)
Fund
Blackrock Inc. 0 Various 66,710,454 3176 (*)

(*) According to information provided by shareholders themselves and on public record with the CNMV (National Securities Market Commission).

Indicate the most significant changes in the ownership structure during the year:

Name or company nhame Transaction date Description of the transaction
of shareholder
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A.3 Complete the following tables regarding the members of the company’s Board of Directors who hold voting rights
through shares in the company:

Name or company nhame Number Indirect voting rights % of total
of director of direct voting N voting
rights I?)I; iﬁ:os:::(eer of v::;nmgbfi;hts rights (%)

Aparicio, Francisco 296,807 Fco. Aparicio y Cia 266,808 0.027
Arias, José Maria 156,621 - (0} 0.007
Fradin, Alain 2 - 0] 0.000
Fundacion Barrié 55,861,081 - 0 2.659
Goémez, Francisco 34,900 Spouse or children 14,682 0.002
Herrando, Luis 3,31 Spouse or children 30,165 0.002
Higuera, Roberto 101,138 - 0 0.005
Molins, Ana Maria 877 - 0 0.000
Oroviogoicoechea, Jorge 1,612 - 0 0.000
Revoredo, Helena 0] Prosegur 2,310,455 0110
Ron, Angel 76,955 - 0 0.004
Sindicatura de Accionistas de BPE Plurality of

12,928,329 individual (2) 193,438,398 9.823

investors

Tardio, Vicente 14,290 - (0] 0.001
Unidén Europea de Inversiones, S.A. 63,205,613 - 0 3.009
Valle Ruiz, Antonio del 1,882,805 0 0.090
Total (direct and indirect) 134,564,341 (2) 132,854,895 (2)12.730
(Y)oting rights habitually represented ) 11.831
Total shares 24.560

(1) Shares represented: This table does not include a breakdown of the shares habitually represented by the members of the
Board of Directors, which account for approximately 11.83% of the share capital. Of that percentage, the following interests are
noteworthy: 4.120% of the group of Mexican shareholders represented by Mr Antonio del Valle; 4.026% of the Crédit Mutuel Group,
represented by Mr Alain Fradin; 3.452% of Allianz group, represented by Mr Vicente Tardio and the remainder, equating to 0.232%,
which corresponds to the shareholding of various families, represented by several Directors.

(2) Indirect shareholding in the BPE Shareholder Syndicate: The calculation of the indirect interest held by the BPE Shareholder
Syndicate includes 63,205,613 syndicated shares owned directly by Unién Europea de Inversiones, S.A. These shares have been
deducted from the calculation of the total number of shares and the percentage of voting rights controlled by the Board of
Directors in order to prevent duplication.

% of Total voting rights held by the board of directors 12.730 (**)

(**) This percentage does not include the shares habitually represented by Board Members, amounting to approximately 11.831%
of the share capital. The total share capital represented by the Board of Directors amounts to 24.560%.

Complete the following tables regarding the members of the company’s Board of Directors who hold rights over the
company’s shares:

Name or Number of direct Indirect rights Number % of total
company rights . . of equivalent voting
name of Direct owner Numb:.\ir :::svotmg shares rights
director 9
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A.4 Describe, where applicable, any family, commercial, contractual or corporate relationships between owners of significant
shareholdings, to the extent that the company has knowledge of them, unless they are insignificant or stem from ordinary

business operations.

Name or company name
of related party

Type of relationship

Brief description

Sindicatura de Accionistas de
BPE and Unién Europea de
Inversiones, S.A.

Corporate

Unién Europea de Inversiones, S.A. is part of Sindicatura de
Accionistas de BPE

A.5 Indicate, as applicable, any commercial, contractual or corporate relationships between owners of significant
shareholdings and the company and/or its group, unless they are insignificant or stem from ordinary business operations:

Name or company name Type of Brief description

of related party relationship

Popular de Mediacidn, S.A. Contractual Marketing of Allianz’s general insurance policies through Banco Popular.

(wholly-owned subsidiary of

BPE) and Allianz Popular

Banco Popular - Allianz Contractual Qutsourcing of pension commitments in respect of serving and retired
personnel.

Banco Popular Group - Contractual Outsourcing of pension commitments in respect of serving and retired

Allianz Popular personnel.

Allianz Popular Corporate Allianz Popular Vida, S.A.U., Cia. Seguros y Reaseguros, which sells life
insurance, is owned by Allianz (60%) and Banco Popular (40%); Allianz
Popular Pensiones, SGFP, S.A.U,, a pension fund manager, is owned
by Allianz (60%) and Banco Popular (40%) and Allianz Popular Asset
Management, SGIIC, S.A., an investment fund manager, is owned by
Allianz (60%) and Banco Popular (40%).

Banco Popular - Banque Corporate Targobank, both shareholders having equal shareholdings of 50%; this

Fédérative du Crédit Mutuel

entity’s business is focused on private individuals and SMEs.

A.6 Indicate whether the company has been notified of any shareholders’ agreements affecting it in accordance with Articles
530 and 531 of the Spanish Corporate Enterprises Act. If so, briefly describe the agreements and the shareholders bound

by the agreement

YES

Parties to the shareholders’
agreement

% of share
capital affected

Brief description of the agreement

Plurality of minority
shareholders
(3,004 as at 31-12-2014)

9.823%

This is a gentlemen’s agreement whereby the syndicated shareholders
are bound for such time as they freely decide.

Indicate whether the company is aware of any concerted actions among its shareholders. If so, give a brief description:

NO

Parties involved in the
concerted action

% of share
capital affected

Brief description of the concert

Specifically indicate any amendments to, or terminations of such agreements or accords or concerted actions during the

year:

A.7 Indicate whether any natural or legal person currently exercises or could exercise control over the company in accordance
with Article 4 of the Securities Market Act. If so, identify this person:

NO

Name or company name

Comments
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A.8 Complete the following tables about the company’s treasury stock:

At year-end:
Number of direct shares Number of indirect shares (*) Total % of share capital
805.026 (0] 0,038
(*) Through:
Name or company name of direct owner of stake Number of
direct shares
Finespa, S.A. [0}
Inmobiliaria Viagracia, S.A. 0]
Gestora Popular, S.A. 0
Gestora Europea de Inversiones, S.A. 0
Total (0]
Detail the significant changes in the year in accordance with the provisions of Royal Decree 1362/2007:
Date of disclosure Total number of direct Total number of indirect Total % of share capital
shares acquired shares acquired
At 23/01/2014 (0] 0] 0.000
At 28/01/2014 (6] 0] 0.000
At 25/02/2014 (o] 0 0.000
At 20/03/2014 (0] 0] 0.000
At 07/05/2014 3,960,576 0] 0.190
At 25/06/2014 (0] 0 0.000
At 17/07/2014 450,000 0] 0.022
At 05/08/2014 (6] 128,310 0.006
At 25/09/2017 1,096,422 0] 0.052
At 17/10/2014 o] 0] 0.000
At 12/12/2014 613,425 0] 0.029

A.9 Detail the conditions and the period(s) of the current authorisation granted by the Shareholders’ Meeting to the Board
of Directors for the issue, purchase or sale of treasury stock.

The General Shareholders’ Meeting held on 7 April 2014 authorised the Bank’s Board of Directors to acquire treasury shares, in
the forms permitted by Law, subject to the limits and requirements indicated below:

* The nominal value of the shares acquired, added to those already held by the Bank and its subsidiaries, may not at any time
exceed ten percent of the Bank’s share capital..

* The acquisition, including such shares as the Company, or person acting in his/her/its own name but on behalf of the Company,
may have acquired previously and may hold, must not result in equity being less than the amount of share capital plus the
legal or statutorily restricted reserves.

* A restricted reserve equivalent to the amount of the Company’s treasury shares recognised under assets can be established
in equity. This reserve must be maintained until the shares are sold or redeemed.

* All shares thus acquired must be fully paid up.

* The purchase price may not be less than the nominal value or more than 20% higher than the listed value of the share on the
stock market on the acquisition date.

The Board of Directors is further authorised to dispose of the treasury stock acquired or which may be acquired in the future and

to amortise such treasury stock against equity, reducing the share capital and amending the Articles of Association accordingly,
in the amounts considered appropriate or necessary at any given time, up to the maximum limit of treasury shares established
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at any given time, in one or more transactions but within the maximum legal period of five years from the date of the General
Meeting.

Also, for the purposes of the provisions of the last paragraph of section a) of Article 146.1 of the Corporate Enterprises
Act, the shares acquired by the Company or its subsidiaries under this authorisation can be allocated entirely or in part to
employees or directors of the Company or its subsidiaries, either directly or as a result of the exercise of option rights by
those who own them.

The Ordinary General Meeting of 7 April 2014 adopted the following resolution, under point 7 of the agenda:

To authorise the Board of Directors to agree, in accordance with the provisions of Articles 297.1.b) and 506 of the Corporate
Enterprises Act and with the terms of Article 311.1 of the same law, to one or more capital increases, at such times and in such
amounts as it sees fit, in accordance with the following conditions:

1. Period. The share capital may be increased one or more times within three years of the date of this resolution.

2. Maximum amount. The total amount of the capital increase(s) carried out under the terms of this authorisation may not
exceed one-half of the share capital at the time of the authorisation and must be carried out by means of cash contributions.

3. Scope. The authorisation to increase the share capital shall extend, as broadly as may be required in law, to the setting and
determining of the conditions inherent in each capital increase carried out under this resolution and to the performance of any
and all such actions as may be necessary in order to obtain such authorisations as may be required by legal provisions in force.

The powers of the Board of Directors with respect to each share capital increase shall include, but are not limited to,
determining the amount and date, number of shares to be issued, whether the capital increase is to be carried out by
increasing the par value of the existing shares or by issuing new, ordinary, or preferred, or redeemable shares, with or without
premium, with or without voting rights, according to the classes and types allowed by law and by the Articles of Association.

The Board of Directors is also authorised to exclude preferred subscription rights in whole or in part, in accordance with
the provisions of Article 506 of the Corporate Enterprises Act, , although this power is limited to capital increases carried
out under this delegation of powers, up to a maximum of 20% of the Bank’s share capital at the time of the passing of this
resolution by the Shareholders’ Meeting.

4. Incomplete increase. In accordance with the terms of Article 311.1 of the Corporate Enterprises Act, to declare the subscription
to the capital increase incomplete and to increase the capital only by the actual amount of the subscriptions, notifying the
National Securities Market Commission (Comision Nacional del Mercado de Valores) of this as necessary, pursuant to the
terms of Article 507 of the Corporate Enterprises Act.

5. Amendment of the Articles of Association. By virtue of this authorisation, the Board of Directors is also empowered to redraft
the Article of the Articles of Association relating to the share capital, once the capital increase has been agreed and carried out.

6. Admission to trading. To request that the new shares issued by virtue of this resolution be admitted to trading on the
Madrid, Barcelona, Bilbao and Valencia stock exchanges via the Stock Market Interconnection System, and on any other stock
exchanges where the shares are traded.

Likewise, to authorise the Board of Directors, which may in turn delegate to the Delegated Committee or the persons of its
choosing, in such broad and sufficient terms as may be required in law, to request and obtain admission of the new shares
issued under this resolution to trading on the stock exchanges where the Bank’s shares are listed at the time of each capital
increase through the Stock Market Interconnection System or the pertinent system in each case, drafting, presenting and
executing any and all documents and taking any and all such steps as may be necessary to that end.

For the purposes of the provisions of Article 27 b) of the Stock Exchange Regulations as approved by Decree 1506/1967 of
30 June, it is expressly declared that the company is subject to the rules that exist now or might be enacted in the future
with regard to the Stock Exchange, and particularly with regard to initial and ongoing listing and possible delisting. It is
further stated explicitly that, in the event that a request were to be made subsequently for the Bank’s shares to be delisted,
such delisting would be carried out with the same formalities as referred to in said Article, and in such case the interests of
shareholders opposing or not voting on the resolution would be assured, complying with the requirements established in the
Corporate Enterprises Act and concordant provisions, all in accordance with the terms of the aforementioned Stock Exchange
Regulations, the Securities Market Act and any related provisions.

7. Delegation of powers. The Board of Directors is authorised to delegate its powers under this resolution to the Delegated
Committee in accordance with the terms of Article 249.2 of the Corporate Enterprises Act.

8. Revocation of previous delegation. Once this resolution is passed, the Sixth resolution passed by the Ordinary General
Shareholders’ Meeting of 10 June 2013 shall be revoked.
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A.10 Indicate whether there are any restrictions on the transfer of shares and/or any restriction on voting rights. In particular,
indicate the existence of any type of restriction that could obstruct a takeover of the company by acquiring its shares on
the market.

NO

Description of the restrictions

Articles 17 and 21 of Law 10/2014 of 26 June on the organisation, supervision and solvency of credit institutions establishes
a procedure for prior reporting to Banco de Espafa of the acquisition or transfer of a significant holding in a Spanish credit
institution or an increase or decrease in such holding in excess of the percentages of capital indicated. Banco de Espafa has
a maximum period of sixty business days from the date of its being notified in which to oppose, if appropriate, the intended
acquisition.

A.11 Indicate whether the Shareholders’ Meeting has adopted any measures to neutralise any public acquisition offer in
accordance with the provisions of Law 6/2007.

NO

If so, explain the measures approved and the terms in which the restrictions would become ineffective:
A.12 State whether the company has issued securities that are not traded on a regulated EU market
The Bank’s shares have been listed on the Mexican Stock Exchange (SIC) since 18 January 2013.

Where applicable, indicate the different classes of shares and, for each class, the rights conferred and obligations imposed.

CORPORATE GOVERNANCE ANNUAL REPORT BANCO POPULAR



B. GENERAL SHAREHOLDERS’ MEETING

B.1 Indicate whether there are any differences with the minimums provided by the Corporate Enterprises Act regarding the
quorum for constituting the General Shareholders’ Meeting, and if so provide details

NO
Description of the differences

B.2 State whether there are any differences with the system established by the Corporate Enterprises Act for adopting
resolutions, and if so, provide details.

YES

Describe how they differ from the system envisaged in the Corporate Enterprises Act.

Reinforced majority different from that established Other cases
in Article 201.2 of the Corporate Enterprises Act of reinforced majorities
for cases covered by Article 194.1 of the Corporate
Enterprises Act

% established by the Bank for

- ) 66 66
approving resolutions

Describe the differences

For shareholder’s meetings convened at the request of shareholders representing at least 5% of the share capital, the favourable
vote of two-thirds of the capital present or represented is required to pass resolutions.

B.3 Indicate the rules for amending the company’s Articles of Association. In particular, indicate the majorities required to
amend the Articles of Association and, if applicable, the rules in place to protect shareholders’ rights when the Articles of
Association are amended.

The system of majorities for constituting a shareholders’ meeting and passing resolutions to amend the Articles of Association,
as set forth in Article 13 of the Articles of Association is the same as that provided by law, the only difference being that for
proposals made by shareholders representing at least 5% of the share capital, the favourable vote of two-thirds of the share
capital present or represented is required for resolutions to be passed.

B.4 Indicate the attendance figures for the general shareholders’ meetings held in the year to which this report refers and
in the previous year:

Attendance figures
Date of General % attending in % represented by % voting remotely Total
Shareholders’ person proxy -
Meeting Electronic Other
voting
07-04-2014 6.67% 50.50% 0.12% 5.49% 62.78%
10-06-2013 11.91% 38.07% 0.20% 0.87% 51.05%

B.5. State whether there is any restriction in the Articles of Association establishing a minimum number of shares required
in order to attend the General Meeting.

YES

Number of shares required to attend the General Shareholders’ Meeting

200

B.6. Indicate whether it has been agreed that certain decisions involving a structural change to the company (subsidiarisation,
purchase and sale of essential operating assets, transactions that are tantamount to the liquidation of the company, etc.)
must be submitted for approval by the General Shareholders’ Meeting even though this is not expressly required by the
relevant company and commercial legislation.

NO

B.7 Give the address of the corporate website where the corporate governance material and other information about the
general shareholders’ meetings that must be made available to the shareholders can be found and how it can be accessed.

The information is available on the corporate website at www.grupobancopopular.com
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C. GOVERNANCE STRUCTURE OF THE COMPANY

C.1 Board of Directors

C.1.1 Maximum and minimum number of Directors as per the Articles of Association:

Maximum number of directors 15

Minimum number of directors 12

C.1.2 Complete the following table with the members of the Board (*):

Name or company nhame | Representative | Board position | Date first Date last Election procedure
of Director appointed appointed
Aparicio, Francisco Secretary 18-12-2003 11-06-2012 General Shareholders’ Meeting
Arias, José Maria Deputy 1N-06-2012 11-06-2012 General Shareholders’ Meeting
chairman
Fundacién Barrié Ana José Varela | Director 11-06-2012 11-06-2012 General Shareholders’ Meeting
Fradin, Alain Director 20-12-20M 20-12-20M General Shareholders’ Meeting
Goémez, Francisco CEO 30-01-2013 | 10-06-2013 | General Shareholders’ Meeting
Herrando, Luis Deputy 21-06-2001 | 11-06-2012 General Shareholders’ Meeting
chairman
Higuera, Roberto Deputy 30-05-2008 | 07-04-2014 | General Shareholders’ Meeting
chairman
Molins, Ana Maria Director 28-04-2011 20-12-201M General Shareholders’ Meeting
Oroviogoicoechea, Jorge Director 30-01-2013 | 10-06-2013 | General Shareholders’ Meeting
Revoredo, Helena Director 30-05-2007 | 11-06-2012 General Shareholders’ Meeting
Ron, Angel Chairman Director 07-04-2014 | General Shareholders’ Meeting
14-03-2002
Chairman
19-10-2004
Sindicatura de Miguel Angel Director 28-06-1988 | 11-06-2012 General Shareholders’ Meeting
Accionistas de BPE de Solis
Tardio, Vicente Director 19-12-2007 07-04-2014 | General Shareholders’ Meeting
Unién Europea de José Ramon Director 19-05-2009 | 26-06-2009 | General Shareholders’ Meeting
Inversiones, S.A. Rodriguez
Valle Ruiz, Antonio del Director 07-04-2014 | 07-04-2014 | General Shareholders’ Meeting
Total number of directors 15

Indicate any Directors who left the Board during the year:

Name or company name of Director Director’s status at time of resignation or | Date of exit
removal

Allianz, S.E. Dominical 07-04-2014

José Ramon Rodriguez Independiente 07-04-2014

Maianca Inversion, S.L. Dominical 26-02-2014
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C.1.3 Complete the following tables about Board members and their various statuses:

EXECUTIVE DIRECTORS

Name or company name

Committee that proposed the

Position in the company’s organisational

of Director appointment structure
Ron, Angel Appointments Committee Chairman
Goémez, Francisco Appointments Committee CEO

Aparicio, Francisco Appointments Committee Secretary

Total number of executive directors 3
% of Board members 20%
EXTERNAL PROPRIETARY DIRECTORS

Name or company name Committee that Name or company name of the

of Director proposed the significant shareholder who is
appointment represented or who proposed the

appointment

Arias, José Maria Appointments Committee Fundacioén Barrié

Fradin, Alain Appointments Committee Crédit Mutuel

Fundacion Barrié (Represented by Ana | Appointments Committee Fundacién Barrié

José Varela)

Sindicatura de Accionistas de BPE Appointments Committee Sindicatura de Accionistas de BPE

(Represented by Miguel Angel Solis)

Tardio, Vicente Appointments Committee Grupo Allianz

Unioén Europea de Inversiones, S.A. Appointments Committee Unidén Europea de Inversiones, S.A.

(Represented by José Ramon

Rodriguez)

Valle, Antonio del Appointments Committee Grupo de Inversores Mexicanos

Total number of proprietary directors 7

% of Board members 46.66%

EXTERNAL INDEPENDENT DIRECTORS

Name or Profile

company name

of Director

Herrando, Luis Vice-chairman of the Board. Coordinating Independent Director. Economist and PhD in Industrial En-

gineering.

He started his professional career with Babcock & Wilcox, joining Induban (Banco Vizcaya) in 1967. He
was CEO of Aurora Group (now AXA) from 1978 to 1993. He has been and is on the Boards of several
companies in the fields of insurance, property and venture capital. Honorary President of the Asociacion
para el Progreso de la Direcciéon (APD) in northern Spain. Chairman of the Fundacién del Instituto de
Educacién e Investigacion and of the Fundacién de la Escuela de Ingenieros de Bilbao.
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Name or
company hame
of Director

Profile

Higuera, Roberto

Vice-chairman of the Board. Aeronautical Engineer. His professional career has mainly been in Banco
Popular where he held the positions of, among others, Director of International Activities, General
Manager of Banco Popular Hipotecario and General Finance Director. In May 2008, he was appointed
Vice-chairman and in September 2008, Chief Executive Officer, a position he held until June 26, 2009.

Molins, Ana Maria

Degree in Law. She has been a practising lawyer since 1972, advising businesses, mainly family-owned
ones. Secretary to the Boards of Trustees of various foundations and non-profit organisations. Legal
Adviser and Secretary to the Board of Directors of various companies.

Oroviogoicoechea,
Jorge

Businessman. He has occupied a variety of executive and corporate posts in the business world. He has
been the Managing Director of the Boyaca Group since 2002.

Revoredo, Helena

She holds a degree in Business Administration from Universidad Catélica de Buenos Aires and a PADE
masters from IESE in Madrid. She has been Chairwoman of the Security Company Prosegur and of
Euroforum since 2004 and a member of the International Consultative Committee at IESE since 2006.
Additionally, since its inception in 1997, she has been Chairwoman of the Prosegur Foundation. Between
1997 and 2004, she was the Vice chairwoman of Prosegur and a member of the Executive Board at the
Family Business Institute, and between 2002 and 2005, Chairwoman of Adefam (Madrid Association for
Family Business Development) and a Director of Telecinco. She has been a Director of Endesa Energia
since November 2014.

Total number of external independent directors 5

% of Board members

33.33%

State whether any director classified as independent receives from the company or its group any payment or benefit for
anything other than director’s remuneration or has or has had during the past financial year a business relationship with the
company or any member of its group, whether in his own name or as a significant shareholder, director or senior manager
of an entity that has or has had such a relationship.

NO

If so, provide an explanation from the Board giving the reasons why it believes the director is able to perform his functions
as an independent director.

OTHER EXTERNAL DIRECTORS

Name or company name of Director Committee that has reported on or proposed

the appointment

State why these directors cannot be considered proprietary or independent, and indicate any relations between them and
the company, its executives or its shareholders.

Name or company nhame of Director Reasons | Company, executive or shareholder with which he/she is

related

State any changes that have taken place during the period in the status of each director:

Name or company name of Director Date of change Former status Current status

Higuera, Roberto

June 2014 Other external Independent
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C.1.4 Complete the following table with the information relating to the number of female directors during the last four years
and the statuses of such female directors:

Number of female directors % of total directors in each category

Year Year Year Year Year Year Year Year

2014 2013 2012 20M 2014 2013 2012 20M
Executive 0 (o] (0] (0] 0.00 0.00 0.00 0.00
Proprietary 1 1 1 (6} 14 12.50 nn 0.00
Independent 2 2 2 2 40 40 33.33 33.33
Other external (0] 6] (o] (0] 0.00 0.00 0.00 0.00
Total 3 3 3 2 20 17.64 15 1n

C.1.5 Explain any measures implemented to include a sufficient number of women on the board of directors to achieve an
even balance of men and women.

Explanation of measures
Article 14.5 of the Board Regulations stipulates that the Appointments Committee must ensure that selection procedures to fill
vacancies are not biased in such a way as to impede the selection of female directors, and that the company must deliberately

seek women with the right professional profile and include them among potential candidates.

Helena Revoredo was appointed a Director in 2007; Ana Maria Molins was appointed a Director in 2011, and in 2012 Ana José
Varela joined the Board as the representative of the Barrié Foundation.

Female directors currently represent 20% of the total number of members of the Board of Directors.

C.1.6 Explain any measures agreed on by the Appointments Committee to ensure that selection procedures to fill vacancies
are not biased in such a way as to impede the selection of female directors, and that the company deliberately seeks women
with the right professional profile and includes them among potential candidates:

Explanation of measures

The procedure established by Banco Popular for the selection of Directors is not implicitly biased in such a way as to impede
the inclusion of women in the Board of Directors.

The Appointments Committee assists the Board in its functions relating to the appointment and re-election of Directors, and is
required to oversee the integrity of the Directors’ selection process, ensuring that candidates’ profiles are suited to the vacancy
in question and that they enjoy an honourable commercial and professional reputation, as well as having the professional
knowledge and experience necessary for the performance of their functions.

This Committee evaluates the knowledge and experience of Directors and defines the duties and aptitudes that are necessary
for candidates, evaluates the time and dedication necessary for the tasks to be successfully discharged and ensures that
the procedures established for the selection process do not have any implicit bias that could hinder the selection of women
Directors and that the Bank deliberately seeks women with the right professional profile and includes them among potential
candidates.

If in spite of the measures taken, if any, there are few or no women Directors, explain the reasons for this:

Explanation of the reasons

C.1.7 Explain how significant shareholders are represented on the Board.

See sections A.2 and C.1.2 of this report.

C.1.8 If any proprietary directors have been appointed at the request of shareholders with less than a 5% stake in the share
capital, explain the reasons for this.

Disclose any rejection of a formal request for a board seat from shareholders whose equity stake is equal to or greater than
that of others at whose request proprietary directors have been appointed. Detail the reasons for any such rejection.

NO
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C.1.9 State whether any Director has left the position before the end of his term of office, whether the Director provided an
explanation to the Board and if so by what means, and, in the event this was done in writing to the entire Board, explain at

least the reasons he gave:

YES

Name of Director

Reason for leaving

Allianz, S.E.

Reduction in the size of the Board, to comply with best corporate
governance standards. Explained to the Board directly.

José Ramoén Rodriguez Garcia

Reduction in the size of the Board, to comply with best corporate
governance standards. Explained to the Board directly

Maianca Inversion, S.L.

Reduction in the size of the Board, to comply with best corporate
governance standards. Explained to the Board directly

C.1.10 State the powers, if any, delegated to directors:

Name or company name of Director

Brief description

Ron Guimil, Angel

Broad powers of representation and administration befitting his position

as Chairman

Gomez Martin, Francisco

Broad powers of representation and administration befitting his position

as Chief Executive Officer

C.1.11 List the Board members, if any, that are directors or executives of other companies included in the group of the listed company:

Name or company hame of Director

Name of Group entity

Position

Arias, José Maria

Banco Pastor, S.A.

Chairman

Aparicio, Francisco

Banco Pastor, S.A.

Deputy chairman

Popular Banca Privada, S.A. Director
Grupo Financiero Bx+, S.A. Director
Banco Bx+, S.A. Director
Gdémez, Francisco Allianz Popular, S.A. Director
Targobank, S.A. Director
Grupo Financiero Bx+, S.A. Director
Banco Bx+, S.A. Director
Fradin, Alain Targobank, S.A. Chairman

Herrando, Luis

Popular Banca Privada, S.A.
Aliseda, S.A.

Non-executive chairman
Director

Higuera, Roberto Popular de Mediacidon, S.A. Chairman
Popular de Factoring, E.F.C,, S.A. Chairman
Bancopopular-e, S.A. Director

Tardio, Vicente Allianz Popular, S.A. Chairman

Del Valle, Antonio

Grupo Financiero Bx+, S.A.
Banco Bx+, S.A.

Honorary Chairman
Director

C.1.12 Indicate any Directors of your company who are members of the Board of Directors of other non-group companies
listed on the official stock exchanges in Spain, as reported to the company:

Name or company name of Director Name of listed Position
company
Molins, Ana Maria Cementos Molins, S.A. Director

Revoredo, Helena

Prosegur, S,A.

Chairwoman

Gestevision Telecinco Director
Endesa Energia, S.A. Director
José Ramoén Rodriguez (Representative) Unidén Europea de Inversiones, S.A. Chairman
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C.1.13 State and, if appropriate, explain whether the Bank has established rules regarding the number of Boards to which its
Directors may belong:

YES
Explanation of the rules

The Appointments Committee, in accordance with Article 25.4 of the Board Regulations, verifies compliance with internal rules
that have been established regarding the number of Boards to which Directors may belong, which are those established by
Law 10/2014 of 26 June on the organisation, supervision and solvency of credit institutions, as provided in Article 18.2 of the
Board Regulations.

In addition, as stipulated in that Article of the Board Regulations, during the time the post is held a director may not accept
any appointment as Director or Executive of another Bank, Investment Services Undertaking, Insurance Company or any other
financial institution without the express and prior authorisation of the Board of Directors in plenary session, when such entity
carries on its activities, in whole or in part, within the area in which Banco Popular or its subsidiaries operate

C.1.14 With regard to Recommendation 8 of the Unified Code, indicate for which of the company’s general policies and
strategies approval is reserved to the full Board:

Investment and financing policy YES
Design of the structure of the corporate group YES
Corporate governance policy YES
Corporate social responsibility policy YES
The strategic or business plan, management targets and annual budgets YES
Remuneration and performance evaluation of senior officers YES
Risk control and management, and the periodic monitoring of internal information and control systems YES
Dividend policy, as well as the policies and (particularly) limits applying to treasury stock YES

C.1.15 State the total compensation of the Board of Directors:

Board of Directors’ Compensation (€ thousands) 3,943 (*)

Portion of total compensation corresponding to directors’ cumulative pension rights
(€ thousands of euros)

Total compensation of the Board of Directors (€ thousands) 3,943 (%)

The amount of €3,943,000 corresponds to the remuneration in 2014 of the executive Directors, the only members of the Board
who are paid, and includes fixed income and bonuses, both in cash and the part payable in shares. In accordance with the 2014
Annual Bonus Plan, 50% of the bonuses will be paid in the first quarter of 2015; the remaining 50% will be deferred and paid in
three instalments in 2016, 2017 and 2018, subject to the conditions for receiving the bonus.

The total amount indicated above is the amount declared as the total accrued compensation in table ¢) “Summary of
Remuneration” of section D.1 of the Report on Remuneration of Banco Popular Directors. The individual compensation items
for each Director are shown in Note 10 to the Group’s consolidated annual report.

(") In 2014, the cost to the Bank of covering the pension commitments to the directors concerned, Messrs. Angel Ron (Chairman),
Francisco Goémez (Chief Executive Officer) and Francisco Aparicio (Secretary and Director) was €1,031,000 €1,040,000 and
€721,000 respectively. For its part, the vested rights and mathematical reserves connected with retirement pensions for
Messrs Angel Ron, Francisco Gémez, Francisco Aparicio, Roberto Higuera and José Maria Arias was €7,789,000; €5,231,000;
€3,720,000; £€9,538,000; and €14,734,000 respectively, which totals €41,012,000. When combined with the €34,889,000
mentioned above, the grand total is €75,901,000 at 31 December 2014.

CORPORATE GOVERNANCE ANNUAL REPORT BANCO POPULAR



C.1.16 List the members of senior management who are not executive directors and show the total remuneration earned by

them during the year:

Name or company hame

Position

José Ramon Alonso Lobo

Commercial Banking Management

Jesus Arellano Escobar

Corporate Audit and Control

Carlos Balado Garcia

Communications, Brand and Corporate Relations Management

Jacobo Gonzalez-Robatto Fernandez

International Advisory Board

Rafael de Mena Arenas

Investee and JV Management

Susana de Medrano Boix

Head of the CEQ's Office

Miguel Angel Moral Graci

Technical General Secretary

Javier Moreno Navarro

Comptroller's Office

Alberto Mufioz Fernandez

Chairman's Office

Antonio Pujol Gonzalez

Retail Banking Management

Fernando Rodriguez Baguero

Technical Resources Management

José Maria Sagardoy Llonis

Risk Management

Francisco Sancha Bermejo

Finance Management

Total remuneration of senior management (in € thousands)

6.157

The amount of €6,157,000 corresponding to 2014, includes fixed income and bonuses, both in cash and the part payable in
shares. In accordance with the 2015 Annual Bonus Plan, 50% of the bonuses will be paid in the first quarter of 2015; the remaining
50% will be deferred and paid in three instalments in 2016, 2017 and 2018, subject to the conditions for receiving the bonus.

The cost to the Bank in 2014 of covering the pension commitments for Senior Management was €2,297,000 and the vested
rights and mathematical reserves associated with those rights totalled €14,684,000 at 31 December 2014.

C.1.17 State the names of any Board members who are also Board members of companies owned by significant shareholders

and/or their Group companies:

Name or company name of Name of the significant Position
director shareholder

Arias, José Maria Fundacion Barrié Chairman
Rodriguez, José Ramoén (UEI Unidén Europea de Inversiones, S.A. Chairman

Representative)

Tardio, Vicente

Allianz Cia. de Seguros y Reaseguros
S.A.

Chairman- CEO

List any significant relationships, other than those addressed in the previous section, of Board members linking them with
significant shareholders and/or their group companies:

Name or company name of related
party director

Name or company name of related
party significant shareholder

Description of the relationship

C.1.18 Indicate whether any amendments have been made to the Board Regulations during the year:

YES

CORPORATE GOVERNANCE ANNUAL REPORT BANCO POPULAR



Description of amendments

During 2014, the following Board Regulations Articles were amended: Article 7 relating to the Chairmanship of the Board; Article
12 on the establishment, representation and adoption of resolutions; point 2 of Article 22, delegation of powers, relating to the
Appointments and Remunerations Committee; and Articles 24, 25, 26 and 27 with the purpose of bringing the rules relating to
the composition of the “Audit”, “Appointments”, “Remunerations” and “Risks” Committees into line with those set out in the
Law on Organisation, Supervision and Solvency of credit institutions.

C.1.19 Indicate the procedures for selecting, appointing, re-electing, evaluating and removing Directors. List the competent
bodies, the procedures to be followed and the criteria to be employed within each procedure.

The procedures for the appointment, re-election, evaluation and dismissal of Directors are regulated in detail in the Articles of
Association and the Board Regulations.

Appointment

The Appointment of Directors and the determination of their number, in accordance with the Articles of Association, lies with
the General Shareholders’ Meeting, thus ensuring due representation of shareholders and efficient functioning.

If any vacancy arises during the term for which Directors were appointed, the Board may co-opt the person(s) who will occupy
the post(s) until the next General Shareholders’ Meeting is held.

Furthermore, the full Board of Directors reserves to itself the power to approve the appointment of the Bank’s CEO.

Proposals for the appointment and re-election of Directors which are submitted by the Board of Directors for the consideration
of the General Shareholders’ Meeting, and appointments of Directors made by co-option, must concern individuals who, in
addition to meeting the legal requirements and those of the Articles of Association for the position, also enjoy prestige and a
reputation for commercial and professional integrity, as well as having the professional knowledge and experience necessary
for the performance of their functions.

Procedure for appointment and re-election

The appointment and re-election of Directors conforms to a formal and transparent procedure. Proposals to appoint or re-elect
Directors made by the Board of Directors to the General Shareholders’ Meeting, as well as the appointment of Directors through
co-option, must be covered by a prior proposal from the Appointments Committee, in the case of independent Directors, or a
report from that Committee in the case of all other Directors.

The Appointments Committee ensures that when new vacancies arise:

a) The selection process has no implicit bias against women candidates;

b) The company deliberately seeks women with the right professional profile and includes them among potential candidates.

In the appointments procedure, the candidate’s circumstances, experience and skills are taken into consideration, as is the
executive or external, independent or proprietary nature of the Director to be appointed..

The Board of Directors exercises its powers of proposing appointments to the Shareholders’ Meeting and of appointment by
co-option in such a way that the external directors constitute an ample majority over the Executive Directors on the Board. In
any case, the number of directors with executive functions shall not exceed one third of the members of the Board.

Also, the Board shall endeavour to ensure that the directors as a whole represent a significant percentage of the share capital.
Term of office, re-election and evaluation

The director’s term of office is four (4) years. At the end of this term, Directors may be re-elected for one or more periods of
the same maximum duration, subject to a proposal by the Appointments Committee, in which it evaluates the work done by
the Director and his or her effective commitment to the post during the last term of office.

The Appointments Committee is the competent body for revising the criteria that must be applied with respect to the
composition of the Board of Directors and the selection of candidates. In this respect, it must evaluate the skills, knowledge

and experience necessary on the Board and define the necessary duties and aptitudes for candidates that cover each vacancy,
while bearing in mind the time and dedication that are necessary to perform the role appropriately.
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At the time the Annual Corporate Governance report is approved and subject to a prior report from the Appointments Committee
is received, the Board evaluates the quality and efficiency of the operations carried out by the Board and its Committees as well
as the fulfilment of the duties of the Chairman of the Board.

The Appointments Committee is responsible for evaluating the suitability of the members of the Board of Directors and for
initially establishing and periodically assessing the integrity, experience and good governance of the parties in question,
following the established procedure.

The Committee is responsible for:

Proposing to the Board of Directors the policy for evaluating the Board members individually and the Board as a whole and any
modifications that are deemed necessary.

Periodically, and in any case at least once a year, supervising the correct application of the policy for evaluating Board members
individually and the Board as a whole, reporting on compliance with the policy to the Board of Directors and proposing any
adjustments to it that are deemed necessary.

Evaluating the Directors, the candidates for Board membership and the Board of Directors as a whole. If a candidate is deemed
to be unsuitable, a report will be submitted to the Board of Directors.

The Board may contract external consultants to carry out this evaluation process.

Removal

The Board of Directors is the competent body to determine the cause of termination of Directors and to accept resignations.
The Board of Directors will not propose the removal of any independent Director prior to the end of the statutory period
for which they were appointed, unless there is just cause assessed by the Board after having received a report from the
Appointments Committee, or as a result of takeovers, mergers or other similar corporate transactions.

C.1.20 State whether the Board of Directors has evaluated its own performance during the year

YES

Where applicable, explain to what extent the self-evaluation resulted in significant changes to the internal organisation of
the Board and the procedures applying to its activities:

Description of the changes
C.1.21 Indicate the circumstances in which directors are obliged to resign.

Directors shall cease to hold office either at their own request, or when the term of office for which they were appointed has
elapsed, or when the General Shareholders’ Meeting so decides, and in all such other cases as may be applicable in accordance
with the law or the Articles of Association. Article 16 of the Board Regulations provides that Directors must tender their
resignation to the Board of Directors and, if the Board considers it appropriate, resign in the following cases:

a) In the case of executive Directors, when they cease to occupy the posts to which their appointment as Director was
connected.

b) When they are affected by any of the legally envisaged situations of incompatibility or prohibition.

c) If their continuation as a Board member could negatively affect the functioning of the Board or the standing and reputation
of the Entity in the marketplace, or could jeopardise its interests.

If a Director is indicted or subject to the opening of oral proceedings for any of the offences referred to in Article 213 of
the Corporate Enterprises Act, the Board shall examine the matter as soon as possible and, depending on the particular
circumstances, decide whether or not the Director should continue in his or her position. The Board shall also disclose all such
determinations in the Annual Corporate Governance Report.

d) In the case of a proprietary Director, when the shareholder whose interests are being represented on the Board disposes of
its stake in the Bank or significantly reduces that shareholding or reduces it below the percentage that the Board determines
at any given moment, or to the point at which a reduction in the number of its proprietary Directors is required, without
prejudice to their possible re-election as Executive Director, independent Director or proprietary Director representing
another shareholder.

e) Age limit for Directors - 75 years of age, except for proprietary directors who control or represent an interest of three percent
or more of the share capital. The termination will arise at the first Annual General Meeting held after their 75th birthday.
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When a Director leaves the Board before the end of his/her term, whether due to resignation or any other reason, the reasons
must be explained in a letter sent to all of the members of the Board of Directors.

In all cases in which a Director resigns or leaves before the end of his/her term for any other reason, the Bank will report this
decision as a Significant Event and report on the reasons in the Annual Corporate Governance Report.

C.1.22 Explain whether the function of chief executive of the company is performed by the chairman of the board. If so,
indicate the measures taken to limit the risk of a single person accumulating power:

YES
Measures to limit risks

Banco Popular’s corporate governance system does not envisage the existence of a single chief executive, but rather a distribution
of powers and an appropriate balance between the Entity’s governing bodies (Board of Directors, Board Committees, Chairman,
CEO and Management Committee) and efficient mechanisms to prevent excessive accumulation of functions in any one person,
the most notable of which include:

1. The powers delegated to the CEO are the same as those delegated to the Chairman, with the exception in both cases of
those reserved exclusively to the Board itself.

2. There is a clear separation of powers between the Chairman and the CEO. When assigning responsibilities, the nature of
the business and the growing complexity and specialisation of the financial services sector were considered, along with the
Group’s international presence. The Chairman is in charge of the Bank’s overall strategy, while the CEO focuses on the daily
operation of the business.

3. The CEO is supported by the Management Committee, whose members represent the major business areas and whose
Managers report to the committee regularly. At the same time, the CEO reports to the Board of Directors at each session on
the most significant events and transactions that have taken place.

4. The Board and its Committees supervise and control the actions of both the Chairman and the CEO.

5. The Vice-chairman of the Board, who chairs the Appointments and Compensation Committees, and is classified as an
external independent director, acts as lead independent director of the external directors.

6. In case of absence, illness, resignation or inability, one of the Vice-chairmen replaces the Chairman in exercise of those
functions.

7. The Board of Directors is composed of an ample majority of external directors, with a significant presence of independent
directors, which ensures an appropriate balance between the supervisory function and the control of the bank’s governing
bodies.

8. With the aim of ensuring the proper performance of its own functions, the Board of Directors has set up committees
entrusted with regularly examining and monitoring areas of particular importance to the good governance of the Company.

a. The Delegated Committee, as the delegated body which assists the Board of Directors and substitutes for it.

b. The Audit Committee, which supervises financial reporting and internal control systems.

c. The Appointments Committee, which assists the Board in the appointment, re-election and resignation of the
Group’s Directors and Senior Management, ensures that the Directors receive all the information required to carry
out the proper performance of their functions, evaluating the Board and its Committees, as well as monitoring
compliance with the Bank’s rules of governance, periodically reviewing compliance with its rules, recommendations
and principles.

d. The Compensation Committee assists the Board in its functions of setting and following the Group’s compensation
systems for the Directors and Senior Management.

e. The Risk Committee advises the Board of Directors in defining and assessing the risk policies which affect the Group
and in determining the propensity to risk and the risk strategy as well as monitoring its proper implementation.

These Committees, except the Delegated Committee, are composed of external directors only, the majority of whom are
independent directors.

State whether rules have been established to empower an independent director to ask for a board meeting to be called or
for new items to be added to the agenda; to coordinate and give voice to the concerns of external directors; and to lead the
board’s evaluation; detail any such rules

YES

Explanation of the rules

Article 7 of Board Regulations provides that the Board of Directors, with the abstention of executive Directors, shall appoint a
Coordinating Director among the independent directors, who will be specifically empowered to ask for meetings of the Board
of Directors to be called or for new points to be added to the agenda of a Board meeting that has already been called, and to

coordinate and bring together the non-executive directors and direct the periodic assessment of the Chairman of the Board
of Directors.
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In accordance with the proposal of the Appointments Committee, the Board of Directors in June 2014 agreed the appointment
of Mr Luis Herrando Prat de la Riba, current Vice-chairman of the Board of Directors classified as independent, as the Board of
Directors’ Coordinating Director.

Among his duties will be, to ask for meetings of the Board of Directors to be called or for new points to be added to the agenda
of a Board meeting that has already been called, as well as to coordinate and bring together the non-executive directors
and lead, where appropriate, periodic assessment of the Chairman of the Board of Directors. In accordance with the highest
standards of good governance, he and the executive Directors abstained from voting on this agreement, which was unanimously
approved by the remaining members of the Board of Directors.

C.1.23 Is a reinforced majority other than those legally prescribed required for any particular type of decision?

NO

If so, describe the differences

Description of the differences

C.1.24 State whether there are specific requirements, other than those relating to directors, for being appointed Chairman
of the Board; if so, explain them.

YES

Description of requirements

In accordance with Article 17 of the Articles of Association, the Chairman of the Board must be a Director definitively ratified
or elected as such by the General Shareholders’ Meeting.

C.1.25 State whether the Chairman has a casting vote:
NO

Issues on which there is a casting vote

C.1.26 State whether the Articles of Association or the Board Regulations set any age limit for Directors:
YES

Age limit for Chairman -

Age limit for CEO -

Age limit for Directors - 75 years of age, except for proprietary directors who control or represent an interest of three percent
or more of the share capital.

C.1.27 Indicate if the Articles of Association or the Board Regulations establish a term limit for independent directors, other
than the legal limit:

NO

Maximum term of office (years) -

C.1.28 State whether the Articles of Association or the Board Regulations establish specific rules for proxy voting, how
proxies are issued and in particular the maximum number of proxies that may be held by one director, and whether the proxy

must be delegated to a director in the same category as the principal. If so, briefly describe these rules.

Article 12 of the Articles of Board Regulations envisages the possibility of Directors appointing another Director to represent
them at Board meetings.

Executive Directors may only appoint non-executive Directors. Such proxy may be granted by any means, including telegram,
fax or e-mail addressed to the Chairman or Secretary of the Board.
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C.1.29 Indicate the number of meetings of the board of directors held during the year. Also, state the number of times if any
that the Chairperson did not attend the board meeting. The calculation shall deem representation with specific instructions
as attendance:

Number of board meetings n

Number of board meetings without the presence of the Chairman 0]

Indicate the number of meetings held by the various board committees in the year:

Number of Delegated Committee meetings 27
Number of Audit Committee meetings 12
Number of Appointments Committee meetings n
Number of Compensation Committee meetings 9

C.1.30 Indicate the number of meetings of the board of directors held in the year which were attended by all its members.
The calculation shall deem representation with specific instructions as attendance:

Directors' attendance record n

Attendances as a % of the total number of votes during the year 100

C.1.31 State whether the individual and consolidated financial statements submitted to the Board for approval are previously
certified:

YES

The Bank’s Comptroller Office is responsible for the drafting and presentation of all the financial documentation which appears
in the Financial Statements. The Comptroller’s Office, being ultimately responsible for this financial information, signs the
accounts and certifies their accuracy.

The Audit Committee assists the Board of Directors with supervising the financial statements and the Bank’s internal control
systems and its Financial Management and the Board of Directors prepare the financial statements, which are signed by all
Directors.

Indicate the person(s), if any, who certified the company’s individual and consolidated financial statements for board
authorisation:

Name Position

Javier Moreno Comptroller’s Office

C.1.32 Explain any mechanisms established by the Board of Directors to ensure that the individual and consolidated financial
statements authorised by it are presented to the General Shareholders’ Meeting without qualifications in the auditor’s report.

The Board of Directors endeavours to ensure that the individual and consolidated financial statements which it prepares
and submits to the Shareholders’ Meeting do not contain any reservations or qualifications in the Audit Report, and if such
reservations or qualifications cannot be avoided, both the Chairman of the Audit Committee and the external auditor will clearly
explain to shareholders the content and scope of the discrepancies and of these reservations or qualifications.

The mechanisms established by the Board of Directors are, among others, as follows:

1. With respect to the Bank’s Internal Services.

The Bank’s Internal Services will prepare the individual and consolidated financial statements with rigour and in accordance
with generally accepted accounting principles and standards, ensuring:

a) That they give a true and fair view of the equity, financial position and results of operations and contain the necessary
information sufficient for their understanding.

b) An adequate definition of the scope of consolidation and the proper application of accounting standards.

c) That they clearly and simply explain economic, financial and legal risks that may be incurred.
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d) That the principles and standards applied are in line with those applied in the previous year.
2. With respect to the Audit Committee.
That the Audit Committee assists the Board of Directors with its duties to supervise and control the Bank through:

a) The review of the individual and consolidated financial statements prepared by the Bank’s Internal Services and the monitoring
of the operation of procedures and internal financial control manuals adopted by the Bank.

b) Regular reviews of the Bank’s internal control and risk management systems, so that the main risks are identified, managed
and adequately reported.

c) Holding of meetings with the external auditor to receive any information relating to the audit process that is necessary, as
well as to analyse and review any matters that are considered to be of special importance.

C.1.33 Is the board secretary a director?
YES

C.1.34 Describe the procedures for appointment and removal of the Secretary of the Board, stating whether the Appointments
Committee was consulted and the appointment or removal was approved by the full Board.

Procedure for appointment and removal

The position of Secretary is regulated by Article 9 of the Board Regulations, which establishes the authorities granted and
procedure for the appointment of a Secretary.

To safeguard the independence, impartiality and professionalism of the Secretary, the appointment to and removal from
this position must be the subject of a prior report from the Appointments Committee. When the Board does not follow the
recommendations of this Committee, reasons for justifying this action must be formally stated in the minutes of the meeting
concerned.

Proposals for nominations or re-elections must involve candidates holding a Degree in Law and they must also comply with
the legal and statutory requirements for the position, be of recognised prestige and possess the knowledge and professional
experience that are appropriate to discharging the duties of Secretary.

The Board Secretary’s performance is evaluated annually at the time of the Board’s evaluation.

Is the Appointments Committee consulted on the appointment? Yes
Is the Appointments Committee consulted on the removal? Yes
Does the full Board approve the appointment? Yes
Does the full Board approve the removal? Yes

Is the Board Secretary entrusted in particular with ensuring compliance with corporate governance recommendations?
YES
Comments

Article 9 of the Board Regulations establishes that, in addition to the duties assigned by law or the Articles of Association, it is
the Secretary’s responsibility to ensure that the Bank’s Corporate Governance principles are observed.

C.1.35 Indicate whether the bank has established mechanisms to maintain the independence of auditors, financial analysts,
investment banks and rating agencies.

Articles 24 and 33 of the Board Regulations identify the mechanisms established to preserve the independence of the external
auditor. The relationship between the Board of Directors and the external auditor is channelled through the Audit Committee,
which is the competent body for:

a) Proposing to the Board of Directors for submission to the General Shareholders’ Meeting the appointment of external
auditors, the conditions of hiring, the scope of the professional mandate and, when appropriate, the revocation or non-
renewal of such mandate and replacement of the auditor.

b) Supervising fulfilment of the audit contract, endeavouring to ensure that the auditors’ opinion on the financial statements
and the main contents of the audit report are drafted clearly and accurately.
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¢) Receiving regular information from the external auditor regarding the audit plan and the results of its management, evaluating
the results of each audit and verifying that senior management take into account the auditor’s recommendations, as well as
mediating in any case of discrepancy between these parties and with the auditor with respect to the principles and standards
applied when preparing the financial statements.

d) Liaising with the external auditors to receive information about any issues potentially jeopardising the external auditor’s
independence and any other issues connected with the process of performance of the audit, as well as the other
communications stipulated in audit legislation and technical auditing standards.

e) Receiving annually written confirmation from the auditors about their independence in respect of the entity and the
information about any additional services they render. The Committee will issue an annual opinion on the independence of
the Auditors prior to the Auditor’s Report being issued.

f) Endeavouring to ensure that the financial statements that the Board of Directors submits to the General Meeting do not
contain any reservations or qualifications in the Audit Report and, when such reservations or qualifications cannot be avoided,
ensuring that both the Chairman of the Committee and the auditors provide clear explanations to the public and, in particular,
to shareholders of the content and scope of the discrepancies and of these reservations or qualifications.

Furthermore, to ensure the independence of the external auditor:

a) Any change in the auditor will be reported as a Significant Event to the Spanish National Securities Market Commission,
indicating the existence of any disagreements with the exiting auditor and their subject matter;

b) The Committee will ensure that the Bank and the auditor respect current regulations regarding the rendering of services
other than audit, limits to the concentration of the Auditor’s business and, in general, any other regulation established to
ensure the independence of auditors;

c) Should the external auditor resign, the Audit Committee will examine the reasons for such resignation.

Similarly, no services other than audit services are to be contracted with the external auditor, so as not to jeopardise such
auditor’s independence.

In any event, the Committee must be provided, on an annual basis, with a written statement from the auditors confirming
their independence of the entity or entities related to it either directly or indirectly, as well as information on any additional
services provided, of any type, to these entities by said auditors, or by persons or entities related to them in accordance with
the provisions of Royal Decree 1/2011 of 1 July approving the recast text of the Auditing Act.

The Committee is required to issue annually, prior to the issue of the audit report, a report expressing its opinion as to the
auditors’ independence. This report, where appropriate, is required to comment upon the provision of additional services, as
referred to in the previous section.

In compliance with the foregoing, in 2014 the corresponding reports on the independence of the auditor were issued, confirming
said independence.

Finally, in accordance with the provisions of the Board Regulations, under the heading B.1.37 below information is provided on
the overall fees paid during the year to the audit firm for services other than audit.

The Investor Relations Department is entrusted with maintaining communications with institutional shareholders and financial
analysts who cover the Banco Popular share, ensuring that they are given no privileged information which is not disclosed to
other shareholders.

Regarding the rating agencies, the Bank has hired, the Bank has hired the services of the three main international rating agencies.
The designated area to maintain the relationship with the rating agencies is the Group’s General Directorate of Finance.

C.1.36 State whether the Company changed its external auditor during the year. If so, identify the incoming and outgoing

auditor:

NO

Outgoing auditor Incoming auditor

If there were any disagreements with the outgoing auditor, explain what they were about:

NO
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Explanation of the disagreements

C.1.37 State whether the audit firm has done work for the Bank and/or its group other than audit work and, if so, state the fees
received by it for such work and the amount of such fees as a percentage of the fees billed to the company and/or its group:

YES
Company Group Total
Fees for work other than auditing (€ thousands) 1126 2,369 2,369
Fee; fgr non-audit work / Total amount invoiced by 55.63% 55.21% 5521%
audit firm (%)

C.1.38 State whether the audit report for the financial statements for the preceding year contained any reservations or
qualifications. If it did, state the reasons given by the Chairperson of the Audit Committee to explain the content and scope
of the reservations or qualifications.

NO
Explanation of the reasons
C.1.39 State the number of years for which the current audit firm has performed the audit of the company’s and/or its

group’s financial statements without interruption. Also, indicate the number of years audited by the current audit firm as a
percentage of the total number of years in which the financial statements have been audited:

Company Group
Number of consecutive years 33 33
Company Group
Number of years audited by the present audit firm as a % of the
) ) 97 97
years for which audits have been performed

C.1.40 Indicate whether there is a procedure for Directors to engage external consultants and, if so, provide details:
YES
Details of the procedure

All Directors have the right and the duty to request and obtain information and advice appropriate to the discharge of their
functions of supervision, in the broadest terms, routing their requests in this respect through the office of the Secretary to the
Board, which will act by either directly furnishing the information, providing the appropriate interlocutors or arranging the
measures enabling them to conduct the examination in situ.

Article 20 of the Board Regulations establishes the right to receive expert assistance: In order to facilitate the work of the
Directors, the Board guarantees them access to the services of the Bank’s in-house experts. The Directors have the authority
to propose to the Board of Directors the engagement, at the Bank’s expense, of such external advisers as they may consider
necessary to advise them on issues arising in the performance of their duties, when these issues are of a specific nature and
are of a certain importance and complexity. The proposal must be conveyed to the Chairman through the Secretary of the
Board. The Board may veto its approval by majority vote if it considers the proposal unnecessary, if its cost is disproportionate
considering the level of importance of the issue in question and the assets and revenues of the Bank, or if there is a possibility
of such technical assistance being adequately provided by the Company’s own experts and technical staff.

C.1.41 State whether there is a procedure enabling directors to obtain the necessary information to prepare with sufficient
time for meetings of the governing bodies, and if so, provide details:

YES
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Details of the procedure

The Directors receive specifically prepared and focused information in good time to enable them to prepare on a timely basis
for Board meetings, provided that the urgency and nature of the matter make this possible, with no limitations other than those
imposed by the current legal and regulatory framework covering privileged information.

There is an Internet portal available to the members of the Board of Directors through which they have exclusive access to
the documentation and information reserved to the Board, such as meeting agendas, presentations and other documentation
needed for the sessions, as well as the minutes of past meetings.

Furthermore, the Secretary’s Office has established a permanent channel of communication with Directors through a text-
messaging system, through which they are informed of the public dissemination of information regarding the Bank, the posting
on the aforementioned portal of information and documentation of interest to them, etc.

Article 19 of the Board Regulations regulates the Directors’ right to information in the following terms: The Directors have the
broadest of powers to demand information on any aspect of the Bank, to examine its books, records and documents, to contact
those in charge of the various departments, and to visit the Bank’s installations and facilities, provided that this is necessary
for the performance of their duties. This right to information is to be channelled through the Chairman or the Secretary to the
Board, who will deal with such requests from the Directors either by furnishing the information required directly, or by indicating
the appropriate interlocutors, or by arranging such measures as may be necessary so that the information requested may be
examined. The Board may refuse to grant the request for information if it feels the disclosure could be harmful to the Bank’s
corporate interests, without prejudice to the provisions of the Corporate Enterprises Act.

C.1.42 State whether the company has rules obliging Directors to inform the board of any circumstance that might harm the
organisation’s name or reputation, and to resign if necessary, and describe any that exist:

YES
Describe the rules

Article 16.3.c) of the Board Regulations establishes the requirement that Directors place their office at the disposal of the Board
of Directors and, if deemed appropriate by the Board, submit their resignation in cases in which their remaining on the Board
may negatively affect its operation or the credit and reputation of the Bank in the market or may endanger the interests of the
Bank.

If a Director is tried or in the case of opening of oral proceedings against him for any of the offences referred to in Article 213 of
the Corporate Enterprises Act, the Board shall examine the matter and, depending on the particular circumstances and potential
harm to the Bank’s name and reputation, decide whether or not he or she should continue in office.

In all cases in which a Director leaves his/her post before the end of the relevant term of office, whether through resignation
or for any other reason, the reasons behind this action must be explained in a letter, which will be sent to all members of the
Board of Directors, and the Bank will report this decision through the communication of a Significant Event, indicating the
aforementioned reasons in the Annual Corporate Governance Report.

C.1.43 State whether any member of the Board of Directors has informed the Bank that he has been charged with, or tried
for, any of the offences referred to in Article 213 of the Corporate Enterprises Act.

NO

State whether or not the Board of Directors has analysed the case. If yes, explain the decision taken as to whether or not the
Director will remain on the Board or any actions taken by the Board of Directors up to the date of this report or any actions
it plans to take.

NO

C.1.44 Significant agreements entered into by the company that will come into force, be modified or terminate in the event
of a change in control of the company resulting from a takeover bid, and their effects.

C.1.45 Identify on an aggregate and individualised basis any agreements between the company and its directors, officers
or employees which contain indemnity clauses, guarantees or “golden parachutes” deriving from early termination of the
contractual relationship if their employment ends because of a public takeover bid or other corporate transaction.

Number of beneficiaries

Type of beneficiary Description of agreement
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State whether these contracts have to be communicated and/or approved by the company’s bodies or those of its group:

Board of Directors

General Shareholders’
Meeting

Body that authorises the clauses

YES

NO

Is the General Shareholders’ Meeting informed of the clauses?

C.2 Committees of the Board of Directors

C.2.1 List all Board of Directors Committees, their members and the proportion of proprietary and independent directors

who are members:

DELEGATED COMMITTEE

Name Position Category

Ron, Angel Chairman Executive

Gdémez, Francisco Director Executive

Arias, José Maria Director Proprietary

Herrando, Luis Director Independent

Higuera, Roberto Director Independent

Aparicio, Francisco Secretary Executive

% executive directors 50

% proprietary directors 16.67

% independent directors 33.33

% other external directors 0]
AUDIT COMMITTEE

Name Position Category

Higuera, Roberto Chairman Independent

Arias, José Maria Director Proprietary

Oroviogoicoechea, Jorge Director Independent

% executive directors [0}

% proprietary directors 33.33

% independent directors 66.67

% other external directors 0
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APPOINTMENTS COMMITTEE

Name Position Category
Herrando, Luis Chairman Independent
Oroviogoicoechea, Jorge Director Independent
Molins, Ana Maria Director Independent
% executive directors 0]
% proprietary directors [0}
% independent directors 100
% other external directors 0]
COMPENSATION COMMITTEE
Name Position Category
Herrando, Luis Chairman Independent
Oroviogoicoechea, Jorge Director Independent
Molins, Ana Maria Director Independent
% executive directors 0]
% proprietary directors 0]
% independent directors 100
% other external directors 0]
RISK COMMITTEE
Name Position Category
Oroviogoicoechea, Jorge Chairman Independent
Herrando, Luis Director Independent
Unidén Europea de Inversiones, S.A. (Rodriguez, José Ramon) Director Proprietary
% executive directors 0]
% proprietary directors 33.33
% independent directors 66.66
% other external directors 0]

C.2.2 Complete the following table with information on the number of female directors on each Board Committee over the

last four years:

Number of female directors

Financial year

Financial year

Financial year

Financial year

2014 Number % 2013 Number % 2012 20m
Number % Number %
Delegated Committee 0 0.00% 0 0.00% 0.00% 0 0.00%
Audit Committee 0 0.00% 0 0.00% 0.00% (¢} 0.00%
Appointments Committee 1 33.33% 1 33.33% 1 33.33% 1 33.33%
Compensation Committee 1 33.33% 1 33.33% 1 33.33% 1 33.33%
Risk Committee 0 0.00% 0 0.00% 6] 0.00% (¢} 0.00%
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C.2.3 Indicate which of the following functions are performed by the Audit Committee.

Supervise the preparation and the integrity of financial information relating to the company and, if appropriate, to the | YES
Group, reviewing compliance with legislative requirements, appropriate definition of the scope of consolidation and
the correct application of accounting standards.

Regular reviews of the internal control and risk management systems, so that the main risks are identified, managed | YES
and adequately reported.

Ensure the independence and efficiency of the internal audit function; proposed the selection, appointment, re-election | YES
and removal of the person responsible for internal audit; propose the budget for this service; receive regular informa-
tion regarding its activities; and verify that senior management takes into account the conclusions and recommenda-
tions contained in its reports.

Establish and supervise a mechanism that allows employees confidentially, and if considered appropriate, anonymously, | YES
to report any potentially significant irregularities, particularly those of a financial or accounting nature, observed within
the company.

Make recommendations to the Board for the selection, appointment, re-election and replacement of the external au- | YES
ditor, and the terms and conditions of his engagement.

Regularly receive information from the external auditor regarding the audit plan and the results of execution, and verify | YES
that senior management takes the recommendations made into account.

Ensure the independence of the external auditor. YES

C.2.4 Describe the rules of organisation and operation and the responsibilities of each of the Board committees.
DELEGATED COMMITTEE

The Delegated Committee is formed by the number of Directors designated by the Board of Directors at any given moment.
The Chairman and the CEO of the Bank are ex officio members of this Committee.

The Board of Directors decides the composition of the Delegated Committee and the appointment and dismissal of its members.
The Members of the Committee cease to hold this position when they cease to be Directors of the Bank or when so decided by
the Board of Directors. The resolutions appointing members of the Delegated Committee require the votes in favour of at least
two thirds of the members of the Board of Directors.

The Chairman of the Board of Directors presides over the Committee, and the Secretary is the Secretary to the Board. The
Secretary may be replaced by a Committee member chosen at the start of any meeting, or by one of the Vice-Secretaries to
the Board of Directors.

The Delegated Committee holds ordinary meetings regularly, in principle every two weeks, and the meetings are considered to
be validly constituted when half plus one of its members are present or represented. Its resolutions are adopted by absolute
majority of the Directors present or represented at the relevant meeting.

The resolutions adopted by the Delegated Committee are valid and binding without any need for subsequent ratification by
the full Board, although the Board must be informed of the issues discussed and the decisions taken at its meetings, and the
minutes of its meetings must be made available to the Board.

The Board of Directors has currently delegated to the Delegated Committee all its powers except those that cannot be delegated
pursuant to the law and to Article 5.2 of the Board Regulations .

AUDIT COMMITTEE

The Audit Committee consists of a minimum of three (3) and a maximum of five (5) Directors, designated by the Board of
Directors in view of their knowledge, aptitudes and experience in the areas of accounting, audit and risk management, as well
as the other tasks assigned to the Committee.

Article 24 of the Board Regulations stipulates that the majority of the members of the Audit Committee must be non-executive
Directors, from among whom a Chairman will be chosen. At least one of its members must be an independent director.

The Board of Directors designates the Chairman of the Committee from among the independent Directors, as well as the
Secretary, who does not necessarily have to be a member of the Committee. If it does not appoint a Secretary, the Secretary to
the Board of Directors will assume this position.

If the Chairman is absent, the meeting is presided over by the Director designated by the Committee, and in the absence of the
Secretary, these duties will be performed by the Committee member so designated, or the Vice Secretary or one of the Vice
Secretaries to the Board of Directors.

The Members of the Committee cease to hold this position when they cease to be Directors of the Bank or when so decided
by the Board of Directors.
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Notwithstanding the above, the Chairman must be replaced every four years and may be re-elected once one year has passed
since leaving the office, without prejudice to his continuing as a member of the Committee if so agreed by the Board of
Directors.

The Audit and Control Committee must meet as often as may be necessary for the proper performance of its functions and
whenever called to meet by its chairman or requested to do so by any of its members; it must hold at least two meetings a
year and in any case whenever the Board requests the issuance of reports, the presentation of proposals or the adoption of
resolutions within the sphere of its functions.

The proposals made by the Committee must be approved by the vote of a majority of the Members attending the meeting.

The Committee may request the attendance of the Group’s external Auditors at its meetings in which their report on the
financial statements and the Directors’ Report of the Bank and of its consolidated group are to be examined. Furthermore, this
Committee may request the attendance for reporting purposes of the Group’s senior management, other Group directors and
personnel, as well as other advisers or consultants, as appropriate. Any of the persons mentioned in this paragraph who are
asked to attend the meetings shall be under the obligation to do so, offering their full cooperation and making all information
they hold available. The Committee may seek the cooperation of these same persons to carry out work which it considers
necessary for the execution of its duties, and may seek the advice of external professionals. In addition, the Committee may, in
the performance of its duties, request the collaboration of the Board of Directors and its other Committees, the Directors and
the Secretary and Vice-Secretaries of the Board.

The principal task of the Committee is to assist the Board of Directors with its duty to supervise and control the Bank by
evaluating the system of accounting verification of the Group, by verifying the independence of the external auditors and by
reviewing the internal control system. The Committee will keep the Board of Directors permanently informed of the performance
of the duties for which it is responsible.

Without prejudice to such other duties as may be assigned by the Board of Directors, the Committee will have the following
competencies:

a) Supervise the process of preparation and presentation of the financial information and its completeness and verifying that
all periodic information released to markets is prepared in accordance with professional practices and principles applicable
to financial statements, supervising this information and reporting to the Board of Directors prior to the Board’s adopting
any relevant decisions and before they are published.

b) Inform the General Shareholders’ Meeting about issues raised by shareholders regarding matters within its sphere of
competence.

c) Propose to the Board of Directors, for submission to the General Shareholders’ Meeting, the appointment of external auditors,
the conditions of hiring, the scope of the professional mandate and, when appropriate, the revocation or non-renewal of such
mandate and replacement of the auditor. Supervise the fulfiiment of the audit contract, ensuring that the auditor’s opinion
on the financial statements and the main contents of the auditor’s report are drafted clearly and accurately.

d) Supervise the internal audit’s services and, in this respect, ensure its independence and efficacy; propose the selection,
appointment, re-election and removal of the person responsible for internal audit; propose its budget; receive periodic
information regarding its activities; and verify that senior management take into consideration the conclusions and
recommendations set out in its reports.

e) Serve as a channel of communication between the Board of Directors and the auditors and receive regular information from
the external auditor regarding the audit plan and the results of its management, evaluate the results of each audit and verify
that senior management take into account the auditor’s recommendations, as well as mediating in any case of disagreement
between these parties and with the auditor with respect to the principles and standards applied when preparing the financial
statements.

f) Liaise with the external auditors to receive information about any issues potentially jeopardising the auditor’s independence
and any other issues connected with the process of performance of the audit for examination by the Committee, and any
other matter related to the audit development process, as well as the other communications stipulated in audit legislation
and technical auditing standards.

To ensure independence:

1. Any change in the auditor will be reported as a Significant Event to the Spanish National Securities Market Commission,
indicating any disagreements with the outgoing auditor and their subject matter;

2. The Committee will ensure that the Bank and the auditor respect current regulations regarding the provision of services other
than audit, limits to the concentration of the Auditor’s business and, in general, any other regulation established to ensure
the independence of auditors;

3. In the event that the external auditor withdraws from the mandate, the Committee will examine the circumstances giving
rise to this situation.

In any event, the Committee must be provided, on an annual basis, with written confirmation from the auditors confirming
their independence from the entity or entities related to it either directly or indirectly, as well as information on any additional
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services provided, of any type, to these entities by said auditors, or by persons or entities related to them in accordance with
the Consolidated Law on Auditing approved by Royal Legislative Decree 1/2011 of 1 July .

The Committee is required to issue annually, prior to the issue of the audit report, a report expressing its opinion as to the
auditors’ independence. This report, where appropriate, is required to comment upon the provision of additional services, as
referred to in the previous section.

9) Endeavour to ensure that the financial statements that the Board of Directors submits to the General Shareholders’ Meeting
do not contain any reservations or qualifications in the Audit Report, and that if such reservations or qualifications cannot be
avoided, both the Chairman of the Committee and the auditors clearly explain to the public and, in particular, to shareholders,
the content and scope of the discrepancies and of these reservations or qualifications.

h) Supervise the efficacy of the Bank’s internal control and risk management systems, including tax risks, so that the main
risks are identified, managed and appropriately reported. Discuss any significant weaknesses in the internal control systems
detected during the audit with the auditors.

i) Review the accounts for the Bank, supervise compliance with legal requirements and the proper application of generally
accepted accounting principles and the adequate definition of the scope of consolidation. Monitor the operation of internal
financial control procedures and the use of manuals adopted by the Bank, check compliance therewith and review the
appointment and replacement of those responsible.

j) Consider the suggestions that may be made to the Committee by the Chairman, other members of the Board, senior
management or shareholders of the Bank, as well as report and submit proposals to the Board of Directors about measures
that the Committee considers appropriate.

k) Establish and supervise a mechanism that allows employees to report, on a confidential basis and, if deemed advisable,
anonymously, any irregularities that are potentially important, particularly those of a financial and accounting nature, that
are observed within the Bank.

1) Detect and manage conflicts of interest that may arise between Group entities.

m) Inform the Board of Directors, prior to the adoption of the relevant decisions, of the creation or acquisition of shares in
special purpose vehicles or any entities domiciled in countries or territories classified as tax havens, as well as of any other
transactions or operations of a similar nature that could jeopardise the transparency of the Banco Popular Group due to
their complexity.

n) Evaluate its operation on an annual basis and present the Board of Directors with a report on the activities carried out during
the year.

A) All others established by Law or in the Board Regulations.

APPOINTMENTS COMMITTEE

The Appointments Committee is formed of a minimum of three (3) and a maximum of five (5) Directors, designated by the
Board of Directors, taking account of the knowledge, aptitudes and experience of the Directors and the duties of the Committee.

Article 25 of the Board Regulations stipulates that a majority of the members of the Appointments Committee must be non-
executive directors, from among whom a Chairman will be chosen. At least two of its members must be independent directors.

The Board of Directors designates the Chairman of the Committee from among the Committee Members, as well as the
Secretary, who does not necessarily have to be a member of the Committee. If it does not appoint a Secretary, the Secretary to
the Board of Directors will assume this position.

If the Chairman is absent, the meeting is presided by the independent Director designated by the Committee, and in the absence
of the Secretary these duties will be performed by the Committee member so designated, or the Vice Secretary or one of the
Vice Secretaries to the Board of Directors.

The Members of the Committee cease to hold this position when they cease to be Directors of the Bank or when so decided
by the Board of Directors.

The Committee must meet as often as may be necessary for the proper performance of its functions and whenever called to
meet by its chairman or requested to do so by any of its members and, in any case, whenever the Board requests the issuance
of reports, the presentation of proposals or the adoption of resolutions within the sphere of its functions.

The proposals made by the Committee must be approved by the vote of a majority of the Members attending the meeting.

This Committee may require the Group’s senior management, other managers and personnel to attend in order to provide
information, as well as any advisors or consultants providing services to the Group. Any of the persons mentioned in this
paragraph who are asked to attend the meetings shall be under the obligation to do so, offering their full cooperation and
making all information they hold available. The Committee may seek the cooperation of these same persons to carry out work
which it considers necessary for the execution of its duties, and may seek the advice of external professionals. In addition, the

CORPORATE GOVERNANCE ANNUAL REPORT BANCO POPULAR



Committee may call for the collaboration of the Board of Directors and its Committees, Directors and the Secretary and Vice
Secretaries to the Board of Directors, in the performance of its duties.

The main task of the Committee is to assist the Board of Directors in its functions of appointing, re-electing, dismissing and
compensating Directors and senior management, endeavouring to ensure that the Directors receive all the necessary information
for the proper performance of their duties, and keeping a close watch on compliance with the Bank’s rules of governance and
periodically reviewing the results. The Committee will keep the Board of Directors permanently informed of the performance
of the duties for which it is responsible.

Without prejudice to such other duties as may be assigned by the Board of Directors, the Committee will have the following
competencies:

a) Keeping a close watch on the integrity of the selection process for the Group’s Directors and senior management, ensuring
that candidates are persons who conform to the profile of the vacancy.

b) Formulating and reviewing the criteria to be followed as regards the composition of the Board of Directors and the selection
of candidates. In this respect, the competencies, knowledge and experience that are necessary on the Board must be
evaluated and the necessary duties and aptitudes for candidates that cover each vacancy must be determined, while bearing
in mind the time and dedication that are necessary to adequately perform the duties of the position.

c) Setting a representation goal for the under-represented gender on the Board of Directors and develop guidance on how to
reach that objective.

d) Examining or organising, in the manner deemed appropriate, the succession of the Chairman and the CEO and, if appropriate,
making proposals to the Board so that said succession takes place in an orderly and well-planned manner.

e) Submitting to the Board of Directors proposals for the appointment, re-election and removal of Independent Directors. or
a Committee Report in the case of the other Directors, so that the Board may proceed directly to the appointment of these
directors (co-opting) or submit their appointments to the General Shareholders’ Meeting, providing information on the class
of Directors in all cases.

f) Submitting to the Board of Directors the proposals for appointment, re-election and removal of the members who should
form part of each of the Board Committees.

9) Reporting proposals to appoint or remove the Board’s Secretary or Vice Secretaries.

h) Submitting to the Board of Directors proposals for the appointment and re-election of members of senior management and
of the supervisory body stipulated in the Internal Conduct Regulations in the sphere of securities markets.

i) Examining any suggestions for appointments sent to it by the Bank’s Chairman, members of the Board, executives or
shareholders, evaluating them and reporting on them objectively and impartially so that the Board may act in full knowledge
of all the relevant information.

j) Reporting to the Board of Directors regarding any gender diversity matters indicated in its Regulations.
k) Reviewing, on an annual basis, the classification of each Director when preparing the Corporate Governance Report.

1) Proposing to the Board of Directors the Suitability Assessment policy for Board members individually and the Board of
Directors as a whole and any modifications that are deemed necessary and/or appropriate.

m) Periodically supervising, at least once a year, the correct application of the Suitability Assessment policy for Board members
individually and the Board of Directors as a whole, reporting on compliance to the Board of Directors and proposing, through
its reports, any adjustments that are deemed necessary.

n) Providing guidance to new Directors, advising them of their legal obligations, informing them of the Bank’s governance rules,
and familiarising them with the characteristics, situation and environment of the company.

0) Examining the information sent by Directors regarding their other professional obligations and evaluating whether or not
they could interfere with the dedication required to properly carry out their duties, as well as verifying compliance with the
rules established regarding the number of Boards of which they may form part.

p) Taking care to ensure that the directors receive information of sufficient quantity and quality to enable them to adequately
perform their functions.

) Detecting cases in which the relation of a Director to the Bank may negatively affect its functioning or its standing and
reputation.

r) Detecting and managing possible conflicts of interest between Directors or senior managers and the Bank, ensuring fulfilment

of the obligations of discretion and impartiality and of the duties of confidentiality, diligence and loyalty of the directors as
well as any such issues that may arise between significant shareholders and the Bank.
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s) Informing the Board of Directors of related party transactions, prior to its taking any decisions in this respect.
t) Proposing the Annual Corporate Governance Report to the Board of Directors.

u) Proposing and verifying compliance with the Group’s Corporate Social Responsibility Policy and the preparation of the
Annual Corporate Social Responsibility Report.

V) Supervising compliance with these Regulations and, in general, with the internal codes of conduct and the rules of Bank
governance, and making any necessary proposals for improvement.

w) Evaluating the Board of Directors on an annual basis, as well as the Chairman and the Bank’s CEO.

x) Evaluating the suitability of the Directors, the candidates for Board membership and the Board of Directors as a whole. If a
candidate is deemed to be unsuitable, a report will be submitted to the Board of Directors

y) Coordinating the production of a training programme for the Directors and keeping it updated.

z) Evaluate its operation on an annual basis and present the Board with a report on the activities carried out during the year.
aa) All others established by Law or in Board Regulations.

COMPENSATION COMMITTEE

The Compensation Committee is formed of a minimum of three (3) and a maximum of five (5) Directors, designated by the
Board of Directors, taking account of the knowledge, aptitudes and experience of the Directors, and the Committee’s tasks.

Article 26 of the Board Regulations stipulates that the Committee will be composed exclusively of non-executive Directors, two
of whom must be independent Directors.

The Board of Directors designates the Chairman of the Committee from among the Committee Members, as well as the
Secretary, who does not necessarily have to be a member of the Committee. If it does not appoint a Secretary, the Secretary to
the Board of Directors will assume this position.

If the Chairman is absent, the meeting is presided by the independent Director designated by the Committee, and in the absence
of the Secretary these duties will be performed by the Committee member so designated, or the Vice Secretary or one of the
Vice Secretaries to the Board of Directors.

It may pass resolutions in writing without an actual meeting, provided that none of its members are opposed and it is in
accordance with the provisions of the Articles of Association and the Law.

The Members of the Committee cease to hold this position when they cease to be Directors of the Bank or when so decided
by the Board of Directors.

The Committee must meet as often as may be necessary for the proper performance of its functions and whenever called to
meet by its chairman or requested to do so by any of its members and, in any case, whenever the Board requests the issuance
of reports, the presentation of proposals or the adoption of resolutions within the sphere of its functions.

The proposals made by the Committee must be approved by the vote of a majority of the Members attending the meeting.

This Committee may require the Group’s senior management, other managers and personnel to attend in order to provide
information, as well as any advisors or consultants providing services to the Group. Any of the persons mentioned in this
paragraph who are asked to attend the meetings shall be under the obligation to do so, offering their full cooperation and
making all information they hold available. The Committee may seek the cooperation of these same persons to carry out work
which it considers necessary for the execution of its duties, and may seek the advice of external professionals. In addition, the
Committee may call for the collaboration of the Board of Directors and its Committees, Directors and the Secretary and Vice
Secretaries to the Board of Directors, in the performance of its duties.

The main task of the Committee is to assist the Board of Directors in its approval of the Directors’ and Senior Management’s
remuneration.

Without prejudice to such other duties as may be assigned by the Board of Directors, the Committee will have the following
competencies:

a) Proposing a compensation policy for Directors and senior management to the Board of Directors, as well as for those
employees whose activity may impact the risk profile of the entity; the individual compensation for Executive Directors and
other contractual conditions and the basic conditions for contracts of senior managers.

b) Ensuring compliance with the compensation policy established for the Board of Directors and making proposals to the Board

of Directors regarding the measures deemed most appropriate to maintain, correct or improve this policy, in particular to
adjust the policy to meet the principle of moderation and to match the Bank’s performance.
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c) Evaluate its operation on an annual basis and present the Board of Directors with a report on the activities carried out during
the year.

d) All others established by Law or in Board Regulations.
RISK COMMITTEE

Article 27 of the Board Regulations establishes that the Risk Committee will be formed of a minimum of three (3) and a
maximum of five (5) Directors.

It is for the Board of Directors to set the exact number of members, as well as their appointment and removal.

The Committee will be formed exclusively of directors who do not perform executive functions and who possess the appropriate
knowledge, skills and experience to fully understand and control the Bank’s risk strategy and its propensity to risk.

At least of third of its members and, in any case, the Chairman, shall be independent directors.

The Board of Directors will designate the Chairman of the Committee from among the Committee Members, as well as the
Secretary, who does not necessarily have to be a member of the Committee. If it does not appoint a Secretary, the Secretary
to the Board of Directors will assume this position.

If the Chairman is absent, the meeting will be presided by the independent Director designated by the Committee, and in the
absence of the Secretary these duties will be performed by the Committee member so designated, or the Vice Secretary or one
of the Vice Secretaries to the Board of Directors.

It may pass resolutions in writing without an actual meeting, provided that none of its members are opposed and it is in
accordance with the provisions of the Articles of Association and the Law.

The Members of the Committee cease to hold this position when they cease to be Directors of the Bank or when so decided
by the Board of Directors.

The main task of the Committee is to assist the Board of Directors in risk related matters.

The Committee will keep the Board of Directors permanently informed of the performance of the duties for which it is
responsible.

Without prejudice to such other duties as may be assigned by the Board of Directors, the Committee will have the following
competencies:

a) Advise the Board of Directors in the definition and evaluation of the risk polices which affect the Group and the current and
future setting of the entity’s propensity to risk and its strategy in this field. The Group’s control and risk management policies
must include:

* The identification of the different types of risk (operational, technological, financial, legal, reputational and other) that the Bank
might face, including contingent liabilities and other off-balance sheet risks under financial and economic risks;

* The establishment of the risk appetite that the Bank considers acceptable;

* The measures established to mitigate the impact of identified risks should they materialise;

* The information and internal control systems that will be used to control and manage these risks.

b) Consider whether the prices of assets and liabilities offered to customers fully take into account the business model and risk
strategy of the entity.

c) Assist the Board of Directors in the monitoring and application of the risk strategy.

d) Confirm that the Group possesses the means, systems, structures and resources benchmarked against best practices to allow
it to implement its risk management strategy.

e) Collaborate in ensuring that the establishment of the Group’s remuneration policies conform to the risk management
strategy. To this end, it shall examine, without prejudice to the functions of the Compensation Committee, whether the
incentives provided for in the remuneration system take into consideration the risk, capital, liquidity and the likelihood and
appropriateness of the benefits.

The Committee shall meet as often as may be necessary for the proper performance of its functions and whenever convened

by its Chairman or requested to do so by any of its members and, in any case, whenever the Board requests the issuance of
reports, the presentation of proposals or the adoption of resolutions within the sphere of its functions.
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The Committee may require members of the Group’s Senior Management, other managers and personnel to attend in order to
provide information, as well as any advisors or consultants providing services to the Group. Any of the persons mentioned in this
paragraph who are asked to attend the meetings will be under the obligation to do so, offering their full cooperation and making
all information they hold available. The Committee may seek the cooperation of these same persons to carry out such work as
it may consider necessary for the performance of its duties, and may seek the advice of external professionals. In addition, the
Committee may call for the collaboration of the Board of Directors and its Committees, Directors and the Secretary and Vice
Secretary to the Board of Directors, in the performance of its duties.

7. The Committee Secretary will minute each meeting, signing the same with the approval of the Chairman, and forwarding it
to the Board of Directors with a copy to each Board member.

8. The proposals made by the Committee must be approved by the vote of a majority of the Members attending the meeting.
C.2.5. Indicate any rules governing the committees of the board of directors, where they are made available for consultation
and any changes to these rules during the year. Also indicate whether annual reports on each committee’s activities are

voluntarily prepared.

The Board Regulations contain the rules of internal procedure and functioning of the Board committees. The regulations can
be consulted at the Bank’s headquarters and on its website www.grupobancopopular.com.

The Audit, Appointments and Compensation Committees have reported on the functions and activities carried out during the
year.

The structure, composition and powers of the Board Committees contained in Articles 24, 25 and 26 have been changed to
adapt to Law 10/2014 of 26 June on the Organisation, Supervision and Solvency of Credit Institutions. The Appointments
Committee, has been divided into two Committees; “Appointments” and “Compensation”.

C.2.6. State whether the composition of the delegated or executive committee reflects the participation in the Board of the
various directors depending on their category:

YES
If this is not the case, explain the composition of the Delegated Committee

The Board of Directors ensures that, as well as the Executive Directors, the Delegated Committee also has a number of
independent Directors that is congruent with the structure of the participation of external Directors on the Board of Directors.

The Board of Directors currently has fifteen Directors, three of whom are executive directors, seven are proprietary, five are
independent. The Delegated Committee is composed of six members; three executive, two independent and one propietary.

Given that this is a delegated body of the Board of Directors with decision-making authority, the three Executive Directors form
part of the Committee. In addition, for the proper performance of its duties it is necessary that the non-executive Directors who
form part of this Committee should be appointed in all cases from among the Independent Directors; at present, exceptionally,
one Proprietary Director forms part of the Delegated Committee.

The proportion of independent Directors on the Delegated Committee (33.33%) is equal to the percentage on the Board of
Directors (33.33%).

The relations between the Board and the Committee are governed by the principle of transparency. At each of its meetings, the
Board has full knowledge of all the matters discussed and the decisions adopted by the Delegated Committee.
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D. RELATED PARTY TRANSACTIONS

D.1Identify the competent governing body and explain the procedure for approving related party and intragroup transactions.

Body responsible for approving related party transactions

Appointments Committee

Procedure for approving related party transactions

The Board Regulations stipulate that transactions carried out by the Bank with Directors, significant shareholders or share-
holders represented on the Board, or with persons related to them (“related party transactions”) must be approved by the
Board on the basis of a prior favourable report from the Appointments Committee, unless they meet all three of the following
conditions simultaneously:

1. They are carried out in accordance with standardised contracts that are applied to customers en masse;

2. They are carried out at market rates, generally set by the supplier or provider of the goods or services;

3. The amount does not exceed 1% of the Bank’s annual revenues.

The powers referred to under the above letters may be exercised for justified reasons in cases of urgency by the Delegated
Committee, which will inform a full session of the Board, which in turn may pass such resolutions as it deems appropriate in
respect of such decisions of the Executive Committee .

D.2 List any transactions that are significant in terms of their amounts or their substance carried out between the company
or its group entities and significant shareholders of the company:

Name or company hame Name or company hame Nature of Type of Amount
of significant of the company or relationship transaction (€ thousands)
shareholder group entity

As regards significant shareholders, transactions of this kind carried out by Banco Popular during 2014 were confined to those
with Allianz, Banque Fédérative du Crédit Mutuel and Unidn Europea de Inversiones, all of which were carried out on market
terms.

D.3 List any transactions that are significant in terms of their amounts or their substance carried out between the Bank or its
group entities and the company’s directors or executives:

Name or company name of director | Name or company name of Nature or Nature of Amount
or executive related party relationship transaction | (€ thousands)

Transactions with members of the Board of Directors and the senior management of the Bank were performed in the ordinary
course of business and at arm’s length

The overall amount of direct risks granted by the Group to all the directors considered in conjunction, as of 31 December 2014
was €47,161,000, of which €46,946,000 corresponded to credits and loans and €215,000 to guarantees. The interest rate of
these credits and loans varied between 0.50% and 2.450%.

The overall amount of risks assumed by the Group in favour of each of the members of the Board of Directors is indicated in
Note 10 to the Financial Statements in the Annual Report.

The risks contracted with management personnel listed in Section B.1.12 conform to the general criteria for the assumption of
risks with Group employees, and in all cases form part of the Bank’s ordinary business and have been contracted on an arm’s
length basis.

D.4 List the material transactions carried out by the company with other companies in its group which are not eliminated in
the process of preparation of the consolidated financial statements and were not performed in the ordinary course of the
Bank’s business as regards their purpose and conditions.

In any case any intragroup transactions with entities established in countries or territories considered to be tax havens must
be reported:

Name of group entity Brief description of transaction Amount (€ thousands)

BP Preference International Ltd. Debt securities 8,338
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D.5 State the value of the transactions carried out with other related parties.

D.6 Detail the mechanisms in place for detecting, determining and resolving possible conflicts of interest between the
company and/ or its group and its directors, executives or significant shareholders.

Among the competencies of the Appointments Committee listed under Article 25 of the Board Regulations is the detection and
management of any possible conflicts of interest between Directors or Senior Management and the Bank, ensuring compliance with
their obligations of discretion and impartiality and their duties of confidentiality, diligence and loyalty, as well as of any such conflicts
that may arise between significant shareholders and the Bank.

In accordance with the provisions of Article 24 of the Board Regulations, the Audit Committee has the authority to detect and manage
any conflicts of interest that may arise between the Bank and its Group.

1. Conflicts of interest affecting Directors and Executives:
In accordance with the Board Regulations, the Directors must notify the Board of any situation of direct or indirect conflict that
they might have with the interests of the Bank. In the case of a conflict, the Director concerned must refrain from involvement in the

transaction to which the conflict refers.

In any case, situations of conflict of interest involving Directors of the Bank must be disclosed in the annual corporate governance
report.

In turn, the Internal Code of Conduct (ICC) for Banco Popular Group entities in the sphere of securities markets details the information
that must be provided by the Directors and Officers to the ICC Supervisory Body with respect to conflicts of interest:

a) In order to control possible conflicts of interest and, to the extent possible, prevent them, Directors and Executives shall present and
update statements of their links - financial, family or of any other type- with customers of the Entity in respect of services relating
to the stock market or with companies listed on the Stock Exchange.

b) The statement must also include any other links that, in the opinion of an external unbiased observer, could compromise the
impartiality of the Director or Executive.

c) Directors and Executives must endeavour to avoid conflicts of interest and, if they are personally affected thereby, must refrain
from deciding or, if appropriate, casting their vote in such situations as may arise.

d) The Supervisory Body may at any time, either occasionally or periodically, call for any information it considers necessary about the
links of the persons subject hereto in order to make it possible for it to comply with its reporting or other obligations pursuant to
the Securities Market Law and implementing regulations.

2. Conflicts of interest with significant shareholders:

In accordance with the provisions of Article 31 of the Board Regulations, the Board of Directors formally reserves to itself cognisance

of any direct or indirect transaction between the Bank and a significant shareholder, giving due value to the equal treatment of the

shareholders and market conditions.

The Board of Directors must adopt the necessary measures to avoid significant shareholders making use of their privileged position
to obtain special advantages.

D.7 Is more than one Group company listed on a stock exchange in Spain?

NO

Identify the subsidiaries that are listed on a stock exchange in Spain:

Listed subsidiaries

State whether or not the respective areas of activity and any business relationships between them have been precisely and
publicly defined, as well as those of the listed subsidiary with other group companies:

NO

Define any business relationships between the parent company and the listed subsidiary, and between the latter and other
group companies.

Identify the mechanisms in place to resolve any conflicts of interest between the listed subsidiary and other group companies:

Mechanisms to resolve conflicts of interest
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E. RISK MANAGEMENT AND CONTROL SYSTEMS

E.1 Explain the scope of the Bank’s Risk Management System.

The various risks implicit in the banking activities conducted by the Banco Popular Group are managed based on criteria of prudence,
in such a way as to safeguard at all times the basic objectives of solvency, profitability, efficiency and adequate liquidity.

In December 2014 the Board of Directors approved the Risk Appetite Framework, a governing instrument that contributes to an
effective and comprehensive management of the Group’s risk appetite. It is a flexible framework that will identify and define the risks
to which the Group is exposed and set objectives, alerts and limits consistent with Banco Popular Group’s strategy at a consolidated
level. The objective is to maintain a profile of medium-low risk by controlling the risks to which the Group is exposed through its
business model, mainly credit risk and liquidity risk, but also other relevant risks associated with the capital objective: business risk,
operational risk, interest rate risk, market risk, reputational risk and compliance risk.

The risk policy is a synthesis of strictly professional criteria for the study, assessment, assumption and monitoring and control of risks
by all the Entities forming the Group, which are conducive to the maximisation of the risk/profitability ratio inherent to credit and
market risk, and the minimisation of all other risks detailed in the previous point. To do this, procedures for monitoring and control
by senior management covering all the activities that the Group develops, mainly commercial banking, have been established. Also,
the respective areas involved have formal procedures for analysis, authorisation, and monitoring and control, applied in a manner
consistent with their nature and amount, which are supervised, if necessary, by collegiate decision-making bodies.

Internal policies, which are known and applied by all the Group’s business units in order to achieve an integral management and
control of risks, are set out in an Investment Policies Manual approved by the Board of Directors, effective compliance with which is
overseen by the Risk Management, the Management Committee and the Risk Committee of the Board of Directors.

Risk Management is characterised by the following key points and criteria:

— Defining the Risk Appetite Framework, where the risks to which the Group is exposed are identified and objectives and limits are
defined according to the business model.

— Risk management and limits granted for each customer or associated group of customers, when such a relationship exists.

— Diversification of the risk attached to lending, setting or complying with the limits extended to borrowers, sectors and distribution
by maturities.

— Involvement of Senior Management: among other things, the Group’s Senior Management regularly monitors the evolution process
in the internal management of risks in order to align the risk assumed by the entity with the Risk Appetite Framework, creating a
suitable risk policy and ensuring its constant adaptation to changes in market, clientele and regulations as they occur. Additionally,
Senior Management is responsible for ensuring the proper implementation of international capital regulations (Basel Il and Basel
11D, which is already used in daily risk management, allocating material means and necessary personnel.

— Priority of risk policies aimed at ensuring the Group’s stability and its viability in the short, medium and long terms, and at
optimising the risk-return trade-off.

— Geared to a sound balance sheet.

— Segregation of risk and sales areas.

— Tailor-made solutions. Terms are negotiated with the customer based on each customer’s overall relationship with the Bank, the
risk assumed and the return it offers.

— Profitable and quality lending, opting for sustainable growth of profitable, balanced and overall steady growth and for profitability
in line with the risk on each particular borrower.

— Reasonable balance between loans and advances and deposits captured.

— Scrupulous compliance with current legislation in every way, with particular attention paid to following the instructions in force as
regards the prevention of money laundering and the financing of terrorism.

— The Group has in place a formal system of discretionary powers for the approval of risks, under which the various hierarchical levels
in the organisation have been assigned different delegated powers for the authorisation of transactions.

— Differentiated analysis and treatment of refinancing and debt restructuring operations.

— Nimble response in deciding on proposed transactions, as a basic differentiating instrument, without detriment to rigour in the
analysis.

— Evaluation and rigorous documentation of the risk and the guarantees.

— Application of automated internal systems based on rating or scoring.

— Monitoring of risk from analysis to termination.

— Flexibility of the target-oriented organisational structure.

— Systematisation and automation of processes.

E.2 Identify the governing bodies responsible for drafting and implementing the Risk Management System.
Board of Directors. See section C.1.14
Delegated Committee. See section C.2.4

Audit Committee. See section C.2.4
Risk Committee. See section C.2.4
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E.3 Indicate the main risks that can affect the achievement of the business objectives.
CREDIT RISK

Credit risk arises from possible losses triggered by the breach of contractual obligations by the Bank’s counterparties. In the case
of refundable financing granted to third parties (in the form of credits, loans, deposits, securities and other), credit risk arises as a
conseguence of non-recovery of principal, interest and other items, in the terms - with respect to amount, period and other conditions
- stipulated in the contracts.

For the correct management of credit risk, the Group has established a methodology, the main features of which are described in
the following paragraphs.

Analysis of Credit Risk

The Group has established a formal system of discretionary powers for the approval of risks, under which the various hierarchical levels
in the organisation are assigned delegated powers for the authorisation of transactions, which vary depending on various factors, such
as: probability of default based on internal BISIl/Technical Alerts models, the amount, type, and maximum term of the transaction,
the parties to it, its risk ratings and policies, the sector of activity and its profitability.

For these purposes, the tiers in the organisation with delegated powers to authorise operations are, firstly, the Branch, then the
Regional Management, followed by the Territorial Management, Corporate Banking, Wholesale Banking, and Banks and Group
Companies. The final tiers would be Risk Acceptance, Risks with Credit Institutions and Market and Retail Risks, Risk Management,
the Risk Committee and, ultimately, the Board of Directors or Delegated Committee.

The initiative for a new operation always starts at a Branch Office: for decision, if within its powers, or for reporting and submission to
a higher level, if exceeded. The same rule applies at the following levels, and thus the largest transactions are evaluated all along the
chain of risk analysis and authorisation. No other office or area in the Group, regardless of the hierarchical level of its management
personnel, is empowered to carry out, nor even to propose, risk transactions outside the established circuit. The following offices
constitute exceptions to this principle: those of International Financial Institutions and Risks Management- Financial Management
which, through its directly dependent units, can propose to the General Risks Management the acceptance of Risks corresponding to
Financial Entities, or issues made by the Public and Private Sector of the various kinds of financial assets which are traded on capital
markets. Wholesale banking, which may propose to Risk Management, through Risk Acceptance, the authorisation of risks which, in
view of the complexity of their structure and design, require such a procedure.

In the other business areas, a similar process applies: risk proposals originate in the relevant operating office, which likewise has
decision-making powers delegated to it. Above this level, the transaction is referred, along with the pertinent preliminary reports, to
the General Risks Management and, if it is outside the scope of its powers, is passed on to the Delegate Risks Committee.

Risks with related parties, such as transactions with significant shareholders, members of the Board, General Managers or similar, or
with companies related to these persons, and with Group companies, are expressly excluded from the aforementioned delegated
powers, and can only be authorised by the Board of Directors or its Delegated Committee, following a report from the Delegated Risk
Committee. Exceptions are made when such operations are formalised through standardised contracts or with generally-stipulated
conditions or involve very minor amounts, and in certain other cases established by the Regulations.

Risk Monitoring

The monitoring of approved transactions makes it possible to assess their quality at borrower level and establish mechanisms for the
special surveillance of their progress and to react to avoid situations of default. The Group has a surveillance system in place based
on “Technical Alerts” and “Information Alerts” which monitors trends in rating levels. This makes it possible to anticipate problematic
situations and apply preventive measures in respect of current risks. The Technical Alerts are based fundamentally on an analysis of
a group of variables relating to transactions and to customers that allow possible anomalous behaviour deviations to be detected
and to provide alerts regarding situations such as negative information, financial statements, variation in rating levels, past due credit
accounts, overruns, account overdrafts, non-payment of trade bills discounted, loan repayments not made at due date, etc.

The informative alerts are generated by any unit that is responsible for risk management and respond to the need to review the
creditworthiness of name based on knowledge of a significant event. The alerts are handled by the Risk Monitoring teams located in
each territorial department. The Risk Monitoring office is responsible for assigning credit ratings to clients as the ultimate decision-
making body and for supervising the entire process.

The customer credit rating system evaluates the customer’s overall risk quality and proposes the policy to be followed in relation
to the risks assumed. Depending on the particular circumstances of each case analysed, the information is introduced graphically
into the borrower’s electronic case file by means of a teleprocessing application which includes all the customer information and
positions, for consideration in risk-related decision-making. This report, in its preparation and definition, also takes into consideration
default probability parameters based on BIS II. This system of alerts is supplemented by an “analyst’s report”, also included in the
customer’s electronic case file, which, by means of a questionnaire regarding the evolution of the customer, of the customer’s risks
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and incidents, assets position, guarantees, etc., summarises the policy to be followed and identifies the measures required to ensure
the satisfactory outcome of risks.

The Risk Management Office carefully monitors the risks of certain clients and economic groups with high volumes of assumed risk
or those involved in certain incidents.

Moreover, the Risk Management office, in coordination with the risk monitoring teams at territorial offices and other units, periodically
reviews those risk portfolios which, because of their nature, require closer scrutiny.

Management of nhon-performing balances and recovery of impaired assets

To manage items in default and to recover impaired assets, the Group has a General Retail Banking Department to which the
Restructuring and Default Office reports while supervising the Restructuring and NPL Offices in each Territorial Management, as well
as at the Documentation Preparation Office.

In addition, an external supplier (EOS CARI) is responsible for the early recovery of items in accordance with the Restructuring and
Default guidelines.

Also in mid-2013, a Specialised Business Unit was created and started restructuring activities, collection and recovery of customers
related to the real estate market: developers, builders and other customers associated with this sector, and since January 2014 Aliseda
Sociedad de Gestion Inmobiliaria has managed the collection and recovery of items from customers in default when secured by
mortgages, as well as the management and marketing of the foreclosed assets. Since January 2015 the S.B.U. only manages specific
customers in the developers’ sector, with the remainder up to that time becoming the responsibility of the Territorial Management
teams.

This structure has been largely segregated from commercial activities in order not to interfere with the latter and to maximise the
results obtained from the management of potential and confirmed defaults.

In order to streamline and strengthen recoveries, new responsibilities for action at various levels of the organisation have been
defined. The recovery teams’ template created in the Regional and Territorial Management currently has 198 people dedicated to the
management of debts in difficulty, in addition to the network. These people only manage assets in difficulty corresponding to the
scope of the Bank since Aliseda has its own template for managing their assets.

The non-performing loans area structure has been modified and specialised teams have been created to handle the portfolios of
different kinds of customers in order to recover delinquencies and defaults, with the targets below:

Managing and analysing the most appropriate exit from the risk in distress with respect to each customer and transaction, facilitating
litigation in those cases in which the transaction cannot be redirected.

Managing and monitoring matters deemed to be delinquent, so that they may be definitively recovered.

For these purposes, in order to recover delinquencies the items have been classified based on the amount of the risk concerned:
Iltems less than €60,000 (customer risk); Items between €60,000 and €1,000,000 (customer risk) and Iltems more than €1,000,000
(customer risk).

Also, since March 2011 the process to prepare the documentation for litigation in cases in which it has not been possible to restructure
the transaction has been centralised.

In addition, the Group has invested heavily in strengthening the IT systems and applications that support this area in order to
systematise, centralise and rationalise by integrating and adapting the processes to the changes made in the management and control
of irregular debt, thereby achieving greater efficiency and better results.

Cross-border risk

Cross-border risk, also referred to as country risk, is an additional component of credit risk. It derives from the difficulties which
may be encountered by borrowers in certain foreign countries in meeting their debt repayment obligations. The default may be
attributable to the financial position of the actual debtor (in which case the treatment is as for credit risk) or it may arise because the
debtor, despite being able to repay its loans in the local currency, is unable to transfer funds abroad in view of economic difficulties
in its country of residence. Applicable rules require that these risks be provided for based on the estimated impairment.

Structural balance sheet risk

This risk category covers risks deriving from possible adverse changes in interest rates corresponding to assets and liabilities, in the
exchange rates for currencies in which asset and liability groups or off-balance sheet items are denominated, and in the market prices
of negotiable financial instruments. Also included under this heading is business risk, defined as the possibility that the gross margin
may prove insufficient to cover fixed costs owing to changes in volumes of balance sheet items and fee revenues, generated in turn
by changes in economic conditions. Given the Bank’s cost/income ratio, this risk is absolutely remote, although regular estimates of
growth and changes in the balance sheet structure are carried out and their impact on gross margin is measured.
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Market risk

This risk category covers the risks deriving from possible adverse changes in the market prices of negotiable financial instruments
managed by the Group’s Treasury area as a result of adverse changes in interest rates, exchange rates, prices of shares or raw
materials, credit spreads, or volatility levels.

It also includes the liquidity risk linked to these positions. This is understood to refer to the impossibility of clearing positions in the
market within a short period of time. For this, an evaluation is made of positions over a time span coinciding with the estimated time
required for closure of the risk.

Liquidity risk

The liquidity risk reflects the possibility of a credit institution encountering difficulties in disposing of liquid funds, or accessing them,
of a sufficient amount and at a suitable cost, in such a way that it is able to meet its payment obligations at all times.

The Group’s liquidity risk is centrally controlled by means of formal procedures which are used to analyse and monitor the Group’s
liquidity; these include contingency plans to cope with possible variations in its liquidity arising either as a result of internal factors
or due to market trends. For this purpose, periodic analyses are made of the sensitivity of liquidity in a variety of asset and liability
cancellation scenarios, in periods which range from one day to one year (short term), from one to five years (medium-long term)
and more than five years (very long term). Liquidity risk is analysed using a consolidated balance sheet disaggregated based on
the residual maturities of assets and liabilities. These maturities are compared to arrive at the positive or negative liquidity gap for
each time interval. For issues of securities, and for reasons of prudence, the shortest cancellation period is considered in all cases.
The balance sheet in question is used to simulate situations arising in different scenarios in terms of market liquidity, combined with
assumptions with respect to changes in application and equity aggregates and with the use of available liquidity lines. It is possible
in this way to estimate the sensitivity of the balance sheet to changes in these variables. Simulations take into account two risks:
systemic risk, which would affect the entire financial system and specific risk, only affecting Banco Popular. The assumptions on which
these are based differ, as do the impacts on the balance sheet and on the liquidity position. The measures to be adopted, which are
defined in the contingency plan, take into consideration the particular nature of each of these types of crisis. These simulations allow
the quantification of a minimum amount of available assets as a second liquidity line, so as to comfortably overcome the envisaged
situations.

Operational risk

The Banco Popular Group has adopted the definition of operational risk established in the new Basel Accord (Basel 11-2004): “the
risk of loss arising from inadequate or failed internal processes, people, and systems or from external events”. The Group’s overall
management of this risk includes the design of procedures to identify, evaluate, monitor and control it. This definition includes legal
risk but it excludes strategic and reputational risks.

Senior management approved the “Operational Risk Management Framework” which includes the design of policies and functions for
the development and implementation of methodologies and tools which allow for better management of the Group’s operational risk.
The management cycle for operational risks defined by the Banco Popular Group is divided into the following phases: Identification
Phase; Evaluation Phase; Monitoring Phase; Mitigation / Control Phase and Measurement Phase

The responsibility for implementing and executing the operational risk management cycle is the primary objective of the Operational
Risk office at Banco Popular Group. Since 2008 there has been an Operational Risk Committee which meets quarterly and in which
notable Areas of the Group participate. This committee has the basic function of overall control and management of operational risk
within the Organisation and it is therefore responsible for the operational risk management and monitoring process from an overall
perspective. This committee also regularly reviews the base document for the “Operational Risk Management Framework”, which is
submitted for the approval of Senior Management when deemed necessary.

Regulatory risk

Since the onset of the financial crisis in 2008, the global financial system has been undergoing an unprecedented process of regulatory
reform, driven by the G20. Banco Popular actively manages the regulatory risks in the environment in which it operates and has
adapted to new requirements.

In addition to the transposition of the overall framework, the European environment was marked by the establishment of the Banking
Union, the main objective of which is to break the link between sovereign risk and bank risk, and which involves a substantive change
in the European institutional architecture.

Apart from this, significant banks will be subject to the Single Resolution Mechanism from January 2016 and will begin to fund their
respective national resolution funds in January 2015. From this date a process of progressive pooling will begin until national resolution
funds are fully integrated into a Single Fund in 2024. Banco Popular, as well as other significant banks will have to meet the new
requirements defined by the Single Resolution Authority.
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Banco Popular has the organisational structures, procedures and systems needed to comply with the applicable laws and even to
anticipate the implementation of new regulations, thereby minimising the impact on its business.

Moreover, the Bank maintains regular contacts with the supervisors and regulators in all markets where it does business.
Reputational risk

It can be defined as that arising from the negative perception of the Bank by the various stakeholder groups with which it relates or
by public opinion, which could cause an adverse impact on the capital, on the results or the development of the businesses making
up its activity.

It is a risk which arises from the materialisation of other risks. Legal, economic-financial, operational, ethical, social and environmental
factors are all influenced by reputational risk and could cause a loss of confidence in the institution. Mitigating this risk concerns the
entire organisation and everyone in it. Banco Popular controls it globally, including all the Group’s integrated entities.

The Compliance area is responsible for identifying and assessing potential reputational risk that may result in Banco Popular proposing,
if necessary, corrective measures to significant detected incidents in order to eliminate or minimise their impact, reporting periodically
to the Governing Bodies and Bank Management.

Compliance Risk

It is defined as the risk of legal or administrative sanctions, significant material financial loss or of reputation due to failures to comply
with laws, regulations, self-regulation, codes of conduct and internal regulations applicable to its banking activities.

Regulatory compliance is a responsibility that falls to the whole organisation of the Bank and its staff; not only to a particular area
or department.

The Office for Regulatory Compliance, under the Vice-Secretary of the Board and Regulatory Compliance, as a centralised and
functional unit of continuous compliance monitoring, is responsible for assessing and managing the risk of non-compliance related
to transparency, customer protection and rules of conduct in the areas of: markets, market abuse, customer banking products
and services, protection of personal data and the prevention of criminal risks related to business activities of the Bank; promoting
appropriate training to staff on these matters. Also, the Office for Regulatory Compliance proposes corrective actions on the detected
issues, reporting periodically to the Bank’s Audit and Control Committee.

E.4 State whether the bank has a risk tolerance level.

Banco Popular Group has a comprehensive risk management in which it is understood that the definition and control of its Risk
Appetite is one of the key elements.

Banco Popular Group’s Board of Directors approved, at its meeting on 17 December 2014, its “Risk Appetite Framework (RAF)”
formalising the proper coordination of decisions in the field of Risk; the definition, the level and composition of business risk which
Banco Popular Group wishes to take on in its activities and the supervision and monitoring mechanism of such risk. Banco Popular
Group’s RAF is defined at a Consolidated Group Level and includes those entities included in the scope of regulatory consolidation.

In this document the policies, processes, controls and systems by which the Board of Directors sets, communicates and monitors its
risk appetite are described. It includes a description of the roles and responsibilities of those who must implement it.

Additionally, a Risk Appetite Statement is issued, formulating the types of risks that it is intended to accept or avoid in order to achieve
the strategic goals, and the quantitative and qualitative indicators of risk appetite and its limits are set.

Risk Appetite is divided into two major categories: i) financial risks associated with the capital target: a) Business risk; b) Credit risk;
c) Operational risk; d) Interest rate risk; €) Market risk; f) Reputational risk, and g) Regulatory compliance risk; and ii) liquidity risk.

As a result of the Group’s own culture, geared towards governance based on joint decision-making and responsibilities by means of
committees and areas, the following actors are involved in the governance of the RAF: i) the board of directors, ii) the risk committee,
iii) the management committee and their respective advisory committees on risk (the Capital committee, the ALCO committee, the
operational risk committee and the new products committee), iv) risks management and v) the Risk committee, the competences
of each being analysed.
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E.5 State whether any of these risks have materialised during the year.

The risks affecting the Group which are described in the preceding section are those corresponding to the normal activities carried
out by Group companies.

See the section on Risks in the Financial Statements.
E.6 Explain the plans in place for responding to and supervising the main risks faced by the Bank

In the risk appetite framework of the Group, risk control is viewed as a process that is overseen by the Board of Directors, management
and the rest of the Group’s personnel and that has been designed to identify, control and manage the risks to which the Group is
exposed in order to provide a reasonable level of security in terms of achieving the stated corporate objectives.

Hence, the Board of Directors, advised by the Risk Committee, reviews the adequacy of the profile of all risks with the previously
approved tolerance levels.

The Management Committee is also directly responsible for risks, overseeing the implementation of the RAF with the support of
different advisory committees, guaranteeing efficient risk management.

Lastly, Risk Management is the area responsible for the management, oversight and control of the Group’s risks, exercising independent
oversight on the risks, objectives and limits set out in the RAF. If excesses occur over the established limits, it will have to inform the
Management Committee and the Risk Committee in due course, following the protocol approved by the Board.

Risk oversight is also guarantees by the three independent lines of defence which are in place:

The first line of defence is closely linked to the business units, income generation and some corporate services and should ensure
implementation of internal controls and processes for identifying, monitoring and reporting on compliance with the RAF within their
respective business ling, so that in the daily management a prudent culture in managing risk is used.

It is the responsibility of all business lines’ directors generating risks for the Group to ensure: compliance with the limits and approved
risk objectives, the alignment of risk appetite with the planning, compensation and decision making of their business lines and the
timely communication to senior positions and ultimately to Risk Management of any violation to existing or potential limits, working
with the risk management function.

The second line of defence is made up of the following units:
Risk Management - Risk Control

Regulatory Compliance

Internal Control Body

Management Committee’s advisory committee:

Risk Management is the unit that assumes greater responsibility as the second line of defence. Its objective is to analyse the risks
assumed by the Group, ensuring compliance with the policies, limits and risk objectives authorised in the different links of the risk
chain, as well as suggesting other dynamic policies and developing the required rules and procedures. As a key area within the Risk
Management function, in its role as a second line of defence, it includes the area of Risk Control, which performs a transversal control
of all the Group’s risks except for compliance risk and money laundering and terrorism financing, which are the responsibility of the
Regulatory Compliance and Money Laundering Prevention offices, respectively.

The Office of Regulatory Compliance is responsible to the Secretary of the Board and reports to the Audit and Control Committee of
the Board of Directors and to the internal control Bodly. It defines and monitors policies and procedures for complying with the laws
and regulatory aspects, among which is the prevention of money laundering. In order to keep its independent status as a second
line of defence, it does not perform management tasks or functions in the provision of its services. It maintains communication with
regulators and supervisors within the scope of its competencies.

The Internal Control Body’s objective is to check the correct operation of the Group’s anti-money laundering and financing of terrorism
policies.

The Management Committee’s advisory Committees are: the capital Committee, the ALCO Committee and the Operational Risk
Committee which perform control functions in their respective areas and therefore also act as a second line of defence.

The third line is Internal Audit, reporting directly to the Banco Popular Group Audit and Control Committee, a Committee of the
Board of Directors.

Internal Audit is responsible for advising on the implementation of the RAF annually. Within its scope is the review of the two above
lines of defence and the assessment of the effectiveness of risk management and control and governance processes.
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F. INTERNAL CONTROL AND RISK MANAGEMENT SYSTEMS
:DNR(R)%ZlTEASEON TO THE FINANCIAL INFORMATION REPORTING

Description of the main characteristics of the internal control and risk management systems with regard to financial reporting
(internal control systems on financial reporting).

F.1 Control environment.
Describe the main characteristics of:

F.1.1 What bodies and/or functions are responsible for: (i) the existence and maintenance of adequate and effective internal
control systems on financial reporting; (ii) its implementation; (iii) its supervision?

Articles 4 and 5 of the Board Regulations establish that the primary mission of the Board of Directors is to govern and
supervise the Bank, leaving the ordinary management of the Bank in the hands of executive bodies and management
staff and focusing its activities on general supervisory functions. The Board is also responsible for approving the risk
management and control policy and for periodically monitoring internal reporting and control systems.

Furthermore, as established in article 24 of the Board Regulations, the Audit Committee assists the Board of Directors
in its supervisory and control functions by evaluating the Group’s accounting systems and reviewing its internal control
system.

In this regard, the responsibilities of the Audit Committee include supervising the integrity of financial information and the
process of preparing and presenting it and overseeing the Bank’s internal controls and risk management systems so that
the main risks are properly identified, reported and managed.

The Corporate Audit and Control Department of Banco Popular Group (hereinafter the Group) assists the Audit Committee
in supervising the proper design and implementation of risk management and control systems, which includes the process
of preparing financial information (internal control systems on financial reporting) and ensuring that they work properly
and effectively.

Lastly, the Group’s Financial Management collaborates on the design and implementation of risk management and control
systems, and the Comptroller’s Office in those related to the process of preparing and presenting the financial information
that is distributed to the markets.

F.1.2 Indicate which departments and/or mechanisms,

e are responsible for: (i) designing and reviewing the organisational structure; (ii) clearly defining the lines of responsibility
and authority and the appropriate distribution of tasks and functions and (iii) ensuring that there are procedures in place
for making them known to Bank employees, especially with regard to the process of preparing financial information.

The Corporate Human Resources Department (hereinafter, HR) is responsible for designing and revising the organisational
structure. Reporting directly to the Office of the Chairman, the HR Department establishes the different corporate areas
around which the entity is structured and continuously analyses their personnel needs in order to perform the functions
assigned to them.

As established in the Board Regulations, the Appointments, Compensation, assists the Board in the appointments, re-
appointments, removals and remuneration of the Directors and Senior Management.

As established in the Board Regulations, the Committee assists the Board of Directors in its approval of the Directors’ and
Senior Management’s remuneration.

The HR needs are defined in more detail by each area in collaboration with HR. Any significant changes or new appointments
must be proposed by the General Managers of the affected areas to the Chairman and ratified by the Management
Committee at its monthly meetings. The Bank’s Intranet is used to publish the decisions of the Management Committees,
with information on structural changes and appointments.

In the Group, each department defines its functions and HR has job descriptions which include: the category, department
and job location along with the functions and responsibilities. There are job descriptions for the management positions
(Area Directors and Office Managers) in the areas involved in preparing financial information: Comptroller, Corporate
Finance and Technical Secretariat.

The office of the Comptroller, which is responsible for preparing the financial information that is presented to the markets, has
its own functional organisational chart where the lines of responsibility, tasks and functions are defined. The organisational
charts for these areas are updated when changes are made to the lines of responsibility. The organisational changes are
communicated through meetings with the employees who are responsible for preparing the financial information.
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Code of conducts, approval body, level of dissemination and instruction, principles and values contained in the code
(indicate whether there are specific references to accounting procedures and financing reporting), body in charge of
analysing non-compliance and proposing corrective/disciplinary actions.

Banco Popular Group has a “Code of Conduct” that was approved by the Board of Directors. It is distributed to all group
employees nation-wide via a pop-up on the Bank’s intranet. It is also provided to all new hires by the HR Department.

The Code applies to the members of the governing body and all employees of the member companies of Banco Popular
Group, notwithstanding the fact that some of these people are also bound by the Stock Market Code of Conduct or other
codes of conduct specific to the functions they perform.

The Code of Conduct lays out the basic rules of conduct for both internal relations and relations with third parties applicable
to the people who are bound by the Code and the rules for specific situations (privileged information, data protection, etc.),
including internal procedures applicable to the integrity and preparation of the financial information that is reported to the
markets.

There is an Oversight Unit which is responsible for monitoring the effectiveness of and compliance with the Code of Conduct.

A breach of the Code of Conduct may result in the application of the disciplinary measures provided for in labour laws,
notwithstanding any administrative or criminal penalties that may apply.

The Group offers its employees training courses which cover the Code of Conduct. The self-educational resources are
permanently available to all Bank professionals and may be freely accessed by them at any time.

A reporting system which allows employees to report financial and / or accounting irregularities, breaches of the Code
of Conduct and irregular activities within the organisation to the Audit Committee.

Banco Popular Group has a reporting system where employees can confidentially report violations of the Code of Conduct,
financial and / or accounting irregularities, and irregular or fraudulent activities within the organisation to the Oversight Unit.

The reports received through this channel must be treated confidentially. Once analysed by the Oversight Unit of the
Reporting System and Code of Conduct, they must be report to the Audit Committee.

An ad hoc application which can be accessed directly via the Bank’s intranet has been implemented for the correct operation
of the reporting channel.

Training programmes and periodic refresher courses for the personnel involved in preparing and reviewing financial
information and evaluating the internal control systems on financial reporting which cover the accounting, auditing,
internal control and risk management standards.

The Grupo personnel involved in the different processes related to financial reporting (Comptroller, Risk Management,
Corporate Finance, Technical Secretariat, Internal Audit) receive training and periodic refresher courses designed specifically
to facilitate the correct performance of their functions.

These training programmes are taught by external and internal personnel and may be offered in person and/or online. Some
of the most notable topics that are addressed include: “General Chart of Accounts”, “Financial Accounting”, “Audit and
Control”, Financial Statements, Analysis and Quantitative Analysis”, “Financial Analysis of Economic Groups”, “Economic
and Management Analysis”, “Forecasting and Strategy”, “Legal-Tax Receivership” “BIS II-lll. Automated Risk Models”,
“Fundamentals of Risk Analysis and legal Aspects”, “Risk Appetite in Financial and Market Entities”, “ALM and interest rate
hedging in Banking”.

In addition, it should be noted that the staff assigned to the areas involved in preparing financial information members of
areas involved in preparing financial information are participating in a Management Development Programme for highly
experienced and competent employees who are committed to the corporate vision and values. The programme instructors
are highly skilled individuals, some of whom are part of the Group and others who are prestigious consultants and members
of academia. The MBA associated with this programme recognises the effort and excellence of the participants. In 2014, 39
members of the the Control and Senior Management staff took part in a programme called “Advanced Internal Audit for
Credit Institutions” offered by the Cecabank Training School titled and the Internal Auditing Institute in Spain.

Lastly, the Group (represented by the Comptroller), as a member of the Spanish Banking Association (AEB), periodically

receives updates and attends meetings where regulatory changes are analysed. It also receives alerts from different
professional service firms with technical updates.
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F.2 Risk assessment with regard to financial information.
Provide information at least on the following:

F.2.1 What are the main characteristics of the process of identifying risks, including error or fraud?
— Whether the process exists and is documented.

— Whether the process covers all financial reporting objectives (existence and occurrence; integrity; evaluation;
presentation, disclosure and comparability; rights and obligations), whether it is regularly updated and how frequently.

— The existence of a process for identifying the scope of consolidation, bearing in mind the existence of complex business
structures, instrumental entities or special purpose vehicles, among others.

— Whether the process takes into account the effects of other types of risks (operational, technological, financial, legal,
reputational, environmental, etc.), to the extent that they affect the financial statements.

— Which governing body supervises the process.

The Group has established a process for identifying the risk of error in the financial information. The process is documented
in a procedure in which the Group’s relevant processes or areas are identified and analysed.

The risk identification process is the responsibility of the Comptroller’s office, while the supervision of the process is handled
by the Audit Committee through the Internal Audit function.

The risk identification process is reviewed annually using the most recent information available as a baseline. However,
the Comptroller evaluates the need to add new risks to those already identified whenever any of the following occurs: (i)
when previously unidentified circumstances bring to light possible errors in the financial information or (ii) when there are
substantial changes in the Group’s operations.

This evaluation process covers all of the objectives of the financial reporting system: (i) existence and occurrence; (ii)
integrity; (iii) evaluation; (iv) presentation, (v) disclosure and comparability; (vi) rights and obligations and takes the effects
of other types of risk into account (operational, technological, financial, legal, reputational, environmental, etc.).

Risks related to the proper identification of the scope of consolidation are documented in the “Consolidation Process” which
is one of the Bank’s three critical processes and is therefore audited annually by Internal Audit.

Finally, it should be mentioned that according to article 5.2 of its Rules, “the Board of Directors has the authority to approve
the creation or acquisition of interests in special purpose vehicles or entities domiciled in countries or territories considered
to be tax havens and any other transactions or operations of a similar nature which, because of their complexity, could
impair the Group’s transparency”.

F.3 Control activities.
State whether the following exists and, if so, describe the main characteristics:

F.3.1 Procedures for reviewing and authorising financial information and description of the internal control systems on
financial reporting to be reported to the stock markets, and persons responsible for the. Documentation that describes
the activity flows and controls (including those relative to the risk of fraud) of the different types of transactions that can
have a material effect on the financial statements, including closing procedures and special reviews of the most relevant
judgements, estimates and forecasts.

According to article 5.1 of the Rules, the Board of Directors is charged with “adopting and performing any and all actions
and measures as may be required to ensure the Bank’s transparency to the financial markets and approving the Annual
Corporate Governance Report; promoting the correct formation of the Bank’s share prices; overseeing, via the Audit
Committee, regular public financial reporting and submitting any information and carrying out any tasks which might be
necessary due to the Bank’s status as a publicly listed Bank.”

The procedures for reviewing and authorising the financial information reported by the Group to the markets begin with a
review by the Comptroller’s office and Corporate Finance. Following this, the six-monthly financial reports, the individual
accounts, the consolidated annual accounts and the Directors’ Report are reviewed by the Audit Committee as the step
immediately prior to their formulation by the Board of Directors (as stipulated in article 5.1 of the Rules). In addition, the
Audit Committee supervises the quarterly financial reports as part of information that is reported to the markets on a regular
basis. All of these reviews are documented in the minutes of the Audit Committee meetings.

As mentioned in Indicator 1.1, the Audit Committee performs the following functions, among others:
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a) Overseeing the integrity of the financial information and the process of preparing and presenting it..

b) Checking to make sure that all periodic information reported to the markets is prepared according to accounting
principles applicable to annual accounts, overseeing the information and reporting to the Board of Director prior
to decisions being taken by the Board and being made public.

c) Performing regular reviews of the Bank’s internal control and risk management systems, so that the main risks are
identified, managed and adequately reported. Discussing any significant weaknesses in the internal control systems
detected during the audit with the auditors.

The Audit Committee meets at least twice a year (half-year and annual year-end) with the external auditors to go over the
financial reporting review process and identify incidents, among other things.

The Group has documented all of the processes at risk of having a material impact on the Group’s financial statements,
identifying the key risks and controls associated with each one. It should be noted that the closing and consolidation
processes and the judgements and estimates made are critical processes in the preparation of financial reports.

For each one of these processes, the Group has documentation describing the activity flows, the identified risks and the
controls in place to mitigate those risks. This documentation describes: the control activities, the risks they mitigate, how
often they take place, the degree of automation and the persons responsible for them.

With regard to the review of relevant judgements and estimates, the Group reports on the most critical estimates or
judgements and the key hypotheses used by the Group in the Consolidated Financial Statements. The main estimates
refer to: the assessment of impairment in credit and real estate assets; the value of goodwill; the useful life and impairment
losses on intangible assets and PPE; the value of certain non-traded shares; corporate income tax; the calculation of post-
employment liabilities and commitments assumed; the addition and write-off of assets and liabilities; and the integrity and
accuracy of the consolidation scope.

It should also be noted that the Group has a general policy in place for making judgements, estimates and forecasts which
takes all of the pertinent aspects into account (type, importance, item, frequency of review, supporting studies) as well as
the persons responsible for preparing and reviewing them.

F.3.2 Internal control policies and procedures for information systems (safe access, change control, operations, continuity
of operation and segregation of functions, among others) that support the Bank’s relevant processes in relation to the
preparation and publication of financial information.

The Information Technology Office is responsible for the systems that directly or indirectly support the financial information
and contain the information used to prepare the financial reports. The Comptroller is responsible for overseeing the
preparation of financial information.

The Information Safety office has a set of rules in place that includes specifications on the policies and procedures for the
information systems that support the preparation and publication of financial information. This body of rules and all other
security measures that have been implemented apply to all areas of Banco Popular Group and to all of the systems which
director or indirectly support the financial information and the transactions associated therewith.

The Information Technology Office is divided into different areas that handle the following processes:

Logical security: controlling access to data and safeguarding the information.

Design and development transversal applications and infrastructures that support the group’s business applications.
Software maintenance quality validation in computer programme development.

Managing the supply of services and communications, performance control and scheduled tasks.

Continuity of operations, back-ups and technological contingency plan.

The Information Safety office has the appropriate tools in place to control and supervise access and, in coordination with
the different business areas, to ensure that functions are properly segregated and that access to systems and information
is effectively controlled.

The development methodology used by the Group establishes the steps to be followed over the software’s life cycle,
including both new applications and modifications of existing ones, to guarantee the quality, control and validation of phases
and optimise computer developments in order to bring them in line with standards such as CMMI and ITIL, which in turn
guarantees that these applications are processing the transactions correctly and providing reliable information.

The Information Technology area has a Contingency Plan which ensures that the bank’s operations can continue (continuity
of operations and registration of transactions) even when one or more systems go down. The procedures described in the
plan include instructions for the failed functions to be supported by an alternate system, thus guaranteeing that operations
are not interrupted and that the situation returns to normal as soon as possible. In addition, backup and restore procedures
guarantee that the information can be recovered if it is lost. The Banco Popular Group has extensive experience with backup
and restore procedures and the Contingency Plan is revised dynamically to accommodate new releases of platforms and
applications. The availability and efficiency of these processes are verified by the Bank periodically.
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F.3.3 Internal control policies and procedures intended to supervise the management of the activities outsourced to third
parties and the evaluation and calculation responsibilities entrusted to independent experts which can have a material effect
on the financial statements.

The Group does not believe that any of the work subcontracted to third parties can have a relevant impact on the process
of preparing the Group’s financial information.

The use of specialists and experts can have an effect on appraised values (real estate appraisals, actuarial calculations and,
to a lesser extent, the assignment of values to certain financial assets).

The areas of the Group responsible for engaging the services of such experts work only with highly reputable professionals
in keeping with the terms of the “Internal Policy on Selecting and Evaluating the Work of Independent Experts”. In addition,
for actuarial calculations, the Group’s Pension and Provident Department conducts internal evaluations of pension
commitments which it compares against those received from the independent experts.

F. 4.1 Reporting and communication.
State whether the following exists and, if so, describe the main characteristics:

F.1 A specific function responsible for defining accounting policies and keeping them up to date (accounting policy area or
department) and resolving questions or conflicts arising from their interpretation, keeping the lines of communication open
with the people responsible for operations within the organisation as well as a manual of accounting policies that is kept up
to date and distributed to the Bank’s operating units.

Within the Banco Popular Group, the Technical Accounting Area (which reports to the Comptroller) is responsible for:

(i) Identifying, defining and communicating the Group’s accounting policies and critical judgements (i.e., default estimates,

goodwill, value of real estate assets, value of financial assets, etc.).

(ii) Defining new accounting policies to be applied to any new transactions carried out by the Banco Popular Group in the

future.

(iii) Responding to accounting questions raised by subsidiaries and other business units.

(iv) Reviewing the implications of regulatory changes and passing them on to the pertinent departments and staff. To this
end, the Group plans to issue a quarterly bulletin with the most important accounting and financial updates which will
be accessible to all areas involved in the preparation of financial information.

(v) Lastly, this department is in charge of reporting to the Group’s upper management on new accounting standards and
principles, the results of their implementation and their impact on the financial statements.

The Group has an accounting policies manual, approved in the Management Committee and in the Audit Committee, and
which describes the accounting policies defined by the Comptroller’s Office, and which explains the policies adopted for
each transaction type, in order to ensure that the requirements established in accounting standards are complied with.

The accounting regulatory framework that defines the policies applicable to the Group and ensures that the financial
statements show a true image of the Group’s equity and financial situation, includes the (i) the Commerce Code and other
business legislation, (ii) the International Financial Reporting Standards adopted by the European Union (IFRS-EU) and (iii)
Banco de Espana Circular 4/2004 of 22 December and subsequent updates.

F.4.2 Mechanisms for gathering and preparing standardised financial information that apply to and are used by all business
units and that support the primary financial statements and notes to the financial statements, as well as detailed information
on internal control systems on financial reporting.

In the Group, the process of preparing and consolidating the financial information is centralised in the Consolidation Office,
which report to the Comptroller.

The Consolidation process is performed using the Oracle-Hyperion corporate application which enters the information
uploaded in the Central Computer referring to the closing of the Group’s bank entities, and which automatically and
uniformly loads the information. This process is used to automatically consolidate approximately 85% of the accounting
amounts of the Group’s financial statements, thereby mitigating operational risks. Part of the controls are also automated,
allowing control reports to be created in different phases of the consolidation process.

For the rest of the Group’s subsidiaries, the Consolidation Office gathers and analyses the information, performing the
different consolidation phases: standardisation, harmonisation and consolidation using the Oracle-Hyperion application,
with its account mapping and controls allowing the other subsidiaries to be automatically consolidated. The adjustments
made in chained systems are also entered in the application in order to obtain the final consolidated statements. In turn, the
Consolidation Office is responsible for gathering information and supervising the preparation of the notes to the Group’s
financial statements.

F.5 Supervision of system operation.

State whether the following exists and, if so, describe the main characteristics:
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F.5.1 State whether there is an internal audit function whose responsibilities include assisting the Audit Committee with the
task of supervising the internal control system, including internal control systems on financial reporting. Also describe the
scope of the evaluation of the internal control systems on financial reporting performed during the year and the procedure
whereby the person responsible for the evaluation reports his or her findings, and whether the entity has an action plan with
the corrective measures referred to in the evaluation, considering the impact on the financial information.

According to article 24.4.a of the Board Regulations, the functions of the Audit Committee include: “ Supervising the
process of preparation and presentation of the financial information and its completeness and verifying that all periodic
information released to markets is prepared in accordance with professional practices and principles applicable to
financial statements, supervising this information and reporting to the Board of Directors prior to the Board’s adopting
any relevant decisions and before they are published”.

Furthermore, the Internal Auditing Statute approved by the Audit Committee in October 2012, establishes the following,
inter alias:

- Internal Audit is the unit that performs supervisory, control, evaluation and advisory functions which, through the
General Management of the Audit Area reports to the Audit Committee of the Banco Popular Group, which carries
out an independent and objective activity of supervision and consultation, designed to add value to and improve the
Group’s operations. This is the third line of defence of the Group, which helps to fulfil its objectives by providing a
systematic and disciplined approach to analyse the efficiency of risk, control and governance processes, complementing
that applied by the persons responsible for managing these processes and second level control activities.

- The scope of action of Internal Auditing includes the mandatory activities that are stipulated by law or supervisory
bodies and any additional functions required to fulfil the objective of evaluating the efficiency of the risk management,
control and governance processes, verifying that all relevant risks faced by the Banco Popular Group are properly
identified and evaluated by the people responsible for controlling them and that the control measures are having the
intended mitigating effects.

Consequently, the functions of Internal Auditing include reporting to and assisting the Audit Committee in supervising the
correct design, implementation and operation of risk management and control systems, including internal control systems
on financial reporting.

Article 24.4.d of the Board Regulations states that the functions of the Audit Committee shall include the following:
“Supervise the internal audit’s services and, in this respect, ensure its independence and efficacy; propose the selection,
appointment, re-election and removal of the person responsible for internal audit; propose its budget; receive periodic
information regarding its activities; and verify that senior management take into consideration the conclusions and
recommendations set out in its reports”.

Within the framework of the Three-Year internal control systems on financial reporting Supervision Plan (Plan) approved
by the Audit Committee for the 2012-2014 year, Internal Audit has carried out testing on the areas or processes which
are considered to be relevant for the Group, comprising all such areas or processes throughout the three-year period
covered by the Plan, except for the Closing, Consolidation and Judgement and Estimates process, which, given that their
evaluation is considered to be critical, have been performed on an annual basis.

The scope of the evaluation conducted in 2014 included:

i. Critical Closing processes: Consolidation, Judgements and Estimates.

ii. Other Processes included in the three-year internal control systems on financial reporting Supervision Plan for
2014: Identification of relevant areas, Syndicated Loans, Insolvency Provisions, Pensions, Debt Securities and Equity
Instruments, Goodwill, Advances, Management Fees, Leasing and Current Accounts. General IT controls have also been
audited.

Within the scope of the evaluation performed in this Three-Year Plan, the processes which affect the control and
management of tax risk and which may have an impact on the Group’s financial statements have been reviewed. In 2014,
Internal Audit reviewed the Expenses processes for Corporate Income Tax and Provisions for Tax Contingencies, and also,
every year, as part of the process of reviewing critical closing, judgement and estimate processes, it has verified:

- That the Tax Management department calculates and sends to Accounting the different taxes and that the latter duly
records what is sent by the former.

- The valuation procedures of reversal periods for temporary differences (income tax).

- Procedures to determine estimates about the recoverability of tax assets.

The scope of review of all processes includes the evaluation of the following sections:
- Verification of procedures of each process.

- Identification of risks:

- Identification and effectiveness of controls performed.

- Evaluation of evidence of controls.

- Documentation of internal control systems on financial reporting.

The review conducted by Internal Audit did not reveal any significant weaknesses.
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F.5.2 State whether there is a discussion procedure whereby the auditor (pursuant to the terms of TAS), the internal audit are
and/or other experts are able to report any serious weaknesses found in the internal control system to upper management
and the Audit Committee during the year. Also, state whether there is an action plan for correcting or mitigating any
weaknesses encountered.

According to article 24.4.c of the Board Regulations, the functions of the Audit Committee include: “Propose to the Board
of Directors, for submission to the General Shareholders’ Meeting, the appointment of external auditors, the conditions of
hiring, the scope of the professional mandate and, when appropriate, the revocation or non-renewal of such mandate and
replacement of the auditor. Supervise the fulfilment of the audit contract, ensuring that the auditor’s opinion on the financial
statements and the main contents of the auditor’s report are drafted clearly and accurately”.

The Internal Audit Statute also indicates that:

- In order to comply with the duty of information to the Audit Committee and the Management Committee, every quarter
and every year, Internal Audit shall draft a IAP monitoring report with details of the tasks carried out during the period
which is the object of the report, its conclusions and the improvement recommendations made.

- Internal Audit shall monitor the recommended improvements as far as their implementation and/or compliance by the
different bodies, companies and offices of the Group responsible for them.

The Audit Committee meets every month to obtain and analyse the information needed to perform the functions entrusted
to it by the Board of Directors, and, in its meetings, it addresses the following matters, inter alia:

i. it reviews all of the financial information reported to the markets (annual accounts, six-monthly accounts and interim
quarterly reports),
ii. discusses any weakness observed in the internal control systems for financial reporting and proposes solutions.

The meetings of the Audit Committee are attended by the external auditor, who also has direct access to and has regular
meetings with the senior management (Management Committee). In these meetings, the external auditor gathers the
information needed to perform his task of auditing the Financial Statements and reports any control weaknesses detected
during this process. In addition, the external auditors present an annual report to the Audit Committee detailing the internal
control incidents observed, the comments of the group’s management and the measures implemented to remedy the
weaknesses.

The General Manager of the Auditing Area also attends the meetings of the Audit Committee and of the Management
Committee (of which he forms part), where he presents the details and scope of the activities performed and the monitoring
of the recommended improvements put forward.
F.6 Other relevant information
There is no other relevant information to add for this year.
F.7 Report of the external auditors
Report on:
F.7.1 State whether the information on the internal control systems on financial reporting reported to the markets is reviewed
by an external auditor, in which case the entity should include the auditor’s report. Otherwise, a reason should be given for
not having done so.
The information on the “Financial Reporting Internal Control Systems” reported to the markets for the year 2014 was

examined by the external auditor. The scope of the auditor’s review was in keeping with the terms of Circular E 14/2013 of
the Spanish Institute of Certified Public Accountants dated 19 July 2013.
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G. DEGREE OF COMPLIANCE WITH CORPORATE GOVERNANCE
RECOMMENDATIONS

Indicate the company’s degree of compliance with the recommendations of the Unified Code of Corporate Governance.

In the event of any non-compliance or partial compliance, give a detailed explanation of the reasons so that shareholders,
investors and the market in general have enough information to evaluate the company’s performance. General explanations
are not acceptable.

1. The Articles of Association of listed companies should not restrict the maximum number of votes that can be cast by a single
shareholder, nor contain other restrictions that make it difficult to take control of the company through the acquisition of its shares
in the market.

See sections: A10, B.1,, B.2, C1.23 and C.1.24

Compliant Explain

2. When the parent company and a subsidiary are listed, both must define publicly and accurately :

a) The respective areas of activity and any business relationships between them as well as those of the listed subsidiary with
other group companies;

b) The mechanisms in place for resolving any conflicts of interest which might arise.
See sections: D.4 and D.7
Compliant Partially compliant Explain Not applicable

3. Even when not expressly required under company Law, any transactions involving a structural corporate change must be
submitted to the General Shareholders’ Meeting for approval. In particular:

a) The transformation of listed companies into holding companies through the process of subsidiarisation, i.e. reallocating core
activities previously carried out by the company to subsidiaries, even if the company retains full ownership of the subsidiaries;

b) The acquisition or disposal of key operating assets that would effectively alter the corporate object;
c) Transactions the effect of which would be tantamount to that of the company’s liquidation.

See sections: B.6

Compliant Partially compliant Explain

4. Detailed proposals of the resolutions to be adopted at the General Shareholders’ Meeting, including the information referred
to in Recommendation 27, must be published at the same time as the call notice.

Compliant Explain

5. Separate votes must be taken at the General Shareholders’ Meeting on materially separate items, so that shareholders can
express their preferences separately in each case. This rule shall apply in particular to:

a) The appointment or ratification of directors, with separate voting on each candidate;

b) Amendments to the Articles of Association, with votes taken on all articles or groups of articles that are substantially
independent.

Compliant Partially compliant Explain

6. Companies should allow split votes, so that financial intermediaries appearing as shareholders but acting as nominees on
behalf of different clients can issue their votes according to instructions.

Compliant Explain

7. The Board of Directors should perform its duties with unity of purpose and independent judgement, according all shareholders
the same treatment. It should be guided at all times by the company’s best interests and, as such, strive to maximise its value
over time.

It should likewise ensure that the company abides by the laws and regulations in its dealings with stakeholders; fulfils its
obligations and contracts in good faith; respects the customs and good practices of the sectors and territories where it does

business; and upholds any additional social responsibility principles it has subscribed to voluntarily.

Compliant Partially compliant Explain
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8. The Board should see the core components of its mission as approving the company’s strategy and authorising the
organisational resources to carry it forward, and ensuring that management meets the objectives set while pursuing the
company’s interests and corporate object. As such, the board in full should reserve the right to approve:
a) The Bank’s general policies and strategies, and, in particular:

i) The strategic or business Plan, management targets and annual budgets;

ii) Investment and financing policy;

iii) Design of the corporate group’s structure;

iv) Corporate governance policy;

v) Corporate social responsibility policy;

vi) Remuneration policy and performance evaluation of senior managers;

vii) Risk control and management policy, and the periodic monitoring of internal information and control systems;

viii) Dividend policy, as well as the policies and in particular the limits applying to treasury shares.
See sections: C.114, C.1.16 and E.2
b) The following decisions:

i) At the proposal of the Bank’s CEO, the appointment and removal of senior management, and their indemnification
clauses.

ii) Directors’ remuneration and, in the case of executive directors, the additional remuneration for their management duties
and other contract conditions.

iii) The financial information that all listed companies must disclose periodically;

iv) Investments or transactions considered strategic by virtue of their amount or special characteristics, unless they must
be approved by the General Shareholders’ Meeting;

v) The creation or acquisition of shares in special purpose vehicles or entities domiciled in countries or territories that are
considered to be tax havens, as well as any other similar transactions or operations of an analogous nature which, due
to their complexity, might jeopardise the transparency of the Group.

c) Transactions which the company conducts with directors, significant shareholders, shareholders with board representation
or other persons related thereto (“related-party transactions”).

However, board authorisation need not be required for related party transactions that simultaneously meet the following three
conditions:

1st. They are carried out in accordance with standardised contracts that are applied to customers en masse;

2nd. They are carried out at market rates, generally set by the supplier or provider of the goods or services;

3rd. They do not account for more than 1% of the Bank’s annual revenues.
It is recommended that related party transactions be approved only on the basis of a favourable report from the Audit
Committee or such other committee as may have been assigned this function; and that the Directors involved, as well as
not exercising or delegating their votes, should withdraw from the meeting room while the Board debates and votes on the
transaction(s) concerned.

Ideally the above powers should not be delegated, with the exception of those mentioned in b) and c¢), which may be delegated
to the Delegated Committee in urgent cases and later ratified by the full board.

See sections: D.1and D.6
Compliant Partially compliant Explain

9. In the interests of maximum effectiveness and participation, the Board of Directors should ideally be composed of no fewer
than five and no more than fifteen members.

See section: C.1.2

Compliant Explain
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10. External Directors, proprietary and independent, should occupy an ample majority of Board places, 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.

See sections: A.3 and C.1.3

Compliant Partially compliant Explain

11. That among external Directors, the relation between the numbers of proprietary and independent Directors should match
the proportion between the capital represented on the board by proprietary Directors and the remainder of the share capital.

This proportional principle may be relaxed so that the weight of proprietary directors is greater than would strictly correspond
to the total percentage of the capital that they represent;

Ist In companies with large market capitalisations where few or no equity stakes attain the legal threshold for significant
shareholdings, despite there being shareholders with considerable holdings in terms of absolute value.

2nd In companies with a plurality of shareholders represented on the board that are not otherwise related.

See sections: A.2, A.3 and C.1.3.

Compliant Explain

12. The number of independent Directors should represent at least one third of all Directors.

See section: C.1.3

Compliant Explain

13. The nature of each director should be explained to the General Shareholders’ Meeting, which will approve or ratify his or her
appointment. Such determination should subsequently be confirmed or reviewed in each year’s Annual Corporate Governance
Report, after verification by the Appointments Committee. That Report should also disclose the reasons for the appointment
of proprietary directors at the request of shareholders controlling less than 5% 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.

See sections: C.1.3 and C.1.8

Compliant Partially compliant Explain

14. When there are few or no women Directors, the Appointments Committee should ensure that when vacancies arise:

a) The selection process has no implicit bias against women candidates;

b) The company deliberately seeks women with the required professional profile and includes them among potential candidates.
See sections: C.1.2, C1.4, C.1.5, Cl6,C.2.2and C.2.4

Compliant Partially compliant Explain Not applicable

15. The Chairman, as the person responsible for the effective operations of the Board, should ensure that the Directors
receive sufficient information beforehand; stimulate debate and the active participation of Directors during Board meetings,
safeguarding the right to freely take a position and express opinions; and organise and coordinate regular evaluations of the
Board with the Chairmen of the relevant Committees, as well as an evaluation of the CEO or lead executive.

See sections: C.1.19 and C.1.41

Compliant Partially compliant Explain

16. When the Chairman of the Board is also the company’s CEO, the Board of Directors will authorise one of the independent

Directors to call a meeting of the Board and include new points in the agenda in order to coordinate and express the concerns
of External Directors and to direct evaluation by the Board of its Chairman.
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See section: C.1.22

Compliant Partially compliant Explain Not applicable

17. The Secretary should take care to ensure that the Board’s actions:

a) Meet the letter and the spirit of Laws and their regulations, including those approved by regulatory bodies;

b) Are in line with the Bank’s Articles of Association and with the Regulations governing the General Meeting, the Board and
any others in force at the company;

c) Take into account the recommendations regarding good governance established in this Unified Code that the company has
accepted.

In order to safeguard the independence, impartiality and professionalism of the Secretary, the appointment and removal

from this position must be reported by the Appointments Committee and approved by the full Board, and the procedure for

appointing and removing the Secretary should be established in the Board’s Regulations.

See section: C.1.34

Compliant Partially compliant Explain

18. The Board should meet with the frequency necessary to efficiently perform its duties, following the schedule and agenda
established at the start of the year and each Director should be able to propose other points to be added to the agenda.

See section: C.1.29
Compliant Partially compliant Explain

19. Directors’ absences should be limited to unavoidable cases and should be indicated in the Annual Corporate Governance
Report. If the delegation of representative authority is unavoidable, instructions should be given.

See sections: C.1.28, C.1.29 and C.1.30

Compliant Partially compliant Explain

20. When the Directors or the Secretary express any concern regarding any proposal or, in the case of Directors, regarding the
company’s progress and these concerns are not resolved during the Board Meeting, the party expressing the concerns may
request that they be recorded in the minutes to the Meeting.

Compliant Partially compliant Explain Not applicable

21. The board in full should evaluate the following points on an annual basis:

a) The quality and efficiency of the Board’s operations;

b) Based on the report presented by the Appointments Committee, the performance of the Chairman and the Bank’s CEQ;

c) The operation of its Committees, based on the reports that they issue.

See section: C.1.19 and C.1.20

Compliant Partially compliant Explain

22. All Directors should be able to exercise the right to obtain all additional information that they deem necessary regarding the
matters over which the Board has authority. Unless the Articles of Association or the Board Regulations establish otherwise,
these requests should be directed to the Chairman or the Secretary to the Board.

See section: C.1.41

Compliant Explain

23. All Directors should have the right to obtain all necessary advisory services from the company in order to comply with
their duties. The company should create appropriate channels for exercising this right, which under special circumstances may
include external advisory services paid for by the company.

See section: C.1.40

Compliant Explain
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24. Companies should establish an orientation programme providing new Directors with quick and sufficient knowledge of the
company, as well as its corporate governance rules. It should also offer Directors programmes for updating knowledge when
the circumstances make this advisable.

Compliant Partially compliant Explain

25. Companies should require Directors to dedicate the time and effort necessary to perform their duties efficiently and,
consequently:

a) Directors should inform the Appointments Committee of all other professional obligations to determine whether or not they
could interfere with the dedication required;

b) Companies should establish rules regarding the number of Boards to which its Directors may belong.
See sections: C.1.12, C.113 and C.1.17
Compliant Partially compliant Explain

26. Proposals to appoint or re-elect Directors made at the General Shareholders’ Meeting, as well as provisional appointments
through co-optation, should be approved by the Board:

a) At the proposal of the Appointments Committee, in the case of Independent Directors;

b) After receiving a report from the Appointments Committee, in the case of all other Directors.

See section: C.1.3

Compliant Partiall