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Santander seeks to consolidate its position as

Santander is today the largest international financial

growing profitability to its shareholders while

group operating in Brazil, as well as the leader in the state

satisfying all the financial needs of its customers.

of São Paulo. The pillars of its growth strategy are innovation,

In order achieve this, it combines business policies

commercial capacity and customer focus.

and global capacities.

a large International Financial Group, offering

With an operating presence in the Retail sector in Brazil going
back to the 1980s, it has established a series of banks over the
past ten years with activities concentrated in the South and
Southeast Regions, the country’s main financial markets.

MISSION
To develop and consolidate the leading financial
franchise in Brazil, by creating value for our

Banco Santander in Brazil has more than 8 million

shareholders, customers, and employees and

customers and operates in all segments of the financial

for the local communities.

market through a network of 2,104 branches and
service outlets and 7,639 ATMs.
In 2007, it registered R$ 122.4 billion in assets and closed
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the period with a net income of R$ 1.9 billion, 48.3% over the
previous fiscal year. The volume of business – in the segments
for Retail, Business, Wholesale and Asset Management –
totaled R$ 138.4 billion. The Basel Ratio stood at 14.2%.

CORPORATE VALUES
Leadership: Leadership vocation in all the markets
where we operate, with the best teams and always
focused on the customers and on results.
Dynamism and Looking Ahead: Initiative and

These results were achieved not only through the use of
efficient models for managing business and personnel but also
as a result of the commitment and dedication of its 22,965

skill in discovering and making the most of business
opportunities ahead of our competitors and flexibility
in adapting to market change.

employees, confirming the Bank’s strategy of making Brazil
its principal focus for growth of the Santander Group in Latin
America – where it is the leader among banking franchises,
with 4,498 branches.

Strong balance sheet: The strength of our balance
sheet and prudence in risk management are the best
garantees of our capacity to grow and to create
long-term value for our shareholders.

The Santander Group is the largest financial institution of the
Eurozone in terms of market capitalization. Founded 150 years
ago in the small coastal town of Santander, Spain, now
headquartered in Madrid, the Bank is now present in more
than 40 countries. By the end of 2007, it had more than

Innovation: A constant quest for products, services
and processes that meet the needs of our customers
allows us to achieve profitability gains greater than
those of our competitors.

11,000 branches, over 131,000 employees, 65 million customers

Customer Oriented: The customer is the focus of

and funds under management in excess of 1 trillion euros.

our strategy. We strive to continuously improve our
ability to attract, satisfy and retain customers by

The Bank’s 150-year history of sustainable activities is
directly reflected in its business performance, with net

offering a wide range of top quality products
and services.

profits of 9.1 billion euros in 2007 – 19.3% above the
7.6 billion earned the year before.

Professional Ethics: Over and above strict compliance
of Laws, Codes of Conduct and internal regulations,

In Latin America, it registered net income of US$ 3.6 billion,

www.santander.com.br

all professionals at Santander are required to conduct

a volume 27.3% greater than in 2006. This performance

themselves with maximum honesty and transparency,

accounted for 32.9% of total net earnings for the period,

always placing the interests of the Group and of our

and featured Brazil, which generated 34.0% of the

customers above their own personal concerns.

region’s income.

SANTANDER GROUP TIMELINE

KEY INDICATORS

150 years of STRENGTH

RESULTS

2006

2007

R$ MILLION

Income from financial operations

1857
Banco Santander opens its doors on August 20, founded by 72 businessmen from Santander, in Spain, to meet the demand
for credit and the means of payment for the port city’s commerce. Its first president was Juan Pombo Conejo, a distinguished
local merchant.

1900 - 1919

14,159

14,959

Income from services rendered

2,836

3,354

Gross Income from Financial Operations

5,179

5,949

Operating Income

1,641

2,056

Net Income

1,260

1,868

BALANCE SHEET

2006

2007

R$ MILLION

During this period, the institution doubled its equity, increased its capital and, thanks to high profitability, ranked higher than
average among lending institutions. Three great Spanish banks were also founded, which subsequently merged with Santander:
Hispanoamericano (1900), Espanõl de Crédito (1902) and Central (1919).

Total Assets

107,186

122,355

Lending Operations

37,509

43,725

Deposits

31,746

38,810

1920 - 1923

Subordinated Debt

4,036

4,220

A crucial period for Santander; in 1920, it founded its first affiliate, Banco de Torrelavega. In 1923, it inaugurated new headquarters
in Paseo de Pereda, under the direction of Emilio Botín López, its first permanent president. That same year, it began its expansion
with the opening of seven branches, becoming a bank of regional scope.

Equity

8,115

9,418

1944 - 1947

FINANCIAL INDICATORS

2006

2007

16.1

21.3

In 1944, the Bank acquired a building on the Calle Alcalá in Madrid that became the institution’s headquarters in the Spanish capital.
In 1946, with the purchase of its principal rival, Banco Mercantil, it became a financial institution of national standing.

%

ROE

1950 - 1970

ROA

1.3

1.6

In 1950, Emilio Botín de Sautuola y López assumed the presidency, remaining until 1986. Starting in 1950, the network of urban
branches grew, above all in Madrid, where, by 1962, there were 24 branches in operation. The purchase of the Banco Soler y Torra
as well as two other small institutions, in 1957, constituted a milestone in Santander’s expansion in Catalunya. In 1960, it bought
its first bank in South America, Banco del Hogar Argentino. Five years later, it entered into partnership with Bank of America to
establish one of the first industrial credit institutions in Spain: Bankinter. In 1970, it set up its first representation office in Brazil.

Efficiency Index

58.9

53.8

Basel Ratio

15.4

14.2

Immobilization Index

16.5

12.2

KEY DATA

2006

2007

Customers (thousands)

7,400

8,300

1976 - 1989
The acquisition in 1976 of the First National Bank of Puerto Rico, and in 1982, of Banco Español-Chile, made the Santander Group
a pioneer in commercial banking in Latin America. Also in 1982, the institution inaugurated its first branch in Brazil. In 1986,
Emilio Botín-Sanz de Sautuola y Garcia de los Rios became president, a position he has occupied to this day. The alliance with Royal
Bank of Scotland in 1988 was the point of departure towards globalization.

1991 - 2000
In 1991, Santander Investment began operations in Brazil. Three years later, Santander acquired Banco Español de Crédito
(Banesto). In 1997, with the purchase of Banco Rio, it became the leading private entity in Argentina. In Brazil, it acquired Banco
Geral do Comércio, that same year, and Banco Noroeste in 1998. In 1999, a merger took place with Banco Santander Hispano,
which resulted in the creation of Spain’s largest lending institution. The following year, it became the third largest banking group
in Mexico, with the acquisition of the Grupo Serfin. In 2000, it purchased the Meridional and Bozano Simonsen banks, and
a controlling interest in the Bank of the State of São Paulo (Banespa), in Brazil.

Credit Card Base (millions)

2.9

3.7

Assets under Management

41,261

55,911

Employees

23,355

22,965

Number of points of sale

2,026

2,104

Number of ATMs

7,440

7,639

In 2001, the Santander Banespa financial conglomerate was established in Brazil and proceeded to become one of the
main private banks in the country. Two years later, the Group created Santander Consumer Finance, with the merger of the
German company CC-Bank, the Italian Finconsumo, the Spanish Hispamer and other companies within the Group. In 2004, the
merger of the three commercial banks of the Group in Portugal gave rise to Santander Totta, the second largest Portuguese private
bank. In the same year, the acquisition of Abbey extended the trajectory of expansion in Spain, Europe and Latin America. In April,
Cidade Santander Group occupied the corporate headquarters of Santander.
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2001 - 2004

2005 - 2006
In 2005, Santander acquired a 19.8% share in the Sovereign Bancorp, the 18th largest bank in the United States. In 2006,
it achieved record earnings of 7,596 billion euros, the highest figure for all Spanish companies, and began to invest more
heavily in quality of service and customer focus. In Brazil the Bank began a process of consolidation of brands, legal
incorporations and technological integration.

2007
The institution celebrated its 150th birthday as the 10th largest bank in the world in terms of market capitalization, the 7th in earnings,
and the company with the largest retail distribution network in the western world. Globally, the Santander brand has been consolidated.
In Brazil, it positioned itself as a bank that is completely market driven, with a focus on people: its customers and staff.
Santander, in association with The Royal Bank of Scotland Group plc, Fortis N.V. and Fortis S.A./N.V., formally acquires ABN AMRO
through RFS Holdings B.V., in October, 2007.
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Income from financial operations

1857
Banco Santander opens its doors on August 20, founded by 72 businessmen from Santander, in Spain, to meet the demand
for credit and the means of payment for the port city’s commerce. Its first president was Juan Pombo Conejo, a distinguished
local merchant.

1900 - 1919

14,159

14,959

Income from services rendered

2,836

3,354

Gross Income from Financial Operations

5,179

5,949

Operating Income

1,641

2,056

Net Income

1,260

1,868
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2006

2007

R$ MILLION

During this period, the institution doubled its equity, increased its capital and, thanks to high profitability, ranked higher than
average among lending institutions. Three great Spanish banks were also founded, which subsequently merged with Santander:
Hispanoamericano (1900), Espanõl de Crédito (1902) and Central (1919).

Total Assets

107,186

122,355

Lending Operations

37,509

43,725

Deposits

31,746

38,810

1920 - 1923

Subordinated Debt

4,036

4,220

A crucial period for Santander; in 1920, it founded its first affiliate, Banco de Torrelavega. In 1923, it inaugurated new headquarters
in Paseo de Pereda, under the direction of Emilio Botín López, its first permanent president. That same year, it began its expansion
with the opening of seven branches, becoming a bank of regional scope.
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8,115

9,418
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FINANCIAL INDICATORS

2006

2007

16.1

21.3

In 1944, the Bank acquired a building on the Calle Alcalá in Madrid that became the institution’s headquarters in the Spanish capital.
In 1946, with the purchase of its principal rival, Banco Mercantil, it became a financial institution of national standing.

%
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1950 - 1970
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1.3

1.6

In 1950, Emilio Botín de Sautuola y López assumed the presidency, remaining until 1986. Starting in 1950, the network of urban
branches grew, above all in Madrid, where, by 1962, there were 24 branches in operation. The purchase of the Banco Soler y Torra
as well as two other small institutions, in 1957, constituted a milestone in Santander’s expansion in Catalunya. In 1960, it bought
its first bank in South America, Banco del Hogar Argentino. Five years later, it entered into partnership with Bank of America to
establish one of the first industrial credit institutions in Spain: Bankinter. In 1970, it set up its first representation office in Brazil.

Efficiency Index

58.9

53.8

Basel Ratio

15.4

14.2

Immobilization Index

16.5

12.2

KEY DATA

2006

2007

Customers (thousands)

7,400

8,300

1976 - 1989
The acquisition in 1976 of the First National Bank of Puerto Rico, and in 1982, of Banco Español-Chile, made the Santander Group
a pioneer in commercial banking in Latin America. Also in 1982, the institution inaugurated its first branch in Brazil. In 1986,
Emilio Botín-Sanz de Sautuola y Garcia de los Rios became president, a position he has occupied to this day. The alliance with Royal
Bank of Scotland in 1988 was the point of departure towards globalization.

1991 - 2000
In 1991, Santander Investment began operations in Brazil. Three years later, Santander acquired Banco Español de Crédito
(Banesto). In 1997, with the purchase of Banco Rio, it became the leading private entity in Argentina. In Brazil, it acquired Banco
Geral do Comércio, that same year, and Banco Noroeste in 1998. In 1999, a merger took place with Banco Santander Hispano,
which resulted in the creation of Spain’s largest lending institution. The following year, it became the third largest banking group
in Mexico, with the acquisition of the Grupo Serfin. In 2000, it purchased the Meridional and Bozano Simonsen banks, and
a controlling interest in the Bank of the State of São Paulo (Banespa), in Brazil.

Credit Card Base (millions)

2.9

3.7

Assets under Management

41,261

55,911

Employees

23,355

22,965

Number of points of sale

2,026

2,104

Number of ATMs

7,440

7,639

In 2001, the Santander Banespa financial conglomerate was established in Brazil and proceeded to become one of the
main private banks in the country. Two years later, the Group created Santander Consumer Finance, with the merger of the
German company CC-Bank, the Italian Finconsumo, the Spanish Hispamer and other companies within the Group. In 2004, the
merger of the three commercial banks of the Group in Portugal gave rise to Santander Totta, the second largest Portuguese private
bank. In the same year, the acquisition of Abbey extended the trajectory of expansion in Spain, Europe and Latin America. In April,
Cidade Santander Group occupied the corporate headquarters of Santander.
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2001 - 2004

2005 - 2006
In 2005, Santander acquired a 19.8% share in the Sovereign Bancorp, the 18th largest bank in the United States. In 2006,
it achieved record earnings of 7,596 billion euros, the highest figure for all Spanish companies, and began to invest more
heavily in quality of service and customer focus. In Brazil the Bank began a process of consolidation of brands, legal
incorporations and technological integration.

2007
The institution celebrated its 150th birthday as the 10th largest bank in the world in terms of market capitalization, the 7th in earnings,
and the company with the largest retail distribution network in the western world. Globally, the Santander brand has been consolidated.
In Brazil, it positioned itself as a bank that is completely market driven, with a focus on people: its customers and staff.
Santander, in association with The Royal Bank of Scotland Group plc, Fortis N.V. and Fortis S.A./N.V., formally acquires ABN AMRO
through RFS Holdings B.V., in October, 2007.
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Santander seeks to consolidate its position as

Santander is today the largest international financial

growing profitability to its shareholders while

group operating in Brazil, as well as the leader in the state

satisfying all the financial needs of its customers.

of São Paulo. The pillars of its growth strategy are innovation,

In order achieve this, it combines business policies

commercial capacity and customer focus.

and global capacities.

a large International Financial Group, offering

With an operating presence in the Retail sector in Brazil going
back to the 1980s, it has established a series of banks over the
past ten years with activities concentrated in the South and
Southeast Regions, the country’s main financial markets.

MISSION
To develop and consolidate the leading financial
franchise in Brazil, by creating value for our

Banco Santander in Brazil has more than 8 million

shareholders, customers, and employees and

customers and operates in all segments of the financial

for the local communities.

market through a network of 2,104 branches and
service outlets and 7,639 ATMs.
In 2007, it registered R$ 122.4 billion in assets and closed
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the period with a net income of R$ 1.9 billion, 48.3% over the
previous fiscal year. The volume of business – in the segments
for Retail, Business, Wholesale and Asset Management –
totaled R$ 138.4 billion. The Basel Ratio stood at 14.2%.

CORPORATE VALUES
Leadership: Leadership vocation in all the markets
where we operate, with the best teams and always
focused on the customers and on results.
Dynamism and Looking Ahead: Initiative and

These results were achieved not only through the use of
efficient models for managing business and personnel but also
as a result of the commitment and dedication of its 22,965

skill in discovering and making the most of business
opportunities ahead of our competitors and flexibility
in adapting to market change.

employees, confirming the Bank’s strategy of making Brazil
its principal focus for growth of the Santander Group in Latin
America – where it is the leader among banking franchises,
with 4,498 branches.

Strong balance sheet: The strength of our balance
sheet and prudence in risk management are the best
garantees of our capacity to grow and to create
long-term value for our shareholders.

The Santander Group is the largest financial institution of the
Eurozone in terms of market capitalization. Founded 150 years
ago in the small coastal town of Santander, Spain, now
headquartered in Madrid, the Bank is now present in more
than 40 countries. By the end of 2007, it had more than

Innovation: A constant quest for products, services
and processes that meet the needs of our customers
allows us to achieve profitability gains greater than
those of our competitors.

11,000 branches, over 131,000 employees, 65 million customers

Customer Oriented: The customer is the focus of

and funds under management in excess of 1 trillion euros.

our strategy. We strive to continuously improve our
ability to attract, satisfy and retain customers by

The Bank’s 150-year history of sustainable activities is
directly reflected in its business performance, with net

offering a wide range of top quality products
and services.

profits of 9.1 billion euros in 2007 – 19.3% above the
7.6 billion earned the year before.

Professional Ethics: Over and above strict compliance
of Laws, Codes of Conduct and internal regulations,

In Latin America, it registered net income of US$ 3.6 billion,

www.santander.com.br

all professionals at Santander are required to conduct

a volume 27.3% greater than in 2006. This performance

themselves with maximum honesty and transparency,

accounted for 32.9% of total net earnings for the period,

always placing the interests of the Group and of our

and featured Brazil, which generated 34.0% of the

customers above their own personal concerns.

region’s income.

Eduardo Simões

2007 ANNUAL REPORT

CONTENTS
CASA2 – São Paulo/SP

MESSAGE FROM THE PRESIDENT

2

MARKET OF OPERATIONS

4

STRATEGY

6

BUSINESSES

8

RISK MANAGEMENT

24

CORPORATE GOVERNANCE

36

COMPETITIVE ADVANTAGES
People: Employees and clients
Global structure
Brand
Distribution Network
Technology

40
41
42
44
45
46

HUMAN CAPITAL

48

SOCIAL-ENVIRONMENTAL PERFORMANCE

52

FINANCIAL STATEMENTS
Management analysis of results
Financial statements

56
58
66

CORPORATE INFORMATION

118

Della Rocca

“Innovation is in our
DNA, and among
all the banks now
operating in Brazil,
we have the most
modern technological
platform.”
Gabriel Jaramillo
President
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Message from the President

IN 2007, SANTANDER CONCLUDED YET ANOTHER CHAPTER
IN ITS EXPANSION PLAN BY ATTRACTING OVER 1 MILLION
NEW CUSTOMERS.

One million new customers! In the
first year of the adoption of the unified
Santander brand, after ten years in Brazil,
we concluded yet another chapter in our
strategy of expansion in exemplary fashion.
This victory is the result of strict execution
of the guidelines included in our policy of
priority focus on the customer, the path
chosen to reach a greater objective –
which is to transform Santander into the
biggest bank in the country. In this quest
we have established as a goal not only
the need to attract new customers, but
also to manage these new relationships
and retain our customers by offering the
most innovative array of products with
the highest standards of customer service
in the financial sector.
The fact that we are part of a solid and
successful group that helps us to achieve
our goal of expanding our business by
providing the highest quality services.
We are one of the biggest financial
conglomerates in the world, and the
biggest in the Eurozone. Our actions are
guided by the highest ethical principles as
we strive to achieve results and add value
for our customers. Innovation is in our
DNA, and of all the banks now operating
in Brazil, we have the most modern
technological platform.
We believe that people are as important
as these competitive advantages, or even
more so. People are our greatest asset,
considering that with their competence
and commitment they lead us to better
results, such as those we achieved in 2007.
We closed the period with net income
totaling R$ 1.868 billion, which constitutes
a 48.3% improvement over the previous

year. The volume of business (deposits,
managed investment funds and loans)
grew 25.3% in comparison with 2006,
and our management indicators, such
as efficiency and fees coverage over
expenses, were significantly better.
This performance was assisted by
favorable economic conditions in Brazil,
which included a higher level of economic
growth than in 2006, controlled inflation
and expansion of employment and credit.
In spite of the negative effects of the real
estate crisis in the United States, Brazil has
been experiencing good times, as is the
Santander Group, which has maintained
an accelerated rate of growth.
We are convinced that these favorable
conditions are chiefly due to the ability
of our teams to act intelligently, seeking
clearly defined goals and sharing a common
culture, mission and set of values. And
it is because we want to recognize and
reward the efforts of our people that
we are continually investing to provide
new opportunities to encourage their
professional growth and development.
We have expanded our in-company
professional growth programs, with
training schools focused on business
and international job opportunities,
along with specific internship programs.
Training and professional development
provide the essential guidelines for the
Group’s interactions with local communities.
And support for education, particularly
higher education, is the backbone of our
policy of social responsibility. There are
programs such as Santander Universities,
supporting academic and cultural projects,

at both the local and international levels;
College Entrance Exam Access, which
facilitates admission to university for
low-income students; and Universia, a
web site with nearly 1.9 million registered
users, containing free services and content
intended for the academic community.
Through the combination of all of these
activities we have been able to move from
the planning stage to the consolidation
stage and we are confident about the
future and ready to face our permanent
challenges: to have an ever-increasing
number of staff and satisfied customers,
to constantly upgrade the quality of our
products and services, and to add value
to society.
To this end, we hope to sustain
the confidence of our shareholders,
the competence of our suppliers, the
satisfaction of the local communities,
and above all, the performance of our
staff. I thank everyone for the sum of their
efforts in our endeavor to achieve positive
results for Santander and for Brazil.

Gabriel Jaramillo
President
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MARKET OF OPERATIONS

THE PERFORMANCE OF THE BRAZILIAN ECONOMY WAS
POSITIVE IN 2007, WITH A LOWERING OF INTEREST RATES,
FACILITATED CREDIT AND AN INCREASE IN EMPLOYMENT.

The volume of
credit grew by
27.8%, totaling
R$ 936 billion.

The Brazilian economy had a good year
in 2007. The combination of lower interest
rates and easier credit and an increase in
employment were essential in stimulating
domestic activities. Both commerce and
industry posted major gains, with growth
rates of 9.6% and 6.0%, respectively, for
the year. In the job market, the results were
also positive, with the creation of 1.6 million
new formal jobs, representing an increase of
32.0% in relation to 2006.
The GDP grew by 5.4%, a significant
recovery in comparison to 2005 and 2006,
which had growth rates of 3.2% and
3.8%, respectively.
Inflation for the year rose to 4.5%, as
a reaction to the heating up of demand and
the increase in agricultural prices, but still
in line with the Central Bank’s targets. The
base interest rate closed the year at 11.25%,
a drop of two percentage points compared
to 2006. With respect to foreign accounts,
fundamentals remained solid. The rise in
commodity prices and good performance of
Asian countries helped maintain a positive
trade balance. Exports expanded by 16.6%,
and the balance of trade closed with a
surplus of US$ 40.0 billion. International
reserves and foreign investment also showed
major gains, with volumes of US$ 180.3
billion and US$ 34.6 billion, respectively.
In the case of international reserves, the
volume more than doubled over 2006.
This positive macroeconomic environment,
characterized by low volatility, allowed for
a continuation in the provision of credit,
which rose 27.8% compared to the previous
year, with a total of R$ 936.0 billion in
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the portfolio. The year’s highlight was in
the segment of freely allocated loans to
Individuals, which was up 33.4% with
a volume of R$ 317.5 billion. Areas that
made a strong showing were payroll loans
credit, vehicles, leasing and credit cards,
with growth for the year of 34.3%, 28.4%,
117.2% and 28.7%, respectively. Another
highlight was the sharp rise, 87.5%, in
mortgage lending, a product that shows
excellent potential for expansion in Brazil
as a result of the low penetration of credit
as a percentage of GDP.
During the same period, freely allocated
loans to institutions expanded by 32.2%
while funding was up 22.6%, driven by
cash deposits, savings and funds, which
grew by 41.5%, 24.9% and 25.4%,
respectively. In 2007, savings accounts
became increasingly more attractive with
respect to investment funds.
Although credit now represents 34.7% of
GDP, Brazil still is behind in comparison with
more developed countries, indicating major
potential for expansion of business volumes.

CREDIT / GDP
%
201
174

168

35
USA

UNITED KINGDOM

SPAIN

BRAZIL

Source: Brazil - 2007 data from the Central Bank of Brazil
Spain - 2007 data from the Banco de España
Other countries - 2006 data from the International
Monetary Fund (IMF)
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Santander is well positioned in the Brazilian market to take advantage of opportunities for growth of the
Financial System:
• Strategically located in the South and Southeast Regions, the most attractive market in the country;
• In the state of São Paulo alone, it has a 13% share of the infrastructure market.
It has ample commercial capacity:
• 2,104 points of sale, including branches and service centers;
• 7,639 ATMs;
• 8.3 million customers;
• 22,965 employees, of whom 84% are engaged in commercial business.

Espírito Santo: 11 points of sale
Per capita GDP: R$ 13,846
Rio de Janeiro: 143 points of sale
Per capita GDP: R$ 16,052
Minas Gerais: 79 points of sale
Per capita GDP: R$ 10,012
São Paulo: 1,386 points of sale
Per capita GDP: R$ 17,977
Paraná: 99 points of sale
Per capita GDP: R$ 12,339
Santa Catarina: 79 points of sale
Per capita GDP: R$ 14,539
Rio Grande do Sul: 196 points of sale
Per capita GDP: R$ 13,310
Other States: 111 points of sale
Average per capita GDP other States: R$ 9,120
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STRATEGY

SANTANDER’S STRATEGY IS ONE OF EXPANSION
AND LAYING THE GROUNDWORK TO BECOME
BRAZIL’S BEST FINANCIAL INSTITUTION.

After extensive
restructuring, 2007
was the first year to
be entirely devoted
to Marketing.

The capacity for growth and flexibility
to reinvent itself are two fundamental
values at Santander. They foster its
strategy of expansion and laying the
groundwork to become Brazil’s best
financial institution. Great strides were
taken in this direction in 2006, when
the Bank undertook consolidation of
the brand, technological integration
and legal amalgamation. Through this
restructuring, it was possible in 2007
to direct our focus toward the customer,
driving a process of consolidation
of Santander’s business dealings
in the market.
This orientation is expressed in
Commercial Bank Project 20.10 – To
Double Means To Win, launched at the
end of 2006, whereby the institution aims
to double the volume of its Latin American
business by 2010 through growth of its
customer base, good customer relationship
management and retention of customers.
In Latin America, the goal is to increase the
number of individual account holders by at
least 9 million – which means boosting the
customer base to 30 million. In Brazil, this
will involve bringing in more than 3 million
new customers.
To reach this goal, which encompasses
all of its business units – Retail, Business,
Wholesale and Asset Management –
Santander has three ways to leverage growth:
Commercial capacity – A result of the
combination of skill, flexibility and the fact
that we are located in Brazil’s strongest
market: the South and Southeast regions.
There are 2,104 points of sale, and 84%

*Santander Global Banking & Markets (SGB&M) is the current name of the Wholesale Bank
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of the staff is dedicated to serving more
than 8 million customers.
Focus on the Client – Sustained by
a policy of identifying each segment,
which makes it possible to successfully
develop each stage of our relationship
with customers: acquisition, linkage
and retention.
• Acquisition: Santander has at its
disposal a variety of resources aimed
at attracting new customers, such
as organic growth, the acquisition
of payrolls and suppliers, a specialized
sales force and channels for dealing
with people without accounts.
• Linkage: By understanding the needs
of our customers, Santander seeks
to introduce them to a wide variety
of products and services.
• Retention: The Bank invests in
improving the quality of service
and customer relations on an
ongoing basis. To this end, it has
an office for customer retention,
with information systems and its
own sales force. In this connection
at the end of September 2007,
it successfully launched the
Customer Forum, a channel for client
intermediation whose purpose is to
constantly enhance and improve
the products and services offered.
Innovation – Santander is one of the
most innovative institutions in launching
new products. And it is supported by
the most modern technological platform
among banks now operating in Brazil.

As a result of its efficiency in executing its strategy in 2007, Santander:
• Gained 1 million new customers;
• Proved its capacity for retention with the public employees of the state of São Paulo: 97% of preferred clients were
retained and 90% of payroll volume for this sector was repatriated;
• Consolidated its position in Rio de Janeiro and broke new ground in cities of its focus-region by winning the payrolls
for the municipal governments of Curitiba and Florianopolis, among others;
• Managed relationships with 350,000 customers;
• Launched innovative products such as the Cartão Santander Free credit card, Cheque Essencial (Essential Overdraft
Protection), mortgages with terms of up to 30 years, and Família Recompensa (Family Rewards – a family of investment
options that privileges the length of time of the application, and includes products such as CDBs, Assets Management
and Pension Plan) ;
• Posted 47% growth in its SMES area;

Ivan Sayeg/Carlos Kipnis

• Availed itself of the international presence in Retail banking to carry out major operations, such as bidding
on and subsequently structuring the financing of the hydroelectric power plants of the Madeira Consortium.

The synergy between the areas was fundamental for gaining 1 million new customers.
From left to right: Vitório – Network 1*, Sérgio – Governments and Institutions, Paulo – Companies Segment, Graça – Network 6*, Ramon – New Customer
Recruitment, Individual, Vanessa – Network 3*, Saldanha – New Customer Recruitment, Individual, and Gilvandro – Network 2*
*Network of branches
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A WELL-DEFINED SEGMENTATION OF THE CUSTOMER
BASE INVOLVES DIFFERENTIATED SERVICES FOR EACH
AREA OF OPERATIONS.

Retail, Companies,
Wholesale and
Asset Management
maintain teams
that work on an
integrated footing.

BUSINESS MAP
Santander’s strategy involves a well
defined segmentation of the customer
base with differentiated service models
in four major areas of business:

Retail, Companies, Wholesale and
Asset Management. Excellent
performance and integration of the
teams from each different area were
essential in bringing in 1 million new
customers in 2007.

COMMERCIAL CAPACITY
CUSTOMER FOCUS
INNOVATION

BUSINESS UNITS
COMPANIES
CO
S

RETAIL

WHOLESALE

ASSET
MANAGEMENT

FOCUS OF ACTIVITIES
Individual and
corporate customers
with sales up to
R$ 20 million

Companies and
financial groups
with sales over
R$ 20 million

Financial groups
and large domestic
and international
corporations

Investment Fund Management
geared to individual and
institutional clients and
administration of third-party
funds in the Private sector

WELL DEFINED SEGMENTATION
INDIVIDUAL
Private: Investments above R$ 3 million
Preferred: Income above R$ 4,000
Exclusive: Income between R$ 2,000
and R$ 4,000
Classic: Income up to R$ 2,000

INSTITUTIONAL
Large Corporate: Financial groups and large
domestic and international corporations
Governments and Institutions
Companies: Sales over R$ 20 million/year
SMES 2: Sales from R$ 1 million
to R$ 20 million/year
SMES 1: Sales up to
R$ 1 million/year

84% of the labor force is concentrated
in commercial activities

8

Ivan Sayeg/Carlos Kipnis

GROWTH IN VOLUME
In 2007, the volume of business
in credit, deposits and funds reached
R$ 138.4 billion, with an evolution

of 25% on the year, achieving a market
share of 5.0%. Credit rose 17%,
with a volume of R$ 43.7 billion,
and deposits totaled R$ 38.8 billion,
an advance of 22%. Highlights included

cash deposits and savings, with
a growth of 32% and 24%, respectively.
Investment fund volumes were up
36%, with 4.8% market share.

TOTAL CREDIT

DEPOSITS

FUNDS

R$ billion

R$ billion

R$ billion

17%

36%

20%

2006
2007

25.572
21.388

43.725
37.509

41.261

32%

4.728

2006

55.911

2007

6.243

Cash

24%

5.061

6.288

Savings

Term

2006

2007
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SANTANDER HAS INCREASINGLY
CONSOLIDATED ITS POSITION
AS A RETAIL BANKING SPECIALIST.
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BUSINESSES

Team F1 – responsible for relations with
public employees of the state of São Paulo

RETAIL
In 2007, innovative products along with
consistent increases in business translated
into achievements that position Santander
as a bank that is increasingly specialized
in Retail Banking. Individual credit for the
segment totaled R$ 15.8 billion, an increase
of 29% for the year, while Institutional
credit in the SMES segment grew by 47%.

state of São Paulo. Even with their income
transferred to other banks, each month
these customers deposit at Santander the
equivalent of 90% of payments that fall
due. This is the result of a highly successful
strategy of offering products, services and
specialized service for this group.

This way of operating is also reflected
in the good performances from the credit
cards, mortgage lending and business areas,
which were outstanding this year.

The experience of the Bank’s team
in offering services to public employees
resulted in significant growth in the volume
of services rendered to the municipal
government of Rio de Janeiro. In 2007,
a strategy of entry into potential markets
in the focus region of the institution
remained dynamic, which made it possible
to secure the payroll accounts of a number
of city governments, among them
Florianópolis (SC) and Curitiba (PR).
In the private sector, large corporations
such as TAM Linhas Aéreas S.A., Nestlé
do Brasil Ltda. and Siemens Ltda. were
added to our client list.

Another major success was the retention
of clients who are public servants in the

These achievements would not have been
possible if the Bank did not have major

The complete strategy of attracting new
customers, managing customer relationships
and retaining them, ranging from creation
of customized solutions to individualized
service by Network teams, made it possible
to achieve major goals, such as managing
relationships with 350,000 customers.

commercial capacity and a versatile team.
Beyond this, the Sala Gol program (Online
Management Suite) enhanced managers’
productivity, strengthening training and the
adoption of best practices.

INSTITUTIONAL CREDIT
R$ billion

29%

15.868
12.303

2006

2007

SALA GOL – INCREASING COMMERCIAL PRODUCTIVITY
The purpose of the GOL (a Portuguese acronym for “On-line Management” as well as soccer “goal”) Suite is to increase the Branches’s
commercial productivity through the training of business managers, support for the management of general and regional managers and
coordinating / expediting priority actions and Retail campaigns. The Suite is engaged in two areas of activity: Campaigns/ Priority Actions,
and Individual Management.
The Campaigns/ Priority Actions part of the GOL Suite is the result of a joint model for management of information and coaching of the
Commercial Network managers. It seeks to guide them towards a common goal, significantly enhancing their results. To achieve this,
it performs on-line oversight of the productivity of the sales force, with a view to guaranteeing a complete understanding of priority
commercial actions.
The Individual Management part was developed for Individual Sales Managers, and seeks to achieve better sales results and higher scores
in the Super Ranking* by identifying opportunities for the improvement and individual development of business managers, while working
out a specific Action Plan to be defined on the basis of gaps in knowledge, gaps in the execution of sales actions and analysis of the
characteristics of the daily routine of each business manager.
*Super Ranking: Commercial network incentive system
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THE CREDIT CARD SEGMENT
ENJOYED OUTSTANDING SUCCESS
WITH A GROWTH OF 53%.

The Credit Card Team

CREDIT CARDS

Another success for this segment was
the Conta Paga Santander, launched in
the third quarter, which enables customers
to concentrate payment of all their bills
on a single date. This service, which

This segment was one of the outstanding
Retail successes, with a growth in volume of
53% and a 1.3 percentage point increase in
market share, reaching 6.1%. An example
of innovation and alignment with customer
demands is the Cartão Santander Free credit
card. Based on a number of surveys, it was
launched in mid-year and had 650,000 users
by the end of 2007. The Santander Free card
reached the market with an unprecedented
advantage: it is the only credit card that
the customer can use without ever paying
annual fees or charges, and it also transforms
purchases into bonuses to swap for whatever
people want. The advertisements for the
product broadcast on television won the
2007 Success in Marketing prize awarded
by the Brazilian Association for Marketing
and Business (ABMN). The Cartão Santander
Light card, launched in August of 2006, has
also established a good track record, with
950,000 units sold since it first appeared.

CREDIT CARDS (volume)

provides the additional advantage
of a period of up to 40 days for making
payment, without interest or fines, now
accounts for 3% of total billing for the
credit card segment.

CREDIT CARDS (quota*)

R$ billion

53%

1.3 p.p.

2.555
6.1%
4.8%

1.668

2006

2007

2006

2007

Ivan Sayeg/Carlos Kipnis

*Financed portfolio

A complete selection of credit cards

The Santander Light and Santander Free cards
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The mortgage portfolio reached almost
R$ 2 billion in 2007, an increase of 62%
in comparison with the previous year.
MORTGAGE
This segment, which is assuming
increasing importance in the market,
was a big success for Santander. The real
estate mortgage portfolio reached almost
R$ 2 billion in December, 62% above the
volume for the previous year, and more
than double market growth, as a result
of offering new options on payment
periods, innovative products, competitive
prices and a simplification of the process
for obtaining credit. Santander was the
first private bank to offer 30 years for

mortgage repayment. The growth strategy
also includes commercial partnerships
with development companies such as
Cyrela and Rossi, and the creation of
a channel for relationships with real estate
brokers, who are now responsible for
14% of the original business workflow.
The operation makes it possible to
enhance customer loyalty, because it is
a long-term relationship, and also to bring
in new account holders, since on average
60% of those who apply for financing
do not have an account with the Bank.

MORTGAGE LOANS
R$ billion

62%

1.993

1.231

2006

2007
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MORTGAGE LOANS (quota)

0.9 p.p.

4.2%
3.3%

2006

The Mortgage Team
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Santander
communication
materials

PAYROLL LOANS AND VEHICLES
The portfolio for payroll loans closed
the year with R$ 2.5 billion, a growth
of 41% compared to December 2006,
with notable success in the public sector
accounting for more than 60% of the total.
This performance is the result of a flexible
and well-structured strategic plan, teamwork
and synergy with other areas. In 2007, the
segment began to implement a program of
diversification in its distribution channels,
selling by phone and with its own promoters.
The synergy with other areas made it possible
for this structure also to adapt itself for the
sale of insurance policies and credit cards.
At the end of the year, Santander had 1,500
payroll loans agreements in Brazil, with
a total of more than 500,000 clients.
In vehicle financing, the portfolio for
individuals reached R$ 5.6 billion in 2007,
an increase of 27% over 12 months.

Bank service station CASA1 –
contracting a mortgage

The big success was the Outside Channel –
which deals with stores and dealerships –
with 33% growth in credit volume
compared to 2006. The major development
for the segment involved new systems for
making proposals and payment to dealers
over the Internet, as well as automatic
credit decisions. By the second quarter
the Inside Channel was already distributing
SuperAuto, a CDC policy offering multiple
assistance service for vehicles and homes.
With this product, the borrower enjoys
an assortment of services such as towing,
emergency breakdown, locksmiths and
hydraulic and electrical labor for up to
12 months. In the institutional segment,
most notable was growth of 24% in the
Business portfolio (for small and mediumsized companies). This growth came about
as a result of the supply of credit lines for
automobiles, heavy vehicles, machinery
and equipment.

PAYROLL LOANS
R$ billion

41%

2.494
1.767

2006

2007

VEHICLES LOANS
Ivan Sayeg/Carlos Kipnis

R$ billion

27%

5.604
4.427

2006

2007

Payroll loans and Vehicles Team
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THE SMES SEGMENT FINISHED 2007 WITH A 47% INCREASE
OVER 2006 MEETING ITS GOALS FOR EXPANSION.

SMES: SMALL MEDIUM
SIZED BUSINESSES
This segment, divided into SMES 1
(companies with sales of up to R$ 1 million)
and SMES 2 (sales between R$ 1 million
and R$ 20 million), closed 2007 with growth
of 47% in credit volume compared to
the previous year. It brought in close to
13,000 new SMES customers and more
than 5,000 new individual accounts from
company owners.
The SMES segment began an ambitious
expansion plan aiming to triple the number
of customers by 2010. This initiative is based
primarily on new products and services,
a customer-oriented approach and
convenient, distinctive customer service.

Ivan Sayeg/Carlos Kipnis

In 2007 the segment developed a new
platform of products for receivables,
one of the most modern on the market
in terms of efficiency and functionality,

INSURANCE, PENSION PLANS
AND CAPITALIZATION
The insurance segment sold R$ 2.3
million in new policies in 2007, which
represents increased sales of 56%.
Loan products performed best, rising
3.7 percentage points over 2006, with
a 10.3% market share. Meeting customer

needs is one of the distinguishing
characteristics, which allows them
to enjoy the protection they seek via
customized offerings. An example is
Protection Auto Maxx, a car insurance
policy with differentiated features and
a simplified application process, which
provides specialized service.
Just over six years old, Santander’s
pension plan surpassed the R$ 4.7 billion
level of reserves and is one of the largest
on the market. Its success is the result
of activities involving both training and
product innovation that have spurred the
growth trends observed in Brazil. More
than 1,700 SMES managers were trained
in 2007. This training was added to the
creation and re-launching of products
such as the Multi 20 VGBL and the Prev
Recompensa (Pension Rewards). Also
notable among the year’s successes was
the winning of a major corporate client,
which injected initial resources of R$ 40
million and resulted in the opening of
300 preferred checking accounts.
In capitalization, the total number of
certificates sold was 567,000, 72% more
than the previous year. Several products
added to this performance, notably
Proteção Premiada (Premium Protection,
along with others such as Big Din Din
da Amizade, Din Din Animado, Din Din
dos Sonhos, Din Din do Milhão, Din Din
dos Sonhos da Alegria). As a result, more
than a thousand customers a month
were prizewinners.

The SMES Team
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with electronic discounts and automated
verification processes. It launched
a Premium Working Capital product
with exemption of the final payment,
which contributed a great deal to the
R$ 1.3 billion growth in the Santander
Working Capital Portfolio, and the
Guaranteed Checking Account with
Credit cards, with a volume of R$ 340
million. The structure of the New SMES
Committees and the credit pre-approval
program guaranteed greater efficiency
in granting loans.
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GOVERNMENTS AND INSTITUTIONS
Operating with a team of specialists,
this segment aims to serve institutions
and enterprises belonging to federal,
state and municipal governments, as
well as private institutions with sales over
R$ 20 million, linked mainly to the areas
of health and associations. In 2007,
the highlight was the winning of payrolls
totaling more than 200,000 individuals
and more than 100 companies. Examples
are the municipal governments of Curitiba,
Nova Iguaçu, Campos dos Goytacazes and
Florianópolis. Santander closed 2007 with
an excellent position in the government
and health categories.

AGRIBUSINESS
Santander holds a leadership position in
this sector: it is the largest private institution
operating in the state of São Paulo, and the
third largest in Brazil. The portfolio totaled
R$ 3.6 billion in 2007, and R$ 2.5 billion
was made available in loans to customers.
This segment maintains close relations
with public agencies such as the National
Bank of Economic and Social Development
(BNDES) and the Ministry of Agriculture
and private entities such as the Brazilian
Federation of Banks (Febraban) and the
Brazilian Agribusiness Association (ABAG).
Portfolio management and quality services
for agricultural producers are ensured by
ongoing training and by a highly qualified
staff, which includes 70 managers with
degrees in Agronomic Engineering.

Ivan Sayeg/Carlos Kipnis

Business segment customers

Bank service station - USP – São Paulo/SP

UNIVERSITIES
The development of personalized products
and services, the increase in the number of
agreements involving academic collaboration
and expansion of the customer service
infrastructure allowed this segment to close
the year with a base of 468,000 customers,
32% more than at the end of 2006. During
this period, 22 new agreements were signed
with more than 36,000 teachers, while
another 16 were renewed. One example
is the partnership with the Center for
School-Business Integration (CIEE-RS),
which brought in 30,000 new accounts
to Santander.
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THE COMPANIES SEGMENT WAS ACTIVE THROUGHOUT
BRAZIL, WITH 36 OFFICES LOCATED IN THE MOST
IMPORTANT REGIONS IN THE COUNTRY.

COMPANIES
The Companies area is focused on
domestic and multinational companies
with annual sales over R$ 20 million, and
is subdivided into two large segments:
Corporate: Large domestic or multinational
groups that require specialized products
and services and are not included on
the list of customers who maintain full
relations with the Santander Group.
Companies: Domestic or multinational
companies and financial groups with
annual sales over R$ 20 million.
This business area also has an exclusive
unit called Real Estate, to address the needs
of domestic or multinational companies
and financial groups involved in construction
and real estate development.

Ivan Sayeg/Carlos Kipnis

The business area’s objective is to
transform Santander into a benchmark

The Companies team
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as a bank providing a relationship to
handle transnational flows that is profitable
and has a portfolio of products and
solutions that offer customers true value.
Among the highlights for 2007 was
growth of the asset portfolio by 27%.
The volume captured by investment funds
grew 43%, while cash management rose
by more than 200%.
Operations in 2007 were distinguished
by efficiency and quality. The commercial
presence was strengthened in the
Corporate segment and in the North,
Northeast and Central West regions.
The activities of the Companies section
encompass all of Brazil’s territory, with
36 offices located in the most important
regions in the country. This area works in
synergy with the Bank’s other business
areas, and with impressive results: in Retail
the gaining of 102,000 new checking
accounts for individuals through payroll
agreements; and at Wholesale the creation

of 14 new operations capital market
operations.
In 2008, the goal is to keep the
focus on increasing market share by
building up the base of active customers.
In Cash Management, plans involve
growth, especially in the volume of
payments and collection transactions,
and bringing in more individual
customers through payrolls.
Specifically in the Companies segment,
the objective is to keep up the high level
of synergy with the Santander Global
Connect project (SGC), which seeks
to render viable the sale of derivatives
through the Bank’s branch network.
This joint undertaking with the specialists
of the Santander Global Banking & Markets
(SGB&M), who serve the Companies segment,
will make it possible for operations with
derivatives and cash products to be
accessible also to companies of smaller
size. In the Corporate area, the strategy of
shared activities with the team of SGB&M
will be kept in place to discover new
opportunities in the capital market, while
increasing transactions in cash products
and derivatives.
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CASA4 – São Paulo/SP

SANTANDER GLOBAL BANKING
& MARKETS – SGB&M
The consolidation process developed for
the Santander Global Banking & Markets
(SGB&M) international operation strategy
was reflected in a 2007 performance
that surpassed expectations in Brazil. The
segment is fully aligned with the group’s
strategy, whose main objective is to serve
its customers in a globalized fashion. This
strategy involves Santander’s preparation
to operate and be a benchmark in terms
of quality in the new economic scenario
predicted for the upcoming years.
The Bank expects that Brazil will join
the select group classified as Investment
Grade. The rating, which aligns the
perception of risk of investment in Brazil
with that of the world’s main nations,
generates a large increase in the volume
and quality of business.

SGB&M operates in two niches:
customers and markets. In the first niche,
highlights for 2007 included gaining
new customers, the strong advance in
Mergers & Acquisitions, Credit Markets
and Rates, as well as solid performance
in the corporate segment. In the market
niche, the major highlight was the
excellent Treasury management despite
a scenario marked by instability, reflecting
the group’s extensive experience with
risk analysis.
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Santander Global Banking & Markets
(SGB&M) emphasizes service quality
and customer relations.

To achieve success in this competitive
segment, Santander designed an operating
philosophy that emphasizes quality service,
customer relations, and most importantly,
the retention of highly qualified professionals.
The year was an important one for the
formation of the team and training of
900 SGB&M employees.
To serve the some 400 corporate and
institutional customers, including major
business groups in the country, the
area also improved its products and
consolidated its new structure.

Treasury
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IN 2007, THE C&IB AREA PLAYED AN IMPORTANT
ROLE FOR MAJOR BRAZILIAN CORPORATE CUSTOMERS.

CORPORATE & INVESTMENT
BANKING – C&IB
The C&IB area is divided into two groups:
Sourcing and Execution. Professional bankers
operate in the first group. They are responsible
for identifying and sourcing business associated
with the Investment Bank’s activity, such as
Initial Public Offerings (IPOs), listed company
IPOs, advisory services during merger and
acquisition processes, issuing of debt securities
(debentures, promissory notes and bonds,
among others), in addition to providing
advisory services for structured asset financing.
Execution concentrates the product areas
responsible for the co-sourcing and execution
of business opportunities identified by another
group, except for the issuing of debt securities.
C&IB is also responsible for international
customer relations management.

In 2007, the area played an important
role for the Bank’s major Brazilian corporate
clients, participating in and often leading the
main financial transactions. The area served
as bookrunner in the Public Primary and
Secondary Distribution of ordinary shares
of the companies MPX, Cia. Hering and
Grupo Providência. The Bank participated
as co-manager during the distribution
of BOVESPA, Commodities and Futures
Exchange (BM&F) and Usiminas shares,
among others.
In the area of Mergers & Acquisitions,
Santander played an important role as the
advisor to Petrobras during the acquisition
of a stake in Braskem S.A. as well as the
issuing of a fairness opinion associated with
the acquisition of shareholder control of
Suzano Petroquímica S.A. Other important

transactions involving Santander include
the advisory services it provided to the
construction companies Impregilo and
Skanska during the sale of the hydroelectric
power plant Ponte de Pedra S.A. to Tractebel
Energia; Gerdau during the acquisition of
Siderúrgica Tutitlán in Mexico; and Grupo
Petribú during the sale of two sugar mills
to the Noble Group. The Bank participated
as the co-advisor of the Santander Group
during the acquisition of ABN AMRO shares
in Brazil. Santander advised Arcelor Mittal
during the acquisition of the common and
preferred shares of Arcelor Brasil as well as
Grupo Interconexión Eléctrica S.A. during the
initial offer for the acquisition of common
shares of Companhia de Transmissão e Energia
Elétrica Paulista (CETEEP). As a result of this
and other important transactions, Santander
came to occupy fifth place in the ranking of
M&A operations completed in Brazil in 2007,
elaborated by Thomson Financial.

Variable Income
In the 2007 ANBID Mergers and Acquisition
ranking, Santander earned first place in the
announced operations in terms of the total
value of the Mergers and Acquisitions, and
third place in the Corporate Restructuring/
OPAS ranking. For the completed operations,
Santander earned second place in both
ratings relative to the total value.

M&A
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Technological
improvements,
with systems
integration, marked
the performance
of the Transaction
Banking area during
the year.

TRANSACTION BANKING
The Transaction Banking (TB) area
develops local and global solutions for
loans and financial services focused on
cash management over the short and
long-term based on the needs of its
customers. The sections that make up
the area are as follows: Cash Management
(local services); Local Lending (local assets);
Trade, Export and Commodity Finance
(international services and assets); Sales
(relationship managers for TB products);
and Electronic Delivery (channel
development and TB product launches).
In 2007, the Cash Management sector
recorded a 40% increase in the number
of active customers, 133% in the receipt
of payments and 74% in the transaction
volume compared to 2006. In Local
Lending and Trade, Export and Commodity
Finance, the number of active customers
increased 21%, revenues, 28%, and the
average guarantee balance, 42%. The
technological improvements with the
consolidated integration of all the Bank’s
systems positively affected the business
performance, which holds a significant
place in the current scenario of economic
growth. Santander has one of the most
modern Cash Management platforms
in the Brazilian market.
The Local Lending products displayed
a solid performance with the startup of
development of a new receivables platform
that already operates with modules
designed to position the sector as a market
frontrunner. The Trade area developed the
Santander Global Services Portal, which is
designed to facilitate the administration
of its customers’ international cash flows.

The new product platform developed
in 2007 will be crucial for the Bank’s
operations in 2008, a period with
perspectives for a high volume of
transactions due to the projected
macroeconomic development. Within
this scenario, Santander will consolidate
its position as the best partner for
companies seeking to expand their
business both locally as well as in
other regional and global markets.

RATES
This area is responsible for the
development and distribution of foreign
exchange, fixed income, loan and
onshore and offshore derivative products
for customers from the Bank’s different
commercial segments. The team seeks to
help these customers manage their liquidity
and exposure in markets of risk, including
interest rates, foreign exchange and price
indexes that influence their operations in the
national and international markets. In 2007,
the Rates area achieved significant gains in
all of the Bank’s commercial segments. In the
SGB&M area, the volume of operations grew
51%; in the Corporate area, the increase
was 40%; in the Companies area, 121%;
and in the Private area, 85%. Innovative
and custom-made solutions, aligned with
competitive price and delivery conditions,
constitute the main focus of operations
of the Rates area. In 2008, the possibility
of Brazil obtaining Investment Grade will
require an even more sophisticated structure.
In this sense, international experience will be
extremely valuable, since it will allow for the
adoption of products and technologies that
have already been used in the more mature
and developed markets.
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Façade of CASA4 – São Paulo/SP

CREDIT MARKETS
The Credit Markets area of Santander
Global Banking & Markets is responsible for
the co-sourcing and execution of business
and operations associated with the issuing of
bank debt, development agencies and capital
markets, offering advisory, structuring and
financing coordination services.
After 18 months of work for the consortium
led by Odebrecht for the bidding and
subsequent financial structuring of the
hydroelectric power plants of the Rio Madeira
Complex, the Credit Markets area made an
important achievement when the customer
won the AHE Santo Antônio contract during
the bidding held in December 2007. The
bidding for the AHE Jirau contract was
scheduled for May 2008. SGB&M serves as
the global advisor for the consortium in an

investment considered strategic for Brazil.
The project includes the construction and
exploitation of two hydroelectric power plants,
Santo Antônio and Jirau, on the Madeira River
in state of Rondônia. The first alone should
produce the equivalent of 4% of all the
power available in the country. Each project
is budgeted at R$ 12 billion, R$ 8.5 billion of
which will be financed primarily with funds
from Brazil’s National Economic and Social
Development Bank (BNDES).
The Santander Group has ample experience
with infrastructure projects, having advised,
structured and financed over 25 operations in
the electric sector in 11 different countries over
the past five years. The result of the AHE Santo
Antônio bidding process place the Brazilian
SGB&M in a position of market leadership,
and resulted in invitations to advise at least six
other important project consortiums in the field

Project finance

Fixed Income

Structured
S
d finance
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of infrastructure in 2008. In 2007, the Bank
also stood out as the financial advisor for the
companies that won the bidding for the Federal
Highway Contracts, whose projects involve total
investments of R$ 1.2 billion.
The Bank participated in the main Syndications
and Acquisition Finance operations of the
Brazilian market during the year. One of
these was the structuring and financing
of the McDonald’s acquisition by Grupo
Arcos Dourados (Golden Arches Group) in Latin
America. Santander’s presence in countries like
Puerto Rico and Mexico and the integrated
operations of its teams in São Paulo and New
York played a crucial role in the successful
outcome of this process. The Credit Markets
segment also structured and financed Vale’s
purchase of Inco for US$ 6 billion, representing
the largest syndicated loan in Latin America
up to that point.

IN THE EQUITY AREA, SANTANDER HAS EARNED A REPUTATION
FOR INNOVATIVE PRODUCT OFFERINGS AND ALIGNMENT WITH
CUSTOMER DEMANDS.

The Cash Equities department offers
brokerage services for BOVESPA shares.
This segment recorded 43% growth over
2006, with a total volume of R$ 75.9
billion. Santander served as coordinator
for important business transactions, such
as the mining company MPX Energia’s IPO,
involving a total of R$ 1.9 billion, as well as
the largest repurchase of shares completed
in the country in 2007, on behalf of Arcelor
Brasil, involving R$ 10.3 billion.
Added to this is the great capillarity of
the Bank’s branch network, which offers
individual investors differentiated services
through three channels: the Trading Rooms,
of which there are currently more than
90; Superbroker, a web site developed
for online operations; and the VIP Desk,
which offers a team of operators to provide
consultant services as well as to purchase
and sell shares to clients with large financial
volumes. In 2008, broker services began
to offer yet another distribution channel
for the Retail segment, called Referentials,
designed to give non-account holder
customers access to the brokerage services.

In the area of Global Securities, there
was a 71% rise in revenues compared to
2006. The assets under custody totaled
R$ 104 billion, a 26% increase compared
to the previous period, making the Bank
the sixth largest custodian in the market
in total assets and the second largest in
the Brazilian pension fund segment.
Santander remains the only custodian
in South America with a service rating
in Standard & Poor’s, and is classified
as “Above Average.”
The Research area offers a group of
analysts who monitor the performance of
listed companies and prepare independent
analyses designed to estimate target prices
based on the Discounted Cash Flow (DCF)
method. The customers have access to
the reports, facilitating their investment
decisions. The team serves 200 companies
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The Global Securities area offers
solutions for large corporations, pension
funds, insurance companies, fund
managers, investment banks and global
custodians wishing to invest in the
Brazilian market. In 2007, it became
the first custodian in Brazil to offer
share loan services to clients.

in Latin America and 80 in Brazil alone.
Investidor Institucional (“Institutional
Investor”) magazine named a Santander
employee Top Analyst of the Year in the
real estate sector.
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The Santander Equity area is noteworthy
for the competitive advantages it offers: its
products constantly exceed expectations
due to their fresh and innovative approach
and close alignment with customer
demands. Its operations gain efficiency
and quality due to the fact that they are
inserted into the Bank’s global structure,
thereby guaranteeing processes and
multiplying the chances for market access.
The area is divided into Cash Equities,
Exchange Traded Derivatives, Global
Securities and Research.

The Exchange Traded Derivatives area is
focused on the execution and clearing of
Futures and Options in the BM&F as well
as the execution of the options listed on
the BOVESPA. In 2007, the area’s revenues
grew 88% compared to 2006. The year
2007 also marked the start of operations
of SantSys, a system designed to monitor
customers’ operating risks and the trading
desk that allows for the calculation and
monitoring of the limit established with
the customer, among other actions.
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EQUITY

1 - Trading Room – USP
2 and 3 - Brokerage Team
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BUSINESSES

ASSET MANAGEMENT
The business covers the segments of
Asset Management, the Bank’s investment
fund manager, and Private Banking, which
manages the assets of individuals with
equity of over R$ 3 million.

ASSET MANAGEMENT
Santander Asset Management is a global
unit founded on four pillars that define its
strategy and ensure its solid performance:
innovation, consistent results, risk control
and service quality.
In Brazil, the launch of innovative solutions,
the obtaining of the MQ1 rating by Moody’s
Investors Service América Latina Ltda.,
and the reaffirmation of the AMP-1
rating by Standard & Poor’s are among
the highlights for the area in 2007.
The seventh largest asset management
company in Brazil according to the
National Association of Investment Banks
(ANBID) ranking, with some 300,000 quota
holders, the area managed approximately
R$ 56 billion in December, equivalent to
4.8% of the fund market. Seventeen new
funds, primarily variable income, were
launched during the year. Innovations in
this area include the Multi-performance
and Reward funds.
Santander’s experience was crucial
when it came to staying ahead of the
tough competition in the domestic market
during the year. With an exclusive Risk
Management area, considered one of the
leaders in the national fund industry, the
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team’s operations guaranteed that,
even during moments of increased
stress due to macroeconomic factors,
the portfolio remained aligned with
the established parameters and the
performance consistent.
The results are due largely to the solid
operations of the specialized professionals
who make up the team. In 2007, the
managers completed refresher courses
at renowned international institutions,
such as Harvard, Stanford and the
London Business School. In addition to the
manager training, Santander offered more
than 420 hours of training at its network
of branches, guaranteeing the quality
and improvement of the team, which
constantly refines its skills in search
of the best solutions for customers.

FUNDS
R$ billion

36%

55.911

Asset Management Team

RATINGS
In 2007, Santander Asset Management
received Moody’s highest rating in the
category of Investment Manager Quality,
making it the only asset manager in Brazil
to hold the highest certification of two
important risk classification agencies –
Standard & Poor’s AMP-1 and Moody’s
MQ. This fact further reinforces Santander’s
commitment to providing the characteristics
that most attract investors: peace of mind,
solidity and competence.
A clearly defined business strategy,
the adoption of best risk management
practices, a solid financial profile, the
high quality of its processes, the team
of professionals and infrastructure were
highlighted in the reports published
by Standard & Poor’s and Moody’s.

41.261

2006
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IN 2007, THE SANTANDER ASSET MANAGEMENT AREA
RECEIVED MOODY’S HIGHEST RATING FOR INVESTMENT
MANAGER QUALITY.

2007

AMP-1 (Very Strong): classification attributed to third party asset management practices (AMP/ Asset Manager Practices), published by Standard& Poor’s for the market on 7/26/2007. For further information, as well as the methodology used in this
classification, please visit: www.standardandpoors.com.br
MQ1: rating attributed to the classified entities that present an excellent control and management environment by Moody’s América Latina Ltda, published for the market on 11/12/2007. For further information as well as the methodology used in this
classification, please visit: www.moodys.com.br
ANBID Ranking = available at www.anbid.com.br
Investment Funds are not guaranteed by the fund administrator, the portfolio manager, any insurance mechanism or the Credit Guarantee Fund. Past returns do not constitute a guarantee for future return. It is recommended that the investor carefully
read the prospectus and regulations of the fund before making any investment.

Accredited as leader in Private Banking
in Spain, Santander has increased its
business in this segment each year in
Brazil. A recent survey conducted by the
magazine Euromoney – one of world’s
main financial publications – indicated
Santander Private Banking as the fourth
ranked among the top estate managers
in Brazil.
The business segment operations are
oriented by transparency, ethics and
confidentiality and offer customers the
following products and services.
Financial Advisory: Marked by objectivity
when recommending investments, the
definition of investment strategies, risk
management and administered portfolio
management.
Investments/Exclusive Financial
Solutions: Includes Asset Management,
Treasury Products and Stock Broker
Services.
Banking/Financial Services: Includes
Private Pension Plans, Credit Cards and
Internet Banking.

The portfolio is offered to customers
with high personal or family equity, who
receive the support of qualified teams
of analysts to identify their needs and
manage their assets. Together with the
security of a solid and global institution,
these differentials led the Private Banking
area to record a 32% growth in the
number of customers in 2007 compared to
the previous year, with over R$ 13 billion in
assets under its responsibility. This amount
represents a 77% increase compared
to 2006, when the transaction volume
totaled R$ 7.8 billion.
To offer its customers products and
services with enhanced convenience,
Private Banking has six offices in Brazil,
including São Paulo, Campinas, Rio de
Janeiro, Porto Alegre, Belo Horizonte and
Curitiba. Relationship managers prepare
financial plans that define the profile
of the customers and the investment
objectives, identify and implement the
investment strategy and monitors results.
These professionals are focused on the
growth and protection of their customers’
equity through an exclusive dedication
to portfolio management, operating
autonomously from the Bank’s Asset
Management area.
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PRIVATE BANKING
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SURVEY CONDUCTED BY EUROMONEY MAGAZINE
NAMES SANTANDER PRIVATE BANKING ONE OF THE
FOUR TOP ESTATE MANAGERS IN BRAZIL.

Private Banking Team
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RISK MANAGEMENT

INDEPENDENCE AND COLLEGIAL DECISIONS ARE THE
MAIN DISTINGUISHING CHARACTERISTICS THAT SET
THE BANK’S RISK MANAGEMENT MODEL APART.

The credit and market risk management
model adopted by Santander to protect
capital and guarantee the return of its
customers’ businesses is aligned with
the Group’s global principles, including
autonomy and collegial decisions. The
institution believes that effective risk
management is an essential condition
required to generate sustainable value and
has been one of its prioritized areas of
operation throughout its 150-year history.
Thanks to such maturity, the Bank was able
to achieve the perfect balance between
precaution and the use of advanced risk
management techniques – a policy that
has proven effective with the repetitive
and solid achievement of economic results
and creation of value for shareholders.

• Executive skill level for the function,
supported by knowledge and a close
relationship with the customer and
business manager, as well as in the
collegial decisions by the corresponding
risk committees;

GLOBAL MANAGEMENT TOOLS

• Support for the Executive Board when
defining the risk tolerance level based
on the specific business strategy;

• Internal ratings and scorings that allow
the Bank to calculate probabilities for
failure and, later, the expected loss;

• Risk evaluation for the different activities
based on a calculation of return adjusted
to the risk and the creation of value
for the Group’s business;

• Economic capital as a homogeneous
parameter of the assumed risk and basis
for the management evaluation;

• Global reach of the function, considering
the specializations by type of risk
or customer segment;

• Return On Risk Adjusted Capital
(RORAC), adopted both to establish
the prices per operation as well
as analyze the portfolio and units;

CORPORATE PRINCIPLES

• Collegial decisions to guarantee that
different points of view are considered
and to prevent individual opinions from
prevailing and compromising the result;

• Value at Risk (VaR), as a parameter
of control and establishment of limits
for market risk in the different
negotiated portfolios;

• Mid-to low-risk profile as an objective,
stressing the lowest volatility or
predictable events. To achieve this
purpose, the Bank adopts several
different procedures and policies.
These include the emphasis on risk
management as a way of anticipating
possible problems; the diversification
of risk, limiting its concentration to
customers, groups, sectors, products or
geographic areas; and the orientation to
avoid exposure with companies whose
ratings are considered inefficient.

• Stress testing to complement the market
and credit risk analyses to increase
the value of the impacts of alternative
scenarios, including on provisions
and capital.

The Santander risk management policy
is guided by the following principles:
• Autonomy of the risk function in terms
of the business;
• Effective and efficient business services,
seeking interaction between managers
and the Risk area while always
preserving the principle of autonomy.
The area offers the support required for
the implementation of the commercial
objectives without affecting the quality
of the analysis by identifying business
opportunities that create value;
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Santander has also earned a name for
itself due to its efficient adoption of tools
and techniques, always one step ahead
of the market. The principles are:

GLOBAL MODEL
APPLIED TO BRAZIL

BREAKDOWN OF THE CREDIT PORTFOLIO

OTHERS: 1%
INDIVUDUALS: 33%

The structure also includes a global
risk monitoring policy with the areas
responsible for customer admission, credit
GOVERNMENT
evaluation, operation monitoring and the
AND INSTITUTIONS:
billing phase. With this policy, it is possible 1%
to permanently identify the concentrations
SMES: 7%
of risks and alert signals and guarantee the
harmonious operation of the committees.
Currently, 650 professionals work in the
area, in addition to 1,100 collection operators.

SANTANDER
GLOBAL
BANKING
& MARKETS:
42%

COMPANIES: 16%
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The Risk Management area consists
of the Executive Risk Committee as well
as several credit committees structured
by region and business front: Santander
Global Banking & Markets, Companies and
Retail. This latter category is segmented
into Business Companies, Governments
and Institutions, Individuals and Specific
Business (such as credit cards and auto
financing). Its members meet on a weekly
basis as well as with other areas of
the institution on the so-called “mixed

committees” to evaluate the commercial
proposals and ratings of customers, outline
the operation risks and deliberate based
on the return-risk tradeoff.

Praça Panamericana Branch – São Paulo/SP
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RISK MANAGEMENT

TYPES OF RISKS

the possible focuses of the problems.
Using a combination of information on the
customer’s behavior, the sector of operation
and market data, the tool will allow the
analysts to activate alerts to prepare sectorspecific reports, or if required, revise the
behavior of customers.

allowed the company to streamline the
credit concession process with the use
of automatic approval models.

CREDIT RISK

Retail: This group concentrates the large
number of customers with an average low
debt value per person in Retail products
such as overdraft protection, credit cards,
personal credit and auto financing.
The tools used for this group allow
the Bank to automatically identify the
profile of each customer as well as his
or her capacity to pay off the debts.
The evaluations, performed for each
product portfolio, occur periodically.
Wholesale: This group includes the large
companies that are distributed by sectors
of operation and evaluated individually at
least once per year or whenever deemed
necessary. The committees discuss the
decisions based on the rating identification
that represents the possibility for fluctuation.
Risk evaluation within the Mass
Market category, which includes small
companies and individuals, is performed
through Credit Management Programs.
These programs were created for specific
segments and products and are designed
to plan and monitor the credit cycle
(admission, control and billing). The
professionals from the area discuss the
expected results and concrete strategies
for managing a line of business from
a commercial and risk-oriented point
of view. In order to absorb the wave of
credit growth, in 2007 these programs
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The Risk area designed for the Santander
Global Banking & Markets and Companies
evaluates customers based on a preclassification model that establishes the
maximum risk limits by using a system that
measures and segments economic capital.

In 2008, the Bank will remain focused on
the creation and adoption of technological
solutions that allow it to increase the
automation of decisions to facilitate the sale
of credit. The Risk area at Santander works
with an outlook for strong retail growth
in Brazil, and plans for the year include an
intensified partnership with the commercial
and product areas to follow this trend. The
Bank’s objective is to work pro-actively,
which means presenting the proposed
commercial areas with previously calculated
risks and pre-approved credits.

2007 HIGHLIGHTS
The Santander Risk Management area
continued to make solid improvements in
2007. The innovations included the formal
foundation of the Risk Training School,
which will begin operating in 2008. The
school has a Board of Trustees that consists
of representatives from the Bank’s main
commercial product areas, and it will adopt
internally developed educational programs
and materials. With a curriculum level
adjusted for each function, the initiative
will join others already underway in order
to provide the best training possible to the
teams. These include training sessions in
balance sheet analysis, branch products and
alert systems geared toward all Decision
Center analysts, as well as constant skill
refresher courses.
Another highlight for the year was
the launch of the new pre-approved
credit models for the SMES segment and
the continuous increase in the level of
automated decisions associated with mass
market products.
Of special importance was the re-launch
of the “alert signals” system, designed to
monitor the portfolios in order to identify
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The Bank’s credit risk management area
is customer-oriented, divided into two
groups:

Credit Risk Team
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FINANCIAL RISKS – NEW BASEL
AGREEMENT (BIS II)
The Central Bank of Brazil (BACEN)
defined July 1, 2008 as the date of entry
of BIS II in the country. Initially, BACEN will
only consider the calculation of capital
based on the Standard approach, known
in Brazil as the Simplified Standardized
Method. For the Bank in Spain, Santander
already announced at the start of 2006
the Basel II numbers based on the
Standard approach, which considers the
external ratings of international agencies
such as Moody’s, Fitch and Standard &
Poor’s to evaluate the credit quality of
the counterparts with which it relates.
This measurement is designed to treat
the Bank’s exposure in a more detailed
fashion, thereby contributing to a more
accurate vision of the risks involved.
Of all the credit risk measurement
possibilities established by Basel II,
Santander Bank committed to its
regulators – Central Bank of Brazil and
the Bank of Spain – upon adopting the
Advanced Internal Ratings Based (AIRB)
approach, the most complete option and
the one that offers the highest sensitivity
to risk. This approach uses an extensive
historical base of operations, guarantees
and internal ratings to measure three
basic credit risk factors: the Probability
of Default (PD) of the counterpart, the
Loss Given Default (LGD) and the Exposure
At Default (EAD).
To fulfill the agenda for application
of the AIRB approach at the institution,
Santander Bank maintains a periodic

Executive Committee – the Local Technical
Committee – that reports directly to
the presidency and is monitored by the
Global Technical Committee at the Bank’s
headquarters.
This committee is primarily responsible
for the implementation of the Basel II
Project in Brazil, following up on the topics
associated with the project’s evolution,
regulatory and economic capital, the
validation of internal models and internal
risk control. The implementation of AIRB
is crucially important and highly strategic
for Santander, since the banks with
the best risk management practices
will have a clear competitive advantage
when compared to their competitors.
By measuring risk using statistical models,
the Bank can more precisely determine its
risks, allowing it to manage the limits and
credits based on the customer’s behavior.
Based on the behavioral data of each
customer, the model will indicate possible
strategies to be adopted before reaching
the status of default.
With this in mind, Santander has made
significant investments in the development
and adoption of the sophisticated capital
measurement models required by Basil
II. The application of internal models
(admission and behavior) follows a timeline
established by the Vice Presidency of Risks,
with the constant monitoring of internal
audits in Brazil and Spain. The validation
of these internal models falls under the
responsibility of the Vice Presidency of
Finance in order to develop an unbiased
process to evaluate the model parameters
and performance.
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Americana Branch – Americana/SP

Integrated Capital Control Team

Just as important as the development
of statistical models is the use of their
reports when managing the lines of
business. Santander applies the Return
On Risk Adjusted Capital (RORAC)
and Economic Value Added (EVA)
measurement tools on a daily basis.
The lines of business are managed to
optimize the benefits for shareholders
in a sustainable and balanced fashion
when it comes to the risk-return tradeoff.
Santander Bank is prepared to adopt
the New Basil Capital Agreement and
has studied the evolution of this topic
since 2003. Through Quantitative Impact
Studies, it gains full control over the future
risk scenario by using the new capital
measurement approaches that Basil II
proposes. Furthermore, with the support
of its Training School, it works to raise the
awareness of its professionals as to the
fundamental importance of Basil II when
it comes to managing the risks of the Bank
and their impacts on the daily activities
of the organization.
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RISK MANAGEMENT

Center 3 Branch– São Paulo/SP

MARKET RISK
The market risk depends on factors
such as fluctuations in interest rates,
foreign exchange and variable income,
and is subject to the solvency and liquidity
conditions of the different products and
markets in which the group operates. The
market risk control activity is divided into
two basic groups:
Trading Activities: These include the
financial service operations offered to
customers, purchase, sale and positioning
in fixed income products, variable income,
foreign exchange and volatility. These risk
factors are calculated with prices defined
by the market.
Balance Sheet Management: This is the
management of bank assets and liabilities,
performed in a centralized fashion and
involving capital, liquidity risk and interest
rate risk management.
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The Treasury area is responsible for taking
a position on trading activities, and the
Financial Management area is responsible
for the centralized administration of
balance sheets and structural risks.

Market Risks Team
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TRADING ACTIVITIES
The standard methodology applied
is Value at Risk (VaR), using a historical
simulation of risk factors that measures
the estimated maximum lost with a predetermined confidence level and time
horizon. A 99% confidence level is used
for a time horizon of one business day.
The Bank also uses other measurements,
such as the analysis of different scenarios
and the daily monitoring of positions, with
rigid control of changes in the portfolios
in order to detect possible incidences and
adopt immediate corrective measures.
In 2007, as shown in Chart A – which
illustrates the change in VaR based on the
variation in perception of risk in the market –
Santander was able to follow the trend of
declining foreign exchange and interest
rates. It is also possible to observe a quick
response to the crisis in the U.S. subprime
mortgage market due to its dynamic
management aligned with well-defined risk
policies, avoiding negative impacts on the
medium and long term business strategies.

BALANCE SHEET MANAGEMENT
1. Interest Rate Risk: Balance sheet
interest rate risk results from the mismatch
of maturities between assets and liabilities,
as well as currencies and indexers that
generate differences in interest rate repricing.
Santander performs Net Interest Margin
(NIM) and Market Value Equity (MVE)
sensitivity analyses based on interest
rate fluctuations.
a) Net Interest Margin (NIM) Sensitivity:
Measures the variation of the resources
expected for a specific period (12 months)
based on shifts in the interest rate curve.
Chart B illustrates the change in NIM
during 2007.
b) Market Value Equity (MVE) Sensitivity:
A complement to the NIM, this indicator
measures the Market Value Equity
sensitivity (Own Funds) based on interest
rate variations. Chart C illustrates
the change in MVE during 2007.

MARKET RISK CONTROL CAN BE DIVIDED INTO TWO FRONTS:
NEGOTIATION ACTIVITIES AND BALANCE SHEET MANAGEMENT.

CHART A – VaR DAILY
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RISK MANAGEMENT

IN CONTROL AND MANAGEMENT OF OPERATIONAL
RISK, SANTANDER IS OUTSTANDING IN THE PREVENTION,
MITIGATION AND REDUCTION OF EVENTS.

2. Liquidity Risk: The management of
liquidity risk includes the ability of the
Bank to honor its obligations when due
and to have the necessary funds available
to support the growth of its business
activities.
The management of liquidity risk covers
three principal areas:
• Liabilities Management: diversification of
the funds, whether from different clients,
products and markets; market share; due
dates and deadlines for liabilities and
a pricing policy.

With regard to capital, risk management
is focused on:
• Meeting regulatory requirements;
• Dividend policy and reinvestment of profits;

• Contingency Plan: the Plan is designed
to maintain liquidity under adverse
market conditions by anticipating
possible outcomes through simulations
of stress scenarios for assets and
liabilities, and developing strategies
for preserving and increasing liquidity.

• Hedging of the components of capital
that may be exposed to exchange
rate risk;

Ivan Sayeg/Carlos Kipnis

• Asset Management: divestiture or sale
of assets; securitization of assets; due
dates and deadlines for assets and
a pricing policy.

Financial Management Team
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3. Capital Management: the management
of capital risk involves the optimization
of capital, given the predisposition of
the bank towards risk. The objective is
to maximize the creation of value for
shareholders, continually searching for the
best risk/return ratio. The management of
capital risk is designed to protect the Bank
from adverse market events that might
affect its capital and profitability.

• Issue of subordinated debt instruments
and hybrids;

• Monitoring current and future realized
profit accounts (available after sale).

The efficacy of the tools for management
and control was fundamental during the
financial turbulence experienced in 2007
by various financial institutions in allowing
Santander to keep its business
functioning normally.

REPUTATIONAL RISK
Santander considers the control of
risk to its reputation essential in all
areas of activity. The management of
this risk is based on two basic corporate
elements: the Global Committee for New
Products (CGNP), and the Delegated Risk
Committee. The first is responsible for
analyzing all products and services to be
introduced. In 2007, various meetings
were held to analyze different products.
The Delegated Risk Committee is the
most important forum in the global
management of risk for all types of
banking operations. This recognizes
the importance of the risk to the Bank’s
reputation in its area of activity and where
decisions are made.

Ivan Sayeg/Carlos Kipnis

Antifraud Committee

OPERATIONAL RISKS
At Santander the adoption, maintenance
and dissemination of the necessary culture,
policies and infrastructure for the appropriate
management and control of operational
risks is a constant concern. The institution
constantly strives to enhance its System of
Internal Controls, making it more efficient,
and seeks the prevention, mitigation and
reduction of events that might lead to
operational risks and losses stemming
from them. This concern is reflected in the
Superintendency of Operational Risks and
Internal Controls’ Mission Statement:
“To be the area responsible for the
implementation and dissemination of
culture policies and infrastructure required
for the adherence and commitment
of all employees to the appropriate
management and control of Operational
Risks and for the efficacy of the Internal
Control System contributing to the
attainment of the objectives of
Santander and its stakeholders.”
The procedures adopted are designed
to position and maintain Santander among
those financial institutions recognized as
having the best management practices
for the management and control
of operational risks and its operations,
contributing to the meeting of its strategic
objectives, continued improvement of
its reputation and the strength and the
reliability of the Bank in both domestic
and international markets.
Santander defines an Operational Risk
Event as one that results from failures or
deficiencies in internal processes, persons,
systems or the exposure to external events

that may or may not cause financial losses
and negatively impact the position
of its stakeholders.
In addition to being a strategic position
for the Bank, the model, much like the
processes, is defined and guided by the
guidelines of the Santander Group and
the requirements of the New Basel Capital
Accord – BIS II, the requirements of the
Central Bank of Brazil, the Securities
Exchange Commission, the Superintendency
of Private Insurance, and the directives
in the Sarbanes-Oxley Act. To meet this
challenge, Santander has the following
organizational structure, which is part
of its corporate governance structure:
Executive Committee for Operational
Risks: responsible for the strategy and
guidelines for the control and management
of operational risk and internal controls
at Santander Bank. It is autonomous
and independent.
Vice Presidency for Operational Risks:
Composed of the Superintendencies
of Data Security, Special Events, and
Operational Risks and Internal Controls,
it has the responsibility for disseminating
the culture, defining the methodologies,
determining the norms, policies, tools,
training and procedures that are appropriate
and required for the effective management
and control of operational risks.
Superintendency for Data Security:
Responsible for the definition and application
of activities and actions necessary for the
protection of data for the Bank, consistent
with the Data Security policies, standards
and procedures and the laws and norms
and global best practices.

Superintendency for Special Events:
Responsible for actions to prevent, detect
and investigate internal and external
fraud and for eventual failures to meet
normative standards of behavior; provide
advice to managers with regard to
procedures; create specific processes for
the identification of abnormalities, and
recommend solutions and proposals for
the improvement of internal controls.
In addition, to interact with other areas
in the preparation of providing alerts
to the branch banking network as well
as centralized areas, advising them of
possible fraudulent behavior in an attempt
to avoid losses.
Superintendency for Operational
Risks and Internal Controls (SROCI):
Responsible for introducing the best
practices in the management of operational
risks and internal controls to help managers
in the fulfillment of their strategic
objectives, the decision-making process
of the Bank, the adaptation and the
compliance with the obligatory requirements
and in the maintenance of the strength,
reputation and confidence of the institution.
The model for management and control
of operational risks is composed of two
different approaches:
Centralized: includes the foundation
used to define the control of operational
risks that is the responsibility of SROCI.
This includes the identification, evaluation,
capture, monitoring, control, analysis,
consolidation, collection and mitigation
the potential risks relevant to the events
and losses from operational risks due
to failures and events that could affect
the results and the strategies of the
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RISK MANAGEMENT

CASA3 – São Paulo/SP

stakeholders. It is also the responsibility
of SROCI to assure the dissemination of
the culture, the policies, methodologies
and tools for management of operational
risks. The approach covers all areas and
processes of Santander.
Decentralized: In this approach is the
basis for determining the management
of operational risks and internal controls
that are the responsibility of the managers
of the areas and processes. They are
supported by the representatives of all
areas for operational risks and internal
controls (RROCI) and also by the SROCI for
operational risks and internal controls, plus
the analyses, methodologies, and tools
as determined by senior management.
The managers are to identify and report
immediately any events that might lead
to operational risks and or losses from
operational risks to SROCI.

FOCUS
Santander constantly seeks the
convergence and integration consistent
with the best practices in the control
and management of operational risks.
Therefore, as a complement to the
approaches described above, two types
of focus are applied: qualitative and
quantitative.
The qualitative focus is used in the
identification and prevention of potential
operational risks and the determination
of the profile of the risk. It is based on the
strengthening of the structure of internal
controls of the Bank.
The principal methodological tools used
in the process are:
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Operational Risks and Internal Controls
Matrix: Used in the formalization and
constitution of a database of potential
risks, for the procedures and activation
of the controls identified in the Banks
activities, and for the processes and
products. Used as the basis for
methodology in workshops and selfassessment activities, as well as in
the application of questionnaires for
self-evaluation of operational risks
and internal controls.
Summary Matrix of Operational
Risks and Internal Controls for
New Products: A tool developed and
used to formalize the potential risks and
internal controls in operation prior to
the introduction of new products and
banking services.
Quality Assurance Activities: Tools for
the evaluation, validation and proof of the
effectiveness of existing internal controls
and codified in the Operational Risk and
Internal Controls Matrix.
Failure Analysis and Treatment and
Relevant Events: and institutional process
developed and applied by the SROCI for
the timely identification and treatment
of relevant events that occur, in order
to take corrective action and provide
the appropriate treatment, in order to
minimize the impact on stakeholders.
Monitoring Regulatory Agencies:
A process developed by the SROCI for the
identification and response to requests for
registration and requirements made by the
regulatory agencies, in order to maintain
appropriate and timely compliance with
requirements and legal requests.

The quantitative focus is related to the
qualitative focus, and contributes to the
detection, correction and activities for the
prevention of operational risks. It provides
the means for analysis and decisionmaking, both strategic and operational.
The combined use with the qualitative
focus and the timely identification of those
events that carry operational risks and
losses from operational risks, as well as the
identification and analysis of the causes
and their corresponding impacts, permits
the adoption of back-testing techniques
in the monitoring of the application of
corrective and preventive action plans
for the offense identified. The principal
tools are:
Internal Historical Database of
the Events Leading to Losses from
Operational Risks: contributes to
decision making regarding the priorities
in the action plans for the prevention
and reduction of operational risks and
losses from operational risks. Among the
functions of the database is the support
for the data required for the determination
of capital requirements, through the
construction of the distributions of the
frequency and severity of losses from
operational risks, and the consequent
calculation of the operational VAR.
Preparation and Monitoring of
Forecasts and Limits for Operational
Risks: a process that assures the
commitment of the principal areas with
regard to the forecasts of losses from
operational risks for each fiscal year,
with regular monitoring and analysis
of the variations observed. Permits the
recommendation of action plans by

the SROCI for the correction of deviations,
when necessary.
Preparation of Simulations and
Scenarios: supports the calculations
for the requirements for capital required
for the Basic, Standard and Alternative
Standard approach as defined by the
Central Bank and also by Basal Capital
Accord II.
Identification and Monitoring of
Action Plans for the Mitigation and
Correction of Events with Operational
Risks: Actions for Control and Monitoring,
prepared by the SROCI for the application
of action plans identified for the relevant
occurrence of operational risks.
Base for Operational Risks Identified
from External Public Sources: mechanism
used in the process of dissemination of
culture, for the incorporation of external
events identified in the scenarios analysis
and in the evaluation of the probability of
occurrences (frequency and severity), in
order to complement the determination
of the amount of regulatory capital.
Key Indicators of Operational Risks:
a tool developed by the SROCI for the
Bank, that allows the identification of
trends and deviations, based on relative,
complementary and absolute terms, taking
into account internal and external volume
variables and, therefore, create a list of key
indicators for operational risks that fits the
needs of Santander.
The combination of these two focuses
contributes to a better understanding
of the exposure to risk and to the
determination of the regulatory
capital requirements.

COVERAGE

• Application of quality assurance activities
to new products;

The coverage of management and
control operational risks at Santander
goes beyond the simple identification,
allocation and calculation of required
capital, and meets the requirements of
Pillars I, II, and III of the New Basel Capital
Accords – BIS II. It has strategic relevance,
recognized by the Group, and serves as
an effective instrument of management,
and has proven to be essential in the
identification, capture, determination, for
the management, control, and prevention
and reduction of risks from Operational
losses. The principal achievements are:

Based on this solid and effective
structure, in 2007 the Bank focused
on improving existing methodology
and achieving wider dissemination of
the culture of responsibility regarding
the management of risk and occasional
events leading to losses.

• Compliance with existing regulations:
Bacen, CVM, Susep, BIS-II and SOX;

DIFFERENTIAL

• Improvements in operational efficiencies
of activities and processes;
• Compliance and certification according
to the Sarbanes-Oxley Act;
• Consistency in the determination of
regulatory capital requirements;
• Strengthening the Bank’s reputation;
• Improvement in the risk/return ratio
for the stakeholders;
• Rapid response to the new requirements
of the regulatory agencies;
• Maintenance and preservation of the
quality and reliability of the products
and services provided to clients;
• Identification of the weaknesses
and processes and the respective
corrective action;

• Monitoring and timely compliance with
requests from regulatory agencies;
• Changes in the culture and dissemination
of accountability.

The Vice Presidency for Operational Risks
maintains a group of highly trained and
current professionals to identify changes in
the operational environment and provide
guidance and training to the Bank’s other
professionals through the Net Course
on Operational Risks and specific course
modules taught periodically.
The SROCI integrates with the other
areas to elect representatives for the most
relevant areas, including a representative
from Technology.
Among their recent activities, are included:
• The 3rd Week for Prevention and Control
of Operational Risks;
• The New Employee Orientation Program –
One Voice, with seminars and classes that
provide instruction and orientation about
the responsibility of each employee and
how he or she should behave in relation
to the management of operational risks;
33

Ivan Sayeg/Carlos Kipnis

RISK MANAGEMENT

Operational Risks Team

• Training classes on the necessary
procedures for the evaluation of internal
controls and certification, as well as the
importance and the requirements for
compliance with the Sarbanes-Oxley Act;
• Incorporation of new courses into the
Net Course Training School’s catalogue,
including: Operational Risks, Data
Security and Fraud Prevention, which
gives all employees access to the
concepts and features of these subjects
and in the valuation of performance
at the end of the course to make sure
the concepts are properly learned;
• Update and distribute instruction
manuals on the Intranet, to permit
corporate distribution for the
commitment of all employees;
• Coordination of the process a preparation
of forecasts for losses from operational
risks for 2008 and the action plans for
reduction in losses and accountability;
• Development of key risk indicators, with
the goal of developing absolute and
relative analyses based on volume
and benchmarks;
• Issue summaries that highlight relevant
cases involving operational risks taken
from external publics sources.
These activities help Santander consistently
meet its strategic and operational objectives
in a controlled and known environment
regarding exposure to the risks being
assumed, maintaining a risk profile that
is considered low.
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BACEN RESOLUTION CMN 3.380/06
The Vice Presidency for Operational Risks
has available standards, methodologies
and an internal model, based on the best
market practices for the identification,
evaluation, monitoring, management and
control of operational risks, and is therefore
able to anticipate the requirements contained
in BACEN resolution CMN no 3.380 of June
29, 2006.
Senior Management and the Home
Office are committed to the control of
operational risks and examine, approve,
recognize and support the structure,
policies, methodology, tools, norms
and procedures that are needed for the
appropriate management and control
of operational risks for the group.
The principal results obtained in addition
to the creation and startup of the operations
of the Executive Committee for Operational
Risks are contained in the Annual Report
and the Sustainability Report for fiscal
years 2005 and 2006, in the Consolidated
Financial Statements of December 31, 2007
and also on the company website at:
www.santander.com.br.

THE SARBANES-OXLEY ACT
As the result of work begun in 2005,
through the adoption of the SarbanesOxley Project (SOX) and application in
the Bank’s internal control systems of the
Committee of Sponsoring Organizations
(COSO) methodologies from U.S.
accounting and auditing organizations,
Santander obtained SOX certification
at the beginning of 2007.

The document certifies that Santander
is in compliance with the SarbanesOxley Act approved in 2002 by the U.S.
Congress to confer greater transparency
and precision in the financial reports and
more protection for the investor. This
achievement represents an important
competitive advantage for the goals and
the sustainability of the Bank and makes
clear its commitment to the adoption of
best practices.
The activities developed for the
adoption of SOX criteria resulted, among
other benefits, in the extension of the
risk analysis culture to all areas involved
in the project, in the creation of the
strong structure of management and
controls and in an increase in the security
of operations and quality of the data
provided. These activities also guarantee
a closer relationship between compliance
with the regulations and the efficient use
of operating funds.

RESULTS OBTAINED: PILLAR III – BIS II
The result of the approaches, tools and
focuses used by the SROCI are shown
below, with conclusive and summarized
data about the process of management
and control of Operational risks, consistent
with Pillar III – BIS II (Market Discipline)
and also aligned with CMN Resolution
3380/06. This compliance guarantees
transparency with respect to structure,
the models adopted and the results
obtained by Santander in the control
and management of operational risks.

AT THE BEGINNING OF 2007, SANTANDER OBTAINED
SOX CERTIFICATION, WHICH ATTESTS TO COMPLIANCE
WITH THE SARBANES-OXLEY ACT.

a) Summary of the Model of Risks and Internal Controls: 2007
ACTIVITIES

PROCESSES

SUB PROCESSES

RISKS

CONTROLS

20

120

798

1,625

2,725

b) Aggregation of Severity 2007: Losses from Operational Risks x Business Lines
TYPES OF LOSS BY OPERATIONAL RISK

BUSINESS
LINE

I

II

III

IV

V

VI

LN1

-

-

0.00%

0.00%

-

-

-

LN2

-

-

-

-

-

-

0.00%

LN3

0.58%

10.92%

59.69%

22.75%

0.44%

0.00%

4.72%

LN4

-

-

0.00%

0.00%

-

0.00%

0.06%

LN5

-

0.01%

-

-

-

0.02%

0.08%

LN6

-

-

0.00%

0.00%

-

-

0.03%

LN7

-

-

0.02%

0.06%

-

-

0.04%

LN8
Total

VII

-

-

0.10%

0.03%

-

-

0.45%

0.58%

10.93%

59.81%

22.84%

0.44%

0.02%

5.39%

Types of Loss by Operational Risk

Lines of Business

I

Internal Fraud

LN1

Corporate Finance

II

External Fraud

LN2

Negotiation and Sales

III

Inappropriate labor practices and worker safety

LN3

Retail Banking

IV

Inappropriate practice with clients, products and services

LN4

Commercial Banking

V

Damages and physical assets

LN5

Payments and Liquidation

VI

Failures or interruptions in systems and/or business

LN6

Service and Branches

VII

Failures in the execution, delivery, processing, and management of activities and/or processes

LN7

Asset Management

LN8

Broker and Retail Services

c) Allocation of Regulatory Capital by Business Line: 2007
BUSINESS

ALLOCATION

LN1

Corporate Finance

3%

LN2

Negotiation and Sales

LN3

Retail Banking

LN4

Commercial Banking

LN5

Payments and Liquidation

LN6

Service and Branches

6%

LN7

Asset Management

9%

LN8

Broker and Retail Services

1%

46%
9%
20%
5%

Santander, therefore, contributed to strengthening the Group, both in the domestic as well as the international environment, and
helped to consolidate the strategy of maintaining its position as an institution in the forefront of the process of management and control
of operational risks and to the adoption of an efficient and effective system of internal controls.
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ONE OF SANTANDER’S COMPETITIVE ADVANTAGES IS BASED
ON ITS CONTINUING SEARCH FOR EXCELLENCE IN MANAGEMENT
AND COMMUNICATION WITH ITS STAKEHOLDERS.

Executive Committee

Concern for the rights of shareholders
and transparency in management and
communication with stakeholders are the
principal features of Santander’s corporate
governance policy. The constant search
for excellence in management is, for
the Bank, a competitive advantage and
important strategic feature. And it is based
on these guidelines that the institution is
continually seeking to anticipate the rules
and regulatory requirements of the market,
which assures its investors greater security
and peace of mind.
The Brazilian company follows the
principles of the Group, which was
awarded a rating of 8.5 on a scale of
one to ten by ICS Europe – which places
Santander among the leading companies
in corporate governance in Europe.
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Decision-making and the control
of the flow of information are clearly
defined by rules that are applied in all
cases. The Compliance and Protection
against Money Laundering Area sets the
standards, procedures and controls that
assure conformity and transparency in
the conduct of business, preserving the
image, reputation and confidence in the
Bank. The Code of Ethics provides the
basis for honest and impartial behavior
for all employees, promoting the values
of citizenship, dignity, work, respect,
loyalty, decorum, efficiency and effort.
Employees are also guided by the Code of
Conduct in the Stock Markets, the Manual
for Prevention of Money Laundering,
the Manual for Press Relations and the
Global Manual for Conduct in Purchasing
Management, in addition to a clear and
objective policy for Data Security supported
by three pillars: confidentiality, integrity
and availability.

In addition, the efforts expended over
the last two years have enabled the Bank
to obtain certification of the SarbanesOxley Act, which attests to the compliance
of the rules established by United States
Congressional legislation. This law protects
the interests of investors and society,
by establishing criteria for transparency
and rigorous internal controls.
The faithful compliance with all
international standards is assured by the
Internal Auditing Department at Santander.
This department is part of the Internal
Auditing Division in Spain that reports
directly to the Board of Directors and the
Group’s Auditing Committee. Qualified
teams specifically trained in the different
types of business risks monitor the activities
and the branch banking network, Central
Services, (including Santander Global
Banking & Markets) and the Companies
of the Group, both domestic and foreign.
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Eng. Luis Carlos Berrini Branch – São Paulo/SP

Strict compliance with all of the legal
requirements is assured by Internal
Auditing, an area that reports to the
Head Office in Spain.

ensures that operational performance
and the risk to which the Retail area
is exposed are duly appropriate and
controlled, and that they are consistent
with the highest standards of excellence
in corporate governance.

EXECUTIVE COMMITTEE
FOR WHOLESALE ACTIVITIES

GOVERNANCE COMMITTEES
The management of the Bank is the
responsibility of the Board of Directors,
assisted by the Executive Committee and
the Executive Officers. These two areas
determine the conduct of business and
the allocation of capital and large investments,
with the support of specialized committees.
This model makes possible a high level of
management performance, which assures
consistency and harmony of the administration
with regard to its commitments to corporate
governance, creation of value for shareholders,
integration and results.

AUDITING COMMITTEE
Composed of three independent members
of the Administration, to monitor and improve
Financial Reporting, Internal Controls and
the independence and performance of
Internal and External Auditors.

EXECUTIVE COMMITTEE
FOR RETAIL ACTIVITIES
Recommends business strategy, the
budget and the business plan to the
Executive Committee and when decisions
are made, assures their execution. Also

Recommends business strategy, the
budget and business plan to the Executive
Committee and assures their execution.
Also assures that operational performance
and the risk to which Santander Global
Banking & Markets are exposed are duly
appropriate and controlled, and that they
are consistent with the highest standards
of excellence in corporate governance.

EXECUTIVE COMMITTEE FOR CREDIT,
MARKET AND COUNTERPART RISK
Determines the policies and the processes
of admission, monitoring and collection
of credits, in addition to risks from
counterparts and the market. Adapts the
methodology of the Santander Group to
the unique features of the Brazilian market.

EXECUTIVE COMMITTEE
FOR OPERATIONAL RISKS
Analyzes and approves the principal
policies, guidelines, methodologies and
tools for the management of operational
risks and the internal control system, in
addition to developing the guidelines for
the prevention and reduction of threats
and losses.
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EXECUTIVE COMMITTEE
FOR NEW PRODUCTS

EXECUTIVE COMMITTEE FOR ASSETS
AND LIABILITIES (ALCO)

Assures that the Group’s products
and services are managed according
to the highest standards of excellence,
and approves the procedures that deal
with these activities or issues related
to the appropriate control products.

Controls the management of capital and
structural risks to the financial structure of
the Bank, including Country Risk liquidity
and the rates of interest and exchange.

LEGAL EXECUTIVE COMMITTEE
Manages the legal activities of the Bank
and monitors and manages the cases
in dispute and their respective provisions.
Also monitors and recommends to various
internal areas the measures necessary to
reduce administrative processes and civil
and labor lawsuits.

EXECUTIVE COMMITTEE
FOR TECHNOLOGY
EXECUTIVE COMMITTEE FOR
THE PREVENTION OF MONEY
LAUNDERING AND COMPLIANCE
Develops and monitors policies to
prevent money laundering in line with
the Santander Group’s worldwide policies.
Monitors the compliance with the Bank’s
Code of Ethics and Stock Market Code
of Conduct instituted by the Bank, seeking
to identify possible sources of risk to the
compliance with internal standards and
conflicts of interest, applies and controls
standards for the protection and use
of privileged information.

38

INDEPENDENT AUDITORS
Monitors the progress of technology
projects and discusses the availability of
systems and channels for customer service.

EXECUTIVE COMMITTEE FOR
MANAGEMENT OF EXPENDITURES
AND EFFICIENCY
Responsible for the improvement in the
current model for approval of expenditures
and investments, maximizing the use of
resources and applying the new model
to projects that offer high profitability
and/or are more strategic for the Bank.

The audit of financial statements
for companies in the Conglomerate
and the certification of the model for
internal controls are conducted by
the firm of Deloitte Touche Tohmatsu
Auditores Independentes, in compliance with
section 404 of the Sarbanes-Oxley Act
and international and domestic legislation.
In October 2007, resolution 3/5/08 of the
National Monetary Council suspended
the requirement for periodic replacement
of the independent auditors by financial
institutions through December 31, 2008.
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Jundiaí Branch – Jundiaí/SP

COMMITTEES

1

2

3

4

5

6

7

8

9

10

11

12

Gabriel Jaramillo Sanint
President
Angel Oscar Agallano
Vice-President for Technology and Operations
Arnaldo Bonoldi Dutra
Executive Director
Augusto do Nascimento Videira
Counselor
Carlos Alberto López Galan
Executive Vice President for Finance
Gabriel Omar Alonso
Executive Vice President SGB&M
João Eduardo de Assis Pacheco Dacache
Vice President of Companies
José de Paiva Ferreira
Executive Vice President of Marketing and Business
Luiz Carlos da Silva Cantidio Junior
Corporate Vice President
Nuno Gonçalo de Macedo e Santana de Almeida Matos
Vice President for Credit Cards
Oscar Rodriguez Herrero
Vice President for Risks
Pedro Carlos Araújo Coutinho
Executive Vice President for Branch Banking Network
Sérgio Fraiman Blatyta
Executive Director
Ulrico Barini Filho
Vice President for Human Resources

1
2
3
4
5
6
7
8
9
10
11
12

Board of Directors
Executive Committee
Executive Committee for Retail
Executive Committee for Wholesale
Executive Committee for Credit Market and Counterpart Risks
Executive Committee for Operational Risks
Executive Committee for New Products
Executive Committee for the Prevention of Money Laundering and Compliance
Executive Committee for Assets and Liabilities (ALCO)
Executive Committee for Technology
Executive Committee for Management of Expenditures and Efficiency
Legal Executive Committee
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It is Santander’s ambition to be the best bank in Brazil. To achieve
this goal, in addition to having the support and the strength of one
of the most profitable Groups in the world in its business segment,
and has various intangible assets that combine to add value to
clients, shareholders, employees and the community. The sum
of these distinguishing characteristics enabled Santander to gain
one million new customers in 2007.

CASA1 – São Paulo/SP
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TO BECOME THE LARGEST BANK IN BRAZIL, SANTANDER
INVESTS IN PEOPLE, IN ITS BRAND, IN ITS DISTRIBUTION
NETWORK AND IN CUTTING-EDGE TECHNOLOGY.

Bank service station - USP – São Paulo/SP

PEOPLE – EMPLOYEES
AND CLIENTS
The Bank considers its employees
to be its principal asset in the continuous
improvement in the quality of its products
and services and its capacity to achieve good
results. The Bank has 22,965 employees,
and is guided by a management model that
is agile and flexible and offers opportunities
for improvement and recognition of
performance through a series of programs
to enhance the organizational climate
and the quality of life.
A highly trained and qualified team is
essential for the execution of the principal
strategic pillar of the Bank: its focus on
the client. This philosophy and practice
permeates every action and permits a close
relationship with the public, whose needs
and desires are always considered in the
creation and structuring of products and
processes. Employees are encouraged to
pursue the continuous evolution in the
acquisition, satisfaction and retention

Campinas Branch – Campinas/SP

of clients. In 2007 various programs, plans
and tools were applied with the objective
of increasing the satisfaction of the public.
A highlight among these was the A+
Program, designed to consolidate a culture
with the best customer services practices
in the banking industry.
Another example of the central role that
the client occupies in the corporate values
of the company is the Ombudsman, created
at the end of September. Users have been
very receptive to the Ombudsman – 83%
say in response to surveys that there are
satisfied with the service and with the
solutions offered – and the area now joins
other channels for customer satisfaction
such as the Solutions Center.
The “Pro-Mais” program for the transformation
of businesses and processes, introduced in
January 2007, contributes to the improvement
of all activities that involve clients. By speeding
the process at the points of sale, where it is
possible to obtain financing and pay bills in
a completely automatic and instantaneous

form without paperwork or intervention
from the main branches, it is possible to
free up time so that the employees can
improve their customer service solutions
even more.
Solutions such as these are supported by
one of the corporate values of the Group,
innovation, which is also applied to the
introduction of products. In 2007 the most
important examples of the application of
this approach were the Santander Free,
a credit card with no annual membership
fee; Santander Mortgage Credit with terms
of up to 30 years for the purchase of real
estate priced above R$ 40,000.00; and the
Essential Check overdraft facility, which
allows the client to make partial payments,
at any time, of the balance due at interest
rates that are half those of the regular
check overdraft account.
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THE SANTANDER BUSINESS MODEL: A GLOBAL
BANK, EFFICIENT, PROFITABLE, TRANSPARENT
AND CLOSE TO THE CLIENT.

GLOBAL STRUCTURE

A focus on commercial banking, geographic diversification, control
and management of risk, efficiency and the discipline of capital are
the pillars that support the Banco Santander’s Business Model, which
has been adopted in all countries where the institution has operations.
COMMERCIAL BANK

The international
bank with the largest
number of branches
in the world.

Of the income from Santander Bank,
86% comes from the business of commercial
banking, which confers on these results
a high degree of stability and recurrence.
The institution has the largest commercial
network of any international bank. Through
its 11,178 branches, it services 65 million
clients, to whom it offers innovative products
and services adapted to the needs of
different markets. The goal of the Bank

CANADA

HOLLAND

UNITED KINGDOM
BELGIUM

POLAND
GERMANY

LUXEMBOURG
FRANCE
SWITZERLAND
PORTUGAL

U.S

SPAIN

is to provide excellent service in order
to increase the level of satisfaction and
deepen the connection with customers,
making it possible to establish long-lasting
relationships. The group has more than
131,000 employees and has developed
a strategy for human resources that
is oriented to attract, motivate, train
and retain the best talents in the
international market.

HUNGRY

CZECH REPUBLIC

ITALY

CHINA

MAROCCO

JAPAN

BAHAMAS
MEXICO

DOMINICAN REPUBLIC
CAYMAN ISLANDS

PUERTO RICO

GUATEMALA
SALVADOR
PANAMA

PHILIPPINES

VENEZUELA

COLOMBIA
SÃO TOMÉ
AND PRÍNCIPE

ECUADOR

MALAYSIA
PERU

BRAZIL

ANGOLA

BOLIVIA

MOZAMBIQUE
PARAGUAY
AUSTRALIA

CHILE
URUGUAY

ARGENTINA
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Acervo fotográfico
Banco Santander

Branch at Calle Hernane – Madrid/Spain

DIVERSIFICATION

A balanced position
between mature and
emerging markets.

Santander Bank is present in more
than 40 countries and maintains a balanced
position between mature and high-growth
emerging markets. This combination has
allowed the Bank to achieve substantial
growth in income and profits over the
entire economic cycle.

The Bank has a large share in its reference
markets, both in Europe as well as Latin
America. In addition, the global business
areas and the ability to create synergies
between the countries where it operates
have helped the group achieved a value
greater than the sum of its parts.

CONTROL RISKS AND MAXIMUM TRANSPARENCY

A bank with a low
and predictable
risk profile.

The Santander Group follows a prudent
and strict policy of risk and has one of the
most advanced risk models that, combined
with its focus on retail, allow it to maintain
a low and predictable risk profile. Of
Santander’s credit risks, 91% are in the

commercial banking area, while the Group
only maintains its activities in high-risk
operations or outside its reference markets.
In addition, Santander reports regularly
and transparently to the market about its
strategy, its results and its objectives.

Santander is among the leaders in using
technology to achieve continuing improvements
in commercial and operational efficiencies.
Its strategic technological platforms, present
in more than 10 countries, make it possible
to have an integrated view of customers
and anticipate their needs. With a global
model for technology and operations, the

Bank is capable of sharing and transferring
operations, systems and processes between
countries. The Bank’s global business areas
also benefit from this integration, generating
important cost savings. This helps improve
the Group’s efficiency index (44.2% in 2007),
one of the best among international banks.

The Group maintains a Basel Ratio of
12.7%, a Tier I index of 7.7% and a Core
Capital index of 6.25%. Throughout 2007
both Standard & Poor’s and Moody’s ratings
agencies raised the long-term rating for
the Group to AA and Aa1, respectively.
The Bank directs its use of capital to the
more profitable businesses. The primary
objective is the creation of sustainable
value, with focus on profit per share, for

its 2.3 million shareholders. Santander
applies strict financial and strategic criteria
to its acquisitions. Acquisitions are made
in markets or countries that the Institution
knows well and that will have a positive
impact on profit per share in the third
year after purchase. At the same time,
the Bank has a policy of disinvestment
in nonbanking businesses.

EFFICIENCY

Leading-edge
technology at the
service of commercial
efficiency.
DISCIPLINE IN CAPITAL

High level of
solvency and solid
capital indices.
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IN 2007, SANTANDER UNIFIED ITS BRAND AROUND
THE WORLD TO SYMBOLIZE THE STRENGTHENING
OF ITS BUSINESS.

BRAND

BRAND EVOLUTION IN BRAZIL

Santander is one of the 50 most valuable
brand names in the world, according to
a survey by Millward Brown published in
the Financial Times. Santander is the only
company in Spain to achieve this position,
and is also the only bank in that country
to appear among the first 100 names
recognized by those interviewed.
In 2007, as part of a business strategy
in all of the countries where it operates,
the Santander Group engaged in a campaign
to combine its operations under a single
brand name to symbolize the strength
of its business in global markets. The
decision was based on the belief that
having a single brand with which it could
be identified in all markets is essential
to compete on equal conditions with
the other large international banks.
In Brazil, 2007 was the first year of
operations under the Santander brand.
Up to that time, the name Santander was
linked to the names of the institutions
acquired throughout the trajectory of the
Bank in Brazil. The change was wellreceived: when selecting the campaign
for the introduction of the Santander Free
credit card as one of the Highlights of the
Year, the Brazilian Marketing and Business
Association (ABMN) noted the strategy
adopted by the Organization in unifying
its name. Another factor that confirms this
trend was that Santander has been the
most recognized brand in the Foreign Bank
category in the Top of Mind Award 2007
for the state of Paraná.
Judging by the Group’s initiatives to
reinforce its position and its brand, the

44

2007

• Alignment of the name
with international focus
and global knowledge.

2006

• Introduction of the transition name with
an institutional focus and name recognition.

2000

• The new name in the acquisition of the Meridianal Group in January,
with a strong presence and close relationship with the Southern Region.
• The new name used in the acquisition of Banespa in November,
with a strong presence in the state of São Paulo.

1997/1998

• Maintenance of the name and the acquisition of the Banco Noroeste.
• Maintenance of the name and the acquisition of the Banco Geral do Comércio.

tendency is for the brand to be more
easily recognized. Santander sponsors
the McLaren Formula 1 racing team,
which makes it possible for the brand
to appear to more than 2 million people
around the world. At the end of 2007,
the Bank announced it would also sponsor
the main interclub soccer tournament

in Latin America, now known as the
Copa Santander Libertadores, from 20082012. The initiative is part of an Image
Plan designed to place Santander among
the top 10 strongest brands in the world
by 2010 through investments in activities
that stir the emotions and passions
of people.

Ivan Sayeg/Carlos Kipnis

Santander Living Memory Space – CASA1 – São Paulo/SP
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Santander has
2,104 branches
and customer
service stations and
7,639 automatic
teller machines
concentrated in
the South and
Southeast Regions.

DISTRIBUTION NETWORK
Santander believes that the capillarity
of the Network of Branches in its area
of operation is an essential ingredient
in its recipe for success. At the end of
2007, Santander had 2,104 branches
and customer service stations and 7,639
automatic teller machines concentrated
in the South and Southeast Regions.
Through its partnership with the
Green-Yellow Network (RVA), it has
an additional 10,000 customer service
points and 22,342 electronics terminals
interconnected and distributed strategically
throughout Brazil. In addition, it is part of
the 24-Hour Bank Network, which allows

its clients to use the services offered by
30,067 ATMs in its own network or in
the self-service terminals with the sign
“Connected to the 24-Hour Bank Network.”
There are a total of 4,221 24-hour service
posts. At seasonal events, such as agricultural
fairs and winter festivals, and during
vacation seasons in tourist destinations,
Santander is also able to place the Mobile
Self-Service unit into operation. These are
mobile banking units installed on specially
modified vehicles to provide various banking
services that are available in the agencies.
This structure includes various
differentiated access channels. Among
these is the SuperLinha, a 24-hour
telephone service line that offers basic
personalized services such as deposits
and withdrawals, loans, information
about economic indicators and rates,
among others. By cell phone, or through
WAP Banking (a protocol technology
for wireless operations), clients may
also review their bank data on the screen,
without cost, except for the charges from
the mobile telephone service provider.
Santander also provides Internet
Banking, which offers all of the services
available in its branches. To increase the
security of these operations, it created
the On-line Security Card, with numerical
codes that the client use s to confirm
the first transaction in each visit.
The maintenance of this range of
alternatives to facilitate access to products,
processes and services underlines the
intention of Santander to be wherever
its clients are.

Av. Ibirapuera Branch – São Paulo/SP
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Santander has
the most modern
and competitive
technological
platform in Brazil.
In the last four
years, the area
received investments
of R$ 1.3 billion.

Arquivo fotográfico Banco Santander

COMPETITIVE ADVANTAGES

MacLaren Formula 1 Sponsorship

TECHNOLOGY
The Santander technological platform –
the most modern and competitive in Brazil –
is continually being improved to serve
people, both clients as well as employees.
Over the last four years R$ 1.3 billion has
been invested in the area and in 2007,
enhancing the capillary nature and accessibility
of the Network, the supply of innovative
products and services and the improvement
in internal processes became viable.
Six of the projects in this effort that
helped make a significant contribution
to the improvement in operations and
a reduction in costs were awarded the
2007 e-Finance Award by Financial
Executives Magazine in recognition of the
best technological solutions for financial
institutions. One of the highlights is the
Multichannel Platform which modernized
the system of transactions executed at
points of sale, self-service, SuperLinha and
Internet Banking. The initiative resulted in
more flexibility and security and operations
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such as consultations, withdrawals
and electronic bank statements, in
addition to making it possible for already
existing functions and services to be
placed more quickly at the disposition
of other channels.
Other projects that received awards
were the Cash Management Integration
program that consolidated the Collection
of Securities and Discounts on Receivables,
standardizing the ways these services are
offered to clients; the Optimization of
Financial Operations serving the business
and trading needs of the Stock Market,
which assures even more efficiency in
monitoring the risks and increasing the
capacity to service the operators from 5-15
clients; and the Demand Management
Model that, through a clear and impartial
process, composes, prioritizes and sends
the demands for technology. The objective
is to make it possible for the Bank to invest
in projects capable of providing better
financial results and, most importantly,
assures that they are strategically aligned.

Ivan Sayeg/Carlos Kipnis

Faria Lima Branch – São Paulo/SP

The search for more opportunities and
services to clients guided other activities in
the area. Thanks to the excellence of the
technological platform, the Single Click
was launched, a solution that came from
the Pro-Mais Program, for identification of
the opportunities to make Santander more
agile and increase its capacity for sales.
With no bureaucracy or paperwork, the
service allows clients to perform personal
credit, automatic debit, check canceling,
insurance, benefits, capitalization, credit
card and investment funds operations using
only the debit/multiple card and password.

All of these achievements reveal
the distinguishing characteristics of the
Technology Unit, which is aligned with
both the Superintendencies of Organization
and Methods and Client Services. One
of these distinguishing characteristics
Is the close involvement of the Bank’s
Executive Committee with this issue, seen
as an essential tool for business. At the
end of 2007, the creation of a services
unit for Information Technology, with the
participation of Produban do Brasil and

Altec do Brasil, was announced. The two
companies are already part of the Shared
Service Centers Network of the Santander
Group and in January 2008 began
to provide services to the unit in Brazil.
Other technological competitive
differentials include the consistency of
its architecture, designed six years ago,
which has provided support to the planned
growth of the Bank; and the technical
capability of its professionals. They join
together talents in the search for excellence
in processes, to be able to anticipate the
needs of both the internal and external
publics, in harmony with an ideal that is
always in focus on the Santander horizon:
the satisfaction of people.

Arquivo fotográfico Banco Santander

Another innovation in 2007 was
Intelligent Payment, which required
changes in the automatic teller machines
to make it possible for clients to pay up

to eight bills in a single operation. Simply
insert the card and, for each payment,
type in the password. To speed the process,
optical readers were also installed in the
terminals, to read the barcode for the
documents being paid.

Santander Financial City – Madrid/Spain
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HUMAN CAPITAL

SANTANDER ENGAGES IN A SERIES OF ACTIVITIES THAT
STRENGTHENS EMPLOYEES PRIDE IN BEING PART OF
A SUCCESSFUL INTERNATIONAL GROUP.

Diversity is a value that permeates
the organizational culture of the Bank.
The successful path traced over the
last 150 years and celebrated in 2007 by
Santander is focused on the development
of products and services and its relationship
with clients. This guideline, which led the
institution to a series of achievements,
is put in practice thanks to the efforts
and a commitment of its employees.
The commitment is reinforced by activities
directed to the maintenance, development
and recognition of personnel, working
together in an integrated system called
“You Are Santander.”

Ivan Sayeg/Carlos Kipnis

Part of the worldwide celebration of
150 years of service, You Are Santander
has been extended to all of the employees
and candidates for the Bank’s selection
process. Its goals are to reinforce the pride
of belonging to a successful international
organization and to strengthen the Santander
Group’s culture, based on corporate values.

In 2007, the principal areas of activity in
this direction were the establishment and
strengthening of the Santander culture,
based on corporate values, the integration
of the HR systems and instruments with
the America Division and increasing the
awareness and the level of preparation
of managers to properly educate the team,
in addition to the promotion of activities
to improve the workplace environment.
During the year, the Bank hired 3,074
professionals and at the end of the year
had 22,965 employees. The turnover
rate was around 15%, including the
professionals who requested retirement.

DIVERSITY
Diversity is one of Brazil’s most valuable
assets. Santander believes that this value
should be part of an organizational culture
and used as a tool for social inclusion
and the promotion of equal opportunities
for all of its employees, independent
of race, religion or other differences
that make up the mosaic of society.
Bank service station - USP – São Paulo/SP
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Among the activities developed in Brazil,
one of the highlights was direct communication
with the team managers through publicity
campaigns, posters in the workplace
and dissemination through in-company
channels such as the intranet, the “Ideas
Magazine” and the Universia Network.

In 2007, 52.9% of employees were
women; the year before only 51% were
women. The recognition of the value of
the feminine public was the focus of Bank
activities, which ended the year with 47%
of the executive positions occupied by
women, two percentage points higher
than the previous year.
Other initiatives for promotion of diversity
included the creation of the “aGente” (US)
Program, which is designed to introduce
to the organizational culture the idea of an
environment that appreciates differences,
promotes inclusion and integrates people.
In addition to a broad communications
campaign, with the creation of a space
on the intranet, and the Exchange an
Idea with “aGente” (US) program, for
the exchange of questions, suggestions,
and comments. The Bank also distributed
27,000 folders where the importance
of diversity is discussed.
Another area of activity that is part
of the commitments assumed during
the previous year, was the partnership
agreement signed with the University
Cidadania Zumbi dos Palmares –
UniPalmares, that emphasizes the inclusion
of Brazilians of African descent in higher
education. Santander also participates
as a member of the Subcommittee on
Recognition of Diversity in the Brazilian
Federation of Banks (Febraban) and gave
its support to the III Corporate Seminar
on Racial Diversity Recognition Program,
and the Raça Negra Trophy for 2007.

Ivan Sayeg/Carlos Kipnis

Presentation of Results at CASA4 – São Paulo/SP

EMPLOYEE PROFILE

directed to students in high school, beginning
at age15. During the year, we added
111 young people allocated in central
areas and hired another six through an
agreement with the International Labor
Organization (ILO) in partnership with
the America Division of Santander.

GENDER
WOMEN:
53.1%

Under the Federal Government’s Young
Apprentice Program, 232 young people
between 18 and 21 years of age were
hired. The apprenticeship program, in turn,
enrolled 2,254 professionals with 1,540
finishing the program.

MEN:
46.9%

EDUCATION
10,691

6,916

3,388

2,478
215
1

2

3

4

5

1

Doctorate / Master’s degree

4

Incomplete college

2

Postgraduate/MBA

5

High school

3

College degree

For recent graduates at the beginning
of their professional careers, the Bank
also runs specific programs, such as New
Talents (or Trainees Program), which had
hired 23 professionals by the end of the
year, and Future Directors, for employees
with a profile to qualify for international
executive positions, which brought in nine
foreign future executives to Brazil and sent
eight from Brazil to other countries in Latin
America where the Group has operations.
For its part, the STEP program is aimed
at promoting mobility among employees
in Latin America and Europe.

PROFESSIONAL DEVELOPMENT
In Brazil, the rate of unemployment
for young people and recent graduates
is around 18%, practically double the
national average of 9.4%, according to
the President Institute for Geography and
Statistics (IBGE). Therefore, initiatives to
promote their integration into the labor
market have a positive and sustainable
effect on the society as a whole.
Among the principal programs developed
by Santander is the Apprenticeship@Success,

Santander has also developed two MBA
programs; the MBA International that
during the year prepared employees for
the entrance exams at some of the more
important institutions of higher learning
in Europe and the United States, and
the Summer MBA, to attract Brazilian
professionals in MBA courses in wellknown international universities to develop
projects in the Bank during their summer
vacations. Fifteen projects were approved
through a selection process for the first
semester of 2008.

49

HUMAN CAPITAL

RECOGNITION FOR PERFORMANCE IS PART
OF THE PERSONNEL MANAGEMENT POLICY.

CONTINUING EDUCATION
The Santander programs for professional
recognition and development are designed
to identify and retain the most talented
employees and provide them with career
opportunities. The investments are determined
according to the strategic needs of the
Bank and the specifics of each business.
The courses are structured by category,
in other words, according to the function
performed by the employee and in line
with subjects of corporate importance.
These programs are run both in classroom
and virtual (e-learning) modes.
In this fashion, the Bank assures the
training needed by the teams to meet
the challenges as well as recognizing the
capacity and the potential for growth of
the employees. In 2007, three Training
Centers were inaugurated in the city
of São Paulo. Another five centers —
Porto Alegre (RS), Rio de Janeiro (RJ),
Campinas (SP), Presidente Prudente (SP)
and Araçatuba (SP) — are expected to be
opened during the first quarter of 2008.

the support of Universia, which offered
Spanish classes at the basic, intermediate
and advanced level to 400 executives.

EVALUATION OF SKILLS
Santander evaluates the performance
and results obtained by its approximately
22,000 active employees in order to
perceive today with a view to the future.
Therefore, the Bank assures that the
necessary tools for the education and
training, leadership and established goals
will be applied. Of the total number of
employees, 18,000 are evaluated every
six months. Employees in the training
program have a specific evaluation
program, the MAPE, which was given
twice in 2007. In the first program, 2,577
trainees were formally evaluated by their
managers, receiving orientation and
guidance, and in the second evaluation,

Another notable initiative was the
partnership with the Miguel de Cervantes
Institute and the University of Brasília, with
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Recognition for performance is also part
of the personnel management policy of
the Bank, which during the year, engaged
in 6,000 salary actions, between merit pay
and promotions.

ORGANIZATIONAL
CLIMATE SURVEY
In any relationship it is necessary listen to
and understand the parties to assure synergy.
This is the objective of the Organizational
Climate Survey, administered by Santander:
to identify the demands and the possibilities
for improvement in the environment and
the organizational structure made available
to the employees. In the 2007 version, the
initiative launched a new feature: each
survey response was guaranteed an item

MANAGEMENT PERFORMANCE
98%

During the year investments in
classroom education had 42,792 students
enrolled during a total of 659,236 hours,
while the distance learning courses had
115,359 students enrolled, for a total of
743,732 hours. The specific courses for
Management and Leadership, designed
for the Bank’s managers, served 33%
of this public, with a total of 25,096
hours of training. The remaining 67%
of managers will be trained in 2008.

2,203 trainees underwent the same
process.

EMPLOYEES

98%

EVALUATION

98%

98%

utilization
19,024

18,595

2004

18,185 17,804

2005

18,235

17,940

2006

18,787

18,369

2007

In 2007, contrary to previous years, there was no assessment of goals and targets in the 1st quarter. These items
were evaluated only at the end of the period.

Ivan Sayeg/Carlos Kipnis

CASA3 – São Paulo/SP

BENEFITS AND QUALITY OF LIFE

for making up the “basic food hampers,”
and a total of 18.5 tons of non-perishable
food was donated to social institutions.
The survey had a response rate of 74% with
16,667 employees responding to the survey.
In a similar survey in 2005, the response
rate was 41%.

Other initiatives were also part of the
“You are Santander” program in 2007. The
Santander Ambassadors Program, to promote
cultural and experiential exchanges among
the employees in countries where the Bank
does business, has four professionals from
Brazil participating. In addition to intensive
cultural programming and communications
activities, the Santander Group celebrated its
150th birthday by distributing 100 shares of
Bank stock to each employee, in all countries,
making them legally a part of the business,
in recognition of the role that they play in this
success story.

Among the principal findings were
the indicators for pride in being part of
Santander in which 83% of the employees
said they thought their job particularly
important, and 74% said they were pleased
to tell their friends that they worked for
Santander. Another highlight of the survey
pointed out the high degree of satisfaction
of the employees regarding the opportunity
for professional development, including
international travel. They also recognized
that the Bank encourages diversity on its
teams and noted the improvements in the
index of “confidence in the teams and
their managers.”

The promotion of quality-of-life has also
been the focus of attention. One of the
objectives identified for 2007, to reduce the
number of hours of overtime, which reached
as much as 40%, has been successful – the
rate for overtime hours remained around
10%, an acceptable level to ensure the
balance between our employees’ professional
and personal lives.

In response to the Organizational
Climate Survey, Santander prepared
a plan to respond on five fronts: personnel
management, meritocracy, recruitment,
integration among the areas and
institutional communications.

The Personal Support Program (PAP),
introduced in October 2006, makes
personalized telephone services available
24 hours per day, 365 days per year, to
employees and their family members in
moments of stress or tension that may
affect their personal or professional lives.
Among the services provided are financial
orientation and psychological counseling.
During 2007, there were 27,239 requests
for services.
In health and on the job safety, there
were 37,427 occupational and safety
examinations and 930 environmental
evaluations. The Work-Related Accident
Prevention Week (SIPAT) used the
theme “In life you make your own
time,” and had a total of 33,408
employees participating.

Ivan Sayeg/Carlos Kipnis

For 2008, the first measures related
to these guidelines to be adopted is the
introduction of the “Santander Career,”
a policy of using internal resources and the
promotion of employees from within two
new opportunities for a career with the
Bank. This project will provide opportunities
for professional development for more
outstanding employees, and will contribute
to helping Santander achieve it’s objective
of becoming one of the best organizations
in the domestic market in which to work.

In addition, the Quality-Of-Life
Program, introduced in 2005, proceeded.
Developed in four general areas – health,

social life, work relations, and family life
– this program includes activities such as
anti-flu vaccine programs, an annual Art
contest for the children of employees,
seminars in work related behavior, health
and nutrition campaigns, childbearing
courses – directed to employees and
their wives – and the encouragement and
practice of physical activity, among others.

CASA4 – São Paulo/SP
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SOCIO-ENVIRONMENTAL PERFORMANCE

THROUGH EDUCATIONAL PROGRAMS, SANTANDER
CONTRIBUTES TO IMPROVING THE QUALITY OF LIFE
IN LOCAL COMMUNITIES.

In 2007, 777
undergraduate
scholarships were
awarded, 134
scholarships for
international travel
and 175 Luso-Brazilian
scholarships were
awarded. In addition,
22 new agreements
with universities
were signed making
a total of 260 partner
relationships
throughout Brazil.
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The Santander Group takes a strategic
view of its activities in the field of social
responsibility and support for higher
education. Globally, Santander has
developed a series of activities through
two programs: Santander Universidades
and Universia. In Brazil, Santander
Universidades provided benefits for more
than 1.5 million students and professors
in 2007. The Universia network has 249
partnership universities and 1.9 million
registered users.
Santander Universidades has been in
operation since 1997 and consists of
support for strengthening universities
through a series of bilateral agreements
for teaching and research; programs for
development projects that integrate the
institutions with the business community;
scholarships for international travel for
students and professors; the installation
of Santander Classrooms and development
of products and services to serve University
student-clients who are at the start of
their professional and financial lives.
In 2007, through this program, 777
undergraduate scholarships and 134
scholarships for international travel were
awarded along with 175 Luso-Brazilian
travel awards; and 22 new agreements
were signed with universities, making a
total of 260 partnerships throughout Brazil.
The Santander Digital Classrooms were
established, with a total of 23 rooms now
in operation. They are part of a project
for social inclusion, and each has 20
computers with text and image software
installed and access to the Internet. Each
classroom has its own teaching assistant.

Within the Bank, the Santander
Universidades area has also undergone
changes. The number of individuals
increased from five to 70 and five strategic
areas to meet the demands of the
universities and their stakeholders were
established. One of the highlights was
the promotion of the Third Edition of the
Santander Prize for Entrepreneurship, and
for Science and Innovation, a collaboration
of Santander Universidades and Universia
that received 1,522 entries from 182
universities around Brazil, representing
a 40% increase 40% over the 1,085
projects entered the previous year.
Another principal program of the
Santander Group in support of higher
education is Universia, a network
composed of 1,069 universities in 11
countries. During 2007, the program was
modified and its activities were divided into
four strategic areas: Training (information
about apprenticeships and support for
continuing education); Employment
(practice, employment and professional
development); The Observatory (a
laboratory for the future of science in
higher education); and Social Networks
(communities for the use of idle capacity
and free time at the University).
One of the principal vectors of this
network is the Portal Universia, which
provides content and services to six
segments of the academic community
(University preparatory students, university
student, post-university students teachers,
managers and researchers.

Nelson Kon

Santander Library – Edifício Altino Arantes

to discuss the internationalization of
the University in Ibero-America and the
principal demands and opportunities for
higher education, and the ¡Vale! Project,
an online course in Spanish for public
school system teachers.

Among the highlights of Universia
Brasil during the period was the II
National Conference of University Deans
that brought together 132 deans from
international and domestic universities

Access to higher education is another
focus of activity and initiatives in social
responsibility offered by Santander. The
goal is to facilitate access of low-income
students to universities by means of

a college preparatory course, the
Cursinho Pré-vestibular, introduced in
2004 by the NGO Learning City and the
Administration Institute Foundation (FIA).
Santander is responsible for the cost of
hiring professors, maintaining classrooms,
the purchase of equipment and teaching
materials, scholarships and a minimum
wage for each student, transportation
and meals for the participants.

Della Rocca

At the end of the year, Universia Brasil
had a total of 249 institutions of higher
learning as partners, 1.9 million users
registered, a monthly average of 900,000
web surfers and approximately 62,000,000
Internet pages visited.

Winners of the Santander Entrepreneurial and Science and Innovation Prizes, 2007
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CULTURE

Cinema. It supports theater and promotes
cultural activities in its own facilities open
to the public, among these are the Lobby
and the Tower of Edifício Altino Arantes,
which received 255,373 visitors in 2007.

Following the principle of adding
value to the publics with which it has
relationships, the Bank supports the
Santander Cultural Program to increase
public access to contemporary artistic
events. The initiative is a way of expressing
the Bank’s appreciation for the warm
welcome it received from the people of
Brazil, especially the population of Rio
Grande do Sul.

Like culture, Santander believes
that sports are a fundamental element
of education, promoting social integration,
team spirit and self-esteem. In addition
to being a sponsor of a volleyball team,
the Bank supports the Volleyball Project,
which contributes to developing new
talents in the sport.

Fernando Gomes

The Santander Cultural Program includes
activities on four fronts. In the visual arts,
it articulates, integrates, registers and
disseminates art from the state of Rio
Grande do Sul, in addition to bringing
to Porto Alegre productions from other
parts of Brazil and offshore. In the
audiovisual area, the program maintains
a movie theater in the state Capital that
contributes to the diffusion of quality
multicultural production, which is not
generally available in commercial theaters,
through regular exhibitions, cycles, and
shows. In music, a Cultural Program acts
as a catalyst and presenter of new music
from the state, with programming that
includes different shows and concerts.
The fourth area of initiatives is designed
to provoke reflection as the result of
seminars, debates, presentations and
courses, organized around a central theme.
More than 430,000 people attended
Santander cultural events in 2007.

SPORTS

Another area where Santander
provides support for culture is through
its sponsorship of domestic cinema.
Since 2003, in partnership with the
State Secretary for Culture for São
Paulo, the Bank Provided Support for
the Development Program for São Paulo
Santander Cultural – Porto Alegre/RS
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This project provides benefits for young
people from 15-19 years of age, especially
those living in the city of São Paulo and in
the Greater ABC Metropolitan Area (SP),
who undergo tests for selection, the socalled Sieves. If accepted into the Program,
they receive sports scholarships in the form
of a cost-of-living allowance, food, tuition
assistance, medical and dental assistance.
Last year young people from 20 states
and 128 cities in Brazil participated in
the project, which selected 41 athletes.
The volleyball project includes
programs to encourage the sport in
teaching institutions, through the Volleyball
Clinics and seminars. In 2007 six clinics
were run for 1,500 teenagers.

João Pires

SANTANDER’S CULTURAL EFFORTS ARE DESIGNED TO INCREASE
PUBLIC ACCESS TO CONTEMPORARY ARTISTIC PRODUCTION.

Peneira Santander – Volleyball Team

THE ENVIRONMENT
Santander is working to optimize
the use of natural resources through
public education campaigns to increase
awareness and through the modification
of equipment. In addition, since 2004 the
Bank has participated in a Trash Sorting
Program that is in use in all administrative
offices. All of the paper is collected, recycled
and sold, and the income is donated to the
Banespa Parents of Exceptional Children
Association (Apabex), an organization
founded by employees of the Bank that
provides for children with special needs.

The Bank promotes culture and sports and
supports internal campaigns to raise awareness
about environmental preservation.

More information about these and other socio-environmental
projects can be found in the Sustainability Report.
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FINANCIAL STATEMENTS

MANAGEMENT DISCUSSION AND ANALYSIS (MD&A)

OPERATIONS
Santander, controlled by Banco Santander, S.A. (formerly Banco Santander Central Hispano, S.A.) operates in Brazil through Banco Santander S.A.,
Santander Seguros S.A. and other entities. It operates as a multiple service bank, conducting operations such as commercial, foreign exchange,
investment, credit and financing and mortgage loan portfolios and, through related entities, insurance, pension plan, capitalization, leasing, asset
management, and securities and insurance brokerage operations. Transactions are conducted within the context of a group of financial institutions
that operate on an integrated basis in the financial markets.

2007
Santander ended 2007 with a net income of R$1,868 million, an increase of 48.3% in relation to the prior year. The business volume (deposits,
managed funds and credit) rose by 25.3% in the last 12 months, reaching R$138,446 million.
The results of 2007 reflected the favorable evolution of revenues linked to commercial business. This increase is associated with a business strategy that
is client-focused, with a large sales capacity and constant innovation of products and services. Moreover, the continuous effort to improve operating
efficiency and the conclusion, at the end of 2006, of some projects that had been under development over the past few years — such as technological
integration, brand unification and ownership restructuring — has contributed to the development of Santander’s businesses.

FINANCIAL DATA AND RATIOS
2007

2006

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Total Assets

122,355

107,186

Stockholders´ Equity

9,418

8,115

Net Income

1,868

1,260

Return on Equity – ROE

21.3%

16.1%

Return on Assets – ROA

1.6%

1.3%

Financial Margin (1)

7.1%

7.0%

Efficiency Ratio (2)

53.8%

58.9%

Fees Coverage Over Expenses (3)

69.6%

62.5%

Basel Agreement Ratio

14.2%

15.4%

(1) Financial Margin: Income from Financial Operations before the Allowance for Loan Losses/Total Average Assets (-) Average Permanent Assets.
(2) Efficiency Ratio: (Personnel Expenses + Other Administrative Expenses)/(Income from Financial Operations before the Allowance for Loan Losses + Income from Services Rendered + Income from Insurance, Pension Plan and Capitalization
Operations + Tax Expenses + Other Operating Income/Expenses).
(3) Fees coverage over Expenses: Income From Services Rendered / (Personnel Expenses + Other Administrative Expenses).
.

ROE

EFFICIENCY

FEES COVERAGE
OVER EXPENSES

5.2P.P.

7.1P.P.

5.1P.P.
69.6%
58.9%
21.3%

62.5%
53.8%

16.1%

2006

2007

2006

2007

2006

2007
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INCOME
2007

2006

% CHANGE

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Income from Financial Operations

14,959

14,159

5.7%

Expenses from Financial Operations

(6,926)

(7,458)

-7.1%

Income from Financial Operations before the Allowance for Loan Losses
Allowance for Loan Losses
Gross Profit from Financial Operations
Other Operating (Expenses) Income

8,033

6,701

19.9%

(2,084)

(1,522)

37.0%

5,949

5,179

14.9%

(3,893)

(3,538)

10.0%
25.9%

Income from Services Rendered and Income from Insurance, Pension Plan
and Capitalization Operations
Personnel and Administrative Expenses
Tax Expenses
Other Operating
Income from Operations
Nonoperating (Expenses) Income
Income before Taxes on Income, Profit Sharing and Minority Interest

3,859

3,068

(4,819)

(4,536)

6.2%

(884)

(729)

21.4%

(2,049)

(1,341)

52.8%

2,056

1,641

25.3%

496

(47)

-

2,552

1,594

60.1%

Income and Social Contribution Taxes

(230)

(9)

-

Profit Sharing

(415)

(300)

38.3%

Income before Minority Interest

1,907

1,285

48.4%

(39)

(25)

56.0%

1,868

1,260

48.3%

Minority Interest
Net Income

Santander ended 2007 with a net income of R$1,868 million, an increase of 48.3% compared to R$1,260 million in 2006. The results showed
a favorable evolution in revenue related to the commercial business. The returns on the average stockholders’ equity and on the average net assets
represented 21.3% and 1.6% respectively, compared to 16.1% and 1.3% in 2006.

NET INCOME

FINANCIAL MARGIN

PERSONNEL AND
ADMINISTRATIVE EXPENSES

(IN MILLIONS OF REAIS)

(IN MILLIONS OF REAIS)

(IN MILLIONS OF REAIS)

48.3%

19.9%

6.2%

4,819

1,868
8,033

1,260

4,536

6,701

2006

2007

2006

2007

2006

2007

a. Income from Financial Operations
2007

2006

% CHANGE

Lending Operations and Leasing Operations

7,993

7,005

14.1%

Securities Transactions and Derivative Financial Instruments (1)

6,589

6,772

-2.7%

377

382

-1.3%

14,959

14,159

5.7%

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Compulsory Investments
Total
(1)Including income from insurance, pension plan and capitalization operations.
.

The income from financial intermediation increased by 5.7% from R$14,159 million in 2006 to R$14,959 million in 2007. This evolution is
a result of the growth of lending and leasing operations, which was partially offset by the reduction in the income from securities and derivative
financial instruments.
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Income from lending and leasing operations grew by 14.1% in 2007, compared to 2006, mainly as a result of the 16.6% increase in the credit
portfolio in the period. The highlight was the 32.0% increase in the individual and real estate loan portfolios, which contributed to minimizing
the impact of the decline in interest rates.
Income from securities transactions and derivative financial instruments and income from compulsory application, in 2007, decreased 2.7%
and 1.3% respectively. This reduction was mainly due to the negative impacts of the reduction of interest rates (Selic and CDI) during 2007.

b. Expenses from Financial Operations

2007

2006

% CHANGE

392

377

4.0%

34

15

-

2,882

3,076

-6.3%

2,375

2,663

-10.8%

458

483

-5.2%

6,141

6,614

-7.2%

47

(83)

-

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Deposits
Saving Deposits
Interbank Deposits
Time Deposits
Money Market Funding
Other Funding Operations
Funding Operations
Foreign Exchange Operations
Adjustment of Interest on Technical Reserves for Insurance,
Pension Plan and Capitalization Operations

440

442

-0.5%

Borrowings and Onlendings

298

485

-38.6%

6,926

7,458

-7.1%

Total

Financial expenses, less expense on allowance for loan losses, decreased by 7.1% from R$7,458 million in 2006 to R$6,926 in 2007.
The reduction of interest rates during 2007 reflected in the decline in funding expenses. The expenses on time deposits declined 6.3% while the
portfolio increased 19.6% in 2007. Expenses for savings deposits rose only by 4.0%, whereas savings deposits grew 24.2% during the year. Open
market funding expenses declined 10.8% in 2007, compared to 2006, due to the fall in interest rates coupled with a lower volume of operations.
Additionally, the appreciation of the real also contributed to the reduction in expenses of foreign currency funding operations, related to overseas
eurobond and borrowings issues that include export and import financing lines.

c. Allowance for Loan Losses
2007

2006

% CHANGE

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Balances as of January 1

1,622

1,197

35.5%

Allowances Recognized

2,084

1,522

37.0%

(1,900)

(1,097)

73.2%

1,806

1,622

11.3%

495

355

39.4%

Write-offs
Balances as of December 31
Recoveries (1)
(1) Recoveries are recorded in Income from Lending and Leasing Operations.

The allowance for loan losses represented 4.1% of the total credit portfolio in 2007, compared with 4.3% in 2006. The expenses on allowance for
loan losses recorded in 2007 grew 37.0% as compared to 2006, due to the increase in the retail portfolio. In 2007, the credit portfolio grew 16.6%
with the highlight of the expansion of individual loans and mortgage loans with an increase of 32.0% in the period and by the expansion of the small
and medium companies portfolio, segments of higher risk and higher margin. In 2007, R$495 million in operations previously written off as losses
were recovered, an increase of 39.4% compared to 2006.
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d. Other Operating Income (Expenses)
The increase of the credit portfolio and focus on service improvement allowed an increase in income from services rendered and income from
insurance, pension plan and capitalization operations of 25.8% in 2007, when compared to 2006.
Personnel expenses and other administrative expenses increased by 6.2% reflecting the effort to control spending.
d1. Income from Services Rendered and Income from Insurance and related services
2007

2006

% CHANGE

1,018
621
620
346
228
206
77
60
178
3,354
505

645
646
601
220
128
206
56
198
136
2,836
232

57.8%
-3.9%
3.2%
57.3%
78.1%
0.0%
37.5%
-69.7%
30.9%
18.2%
117.7%

3,859

3,068

25.8%

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Lending Operations
Fund Management
Checking Account Services
Credit Cards
Securities Brokerage and Placement Services
Receiving Services - Collection, Bill, Taxes and Fees
Guarantees Provided
Insurance
Other
Total of Income from Services Rendered
Income from Insurance, Pension Plan and Capitalization Operations
Total of Income from Services Rendered and Income from Insurance,
Pension Plan and Capitalization Operations

The income from services increased by 18.2% from R$2,836 million in 2006 to R$3,354 million in 2007. The increase in revenues mainly
reflected tariff grew of :
I. lending operations, mainly as a result of the growth in lending operations;
II. credit cards, due to launching of new products such as Santander Free and Light; and
III. securities brokerage and placement services, with Santander’s participation in the processes for the coordination and placement of securities
in the capital markets.
The result of insurance, including the income from services rendered of insurance, rose 31.4% from R$430 million in 2006 to R$565 million
in 2007, reflecting the increase in market share and development of the insurance, pension plan and capitalization business.
d2. Personnel and Administrative Expenses
2007

2006

% CHANGE

1,134
433
323
29
6
1,925
1,028
419
267
241
213
163
137
102
76
67
64
117
2,894
4,819

1,118
485
287
27
9
1,926
811
413
256
214
212
163
137
98
81
59
60
106
2,610
4,536

1.4%
-10.7%
12.5%
7.4%
-33.3%
-0.1%
26.8%
1.5%
4.3%
12.6%
0.5%
0.0%
0.0%
4.1%
-6.2%
13.6%
6.7%
10.4%
10.9%
6.2%

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Compensation
Payroll Charges
Benefits
Training
Other
Total Personnel Expenses
Outside and Specialized Services
Depreciation and Amortization
Advertising, Promotion and Publicity
Communications
Data Processing
Rentals
Transportation and Travel
Security Services
Asset Maintenance
Financial System Services
Utilities
Other
Total Other Administrative Expenses
Total Personnel and Other Administrative Expenses
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In 2007, Santander’s infrastructure grew in line with the strategies to expand its client base and to service new customers brought in, mainly,
through the acquisition of payrolls. During the second half of 2006, it acquired the Rio de Janeiro municipal governments payroll account
and in 2007 the Curitiba and Florianópolis municipal governments, among others.
Within this context, Santander seeks to continuously achieve operating efficiency gains through efforts to improve control of expenses. In 2007, costs
involving personnel and other administrative expenses rose 6.2% over 2006. The efficiency ratio was 53.8% in 2007, compared to 58.9% in 2006.
Personnel expenses remained stable in 2007, even taking into consideration a 6% increase in bank workers’ wages and benefits in the fourth
quarter, established under the 2007/2008 Collective Bargaining Agreement.
Other administrative expenses rose 10.9% in 2007, compared to 2006, in line with the increase in the volume of commercial business.
Among the largest increases was the rise in outsourced services expenses related to credit card, telemarketing and call center operations,
and other services related to efforts to intensify collections, retain customers and improve the solutions center.

SERVICES REVENUES

ADMINISTRATIVE EXPENSES

PERSONNEL EXPENSES

(IN MILLIONS OF REAIS)

(IN MILLIONS OF REAIS)

(IN MILLIONS OF REAIS)

18.2%

10.9%
-0.1%
2,894

3,354

2,610

1,926

2,836

2006

1,925

2007

2006

2007

2006

2007

d3. Tax Expenses
2007

2006

% CHANGE

528
167
86
103
884

430
137
70
92
729

22.8%
21.9%
22.9%
12.0%
21.3%

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Cofins (Tax on Revenue)
ISS (Service Tax)
PIS/Pasep (Tax on Revenue)
Other
Total

Tax expenses increased by 21.3% from R$729 million in 2006 to R$884 million in 2007, due to the increase in revenues from operations subject
to PIS, Cofins and ISS taxes in to 2007.
d4. Other Operating
2007

2006

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Operating Accruals
Amortization of Expenses on Exclusivity Contracts for Provision of Banking Services
Credit Cards
Interest, Updating and Losses of Actuarial Liability
Provision for employees’ shares - 150 years
Goodwill amortization
Monetary adjustment of recoverable taxes
Other
Total

(1,204)
(203)
(114)
(99)
(78)
13
(364)
(2,049)

(347)
(46)
(57)
(744)
(126)
140
(161)
(1,341)

Other operating (expenses) income of 2007 amounted to R$2,049 million, an increase of 52.8%, mainly as a result of (i) income of operating
accruals, especially the reserve for labor contingencies, (ii) amortization of expenses on exclusivity contracts for provision of baking services,
due to the acquisition of payrolls and (iii) credit cards expenses, related to the launch of new credit cards products, as Santander Free and Light.
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Furthermore, in 2007 Santander registered expenses involving the distribution of 100 Santander Group shares to employees to commemorate
the Bank’s 150th anniversary and in recognition of the efforts of the work teams. This was offset by the decrease in operating expenses involving
interest and an updating of actuarial liability stemming from the externalizing of the Banespa pension plan to Banesprev that occurred in January
2007, and the reduction of expenses for the amortization of goodwill, due to the full amortization of goodwill in 2006.
e. Nonoperating (Expenses) Income
In 2007, Santander sold investments and reported non-recurring gains totaling R$771 million related to the partial sale of shares in Serasa, Bovespa
and the BM&F and the full sale of the Banespa Grand Cayman branch. The net effect of taxes totaled R$513 million. As a result of the conclusion
of the process involving the legal incorporation and adoption of the global brand Santander, management made a R$ 295 million provision for the
realization of residual costs of the deferred asset.
f. Income and social contribution taxes
In 2007, it was accrued income and social contribution taxes expense of R$230 million. The increase of expenses over the period was due to an
increase in business - related revenues and the gain on the sale of investments that enlarged the taxable base. In addition, the income related to
deferred tax credits on temporary tax basis adjustments increase less in 2007 than the income before income and social contribution taxes of 2006.

ASSETS AND LIABILITIES
2007

2006

% CHANGE

1,642
25,397
21,930
3,467
26,581
43,725
(1,806)
5,991
3,772
15,401
1,652
122,355
38,810
23,115
1,917
11,663
5,806
4,220
644
26,580
182
9,418
122,355

1,183
5,309
3,269
2,040
44,544
37,509
(1,622)
4,733
3,603
10,148
1,779
107,186
31,745
25,475
1,435
9,961
4,636
4,036
863
20,754
166
8,115
107,186

38.8%
-40.3%
16.6%
11.3%
26.6%
4.7%
51.8%
-7.1%
14.2%
22.3%
-9.3%
33.6%
17.1%
25.2%
4.6%
-25.4%
28.1%
9.6%
16.1%
14.2%

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Cash
Interbank Investments
Money Market Investment
Interbank Deposits and Investments
Securities and Derivative Financial Instruments
Credit (1)
Allowance For Loan Losses
Restricted Deposits Central Bank of Brazil (Compulsory Deposits)
Tax Credit
Other Assets
Permanent Assets
Total Assets
Deposits
Money Market Funding
Securities Issued Abroad
Borrowings and Onlendings
Technical Reserve for Insurance, Pension Plan and Capitalization Operations
Subordinated Debts
Securitization
Other Liabilities
Minority Interest
Stockholders’ Equity
Total Liabilities and Stockholders’ Equity

(1) Lending and leasing operations and other credits, including advances on foreign exchange contracts under determination of Central Bank of Brazil, are recorded as reductions of Other Liabilities – Foreign Exchange Portfolio.

The total assets grew 14.2% in relation to December 31, 2006, reaching R$122,355 million. Of this amount, R$26,581 million are represented
by securities and derivative financial instruments, mainly federal government securities; R$43.725 million by the credit portfolio and R$25,397 million
by interbank investments.
In December 2007, Stockholders’ equity reached R$9,418 million presenting a growth of 16.1% over 2006, impacted mainly by the net income
of R$1,868 million and capital increase of R$1,500 million on April, 2007, partially offset by the distribution of dividends and interest on own capital
of R$2,255 million in the period. The Basel Agreement ratio reached 14.2%, higher than the 11% minimum required by the Bacen.
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CREDIT PORTFOLIO AND ALLOWANCE FOR LOSSES
2007

2006

% CHANGE

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

Industrial and Commercial
Services and other
Individuals
Credit Cards
CDC and Vehicle Financing
Payroll loans
Other
Housing
Rural
Total

14,521
8,498
15,868
2,555
5,601
2,494
5,218
1,996
2,842
43,725

14,049
7,329
12,303
1,668
4,425
1,767
4,443
1,232
2,596
37,509

3.4%
16.0%
29.0%
53.2%
26.6%
41.1%
17.4%
62.0%
9.5%
16.6%

Credit operations increased 16.6% in relation to 2006, reaching R$43,725 million, with a 32.0% growth in the credit portfolio to individuals
and mortgage loans. The highlights were credit cards, payroll and vehicle that presented an evolution of 53.2%, 41.1% and 26.6%, respectively.
The credit portfolio to companies increased by only 7.7% in 2007, due to lower growth of the large company portfolio, offset by the rise in credit
to small and medium sized companies. The behavior of the large company portfolio is related to greater accessibility to the capital market, which
allowed companies to diversify the sources of financing while the appreciation of the real impacted the credit portfolio that is foreign currency
indexed and denominated.

CREDIT CARDS

CDC AND VEHICLE FINANCING

CONSIGNED

(IN MILLIONS OF REAIS)

(IN MILLIONS OF REAIS)

(IN MILLIONS OF REAIS)

26.6%

53.2%

41.1%
2,494

5,601
2,555

1,767

4,425

1,668

2006

2007

2006

2007

2006

2007

CLASSIFICATION OF CREDIT PORTFOLIO BY RISK LEVEL AND RESPECTIVE ALLOWANCE FOR LOAN LOSSES
CREDIT PORTFOLIO
RISK LEVEL

ALLOWANCE REQUIRED

2007

2006

2007

2006

24,954
13,543
534
915
1,846
267
324
210
1,132
43,725
91.4%
4.1%

22,210
11,454
718
877
454
214
208
187
1,187
37,509
94.0%
4.3%

68
5
27
185
80
162
147
1,132
1,806

57
7
26
46
64
104
131
1,187
1,622

IN MILLIONS OF REAIS, UNLESS OTHERWISE STATED

AA
A
B
C
D
E
F
G
H
Total
AA-C Rating Credits over Total Portfolio
Allowance/Credit Portfolio
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E-H CREDIT
Credits with AA to C ratings represented 91.4% of the total portfolio in December 2007,
compared to 94.0% in December 2006. The reduction of this percentage in 2007 is due to the
growth of retail operations, especially personal credit, a higher-risk and higher-margin segment.
Credits with D to H ratings represented 8.6% of the total portfolio, compared to 6.0%
in December 2006. The allowance for loan losses represented 4.1% of the total credit portfolio
as of December 31, 2007, compared to 4.3% in December 31, 2006.

-0.4P.P.
4.8%
4.4%

2006

2007

FUNDING OPERATIONS
2007

2006

% CHANGE

38,810
6,243
6,288
310
25,572
397
23,115
1,489
428
7,283
4,380
4,220
644
80,369
55,911
136,280

31,745
4,728
5,061
251
21,388
317
25,475
1,282
153
5,969
3,992
4,036
863
73,515
41,261
114,776

22.3%
32.0%
24.2%
23.5%
19.6%
25.2%
-9.3%
16.1%
22.0%
9.7%
4.6%
-25.4%
9.3%
35.5%
18.7%

IN MILLION OF REAIS, UNLESS OTHERWISE STATED

Deposits
Demand Deposits
Saving Deposits
Interbank Deposits
Time Deposits
Other Deposits
Money Market Funding
Securities Issued Abroad
Real estate credit notes
Foreign borrowings
Domestic onlendings
Subordinated Debts
Sale of Right to Receipt of Future Flow of Payment Orders from Abroad
Total
Fund Management
Total

Total funding, including managed funds, reached R$136,280 million an 18.7% increase
over 2006.

DEMAND DEPOSITS

SAVING DEPOSITS

(IN MILLIONS OF REAIS)

(IN MILLIONS OF REAIS)

Deposits presented a growth of 22.3% in comparison to 2006, totaling R$38,810 million,
as a result of the increase of 28.0% of core deposits (demand and saving deposits).
Time deposits amounted R$25,572 million, an increase of 19.6% in 2007.
The foreign borrowings increase 22.0% in 2007, compared to 2006, as to reflect mainly
the increase of Import and export financing lines.
Investment funds evolved 35.5% in comparison to December 2006, reaching R$55,911
million, placing Santander among the main investment fund managers in the country,
notably managing multimarket funds.

24.2%

32.0%

6,288

6,243

5,061

4,728

2006

2007

2006

2007

RATING AGENCIES
Santander is rated by international rating agencies and the rating received reflects the operating performance and the high quality of its management.
LONGO PRAZO

Fitch Ratings

Standard & Poor’s

CURTO PRAZO

Support
National Scale
Local Currency
Foreign Currency

AAA (BRA)
BBB
BBB-

F1+(BRA)
F3
F3

National Scale
Local Currency
Foreign Currency

brAA+
BB+
BB+

brA-1
B
B

3
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SANTANDER COMBINED FINANCIAL STATEMENTS

BALANCE SHEETS
AS OF DECEMBER 31, 2007 AND 2006
(In thousands of Brazilian reais - R$, unless otherwise stated)

2007

2006

85,915,553

69,655,827

1,642,229

1,182,576

24,749,457

4,727,095

21,929,663

3,268,810

Interbank deposits

1,045,190

601,794

Foreign currency investments

1,774,604

856,491

20,132,018

32,798,119

12,928,582

14,424,890

113,871

7,054,335

Current Assets
Cash
Interbank investments (note 6)
Money market investments

Securities and derivatives (note 7)
Own portfolio
Subject to resale commitments
Derivatives (note 33)

2,614,123

649,977

Linked to Central Bank of Brazil

2,885,974

2,406,323

Privatization certificates
Linked to guarantees
Linked to trading portfolio operations
Interbank accounts (note 8)
Payments and receipts pending settlement

49,879

20,193

1,539,589

1,477,727

-

6,764,674

6,089,045

4,746,885

4,013

2,245

5,990,805

4,732,979

Restricted deposits:
Central Bank of Brazil
National Housing System
Correspondents
Interbranch accounts
Internal transfers of funds
Lending operations (note 9)
Public sector
Private sector
Allowance for loan losses (note 9.d)
Leasing operations (note 9)
Private sector
Allowance for doubtful lease receivables (note 9.d)
Other receivables
Receivables for guarantees honored

88,257

8,252

5,970

3,409

984

2,009

984

2,009

20,251,589

17,516,283

25,865

39,875

20,443,442

17,712,609

(217,718)

(236,201)

214,355

232,512

217,342

237,847

(2,987)

(5,335)

12,362,502

8,175,541

95

442

8,401,776

4,466,491

Income receivable

153,682

185,782

Trading account (note 11)

582,551

423,797

Foreign exchange portfolio (note 10)

Receivables from insurance operations

90,372

109,862

Deferred tax credits (note 12)

1,068,388

1,251,440

Other (note 13)

2,083,838

1,752,257

(18,200)

(14,530)

473,374

274,807

Allowance for losses on other receivables (note 9.d)
Other assets (note 14)
Other assets
Allowance for valuation
Prepaid expenses
Long-term Assets
Interbank investments (note 6)
Interbank deposits
Allowance for losses
Securities and derivatives (note 7)
Own portfolio
Subject to resale commitments
Linked to Central Bank of Brazil
Derivatives (note 33)
Privatization certificates
Linked to guarantees

194,335

221,546

(162,335)

(176,112)

441,374

229,373

34,787,371

35,751,297

647,501

582,246

647,701

582,446

(200)

(200)

6,448,654

11,746,249

1,483,587

2,557,989

204,554

6,842,448

1,846,997

-

802,850

523,441

1,207

52,373

2,109,459

1,769,998
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Interbank accounts (note 8)

2007

2006

64,236

60,365

Restricted deposits:
National Housing System
Lending operations (note 9)
Public sector
Private sector
Allowance for loan losses (note 9.d)
Leasing operations (note 9)
Private sector
Allowance for doubtful lease receivables (note 9.d)
Other receivables
Receivables for guarantees honored
Foreign exchange portfolio (note 10)
Income receivable

64,236

60,365

17,338,251

15,043,886

143,415

130,997

18,727,178

16,224,282

(1,532,342)

(1,311,393)

181,388

157,696

184,864

164,437

(3,476)

(6,741)

8,932,789

7,674,833

463

3,199

2,144,405

1,474,526

20,026

20,016

Tax credits (note 12)

2,703,516

2,351,472

Other (note 13)

4,095,529

3,873,544

(31,150)

(47,924)

Other assets (note 14)

1,174,552

486,022

Temporary investments

10,075

12,086

Allowance for losses on other receivables (note 9.d)

Allowance for losses

(655)

(655)

Prepaid expenses

1,165,132

474,591

Permanent Assets

1,652,325

1,778,611

114,277

123,356

Investments
Investments in affiliates

19,287

16,336

Other investments

Domestic

122,495

138,815

Allowance for losses

(27,505)

(31,795)

Property and equipment in use (note 15)

715,387

693,134

Real estate
Other
Accumulated depreciation
Deferred charges (note 16)
Organization and expansion costs
Accumulated amortization
Total Assets

324,066

298,287

1,477,563

1,401,399

(1,086,242)

(1,006,552)

822,661

962,121

2,083,818

2,030,911

(1,261,157)

(1,068,790)

122,355,249

107,185,735

The accompanying notes are an integral part of these combined financial statements.
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FINANCIAL STATEMENTS

SANTANDER COMBINED FINANCIAL STATEMENTS

BALANCE SHEETS
AS OF DECEMBER 31, 2007 AND 2006
(In thousands of Brazilian reais - R$, unless otherwise stated)

Current Liabilities

2007

2006

82,055,792

70,826,073

Deposits (note 17.a)

28,407,041

23,050,938

Demand deposits

6,243,278

4,728,481

Savings deposits

6,288,137

5,061,171

Interbank deposits
Time deposits
Other deposits
Money market funding (17.b)
Own portfolio

306,957

239,555

15,171,402

12,705,126

397,267

316,605

20,652,082

22,958,026

1,324,407

14,312,606

19,327,675

1,641,290

-

7,004,130

1,143,288

257,400

Securities issued abroad

715,645

131,113

Real estate credit notes

427,643

126,287

656

2,105

Third parties
Linked to trading portfolio operations
Funds from acceptance and issuance of securities (note 17.c)

Interbank accounts
Correspondents

656

2,105

549,172

880,801

Third-party funds in transit

548,030

877,888

Internal transfers of funds

1,142

2,913

6,465,748

5,220,867

6,465,748

5,220,867

1,914,972

1,484,559

991,912

710,448

Interbranch accounts

Borrowings (note 17.d)
Foreign borrowings
Domestic onlendings - official institutions (note 17.d)
National Economic and Social Development Bank (BNDES)
Federal Savings and Loan Bank (CEF)
National Equipment Financing Authority (FINAME)
Other institutions
Derivatives (note 33)
Derivatives
Other payables
Collected taxes and other

12,679

15,562

707,854

550,832

202,527

207,717

3,226,346

1,360,938

3,226,346

1,360,938

19,696,487

15,610,439

23,912

36,479

Foreign exchange portfolio (note 10)

6,828,883

3,201,592

Social and statutory

1,554,545

1,060,475

Taxes and social security (note18)

235,698

176,041

Trading account (note 11)

447,327

417,722

5,806,106

4,636,278

Technical reserves for insurance, pension plan and capitalization operations (note 19.a)

2,140

2,584

Other (note 21)

Subordinated debts (note 20)

4,797,876

6,079,268

Long-term Liabilities

30,620,513

28,037,387

Deposits (note 17.a)

10,403,379

8,694,628

Interbank deposits

2,714

11,880

10,400,665

8,682,748

2,462,758

2,516,682

2,462,758

2,516,682

773,114

1,177,933

Securities issued abroad

773,114

1,150,634

Real estate credit notes

-

27,299

Borrowings (note 17.d)

816,788

747,781

816,788

747,781

Time deposits
Money market funding (17.b)
Own portfolio
Funds from acceptance and issuance of securities (note 17.c)

Foreign borrowings
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Domestic onlendings - official institutions (note 17.d)
National Economic and Social Development Bank (BNDES)
Federal Savings and Loan Bank (CEF)
National Equipment Financing Authority (FINAME)
Other institutions
Derivatives (note 33)
Derivatives

2007

2006

2,465,420

2,507,434

1,399,071

1,486,117

14,979

26,052

1,016,137

966,296

35,233

28,969

1,337,785

650,140

1,337,785

650,140

12,361,269

11,742,789

Foreign exchange portfolio (note 10)

2,149,532

1,408,190

Taxes and social security (note18)

3,791,643

3,148,615

Other payables

Trading account (note 11)

41,597

162,313

Subordinated debts (note 20)

4,217,485

4,033,455

Other (note 21)

2,161,012

2,990,216

Deferred income

78,892

41,522

Deferred income
Minority interest
Stockholders’ equity
Capital (note 23.a)
Capital reserves
Revaluation reserve

78,892

41,522

181,728

166,189

9,418,324

8,114,564

8,472,702

6,980,907

24,559

34,335

201

570

Profit reserves

622,704

891,624

Adjustment to fair - securities and derivatives

335,853

128,800

Treasury shares
Retained earnings
Total Liabilities and Stockholders´ Equity

(38)

(38)

(37,657)

78,366

122,355,249

107,185,735

The accompanying notes are an integral part of these combined financial statements.
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SANTANDER COMBINED FINANCIAL STATEMENTS

STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(In thousands of Brazilian reais - R$, unless otherwise stated)

Financial Income

2007

2006

14,959,057

14,158,516

Lending operations

7,935,791

6,920,783

Leasing operations

57,375

83,840

5,753,307

5,399,247

Income from insurance, pension plan and capitalization operations

534,753

544,509

Derivatives

301,352

827,882

Compulsory investments

376,479

382,255

Financial Expenses

(9,010,111)

(8,979,542)

Funding operations

(6,140,721)

(6,613,840)

Adjustment of interest on technical reserves for insurance, pension plan and capitalization operations

(440,098)

(441,907)

Borrowings and onlendings

(297,504)

(484,717)

Securities transactions

Foreign exchange operations
Allowance for loan losses (note 9.d)

Gross Profit from Financial Operations

Other Operating (Expenses) Income
Income from services rendered (note 26)
Income from insurance, pension plan and capitalization operations (note 19.b)

(47,313)

82,898

(2,084,475)

(1,521,976)

5,948,946

5,178,974

(3,892,448)

(3,537,490)

3,353,630

2,836,265

505,012

232,095

Personnel expenses (note 27)

(1,924,924)

(1,926,271)

Other administrative expenses (note 28)

(2,893,721)

(2,609,545)

(883,990)

(728,787)

Tax expenses (note 29)
Investments in affiliates

2,950

3,873

450,110

643,045

(2,501,515)

(1,988,165)

2,056,498

1,641,484

496,143

(46,884)

Income Before Taxes on Income and Profit Sharing

2,552,641

1,594,600

Income and Social Contribution Taxes (note 35)

Other operating income (note 30)
Other operating expenses (note 31)

Income from Operations
Nonoperating (Expenses) Income (note 32)

(230,070)

(9,478)

Provision for income tax

(279,640)

(124,105)

Provision for social contribution tax

(155,059)

(41,500)

204,629

156,127

Profit Sharing

(415,233)

(300,238)

Income Before Minority Interest

1,907,338

1,284,884

(38,859)

(25,026)

1,868,479

1,259,858

Deferred tax credits

Minority Interest
Net Income
The accompanying notes are an integral part of these combined financial statements.
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SANTANDER COMBINED FINANCIAL STATEMENTS

STATEMENTS OF CHANGES IN FINANCIAL POSITION
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(In thousands of Brazilian reais - R$, unless otherwise stated)

Sources of Funds
Adjusted net income
Net income
Adjustments to net income:
Investments in affiliates and subsidiaries
Depreciation and amortization (note 28)
Goodwill amortization (note 31)
Provision for adjustment to residual cost of deferred charges (note 16)
Reversal of allowance for losses on other assets (note 32)
Recognition (reversal) of allowance for losses on other investments
Exchange variation on foreign branches
Capital increase (note 23.d)
Change in deferred income
Minority interest
Revaluation reserve
Corporate restructuring
Adjustment to fair value - securities and derivatives
Funds from third parties
Increase in liabilities
Deposits
Money market funding
Funds from acceptance and issuance of securities
Borrowings and onlendings
Interbank and interbranch accounts
Derivatives
Other payables
Decrease in assets
Interbank investments
Securities and derivatives
Leasing operations
Disposal of permanent assets
Assets not in use
Property and equipment in use
Investments
Uses of Funds
Buyback of shares
Proposed dividends and interest on capital (note 23.b)
Additions
Assets not in use
Property and equipment in use
Investments
Deferred charges
Increase in assets
Interbank investments
Securities and derivatives
Interbank and interbranch accounts
Lending operations
Leasing operations
Other receivables
Other assets
Decrease in liabilities
Money market funding
Interbank and interbranch accounts
Decrease in Cash
Represented By
Cash:
Beginning of period
End of period
Decrease in Cash

2007

2006

38,947,220
2,560,821
1,868,479

25,121,180
1,791,752
1,259,858

(2,950)
418,635
294,551
(13,647)
(4,290)
43
1,494,832
37,370
15,588
191
(8,859)
206,529
34,640,748
16,501,610
7,064,854
481,069
1,702,287
2,553,053
4,700,347
17,963,696
17,963,696
175,442
87,001
45,292
43,149
38,487,567
2,254,844
310,578
69,663
215,648
25,267
429,356
32,799,843
20,087,617
1,345,006
5,029,671
5,535
5,444,917
887,097
2,692,946
2,359,868
333,078
459,653

(3,873)
412,792
126,068
(3,246)
80
73
124,277
3,997
(469)
11
(1,355)
344,495
22,858,472
17,670,173
2,001,577
5,474,578
457,563
2,342,428
334,252
874,271
6,185,504
5,051,079
4,957,529
93,550
137,220
106,498
29,926
796
25,531,036
37
1,152,813
366,936
100,002
253,881
13,053
364,222
23,647,028
11,980,361
408,501
8,379,922
2,392,437
485,807
(409,856)

1,182,576
1,642,229
459,653

1,592,432
1,182,576
(409,856)

The accompanying notes are an integral part of these combined financial statements.
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SANTANDER COMBINED FINANCIAL STATEMENTS

STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(In thousands of Brazilian reais - R$, unless otherwise stated)

CAPITAL RESERVES
CAPITAL

Balances as of December 31, 2005

CAPITAL
INCREASE

TAX
INCENTIVES

GOODWILL
RESERVE

EXCHANGE
MEMBERSHIPS
2,146

6,483,621

414,436

20,977

5,178

Capital increase (note 23.d)

417,636

(293,359)

-

-

-

Corporate restructuring

(40,202)

(1,225)

2,744

-

99

Adjustment to fair value - securities and derivatives

-

-

-

-

-

Stock exchange memberships

-

-

-

-

1,073

Tax incentives

-

-

2,118

-

-

Revaluation reserve

-

-

-

-

-

Buyback of shares

-

-

-

-

-

Cancellation of treasury shares

-

-

-

-

-

Proposed/paid supplementary dividends from retained
earnings (note 23.b)

-

-

-

-

-

-

-

-

-

-

Legal reserve

-

-

-

-

-

Reserve for dividend equalization

-

-

-

-

-

Proposed/paid dividends (note 23.b)

-

-

-

-

-

Net income
Allocations:

-

-

-

-

-

Balances as of December 31, 2006

Proposed/paid interest on capital (note 23.b)

6,861,055

119,852

25,839

5,178

3,318

Capital increase (note 23.d)

1,595,059

(100,227)

-

-

-

Capital increase with reserves (note 23.d)

8,976

-

(2,068)

(5,178)

-

Corporate restructuring

4

7,612

(19,625)

34

-

Adjustment to fair value - securities and derivatives

-

-

-

-

-

Stock exchange memberships

-

-

-

-

(2,568)

Revaluation reserve

-

-

-

-

-

Reserve for dividend equalization (note 23.c)

-

-

-

-

-

Proposed/paid supplementary dividends based on the
reserve for dividend equalization (note 23.b)

-

-

-

-

-

-

-

-

-

-

Legal reserve

-

-

-

-

-

Reserve for dividend equalization (note 23.c)

-

-

-

-

-

Proposed/paid dividends (note 23.b)

-

-

-

-

-

Net income
Allocations:

Proposed/paid interest on capital (note 23.b)
Balances as of December 31, 2007

-

-

-

-

-

8,472,702

-

23,805

-

754

The accompanying notes are an integral part of these combined financial statements
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PROFIT RESERVES
REVALUATION
RESERVE

LEGAL
RESERVE

STATUTORY
RESERVE

RESERVE FOR
DIVIDEND
EQUALIZATION

ADJUSTMENT TO FAIR VALUE SECURITIES
AND DERIVATIVES

TREASURY
SHARES

RETAINED EARNINGS
(ACCUMULATED
DEFICIT)

TOTAL

593

400,890

57,887

-

(215,790)

(12)

367,011

7,536,937

-

-

-

-

-

-

-

124,277

-

58,184

(57,887)

-

95

(1)

36,838

(1,355)

-

-

-

-

344,495

-

-

344,495

-

-

-

-

-

-

-

1,073

-

-

-

-

-

-

-

2,118

(23)

-

-

-

-

-

34

11

-

-

-

-

-

(37)

-

(37)

-

(12)

-

-

-

12

-

-

-

-

-

-

-

-

(476,897)

(476,897)

-

-

-

-

-

-

1,259,858

1,259,858

-

64,243

-

-

-

-

(64,243)

-

-

-

-

368,319

-

-

(368,319)

-

-

-

-

-

-

-

(485,233)

(485,233)

-

-

-

-

-

-

(190,683)

(190,683)

570

523,305

-

368,319

128,800

(38)

78,366

8,114,564

-

-

-

-

-

-

-

1,494,832

-

(1,730)

-

-

-

-

-

-

2

623

-

210

524

-

1,757

(8,859)

-

-

-

-

206,529

-

-

206,529

-

-

-

-

-

-

-

(2,568)

(371)

-

-

-

-

-

562

191

-

-

-

142,860

-

-

(142,860)

-

-

-

-

(511,389)

-

-

-

(511,389)

-

-

-

-

-

-

1,868,479

1,868,479

-

97,520

-

-

-

-

(97,520)

-

-

-

-

2,986

-

-

(2,986)

(1,205,872)

-

-

-

-

-

-

(1,205,872)

-

-

-

-

-

-

(537,583)

(537,583)

201

619,718

-

2,986

335,853

(38)

(37,657)

9,418,324
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FINANCIAL STATEMENTS

SANTANDER COMBINED FINANCIAL STATEMENTS

SUPPLEMENTAL INFORMATION - STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(In thousands of Brazilian reais - R$, unless otherwise stated)

2007

2006

Net Income

1,868,479

1,259,858

Adjustments to net income

3,356,940

2,979,852

Allowance for loan losses (note 9.d)

2,084,475

1,521,976

Technical reserves for insurance, pension plan and capitalization operations

1,165,167

916,338

(38,778)

(55,957)

Cash flows from operating activities

Deferred tax credits (note 35)
Investments in affiliates and subsidiaries

(2,950)

(3,873)

Depreciation and amortization (note 28)

418,635

412,792

-

126,068

Goodwill amortization (note 31)
Provision for adjustment to residual cost of deferred charges (note 16)

294,551

-

Amortization of expenses on banking service exclusivity contracts (note 31)

203,477

45,898

Rversal (recognition) of allowance for losses on other assets (note 32)

(13,647)

(3,246)

Gain (loss) on disposal of assets (note 32)

(19,191)

(4,638)

(773,771)

(1,587)

38,859

25,026

Gain (loss) on disposal of investments (Note 32)
Minority interest
Other
Change in assets and liabities
Decrease (increase) in Interbank investments

113

1,055

(5,090,336)

(5,750,206)

(20,144,630)

4,957,529

Decrease (increase) in securities and derivatives

20,848,560

(10,608,181)

Decrease (increase) in lending operations and leasing operations

(7,327,685)

(9,949,660)

Decrease (increase) in deposits in Central Bank of Brazil

(1,257,826)

(407,828)

Decrease (increase) in other receivables

(5,255,440)

(2,365,720)

Decrease (increase) in other assets

(1,090,580)

(531,963)

Net change in other interbank and Interbranch accounts

(420,258)

333,578

Increase (decrease) in deposits

7,064,854

2,044,605

(2,359,868)

5,474,579

Increase (decrease) in money market funding
Increase (decrease) in funds from acceptance and issuance of securities

481,069

457,563

Increase (decrease) in borrowings and onlendings

1,702,287

2,342,427

Increase (decrease) in other payables

2,631,811

2,498,868

Increase (decrease) in deferred income
Net cash provided by (used in) operating activities

37,370

3,997

135,083

(1,510,496)

Cash flows from investing activities
Acquisition of Investments

(25,267)

(14,778)

(215,457)

(253,881)

Addition to deferred charges

(429,356)

(364,226)

Net cash received from disposal of investments

1,006,235

14,541

104,760

100,053

Purchase of property and equipment in use

Disposal of assets not in use
Disposal of property and equipment in use
Net cash provided by (used in) investing activities

46,724

41,320

487,639

(476,971)

Cash flows from financing activities
Buyback of shares
Capital increase
Increase (decrease) in subordinated debts
Dividends and interest on capital paid
Increase (decrease) in minority interest
Net cash provided by (used in) financing activities
Net increase (decrease) in cash

-

(37)

603,581

124,277

183,586

2,862,861

(957,197)

(1,411,241)

6,961

1,751

(163,069)

1,577,611

459,653

(409,856)

Cash at beginning of year

1,182,576

1,592,432

Cash at end of year

1,642,229

1,182,576

The accompanying notes are an integral part of these combined financial statements.
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SANTANDER COMBINED FINANCIAL STATEMENTS

SUPPLEMENTAL INFORMATION - STATEMENTS OF VALUE ADDED
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(In thousands of Brazilian reais - R$, unless otherwise stated)

2006

2007
Composition of value added
Gross profit from financial operations

5,948,946

5,178,974

Income from services rendered and income from insurance,
pension plan and capitalization operations
Other income and expenses
Total

3,858,642

3,068,360

(4,484,892)

(4,022,702)

5,322,696

4,224,632

Distribution of value added
Employee
Compensation (note 27)

2,071,078

38.9%

1,953,639

1,133,591

1,117,898

Charges

164,235

211,581

Benefits and other

773,252

624,160

Government

1,383,139

26.0%

1,011,135

Tax expenses (note 29)

883,990

Income and social contribution taxes (note 35)

230,070

9,478

INSS (social security contribution)

269,079

272,870

Stockhokders
Dividends and Interest on capital
Reinvestment of profits
Total

1,743,455

46.3%

23.9%

728,787

32.8%

1,743,455

675,916

16.0%

675,916

125,024

2.3%

583,942

13.8%

5,322,696

100.0%

4,224,632

100.0%

The accompanying notes are an integral part of these combined financial statements.
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FINANCIAL STATEMENTS

banco santander s.a.		

NOTES TO THE COMBINED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(Amounts in thousands of Brazilian reais - R$, unless otherwise stated)

1. Operations
Santander operates in Brazil through Banco Santander S.A., Santander Seguros S.A. and other entities, as stated in Note 4. Banco Santander S.A.,
controlled by Banco Santander, S.A. (formerly Banco Santander Central Hispano, S.A.), with headquarters in Spain, is the lead institution of the financial
and non-financial group with the Central Bank of Brazil, established as a corporation, with main offices at Rua Amador Bueno, 474, Santo Amaro,
São Paulo, SP, and operates as a multiple service bank, conducting operations such as commercial, foreign exchange, investment, credit and financing
and mortgage loan portfolios and, through related entities, insurance, pension plan, capitalization, leasing, asset management, and securities and
insurance brokerage operations. Transactions are conducted within the context of a group of financial institutions that operate on an integrated basis
in the financial markets.

2. Corporate Restructuring
On August 31, 2006, the Extraordinary Stockholders' Meetings of Banco Santander Banespa S.A. (successor of Banco Santander Meridional S.A.),
Banco Santander Brasil S.A. (BSB), Banco Santander S.A. (BSSA) and Banco do Estado de São Paulo S.A. - Banespa (Banespa) approved a corporate
restructuring proposal with the merger of the aforementioned banks into Banco Santander Banespa S.A. As a result, the stockholders of BSB, BSSA
and Banespa (Merged Entities) received shares of Banco Santander Banespa S.A. (Merging Entity) and the Merged Entities ceased to exist, with
Banco Santander Banespa S.A. becoming the universal successor of the Merged Entities to all their assets, rights and obligations, and becoming
the lead institution of the financial and non-financial group with the Central Bank of Brazil.
The Extraordinary Stockholders’ Meeting held on April 30, 2007 approved the change of the entity’s name from Banco Santander Banespa S.A.
to Banco Santander S.A.
The Extraordinary Stockholders' Meting held on November 30, 2006 approved the merger of Santander Banespa Companhia de Arrendamento
Mercantil into Santander Brasil Arrendamento Mercantil S.A. The Merged Entity ceased to exist and Santander Brasil Arrendamento Mercantil S.A.
became the successor to all its assets, rights and obligations.
On March 30, 2007, the Extraordinary Stockholders’ Meetings of Santander Brasil Participações e Empreendimentos S.A. and Santander Companhia
Securitizadora de Créditos Financeiros approved the merger of Santander Brasil Participações e Empreendimentos S.A. into Santander Companhia
Securitizadora de Créditos Financeiros. On the same date the change of the name Santander Securitizadora de Créditos Financeiros to Santander
Participações e Serviços S.A. was also approved. On October 10, 2007, the Extraordinary Stockholders’ Meeting approved the change of the entity’s
name to Santander Investimentos em Participações S.A.
The corporate restructuring implemented has resulted in a simplified corporate structure and improved administrative and operating efficiencies.

3. Presentation of Combined Financial Statements
The financial statements of the entities included in the combined financial statements of Santander have been prepared in accordance with accounting
practices established by Brazilian corporate law, standards established by the National Monetary Council (CMN), the Central Bank of Brazil, the Brazilian
Securities Commission (CVM), the National Council of Private Insurance (CNSP) and the Superintendency of Private Insurance (SUSEP), as applicable.
The ownership control, as required by Brazilian corporate law, and the actual operating control, characterized by common management in Brazil or
operation in the Brazilian market under the same brand, were considered in the preparation of the combined financial statements.
In the preparation of the combined financial statements, investments in affiliates, significant balances arising from transactions among domestic
branches, foreign branches and subsidiaries, and unrealized profits between these entities have been eliminated. Minority interest is recorded in
a separate caption in stockholders’ equity and in the statements of income. The balances stated in the jointly-owned subsidiaries’ balance sheets
and statements of income were consolidated in proportion to the interest in the subsidiary.
The information of the leasing company has been reclassified, in order to reflect its financial position in the consolidated financial statements in
conformity with the financial method of accounting for leasing operations.
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The preparation of financial statements requires Management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses
for the reporting periods. Since Management’s judgment involves making estimates concerning the likelihood of future events, actual amounts
could differ from those estimates.
Presented herewith as supplemental information are the statement of cash flows under the indirect method and the statement of value added,
which are not required by Brazilian accounting practices as of December 31, 2007.

4. Entities Included in the Combined Financial Statements

ADJUSTED
STOCKHOLDERS’
EQUITY

TOTAL
ASSETS

NET
INCOME
(LOSS)

DIRECT AND
INDIRECT
INTEREST IN
TOTAL
CAPITAL - %

9,301,432

119,473,873

1,837,948

98.08%

450,561

5,732,950

146,517

99.38%

39,613

60,564

2,184

100.00%

891

2,228

(4,388)

100.00%

Santander Brasil S.A. Corretora de Títulos e Valores Mobiliários

173,969

448,687

124,876

100.00%

Santander S.A. Corretora de Câmbio e Títulos (2)

137,003

382,761

120,837

100.00%

Santander Brasil Arrendamento Mercantil S.A.

480,531

4,151,874

43,601

100.00%

71,295

110,852

19,200

100.00%

59,349

776,170

53,609

100.00%

e de Corretagem de Seguros (4)

47,967

199,796

36,798

100.00%

Santander Brasil Seguros S.A.(5)

50,894

199,640

40,637

100.00%

11,460

19,259

46

100.00%

3,602

3,830

110

100.00%

Indirect subsidiaries - Banco Santander, S.A.
Financial sector
Banco Santander S.A.
Insurance sector
Santander Seguros S.A.
Other sectors
Altec Brasil S.A. (1)
Universia Brasil S.A.
Indirect subsidiaries and jointly-owned subsidiaries
Financial sector

Santander Asset Management Distribuidora de Títulos e Valores Mobiliários Ltda, (3)
Insurance sector
Santander Capitalização S.A.
Santander S.A. - Serviços Técnicos, Administrativos

Other sectors
Produban Serviços de Informática S.A. (6)
Santander Administradora de Consórcios Ltda,(7)
Norchem Participações e Consultoria S.A.
Santander Investimentos em Participações S.A. (8)
Agropecuária Tapirapé S.A.

49,149

116,864

7,830

50.00%

300,392

320,311

162,869

97.69%

6,015

6,080

219

99.07%

(1) Formerly Santander Brasil Investimentos e Serviços S.A.
(2) Formerly Banespa S.A. Corretora de Câmbio e Títulos.
(3) Formerly Santander Banespa Asset Management Distribuidora de Títulos e Valores Ltda.
(4) Formerly Banespa S.A. Serviços Técnicos, Administrativos e de Corretagem de Seguros.
(5) Formerly Santander Banespa Seguros S.A.
(6) Formerly Santander Distribuidora de Títulos e Valores Mobiliários Ltda. On August 31, 2007, the Extraordinary Stockholders' Meeting, approved the conversion from Limited Liability Company to Corporation, the company purpose
and name to Produban Serviços de Informática S.A.
(7) Formerly Santander Banespa Administradora de Consórcios Ltda.
(8) Formerly Santander Companhia Securitizadora de Créditos Financeiros.
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FINANCIAL STATEMENTS

banco santander s.a.		

NOTES TO THE COMBINED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(Amounts in thousands of Brazilian reais - R$, unless otherwise stated)

5. Significant Accounting Practices
a. Results of operations
Determined on the accrual basis of accounting and includes income, charges and monetary or exchange variations earned or incurred through
the balance sheet date, determined on a daily pro rata basis.
For insurance companies, insurance premiums recorded upon issuance of the related policies/invoices are recognized as premiums written.
The respective revenue is deferred on a daily pro rata basis over the insurance policy/invoice period, through the recording of an unearned premium
reserve, calculated based on the net retention of premiums written. Commissions and other acquisition costs are also deferred over the policy/invoice
period. Income from pension plan contributions and capitalization certificates are recorded in income upon receipt.
b. Current and long-term assets and liabilities
Stated at their realizable or settlement amounts, respectively, and include income, charges and monetary or exchange variations earned or incurred
through the balance sheet date, determined on a daily pro rata basis. When applicable, allowances for valuation are recorded to reflect market
or realizable values. The allowance for loan losses is based on analyses of outstanding lending operations (past-due and current), past experience,
future expectations, and specific portfolio risks, as well as on the risk assessment policy of the Bank’s management for recognition of allowances,
including requirements of the National Monetary Council and the Central Bank of Brazil.
Receivables and payables due within 12 months are recorded in current assets and liabilities, respectively, except for trading securities that, regardless
of their maturities, are classified in current assets, in conformity with Central Bank of Brazil Circular No. 3,068/2001.

c. Securities
Securities are presented in accordance with the following recognition and accounting valuation criteria:
I. Trading securities.
II. Available-for-sale securities.
III. Held-to-maturity securities.
“Trading securities” include securities acquired for the purpose of being actively and frequently traded and “Held-to-maturity securities” include those
which the Bank intends to maintain in its portfolio to maturity. “Available-for-sale securities” include those which cannot be classified in categories
I and III. Securities classified in categories I and II are stated at cost plus income earned through the balance sheet date, calculated on a daily pro rata
basis, and adjusted to fair value, reflecting the increase or decrease arising from this adjustment in:
(1) The related income or expense account, in income for the period, when related to securities classified as “Trading securities”, net of tax effects.
(2) Separate caption in stockholders’ equity, when related to securities classified as “Available-for-sale securities”, net of tax effects. The adjustments
to fair value on sale of these securities are transferred to income for the period.
Securities classified as “Held-to-maturity securities” are stated at cost, plus income earned through the balance sheet date, calculated on a daily pro
rata basis, and recorded in income for the period; provisions for losses are recognized whenever there are permanent losses on the realizable value
of these securities.
d. Derivatives
Derivatives designated as hedge may be classified as:
I. Market risk hedge.
II. Cash flow hedge.
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Derivatives designated as hedge and the respective hedged items are adjusted to fair value, considering the following:
(1) For those classified in category I, the increase or decrease is recorded in income or expense for the period, net of tax effects.
(2) For those classified in category II, the increase or decrease is recorded in a separate caption in stockholders’ equity, net of tax effects.
e. Prepaid expenses
Funds used in advance payments, whose benefits or provision of services will occur in future years, are recorded as “prepaid expenses” and allocated
to income over the term of the respective agreements.
f. Permanent assets
Stated at cost and include:
f1. Investments
Adjustments to investments in affiliates are determined under the equity method of accounting and recorded as investments in affiliates.
Other investments are stated at cost, reduced to fair value, when applicable.
f2. Property and equipment
Depreciation of property and equipment is determined under the straight-line method at the following annual rates: buildings - 4%, installations,
furniture, equipment in use, communication and security systems - 10%, and data processing systems and vehicles - 20%.
f3. Deferred charges
Costs classified under deferred charges are amortized over a maximum period of 5 years when related to the acquisition and development
of software, and 10 years for other costs, considering the benefit period of the expense and the terms of rental contracts.
Goodwill on investment acquisition and its respective reduction account, reserve for maintenance of integrity of the merging entity’s stockholders’
equity, are amortized over a period of up to 10 years, based on expected future earnings.
g. Technical reserves for insurance, pension plan and capitalization operations
Technical reserves are calculated and recorded as established by CNSP Resolutions No. 139/2005 and No. 162/2006 as amended by CNSP Resolution
No. 181 of December 17, 2007.
g1. Insurance and pension plan
I. Unearned premium reserve
The unearned premium reserve is composed of retained premiums calculated on a daily pro rata basis over the unelapsed period of the policies.
Also according to the above-mentioned resolutions, a premium deficiency reserve must be recorded whenever actuarial calculations indicate
insufficient reserve for unearned premium.
II. Reserve for claims incurred but not reported - IBNR reserve
The reserve for claims incurred but not reported is recorded based on a technical actuarial note or historical estimate between the date of
occurrence and the date of reporting of claims, in accordance with CNSP Resolution No. 162/2006 for insurance and Susep Circular No. 288/2005
for pension plan. The reserve for Insurance Against Personal Injury Caused by Automotive Land Vehicles (DPVAT), included in the balance of the
reserve for claims incurred but not reported, is recorded based on information provided by the management of DPVAT agreement of the Brazilian
Federation of Insurance and Capitalization Companies (Fenaseg). In December 2007, DPVAT began to be managed by Seguradora Líder - DPVAT.
III. Reserve for unsettled claims
The reserve for unsettled claims is calculated on an estimated basis, considering the notices of claims received according to the Company’s
experience for each insurance line, net of recoveries of ceded coinsurance and reinsurance.
IV. Mathematical reserves and vested (unvested) benefits
The mathematical reserves for vested benefits represent obligations assumed in the form of annuity and lump sum plans, determined by means
of actuarial calculations for regular and other plans (PGBL and VGBL). The mathematical reserves for unvested benefits are based on contributions
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FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(Amounts in thousands of Brazilian reais - R$, unless otherwise stated)

collected under the capitalization system.
g2. Capitalization
The technical reserve for capitalization operations is determined by a percentage applied to the amounts received from underwriters, as established
in the technical actuarial note of each product and in the general conditions of each proposal, adjusted monthly by the basic prime rate (TR)
applied to savings deposits and capitalized at the rate of 0.5% per month, and may be redeemed under the conditions described in the respective
capitalization certificate. Monetary adjustment and interest on technical reserves are recorded as monetary expenses.
h. Pension plan
The actuarial liabilities related to pension plans are recorded based on an actuarial study made by independent actuaries in accordance with CVM
Resolution No. 371/2000.
Expenses related to sponsors’ contributions to the plans are recognized on the accrual basis.
i. Contingent assets and liabilities and legal obligations
i1. Contingent assets
Contingent assets are not recorded, except when there are real guarantees or unappealable court decisions, for which a favorable outcome
is practically certain. Contingent assets whose likelihood of favorable outcome is probable, if any, are only disclosed in the financial statements.
i2. Contingent liabilities
Contingent liabilities are recorded based on the nature, complexity and history of lawsuits, and on the opinion of the in-house and outside legal
counsel when the risk of loss on the administrative or judicial proceeding is considered as probable and the amounts can be reasonably determined.
i3. Legal obligations - tax and social security
Refer to lawsuits challenging the legality or constitutionality of tax obligations that, irrespective of the evaluation of their likelihood of favorable
outcome, are fully recognized in the financial statements, except for cases that Management considers, based on experts’ evaluation and the status
of the lawsuit, will not produce effects on the balance sheet.
j. Deferred income
Refers to income received before the completion of the term of the obligation that gave rise to it, including non-refundable income, mainly related
to guarantees and collaterals provided and credit card annual fees. Deferred income is recorded in income over the term of the respective agreements.
k. Income and social contribution taxes
Income tax is calculated at the rate of 15% plus a 10% surtax; social contribution tax is calculated at the rate of 9%, after adjustments determined
by tax legislation. Deferred tax assets and liabilities are computed basically on certain temporary differences between the book and tax basis of assets
and liabilities, tax losses, and adjustments to fair value of securities and derivatives.
According to Central Bank of Brazil Circular No. 3,171/2002, CVM Resolution No. 273/1998, CVM Instruction No. 371/2002, and SUSEP Circular
No. 295/2005, the expected realization of tax credits, as shown in note 12, is based on the projection of future income and a technical study.
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2007
UP TO
3 MONTHS
Money market investments

FROM 3 TO
12 MONTHS

2006

OVER
12 MONTHS

TOTAL

TOTAL

21,929,663

-

-

21,929,663

3,268,810

2,539,458

-

-

2,539,458

1,362,171

417,315

-

-

417,315

83

1,059,812

-

-

1,059,812

1,287,992

966,696

-

-

966,696

387

95,635

-

-

95,635

73,709

Third-party portfolio

19,390,205

-

-

19,390,205

1,906,639

Treasury bills

11,654,363

-

-

11,654,363

1,922

7,735,842

-

-

7,735,842

1,904,717

Own portfolio
Treasury bills
National Treasury bills
National Treasury notes
Securities issued abroad by the Brazilian government

National Treasury bills
Interbank deposits
Foreign-currency investments
Provision for losses
Total

303,000

742,190

647,701

1,692,891

1,184,240

1,774,604

-

-

1,774,604

856,491

-

-

(200)

(200)

(200)

24,007,267

742,190

647,501

25,396,958

5,309,341

24,749,457

4,727,095

647,501

582,246

2007

2006

Current
Long-term

7. SECurITIES

EFFECT OF ADJUSTMENT TO
FAIR VALUE ON

CATEGORIES
COST
Trading securities

INCOME

EQUITY

CARRYING
AMOUNT

CARRYING
AMOUNT

14,945,083

(15,927)

-

14,929,156

25,999,826

Government Securities

9,388,279

(105,107)

-

9,283,172

20,777,875

Private Securities

5,556,804

89,180

-

5,645,984

5,221,951

Available-for-sale securities

6,966,999

-

500,979

7,467,978

12,358,178

Government Securities

5,122,807

-

161,383

5,284,190

10,250,569

Private Securities

1,844,192

-

339,596

2,183,788

2,107,609

Held-to-maturity securities

766,565

-

-

766,565

5,012,946

Government Securities

766,565

-

-

766,565

4,973,330

-

-

-

-

39,616

22,678,647

(15,927)

500,979

23,163,699

43,370,950

3,416,973

1,173,418

500,979

26,580,672

44,544,368

20,132,018

32,798,119

Private Securities
Subtotal
Derivatives (Assets) (Note 33)
Total

3,093,069

323,904

25,771,716

307,977

Current
Long-term

6,448,654

11,746,249

(4,564,131)

(2,011,078)

Current

(3,226,346)

(1,360,938)

Long-term

(1,337,785)

(650,140)

Derivatives (Liabilities) (Note 33)

(4,340,703)

(223,428)
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2007

2006

COST

ADJUSTMENT
TO FAIR
VALUE INCOME

CARRYING
AMOUNT

CARRYING
AMOUNT

9,388,279

(105,107)

9,283,172

20,777,875

16,371

(2)

16,369

48,963

102,284

846

103,130

341,498

42,858

(1,982)

40,876

6,224

-

-

-

1,196

National Treasury bills

3,177,833

(17,751)

3,160,082

16,122,470

Treasury bills

1,513,130

205

1,513,335

441,650

National Treasury notes - NTN B

2,834,468

(45,493)

2,788,975

2,375,061
309,948

TRADING SECURITIES

Government Securities
Brady bonds
Global 40
Treasury certificates
Securitized credit

National Treasury notes - NTN C (2)

770,868

1,897

772,765

National Treasury notes - NTN D

17,255

23

17,278

21,884

National Treasury notes - NTN F

708,847

(29,929)

678,918

761,210

Agricultural debt securities
Private Securities
Shares

204,365

(12,921)

191,444

347,771

5,556,804

89,180

5,645,984

5,221,951

219,603

81,553

301,156

740,769

4,533,238

-

4,533,238

3,582,957

Receivables Investment Fund (3)

280,812

-

280,812

550,586

Investment fund shares

319,149

-

319,149

242,904

22,047

(19)

22,028

-

159,310

6,386

165,696

75,882

Investment fund shares for guarantee of PGBL/VGBL benefit plans

Certificates of real estate receivables - CRI
Debentures
Eurobonds
Total

22,645

1,260

23,905

28,853

14,945,083

(15,927)

14,929,156

25,999,826

2007
TRADING SECURITIES

WITHOUT
MATURITY

UP TO
3 MONTHS

FROM 3 TO
12 MONTHS

FROM 12 TO
36 MONTHS

OVER
36 MONTHS

Government securities

-

929,178

2,542,040

3,022,966

2,788,988

Brady bonds

-

350

-

-

16,019

Global 40

-

3,898

183

17

99,032

Treasury certificates

-

-

-

-

40,876

National Treasury bills

-

681,235

1,068,376

1,410,471

-

Treasury bills

-

132,002

654,942

569,973

156,418

National Treasury notes - NTN B

-

25,493

8,779

976,653

1,778,050

National Treasury notes - NTN C (2)

-

1,685

750,289

-

20,791

National Treasury notes - NTN D

-

883

16,395

-

-

National Treasury notes - NTN F

-

35,655

-

7,194

636,069

Agricultural debt securities
Private Securities
Shares

-

47,977

43,076

58,658

41,733

5,153,543

114

81,865

227,949

182,513

301,156

-

-

-

-

Investment fund shares for guarantee of
PGBL/VGBL benefit plans
Receivables Investment Fund (4)
Investment fund shares

4,533,238

-

-

-

-

-

-

49,680

187,430

43,702

319,149

-

-

-

-

Certificates of real estate receivables - CRI

-

-

5,395

-

16,633

Debentures

-

-

2,999

40,519

122,178

Eurobonds

-

114

23,791

-

-

5,153,543

929,292

2,623,905

3,250,915

2,971,501

Total
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2007

2006

COST

ADJUSTMENT
TO FAIR
VALUE INCOME

CARRYING
AMOUNT

CARRYING
AMOUNT

5,122,807

161,383

5,284,190

10,250,569

1,945

(125)

1,820

4,318

-

-

-

205,406

Treasury certificates (1)

58,392

4,609

63,001

74,433

Securitized credit

50,916

170

51,086

71,370

National Treasury bills

284,303

(1,162)

283,141

780,981

Treasury bills

534,721

24

534,745

1,153,596

National Treasury notes - NTN A

116,581

(2,612)

113,969

121,323

National Treasury notes - NTN B

1,245,401

(46,762)

1,198,639

2,865,304

511,904

235,651

747,555

581,411

2,314,446

(28,283)

2,286,163

4,281,867

AVAILABLE-FOR-SALE SECURITIES

Government Securities
National Treasury bonds
Global 40

National Treasury notes - NTN C (2)
National Treasury notes - NTN F
National Treasury notes - NTN P
Agricultural debt securities
Private Securities
Shares (3)
Investment fund shares
Debentures
Eurobonds
Promissory notes
Certificates of real estate receivables - CRI
Total

91

(19)

72

67

4,107

(108)

3,999

110,493

1,844,192

339,596

2,183,788

2,107,609

784,274

311,063

1,095,337

756,337

-

-

-

1,462

609,193

18,333

627,526

821,893

2,032

-

2,032

-

221,129

-

221,129

257,062

227,564

10,200

237,764

270,855

6,966,999

500,979

7,467,978

12,358,178

2007
AVAILABLE-FOR-SALE SECURITIES

WITHOUT
MATURITY

UP TO
3 MONTHS

FROM 3 TO
12 MONTHS

FROM 12 TO
36 MONTHS

OVER
36 MONTHS

Government Securities

-

668,511

505,484

699,131

3,411,064

National Treasury bonds

-

936

884

-

-

Treasury certificates (1)

-

-

-

-

63,001

Securitized credit

-

-

49,879

-

1,207

National Treasury bills

-

200,000

19,482

63,659

-

Treasury bills

-

76,615

424,645

22,799

10,686

National Treasury notes - NTN A

-

-

875

-

113,094

National Treasury notes - NTN B

-

1,163

7,879

93,399

1,096,198

National Treasury notes - NTN C (2)

-

12,744

472

-

734,339

National Treasury notes - NTN F

-

376,408

-

518,037

1,391,718

National Treasury notes - NTN P

-

-

-

-

72

Agricultural debt securities

-

645

1,368

1,237

749

Private Securities

1,095,337

32,974

266,558

266,322

522,597

Shares (3)

1,095,337

-

-

-

-

Debentures

-

7,958

27,075

266,322

326,171

Eurobonds

-

1,066

966

-

-

Promissory notes

-

-

221,129

-

-

Certificates of real estate receivables - CRI

-

23,950

17,388

-

196,426

1,095,337

701,485

772,042

965,453

3,933,661

Total
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bANCo SANTANdEr S.A.

NoTES To THE CoMbINEd FINANCIAL STATEMENTS
For THE YEArS ENdEd dECEMbEr 31, 2007 ANd 2006
(Amounts in thousands of brazilian reais - r$, unless otherwise stated)

HELD-TO-MATURITY SECURITIES

(5)

Government Securities

2007

2006

COST/CARRYING
AMOUNT

COST/CARRYING
AMOUNT

766,565

Treasury certificates (1)

-

National Treasury notes - NTN B

-

National Treasury notes - NTN C (2)

766,565

Private Securities

-

Bank certificates of deposit

-

Total

766,565

4,973,330
443,916
4,483
4,524,931
39,616
39,616
5,012,946

2007
HELD-TO-MATURITY SECURITIES

UP TO 3
MONTHS

OVER
36 MONTHS

Government Securities

19,875

746,690

National Treasury notes - NTN C (2)

19,875

746,690

Total

19,875

746,690

(5)

(1) The treasury certificates are held in custody of the Clearinghouse for the Custody and Financial Settlement of Securities (CETIP) and are monetarily adjusted based on the domestic general price index (IGP-DI) plus interest of 12% per year.
(2) Monetarily adjusted based on the general market price index (IGP-M) plus interest of 12% per year, payable semiannually through January 1, 2031.
(3) Refers principally to shares of CESP - Cia. Energética de São Paulo - R$1,070,309 (2006 - R$743,793).
(4) Receivables Investment Fund (FIDC) shares are calculated based on the value of the receivables and other financial assets in the respective portfolios, less respective provisions that take into consideration aspects related to the debtors,
their guarantors and the corresponding transaction’s characteristics, according to accounting standards and practices for evaluating credits, and are not adjusted to fair value.
(5) The fair value of Held-to-Maturity Securities as of December 31, 2007 is R$1,163,274 (2006 - R$6,333,947).

In accordance with Central Bank of Brazil Circular No. 3068/2001, article 8, Santander has the positive intent and ability to hold to maturity the
securities classified as Held-to-Maturity Securities. In January 2007, due to the transfer of pension benefit obligations, R$3,478,816 of securities
classified as held-to-maturity securities were transferred to Banesprev - Fundo Banespa de Seguridade Social (Banesprev), and R$573,191 was
reclassified to available-for-sale securities (Note 34.a). The total amount of Held-to-Maturity Securities transferred to Banesprev was fully classified
in current assets as of December 31, 2006.
The fair value of securities is computed based on the average quotation on organized markets and their estimated cash flows, discounted to present
value using the applicable interest rate, which are considered representative of the market conditions at the balance sheet date.
The principal interest rates are obtained from futures and swap contracts traded on the Commodities and Futures Exchange (BM&F). Adjustments
to these curves are made whenever certain points are considered illiquid or, for unusual reasons, they do not fairly represent market conditions.
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8. INTErbANK ACCouNTS
Composed of restricted deposits with the Central Bank of Brazil to meet compulsory obligations for demand deposits, savings deposits and time
deposits, and payments and receipts pending settlement, represented by checks and other documents sent to clearinghouses (assets and liabilities).

9. CrEdIT porTFoLIo ANd ALLoWANCE For LoSSES
a. Credit portfolio
2007

2006

Lending operations

39,339,900

34,107,763

Loans and discounted receivables

19,168,726

16,873,451

Financing

15,294,808

13,322,894

Rural, agricultural and industrial financing

2,842,223

2,595,640

Real estate financing

1,996,278

1,232,424

Securities financing

23,145

60,694

Infrastructure and development financing

14,720

22,660

402,206

402,284

Advances on foreign exchange contracts (1)

1,773,786

1,525,914

Other receivables (2)

2,208,745

1,472,855

Total

43,724,637

37,508,816

Current

24,468,279

20,778,126

Long-term

19,256,358

16,730,690

Leasing operations

(1) Classified as a reduction of “Other payables”.
(2) Include receivables for guarantees honored, debtors for purchase of assets, notes and credits receivable (basically credit cards and rural product notes - CPR), income receivable from advances on foreign exchange contracts, and receivables
from export contracts.

b. Credit portfolio by business sector
2007

2006

Private sector

43,555,357

37,337,944

Industrial

10,949,547

10,424,303

3,571,602

3,624,999

Commercial
Financial institutions
Services and other
Individuals

86,409

115,708

8,244,312

7,043,614

15,867,927

12,302,955

Housing

1,993,337

1,230,725

Rural

2,842,223

2,595,640

Public sector

169,280

170,872

Federal

104,250

137,994

State

47,763

4,977

Municipal

17,267

27,901

43,724,637

37,508,816

Total
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For THE YEArS ENdEd dECEMbEr 31, 2007 ANd 2006
(Amounts in thousands of brazilian reais - r$, unless otherwise stated)

c. Classification of credit portfolio by risk level and respective allowance for loan losses
BALANCE

ALLOWANCE REQUIRED

RISK
LEVEL

MINIMUM
ALLOWANCE
REQUIRED (%)

2007

2006

CURRENT

PAST DUE (1)

TOTAL

TOTAL

2007

2006

AA
A
B
C
D
E

0.50%
1%
3%
10%
30%

24,954,190
13,543,167
219,755
505,366
1,201,640
24,711

314,312
409,398
644,454
241,655

24,954,190
13,543,167
534,067
914,764
1,846,094
266,366

22,209,452
11,454,383
717,474
877,240
454,377
214,048

67,716
5,340
27,443
184,609
79,910

57,272
7,175
26,317
45,438
64,214

F

50%

22,908

301,350

324,258

207,843

162,129

103,922

G
H

70%
100%

4,852
34,882

205,165
1,096,832

210,017
1,131,714

187,376
1,186,623

147,012
1,131,714

131,163
1,186,623

40,511,471

3,213,166

43,724,637

37,508,816

1,805,873

1,622,124

24,468,279
19,256,358

20,778,126
16,730,690

238,905
1,566,968

256,066
1,366,058

2007

2006

1,622,124

1,197,296

2,084,475
(1,900,327)
(399)
1,805,873
494,578

1,521,976
(1,097,119)
(29)
1,622,124
355,003

Total
Current
Long-term
(1) Includes current and past-due operations

d. Changes in allowance for loan losses

Balances as of January 1
Allowances recognized
Write-offs
Other changes
Balances as of December 31
Recoveries (1)

(1) Recoveries are recorded in Income from Lending and Leasing Operations. Recoveries include a credit assignment without co-obligation, related to operations previously written off to loss, in the amount of R$ 100,320 (2006 - R$ 28,198).

10. ForEIgN EXCHANgE porTFoLIo
2007

2006

5,487,310
5,088,677
(73,296)
39,511
3,979
10,546,181

3,214,229
2,900,291
(206,095)
29,749
2,843
5,941,017

Current

8,401,776

4,466,491

Long-term

2,144,405

1,474,526

5,907,613
4,810,724
(1,773,786)
33,555
309
8,978,415
6,828,883
2,149,532

3,344,623
2,788,026
(1,525,914)
2,027
1,020
4,609,782
3,201,592
1,408,190

Memorandum accounts
Open import credits

463,529

292,355

Confirmed export credits

103,269

163,208

Assets
Exchange purchased pending settlement
Rights to foreign exchange sold
Advances in local currency
Income receivable from advances
Term bills in foreign currency
Total

Liabilities
Foreign exchange purchased
Exchange sold pending settlement
Advances on foreign exchange contracts
Liabilities for sales made
Payables in foreign currencies
Total
Current
Long-term
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11. TrAdINg ACCouNT
2007

2006

Debtors pending settlement

306,893

175,450

Transactions pending settlement

190,867

14,116

77,663

214,773

7,045

19,047

Assets

Stock exchanges - guarantee deposits
Clearinghouse transactions
Other

83

411

Total

582,551

423,797

Current

582,551

423,797

Creditors pending settlement

128,592

190,358

Transactions pending settlement

117,637

42,862

Creditors for loan of shares

97,303

306,587

Clearinghouse transactions

142,749

36,088

Liabilities

Commissions and brokerage fees payable

2,643

4,140

Total

488,924

580,035

Current

447,327

417,722

41,597

162,313

Long-term

12. TAX CrEdITS
a. Nature and origin of recorded tax credits

Allowance for loan losses

12/31/2006

RECOGNITION

REALIZATION

12/31/2007
713,226

739,091

278,337

(304,202)

Reserve for civil contingencies

72,649

40,568

(40,759)

72,458

Reserve for tax contingencies

496,272

114,553

(14,076)

596,749
357,392

Reserve for labor contingencies

315,348

342,054

(300,010)

Reserve for maintenance of integrity of stockholders’ equity

667,456

-

(300,407)

367,049

Adjustment to fair value of trading securities and derivatives

137,802

267,280

(1,159)

403,923

Accrual for pension plan

887,141

22,047

(847,020)

62,168

Other temporary provisions

298,787

452,735

(80,059)

671,463

3,614,546

1,517,574

(1,887,692)

3,244,428

Tax loss carryforwards

261,546

204,316

(11,426)

454,436

Social contribution tax - Executive Act No. 2158/2001

720,817

-

(18,796)

702,021
4,400,885

Total tax credits on temporary differences

Total tax credits
Unrecorded tax credits
Subtotal - recorded tax credits
Adjustment to fair value of available-for-sale securities

4,596,909

1,721,890

(1,917,914)

(1,053,310)

(15,309)

397,187

(671,432)

3,543,599

1,706,581

(1,520,727)

3,729,453
42,433

59,270

-

(16,837)

Deferred income from derivatives

43

-

(25)

18

Total recorded tax credits, net

3,602,912

1,706,581

(1,537,589)

3,771,904

Current

1,251,440

1,068,388

Long-term

2,351,472

2,703,516
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banco santander s.a.		

NOTES TO THE COMBINED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
(Amounts in thousands of Brazilian reais - R$, unless otherwise stated)

Allowance for loan losses

12/31/2005

RECOGNITION

REALIZATION

12/31/2006

624,661

261,879

(147,449)

739,091

Reserve for civil contingencies

68,903

10,597

(6,851)

72,649

Reserve for tax contingencies

460,667

82,119

(46,514)

496,272

Reserve for labor contingencies

344,038

1,361

(30,051)

315,348

Reserve for maintenance of integrity of stockholders’ equity

888,488

-

(221,032)

667,456

Adjustment to fair value of trading securities and derivatives

113,884

56,879

(32,961)

137,802

Accrual for pension plan

862,757

244,595

(220,211)

887,141

Other temporary provisions

352,507

118,644

(172,364)

298,787

3,715,905

776,074

(877,433)

3,614,546

Tax loss carryforwards

392,089

58,171

(188,714)

261,546

Social contribution tax - Executive Act No. 2158/2001

771,088

7,415

(57,686)

720,817

4,879,082

841,660

(1,123,833)

4,596,909

(1,495,357)

(14,978)

457,025

(1,053,310)

3,383,725

826,682

(666,808)

3,543,599

2,050

83

(2,133)

-

188,555

15,311

(144,596)

59,270

Total tax credits on temporary differences

Total tax credits
Unrecorded tax credits
Subtotal - recorded tax credits
Insufficient depreciation of leased assets
Adjustment to fair value of available-for-sale securities
Deferred income from derivatives

-

2,511

(2,468)

43

Total recorded tax credits, net

3,574,330

844,587

(816,005)

3,602,912

Tax credits are recorded in accordance with the rules of the Central Bank of Brazil and the Superintendency of Private Insurance and adjusted according
to their expected realization and respective present value, as shown below:
b. Expected realization of recorded tax credits

YEAR

TEMPORARY
DIFFERENCES
IRPJ

TEMPORARY
DIFFERENCES
CSLL

TAX LOSS
CARRYFORWARDS

2008

891,404

309,018

2009

481,985

161,625

2010

759,996

2011

CSLL 18%

TOTAL

RECORDED

143,875

36,327

1,380,624

1,068,388

303,709

122,376

1,069,695

1,015,482

254,630

2,736

47,540

1,064,902

888,903

125,528

37,563

2,496

96,690

262,277

257,532

2012

78,460

11,865

1,620

92,785

184,730

144,432

2013 to 2015

73,743

20,316

-

264,878

358,937

313,291

2016 to 2017

5,968

-

-

41,425

47,393

41,425

2018 to 2020

8,952

-

-

-

8,952

-

2021 to 2022

5,968

-

-

-

5,968

-

After 2022
Total

17,407

-

-

-

17,407

-

2,449,411

795,017

454,436

702,021

4,400,885

3,729,453

IRPJ - Corporate income tax
CSLL - Social contribution tax

Due to differences between accounting, tax and corporate criteria, the expected realization of tax credits should not be taken as indicative of future
net income.
The expected realization does not consider the tax credit of the adjustment to fair value of available-for-sale securities, insufficient depreciation of leased
assets and deferred income from derivatives.
c. Present value of deferred tax credits
The present value of total tax credits is R$3,855,881 (2006 - R$3,813,709) and the present value of recorded tax credits is R$3,234,708 (2006 R$2,969,980), calculated taking into account the expected realization of temporary differences, tax loss carryforwards, and social contribution tax
at the rate of 18% (Executive Act No. 2158/2001) and the average funding rate projected for the corresponding periods.
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13. oTHEr rECEIVAbLES - oTHEr
2007

2006

Tax claims

1,282,922

1,145,682

Labor claims

1,081,035

1,163,007

293,135

205,788

Escrow deposits for

Other
Contract guarantees - former controlling stockholders (Note 22.h)
Credit cards

888,191

901,281

1,535,054

1,041,176

Receivables from export contracts

156,820

88,865

Rural product notes

191,749

195,083

Receivables

233,700

22,303

Debtors for purchase of assets

51,353

92,038

Recoverable taxes

210,442

484,795

Reimbursable payments

187,389

188,837

34,410

23,890

Salary advances/other
Other Receivables

4,879

7,232

Tax incentive options

1,028

11,004

Other debtors

27,260

54,820

Total

6,179,367

5,625,801

Current

2,083,838

1,752,257

Long- term

4,095,529

3,873,544

14. oTHEr ASSETS
a. Other Assets
Refer principally to assets not in use, composed of real estate and vehicles received in settlement of liabilities in the amount of R$32,000
(2006 - R$32,000), net of allowance for valuation, and temporary investments in the amount of R$9,420 (2006 - R$11,431), net of allowance
for investment losses.
b. Prepaid Expenses
2007
Exclusivity contracts for provision of banking services (1)
Commissions on placement of funding
Other
Total
Current
Long-term

2006

1,407,604
49,085
149,817
1,606,506
441,374
1,165,132

578,686
79,183
46,095
703,964
229,373
474,591

(1) Refers to commercial partnership contracts with the private and public sectors to assure exclusivity for banking services of payroll credit processing and payroll loans, maintenance of collection portfolio, supplier payment services and other
banking services. These contracts are usually effective for 3 to 5 years.

15. propErTY ANd EQuIpMENT

2007

2006

COST

DEPRECIATION

NET

NET

Real estate

324,066

(181,191)

142,875

121,157

Buildings

237,036

(181,191)

55,845

44,143

87,030

-

87,030

77,014

1,477,563

(905,051)

572,512

571,977

Installations, furniture and equipment

415,095

(200,506)

214,589

216,842

Security and communication equipment

159,767

(88,569)

71,198

72,625

Data processing equipment

882,679

(614,634)

268,045

279,194

Land
Other

Other

20,022

(1,342)

18,680

3,316

Total

1,801,629

(1,086,242)

715,387

693,134
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16. dEFErrEd CHArgES

COST
Goodwill from merger

AMORTIZATION

2007

2006

NET

NET

492,577

(492,577)

-

-

556,774

(219,785)

336,989

325,441

Acquisition and development of software (1)

896,957

(512,366)

384,591

554,875

Other

137,510

(36,429)

101,081

81,805

Total

2,083,818

(1,261,157)

822,661

962,121

Leasehold improvements

(1)

(1) As a result of the conclusion of the legal merger process and the adoption of the global brand Santander, Management recorded in 2007 a provision for residual costs of deferred charges in the amount of R$294,551, recorded in Nonoperating
(Expenses) Income.

As of December 31, 2007, the goodwill related to the merger and other events amounted to R$1,079,556 (2006 - R$1,962,529) and was fully offset
against the reserve for maintenance of integrity of the merging company’s stockholders’ equity, and R$882,973 (2006 - R$694,663) of amortization
expense and the same amount of income from reversal of reserve were recorded in income.

17. MoNEY MArKET FuNdINg ANd borroWINgS ANd oNLENdINgS

WITHOUT
MATURITY
Deposits

2007

2006

UP TO 3
MONTHS

FROM 3 TO
12 MONTHS

OVER 12
MONTHS

TOTAL

TOTAL

13,702,938

6,267,751

8,436,352

10,403,379

38,810,420

31,745,566

Money market funding

-

19,700,390

951,692

2,462,758

23,114,840

25,474,708

Funds from acceptance and issuance of securities

-

537,806

605,482

773,114

1,916,402

1,435,333

Borrowings and onlendings

-

3,847,347

4,533,373

3,282,208

11,662,928

9,960,641

13,702,938

30,353,294

14,526,899

16,921,459

75,504,590

68,616,248

Current

58,583,131

52,971,790

Long-term

16,921,459

15,644,458

Total

a. Deposits

WITHOUT
MATURITY

2007

2006

UP TO 3
MONTHS

FROM 3 TO 12
MONTHS

OVER 12
MONTHS

TOTAL

TOTAL

Demand deposits

6,243,278

-

-

-

6,243,278

4,728,481

Savings deposits

6,288,137

-

-

-

6,288,137

5,061,171

-

179,471

127,486

2,714

309,671

251,435

774,256

6,088,280

8,308,866

10,400,665

25,572,067

21,387,874

Interbank deposits
Time deposits
Other deposits

397,267

-

-

-

397,267

316,605

13,702,938

6,267,751

8,436,352

10,403,379

38,810,420

31,745,566

Current

28,407,041

23,050,938

Long-term

10,403,379

8,694,628

Total
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b. Money market funding

Own portfolio
Third parties
Linked to trading portfolio operations
Total

UP TO 3
MONTHS

FROM 3 TO
12 MONTHS

OVER 12
MONTHS

2007

2006

TOTAL

TOTAL
16,829,288

372,715

951,692

2,462,758

3,787,165

19,327,675

-

-

19,327,675

1,641,290

-

-

-

-

7,004,130

19,700,390

951,692

2,462,758

23,114,840

25,474,708

20,652,082

22,958,026

2,462,758

2,516,682

Current
Long-term

c. Funds from acceptance and issuance of securities
ISSUANCE
Eurobonds (1)

MATURITY

CURRENCY

INTEREST RATE

2007

2006

November-05

May-09

R$

IPCA + 6.00%

189,423

174,199

Eurobonds

April-05

April-08

R$

17.65%

168,456

164,378

Eurobonds (1)

April-06

August-10

R$

IPCA + 6.00%

136,369

126,362

March-07

January-14

R$

10.00%

112,919

-

December-07

January-08

R$

67.00% CDI

103,266

-

Eurobonds
Structured Notes
Eurobonds

July-05

July-08

US$

5.00%

101,120

119,634

Eurobonds (1)

December-05

May-09

R$

IPCA + 6.00%

80,699

74,287

Structured Notes

December-07

January-08

R$

70.80% CDI

79,082

-

February-06

August-24

R$

IPCA + 6.00%

73,404

68,982

December-07

January-08

R$

71.00% CDI

57,096

-

January-06

May-09

R$

IPCA + 6.00%

56,734

52,350
43,962

Eurobonds

(1)

Structured Notes
Eurobonds (1)
Eurobonds (1)

May-06

August-10

R$

IPCA + 6.00%

47,460

Eurobonds

November-07

March-08

US$

4.95%

41,139

-

Structured Notes

December-06

January-07

R$

90.50% CDI

-

51,469

Others
Securities issued abroad
Real estate credit notes

241,592

406,124

1,488,759

1,281,747

427,643

153,586

Total

1,916,402

1,435,333

Current

1,143,288

257,400

773,114

1,177,933

2007

2006
TOTAL

Long-term
(1) Indexed Linked Sovereign Notes

d. Borrowings and onlendings

UP TO 3
MONTHS

FROM 3 TO
12 MONTHS

OVER 12
MONTHS

TOTAL

Foreign borrowings

3,176,339

3,289,409

816,788

7,282,536

5,968,648

Import and export financing lines

2,836,499

2,697,451

698,695

6,232,645

5,552,783

Other credit lines

339,840

591,958

118,093

1,049,891

415,865

Domestic onlendings

671,008

1,243,964

2,465,420

4,380,392

3,991,993

3,847,347

4,533,373

3,282,208

Total

11,662,928

9,960,641

Current

8,380,720

6,705,426

Long-term

3,282,208

3,255,215
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Export and import financing lines are funds raised from foreign banks, for use in commercial foreign exchange transactions, related to the discounting
of export bills and export and import pre-financing, falling due through 2014 and subject to financial charges corresponding to exchange variation plus
interest ranging from 0.25% to 7.40% p.a. (2006 - from 0.15% to 10.95% p.a.).
Domestic onlendings - official institutions are subject to financial charges corresponding to the Long-Term Interest Rate (TJLP), exchange variation
of the BNDES basket of currencies, or US dollar exchange variation, plus interest rate in accordance with the operating policies of the BNDES System.

18. TAX ANd SoCIAL SECurITY
Tax and social security payables comprise taxes payable and amounts being challenged in the courts.
2007

2006

2,437,683

2,130,453

Reserve for tax contingencies - responsibility of former controlling stockholders (Note 22.h)

611,025

560,833

Provision for deferred taxes

742,935

457,329

Taxes payable

223,288

172,699

Reserve for tax contingencies (Note 22)

Accrued taxes on income
Total
Current
Long-term

12,410

3,342

4,027,341

3,324,656

235,698

176,041

3,791,643

3,148,615

REALIZATION

12/31/2007

a. Nature and origin of deferred tax liabilities
12/31/2006

RECOGNITION

Adjustment to fair value of trading securities

224,353

212,465

(61)

436,757

Adjustment to fair value of available-for- sale securities

144,581

107,792

(3,790)

248,583

Excess depreciation of leased assets

5,169

-

(2,000)

3,169

Deferred income from derivatives (1)

82,929

-

(50,843)

32,086

Revaluation reserve

297

-

(191)

106

Other

-

22,234

-

22,234

Total

457,329

342,491

(56,885)

742,935

Long-term

457,329

12/31/2005

742,935

RECOGNITION

REALIZATION

12/31/2006

Adjustment to fair value of trading securities

197,932

54,224

(27,803)

224,353

Adjustment to fair value of available-for- sale securities

105,945

41,689

(3,053)

144,581

Excess depreciation of leased assets

4,109

2,596

(1,536)

5,169

Deferred income from derivatives (1)

-

137,567

(54,638)

82,929

Revaluation reserve
Total

307

88

(98)

297

308,293

236,164

(87,128)

457,329

(1) Income from derivatives to be taxed on a cash basis, according to Law No. 11,051/04, regulated by Federal Revenue Service (SRF) Regulatory Instruction No. 575/2005.
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19. INSurANCE, pENSIoN ANd CApITALIZATIoN opErATIoNS
a. Technical reserve for insurance, pension plan and capitalization operations
2007

2006

Insurance

459,530

250,533

Unearned premium

294,798

133,375

IBNR (claims incurred but not reported)

53,935

54,106

Claims payable

96,027

63,052

Others

14,770

-

Pension plan

4,707,511

3,779,686

Unvested benefits

4,685,952

3,759,677

Vested benefits

16,834

14,049

Financial surplus

1,216

2,476

IBNR

382

415

Risk fluctuation

348

288

Unexpired risks

175

203

2,604

2,578

Capitalization

639,065

606,059

Mathematical reserve for redemptions

628,923

592,671

Drawings

7,366

8,173

Other

2,776

5,215

Total

5,806,106

4,636,278

Current

5,806,106

4,636,278

2007

2006

Insurance

392,473

180,624

Premium income

837,597

373,686

Change in technical reserve

(176,121)

(55,304)

Claims expenses

(255,247)

(120,695)

(13,756)

(17,063)

Other technical reserves

b. Income from insurance, pension plan and capitalization operations

Other insurance income (expenses)
Pension plan

47,021

39,994

Income from contributions

1,166,529

972,006

Redemption expenses

(576,188)

(517,114)

Change in technical reserve

(551,999)

(425,093)

Benefit expenses

(3,176)

(3,499)

Other pension plan income (expenses)

11,855

13,694

Capitalization

58,951

51,021

323,613

300,967

Net income from capitalization certificates
Change in technical reserve
Redemption and drawing expenses
Other capitalization income (expenses)
Trading
Total

3,051

5,966

(260,568)

(263,930)

(7,145)

8,018

6,567

(39,544)

505,012

232,095
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20. SubordINATEd dEbTS
Consist of securities issued according to the rules of the Central Bank of Brazil, which are used as Level II Reference Equity for calculating the operating limits.
ISSUANCE
Perpetual Bonds (1)

September-05

AMOUNT

INTEREST RATE

2007

2006

8.70%

887,790

1,071,583

Indeterminate

US$500 million

June-06

July-16

R$1,500 million

105.00% CDI

1,813,986

1,613,559

October-06

September-16

R$850 million

104.50% CDI

983,802

875,590

104.50% CDI

534,047

475,307

4,219,625

4,036,039

(2)

Subordinated Certificates of Deposit (2)
Subordinated Certificates of Deposit (2)

July-06

Subordinated Certificates of Deposit

MATURITY

July -16

R$447 million

to October-06
Total
Current
Long-term

2,140

2,584

4,217,485

4,033,455

(1) Perpetual bonds issued by the Grand Cayman branch with quarterly interest payments. These bonds do not have a maturity or mandatory redemption date, although they may, at the discretion of Banco Santander S.A. and with prior authorization by the Central Bank of Brazil, be redeemed in full in December 2010 or on any subsequent interest payment date.
(2) Subordinated certificates of deposit issued by Banco Santander S.A. with yield paid at the end of the term together with the principal.

21. oTHEr pAYAbLES - oTHEr

Reserve for labor and civil contingencies (Note 22)
Reserve for labor and civil contingencies - responsibility of former controlling stockholders (note 22.h)
Credit cards

2007

2006

1,321,935

1,202,265

277,165

340,448

1,565,455

1,012,821

Sale of right to receipt of future flow of payment orders from abroad (1)

644,160

862,653

Supplementary pension plan (note 34)

495,170

4,109,968

Payables for acquisition of assets and rights (2)

461,796

236,473

Accrued liabilities
Personnel expenses

464,520

383,657

Administrative expenses

286,315

280,000

Other payments

158,960

5,982

Payables to suppliers

211,130

61,691

Agribusiness credit notes – LCA

244,855

-

Creditors for unreleased funds

90,940

38,637

Commissions payable on insurance premiums written

24,603

27,349

FGTS (severance pay fund) for amortization

12,433

11,183

Other

699,451

496,357

Total

6,958,888

9,069,484

Current

4,797,876

6,079,268

Long-term

2,161,012

2,990,216

(1) Payable for sale of right to receipt of future flow of payment orders receivable from foreign correspondent banks, in the amount of US$360 million, with charges equivalent to 5.5% p.a., payable semiannually until September 2011.
(2) Refers basically to export note loan operations in the amount of R$419,540 (2006 - R$184,628).

22. CoNTINgENT ASSETS ANd LIAbILITIES ANd LEgAL obLIgATIoNS – TAX ANd SoCIAL SECurITY
The financial and non-financial entities of Santander group are parties to judicial and administrative proceedings involving tax, civil and labor matters
arising in the normal course of their business.
Reserves were recognized based on the nature, complexity and history of the lawsuits, and the opinion of the in-house and outside legal counsel.
Santander’s policy is to accrue the full amount of lawsuits whose likelihood of unfavorable outcome is probable.
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Legal obligations - tax and social security were fully recognized in the financial statements, except for the cases which, in Management’s opinion, based
on experts’ evaluation and the status of the lawsuit, will not produce effects on the balance sheet for Santander entities.
Management understands that the recognized reserves are sufficient to cover possible losses on the lawsuits.
a. Contingent assets
In 2007 no contingent assets were accounted for.
b. Contingent liabilities and legal obligations by nature
2007

2006

Reserve for tax contingencies (1) (Note 18)

2,437,683

2,130,453

Reserve for labor and civil contingencies (Note 21)

1,321,935

1,202,265

Reserve for labor contingencies

1,086,544

964,941

Reserve for civil contingencies
Total
Current
Long-term

235,391

237,324

3,759,618

3,332,718

469,550

353,993

3,290,068

2,978,725

(1)Includes mainly legal obligations.

c. Changes in contingent liabilities and legal obligations
Tax

Balance as of January 1

Labor

Civil

2007

2006

2007

2006

2007

2006

2,130,453

2,016,844

964,941

1,052,896

237,324

226,712

Recognition (1)

364,196

155,658

835,531

196,588

123,670

93,283

Reversal of reserve

(25,642)

(33,669)

(1,330)

(724)

(3,631)

(6,019)

Write-offs due to payment

(31,325)

(8,380)

(712,598)

(283,819)

(121,972)

(76,652)

2,437,682

2,130,453

1,086,544

964,941

235,391

237,324

711,986

683,852

222,835

339,316

34,438

31,290

26,553

31,478

17,869

32,957

6,281

19,879

Balance as of December 31
Escrow deposits - other receivables
Escrow deposits - securities (2)

(2)

(1) Includes the accrual for tax contingencies for the period, recorded under “Tax Expenses”.
(2) Do not include escrow deposits for possible and/or remote contingencies and appeal deposits.

d. Legal obligations - tax and social security
Refer to judicial and administrative proceedings involving tax and social security obligations, as described below:
difference in CSLL (social contribution tax) rate - R$1,250,652 (2006 - R$1,196,991): several entities of the group challenge the increase in CSLL
rate (18%) for financial institutions in comparison with the tax rate (8%) applicable for companies from other segments. The federal court recognized
the disagreement with the principle of equal treatment and the lack of a constitutional provision and granted an injunction. On June 15, 2005,
the former Banespa received an unfavorable decision from the lower court. Subsequently, an appeal was filed with the Federal Regional Court, which
was accepted for supersedeas and remanding effects. On January 14, 2008, the Court denied the appeal filed by the Bank. The Bank filed appeals
requesting clarification of the decision. After such appeals are judged, the decision is appealable to higher courts.
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Deductibility of CSLL from IRPJ (corporate income tax R$394,418 (2006 - R$371,712): several entities of the group seek deduction of CSLL
expense from income tax calculation. A court injunction was obtained. Concurrently, the Bank filed for suspension of the alleged debt and, on March
29, 2000, the judge authorized the escrow deposit. Subsequently, the former Banespa received an unfavorable decision and filed an appeal with
the Federal Regional Court. The appeal was denied and appeals were filed requesting clarification of the decision. The case is awaiting judgment.
Summer Plan (economic stabilization plan) IRPJ/CSLL - R$85,676 (2006 - R$81,961): Lawsuit filed by several entities of the group seeking
elimination of inflation effects resulting from the Summer Plan in the income and social contribution tax basis. The lower court issued a decision
unfavorable to the Bank and, after an appeal was filed, the Federal Regional Court rendered a decision acknowledging the application of the rate
of 42.72%. Appeals filed are awaiting judgment.
FGTS (severance pay fund) - R$55,434 (2006 - R$50,381): Lawsuit filed by several entities of the group claiming the unconstitutionality of charges
created by Supplementary Law No. 110/2001 equivalent to 10% on the balance of FGTS accounts in the event of dismissal without cause and 0.5%
on compensation to employees. The entities were successful in this lawsuit relating to 2001 and, with respect to the other years, are awaiting the
conversion into cash of the escrow deposits made.
PIS and COFINS - R$210,883: lawsuit filed by several entities of the group against the provisions of article 3, paragraph 1 of Law No. 9718/1998,
pursuant to which PIS and COFINS must be levied on all revenues of legal entities. Prior to such rule, against which many decisions were recently issued
by the Federal Supreme Court, PIS and Cofins were levied only revenues from services and sale of goods. The injunction filed by Banco Santander S.A.
received an unfavorable judgment in the federal court. In September 13, 2007 the Federal Regional Court accepted the Bank appeal that began to pay
PIS and COFINS only on revenue from services. The federal government filed appeals requesting clarification of the decision and is awaiting judgment.
e. Tax and social security contingencies
Refer to judicial and administrative proceedings related to taxes and social security classified, based on the legal counsel’s opinion, as probable loss,
for which reserves were recorded. The matters in dispute refer to the following:
ISS (service tax) - Financial Institutions - refers to administrative and judicial proceedings with several municipalities that require the payment of ISS
on several revenues from operations that usually do not qualify as service provision. The updated amount involved is R$87,994 (2006 - R$69,512).
INSS (social security contribution) - refers to administrative and judicial proceedings seeking collection of social security contribution and salary
premium for education on amounts that normally are not of a salary nature. The updated amount involved is R$132,228 (2006 - R$142,546).
f. Labor contingencies
These are lawsuits brought by labor unions and former employees claiming labor rights they understand are due, especially payment for overtime and
other labor rights, including retirement benefit lawsuits.
For labor claims considered to be similar and usual, the reserve is recorded based on the history of payments made. Other labor claims are controlled
individually and the reserves are recognized based on previous court decisions and the stage of each lawsuit.
g. Civil contingencies
Refer to lawsuits for indemnity and review of lending agreements.
Lawsuits for indemnity seek indemnity for property damage and/or pain and suffering, relating to the consumer relationship, principally with undue
protest, return of checks, inclusion of debtors’ information into the credit restriction master file, elimination of inflation effects in escrow deposit
accounts and other matters.
Lawsuits for review refer to challenges of lending agreement clauses by customers.
There are also lawsuits filed by minority stockholders of the former Banco Noroeste against corporate acts in 1998 and 1999. Although there are
unfavorable decisions from the lower court, experts believe that the Bank has good chances to overturn such decisions through the appeals filed with
the São Paulo State Court of Justice.
For civil lawsuits considered to be similar and usual, the reserve is recorded based on the history of payments made, the legal counsel’s evaluation
of success and classification. Other lawsuits are controlled individually and the reserves are recognized based on the status of each lawsuit, law and
previous court decisions.
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h. Other Lawsuits under the Responsibility of Former Controlling Stockholders
Refer to tax, labor and civil lawsuits in the amounts of R$611,025, R$179,291 and R$97,874 (2006 - R$560,833, R$220,673 and R$119,775),
respectively, recorded under “Other payables - tax and social security” (Note 18) and “Other payables - other” (Note 21) which are the responsibility
of the former controlling stockholders of the acquired entities. The lawsuits have guarantees under the agreements signed at the time of the
acquisitions in the amount of R$888,191 (2006 - R$901,281), recorded under “Other receivables - other” (Note 13). These lawsuits have no effects
on the balance sheet for Santander.
i. Contingent Liabilities Classified as Possible Loss
Refer to judicial and administrative proceedings involving tax, civil and labor matters assessed by the legal counsel as possible loss, which were not
accounted for. The main lawsuits are:
Deductibility of Expenses on Allowance for Doubtful Receivables - Administrative collection by the Federal Revenue Service in view of the
deduction from the IRPJ and CSLL basis of losses on lending operations performed in 1998 and 2000. The Bank is awaiting judgment and
understands that the collection is undue since the expenses met the deductibility conditions of Law No. 9430/1996 as they referred to definitive
losses. The updated amount involved is R$190 million.
CPMF (Tax on banking transactions) on Customer Operations - in May 2003, the Federal Revenue Service issued an Infraction Notice against
Santander Distribuidora de Títulos e Valores Mobiliários Ltda. (Santander DTVM) and another Infraction Notice against the former Banco Santander
Brasil S.A., both in the amount of R$290 million. The notices refer to the collection of a CPMF tax credit on transactions conducted by Santander
DTVM in the management of its customers’ funds and clearance services provided by the Bank to Santander DTVM, according to the agreement
between these two companies, in 2000, 2001 and the first two months of 2002. Both companies consider that the tax treatment adopted
was adequate since said transactions were subject to CPMF at zero rate. The Board of Tax Appeals judged the administrative proceedings, annulling
the infraction notice of Santander DTVM and confirming the infraction notice of the Bank. In both cases, an administrative appeal can be filed
with the Higher Board of Tax Appeals (CSRF). The updated amount of each proceeding is approximately R$ 500 million.
IRPJ and CSLL on Reimbursement arising from Contractual Guarantees - in December 2007, the Federal Revenue Service issued an Infraction
Notice in the amount of R$307 million against Banco Santander S.A. The notice refers to the collection of IRPJ and CSLL for tax year 2002 on amounts
reimbursed by the former controlling stockholder of Banco Santander S.A. for payments made by the Bank that were the responsibility of the
controlling stockholder. The Federal Revenue Service understood that the amount deposited in favor of Santander S.A. is not a reimbursement but
a taxable income. The Bank has filed an administrative defense.
Addition to the Price on the Purchase of Shares of Banco do Estado de São Paulo S.A. - Banespa - ordinary action claiming the inexistence
of legal relationship before the National Treasury in relation to item 3.1 of the Banespa’s Share Purchase and Sale Agreement. Such item provided
for the payment of an addition to the minimum price should Banespa be released from the tax contingency recognized at the time of the privatization
upon the setting of the minimum price. The updated amount involved is approximately R$263 million. After an unfavorable lower court decision,
the Bank is awaiting a decision on the appeal at the court and understands that the collection is undue since the payment of the tax contingency
by Banespa did not qualify under the hypotheses included in the agreement that could generate said addition to the price paid.
Semiannual Bonus or Profit Sharing - labor lawsuit relating to the payment of a semiannual bonus or, successively, profit sharing to retired
employees from the former Banco do Estado de São Paulo S.A. - Banespa, hired by May 22, 1975. This lawsuit was filed by Banespa’s Retirees
Association. The involved amount is not disclosed due to the current stage of the lawsuit and the possibility of affecting its progress.
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23. SToCKHoLdErS’ EQuITY
a. Capital
Capital is represented mainly by registered shares without par value, as shown below:
SHARES IN THOUSANDS
COMMON

PREFERRED

TOTAL

Banco Santander S.A. (1)
Brazilian residents

498,688

2,048,621

2,547,309

Foreign residents

70,537,235

59,683,935

130,221,170

Total

71,035,923

61,732,556

132,768,479

Santander Seguros S.A.
Brazilian residents

12,022

11,993

24,015

Foreign residents

1,918,614

1,918,493

3,837,107

Total

1,930,636

1,930,486

3,861,122

Foreign residents

6,463

6,349

12,812

Total

6,463

6,349

12,812

Foreign residents

1,086,651

2,173,303

3,259,954

Total

1,086,651

2,173,303

3,259,954

Altec Brasil S.A.

Universia Brasil S.A.

(1) Includes the issuance of 9,612,358 thousand shares, of which 5,142,958 thousand are common shares and 4,469,400 thousand are preferred shares related to the capital increase in the amount of R$1,500,000, as approved by the Extraordinary
Stockholders' Meeting on June 25, 2007.

b. Dividends
In accordance with the bylaws, the stockholders of each entity are entitled to minimum dividends of 25% of net income for the year, adjusted
according to legislation.

COMMON

PREFERRED

2007

2006

TOTAL

TOTAL

Banco Santander S.A. (1)
Dividends from retained earnings
Dividends based on reserve for dividend equalization

-

-

-

363,599

266,758

255,003

521,761

-

Dividends from net income for the period

621,393

594,013

1,215,406

473,000

Interest on capital (2)

269,742

257,858

527,600

179,500

Santander Seguros S.A.
Dividends from retained earnings
Dividends from net income for the period
Interest on capital (2)

-

-

-

123,490

7,099

7,099

14,198

25,000

10,300

10,300

20,600

16,440

249

270

Altec Brasil S.A.
Dividends from net income for the period
Subtotal
Dividends between entities and minority stockholders
Total

519

385

2,300,084

1,181,414

(45,240)

(28,601)

2,254,844

1,152,813

(1) Includes in 2006 dividends and interest on capital of merged entities.
(2) Interest on capital is gross of income tax and was calculated as part of the mandatory minimum dividends. In conformity with the provisions of Law No. 9,249/1995, interest on capital reduced the income and social contribution tax expense.

c. Reserve for dividend equalization
Limited to 50% of capital, this reserve is intended to provide funds for the payment of dividends, including dividends in the form of interest on capital,
or advance payments, for purposes of compensation to stockholders.
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d. Capital increase
2007

2006

1,500,000

-

-

122,321

1,715
1,866
-

1,678
1,521

8,976
1,512,557
(8,749)
1,503,808

125,520
(1,243)
124,277

Banco Santander S.A.
Extraordinary Stockholders’ Meeting - 06/25/07(1)
Santander Seguros S.A.
Extraordinary Stockholders’ Meeting - 12/19/06
Universia Brasil S.A.
Extraordinary Stockholders’ Meeting - 07/24/07
Extraordinary Stockholders’ Meeting - 02/28/07
Extraordinary Stockholders’ Meeting - 03/16/06
Extraordinary Stockholders’ Meeting - 08/03/06
Altec Brasil S.A.
Extraordinary Stockholders’ Meeting - 07/26/07 - with reserves
Subtotal
Minority interest
Total
(1) R$892,957 subscribed using interest on capital and dividends and R$607,043 in local currency.

24. opErATINg rATIoS
a. Basel Accord (operating limit)
Brazilian financial institutions are required to maintain stockholders' equity commensurate with their asset exposure risk, weighted by factors varying
from 0 to 300%, and ratio of equity to risk-weighted assets of at least 11%. This ratio is determined on a consolidated basis and, as of December 31,
2007 and 2006, Santander was in compliance with the aforementioned limit, as shown below:
OPERATING ASSETS (1)

2007

2006

Risk-weighted assets
Reduced risk: 20%

573,750

335,909

Reduced risk: 50%

4,387,959

2,565,399

Normal risk: 100%

66,313,143

55,153,129

Risk: 300%

10,292,586

9,980,637

81,567,438

68,035,074

Total risk-weighted assets
Basel Accord rate

11%

11%

8,972,418

7,483,858

Swap credit risk

530,926

349,557

Interest rate risk

275,794

484,473

Required stockholders’ equity

9,779,138

8,317,888

Adjusted stockholders’ equity

Required stockholders’ equity to assets

9,264,593

7,975,611

Tax credit reduction - National Monetary Council Resolution No. 3059/2002

(283,773)

(225,883)

Decrease in deferred charges

(415,259)

-

Adjustment to fair value of available-for-sale securities

(342,438)

-

8,223,123

7,749,728

Adjusted stockholders’ equity – Tier I

4,111,562

3,874,864

Adjustment to fair value of available-for-sale securities

Subordinated debt

342,438

-

Reduction of financial institutions’ instruments for funding

(16,717)

-

Reduction in foreign branches or investments in foreign financial institutions
Adjusted stockholders’ equity - Tier I and Tier II
Margin

(70)

-

12,660,336

11,624,592

2,881,198

3,306,704

Ratio – Tier I

9.25%

10.25%

Ratio – Total

14.24%

15.37%

(1) Index calculated based on the consolidated financial statements of the financial institutions.
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b. Fixed assets to equity ratio
Brazilian financial institutions are required to maintain stockholders' equity commensurate with their investments in permanent assets. The fixed assets
to equity ratio cannot exceed 50% of stockholders' equity, adjusted pursuant to prevailing regulations. As of December 31, 2007 and 2006, Santander
is in compliance with the aforementioned ratio, with fixed assets to equity ratio of 12.18% and 16.50%, respectively.

25. rELATEd-pArTY TrANSACTIoNS
Transactions among the entities of Santander are carried out under usual market rates and terms, comparable to those applied in transactions with
unrelated parties.
The principal transactions and balances are as follows:
ASSETS (LIABILITIES)
INCOME (EXPENSES)
2007

2006

2007

2006

Cash

36,509

16,054

-

-

Banco Santander, S.A. – Spain

36,498

16,029

-

-

11

25

-

-

Interbank investments

1,588,247

651,467

57,273

39,971

Banco Santander, S.A. – Spain

1,588,247

651,467

57,273

39,971

175,573

46,278

700,014

262,836

Other

Securities and derivatives
Banco Santander, S.A. – Spain

14,929

753

15,316

15,767

Santander Benelux, S.A., N.V.

159,925

43,728

683,398

240,749

Other

719

1,797

1,300

6,320

Lending operations

-

73,387

-

2,589

Santander Overseas Bank, Inc. - Puerto Rico

-

73,387

-

2,589

Foreign exchange portfolio – assets

1,248,462

360,828

-

-

Banco Santander, S.A. – Spain

1,085,359

360,828

-

-

Santander Benelux, S.A., N.V.

163,103

-

-

-

Receivables from affiliates

5,673

-

4,729

-

Banco Santander, S.A. – Spain

5,673

-

4,718

-

Other

-

-

11

-

Money market operations

-

-

-

(1,923)

Banco Santander, S.A. - Spain

-

-

-

(1,923)

Other receivables – other

2,535

-

-

-

Banco Santander, S.A. – Spain

2,535

-

-

-

Deposits

(16)

-

-

-

Other

(16)

-

-

-

Securities issued abroad

-

-

(325)

-

Banco Santander, S.A. – Spain

-

-

(325)

-

Borrowings and onlendings

(1,323,936)

(961,796)

(57,456)

(12,533)
-

Banco Santander, S.A. - Spain

(19,507)

(3,106)

-

Banco Santander Puerto Rico

(330,514)

(388,212)

-

-

Santander Overseas Bank, Inc. - Puerto Rico

(969,762)

(568,180)

(57,456)

(12,533)

Other
Derivatives

(4,153)

(2,298)

-

-

(123,441)

(21,489)

(550,311)

(135,645)

Banco Santander, S.A. - Spain

(5,051)

(6,811)

(25,831)

(11,684)

Santander Benelux, S.A., N.V.

(115,070)

(14,678)

(519,196)

(123,961)
-

(3,320)

-

(5,284)

Foreign exchange portfolio – liabilities

Santander Overseas Bank, Inc. - Puerto Rico

(1,251,108)

(355,432)

-

-

Banco Santander, S.A. - Spain

(1,093,493)

(355,432)

-

-

Santander Benelux, S.A., N.V.

(157,615)

-

-

Dividends and bonuses payable

(1,434,843)

(995,561)

-

-

Grupo Empresarial Santander, S.L.

(1,434,843)

(995,561)

-

-

(5,060)

(10)

(26,664)

(29,160)

-

-

(16,946)

(26,803)

(4,395)

-

(5,717)

-

(665)

(10)

(4,001)

(2,357)

Other payables - other
Aquanima Brasil Ltda.
Altec, S.A. – Chile
Other

100

DFsantander_Notas_ing.indd 100

22.05.08 02:58:30

26. NCoME FroM SErVICES rENdErEd

Lending operations

2007

2006

1,017,917

645,317

Checking account services

619,567

600,705

Income from fund management

621,173

646,402

Credit cards

345,906

219,938

Securities brokerage and placement services

227,904

128,178

Receiving services
133,451

127,014

Bills, taxes and fees

Collection

72,595

78,935

Guarantees provided

76,905

55,533

Insurance

60,525

198,315

Other

177,687

135,928

Total

3,353,630

2,836,265

2007

2006

27. pErSoNNEL EXpENSES

Compensation

1,133,591

1,117,898

Charges

433,314

484,451

Benefits

323,032

287,270

Training

29,238

27,400

Other

5,749

9,252

Total

1,924,924

1,926,271

2007

2006

28. oTHEr AdMINISTrATIVE EXpENSES

Outside and specialized services

1,027,533

811,388

Depreciation and amortization

418,635

412,792

Advertising, promotions and publicity

266,812

255,722

Communications

241,129

213,481

Data processing

212,794

211,504

Rentals

162,544

163,122

Transportation and travel

136,820

137,052

Security services

102,467

97,761

Asset maintenance and upkeep

76,447

80,825

Financial system services

66,720

59,333

Utilities

64,069

60,274

Materials

34,187

31,346

Other

83,564

74,945

Total

2,893,721

2,609,545
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29. TAX EXpENSES
2007

2006

COFINS (tax on revenue)

528,072

429,898

ISS (service tax)

166,995

136,826

85,846

70,005

PIS/PASEP (tax on revenue)
Other

103,077

92,058

Total

883,990

728,787

2007

2006

30. oTHEr opErATINg INCoME

Monetary adjustment of escrow deposits

150,126

128,837

Monetary adjustment of recoverable taxes

13,259

139,931

Recovery of charges and expenses

71,612

64,086

25,642

33,669

Reversal of operating accruals:
Tax (Note 22.c)
Labor (Note 22.c)

1,347

662

Civil (Note 22.c)

3,631

6,019

65,312

109,255

Interest received

Other

26,214

22,529

Dividends and bonuses

22,656

13,118

Monetary gain

13,270

62,717

Other

57,041

62,222

Total

450,110

643,045

2007

2006

196,588

31. oTHEr opErATINg EXpENSES

Operating accruals
Tax (Note 22.c)

835,531

Labor (Note 22.c)

123,670

93,731

Civil (Note 22.c)

114,000

139,692

227,345

66,747

203,477

45,898

Other
Amortization of expenses on exclusivity contracts for provision of banking services

(1)

Credit cards

114,119

56,436

99,314

708,860

Exchange variation - foreign branch

96,865

38,424

Provision for employees’ shares - 150 years (2)

77,659

-

CPMF/IOF (taxes on banking transactions)

67,125

28,897

Monetary losses

55,234

19,193

Legal fees and costs

46,658

76,505

Serasa/SPC (credit reporting agency)

42,141

42,597

Commissions

40,710

18,017

Interest on sale of right to receipt of future flow of payment orders from abroad

38,455

47,487

Brokerage fees

22,513

16,149

-

126,068

Interest and updating of actuarial liability (Note 34)

Goodwill amortization
Actuarial losses (Note 34)

-

35,583

Other

296,699

231,293

Total

2,501,515

1,988,165

(1) Refers mainly to the amortization of expenses on the acquisition of payroll credit rights (Note 14).
(2) In June 2007, the Stockholders’ Meeting of Banco Santander, in Spain, approved the distribution of 100 shares to each employee as part of the celebration of its 150 years
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32. NoNopErATINg (EXpENSES) INCoME

Gain on sale of investments

2007

2006

773,771

1,587

Reversal (Recognition) of allowance for losses on other assets

13,647

3,246

Gain (loss) on sale of other assets

19,191

4,638

(42,299)

(30,107)

(31,346)

(30,592)

Capital losses
Expenses on assets not in use
Other (expenses) income (Note 16)
Total

(236,821)

4,344

496,143

(46,884)

In 2007, Santander sold investments and reported nonrecurring gains of R$771million from the partial sale of shares of Serasa, Bovespa and BM&F,
and full sale of the Banespa Grand Cayman branch, recorded in “gain on sale of investments”. The amount, net of taxes, is R$513 million.

33. dErIVATIVES
Santander uses derivatives to reduce market risks arising from its operations. Market risk management is performed by an independent area, whose
practices include the measurement and monitoring of limits formally established by internal committees, portfolio risks, sensitivity to interest rate
fluctuations, exchange risk exposure and liquidity gaps, among other practices, for monitoring risks of fluctuations in asset prices, interest rates and
other factors which may affect Santander’s portfolio position in the different markets in which it operates.
Market risk is the exposure to interest rates, exchange rates, price of goods, price of shares and other according to the type of product, volume
of operations, term and conditions of the agreement and underlying volatility.
Credit risk is the exposure to losses in the event of default by a counterparty. The exposure to credit risk in futures contracts is minimized by daily
payment in cash. Swap agreements are subject to credit risks in the event the counterparty is unable or unwilling to fulfill its contractual obligations.
Operating risk is the probability of financial losses resulting from inadequate or failed people, processes and systems or any other adverse market
conditions.
The fair value of swaps is computed based on the estimated cash flow, discounted to present value according to the applicable interest rate curves,
representative of the market conditions at the balance sheet date. For options, Santander adopts statistical models that consider the volatility
of the asset price and interest rates representative of the market conditions at the balance sheet date.
The principal interest rates are obtained from futures and swap agreements traded on the BM&F. Adjustments to these curves are made whenever
certain points are considered illiquid or when, for unusual reasons, they do not fairly represent market conditions.
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As of December 31, derivatives were as follows:
2007
SWAP
CDI (interbank deposit rates)
Fixed interest rate - R$
Fixed interest rate - foreign currency
Indexed to price and interest rates (TR)
Indexed to foreign currency
Other indexes
Total

ASSET

2006

LIABILITY

TRADES NET

ASSET

LIABILITY

TRADES NET

27,340,649

17,535,630

9,805,019

20,980,544

10,429,191

10,551,353

4,136,333

1,537,245

2,599,088

4,860,359

1,587,681

3,272,678

635,893

1,116,117

(480,224)

416,247

736,013

(319,766)

11,172,838

12,516,102

(1,343,264)

6,057,723

7,503,912

(1,446,189)

6,751,463

16,847,199

(10,095,736)

5,044,973

16,569,090

(11,524,117)

23,834

193,329

(169,495)

77,788

200,248

(122,460)

50,061,010

49,745,622

315,388

37,437,634

37,026,135

411,499

Fair value

329,768

432,984

COUNTERPARTY
Customers

26,311,515

25,932,767

378,748

25,725,839

25,314,944

1,196,829

1,191,241

5,588

1,985,566

1,977,272

8,294

Financial institutions

22,552,666

22,621,614

(68,948)

9,726,229

9,733,919

(7,690)

Total

50,061,010

49,745,622

315,388

37,437,634

37,026,135

411,499

Related parties

2006

2007
ASSET

410,895

LIABILITY

TRADES NET

ASSET

LIABILITY

TRADES NET

MATURITY
Up to 3 months

19,028,746

18,762,005

266,741

10,337,141

10,270,717

66,424

From 3 to 12 months

11,828,605

11,746,605

82,000

9,490,070

9,446,865

43,205

Over 12 months

19,203,659

19,237,012

(33,353)

17,610,423

17,308,553

301,870

Total

50,061,010

49,745,622

315,388

37,437,634

37,026,135

411,499

MARKET
BM&F

29,541,531

29,596,908

(55,377)

15,793,074

15,759,999

33,075

Over the counter

20,519,479

20,148,714

370,765

21,644,560

21,266,136

378,424

Total

50,061,010

49,745,622

315,388

37,437,634

37,026,135

411,499
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OPTIONS

NOTIONAL

COST

2007

2006

PREMIUM

PREMIUM

FAIR
VALUE

NOTIONAL

COST

FAIR
VALUE

Options - dollar
Call option purchased position

20,803,174

40,527

24,011

2,529,603

32,738

9,816

Put option purchased position

2,300,670

29,053

26,508

1,334,012

26,796

30,736

Call option sold position

(30,966,641)

(803,998)

(620,886)

(20,336,293)

(504,019)

(440,390)

Put option sold position

(21,013,420)

(1,092,604)

(1,120,631)

(15,634,847)

(825,162)

(831,070)

(28,876,217)

(1,827,022)

(1,690,998)

(32,107,525)

(1,269,647)

(1,230,908)

Call option purchased position

30,808,317

136,302

127,903

19,676,933

121,743

122,777

Put option purchased position

34,523,290

52,906

62,500

5,161,337

42,565

45,536

(57,199,347)

(191,859)

75,935

(29,773,615)

(134,252)

(93,041)
(122,258)

Options - other (1)

Call option sold position
Put option sold position
Total

(32,332,587)

(123,691)

(458,957)

(13,782,049)

(71,331)

(24,200,327)

(126,342)

(192,619)

(18,717,394)

(41,275)

(46,986)

(53,076,544)

(1,953,364)

(1,883,617)

(50,824,919)

(1,310,922)

(1,277,894)

(1) Includes share options and indexes.

NOTIONAL
MATURITY

2007

2006

Up to 3 months

(23,500,178)

(15,130,427)

From 3 to 12 months

(15,628,797)

(16,964,103)

Over 12 months

(13,947,569)

(18,730,389)

Total

(53,076,544)

(50,824,919)

NOTIONAL
FUTURES CONTRACTS

2007

2006

Exchange coupon - DDI
Asset position
Liability position

3,417,298

7,479,303

(2,395,124)

(2,463,929)

Interest rates (DI1 and DIA)
Asset position
Liability position

8,038,348

12,209,205

(8,201,301)

(5,242,252)

5,115,296

2,202,047

(38,523)

(40,955)

Dollar (Dol)
Asset position
Liability position
Index
Asset position
Liability position

978

134,285

(111,666)

(258,509)

(184,178)

(508,783)

143,354

-

Treasury Bonds
Liability position
Treasury Notes 10
Asset position
Other
Asset position
Liability position
Total

15,382

19,567

(76,647)

(59,764)

5,723,217

13,470,215
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NOTIONAL
MATURITY

2007

2006

Up to 3 months

7,782,308

23,228

From 3 to 12 months

3,566,246

(1,756,551)

(5,625,337)

15,203,538

5,723,217

13,470,215

Over 12 months
Total

The amounts pledged to guarantee BM&F derivative transactions are comprised of federal government securities in the amount of R$2,801,041 (2006
- R$2,388,449).
2007

2006

Assets
1,775,469

726,458

Forward purchases receivable

Swap differentials receivable

751,113

66,580

Forward sales receivable

535,774

82,471

5,370

71,122

Exercisable option premiums - financial assets and commodities

235,552

137,743

Other derivatives

113,695

89,044

Total

3,416,973

1,173,418

Current

2,614,123

649,977

802,850

523,441

2007

2006

1,445,701

293,474

764,965

63,512

Exercisable option premiums - shares

Long-term

Liabilities
Swap differentials payable
Forward purchases payable
Option premiums - shares
Option premiums - financial assets and commodities
Other derivatives

1,075

32,132

2,123,464

1,454,627

228,926

167,333

Total

4,564,131

2,011,078

Current

3,226,346

1,360,938

Long-term

1,337,785

650,140

34. pENSIoN pLAN
a. Benefit Plan - Banesprev
I. The Bank and its subsidiaries sponsor Banesprev - Fundo Banespa de Seguridade Social, a private pension entity intended to provide retirement
and pension benefits that supplement those provided by government, as defined in the basic regulations of each plan.
I.a. defined benefit plans
plan I
Plan I, fully defrayed by the Bank, covers employees hired on or after May 22, 1975, and those hired by May 22, 1975 who are also entitled
to death benefits. As of December 31, 2007, the beneficiaries of this plan are 286 active participants and 10,579 retirees/pensioners.
plan II
Effective July 27, 1994, when the new text of the Statutes and Basic Regulations of Plan II came into effect, Plan I participants who opted for
the new plan began contributing 44.94% of the funding rate established by the actuary for each year. As of December 31, 2007, the beneficiaries
of this plan are 5,418 active participants and 6,388 retirees/pensioners.
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Supplemental pension plan
The Supplemental Pension Plan was created in view of the privatization of Banespa and is managed by Banesprev. This Plan, effective January 1,
2000, is provided only to employees hired until May 22, 1975. As of December 31, 2007, the beneficiaries of this plan are 14 active participants.
plan V
Banco Santander S.A. had a pension plan for the employees transferred from Banco do Estado de São Paulo S.A. - Banespa, who were hired until
May 22, 1975.
Beginning on January 12, 2007, the payment of pension benefits, as set forth in the Personnel Regulation of Banco do Estado de São Paulo S.A. Banespa that was merged into Banco Santander S.A. on August 31, 2006, and in Clause 44 of the Collective Labor Agreement - ACT 2004/2006
(Adhesion to the Voluntary Migration to the New Pension Plan Regime) is being made by Banesprev, a private pension entity. For such purpose,
the Bank created Pension Plan V, which was approved by the Secretariat for Pension Plans (SPC) according to Administrative Rule No. 879
of January 11, 2007. The Bank transferred to Banesprev the actuarial obligations at the present value of R$4,019,160 and assets in the amount
of R$3,598,816, of which R$3,478,816 refers to securities and R$120,000 refers to cash. The obligation recorded in Other Payables, in the
amount of R$336,661, is being paid by the Bank in 250 months.
As of December 31, 2007, the beneficiaries of this plan are 75 active participants and 12,589 retirees/pensioners.
Based on the independent actuary’s report, the position of the benefit plans is as follows:
2006

2007
ACTUARIAL ASSUMPTIONS ADOPTED IN THE CALCULATIONS

PLAN V

OTHER PLANS

Nominal discount rate for actuarial obligations

16.7%

14.6% (1)

16.5%

14.4% (1)

Expected nominal rate of return on plan assets

16.7%

(1)

16.5%

14.4% (1)

14.6%

PLAN V

OTHER PLANS

Estimated long-term inflation rate

4.2%

(2)

4.0%

Estimated nominal salary increase

4.2% (2)

4.0%

Estimated nominal benefit increase

4.2% (2)

4.0%

General mortality table

AT-2000

AT-2000

Disability table
Expected turnover rate
Retirement probability

Mercer disability table

Mercer disability table

2.0%(3)

*

100% when first eligible

2.0%(3)

*

100% when first eligible

(1) Except for the Pension Plan, for which the nominal rate of 14.7% (2006 - 15.4%) was used.
(2) Except for the Pension Plan, for which the estimated rate of 3.8% was used.
(3) Except for the Pension Plan, for which the expected turnover rate of 0% was used
(*) 0.1/(Length of service + 1) up to the age of 50 years.

2006

2007
RECONCILIATION OF ASSETS AND LIABILITIES

PLAN V

OTHER PLANS

PLAN V

OTHER PLANS

Fair value of plan assets

3,811,161

Present value of actuarial obligations

4,150,799

4,143,415

-

3,612,495

3,459,338

4,019,160

3,083,562
(46,143)

Adjustments for allowed deferrals:
Unrecognized actuarial losses

(24,195)

(68,237)

(83,683)

Unrecognized actuarial gains

-

502,007

-

433,564

315,443

(250,307)

3,935,477

(141,512)

(520,765)

-

(680,005)

-

64,842

8,526

680,892

-

-

-

-

17,714

3,684,876

23,949

-

27,043

51,995

18,240

Net actuarial asset (liability) (1)
Payments in the period
Expenses recognized in the period
Recognized actuarial losses
Contributions made in the period (2)
Estimated contributions from sponsor in 2008

(1) As provided for in article 49, item “g” of CVM Resolution 371/2000, the above surplus was not recorded in the financial statements of Banco Santander S.A.
(2) In 2007 this balance includes the initial transfer and the monthly amounts paid to Banesprev for Plan V.
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I.b. Defined Contribution Plans
Plan III
Plan III covers employees hired on or after May 22, 1975, previously enrolled in Plans I and II. In this plan, contributions are made by both the
sponsor and participants.
Plan IV
Plan IV covers employees hired on or after November 27, 2000, in which the sponsor contributes only to risk benefits and administrative costs.
Contributions made to Plans III and IV amounted to R$1,239 (2006 - R$ 1,077).
b. Benefit Plans - Sanprev
Banco Santander S.A. sponsors Sanprev - Santander Associação de Previdência, a private pension entity intended to provide benefits that supplement
those provided by government, in accordance with Supplementary Law 109/2001. The benefit plans have the following characteristics:
Sponsors: Banco Santander S.A., Sanprev - Santander Associação de Previdência, Santander Brasil Arrendamento Mercantil S.A., Santander Brasil S.A.
- Corretora de Títulos e Valores Mobiliários, Santander Seguros S.A., Santander Investimentos em Participações S.A., Santander Asset Management
Distribuidora de Títulos e Valores Mobiliários Ltda., Universia Brasil S.A. and Altec Brasil S.A.
Types of Plans:
- Plan I , was established on September 27, 1979 as a defined benefit plan for employees of plan sponsors, and has been in the process of
discontinuance since July 1, 1996. As of December 31, 2007, the beneficiaries of this plan are 9 active participants and 129 retirees/pensioners.
- Plan II, provides a risk coverage for employees of plan sponsors and is funded exclusively by the sponsors through monthly contributions
corresponding to 1.16% (0.77% in 2006) of the total payroll, structured as a defined benefit plan. Monthly contributions are apportioned
as follows: 0.28% (0.27% in 2006) for risk benefits and 0.88% (0.50% in 2006) for the administrative program. As of December 31, 2007,
the beneficiaries of this plan are 5,903 active participants and 26 retirees/pensioners.
- Plan III, provides period-certain annuity and monthly life annuity for employees of contributing sponsors and is structured as a defined
contribution plan, whereby contributions are freely made by participants starting at 2% of the contribution salary. As of December 31, 2007,
the beneficiaries of this plan are 5,984 active participants and 196 retirees/pensioners.
Financial and Actuarial Methods:
- Plan I - capitalization (supplementary benefits for length of service, supplementary benefits for disability, supplementary benefits for temporary
pension and death) and simple coverage method (supplementary benefits for sickness and birth allowance).
- Plan II - capitalization (supplementary benefits for temporary pension, supplementary benefits for disability and death) and simple coverage
method (supplementary benefits for sickness and birth allowance).
- Plan III - capitalization (monthly life annuity).
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The result of the independent actuary’s valuation is as follows:

ACTUARIAL ASSUMPTIONS ADOPTED IN THE CALCULATIONS

2007

2006

Nominal discount rate for actuarial obligations

10.4%

10.2%

Expected nominal rate of return on plan assets

10.4%

10.2%

Estimated long-term inflation rate

4.2%

4.0%

Estimated nominal salary increase

4.2%

4.0%

Estimated benefit increase rate

4.2%

4.0%

AT-2000

AT-2000

General mortality table
Disability table

Mercer disability table (1)
Null

Null (1)

100% when first eligible

(1)

100% when first eligible (1)

Expected turnover rate
Retirement probability

Mercer disability table (1)

(1)

(1) Except for Plan III - N/A.

RECONCILIATION OF ASSETS AND LIABILITIES

2007

2006

130,306

124,600

72,496

70,943

Plan I

62,426

60,972

Plan II

10,070

9,971

(22,102)

(23,900)

35,708

29,757

2,772

2,361

Fair value of plan assets
Present value of actuarial obligations, by plan:

Adjustments for allowed deferrals
Unrecognized actuarial gains
Net assets (1)
Contributions for the period - Plans II and III (defined contribution)
Estimated contributions from sponsor in 2008

746

(1) Pursuant to article 49, item “g”, of CVM Resolution No. 371/2000, the above surplus was not recorded in the financial statements of Banco Santander S.A.

c. Other
I. Banco Santander S.A. is the sponsor of pension plans for associated employees, structured as defined benefit plans. As of December 31, 2007,
the beneficiaries of this plan are 1 active participant and 1,348 retirees/pensioners.
Result of the independent actuary’s valuation:

ACTUARIAL ASSUMPTIONS ADOPTED IN THE CALCULATIONS

2007

2006

Nominal discount rate for actuarial obligations

16.7%

16.5%

Expected nominal rate of return on plan assets

16.7%

16.5%

Estimated long-term inflation rate

4.2%

4.0%

Estimated nominal salary increase

4.2%

4.0%

Estimated benefit increase rate

4.2%

4.0%

AT - 2000

AT - 2000

General mortality table

Not applicable

Not applicable

Expected turnover rate

Disability table

0.0%

0.0%

Retirement probability

0.0%

0.0%
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RECONCILIATION OF LIABILITIES
Present value of actuarial obligations

2007

2006

186,550

169,906

Adjustments for allowed deferrals:
Unrecognized actuarial gains

(32,613)

(13,129)

Accrued net actuarial liability

153,937

156,777

Payments in the period

(28,787)

(27,363)

25,946

27,968

-

17,869

Expenses recognized for the period
Amortization of unrecognized actuarial losses
Expense to be recognized in 2008

27,291

II. The Bank contributes to Cabesp - Caixa Beneficente dos Funcionários do Banco do Estado de São Paulo S.A., an entity that covers health and dental
care expenses of employees hired until Banespa privatization in 2000.

RECONCILIATION OF ASSETS AND LIABILITIES

2007

2006

Fair value of plan assets

2,782,114

2,430,500

Present value of obligations

2,786,206

2,028,008

Adjustments for allowed deferrals:
Unrecognized actuarial losses
Net assets
Contributions for the period

148,346

-

144,254

402,492

36,184

30,643

d. Variable Compensation Program
Santander established a variable compensation program for its executives based on the controlling stockholder’s shares appreciation. The conditions
set for receiving the compensation were met and the variable compensation can be paid between January 15, 2008 and January 15, 2009.
In 2007, a new Variable Compensation Program was approved as an incentive to the executives’ long-term commitment to the Group’s objectives,
according to the policy established by the controlling stockholder. The program consists of annual grants and exercise right periods of 2 and 3 years,
provided that preestablished conditions related to total return to stockholders and earnings per controlling stockholder’s share are met.
Expenses in the amount of R$10,311 (2006 - R$3,699) were recorded on a pro rata basis.
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35. INCoME ANd SoCIAL CoNTrIbuTIoN TAXES
2006

2007
IRPJ

CSLL

IRPJ

CSLL

Income before taxes, net of profit sharing

2,137,408

2,137,408

1,294,362

1,294,362

Interest on capital

(548,200)

(548,200)

(190,683)

(190,683)

(30,229)

(30,229)

(5,739)

(5,739)

1,558,979

1,558,979

1,097,940

1,097,940

(389,745)

(140,308)

(274,485)

(98,815)

454,088

4,230

218,044

80,590

738

265

968

349

373,550

(23,236)

(17,247)

(6,580)
58,509

Unrealized gains (losses)
Income before taxes
Total income and social contribution tax charges at the rates
of 25% and 9%, respectively
Additions (deductions)
Investments in affiliates
Temporarily nondeductible provisions
Reserve for maintenance of integrity of stockholders’ equity

220,888

79,519

162,525

Adjustment to fair value

(39,497)

(14,219)

1,795

681

Nondeductible expenses and provisions

(62,106)

(22,103)

(57,133)

(19,644)

Merged companies’ income

-

-

45,068

16,225

Other additions (deductions)

(39,485)

(15,996)

82,068

31,050

Tax loss carryforwards

(214,755)

25,072

28,056

10,703

Income and social contribution tax expense - current

(150,412)

(111,006)

(28,385)

(7,522)

Provision for income and social contribution taxes - merged companies
Income and social contribution tax expense - prior year
Income tax expense - foreign countries
Provision for deferred income and social contribution taxes

-

-

(18,720)

(7,662)

(203)

-

-

-

(7,227)

-

(3,146)

-

(121,798)

(44,053)

(73,854)

(26,316)

Taxes on deferred results

32,381

12,172

(53,366)

(19,323)

Adjustment to fair value

(156,179)

(56,225)

(19,428)

(6,993)

2,000

-

(1,060)

-

(279,640)

(155,059)

(124,105)

(41,500)

Excess depreciation
Income and social contribution tax expense
Deferred income and social contribution tax asset

93,728

110,901

168,256

(12,129)

(101,949)

40,457

152,673

(18,477)

Adjustment to fair value

195,677

70,444

17,633

6,348

Insufficient depreciation

-

-

(2,050)

-

(185,912)

(44,158)

44,151

(53,629)

Adjustments and temporary differences

Recorded income and social contribution taxes
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36. AdJuSTEd bALANCE SHEET ANd STATEMENT oF INCoME bY buSINESS SEgMENT
Santander operates through its entities in the financial (commercial, foreign exchange, investment, credit and financing, mortgage loan and leasing
portfolios and securities brokerage and dealership operations), insurance (insurance, pension plan, capitalization and insurance brokerage operations)
and other segments (see Note 4).
2007
COMBINED BALANCE SHEET

ADJUSTMENTS/
ELIMINATION

FINANCIAL

INSURANCE

OTHER

COMBINED

114,208,486

6,784,978

466,717

(757,257)

1,641,667

11,026

541

(11,005)

1,642,229

Interbank investments

25,396,958

-

-

-

25,396,958

Securities and derivatives

20,354,481

6,178,652

417,930

(370,391)

26,580,672

Lending and leasing operations

37,985,583

-

-

-

37,985,583

Other assets

28,829,797

595,300

48,246

(375,861)

29,097,482

2,029,142

13,336

3,296

(393,449)

1,652,325

116,237,628

6,798,314

470,013

(1,150,706)

122,355,249

ASSETS
Current and long-term assets
Cash

Permanent assets
Total assets

120,702,924

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current and long-term liabilities

106,973,033

6,299,786

84,158

(601,780)

112,755,197

Deposits

39,191,815

-

-

(381,395)

38,810,420

Money market funding

23,114,840

-

-

-

23,114,840

1,916,402

-

-

-

1,916,402

11,662,928

-

-

-

11,662,928

-

5,806,106

-

-

5,806,106

31,087,048

493,680

84,158

(220,385)

31,444,501

Funds from acceptance and issuance of securities
Borrowings and onlendings
Technical reserve for insurance, pension
plan and capitalization operations
Other payables
Minority interest
Stockholders’ equity of controlling stockholder
Total liabilities and stockholders’ equity

2

-

-

181,726

181,728

9,264,593

498,528

385,855

(730,652)

9,418,324

116,237,628

6,798,314

470,013

(1,150,706)

122,355,249

2007
COMBINED STATEMENT OF INCOME (1)

FINANCIAL

INSURANCE

OTHER

ADJUSTMENTS/
ELIMINATION

COMBINED

Financial income

14,319,678

540,125

123,325

(24,071)

14,959,057

Financial expenses

(8,593,968)

(440,098)

(116)

24,071

(9,010,111)

3,294,550

60,525

4,811

(6,256)

3,353,630

Income from services rendered
Income from insurance, pension plan and
capitalization operations

-

359,682

-

145,330

505,012

Personnel and administrative expenses

(4,755,603)

(232,474)

(17,539)

186,971

(4,818,645)

Other operating expenses (2)

(2,651,356)

(55,850)

(2,058)

(223,181)

(2,932,445)

417,262

3,438

78,696

(3,253)

496,143

Income and social contribution taxes

(138,614)

(74,127)

(17,329)

-

(230,070)

Profit sharing

(408,921)

(1,549)

(4,763)

-

(415,233)

(1)

-

-

(38,858)

(38,859)

1,483,027

159,672

165,027

60,753

1,868,479

Nonoperating (expenses) Income

Minority interest
Net income

(1) Insurance commissions received by the banks were reclassified from the financial companies group to the insurance companies group.
(2) Tax expenses, investments in affiliates, other operating income and other operating expenses.
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37. oTHEr INForMATIoN
a. Co-obligations and risks on guarantees provided on behalf of customers, recorded in memorandum accounts, amounted to R$15,299,229
(2006 - R$10,480,793).
b. The total net book value of investment funds managed by Santander is R$55,911,429 (2006 - R$41,260,951) and the total net book value
of managed investment funds is R$60,887,770 (2006 - R$46,005,087).
c. The insurance coverage in effect as of December 31, 2007 covering global bank risks, fire, vehicles and other risks, amounts to R$1,930,827
(2006 - R$1,919,159). Bankers’ blanket insurance was contracted for Banco Santander S.A. with coverage of R$179,980 (2006 - R$220,227),
which can be used separately or jointly, provided that it does not exceed the contracted amount.
d. Restricted operations were as follows:
2007
ASSETS
(LIABILITIES)

INCOME
(EXPENSE)

2006
ASSETS
(LIABILITIES)

INCOME
(EXPENSE)

Restricted operations on assets
Lending operations

8,140

9,749

266,020

8,461

(8,140)

(9,689)

(265,937)

(8,371)

Liabilities - restricted operations on assets
Deposits
Net income

60

90

There are no default operations or court challenges regarding restricted operations on assets or funds raised to be used in these operations.

38. SubSEQuENT EVENTS
a. Changes in tax legislation
On January 3, 2008, Executive Act No. 413 was enacted to, among other provisions, determine an increase in CSLL rate from 9% to 15% for financial
institutions and private insurance and capitalization companies. This Executive Act is subject to the approval of the National Congress, which has not
yet occurred. The deferred tax assets and liabilities were recorded in the balance sheet according to the tax rate in effect as of December 31, 2007.
This Executive Act is effective beginning May 1, 2008 and, if it is signed into law, there will be an increase in CSLL expense and an increase in CSLL tax
assets and liabilities.
On the same date, Decrees No. 6339 and No. 6345 were enacted, changing the rates of IOF (tax on financial transactions) on several financial
transactions, including lending operations, effective January 4, 2008. Since it refers to a tax substitution, the Bank is responsible for withholding and
paying said tax at the new rates.
The CPMF (tax on banking transactions) was discontinued on December 31, 2007 by decision of the Brazilian Senate. Thus, beginning January 1, 2008
financial transactions will not be subject to the payment of the CPMF, which previously was levied at the rate of 0.38%.
b. On December 28, 2007, Law No. 11,638 was enacted that alters, revokes and adds new provisions to the Brazilian Corporate Law (Law No. 6404,
of December 15, 1976), primarily to enable the convergence of Brazilian accounting practices with accounting standards generally accepted in the
international capital markets and increase the transparency of the financial statements in general.
The changes and requirements introduced by the Law are effective for fiscal years beginning on or after January 1, 2008, in line with international
accounting practices; however certain of these changes will be, subject to additional interpretation and regulation by applicable regulatory agencies.
Management is evaluating the effects of the application of this new law on the financial statements.
The following summarizes certain of the significant changes introduced by the Law:
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I. Change from the Statement of Changes in Financial Position to the Statement of Cash Flows.
II. A new requirement for the presentation of a Statement of Value Added.
III. The ability to maintain separate or auxiliary accounting ledgers and records in accordance to tax regulations, since as follow it calculates the base
income to taxation, be prepared the necessary adjustments in order to prepare the required financial statements in conformity with the Brazilian
Corporate Law.
IV. Creation of two new account groups: intangible assets in permanent assets and valuation adjustments to shareholders’ equity, to be used to
record the fair value adjustments for certain assets and liabilities, specially for certain qualifying financial instruments, and additionally the foreign
currency exchange rate variations on foreign investments.
V. Modification of the definition of those assets to be recorded under the caption Property, Plant and Equipment in the balance sheet, to be those
rights in tangible assets that are maintained or used in the operations of the company’s business, including those rights received as a result
of transactions that transfer the benefits, risks and control of such assets to the company.
VI. Requirement that periodic review and analysis of the recoverability of amounts recorded in property, plant and equipment, intangible assets
and deferred charges be performed.
VII. Requirement that for transactions involving the merger or spin-off between unrelated parties that result in the effective transfer of control,
the related assets and liabilities of the entity being merged or spun-off should be recorded at fair market value.
VIII. Elimination of the parameter in determining the applicability of the equity method of accounting for investments in affiliates and subsidiaries
and a new requirement that the equity method of accounting for such investments is required when management has significant influence over
the investee.
IX. Creation of the tax incentive reserve - so as to enable public companies, based on CVM regulation, to record donations and investment grants
as part of earnings in the income statement (immediately or on a deferred basis) in accordance with international standards and no longer
as capital reserve.
X. Elimination of the revaluation reserves.
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INDEPENDENT AUDITORS’ REPORT

To the Management of the Entities of
Santander (formerly Santander Banespa - see Note 4 to the combined financial statements)
São Paulo - SP

1. We have audited the accompanying combined balance sheets of Santander (formerly Santander Banespa) as of December 31, 2007 and 2006, and
the related combined statements of income, changes in stockholders’ equity, and changes in financial position for the years then ended, all expressed
in Brazilian reais and prepared under the responsibility of the Entities’ management. Our responsibility is to express an opinion
on these financial statements.
2. Our audits were conducted in accordance with auditing standards in Brazil and comprised: (a) planning of the work, taking into consideration
the significance of the balances, volume of transactions, and the accounting and internal control systems of the Entities, (b) checking, on a test basis,
the evidence and records that support the amounts and accounting information disclosed, and (c) evaluating the significant accounting practices
and estimates adopted by Management, as well as the presentation of the financial statements taken as a whole.
3. In our opinion, the combined financial statements referred to in paragraph 1 present fairly, in all material respects, the financial position of Santander
as of December 31, 2007 and 2006, and the results of its operations, the changes in stockholders’ equity, and the changes in its financial position
for the years then ended in conformity with Brazilian accounting practices.
4. Our audits were conducted for the purpose of forming an opinion on the financial statements referred to in paragraph 1 taken as a whole.
The statements of cash flows and value added are presented for purposes of additional analysis and are not a required part of the basic financial
statements in conformity with Brazilian accounting practices. Such information has been subjected to the auditing procedures described in paragraph
2 and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.
5. The combined financial statements referred to in paragraph 1 include the individual financial statements of the Santander entities that operate under
common management in Brazil, as mentioned in notes 3 and 4 to the combined financial statements, and are presented for purposes of disclosing
additional non-mandatory information on Santander.
5. The accompanying financial statements have been translated into English for the convenience of readers outside Brazil.

São Paulo, February 1, 2008

DELOITTE TOUCHE TOHMATSU

Francisco Antonio Maldonado Sant’Anna

Auditores Independentes

Engagement Partner

CRC nº 2 SP 011609/O-8

CRC nº 1 SP 120424/O-8
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Resumo do
Comitê deReport
Auditoria
Summary
ofRelatório
the Auditdo
Committee

The Audit Committee of Santander in compliance with the National Monetary Council (CMN) Resolution 3,198/2004 and article 33 of the By-laws
of Banco Santander S.A., was approved in the Board of Directors´ Meeting of Banco Santander S.A. held on March 23, 2007. At the same meeting,
its members were appointed. To form the Audit Committee, three independent members were designated. The independent members have
a one-year term of office, renewable for up to four consecutive terms.
Due to the changes made in Santander and in the By-laws of Banco Santander S.A., in the Board of Directors´ Meeting held on November 12, 2007,
a new Internal Policy for the Audit Committee was approved.
Under prevailing legislation, Management is responsible for the preparation, disclosure and integrity of the financial statements, and for the adoption
of the best practices in internal control systems and procedures, in order to ensure compliance with Brazilian accounting practices and rules and
regulations of the National Monetary Council (CMN) of the Central Bank of Brazil (Bacen), of the Brazilian Securities Commission, of the National
Council of Private Insurance and of the Superintendency of Private Insurance.
The independent auditors are responsible for planning and performing the audit of the individual and consolidated financial statements of Santander.
The Audit Committee assists Santander’s Board of Directors in the oversight of the financial reports, evaluation of the effectiveness of the system
of internal controls, the independence of the auditors, and the performance of the internal and independent audits. The Audit Committee is also
responsible for recommending corrections and improvements of policies, practices and priorities identified in the course of its work.
The Audit Committee formally held eighteen meetings in the second half of 2007 and on January of 2008 to conduct the work inherent in its duties,
also devoting special attention to the analysis of the quality of the existing controls to assure independence and to avoid conflicts of interest, adopted
by the audit and consulting firms, hired as service providers for Santander, to the evolution and treatment given to labor, civil and fiscal contingency
liabilities and to the conclusion of the validation of the criteria and parameters adopted by the Credit Risk area.
In addition, for the purpose of fulfilling its duties and responsibilities, the Audit Committee’s coordinator, indicated within the members, devotes full
time to this function, and participates as a guest on the Operating Risks Executive Committee, on the Analysis, Resolutions and Compliance Committee,
on the Legal Executive Committee, on the Basel II Local Technical Committee and on the Products Executive Committee.
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Regarding its duties:
1. At Santander, the Vice Presidency for Operational Risks is responsible for the implementation, to disseminate, the management and control of
the operational risks and the efficiency of the internal controls. For this purpose, the Audit Committee monitored the work developed by the area,
verifying its conformity with Resolutions CMN 2,554/1998 and 3.380/2006. In addition, it was discussed the work plan to comply with the
Sarbanes-Oxley Act certification work, the relevant correspondences sent to Bacen as a result of auditing processes and the reported misstatements
and frauds received by this area.
2. With regard to the internal audit work, the Audit Committee analyzed the reports issued, the conclusions and the implementation of the
recommendations. It also followed up on the previous reports related to the SOX certification.
3. As for the work of the independent auditing firm Deloitte Touche Tohmatsu Auditores Independentes, the Audit Committee formally held six
meetings where it analyzed, primarily, the auditing procedures adopted by the Risk Management professionals on the field of Technology and
Information Security, the potential effects on Santander´s financial statements and disclosure regarding the changes on the accounting rules
introduced by Law 11,688 enacted on December 28, 2007, as well as the internal control issues raised in the detailed reports, focusing on its
relevance and if recurrent, and anticipated the discussion of the main issues related to the financial statements ended December 31, 2007.
4. The Audit Committee proceeded with the review of the financial statements for the financial institutions of Santander, to confirm their quality.
In this respect, it monitored the financial statement closing for the six-month period and year end, prior to disclosure, and met with the independent
auditors and Santander’s professionals directly responsible for the accounting area and the preparation of the financial statements.
5. Resolution CMN 3,477 issued on July 30, 2007 disposed on the institution of an organizational component of a Hearing Office for the financial
industry. On a semester basis, a Report is to be produced for further referendum by the Audit Committee and subsequent filling before the Brazilian
Central Bank (Bacen). As a result, the Audit Committee held a meeting with the Hearing Office to understand the structure, analyze the primary
results and review a first draft of the Report.
As a result of the evaluations based primarily on the information received from Management, internal and independent audits, and the area in charge
of the corporate monitoring of internal controls, the Audit Committee concluded that the work developed is effective and provides transparency and
quality to the financial statements of Santander.

Audit Committee
São Paulo, February 1st, 2008

Maria Elena Cardoso Figueira
Sérgio Darcy da Silva Alves
Taiki Hirashima
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CORPORATE INFORMATION

BANCO SANTANDER NO BRASIL
Rua Amador Bueno, 474 – 4° andar
04752 000 – São Paulo (SP)
Tel.: (55 11) 5538 8654
Fax: (55 11) 5538 8361

INTERNET SITES
Brazil: www.santander.com.br
Group: www.gruposantander.com

INVESTOR RELATIONS TEAM
STOCK MARKET
Bovespa ticker symbols:
Banco Santander BR ON – SANB3
Banco Santander BR PN – SANB4

Carlos López Galán
Cláudia Sampol
Lilian Vasquez
Edléia Silveira
Fernando Salazar
Raquel Foresto

SHAREHOLDER SERVICES
INDEPENDENT AUDITORS
Rua Hungria, 1.400 - Jardim Europa
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Future expectations resulting from the
reading of this report should take into
account the risks and uncertainties that
involve any activities such as political and
economic changes, volatility in the rates
of interest, exchange, inflation, changes in
legislation, competitive elements and other
factors, and it is the responsibility of those
interested to read and evaluate carefully
the information contained herein.
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SANTANDER GROUP TIMELINE

KEY INDICATORS

150 years of STRENGTH

RESULTS

2006

2007

R$ MILLION

Income from financial operations

1857
Banco Santander opens its doors on August 20, founded by 72 businessmen from Santander, in Spain, to meet the demand
for credit and the means of payment for the port city’s commerce. Its first president was Juan Pombo Conejo, a distinguished
local merchant.

1900 - 1919

14,159

14,959

Income from services rendered

2,836

3,354

Gross Income from Financial Operations

5,179

5,949

Operating Income

1,641

2,056

Net Income

1,260

1,868

BALANCE SHEET

2006

2007

R$ MILLION

During this period, the institution doubled its equity, increased its capital and, thanks to high profitability, ranked higher than
average among lending institutions. Three great Spanish banks were also founded, which subsequently merged with Santander:
Hispanoamericano (1900), Espanõl de Crédito (1902) and Central (1919).

Total Assets

107,186

122,355

Lending Operations

37,509

43,725

Deposits

31,746

38,810

1920 - 1923

Subordinated Debt

4,036

4,220

A crucial period for Santander; in 1920, it founded its first affiliate, Banco de Torrelavega. In 1923, it inaugurated new headquarters
in Paseo de Pereda, under the direction of Emilio Botín López, its first permanent president. That same year, it began its expansion
with the opening of seven branches, becoming a bank of regional scope.

Equity

8,115

9,418

1944 - 1947

FINANCIAL INDICATORS

2006

2007

16.1

21.3

In 1944, the Bank acquired a building on the Calle Alcalá in Madrid that became the institution’s headquarters in the Spanish capital.
In 1946, with the purchase of its principal rival, Banco Mercantil, it became a financial institution of national standing.

%

ROE

1950 - 1970

ROA

1.3

1.6

In 1950, Emilio Botín de Sautuola y López assumed the presidency, remaining until 1986. Starting in 1950, the network of urban
branches grew, above all in Madrid, where, by 1962, there were 24 branches in operation. The purchase of the Banco Soler y Torra
as well as two other small institutions, in 1957, constituted a milestone in Santander’s expansion in Catalunya. In 1960, it bought
its first bank in South America, Banco del Hogar Argentino. Five years later, it entered into partnership with Bank of America to
establish one of the first industrial credit institutions in Spain: Bankinter. In 1970, it set up its first representation office in Brazil.

Efficiency Index

58.9

53.8

Basel Ratio

15.4

14.2

Immobilization Index

16.5

12.2

KEY DATA

2006

2007

Customers (thousands)

7,400

8,300

1976 - 1989
The acquisition in 1976 of the First National Bank of Puerto Rico, and in 1982, of Banco Español-Chile, made the Santander Group
a pioneer in commercial banking in Latin America. Also in 1982, the institution inaugurated its first branch in Brazil. In 1986,
Emilio Botín-Sanz de Sautuola y Garcia de los Rios became president, a position he has occupied to this day. The alliance with Royal
Bank of Scotland in 1988 was the point of departure towards globalization.

1991 - 2000
In 1991, Santander Investment began operations in Brazil. Three years later, Santander acquired Banco Español de Crédito
(Banesto). In 1997, with the purchase of Banco Rio, it became the leading private entity in Argentina. In Brazil, it acquired Banco
Geral do Comércio, that same year, and Banco Noroeste in 1998. In 1999, a merger took place with Banco Santander Hispano,
which resulted in the creation of Spain’s largest lending institution. The following year, it became the third largest banking group
in Mexico, with the acquisition of the Grupo Serfin. In 2000, it purchased the Meridional and Bozano Simonsen banks, and
a controlling interest in the Bank of the State of São Paulo (Banespa), in Brazil.

Credit Card Base (millions)

2.9

3.7

Assets under Management

41,261

55,911

Employees

23,355

22,965

Number of points of sale

2,026

2,104

Number of ATMs

7,440

7,639

In 2001, the Santander Banespa financial conglomerate was established in Brazil and proceeded to become one of the
main private banks in the country. Two years later, the Group created Santander Consumer Finance, with the merger of the
German company CC-Bank, the Italian Finconsumo, the Spanish Hispamer and other companies within the Group. In 2004, the
merger of the three commercial banks of the Group in Portugal gave rise to Santander Totta, the second largest Portuguese private
bank. In the same year, the acquisition of Abbey extended the trajectory of expansion in Spain, Europe and Latin America. In April,
Cidade Santander Group occupied the corporate headquarters of Santander.
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2001 - 2004

2005 - 2006
In 2005, Santander acquired a 19.8% share in the Sovereign Bancorp, the 18th largest bank in the United States. In 2006,
it achieved record earnings of 7,596 billion euros, the highest figure for all Spanish companies, and began to invest more
heavily in quality of service and customer focus. In Brazil the Bank began a process of consolidation of brands, legal
incorporations and technological integration.

2007
The institution celebrated its 150th birthday as the 10th largest bank in the world in terms of market capitalization, the 7th in earnings,
and the company with the largest retail distribution network in the western world. Globally, the Santander brand has been consolidated.
In Brazil, it positioned itself as a bank that is completely market driven, with a focus on people: its customers and staff.
Santander, in association with The Royal Bank of Scotland Group plc, Fortis N.V. and Fortis S.A./N.V., formally acquires ABN AMRO
through RFS Holdings B.V., in October, 2007.

CASA1 – São Paulo/SP
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BRASIL
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GROUP’S VISION
PROFILE

Santander seeks to consolidate its position as

Santander is today the largest international financial

growing profitability to its shareholders while

group operating in Brazil, as well as the leader in the state

satisfying all the financial needs of its customers.

of São Paulo. The pillars of its growth strategy are innovation,

In order achieve this, it combines business policies

commercial capacity and customer focus.

and global capacities.

a large International Financial Group, offering

With an operating presence in the Retail sector in Brazil going
back to the 1980s, it has established a series of banks over the
past ten years with activities concentrated in the South and
Southeast Regions, the country’s main financial markets.

MISSION
To develop and consolidate the leading financial
franchise in Brazil, by creating value for our

Banco Santander in Brazil has more than 8 million

shareholders, customers, and employees and

customers and operates in all segments of the financial

for the local communities.

market through a network of 2,104 branches and
service outlets and 7,639 ATMs.
In 2007, it registered R$ 122.4 billion in assets and closed
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the period with a net income of R$ 1.9 billion, 48.3% over the
previous fiscal year. The volume of business – in the segments
for Retail, Business, Wholesale and Asset Management –
totaled R$ 138.4 billion. The Basel Ratio stood at 14.2%.

CORPORATE VALUES
Leadership: Leadership vocation in all the markets
where we operate, with the best teams and always
focused on the customers and on results.
Dynamism and Looking Ahead: Initiative and

These results were achieved not only through the use of
efficient models for managing business and personnel but also
as a result of the commitment and dedication of its 22,965

skill in discovering and making the most of business
opportunities ahead of our competitors and flexibility
in adapting to market change.

employees, confirming the Bank’s strategy of making Brazil
its principal focus for growth of the Santander Group in Latin
America – where it is the leader among banking franchises,
with 4,498 branches.

Strong balance sheet: The strength of our balance
sheet and prudence in risk management are the best
garantees of our capacity to grow and to create
long-term value for our shareholders.

The Santander Group is the largest financial institution of the
Eurozone in terms of market capitalization. Founded 150 years
ago in the small coastal town of Santander, Spain, now
headquartered in Madrid, the Bank is now present in more
than 40 countries. By the end of 2007, it had more than

Innovation: A constant quest for products, services
and processes that meet the needs of our customers
allows us to achieve profitability gains greater than
those of our competitors.

11,000 branches, over 131,000 employees, 65 million customers

Customer Oriented: The customer is the focus of

and funds under management in excess of 1 trillion euros.

our strategy. We strive to continuously improve our
ability to attract, satisfy and retain customers by

The Bank’s 150-year history of sustainable activities is
directly reflected in its business performance, with net

offering a wide range of top quality products
and services.

profits of 9.1 billion euros in 2007 – 19.3% above the
7.6 billion earned the year before.

Professional Ethics: Over and above strict compliance
of Laws, Codes of Conduct and internal regulations,

In Latin America, it registered net income of US$ 3.6 billion,
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all professionals at Santander are required to conduct

a volume 27.3% greater than in 2006. This performance

themselves with maximum honesty and transparency,

accounted for 32.9% of total net earnings for the period,

always placing the interests of the Group and of our

and featured Brazil, which generated 34.0% of the

customers above their own personal concerns.

region’s income.

