Morgan Stanley

April 15t, 2008




Current tougher economic environment requires...

1....excellence in risk management...
Business risk

Credit risk
Liquidity risk

2. ...and best customer management, with focus on...
Customer funds
Customer spreads management
Personalized service

3. ...and we have room to improve...
...in efficiency and productivity...
..in the SME segment...
..in the branch network
..and in our distribution capacit




Banesto

Current environment requires excellence

in risk management




Banesto

Tougher environment...

e Rises in credit and liquidity risk premiums.

e General lack of confidence d

ue to financial

complexity and lack of trans

parency.

e ECB committed in supplying enough liquidity.

e Market turbulences add some uncertainties on:

-Economic growth.

-Lending activity



& ..in which the Spanish banking system is
e
¥ well prepared...
S NPL Ratio (%)
o 1.57
! l Rating |Average 3 largest banks
SPANISH BANKS ~ EUROPEAN BENCHAMRK Spain AA
Germany A/AA
Adjusted core capital (%)* France AA-/AA+
Italy A+/AA-

/-5 6
J [ ) )

SPANISH PEER GROUP EUROPEAN BENCHMARK

(*) Including generic provisions Source: S&P



8 ...also in terms of liquidity...

507 ECB FUNDING AND RESERVES MARKET SHARE AS OF JANUARY 2008

Total funding market share ®
Reserves market share ®

Spanish Financia
COUNTRY A COUNTRY B COUNTRY C COUNTRY D




...and in profitability

Banesto

Profitability gap between Spanish and EU banking system

200%
150% - . o
4
4

100%

50% -

NIl / Gross Revenues/ Operating Income/
0% - Total Assets  Total Assets Total Assets ROA

Source: Bank of Spain. Stability report Nov. 07. Countries that present their accounts under IFRS



Banesto

Banesto is well-positioned to face current

environment...
1. Business Risk

e Diversified businesses
2. Credit Risk
* Prudent risk management policies
* No exposure in assets damaged by the crisis
e Good quality mortgage portfolio

* NPL ratio < Sector avg. + NPL Coverage > Sector
avg.

3. Liquidity Risk
e Positive liquidity position in the S/T and M/T
e Capacity to generate new liquidity



Banesto

. ) Other

Financial

transactions 5%
6% \ & Loans

29%

Commissions

30%

Deposits

30%

1.- Business risk management

A well diversified business profile

Revenues by business line
Dec 07 (%)

Revenues by client segment

Dec 07 (%)

Other

Mortgage loans

(individuals)

11%

Developers

5%

12%

Corporate

7%
Mid-size
Companies Individuals
ex-mortgages
13% gages)
32%

\SM Es

20%



2.- Credit risk management

Banesto

e Increasing risk focus in the organization

Asset quality
e Selective lending growth above industry

average

* Active risk management

e Maximizing recoveries process



Banesto

NPLs

Banesto Spanish European
Banks Benchmark

2.- Credit risk management (cont)

High credit quality and strong provisions

Credit Risk Provisions
(%o NPLs)

Banesto Spanish European
Banks Benchmark

TOTAL PROVISIONS OF 1.3 BN € 2% LOAN BOOK

Data as of Dec 07 for Banesto and Spanish banks.

Last available data for banks included in European benchmark



8 2.- Credit risk management (cont)
W
% 5-3%
S . T 43%
e  Adeclining real estate 4.0%
exposure
relative to the market ...
2004 2005 2006 2007
Home Real estate
mortgage loans developers

% First residence 98 98
...and a solid and well- X3 7 Debt / GAV(")

guaranteed mortgage
% Affordability 32.9 % Pre-sales

lending risk indicators
050 IR
0.17 % Expected loss 0.24

Real estate exposure defined as Loans to real estate activities and market share over total Spanish system.
* Debt / GAV of 20 largest developers

43
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(500)

(1,000)

29- 29- 28- 29-  29-Apr- 29- 29-  29-Jul-  29- 29- 29- 29- 29- 29- 29-
Dec-06 Jan-07 Feb-07 Mar-07 07 May-07 Jun-07 07  Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08

(EUR million)

(2,000) -
(4,000) -
(6,000) -
(8,000) -

3.- Liquidity risk management

Comfortable liquidity position...

Net positive position in money Liquidity gaps
market in the balance sheet

8,000 -
6,000 -
4,000 -
2,000 -

MT M2 M3 Q2 Q3 Q4 Y2 Y3 Y4-Y5



Banesto

3.- Liquidity risk management (cont)

...that has been reinforced in 1Q08

v' Medium term funding:

v’ Euro Commercial Paper:

e Total wholesale funding:

* Positive net position in Money Market:

+Eur 1.8 bn.

+Eur 2.4 bn.

+Eur 4.2 bn.

+Eur 3.8 bn.




Banesto

Current environment requires best

customer management



1.- Focus on customer funds

Market share gains in customer funds...

Banesto

Market share over banks (%)

016
@ Target 08

+ 0.25 p.p.

Total

Households

Dec. 06 Dec. 07

...and special focus on deposit growth

+18% in customer deposits as of Dec 07



1.- Focus on customer funds (cont)

Succesful cross-selling improves growth in customer funds

Banesto

Customer funds in “loyal” customers (>  Current account balances in payroll / non
4 products) payroll customers

@” 25 5.5

< 4 Products > 4 Products (loyal) w/o payroll payroll

Current account balances ﬁv
in transactional vs non transactional

customers 21

2.2

6

non transactional transactional
Average balances December

EUR 00O’s per customer



1.- Focus on customer funds (cont)

Greater share of our individual customers’ business

Banesto

Customers > 4 products (%) Products per customer

d K2 B

Dec 06 Dec 07 Target 08 Dec 06 Dec 07 Target 08

Flat-fee accounts (000s) Payroll accounts (%)

728

Dec 06 Dec 07 Target 08 Dec 06 Dec 07 Target 08



2.- Customer spreads management

Actively managing customer spreads

Banesto

Customer spread (%)

Customer Spread

| 3.23
304 310 %22 °F
‘7

Net Interest Margin

2.12 2.14 2.15
—a

Zi()3,+ —B—

4Q06 1Q07 2Q07 3Q07 4Q07

Net Interest Margin = Loans yield minus total cost of funds



Banesto
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Dic ‘04 Dic ‘05 Dic ‘06 Dic 07

Internal customer service index Q1 0
2004-2007

3.- Personalized service

Customer value added is key for growth + profitability

409

166 171

FEL ST P LR IS

Monthly customers’ claims 2007



Banesto

In the current environment we have

room to improve



Banesto

1.- Improvements in efficiency and productivity
Building a more productive commercial organization
e More cost efficient ...and at intermediate levels...
. Intermediate levels / total network
e With a flat structure 13%
e Closer to customers 5%
Improving efficiency in the back 2002 2007
office... ...while bolstering our sales force...
Back80.121;i<c%e) / total workforce Sales force / total workforce

86%
78% 7

= 011

2002 2007 2002 2007




Banesto

1.- Improvements in efficiency and productivity
(cont)

... but we can do it even better

Efficiency
Cost/income(%)*

Menara plan
(Our 06-09 efficiency plan):

® Organizational improvements 38.8

® Processes reingeneering

® Expanding low cost distribution -\2_6'2 35.0

o

W~ _ 33.0
=

—

channels

Dec 06 Dec 07 Target Target
08 09

* Ratio does not include amortizations. Cost/Income including amortizations in 2007 was 40.5%.



) 2.- Improvements in SME segment
A
Y .
S A dynamic and profitable segment...
'QQ Outstandzig%;eturns... ...in a growing market
( ) 25% (loans to companies 2007)
21% 470
OE +20 %
: RGRoss REVENUES 2% +1 7%
- . l
MEDIUM SMALL | | BANKS | TOTAL SYSTEM |
...with room for market share growth Our strengths

o4 Focus... which allows us to have

.. highly specialized teams, to offer the
.. best personalized service, and
... value-added innovation, thanks to

.. strong product and technology
support

7.0

MARKET SHARE (%)
(2007)

B SME’s B ToTAL BANK



2.- Improvements in SME segment (cont)

...in which we are closing the gap

Business volume (€ bn) Gross operating income (€ mn)

+17% +14% __

Banesto

2006 2007 Target 08 2006 2007 Target 08

. Medium size Co's:
Customers (000°s
- ( ) % market share of customer risk assets

2006 2007 Target 08 Dec 06 Dec 07  Target 08



3.- Improvements in the branch network

New branches set to deliver higher revenues

Banesto

Business volume (€ mn) Gross operating income (€ mn)

/80

43
510
3
2006 2007 Target 08 2006 2007 Target 08
140

No. of customers (000°s)
35

Total

110 Individuals

2006 2007 2008



3.- Improvements in the branch network (cont)

...reaching break-even earlier than expected

Banesto

8 5% of new branches will reach
break-even in < 18 months

'Pa“cu res 15% 23%

CCUENTAS .
JAHORRO E INVERSION

HIPOTECAS . a0

i
L L)
PRESTA MO&

v

62%
M 12 months M 18 months M 24 months



Banesto

4.- Improvements in distribution capacity

Banesto aims at increasing global customer service
levels through a multichannel strategy whilst growing
sales in a cost efficient way

Service level for the customers

-
-

M CHANNEL 3
B CHANNEL 2
M CHANNEL 1

A

-——)

PERSONALIZATION & CONVENIENCE

CHANNELS

® Higher service level = Higher loyalty
® More cost efficient selling opportunities
® free time in Branches to focus on sales



o) 4.- Improvements in distribution capacity (cont)
(Vg
Y .
S %Multichannel customers
s 2007 | 2010
. Multichannel
Multichannel
customers cusztggers
9% ©

Traditional Traditional
customers customers

91% 80%

Objectives

* Maximize customer growth potential
* New customer acquisition through remote channels
* |mprove customer satisfaction and loyalty



o) 4.- Improvements in distribution capacity (cont)
¥ g
Y |
S % Transactions
Q 2007 2010
Web + Phone Web + Phone

Branches

80% Branches

64 %

Objectives

® Increase customer transactions through remote channels
* Increase the number of transactional customers
e Support sales through traditional channels



Banesto

Conclusions




Conclusions

anesto

&2 Banesto is well prepared to outperform its peers in
the new tougher environment:

® Clear vision and strategy: proven execution
® A customer focused business model

® Diversified and balanced sources of revenues
® | ow-cost producer

® Conservative risk management culture
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Banesto

Addendum: ECONOMIC

environment




Banesto

Economic environment

The Spanish GDP has consistently outgrown the
Eurozone ...

GDP growth : Spain vs. Eurozone

— Eurozone

— Spain

O T T T T T T T T T T T T
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007




Economic environment

... and there is still a GAP with European
and US economies in services

Banesto

GDP per capita Services %/GAV 2006

/8.5

100%

70.3

93.5% 67.7

Spain EMU Spain EMU usS

Source : Bank of Spain Purchase Power Parity as of 2007
Gross added value at cost



Economic environment

The Spanish economy today is in better shape than in
1990
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Economic environment

GDP growth estimates predict lower growth,
but not a recession

GDP Estimates for Spain

2.0

1.5

1.0

0.5

0.0




) Economic environment
W
g Despite slowdown in real estate, there is still a significant
S projected structural demand for housing
s

House demand vs. house completions (thousands)

700 /A 700
A /\)VY\

o0 y \ e — House demand

500 A7A£ so0 — House completions

""" (supply)

Forecasts

400 /\//Q\Vﬂ 00
300 ~ 1 300

200 ﬁﬂ\/_//%\/ /[\/ 200
100 \ /\, 100
0 0

1992 MAR 1996 MAR 2000 MAR 2004 MAR 2008 MAR

1994 MAR 1998 MAR 2002 MAR 2006 MAR



Banesto

® (Construction contribution to
GDP: 9.8% in Gross Added Value

® 52% of construction is Residential

® 48% of construction is Non
Residential

Source: European Comission

Economic environment

' Slowdown in residential construction, not in non-residential
Large construction companies are widely diversified

7% EBITDA LARGE CONSTRUCTION COMPANIES

OTHER (ENERGY,

REAL ESTATE, CONSTRUCTION
CEMENT) 24%
21%
CONCESSIONS SERVICES
(INFRAESTRUCTURE) 29%

26%
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