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Simple Personal Fair | What a bank should be

About this report

Our purpose:

The Strategic Report section outlines
the key elements of the rest of the
Annual Report. \We produce it to

to help people and businesses prosper

help readers more easily assess our
performance and future prospects.
It also explains Santander UK today
and how we see our place in the
UK banking market.

Our aim:

We are committed to high ethical
standards in everything we do and
we take our responsibility to the

to become the best bank for
all our stakeholders
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environment seriously. As such, the
sustainability of our business is not
separated from our strategic direction.
We have therefore chosen to integrate
our sustainability reporting into our
Strategic Report and in this section

we outline key information previously
reported in a separate Corporate Social
Responsibility report.

By order of the Board.
Nathan Bostock
Chief Executive Officer
24 February 2016

Live The Santander Way through
our behaviours

Support communities through skills,
knowledge and innovation

Our strategic priorities for 2016 to 2018:

Customer loyalty and
market share growth

Operational and
digital excellence

Consistent and growing profitability
and a strong balance sheet
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Important information for readers

Santander UK Group Holdings plc and its subsidiaries (collectively
Santander UK or the Santander UK group) operate primarily in the UK,

and are part of the Banco Santander group (comprising Banco Santander

SA and its subsidiaries). Santander UK plc is regulated by the UK
Prudential Regulation Authority (PRA) and the Financial Conduct
Authority (FCA) and certain other companies within the Santander UK
group are regulated by the FCA

This Annual Report contains forward-looking statements that involve
inherent risks and uncertainties. Actual results may differ materially from
those contained in such forward-looking statements. See Forward-
looking statements on page 359.

The Glossary on page 354 is intended to be a useful guide to terms and
acronyms used

Santander UK Group Holdings plc (the ‘Company’) is the immediate parent
company of Santander UK plc. The Company and Santander UK plc
operate on the basis of a unified business strategy and have common
Boards, albeit the principal business activities of the Santander UK group
are currently carried on by Santander UK plc and its subsidiaries (the
‘Santander UK plc group’). The Company has adopted Santander UK plc’s
Corporate Governance and Risk Frameworks to ensure consistency of
application. However, the Frameworks are applied from the level of
Santander UK plc across the Santander UK plc group. As a result, the
review of the business and principal risks and uncertainties facing the
Company, and the description of the Company’s Corporate Governance,
including the activities of the Board and risk management arrangements,
are integrated with those of Santander UK plc and are reported in this
document as operating within the Company




In this year’s report

Our environment

sets the context to our
strategy. The UK backdrop

is a supportive economic
environment, a demanding
regulatory agenda, increased
market competition and
changing customer
behaviour.

Read more on page 6

Our competitive position
is built on the delivery of
our 2015 strategic priorities.
We are now a full-service
scale challenger and
look ahead to being even
more diversified and
customer focused.

Read more on page 8

Our refined strategy

is an evolution of our proven
approach. We are focused
on delivering the best service
to our customers, at the best
price for our shareholders,
while maintaining stable
profitability and a strong,
low-risk balance sheet.

Read more on page 12

Our stakeholder focus
supports our strategic
priorities and value creation.
It is underpinned by a culture
of Simple, Personal and Fair,
while being deeply engaged
in the communities where
we operate.

Read more on page 25

mmmmmm P—— F—— —————— - P o
Qo
Spotlight on sustainable business
Our people Our customers Our shareholders Our communities
Read more on page 26 Read more on page 28 Read more on page 30 Read more on page 32
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The Board meetings of the Company are held concurrently with those

of Santander UK plc where necessary, with items of business specific

to the Company identified and recorded as appropriate, reflecting the
decisions taken by the Board of the Company. The Corporate Governance
disclosures contained within this report replicate those of Santander UK

plc to ensure full and transparent disclosure. The disclosures contain
additional narrative in respect of the Company, where appropriate.
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Strategic Report

Chair's statement
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Santander UK Group Holdings plc

JW Vo eling

Shriti Vadera

24 February 2016

My first ten months as Chair have affirmed
my view that Santander UK is true in its
intent to be a bank that is Simple, Personal
and Fair, but is not complacent about the
effort and length of the endeavour.

UK banks need to continue their
transformation, focusing more on the

needs of people and businesses in the

real economy and regaining the trust of
customers, investors, regulators, policy
makers and the wider public. The UK cannot
claim to be a leading global financial centre
until it provides its own economy with
world-class service.

Santander UK can play a key role in this
transformation through its unigue position
as the only full-service ‘scale challenger".

We have greater reach, high street presence
and brand recognition than niche players
whilst our market position relative to the
‘big four” ensures we maintain our incentive
to win the loyalty of customers and challenge
the incumbents’ ways of doing business.
We have demonstrated this, for example,

by launching innovative products such as
the 11213 World Current Account and our
unique international trade proposition which
provides the only UK bank export scheme
targeted at SMEs. We have sustained our
position in the highly competitive mortgage
market from our building society heritage,
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but in other segments Santander UK is still
a challenger bank. We have the need and
ability to innovate and compete and that is
integral to our approach in improving the
way we serve our customers.

Transformation on multiple fronts

| do not underestimate the significant
challenges our people and systems face in
simultaneous implementation on multiple
fronts. This ranges from regulatory changes
to our balance sheet and operations, to
‘ring-fencing’ our business into a Retail Bank
for personal and small business customers,
and a unique dedicated Corporate Bank for
our business customers from SMEs to the
FTSE 100. It includes embedding cultural
change, deepening our relationships with
customers, innovating and delivering the
very best digital banking services. All this
needs to be done while ensuring we remain
profitable in a persistent low interest rate
environment, manage risk effectively in
unpredictable markets and a highly uncertain
world and continue to win competitive
market share.

I am very confident in the ability of Nathan
Bostock, our CEO, to deliver his 3-year
strategy and lead this multiple transformation
with his senior executives and our dedicated
and committed employees. He has been left
a strong legacy by Ana Botin from her time
as CEO. Her continued presence on the
Santander UK Board as a Non-Executive
Director demonstrates the strength we gain
from the strategic and operational resources
of our shareholder.

Embedding the behaviours that
underpin our culture

One of the most important programmes we
initiated was defining the set of behaviours
that underpins the culture we want. It has
been an extraordinary task that has taken
the senior executives across the country to
engage directly with almost 2,000 of our
people. Together, they have defined and
articulated the behaviours they have said
embody our values of Simple, Personal

and Fair. We are starting to embed these
behaviours in how we operate everyday
and this has been a great example of the
collaborative and inclusive leadership for
which | commend Nathan.

Embracing digital opportunities

In the last few years, the way our customers
use digital technology in their daily lives

has changed at a significant pace. More
than two thirds of British adults own a
smartphone and use it more than any other
device to access the internet. Our customers
quite rightly expect to be able to deal with
their bank through their channel of choice.
We have looked ahead to 2025 to begin to
put together a strategy, discussed regularly
by the Board, which starts with a vision of
enabling customers to do their banking in
the way that is most convenient for them.
Recent examples of our drive to provide
innovative and customer-oriented solutions
are our new mobile banking app, Spendlytics,
our early adoption of Apple Pay and our
active involvement in Banco Santander’s
InnoVentures Fin-Tech fund.

Board changes

I would like to pay tribute to my predecessor
Lord Burns for his strategic leadership and
judgement over 14 years that saw the
creation of Santander UK and its safe
steerage through the financial crisis. | am
personally very grateful for the enormous
support and advice he has provided me
during and since the period of transition.

2015 has been a year of significant
transformation of the Board. Three long-
standing Non-Executive Directors, José Maria
Carballo, Rosemary Thorne and Roy Brown,
retired from the Board having completed
over or close to nine years’ service. In
addition, Antonio Escamez and Mike Amato
stood down with effect from 31 December
2015. As José Marfa Fuster leaves his Banco
Santander executive role, he will no longer
be a Banco Santander nominated Non-
Executive Director in the UK as of 1 April
2016. | would like to thank the out-going
Non-Executive Directors for their
commitment and dedication through
formative and challenging times.

I would also like to thank the two
Executive Directors who left us during
2015, Steve Pateman, responsible for UK
Banking and Stephen Jones, Chief Financial
Officer, for their significant contribution

to our successes.

Four new Independent Non-Executive
Directors were appointed: Chris Jones and
Genevieve Shore joined the Board in March
2015. Chris is our designated financial
expert and Chair of Board Audit Committee.
Ed Giera joined the Board in August 2015
and Annemarie Durbin in January 2016.

Ed took over as the Chair of Board Risk
Committee in October 2015 from Bruce
Carnegie-Brown who | am very pleased
remains on the Board as a Banco Santander
nominated Non-Executive Director, following
his appointment as Lead Independent
Director of Banco Santander. Scott Wheway,
who has been a Non-Executive Director since
October 2013, was appointed as our first
Senior Independent Director and is acting

as Chair of the Remuneration Committee.

In addition, Peter Jackson® will join the Board
from 1 April 2016 as a Banco Santander
nominated Non-Executive Director when

he replaces José Maria Fuster in his group
executive function.

As a result of these changes, our Board
gender diversity increased from 13% in 2014
t0 31% in January 2016. The representation
of Independent Non-Executive Directors?
increased from 38% in 2014 to 54% in
January 2016.

| believe this Board has the calibre, skills

and judgement to meet our stated goal to
be the best governed bank in the UK, and
to support our business in its ambition to be
the best bank for our people, customers,
shareholders and communities.

(1) Subject to regulatory approvals, as needed.
(2) As described in our UK Group Framework on page 22.
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Solid results and business momentum
in 2015

Our 2015 results demonstrate the continued
good progress we are making in our
commercial transformation. We now have
4.6 million 11213 World customers, exceeding
our 2015 target of 4 million. Loyal retail
customers increased to 3.7 million, up from
3.3 million at the end of 2014 but slightly
shy of our overall 4 million target for 2015.
Furthermore, we maintained our strong
support for UK companies with 10% growth
in lending, continuing the double-digit
average growth over the last three years.

We are particularly proud to have been
voted the high street bank with the best
current account service according to the
Money Savings Expert poll —and with the
best products.

In 2015, despite increased regulatory costs
and pressure on income, we reported strong
profitability, and a steady cost-to-income
ratio. We also maintained our strong balance
sheet with a Common Equity Tier 1 ratio of
11.6% and improved credit quality across all
of our loan books.

Returns and capital were, however, both
adversely impacted by a £450m conduct
remediation charge related to payment
protection insurance.

Challenging the status quo in
UK banking

As the only full-service scale challenger,

we are proud of our achievements and the
delivery of our 2013-15 strategy. However,
with the incumbents refocusing on the UK
and an increasing number of new entrants,
we cannot stand still. We must constantly
innovate and strive to be the best in the
market whether that be in digital, in-branch
customer service or relationship banking.

In 2015, we largely completed our
investment to establish a banking business
to serve our corporate customers with

a differentiated and innovative proposition.
We have generated full-service banking
relationships with many new-to-bank
corporate customers, including major
household names.

Our business customers in the UK who
have been looking to expand globally have
benefited from our unique international
proposition including the Trade Portal, the
Santander Passport and our Foreign
Exchange online portal.

Our pioneering Breakthrough programme
aims to help ambitious UK businesses
succeed. Breakthrough supported the creation
of almost 2,100 jobs in 2015 and provided

33 SMEs with £55m of growth capital and
£102m of other growth-related finance.

We have expanded our support for
communities by investing in higher
education, through Santander Universities.
This is a key differentiator and our
partnership with over 80 universities is a
source of immense pride. We are absolutely
committed to continuing this good work.

In 2015, we strengthened the links
between these two innovative programmes.
More than 2,000 Santander University
undergraduates completed an internship
with SMEs from our Breakthrough
programme, gaining valuable skills and
contributing to fast-growth UK companies.

Significantly improved customer
experience

We continued to build on our progress

in customer satisfaction this year, and in
November 2015 reached our highest ever
score. The gap between us and the average
of the three highest-performing peers was
closed, successfully achieving our goal.”

2016 will see us continuing to work hard

to reduce complaints and further improve
our customers’ experience. We intend to
challenge ourselves further while focusing on
meeting customers needs, and earning their
trust and loyalty.

Innovating through digital

In 2015, we continued to invest in digital
technology to automate our back-office
activities and made a number of
improvements to our platforms. In July
2015, we were one of the first UK banks to
adopt the Apple Pay service. We launched
new apps such as Spendlytics and KiTTi,
and an online mortgage decision in principle
tool. In August 2015, as part of our Go
Smart programme, we introduced tablets
into our branches to enhance the

customer experience.

Customers using our digital services now
stand at 3.7 million, up from 3.0 million at
the end of 2014. We have a target to grow
further and to reach 6.5 million digital
customers by 2018. Today, around 45%

of our active current account customers are
digital users, and this growth trend is set
to continue.

For more on our new behaviours,
see page 26

o

Leadership team changes

We strengthened the executive team

in 2015. Antonio Roman was appointed
Chief Financial Officer and we further
strengthened the Executive Committee by
the appointment of Susan Allen as Head

of Transformation, Vicky Wallis as Head of
Human Resources, and Sigga Sigurdardottir
as Head of Customer Innovation. Javier San
Félix joined from the Banco Santander group
as the head of our retail business. As we
ended 2015, Chris Sullivan was confirmed
as our new Head of Corporate Banking. The
new team is ideally suited to implement our
new strategy.

New behaviours for our people

One of my key priorities for 2015 was to
define a set of organisational behaviours

that would help us live The Santander Way.

| engaged with colleagues across the UK

to help create and communicate these
behaviours that will become part of our DNA.

When these behaviours are embedded
across the business they will help to create
an environment where our Simple, Personal
and Fair values can flourish and be sustained.
We believe this will make us an organisation
in which we all feel we can play our part to
secure the best outcomes for our customers.

The Discovery Project

We launched our new flagship community
programme, The Discovery Project, in late
2015. The programme will help people in our
communities discover new opportunities and
to make the most of their future.

The Discovery Project adds some exciting
new initiatives to the best of our current
community activities, which helped over
100,000 people during 2015. Our goal is to
help one million people by 2020. For more
on The Discovery Project, see page 33.

Refreshed priorities for 2018

We delivered well on our 2015 commitments
and have now refreshed our targets and
plans towards 2018. The result will be

a growing UK bank, delivering recurrent
returns with a strong balance sheet and

a profitable customer franchise.

The backdrop to our plans and our refreshed
strategic priorities are outlined in more detail
in the following pages.

See glossary for customer satisfaction definition.

(1) Customer satisfaction as measured by the Financial
Research Survey (FRS) run by GfK, December 2015.
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We see four major forces affecting the UK banking market

Supportive economic
environment

The UK economy has now grown for 11 consecutive
quarters with steady GDP growth expected in 2016.
Labour market prospects are also positive, with the
unemployment rate likely to decline further towards the
pre-crisis low of just under 5%.

Inflation is currently around zero and is likely to remain
low through 2016. This should provide some support for
household real incomes as nominal earnings growth is
likely to remain relatively subdued. Low inflation also
underpins the financial market expectation that the

low interest rate environment will continue, providing

a further impetus to household real incomes.

Economic forecasts (%) — Unemployment — GDP
5.70
2 510 5.00
......... L Y
4.90
3.00

2014 2015 2016(e) 2017(e) 2018(e)

Source: HM Treasury Comparison, Forecasts for the UK economy: a comparison of
External Economic Forecasts, January 2016 and November 2015

Note: Unemployment is year end, GDP is annual average growth

Overall these are positive trends for our business. While
low interest rates create a challenging environment for
income growth in the short term, they have, together
with house price growth and falling unemployment,
contributed to lower arrears. In addition, our balance
sheet is well positioned to benefit from interest rate rises.

We also see a positive impact in our main lending
portfolios. Mortgage market lending growth ended

2015 at 2.7%, its strongest since early 2009, with further
strengthening likely in 2016. In addition, bank lending

to companies has recently shown some signs of recovery
following an extended period of contraction.

Our challenger status provides us with the opportunity to
deliver above average volume gains as we build broader
customer relationships and expand our product suite.

Demanding regulatory
agenda

Regulation in the UK remains focused on three broad
objectives — making banks stronger, supporting positive
customer outcomes, and encouraging greater
competition.

Regulatory initiatives affecting Santander UK

120+

The UK banking industry is subject to close scrutiny
with more than 120 reviews and policy
developments underway (at December 2015).

Most of the policy changes to support these objectives
have been agreed in principle. Interpretation and
calibration of the differing requirements will be needed
in the year ahead. Implementation and compliance with
the new regime will also be a major undertaking across
the sector.

We support the objectives of UK policy makers and are
working hard to ensure we comply with new regulations.
In particular, we welcome steps to combat inertia in
personal and SME banking.

One of the most significant regulatory changes facing
large UK banks is the requirement to ring-fence their
retail banking operations. Following extensive efforts,
not least in management time spent, our preparation
and planning for this is well advanced. We expect to
be able to give more details of our approach later in
the year.

We expect our returns going forward will be impacted
by increased regulatory compliance costs as well as the
more onerous taxation regime. However, as a full-service
scale challenger with a strong customer focus, we remain
confident that we can continue to grow the business

as we develop loyal personal and corporate customer
relationships in this challenging regulatory environment.

6
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Increased market
competition

The UK banking market remains highly competitive, with
pressure on margins and growth likely to build across
most business lines as competition increases.

UK banking market players

— Incumbents: large full-service banks
refocusing on UK retail and corporate
customers, away from investment banking

— Challengers: scale challengers and other
smaller banks, building societies and retailers
seeking market share and improved returns

— New entrants: startups, non-banks and
other technology firms targeting selected
elements of the market

Historically, building societies had large market shares

in mortgages and savings. For most other retail and
commercial banking products, the market is concentrated
with the big four incumbent banks (Barclays, Lloyds,
HSBC and Royal Bank of Scotland) having a large,
relatively stable combined market share.

Most challengers lack the scale or reach to compete with
the big four. While individually they may have presence
in a single area, unilateral pricing or marketing initiatives
are unlikely to generate a wider market response.

New entrants leverage technology to focus on niche
parts of the market. Given their scale and selectivity,
some of these new entrants are less affected by the
regulatory agenda.

We consider ourselves to be the only full-service scale
challenger. By that we mean our size and the scope of
our proposition makes us the only viable challenger to
the big four, across retail as well as commercial banking.

Our business model and strategy are customer focused,
adaptable, innovative and efficient. This gives us the
confidence that we can thrive in this competitive
environment. While we aim to compete with the big
four, the challenge from new entrants forces us to be
keenly focused on our customer relationships, operating
model and costs.

Changing customer
behaviour

The needs and demands of UK banking customers
are evolving more rapidly than ever. They are driven
by developments in technological and the accelerating
take-up of digital and mobile.

Users of mobile banking channels in the UK almost
trebled from 2012 to 2014, while contactless payments
have increased ten-fold.

Mobile banking users (indexed to 2012)

o -
21>
2012

Source: Finalta Annual UK Survey (digital is online, smartphone and tablet platforms),
September 2015

Increasingly, our own customers are choosing to buy
and use their banking products and services via digital
channels, these accounted for almost a third of 2015
product openings. This directly correlates with increased
retention as well as improved customer satisfaction.

We are embracing changes in technology that offer
benefits to our customers. In 2015, we were one of
the first UK banks to introduce Apple Pay. We also
developed the highly-rated Spendlytics, KiTTi and
SmartBank apps to help our customers manage their
money. In partnership with SignVideo, we launched

a video relay service for customers who use British Sign
Language so they can enjoy barrier-free access to our
products and services.

Contactless transactions (million)

- -
20 [
2013 I

Source: UK Cards Association (debit and credit cards), September 2015

Our Banco Santander InnoVentures fund invested in
international payments firm Ripple Inc., which provides
global financial settlement solutions and develops
technology to reduce the settlement costs for banks.
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We are the only full-service scale challenger

A full-service retail and
corporate bank...

1 million

new 11213 World customers

We have become increasingly recognised for value

and innovation following the transformation of our
retail business over the last three years. Together with
improved customer service and a high-profile marketing
campaign, we have been successful in growing our
11213 World customer base. We are proud to serve our
customers with products that offer real, ongoing value.
In turn, this helps our people forge stronger and deeper
relationships with our customers.

£26.4bn

lending to corporate customers

We built our corporate bank from a standing start and
have made significant progress towards a full-service
proposition. Our expanded footprint allows us to get
closer to the customers we serve. With a prudent
approach to risk, and a focus on customer experience,
we have grown our business above the market average.
We can also help to open up new opportunities to
enable our customers to grow their businesses. Our
international business uses our parent’s global reach to
assist UK companies to expand their business abroad,
with support and introduction to trade contacts.

with unique position and
meaningful scale...

A large branch network and established IT platform
work act as effective barriers to entry to the UK market.
For that reason, making a serious impact on the
concentration of the market is only possible from the
platform of a national network.

Smaller challenger banks without a national network
have struggled to offer a credible alternative to the big
four. Our branch network is optimised and covers more
than 80% of the UK market — that allows us to exert
enough pressure on the incumbent banks to impact
their customer base.

B3/ branches

We also have an extensive network of Corporate
Business Centres and relationship managers. In recent
years, we have achieved lending growth to corporate
customers ahead of the market while smaller challengers
have struggled to make an impact at the national level.

Smaller challenger banks and new entrants can also lack
the resources needed to invest in IT and infrastructure
and comply with the regulatory burden. We benefit
from being part of a large international group with
access to shared resources, expertise and capability
which in turn benefits our customers.

/0

Corporate Business Centres

Santander UK Group Holdings plc
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well-executed 2013-15 strategy...

challenging the big four.

6 KPIS schieved

& 11213 World customers

@& Retail customer satisfaction

& Common Equity Tier 1 capital ratio
& Loan-to-deposit ratio

& Non-performing loan ratio

& Dividend payout ratio

Through 2013 to 2015, we executed a strategy focused
on Simple, Personal and Fair outcomes for our customers.
We grew our retail current account proposition and our
business with corporate customers and also delivered
consistent profitability and a strong balance sheet.

The turnaround in our customer experience during this
period has been particularly strong and, together with
the success of our 11213 World proposition, has firmly
established our position as the successful full-service
scale challenger in the UK.

Profitability has been consistent, with returns

increasing over the period. Our Return on Tangible
Equity (ROTE) ratio has, however, been impacted by the
regulatory need for a higher capital base and conduct
provision charges. Our balance sheet has also been
strengthened by increased retail deposits and lower non-
performing loans.

We have more to do on our journey to become

a fully customer-focused and better diversified bank.
As we look forward, we have refreshed our strategic
priorities and 2018 targets which are set out in the
following pages.

For more on our performance
against KPIs see pages 20 and 21

174 cusiomas

who switched current account
chose to move to Santander®”

To successfully challenge the big four we have leveraged
our scale and presence and developed a recognised
brand that consumers trust. We have invested in
expansion and innovation and, by increasing competition
in the market, provide a viable alternative for customers.

A dedicated
Corporate Bank

with a full-service proposition
for UK business

To meet the distinct needs of our customers in

a balanced and optimal way, we intend to grow and
further differentiate our business. We will operate as

a Retail Bank and a separate Corporate Bank. This is
our preferred approach to meet the Banking Reform
requirement for large UK banks to ring-fence their retail
banking operations.

While some competitors are retrenching, we believe
a focused and dedicated corporate bank will help us
provide a seamless client experience. It will also allow
us to develop further scale and to attract and retain
talented relationship managers.

(1) Bacs (previously Payments Council) data for the industry shows 2,313,450 full
switches were completed between 16 September 2013 and 31 December 2015.
Santander UK management information identifies 610,550 full switchers in the
same period.
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We create value by doing things differently

Over the last three years we have undergone

a significant commercial transformation. Building
on the legacy of our building society heritage, we
have created a dynamic brand with a reputation
for innovation.

We use a balanced scorecard, the Compass, to align
our day-to-day activities with the overarching strategy
of the bank. It helps us measure progress towards our
strategic priorities and our aim of being the best bank
for our stakeholders

Challenging
the retail market

The 11213 World remains central to our strategy

— A focus on customer satisfaction and loyalty

— Investment in analytics and infrastructure to
offer a differentiated and targeted experience

— Supporting customers with products that offer
ongoing value through their different life stages

— Driving more transactional relationships

— Improving liquidity, reducing funding costs
and creating a more stable savings book

— Enabling pricing flexibility to react to different
economic and interest rate outlooks

— Raising brand awareness and the engagement
of our employees

— Offering a competitive advantage which
is difficult for other banks to copy

Challenging
the corporate market

Building a strong and sustainable business

— Improved dlient satisfaction, targeting above
peer average

— A dlient-centric infrastructure delivered by our
regional Corporate Business Centre network

— An extensive product suite to help UK
companies and support growing businesses

— A differentiated and innovative proposition
adapted to industry segments

— Relationship managers across the UK, local to
their clients, supported by local risk managers

— International expertise to help UK companies
as they expand overseas

10 Santander UK Group Holdings plc
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The Compass sets out our KPIs across four
quadrants — one for each stakeholder group
to ensure we are:

Creating value for our people

To attract and retain the most talented

and committed people we offer first-class
professional development opportunities and
a competitive package of pay and benefits.
We value individuality, empowerment and
collaboration and carefully foster a Simple,
Personal and Fair culture.

A highly motivated and engaged workforce
provides excellent customer service, and our
people are effective advocates of our bank.
We can only become the best bank for

our customers if we are the best bank for
our people.

Creating value for our customers

We provide products and services that
we believe people want and need, with
transparent benefits and fees. In this way

we aim to build more lasting relationships
with our customers. By being a bank which
is Simple, Personal and Fair we believe we
will become a bank that our customers will
want to do more business with.

We understand that customers will only

be loyal if we provide them with excellent
service. This is why customer satisfaction and
advocacy remains central to the success of
our strategy going forward.

Creating value for our shareholders

We have a track record of generating value
for our shareholders. We have maintained
this by paying dividends every year since
2007. The Banco Santander group operates
in 10 main geographical areas and the

UK business remained one of the most
significant contributors to its results in 2015.

We are committed to continue operating
in the most efficient way, both for our

shareholders and the wider environment.
By taking into account the impact of our

business on the world around us, we can
benefit from cost efficiencies, effective risk
management and an enhanced reputation.

Only if we continue to deliver a long-term,
sustainable return for our shareholders can
we continue to invest in our customers,
people and communities.

Creating value for our communities

We have a diverse programme of community
engagement which includes funding for local
and national charities as well as employee
volunteering. In 2015, we announced a new
community venture, The Discovery Project.

Our people help to decide which initiatives
we will support and are active participants
in a wide range of these community
activities. Being more closely engaged
with the communities where our branches,
Corporate Business Centres and offices
are located also helps us to serve our
customers better.

Doing things
The Santander Way

Simple

We offer our customers products that are easy
to understand and a service which is convenient,
no matter when or how they want to bank with
us. We make our processes better so they are
easy and clear for our customers and our people.

Personal

We treat our customers as valued individuals,
providing a professional service they can trust.
We support our colleagues to develop their skills

and achieve their ambitions.

Fair

We are open, honest and treat others as we

To help people
and businesses prosper

would like to be treated. We earn our investors

a sustainable return and do our part to support

our communities.

To become the best bank
for all our stakeholders
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We are evolving our proven and successful strategy

At the Banco Santander Investor Day in September 2015,
Santander UK outlined the evolution of the strategic
direction of our business. We set out our strategic
priorities for the next three years in the context of the
major forces shaping the UK banking market. These
priorities build on our progress to date, and would not
be achievable without the commercial transformation
we have already accomplished.

Our strategic priorities for 2016 to 2018

Customer loyalty and
market share growth

Operational and
digital excellence

Consistent and growing profitability
and a strong balance sheet

Live The Santander Way through
our behaviours

Support communities through skills,
knowledge and innovation

12 Santander UK Group Holdings plc
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Our proven strategy

As part of our refined strategy for 2016-18
we plan to further deepen customer
relationships across the bank, while also
expanding our drive for increased corporate
customer loyalty. We have introduced a
priority of operational and digital excellence
to reflect delivery of the best service to our
customers, with the best return for our
shareholders. We will also continue to focus
on growing profitability and a strong balance
sheet, while maintaining our capital strength.

The key to achieving these strategic goals
will be:

— Engaging our teams

— Constantly working to embed our
behaviours

— Delivering a culture which is Simple,
Personal and Fair

— Being deeply involved in the communities
where we operate.

Encouraging loyalty

In recent years we have delivered rapid
growth in our loyal customer base,
supported by the success of our 11213 World
proposition. However, we see significant
potential to increase loyal retail customers
further to 4.7 million by 2018, more than
doubling our 2012 position. We want our
retail products and services to give people
the financial tools and support they need
at the times that matter most — we want
to become our customers’ bank for life.

A loyal customer base, where a primary
bank account acts as the anchor of the
relationship, provides better customer
insight, better risk profile, reduced cost of
customer turnover and many opportunities
to interact with customers given their strong
transactional link to the bank.

We have a significant opportunity to build
on our core 11213 World relationships. In
particular, we want to develop the areas of
personal lending, investments and long-term
planning, insurance and protection, and new
opportunities such as pensions. This will
broaden our ability to serve our customers
throughout their lives. As loyalty has grown,
we have seen an increase in the number of
times our customers interact with us, and
we expect this trend to continue.

The channel in which we have seen
transactions growing fastest is digital. Digital
transactions have doubled in the last three
years and we added almost 1,500 new active
mobile users every day in 2015. We have set
a target of 6.5 million digital customers

by 2018.

Opportunities to:

Increase customer loyalty by building on primary

account relationships

Leverage customer analytics to increase revenue

from targeted offering

Accelerate our growth with a focused and

dedicated Corporate Bank

Challenges from:

Demanding regulatory agenda driving significant

implementation and ongoing compliance costs

Increased market competition targeting growth

in specific parts of the market

Changing customer behaviours and the need

to move to a more proactive, multichannel

operating model

Digitalise customer interaction and back office

processes

Low-for-longer interest rates and fragile global

growth prospects

Grow income with a balance sheet that is
positively geared to rising interest rates

For more on our 2018 targets
see page 15

For more on risk,
see page 16
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Leveraging infrastructure investment
to serve corporate customers better

The investment in our corporate bank is
largely complete. We are now turning our
focus to improving customer satisfaction
further and increasing the productivity of
our relationship managers and Corporate
Business Centres.

Around 15% of our relationship managers
have been with us for less than a year and a
further 50% for less than three years. These
relationship managers are building business
portfolios that should grow materially in
the years ahead. This growth reflects the
increase in productivity and returns we have

already achieved in our more mature centres.

Executing this should enable us to deliver
asset growth over five percentage points
above the market over the next three
years. It will also allow us to reach our
2018 target of 308,000 loyal SME and
corporate customers.

Operational and digital excellence

Simplicity is at the heart of our culture.
We aim to deliver the best service to
our customers, with the best return for
our shareholders.

To give our customers a choice of how they
interact with us, we intend to use digital

and mobile technology, building on our
track record of innovation. We expect that
applications and servicing via digital channels
will continue to increase, as will retention.
Giving customers more choice across
multiple channels should help us to provide
a better customer experience overall.

In the next three years we intend to continue
our simplification programme. We want to
extend the approach from our product range
to our end-to-end processes. Initially within
our mortgage business, we are embracing
digitalisation through a focus on mobile
experience and re-engineering our operating
model using technologies such as biometrics.

Technological innovation and simplification
should enable us to work more efficiently,
and allow us to make cost savings across
the business. This supports our targeted
cost-to-income ratio of below 50%.
Achieving this will be important in helping
us become a more dynamic and agile
organisation, in this changing environment.

Delivering solid results

In a period of significant change, and some
uncertainty, we have delivered consistent
profitability and a strong balance sheet.
We have a sustainable business with low
earnings volatility and a low risk profile.

In the next three years, we are targeting

a RoTE ratio of 12% to 14%, which is above
our estimated cost of equity. We intend to
maintain our dividend policy, with a payout
ratio of 50%. At the same time we have

a target CET 1 capital ratio of c. 12% and a
non-performing loan ratio of less than 1.50%.

Four major fontes shaping

Banco Santander Investor Day London, September 2015
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We have introduced a target to increase

fee income by a compound annual growth
rate (CAGR) of 5% to 10% between 2015
and 2018. We intend to achieve this through
business growth and deeper customer
relationships, and by building on the
investments we have made in the last

three years.

A Simple, Personal and Fair culture

In 2015, we developed and rolled out a set
of behaviours for all our people to embed
our Simple, Personal and Fair culture.
Alongside this, we further developed our
extensive | AM Risk programme to instil
personal awareness and responsibility
throughout the business.

We are confident that by maintaining an
excellent level of staff engagement we will
be able to further improve the service we
deliver for our customers. Our goal is to
continue to be one of the Top 3 UK banks

for colleague engagement as well as a Top 3
bank for retail customer satisfaction and
advocacy, as measured by the GfK Financial
Research Survey.

For more on our people, see page 26.

Support for communities in the UK

We focus our support on education,
enterprise and employment. In the last three
years, we contributed £67m to community
groups across the country, and supported
500,000 people through our programmes.

Santander Universities, together with
Breakthrough, are giving thousands of
students their first opportunity in the job
market, with paid internships in SMEs as well
as work placements for undergraduates.

In late 2015, we launched The Discovery
Project, an exciting new programme of help
and support for our communities, with a
goal to help one million people by 2020.

The Discovery Project is aimed at giving
people skills, knowledge and support so they
have the confidence to make the most of
their future.

In the next three years we plan to support
initiatives that will have a positive impact on
600,000 people.

For more on our communities, see page 32.

2018 targets

Communities

For the basis of our targets,
see the glossary

)

People

People supported (2016-2018)
Scholarships (2016-2018)

600,000
24,100

Colleague engagement

Top 3 UK Bank

Shareholders Customers
’s
Return on tangible equity 12% — 14% Loyal retail customers 4.7 million
Cost-to-income ratio <50% Loyal SME and corporate customers 308,000
CET 1 capital ratio C. 12% Customer satisfaction and advocacy (FRS) Top 3
Non-performing loan ratio < 1.50% Digital customers 6.5 million
Dividend payout ratio 50% Fee income CAGR (2015-2018) 5% — 10%
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Risk management is at the heart of our culture

Sound risk management is at the centre of our uioeTFY
day-to-day activities. It benefits our business by @ mAssess
ensuring balanced growth and stability of earnings s
while also protecting the sustainability of our -
future prospects.

Delivering our strategic priorities relies on the
successful identification, assessment, management
and reporting of risk. We focus on the top risks
that impact our business, and also monitor
emerging risks that might affect us in the future.

For more on top risks,
see page 40

Top risks we focus on

Credit (NPL ratio %)

2015

2014

Capital (CET 1 capital ratio %)

2015

2014

Banking market (NIM sensitivity -50bps £m)

2015

U-II
—_
Ul
o))

2014

Pension (Defined benefit pension scheme surplus £m)

2015

2014

Liquidity (LCR %)

2015

2014

Operational (Operational risk losses £m)

2015

2014

Conduct (Remaining provision £m)

2015
29

2014
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Fostering a risk management culture

We believe that everyone across the business
needs to take personal responsibility for
managing risk. This responsibility complements
and supports our objective to become
Simple, Personal and Fair.

In 2015, we made significant progress to
embed our Risk Framework across the
business. In particular, we continued the
roll-out of our I AM RISK programme to raise
awareness of personal accountability for risk
management. For more on | AM RISK, see
page 45.

Our financial resilience endorsed

Like all banks, we are subject to regular
and rigorous monitoring by external parties.
In 2015, two of these affirmed our balance
sheet strength, credit worthiness and
resilience to potential external shocks.

We passed the 2015 PRA stress tests with
a stressed CET 1 capital ratio of 9.5%, which
exceeded the 4.5% threshold requirement.

The credit rating agency, Moody's, upgraded
our long-term rating following improvements
in our stand alone strength. This was
demonstrated by our improved credit quality
and PRA end point Tier 1 leverage ratio.

Improving credit quality

Credit quality across our main portfolios
remained robust, with the NPL ratio improving
10 1.54% from 1.80%. This was achieved
through prudent lending and a supportive
economic environment. Low interest rates and
unemployment have contributed to historically
low rates of arrears.

Challenging rate environment

The current low interest rate environment
continues to set challenges for both our

net interest margin (NIM) performance and
the risk associated with our pension fund.

In 2015, we took the decision to alter the
terms of our 11213 product offerings. We are
carefully monitoring both the effect of this
decision on our customers, and the impact

of interest rate forecasts in managing our
retail product offerings.

FCA consultation on PPI

In response to the recent FCA consultation
paper on PPl and the Supreme Court
judgment in Plevin v Paragon Personal
Finance Limited (Plevin), we provided £450m
for the fourth quarter of 2015. This charge
represents our current best estimate of the
remaining redress and costs, notwithstanding
the ongoing nature of the consultation.

For more on this, see page 19.

Balance sheet strength

The CET 1 capital ratio remained strong

at 11.6% at 31 December 2015, but was
adversely impacted by the PPl conduct
remediation charge of £450m. Risk weighted
assets increased in line with growth in
customer assets, in part due to the PSA
cooperation which began in February 2015.

Our LCR remained in excess of 100%
throughout 2015.

Emerging risks we monitor

For more on emerging risks,
see page 42

Economic Regulatory Market Customer
environment development competition behaviour
— Interest rates could — The demanding — Established incumbent — Customer needs

continue to remain

lower than we currently
envisage and this could
restrict income growth

— Global economic
pressures could
affect the health
of the UK economy,
adversely impacting
our customers’
creditworthiness

— The forthcoming
referendum on the
UK membership of the
EU could affect the
business environment,
and our access to
markets

regulatory agenda will
continue to focus on
financial strength,
customer experience and
competition. Compliance
with new rules as they
come into force could
affect our ability to grow
the business

— While the requirements
for Banking Reform
have become clearer
during this year,
considerable challenges
remain for us to
implement a business
model that both meets
the regulatory demands
and delivers our
strategic aims

competitors are
refocusing on core

UK banking markets,
which could place
pressure on both our
growth aspirations and
forecasted margins

— Challenger banks are
competing for growth
and new entrants are
leveraging technology.
These have the potential
to disrupt our markets,
and will require an
equal focus on our
part on technological
advances

are rapidly evolving,
especially in digital
channels, constantly
raising the bar to
improve the customer
experience; this will
demand an agile and
innovative response

— The growing customer

take-up of mobile and
digital channels creates
new operational risks,
which will require
careful management
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Business momentum underpins
2015 results

We delivered solid financial results in 2015,
although profit before tax of £1,342m was
impacted by a conduct remediation charge
of £450m relating to PPI.

Net interest income rose 4% due to liability
margin improvements and increased retail
and corporate loans. Non-interest income
fell 4% with lower net banking and
lending fees.

Operating expenses were broadly flat as we
continued to absorb investment in business
growth, regulatory compliance project costs
(including Banking Reform), and continued
enhancements to our digital channels.

Impairment losses on loans and advances
fell 74%, with retail and corporate loans
performing well in a supportive economic
environment. Provisions for other liabilities
and charges were 83% higher, largely due
to the conduct remediation charge outlined
in more detail below.

Conduct remediation update

In November 2015, the FCA published a
consultation paper relating to the introduction
of a deadline for customer PPl complaints.

It also proposed rules and guidance on the
application of the Plevin case.

Following our review of the consultation
paper and its potential impact, we made

a conduct remediation charge of £450m
for the fourth quarter of 2015. This charge
represents our best estimate of redress and
costs, notwithstanding the ongoing nature
of the consultation.

The total provision for PPI redress and related
costs amounted to £465m at 31 December
2015. We will continue to review our
provision levels in respect of recent claims
experiences and the observed impact of the
proposal to introduce a two year deadline
for claims.

Maintaining a strong balance sheet

CET 1 capital increased slightly during 2015
to £10.0bn, while risk-weighted assets
increased by £3.5bn to £85.8bn. The growth
in risk-weighted assets largely reflected
customer asset growth and in particular an
additional £2.5bn of consumer finance assets

from the start of the PSA cooperation in
February 2015.

We finished the year with a CET 1 capital
ratio of 11.6%, which was also adversely
impacted by the £450m PPI conduct
remediation charge. The PRA end-point Tier
1 leverage ratio improved to 4.0%, up from
3.8% a year ago, largely due to £750m of

Additional Tier 1 (AT1) issuance in June 2015.

Building a foundation for future
regulatory requirements

During the last two years our corporate
structure and balance sheet have been
through a significant evolution in response
to regulatory changes following the
financial crisis.

The first milestone on this journey was

the creation of a new holding company,
Santander UK Group Holdings plc, in
January 2014. The holding company was
established as a separate resolution group,
with the Bank of England acting as the
Resolution Authority.

The second milestone followed in 2015
when we completed the steps necessary to
allow the public issuance of debt securities
by our holding company. These were the
publication of the first Santander UK Group
Holdings plc Annual Report, attainment of
credit ratings and the granting of UK and
US regulatory approvals.

Our intention going forward is to issue all
capital from our holding company. Senior
unsecured funding will be issued from
both the holding company and our
operating companies.

Successful holding company issuances

The first issuance from Santander UK Group
Holdings plc took place in 2014, when we

issued two AT1 private placements, totalling
£800m, to our parent Banco Santander SA.

Our first public AT1 issuance of £750m
took place in June 2015. All three AT1
issuances were downstreamed to our
operating company, Santander UK plc,
as AT1 instruments.

In September 2015, we issued US$1.5bn

of Tier 2 securities across two tranches

(10 and 30 year). These were downstreamed
to Santander UK plc as Tier 2 instruments.

See the risk review for more on
debt issuances and downstreaming

In the third quarter of 2015, we issued our
inaugural US$1bn 5 year senior unsecured
SEC registered benchmark followed by
¥30bn senior unsecured probond across
two tranches (3 and 5 year). These were
both issued from Santander UK Group
Holdings plc and downstreamed to
Santander UK plc in the form of senior loans
that rank pari passu with other external
senior unsecured debt.

Evolving capital requirements

During 2015, we received further clarity
regarding the total loss absorbing capacity
(TLAC) requirement and the minimum
requirement for own funds and eligible
liabilities (MREL). We believe the most
efficient way for us to meet all our
requirements will be through the issuance
of senior unsecured debt from our holding
company and transparent downstreaming to
our operating company in a compliant form.

We have an established presence in the
debt capital markets, with total issuance in
2015 of £10.3bn, including £7.1bn of senior
unsecured debt. As such, we feel we are
well-positioned to meet both our capital
and leverage requirements in the evolving
regulatory regime.

Looking ahead

We anticipate that the UK economy will
remain supportive of our business and credit
performance, but remain conscious of the
recent market volatility from macro and
geopolitical factors, uncertain prospects for
policy interest rates and the upcoming UK
referendum on EU membership.

In January 2016, we increased the monthly
fee on the 11213 Current Account and

11213 Credit Card. The impact on customer
acquisition, loyalty and satisfaction will
become clearer during the year ahead.
Nonetheless, we believe this account will
continue to offer significant value to

our customers.

We will continue to work on our Banking
Reform plans, in line with our 2018 strategy.
We are confident that our full-service scale
challenger position means that we can
continue to innovate, satisfy customers’
new expectations, and to grow.
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A well-executed 2013-15 strategy

1
Loyal and satisfied
retail customers

2
Bank of Choice
for UK companies

Loyal customers (million)

: Target
2013 a0
Q

Corporate loans percentage of total customer loans (%)

2015

2014 © 2015
: Target

2013 1 £ 20.0

Q

: I

2012

11213 World customers (million)

2015

2014 : 2015
: Target

2013 :4.0

2012 Q

Customer satisfaction (Financial Research Survey™) (%)

2015

: Target
0 NN -
- T (9

Deepening customer loyalty by meeting
their changing needs

The turnaround in customer satisfaction' in the last three years
has been particularly strong. In addition, the success of the 11213
World proposition has firmly established us as the full-service
scale challenger in the UK.

We have achieved significant and rapid growth, while also
improving the loyalty of our customer base. This transformation
has been led by the 11213 World, with 3.3 million new 11213 World
customers in three years, achieving our 2015 target ahead

of schedule.

The number of loyal customers increased by 1.5 million over the
same period, and although this fell just short of our challenging
target of 1.8 million, growing the volume of loyal customers
remains at the heart of our plans.

(1) Customer satisfaction measured by the GfK Financial Research Survey, December 2015.

Corporate loans

Balance NPL

fbn %

2015 26.4 2.26
2014 23.9 3.01
2013 22.1 3.02
2012 19.6 4.26

Growing business with corporate customers with
a broader proposition

In 2012, after deciding not to proceed with an acquisition,

we embarked on a strategy of organic growth for our corporate
business. In the years since, we have made significant progress
in building a full-service proposition for our corporate customers.

Corporate customer assets have seen double digit average
growth between 2012 and 2015, while the market overall
contracted. We decided to maintain our prudent risk
management and returns objectives, at the expense of further
growth. As a result we fell short of our target for corporate
loans as a percentage of total customer loans.

However, our investment in building this business is now largely
complete. This gives us a unique opportunity to materially
increase our productivity and returns, as income grows and
incremental costs remain low.
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3
Consistent profitability and
a strong balance sheet

Return on tangible equity % 13 15

05 ]

2018 2018
: Target

- 1315

2012 [x)

Loan-to-deposit ratio %
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2015
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Common Equity Tier 1 capital ratio® %
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S
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Providing our shareholders with a sustainable
return on their investment

When our 2015 targets were set in 2012, the regulatory backdrop
was far less demanding. Capital requirements were much lower
than they are today and our original 2015 CET 1 capital ratio
target was 10.5%. Since then, interest rates have remained lower
for much longer than expected and lending in the UK has been
well below long-term trends. The costs of regulatory compliance
have also increased materially. Taken together, these factors have
had a significant impact on our profitability and RoTE.

ROTE of 8.2% fell short of our 2015 target. This was due to lower
returns and the evolving requirements for banks to hold more
capital. In particular, our 2015 returns were adversely affected

by the £450m PPl conduct remediation charge. Despite this,

we continued our track record of dividend payments.

(1) The Company was not part of the regulated group before 10 January 2014.

The cost-to-income ratio of 53% fell short of our challenging
2015 target. Income has been affected by low interest rates, lower
net banking fees, a focus on reducing potential future conduct
remediation charges and changes to interchange fees. We have
remained focused on managing costs in spite of a need to invest
in business growth as well as digital and mobile infrastructure,
alongside increased regulatory compliance costs.

The CET 1 capital ratio of 11.6% exceeded our original 2015
target of 10.5%. Capital requirements have increased significantly,
and the introduction of the leverage ratio adds another
dimension to capital management.

With a loan-to-deposit ratio of 121%, we met our 2015 target
through modest loan growth and significant deposit growth
through the 11213 Current Account. Retail current account balances
have reached £53bn, growing £1bn a month on average since 2012.

The non-performing loans ratio has fallen significantly and
a supportive economic environment as well as our prudent
lending criteria.
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Corporate governance review

“The Board has been guided in its changes by a desire to
improve continuously the assurance and oversight that our
investors, customers and requlators rely on as well as the
challenge, support and guidance management expect

of us.”

Shriti Vadera
Chair

Board composition at January 2016®

Chair of Nomination Committee

Independent Non-Executive Directors

Chair of Risk
Committee

Chair of Remuneration
Committee

Ambition

Our ambition is to be the best governed
bank in the UK that supports Santander UK's
aspiration to become the best retail and
commercial bank. 2015 has been a year of
significant transformation in our governance.
We articulated more clearly the terms of our
relationship with our parent, made a number
of changes to the Board'’s composition and
improved our way of working as an effective
governing body. The Board has been guided
in its changes by a desire to improve
continuously the assurance and oversight
that our investors, customers and regulators
rely on as well as the challenge, support and
guidance management expect of us.

UK Group Framework

The first element of change has been

to define clearly our responsibilities and
relationship with Banco Santander, our
sole shareholder, through a UK Group
Framework agreed by Santander UK and
Banco Santander. This provides Banco

Chair of Audit
Committee

Santander with the oversight and

controls they need while discharging our

responsibilities in the UK in line with best

practice as an independent Board. Clarity

of roles and responsibilities is key to ensuring

proper accountability for decisions and

outcomes. The UK Group Framework

therefore sets out, amongst other elements:

— The principle that, except for periods of
transition or handover, at least 50% of the
Board should be Independent Non-
Executive Directors (INEDs) and the other
50% either Executive Directors or Banco
Santander nominated Non-Executive
Directors

— The definition of independence®, in
recognition of our ownership, is a Director
who has no current or recent relationship
with the Banco Santander group and
Santander UK other than through the
UK Board role

— The manner in which the Chair, Executive
Directors, INEDs, and Banco Santander
nominated Non-Executive Directors will
be appointed

— The iterative process by which strategy
and annual budgets will be approved
by Banco Santander and the Santander
UK Board

— How remuneration of key executives will
be determined.

Banco Santander nominated Non-Executive Directors

Ana Botin
Brown

Bruce Carnegie-

José Maria
Fuster®

Juan Rodriguez
Inciarte

Executive Director

Manuel Soto Nathan Bostock

(1) In this Annual Report, the terms ‘independence’ and ‘independent’ are, unless otherwise stated, defined in accordance with our UK Group Framework.
(2) Peter Jackson will join the Board from 1 April 2016 as a Banco Santander nominated Non-Executive Director, subject to regulatory approvals as needed. José Maria Fuster will step

down from the Board with effect from 1 April 2016.
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Board composition and skills

It is our view that 10-14 is the optimal Board
size for Santander UK. Our Board is currently
13 compared to 16 during 2014. Seven,

or 54%, including the current Chair are
Independent compared to 38% during 2014
and four are women, improving our Board
gender diversity to 31% women from 13%
in 2014.

The year saw a significant change in the
membership of the Board, with a number
of long serving Directors stepping down, as
set out in my statement on pages 2 and 3.
New appointments were based on wide
searches conducted by external firms and
focused on ensuring the right mix of skills
and experience on the Board as a whole and,
critically, enabling the diversity of thinking
that underpins the Board’s ability to provide
effective challenge and oversight. Across the
Board table, we have a core of banking skills
combined with recent and relevant financial
expertise, complemented with financial
markets, retail, wealth management, digital,
economics and Government experience.
The new INEDs have spent significant time
on their induction and we have instituted
regular workshops for all Directors to
deepen and refresh our understanding

of key business issues.

We appointed, for the first time, a Senior
Independent Director in Scott Wheway who
has served on the Board since October 2013.

In light of the number of Board members
retiring, the average tenure of Board
Directors has gone from five® years in

2014 to three years in 2015. We will be
ensuring a phased approach to tenure going
forward to allow for smooth transitions
between Directors.

Board Committees

All Committees are chaired by INEDs
(including myself for Board Nomination
Committee) and all have a sizeable
majority of INEDs. We have constituted

the membership of the Committees so that
all INEDs are members of the Board Audit,
Board Risk and Board Remuneration
Committees to provide efficient working
and effective oversight.

We reviewed all the Terms of Reference
of the Board Committees in line with best
practice. Most notably we significantly
enhanced the Terms of Reference of

the Board Remuneration Committee

to enable an active and strengthened
function, reflecting the agreement in

the UK Group Framework and a changed
environment of executive remuneration

in the financial services sector. As a result,
the Committee was also renamed from
Board Remuneration Oversight Committee
to Board Remuneration Committee.

Board fees

We reviewed all Board and Board
Committee fees with no changes made
except to remove the payment of fees for
Board Nomination Committee members
which is increasingly the market norm; and
increase the fees of Board Remuneration
Committee members to bring it into line
with that of Board Audit and Board Risk
Committees, reflecting better its enhanced
role and time commitment.

Board fees are set out on page 194 of the
Directors’ Remuneration report.

Board effectiveness

Following an external board effectiveness
review in 2013, we conducted an internal
review to help us develop our plans for
continuous improvement for the year ahead.
We will conduct a full external review of
board effectiveness during 2016.

The Board agreed in June 2015 a set of five
strategic priorities focused on: long term
strategy; regulatory trust; customer focus;
embedding culture; and talent and
succession planning. These are not intended
to set the strategy or priorities of the
business but to act as a guide to help the
Board with what we need to keep front of
mind in our deliberations and discussions.

Female Board members

December 2014

(1) Board tenure of Santander UK plc Directors.

January 2016

3 O/O (2116) 3 1 O/O (@/13)

Independent Board members

December 2014

8 O/O (6/16)

January 2016

4 O/O (7713)
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How we spent our time

The integrated nature of Board discussion
makes it difficult to categorise how we
spent our time and the resultant analysis is
somewhat artificial. For instance, time spent
on governance will include Board private
sessions which often cover our people as
their primary topic. Similarly, time spent on
regulatory matters often covers topics such
as certain types of risk, which would be
discussed in the normal course of Board
business, even if it were not a regulatory
requirement. Nevertheless, it is a good
discipline to understand at a general level
how Board time is allocated.

In 2015, we also made the analysis of Board
time more granular to assist our planning.

In particular, the time the Board spends on
risk and control has been separated out from
other governance and audit matters. We
also separated out People so that we can
measure and improve the time we spend on
this topic given the importance we place on
delivering the right culture and behaviours.

During 2015, the Board spent more than
50% of its time on business and customer
priorities. This is an increase on time spent
in 2014, reflecting the drive for digital
transformation, the persistent low interest
rate environment and Santander UK's role
as a scale challenger in a highly competitive
market. The Board also spent significant time
on capital and regulatory matters (17 %)
and on risk and control (15%), reflecting
the challenges faced in simultaneous
implementation on multiple fronts. While
some outside the sector may be surprised
by the time spent on regulatory matters,

| believe that this is appropriate and to be
expected in the current environment,
particularly considering the preparations
that need to be made to deliver on ring-
fencing requirements.

The Board held its strategy day offsite in
July 2015 during which we considered the
implications of technology and digital
innovation for our current business and
future strategy. We also held our first
Customer and Innovation Forum in
November 2015 chaired by Nathan

and attended by Non-Executive Director
members. This forum was created to provide
thought leadership and oversight of the
definition and delivery of our growing
innovation agenda. Both the strategy day
offsite and Customer and Innovation Forum
reflect greater time spent on a challenging
competitive and digital environment and
one of the Board's key strategic priorities
of agreeing and guiding the long-term
strategy of Santander UK.

Board future priorities

For 2016, we will continue to work to
improve our effectiveness as a board in
supporting and challenging the business.
Our strategic priorities as stated above will
not change significantly although more time
will need to be given to implementing a
Board governance structure for the holding
company and Retail and Corporate banks

in preparation for our ring-fenced model.
We will continue to monitor the risks of an
uncertain global macro-environment and
multiple transformation projects, support the
management in embedding the behaviours
chosen by our people as best defining a
culture of Simple, Personal and Fair, while
ensuring the business remains true to its
long-term strategy and goals through short
and medium-term pressures.

How we spent our time (%)

2015 2014

P

4

B Business and customer

B People

I Risk and control
Regulation and capital
Governance

Other

B strategy, Customer, Product and Innovation
Il Governance, Risk and Audit
I Finance and Regulatory Matters
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Our purpose is to help people and
businesses prosper.

We are guided in everything we do by
the values of Simple, Personal and Fair

as we uphold our broader responsibilities
not only in the way we run our business
in ethical and environmentally conscious
ways, but also in how we treat customers
and employees.

Focus on energy and emissions

We have made a substantial investment in
new technologies over the last two years to
further reduce our energy usage including
£18m in lighting, heating and ventilation
systems for our branch network and

office buildings.

Smart meter technology now allows us to
track the individual energy performance

of our properties. We can monitor ongoing
consumption and alter plant operating
times in line with the requirements of each
property, reducing energy wastage.

In 2015, we delivered the largest ever
lighting retrofit in the UK of energy-
efficient LED lights. Over 90,000 LED lights
were installed in 16 office buildings and
more than 700 of our branches. The
project cut lighting costs by more than
50%. It will also reduce greenhouse gas
emissions with annual expected savings

of over 7,000 tonnes of CO,.

These improvements contributed to an
annual reduction of 11% in electricity and
9% in gas usage.

CO, emissions generated by fuel and
business travel fell from 18,459 tonnes

in 2013 to 15,921 tonnes. In 2015,
representing a 13% reduction per employee
(0.76 tonnes of CO, per employee in 2013
compared to 0.65 tonnes in 2015).

Business travel represents around 60%
of our total CO, emissions and with the
increasingly global nature of our business
we encourage staff to avoid travel for
internal business meetings by making use
of technology such as teleconferencing.
Our bi-annual Travel Free Week raises
awareness of the alternatives available.

Our electricity is sourced from green
supplies and has zero carbon emissions.

Our Go Green campaign encourages staff
to adopt environment-friendly behaviours.
The Green Club has 1,690 employees
enrolled as Green Champions. Green Club
Forums at our major offices enable our
Green Champions to lead environmental
activities and give staff the opportunity to
regularly meet with senior management.

Energy usage (M\Wh)

2015 185,246
o T
20> |
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People

We aim to attract, retain and reward the most talented and
committed people with first-class development schemes and
a workplace that empowers people, encourages individuality
and promotes collaboration. A highly motivated and engaged
workforce provides the best service for customers.

Career training and development
for our people

We provide a full range of skills
development, training modules and career
support for our people to develop their
potential. Our people undertook over
140,000 training days in 2015 and we
invested £12.3m in employee learning

and development.

Employee training spend in 2015

£12.3m

invested in learning and
development

In addition to providing funding, materials
and workshops for external qualifications,
we also offer specialised programmes to
develop our talent pipeline and guide
employees in achieving their career goals.
Our people can develop an action plan to
acquire the skills and experience needed
for the roles they aspire to through our
Developing Your Potential and Career
Choices schemes.

The Santander Apprenticeship scheme offers
successful applicants a role as a full-time
employee and they receive between 12 and
24 months of training. In 2015, we took part
in the UK government-sponsored Trailblazer
Apprenticeship working group, looking at
the development of a new standard for the
financial services sector, to support people
early in their career and career changers.

We will reflect the new standard that was
subsequently agreed in our 2016 scheme.

Fair compensation to attract and
retain the best people

Our approach is to fairly reward and
motivate our people with a competitive
package of pay and benefits, based on
compliance with the PRA Remuneration
Code. Salary levels are benchmarked against
the median level for the industry. We are

a national living wage and London living
wage employer.

We offer a range of benefits that can be
personalised to an individual’s needs with

18 different options including extra holiday
allowances, health benefits and a bike-4-
work scheme. In March 2015, we launched a
Group Income Protection Scheme to provide
our employees with financial support in the
event of a long-term absence due to illness
or injury.

Our people are also provided with pension
arrangements that are fair, competitive and
sustainable. The Santander Retirement Plan
has been our primary pension scheme since
20009. Eligible employees are automatically
enrolled and have the choice to opt-out.

In 2015, 88% of our people were in a
pension scheme.

Pension participants

8%

eligible employees in
the pension scheme

Employee share-ownership

We offer two HMRC-approved share
schemes so that our people can share in

the value that we create: Save-As-You-Earn
(SAYE) and Share Incentive Plan (SIP). The
schemes allow employees to purchase Banco
Santander SA shares from their gross salary.
We increased SIP limits in 2014 to £1,800
per year or 10% of pay (whichever is lower).
We also increased the maximum saving
contribution to SAYE from £250 to £500 per
month, and 28% of participants increased
their contribution to above £250.

Our other incentive plans include the Banco
Santander SA Long-Term Incentive Plan for
senior management and shares to employees
with vested deferred bonus awards.™ Overall,
50% of employees have chosen to
participate in our share save schemes.

Actively listening to our people

Our people have direct contact with senior
management and are actively encouraged
to feedback on policies, strategies and
procedures. Through our online
crowdsourcing tool, Better Together, we ask
employees to tell us their ideas for how we
can improve. In 2015, we asked them to
share their thoughts on what key systems
and processes needed to be enhanced. Over
1,000 colleagues took part and we actioned
five of their top ideas — including the
introduction of our new freephone number,
offering customers a self-service option for
setting holiday flags on their accounts and
offering customers the ability to instantly
reset their online banking credentials.

We offer a range of ways for our people to
stay informed and hear first-hand from
senior executives including monthly
conference calls and regional roadshows.

Our intranet encourages employees to
share information, ideas and best practice.
It features daily updates of internal news
and financial, economic and strategic
developments at Santander UK and the
Banco Santander group.

We also have a successful history of regularly
consulting with our recognised trade unions
on significant initiatives within the business
at both national and local levels. Advance
and the Communication Workers Union are
both affiliated to the Trades Union Congress.

(1) See Note 40 to the Consolidated Financial Statements for
details of the plans and the related costs and obligations.
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Our annual employee survey is a key
performance measure for engagement
and we saw 83% of our people take part
this year. Through actively listening to our
employees we can assess our strengths
and areas for improvement. One of the
highest scoring questions was 'does the
company understand and appreciate
diversity among employees’ with 91%,
an increase of 11% on the previous year.

Reflecting the diversity of our
communities

We want our people to reflect the diversity
of the communities where we operate and
creating an inclusive culture is a priority

for us. Employees are encouraged to be
confident in who they are and our dedicated
networks provide support and advice

to people of different cultures, gender,
disability and sexuality. Each network is
employee-led and championed by a member
of the Executive Committee. Our Diversity
and Inclusion Forum is chaired by our CEO,
demonstrating the importance of this topic
to Santander UK.

Gender equality is an important issue for
us, as well as for the industry. Our Board
consists of 31% women (9 male and

Gender and ethnicity breakdown (%)

~

9

M Female M Male M Ethnic minorities

4 female members at January 2016) which
meets the recommendations made in the
Lord Davies report. However, our proportion
of female senior managers was 20% in
2015. We are keen to improve this further.
We partner with Everywoman and in 2015
piloted Accelerating You, a programme

to support women as they advance

their careers.

We actively support disabled employees
to achieve their potential with us. We
embrace the 2010 UK Equality Act and

a\°°

provide disabled applicants with accessible
assessment and interview support. Wherever
possible, we provide continued employment,
training and care to those who become
disabled while they work for us.

Health, safety and wellbeing
programmes for our people

A safe and healthy workplace is

fundamental to helping our people prosper.
Health and safety consultants provide on-site
assessments, practical advice, training

and support to employees throughout

the business.

Our managers are given the tools to foster
psychological well-being for their teams with
a series of guidelines and courses such as
Keeping Pressure Positive and Managing
Pressure & Building Personal Resilience. The
Employee Assistance Programme gives free
and confidential telephone advice, face-to-
face counselling and critical incident support,
following events like branch raids.

In partnership with the Bank Workers
Charity, our people also have access to
Santander Personal Support Services that
provide practical, emotional and, in some
cases, financial support for a broad range
of lifestyle issues.

Focus on culture

We are committed to maintaining high
ethical standards — adhering to laws and
regulations, conducting business in a
responsible way and treating all stakeholders
with honesty and integrity.

Under their terms and conditions of
employment, our people are required to
act with the highest standards of business
conduct at all times to protect our
reputation and contribute to a culture that
is free from corruption, risk of compromise
or conflicts of interest. These principles are
set out in our Code of Ethical Conduct.

8N E &

Give Support

Bring Passion Talk Straight Embrace Change

Our values of Simple, Personal and Fair

are at the heart of The Santander Way, the
culture that underpins our goal to be the
best bank in the UK.

In 2015, our CEO and Executive Committee
led a series of regional town hall events
across the UK to develop a set of behaviours
to support the values. Over 2,000 employees
attended the workshops. The nine
behaviours which were developed as a
result are shown below. They provide a
framework for how we all interact to deliver
the best outcome for our people, customers,
shareholders and communities.

Show Respect Speak Up Keep Promises

Managers were invited to interactive
regional events to learn more about the
behaviours from the Executive Committee.
The sessions were well received with more
than 90% of managers saying the events
helped them understand their role in
embedding the behaviours and they felt
equipped to model the behaviours in

their teams.

Through a dedicated communications
campaign, every month we explore one of
the behaviours in more detail. Videos and
toolkits enable managers and their teams
to discuss the behaviour and how it can be
put into practice.

Truly Listen  Actively Collaborate
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Customers

We aim to build lasting relationships with our customers based
on what they want: a bank that is Simple, Personal and Fair.

By providing innovative, market-leading products and continuing
to invest in our network and first-class customer service, we aim

to be the best bank in the UK.

Helping our customers make the most
of their money

Over 4.6 million of our customers are now
part of the Santander 11213 World. Our
11213 products provide ongoing value to
individuals and families that help our
customers make the most of their money.

11213 World customers

4.6 milion

The 11213 Current Account pays cashback
on household bill direct debits and up to
3% interest when the account is in credit
on balances up to £20,000. The monthly
fee on the 11213 Current Account increased
in January 2016 while the rates of interest
paid and cashback remained unchanged
and the account continues to offer value
for customers.

We remained the first choice for customers
switching their current account provider in
2015. Since the introduction of the Current
Account Switch Service (CASS) in September
2013, one-in-four customers who moved
their current account chose Santander UK.

In 2015, we helped UK homebuyers with
gross mortgage lending of £26.5bn,
including £4.5bn to first-time buyers.
Although we withdrew from the UK
Government's Help to Buy scheme in
September, we continued to offer mortgages
under the same terms with a LTV of over
90%, and in November we launched a Help
to Buy ISA. The government will contribute
a 25% bonus (max £3,000 on £12,000 of
savings) when a customer uses their ISA
savings to purchase their first home.

Investing in technology to give our
customers convenience

We have 3.7 million digital customers and
expect this to double in the next three years.

Our investment in technology has given
customers the choice of how, when and
where they can access and manage
their money.

Customers can stay on top of their account
balance with free text and email alerts to
provide an early warning when nearing an
overdraft limit, or if an available balance
won't cover a standing order, direct debit
or upcoming payment.

The Santander UK mobile banking app
allows customers to transfer money and
make payments with a simple log in process
and straightforward navigation.

We launched a series of apps in 2015 to
further help our customers manage their
money including Spendlytics that tracks and
analyses spending on Santander cards; Paym,
a service to securely send and receive money
using a mobile number; and KiTTi a virtual
cash kitty to manage shared finances, such
as flat share bills and coffee clubs.
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Santander UK was also one of the first UK
banks to offer Apple Pay in July 2015. Both
debit and credit card customers can make
use of easy and secure contactless payment
options for in-store purchases under £30.

We protect our customers against fraud

with security measures such as a one-time
passcode for telephone and online banking.
Our online security centre also offers tips for
staying safe online and we regularly send our
customers advice on how to improve their
account security.

Listening to our customers, managing
complaints and customer satisfaction

To earn our customers loyalty we must offer
more than just the products they need and
so our focus is also to provide the service our
customers want. Over the last three years
we have invested in improving our customer
satisfaction. We continued to build on our
progress in customer satisfaction this year,
and in November 2015 reached our highest
ever score.”

Improved management of customer
complaints has also helped to make our
customer experience better. We monitor the
effectiveness of our processes by measuring
the number of FCA reportable complaints,
Financial Ombudsman Service (FOS) referrals
and customer satisfaction with complaint
handling. Our FCA reportable complaints fell
from 353,766 in 2013 to 223,235 in 2015.

(1) Customer satisfaction as measured by the Financial
Research Survey (FRS) run by GfK, December 2015.
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Helping customers through financial
difficulties

A dedicated team provides intensive support
to those customers facing financial difficulty
by helping them regain control of their
finances with tailored solutions such as
refinancing options, long-term arrangements
and breathing space on payments. Services
include an online debt advice tool, a budget
planner and signposting to free and impartial
debt advice experts such as StepChange.

In 2015, the number of our customers
struggling to meet mortgage payments
reduced and the number of properties
repossessed in the year also reduced.
Repossession is always a last resort and
we strive to find alternative solutions
for customers based on their individual
circumstances.

Steﬁharwgc

Debt Charity

Access to financial services for all
sections of society

As a major high street bank, we have a duty
to serve all sections of society. For customers
that cannot access our main banking
products, we provide specialised services
and products including a basic bank account
and a preloaded debit card. Basic accounts
allow customers to receive payments,

pay in cheques, make withdrawals and

set up payments. They do not have an
overdraft facility.

The preloaded card was introduced
following a 2015 government and financial
industry agreement to help low income
customers manage their finances.

From November 2015, users of British Sign
Language can now access our products
and services via relay video calls with an
interpreter through our new partnership
with SignVideo.

Improving our branch service to
maintain face-to-face banking

Although customer habits are changing,
we recognise that our branches remain
important to many of our customers.

An ongoing refurbishment programme is
making them brighter, warmer and more
accessible and through them we offer a
broader range of services including digital
ATMs and Wi-Fi.

Through the BBA Access to Banking
Protocol, the industry has agreed to work
with customers and communities to minimise
the impact of branch closures. We continue
to review our branch network by reducing
duplication and increasing alternative points
of contact to support customers who need
face-to-face banking. In 2015, we closed

67 branches and opened two new branches.
Our customers are able to carry out a range
of banking services at the Post Office.

Focus on SMEs

Our 70 Corporate Business Centres provide
support to local businesses around the UK.
In addition to our banking products, we
offer a range of complementary services
and funding to support the businesses
that sustain our local communities.

Santander Breakthrough focuses on
five pillars of support to help ambitious
businesses achieve their growth plans —
Talent, International, Connections,
Knowledge and Finance.

Over 5,000 businesses benefited from
Breakthrough Connections events in 2015.
SME Summits and Red Box events provided
peer-to-peer networking and learning
opportunities. Over 70 SME delegates
attended our Iconic Masterclass events that
provide specialised courses taught by market
leaders including Saatchi Masius, Jaguar
Land Rover and McLaren.

With the help of Banco Santander group
offices and UK Trade & Investment, 40 of
our SME customers attended trade missions
to Spain, Poland, Mexico, UAE and USA to
meet potential customers and identify new
opportunities for growth.

Some of our customers have the potential
for significant growth and require capital as
well as advice. Since its launch in 2012, our
Growth Capital Finance has provided £92m
of growth capital and £162m of senior debt
to 73 SMEs, without diluting company
equity. The Santander SME housebuilder
scheme dedicated £100m in 2015 to
support a market segment where access to
finance is a primary constraint and our
US$100m InnoVenture capital fund provides
seed money for financial technology firms.
Social & Sustainable Capital set up a Third
Sector Loan Fund in the year with a £13.5m
contribution from Santander for growth
finance for charities and social enterprises.

We refer SME customers that we cannot
directly assist to our partner Funding Circle,
the peer-to-peer lending specialist.

Breakthrough Red Box, Cardiff
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Shareholders

We aim to deliver a long-term, sustainable return for our
shareholders while taking account of the impact of our business
on the world around us. By managing our environmental impacts
and supply chain, we benefit from improved efficiencies,
effectively manage risk and ultimately protect our reputation.

An important part of a global bank

We are a subsidiary of Banco Santander SA,
part of the Banco Santander group. Our
parent is a leading retail and commercial
bank, founded in 1857 and head-quartered
in Spain. It has meaningful market share in
10 countries in Europe and the Americas.

At the end of 2015, Banco Santander SA
had euro 1.51t in managed funds, 13,000
branches and 194,000 employees. It was
also the largest bank in the euro zone and
among the world’s top banks, by market
capitalisation. It made attributable profit
of euro 5,966m in 2015, up 3% on 2014.

The benefits of being an independent
subsidiary

The Banco Santander group operates

a subsidiary model to minimise the risk of
problems in one part of the organisation
spreading to another. This means that
autonomous subsidiaries, like us, are
responsible for their own liquidity, funding
and capital management.

The subsidiary model gives us considerable

financial flexibility while also allowing us to

take advantage of the significant synergies

and strengths that come from being part of
a major, well-diversified banking group.

— -

In particular, we benefit from the Banco
Santander group’s brand, products and
platforms as well as their systems
development capacity.

We also utilise common technology,
operations and support services, provided
by independent operating entities in place
across the Banco Santander group. Taken
together, these constitute a major
competitive advantage for us.

Continued support by our parent

Our ordinary shares are all held by Banco
Santander group companies and are not
listed. Our preference shares, however, are
listed on the London Stock Exchange.

We also have other equity instruments, in
the form of three AT1 securities. The initial
issuances, in 2014, were 100% subscribed by
our parent. In 2015, we issued a further AT1,
which was 10% subscribed by our parent
and 90% subscribed by third parties.

Consistent shareholder returns

Since the end of 2012, we have remained
consistently profitable with a strong capital
position and a conservative risk profile. Our
profitability has been built on the strength of
our retail product offering, improved returns

Santander UK Head Office, Triton Square, London - 1SO14001 accredited

in our corporate bank following a period of
investment, and a relentless focus on cost
and risk management.

Our track record of profitability continued
through the financial crisis and since 2007 we
have paid a dividend every year. Our policy

is to declare a dividend of 50% of earnings
attributable to ordinary shareholders.

Effective investor engagement

There is a large retail shareholder base in
the UK, from our former building society
heritage. The Banco Santander group'’s
Shareholder Relations team provide help and
support for these shareholders and manage
all engagement with them.

Our UK Investor Relations team actively
engages with institutional investors across the
globe. In 2015, we held over 200 meetings
with existing and prospective debt and equity
investors, broadly in line with 2014 activity.

During 2015, we also attended mainstream
investor conferences and presented our
strategic update at the Banco Santander
group investor day in London. Our investors
continued to focus on the operating
environment, including competition and
regulation, as well as our debt issuance
plans, business momentum and growth.
Our well-executed capital and debt issuance
programmes and improved credit ratings are,
in part, due to our successful engagement
programme. It also reflects the investor
support and interest in our proposition as an
independent entity and a core geography of
the Banco Santander group.

Creating a sustainable business for our
shareholders

Banco Santander has a strong commitment
to responsible business, through its financial
activities, by supporting social development
and reducing its impact on the environment.
At Santander UK, we share that commitment
and embrace projects to reduce our energy
consumption, waste and CO, emissions.
These have created year-on-year savings and
identified investments that provide our
shareholders with consistent returns.

Our Environmental Management System
(EMS) provides a framework for defining
responsibilities and processes in relation to
waste, energy, water, travel and supply chain
management at our 14 main offices in the
UK. Our head office in London is accredited
to the 1ISO14001 standard.
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Managing resources for efficiency

About 99% of the waste generated by our
operations, primarily paper, aluminium,
plastic, glass and food, is either recycled or
diverted from landfill. The waste is processed
through facilities like Material Recovery,
Energy from Waste, and Energy Recovery

so that very little is sent to landfill sites.

In the last two years, we cut our paper usage
by 24%, or 1,585 tonnes, mainly by reducing
office printing, photocopying, and customer
marketing literature. Paperless statements
are the default option for online banking
customers and we continue to look for ways
to reduce paper usage further. Our print
suppliers have 1ISO14001 certification and
maintain full FSC chain of custody.

Supply chain management, responsible
and economical sourcing

We work with around 1,800 external suppliers
and other parts of the Banco Santander group
to purchase the goods and services we need
to run our business. Supplier costs accounted
for £1.7bn of our total costs in 2015.

Our procurement principles are governed by
the Cost Management & Procurement Policy
which covers receiving supplier proposals

and the use of e-auctions to minimise
subjectivity. The Manual of Conduct in
Supplier Relationships guides our people to
be unbiased and avoid conflicts of interest
when negotiating with suppliers.

We are a signatory to the Business in the
Community Access Pledge, and regularly
review our procurement policies to ensure
there is a level playing field for small
companies bidding for contracts. In 2015,
over £24m or 58% of our new supplier
contracts were with small companies.

As a Prompt Payment Code signatory, we
endeavour to reduce delay in payment of
supplier invoices. Our standard payment
terms are 30 days. In 2015, we paid invoices
on average 15 days beyond term (2014:

10 days). We have made a commitment to
address our payment performance in 2016
and we aim to pay all our suppliers to terms.

Contracts awarded to SMEs

8%

Representing over £24m of sales

Treating our supply chain fairly

In 2014, we implemented the Living Wage
requirement for employees of suppliers who
work at Santander UK sites. Contracts
negotiated in 2015 incorporated the living
wage requirement for security, catering,
cleaning and reception staff, benefiting
some 1,600 people.

Our supplier contracts include specific
requirements to respect human rights
and ethical labour practice based on the
principles of the UN Global Compact:

— Suppliers are required to support and
respect the protection of internationally
proclaimed human rights and ensure they
are not complicit in human rights abuses

— Businesses should uphold the freedom of
association and the elimination of all forms
of forced and compulsory labour.

In 2016, we will further review our supply
chain management policies and processes to
identify if further action is needed to comply
with the 2015 Modern Slavery Act. Modern
slavery is the abuse of human rights and
includes slavery, servitude and forced or
compulsory labour and human trafficking.

Focus on green financing

We are one of the largest UK renewable
energy market financiers. In 2015, we
financed £50m in assets that generate
bilateral renewable energy and other
energy efficiencies. Our Renewable Energy
team focuses on offering non-recourse
project finance loans to mid-market wind,
solar and hydro developments.

Established in 2013 by local farmer
Andrew Stewart, Stewart Energy has three
wind turbine sites spanning his family’s
Lanarkshire farms. We provided Stewart
Energy with £6.5m of an £8.3m funding
package. The balance was supplied by
the Scottish Government’s Renewable
Energy Investment Fund (REIF) and in
exchange the Stewart family gifted 25%
of their ownership to the Lesmahagow
Development Trust, a local community
organisation.

The wind farm began operations in
September 2015 and is expected to deliver
seven figures in annual turnover over the
next 25 years, creating a sustainable

income stream for the family and the Trust
that is independent of the cyclical farm
business. Stewart Energy is the first time
the REIF has sponsored minority ownership
of a project by a community organisation
and this deal is expected to serve as a
template for future transactions.

The trust's equity ownership is used to
support projects in South Lanarkshire.

The flagship project has already funded
investment of several million pounds in the
local economy and social causes, including
improvements to childcare and new sports
facilities, as well as a crafts market.

Wind turbine groundworks, Stewart Energy
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Communities

We provide support to communities around the UK

because we believe it helps us to build a successful business.
By being deeply engaged in the communities where our
branches, banking centres and offices are located, we can
better understand and serve our customers.

Contributing to our local communities

Our approach to social investment is based
on supporting local communities where
our customers and employees live and
work through education, enterprise and
employment projects. In 2015, we
contributed £23m to community groups
across the country.

The Santander Foundation is chaired by
Nathan Bostock and it provided £5.7m in
grants to 3,291 UK-registered charities in
2015 for projects that help disadvantaged
people. Grants were awarded from the
Money Skills fund to support financial
capability and from the Learn & Grow
fund to support activities that improve
skills and employability.

Community investment

£23m

invested in local community
organisations and charities
across the UK

The Santander Foundation also provides
the Staff Matched Donation scheme which
contributed £2m to support our employees’
fundraising for charities of their choice.

The most popular employee volunteering
initiative is our Community Days scheme.
Employees spend a day helping local
charities and community groups with
practical support including gardening,
decorating and organising activities. In
2015, over 3,960 staff helped to make

a difference to 363 community projects
with over 31,000 hours of support.

Improving life skills and employability

To further support our employment priority,
we partnered with the social mobility charity
Career Ready to improve young people’s
employment prospects.

In 2015, we provided funds for career
academies at ten secondary schools across
the UK. The academies prepare students for
further education and/or the world of work.
Our senior managers volunteer on school
Local Advisory Boards, serve as mentors and
facilitate visits to our offices and branches.
We also offer fully funded six-week summer
work-experience programmes to help
students develop skills that improve

their employability.

We also funded the Centres of Excellence
programme run by specialist financial
education charity PFEG (Personal Financial
Education Group). In 2015, 40 secondary
schools were part of the Centres of
Excellence scheme that helps schools to
embed financial education across the entire
curriculum. Our Santander MoneyWise
programme further supports this aim and
promotes the vital life skill of money
management through sessions delivered
in schools across the UK. In 2015, our
employees delivered workshops to

11,756 students.

=

Parklands Primary School, Leicester

Supporting social enterprise

To help social enterprises grow and increase
their impact, we launched the Santander
Social Enterprise Development Award (SEDA)
in 2011. In addition to growth funding, SEDA
provides a business support programme to
assist the winner in making the most of
their award. We made awards between
£5,000 and £20,000 in 2015 to 101 social
businesses, including Edinburgh’s Social Bite
sandwich chain which provides employment
to homeless people.

A year after the win, SEDA winners report
the impact on their business. The 2014 SEDA
winners increased average income by 43%
as well as creating jobs and providing
training to over 3,000 people across the UK.

Funding breakdown (%)

B Education
B Employment

M Enterprise Other

Communities

T e y
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Fundraising partnership with the
British Heart Foundation

Our people chose The British Heart
Foundation (BHF) as the 2015 Santander UK
charity of the year partner. Fundraising
events included a 50 million Step Challenge
and a UK-wide Flame Relay bike ride. An
international volunteering project in India
also saw 36 employees help to build a
rehabilitation centre for disabled children

in Pondicherry. We raised £1.2m in the year
in collaboration with our people, customers
and suppliers for the BHF's heart research
and Heart Helpline to support patients and
families affected by cardiovascular disease.

Santander UK volunteers,
Satya Special School, Pondicherry

As part of the partnership, our employees
were also invited to learn CPR with the BHF's
innovative new Call Push Rescue training.
Sessions were organised in all major offices
as part of our ‘We are Santander’ fortnight
celebrations and training was rolled out

to branch network employees at the end

of 2015.

Santander Cycles makes the London
bike hire scheme simple and fun

We became the sponsor of London’s cycle
hire scheme this year in a seven-year
partnership that will see the scheme grow
and develop with Santander’s support,
giving users a more accessible, rewarding
and enjoyable experience. It is the second-
largest cycle hire scheme in Europe and is a
popular and affordable way to travel around
London for work or leisure. Some 11,500
bikes in the Santander Cycles red-and-white
livery are available to hire.

The Santander Cycles app, which was
launched in early May, allows people to hire
a bike via their smartphone, view the nearest
docking station and bike availability, and
keep track of their usage. The free app will
be regularly upgraded with new features to

make hiring a Santander Cycle easier than
ever before.

The Discovery Project: helping one
million people by 2020

In late 2015, Nathan Bostock launched
The Discovery Project, our new community
investment initiative to help one million
people over the next five years.

The programme will support skills,
knowledge and innovation projects through
three areas:

— Explorer — to help people learn about the
world around them

— Transformer — to guide people through
work-focused support and training

— Changemaker — to support community
projects and fund innovations that help
society.

We will expand our existing successful work
in employment, education and enterprise
and create new initiatives that together will
aim to inspire people to have the confidence
to make the most of the future.

Focus on Santander Universities

Santander Universities is a global
programme created in 1996 to support
higher education. The Banco Santander
group partners with over 1,200 institutions
around the world to fund scholarships,
research, mobility awards and study
grants for students and staff. In 2015,

80 universities in the UK received £12m

to aid 6,640 students with funding for
studies, internships and enterprise.

We also support young entrepreneurs via
our Santander Universities Enterprise Portal
which provides information, support and
funding. We bring together academics
and business people to offer advice and
support for young entrepreneurs, and we
connect SMEs looking to access the insight
and thinking of bright young minds.

Students and graduates can pitch new
business ideas by video on the Portal in the
60 Second Pitch competition for a chance
to win seed finance and business mentors.
Over 200 ideas have been received since its
launch in 2014.

Past winners include Recall, a wristband
that alerts you when you leave your mobile
phone behind.

We launched our Big Ideas initiative in
2015, to encourage students to collaborate
with us, to solve some of the biggest
challenges facing the financial industry
today. The winners receive a £20,000
prize in seed finance and support from
Santander UK to make their idea a reality.

Since the launch of our SME Internship
programme in 2012, over 6,000 internship
awards have been made. Our programme
provides students with a three-month
internship in an SME co-funded by us and
the business or university. Many interns
have secured permanent roles or extended
internships following their placements.

An extension of the programme was
announced in 2015 to fund 500, one-month
work-experience placements.

The Santander Universities
Entrepreneurship Awards support and

Rebecca Pick, inventor and award winner

encourage university students to pursue
their business ideas. Rebecca Pick
(pictured), an undergraduate from the
University of Strathclyde, was a 2015
winner with the Personal Guardian,

a revolutionary wearable personal
attack alarm.
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Key metrics

Notes 2015 2014 2013
People
Full-time equivalent employees (fte) 1 19,992 20,676 19,822
Employee turnover 14% 13% 13%
Salary and other staff costs £1,118m £860m £978m
Training days per employee 5.90 4.55 4.12
Customers
Loyal customers KPI 3.7 million 3.3 million 2.7 million
11213 World customers KPI 4.6 million 3.6 million 2.4 million
Corporate loans percentage of total customer loans KPI 13% 13% 12%
Customer satisfaction (Financial Research Survey) KPI 2 62.9% 59.7% 58.0%
Customer complaints 3 223,235 260,440 353,766
Branches 857 921 1,010
Corporate Business Centres 70 66 50
Shareholders
Return on tangible equity KPI 8.2% 10.4% 8.6%
Cost-to-income ratio KPI 53% 54% 54%
Common Equity Tier 1 capital ratio KPI 11.6% 11.9% n/a
Loan-to-deposit ratio KPI 121% 124% 126%
Non-performing loan ratio KPI 1.54% 1.80% 2.04%
Dividend payout ratio KPI 50% 46% 51%
Number of suppliers 1,887 2,612 2,047
% of contracts awarded to small businesses 4 58% 40% 35%
Electricity/Gas (MWh) 185,246 208,141 221,669
Qil (litres) 77,064 64,746 66,365
Water (m3) 301,308 296,986 300,485
Waste collected (tonnes) 4,537 4,899 6,391
Paper (tonnes) 5,135 5,713 6,720
CO, from fuel (tonnes) 5 6,425 7,017 8,009
CO, from business travel (tonnes) 9,496 10,353 10,450
CO, per employee (tonnes) 0.65 0.71 0.76
Communities
Support to communities £23.4m £21.9m £21.6m
UK taxes paid £791m £525m £467m
Number of volunteers 5,080 4,221 1,779
Santander Foundation — value of grants £5.7m £5.3m £5.8m KPls - See pages 20 and 21 for more on 2012-15
- number ofgrants 2729 2556 TS e et
Santander Universities — value of donations £11.9m £11.0m £8.5m (2) Customer satisfaction as measured by the Financial
Research Survey (FRS) run by GfK, December 2015
— number of donations 6,640 4,793 2,857 See glossary for customer satisfaction definition
(3) FCA reportable complaints
Santander Breakthrough — value of support £1.3m £1.4m £1.9M (&) Small businesses have less than £10m turnover or
— businesses supported 5,292 370 370 fess than 250 employees

(5) 2015 Defra conversion factors

Awards and recognition in 2015

- AWARDS 2015

Moneywise

CUSTOMER
SERVI

o

MOST
TRUSTED

(r‘ WINNER 'THE SUNDAY TIMES
INY

Business

Moneyfacts
Award 2015

Business Bank of the Year

BEST BIG
COMPANIES
T0 WORK FOR
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Consolidated income statement
For the years ended 31 December 2015 2014 2013
£m fm fm
Interest and similar income 6,695 6,797 7,170
Interest expense and similar charges (3,120) (3,363) (4,207)
Net interest income 3,575 3,434 2,963
Fee and commission income 1,115 1,095 1,058
Fee and commission expense (400) (356) (300)
Net fee and commission income 715 739 758
Net trading and other income 283 297 308
Total operating income 4,573 4,470 4,029
Operating expenses before impairment losses, provisions and charges (2,403) (2,397) (2,195)
Impairment losses on loans and advances (66) (258) (475)
Provisions for other liabilities and charges (762) (416) (250)
Total operating impairment losses, provisions and charges (828) (674) (725)
Profit from continuing operations before tax 1,342 1,399 1,109
Tax on profit from continuing operations (380) (289) (211)
Profit from continuing operations after tax 962 1,110 898
Loss from discontinued operations after tax - - (8)
Profit after tax for the year 962 1,110 890
Attributable to:
Equity holders of the parent 914 1,070 833
Non-controlling interests 48 40 57

Extracted from the Consolidated Financial Statements beginning on page 234.
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Consolidated balance sheet

At 31 December 2015 2014
fm fm
Assets
Cash and balances at central banks 16,842 22,562
Trading assets 23,961 21,700
Derivative financial instruments 20,911 23,021
Financial assets designated at fair value 2,398 2,881
Loans and advances to banks 3,551 2,057
Loans and advances to customers 198,043 188,691
Loans and receivables securities 52 118
Available-for-sale securities 9,012 8,944
Macro hedge of interest rate risk 781 963
Interests in other entities 48 38
Intangible assets 2,231 2,187
Property, plant and equipment 1,597 1,624
Current tax assets 51 -
Retirement benefit assets 556 315
Other assets 1,375 876
Total assets 281,409 275,977
Liabilities
Deposits by banks 8,278 8,214
Deposits by customers 163,232 153,606
Trading liabilities 12,722 15,333
Derivative financial instruments 21,508 22,732
Financial liabilities designated at fair value 2,016 2,848
Debt securities in issue 50,457 51,790
Subordinated liabilities 3,885 4,002
Macro hedge of interest rate risk 110 139
Other liabilities 2,335 2,302
Provisions 870 491
Current tax liabilities 1 69
Deferred tax liabilities 223 59
Retirement benefit obligations 110 199
Total liabilities 265,747 261,784
Equity
Share capital and other equity instruments 8,605 12,068
Retained earnings 6,352 4,056
Merger reserve - (2,543)
Other reserves 314 273
Total shareholders’ equity 15,271 13,854
Non-controlling interests 391 339
Total equity 15,662 14,193
Total liabilities and equity 281,409 275,977

Extracted from the Consolidated Financial Statements beginning on page 234.

The directors, in preparing this strategic report, have complied with s414C of the Companies Act 2006

Under the UK Companies Act 2006, a safe harbour limits the liability of Directors in respect of statements in and omissions from the Directors’ report (for which see page 195),
the Strategic report and the Remuneration report. Under English law the Directors would be liable to the company, but not to any third party, if one or more of these reports
contained errors as a result of recklessness or knowing misstatement or dishonest concealment of a material fact, but would otherwise not be liable. Pages 195 to 198 inclusive
comprise the Directors’ report, pages 2 to 36 inclusive comprise the Strategic report and pages 186 to 194 inclusive comprise the Remuneration report, each of which have
been drawn up and presented in accordance with and in reliance upon English company law and the liabilities of the Directors in connection with these reports shall be subject
to the limitations and restrictions provided by such law.
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Risk review

This Risk review consists of audited financial information except where it is marked as unaudited.
The audited financial information is an integral part of the Consolidated Financial Statements.
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Risk developments in 2015 oo

Each and every one of us at Santander UK takes personal
responsibility for managing risk.

How our NPL ratios changed in 2015 (%) 2015 performance

Retail and corporate credit quality remained
2015 m robust in a supportive credit environment.
_ Continuing improvements in the UK economy,
2014 coupled with prudent lending criteria, helped
improve our NPL ratio to 1.54% from 1.80% in

2014. Reflecting this, our loan loss allowances
decreased to £1,157m from £1,439m in 2014.

We have also maintained a strong CET 1 capital
ratio of 11.6% and an improved leverage ratio of
4.0%. Capital risk continued to be of key focus.

These improvements in credit quality and
leverage were acknowledged when Moody's
upgraded our long-term rating following
improvements in our standalone strength.

We exceeded the Bank of England’s 2015 stress
test threshold requirement of 4.5%, with a
stressed CET 1 capital ratio of 9.5%. This shows
our resilience to potential deterioration in global
and domestic economic conditions.

In November 2015, the FCA published a
consultation paper covering, among other
things, proposed time restrictions on future
claims for the mis-selling of PPI, and the Plevin
case. In response to this we have increased our
PPI conduct remediation provision by £450m to
£465m. This represents our best estimate of the
remaining redress and costs, notwithstanding
the ongoing nature of the consultation.

Risk management in 2015

During 2015, we made significant progress

in embedding our Risk Framework across

the business to align with our values of being
Simple, Personal and Fair. This included the
ongoing roll-out of our | AM Risk programme
where we have been particularly successful in
raising awareness of personal accountability
for risk management.

We have also made further improvements to
our risk governance and Risk Framework. These
include giving greater prominence to financial
crime risk, reflecting the increasing importance
of this discipline as technology in the banking
industry develops. This has been reinforced via
our Financial Crime Transformation Programme.

We have also developed a framework to help
improve the way we manage risks associated
with the various models we use to make
risk-based decisions.

We continued to make progress against our
Operational Risk Transformation Programme,
updating our strategic systems and IT, helping
us maintain our robust risk management
infrastructure.

In 2015, our Conduct Risk Strategy Programme

has enhanced the way we report and monitor

conduct risk, and how we assess conduct risk in

our business decisions. In addition, we continue

to improve the outcomes that we deliver to our

customers through:

— Guidance on how we treat and help
vulnerable customers

— Simplification of our retail product range,
which has helped customers and staff
understand and take better advantage
of our products

— Further enhancements to our staff incentive
schemes to focus on the delivery of quality
of outcomes for customers.

Top risks

We set out the developments in our top risks
in 2015 on pages 40 and 41.

The key developments that continue to affect
the profile of our top risks include:

The interest rate environment

The current low Bank of England Bank Rate
(Base Rate) environment persisted during 2015.
This continued to set challenges for both our
net margin performance, and also the risks
associated with our pension fund.

11213 account

In September 2015, we announced changes to
the 11213 Current Account and the 11213 Credit
Card. This was the first set of changes since
the launch of the products, and we have made
them in response to continuing challenges in
the market and the ‘low for longer’ Base Rate
environment. We are still in the early stages of
knowing the real impact of the fee and cashback
changes on customer acquisition, loyalty and
satisfaction. We are carefully monitoring the
consequences of this decision, including the
impacts on our customers.

38 Santander UK Group Holdings plc



Risk
developments
in 2015

Top and
emerging risks

Banking Reform

During 2015, our regulators issued various
consultation papers bringing further clarity to
areas such as capital and liquidity requirements,
intra-group exposures and governance. Against
this backdrop, we continue to work on our plans
for implementation. Banking Reform is one of a
number of both regulatory and business-led
change initiatives such as our investments in
digital technology. We are closely monitoring
the operational risks associated with the
growing change agenda to ensure successful
delivery.

Cyber crime

In common with other large UK financial
institutions, we saw an increase in the scale and
complexity of attempted cyber crime activity
during 2015. We have continued to strengthen
our defence against these attacks, including
participation in the Bank of England’s industry-
wide cyber security testing exercise. We also
continued our significant programme of
investment to improve the prevention and
detection of financial crime.

Emerging risks

We set out the developments in our emerging
risks in 2015 on page 42.

We face a background of uncertainty regarding
the UK economy, and interest rates in particular.
This is coupled with economic and political
pressures in Europe, as well as significant
volatility in certain markets. All of these could
affect our risk profile and strategy. In addition,
changes in the regulatory environment, and

the demanding agenda, continue to impact

our business.

We track emerging risks in the context of
the four major forces shaping the UK banking
market:

Economic environment

While the current economic outlook for the

UK is supportive, we remain aware of the risks in
the medium term which could have an adverse
impact. These include the potential implications
from the forthcoming referendum of the UK's
membership of the European Union.

Regulatory development

We expect the regulatory environment will
continue to be focused on financial strength,
customer experience and competition. While we
remain confident that we can continue to grow
the business safely against this backdrop, there
remain risks associated with the scale and pace
of change across the business.

Market competition

We anticipate increasing competitive pressure,
both from established incumbents refocusing on
UK banking, and from new entrants leveraging
technology and focusing on selected elements
of the market.

Customer behaviour

The needs and demands of our customers are
evolving more rapidly than ever, driven by
changes in technology and the adoption of
digital and mobile as part of multi-channel
banking. These shifts in customer behaviour
bring with them associated challenges in risk
management, for example in developing
strategies to tackle fraud.

Planned activities for 2016

The key areas of focus for the Risk Division for

2016 include:

— Continuing to embed our Risk Culture
Programme ‘I AM Risk’, aligned to Simple,
Personal and Fair

— Investing in our retail and corporate credit
systems infrastructure, helping to improve
the speed and quality of our credit decisions

— Making further enhancements to, and
increasing automation around, our stress
testing capability and our response to the
forthcoming accounting standard IFRS 9 as
it relates to credit provisioning

— Continuing our strategic change programmes
for conduct risk, risk data automation and
aggregation, operational risk and financial
crime risk.

| AM RISK — our Risk Culture Programme

At Santander UK every one of us takes
personal responsibility for managing risk by
doing our part to:

— ldentify risks and opportunities

— Assess their probability and impact

— Manage the risks and suggest alternatives

— Report, challenge, review, learn and
‘speak up’.

| AM Risk helps ensure that every business area
is accountable for the management of the risks
arising from their activities.

Risks need to be considered as part of
the governance around any and every
business decision.

The success of the | AM Risk programme

has been reflected in our staff surveys, where
97% of the respondents acknowledged their
personal responsibility for risk management.

For more on this programme, see ‘Making
change happen: | AM Risk” in the section ‘How
we approach risk — our culture and principles’.

= [DENTIFY
= ASSESS
= VIANAGE

®m REPORT
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TO p ri SkS (unaudited)

All our activities involve identifying, assessing, managing and reporting risks. A top risk is a current risk within our business that could have a material impact on
our financial results, reputation and the sustainability of our business model.

Our top risks and their causes are outlined below, as well as how they link to our 2013-2015 strategic priorities. We also explain the key developments in the year.

2013-2015

strategic
Risk description Risk features and impact priorities

Credit Deterioration in the credit quality of our customers and counterparties could reduce the value
of our assets, and increase our write-downs and allowances for impairment losses. The
macroeconomic environment and other factors can cause our credit risk to increase. The factors
include increased unemployment, falling house prices, increased corporate insolvency levels,
reduced corporate profits, increased personal insolvency levels, increased interest rates and/or
higher tenant defaults.

e See ‘Credit risk’ on page 53.

Market (Banking market) Banking market risk could lead to lower income or a loss of value from changes in market risk m
factors such as interest rates. The current low Base Rate environment remains a key concern for
the industry as a whole. If rates were not to increase, margins would remain under pressure.

Q See ‘Market risk’ on page 104.

Liquidity Like all major banks, we can be impacted by changes in confidence in the banking sector, the m
wholesale funding markets or the Company itself. We can also be affected by changes in the
structure or the regulation of the banking sector. If we are unable to obtain sustainable funding
(whether due to exceptional circumstances, industry restructuring or regulatory change), our
ability to pay our financial obligations could be affected. This could disrupt our day-to-day
operations and business model.

Q See ‘Liquidity risk’ on page 113.

Capital Capital risk has the potential to disrupt our business model and stop our normal functions. m
It could also cause us to fail to meet regulatory capital requirements. If that happened, our
regulators would have powers to restrict our payments, such as dividends and AT1 coupons,
or to wind up the Company. Our capital risk is driven mainly by credit risk and the effects of
regulatory change as well as our ability to raise capital over the economic cycle.

e See ‘Capital risk’ on page 131.

Pension We face pension risk as a sponsor of defined benefit pension schemes. It arises where the assets
of the schemes do not fully match the timing and amount of the schemes’ liabilities. This can be
due to uncertainty over future investment returns and the projected value of schemes’ liabilities.
For instance, deterioration in the funding valuation position could mean we have to make material
contributions to reduce deficits.

Q See ‘Pension risk’ on page 141.

Operational Operational risk is inherent in all our business and support processes, as well as our suppliers. It
happens where unexpected or unplanned events related to people, processes, systems or external
events prevent us from achieving our business objectives. It includes cyber security, and losses
from conduct issues.

Q See ‘Operational risk’ on page 144.

Conduct This is a key risk to us in view of the evolving regulatory agenda and to enable us to meet our aim
to be the best bank for our customers. We are mainly exposed to conduct risk through: products
and services not meeting our customers’ needs; failing to deal with complaints effectively; and
the risk that we sell our customers unsuitable products or we do not give them the right
information to make informed decisions.

9 See ‘Conduct risk’ on page 148.
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For risk definitions, see ‘How we
define risk’ on page 44

)

Risk indicator

NPL ratio (%)

2015

2014

Strategic priority key:

Loyal and satisfied retail customers
m ‘Bank of Choice’ for UK companies

Consistent profitability and a strong
balance sheet

Developments in 2015

In 2015, credit quality improved further, supported by our conservative risk profile and supportive
economic environment. Our NPL ratio improved to 1.54% (2014: 1.80%), and total loan loss
allowances decreased to £1,157m at 31 December 2015 (2014: £1,439m), with all loan portfolios
performing well.

Our residential mortgages NPL ratio decreased to 1.47% at 31 December 2015 (2014: 1.64%), with
impairment releases and the decrease in NPL and coverage ratios reflecting the continued good
performance of the portfolio supported by low interest rates and rising house prices. Our Commercial
Banking NPL ratio decreased to 2.80% (2014: 3.56%), with strong credit quality. We continue to
adhere to our prudent lending criteria as we grow lending.

NIM sensitivity -50 bps (£m)

Banking NIM remained broadly flat at 1.83% in 2015 (2014: 1.82%).

The movement in NIM sensitivity in 2015 was largely due to changes in the underlying models used

2015 for risk measurement purposes. The assumptions used in these have been updated to better reflect
: the current low Base Rate environment.

2014

LCR (%) Our LCR improved to 120% at 31 December 2015 (2014: 110%). Our LCR eligible liquidity pool

2015

2014

decreased £0.8bn to £38.7bn at 31 December 2015, reflecting lower liquidity requirements, largely
due to the phasing of short-term funding and of medium-term maturities. Wholesale funding with
a residual maturity of less than one year decreased £2.0bn to £21.1bn (2014: £23.1bn), reflecting
changes in the maturity profile of our medium-term funding.

Our LCR eligible liquidity pool significantly exceeded wholesale funding of less than one year, with
a 183% coverage ratio (2014: 171%).

CET 1 capital ratio (%)

2015

2014

We are making good progress with our capital and funding plan towards meeting future regulatory
structure and TLAC/MREL requirements. Our CET 1 capital ratio was 11.6% at 31 December 2015
(2014: 11.9%), adversely impacted by the PPI provision charge of £450m. Our PRA end point Tier 1
leverage ratio was 4.0% at 31 December 2015, up from 3.8% at 31 December 2014, driven by the
£750m AT1 issuance in June 2015.

Our total capital ratio increased to 17.4% at 31 December 2015 (2014: 17.3%), driven by the £750m
AT1 and US$1.5bn Tier 2 issuances. This increase was partially offset by the decline in our CET 1
capital ratio, the adverse impact of CRD IV Minority Interest and grandfathering rules, as well as the
partial buy-back of four capital instruments in June 2015.

Defined benefit pension scheme surplus (£m)

2015

2014

In 2015, as in previous years, the pension scheme was managed within the pension risk appetite
triggers and limits. The risk profile of the pension scheme also remained stable. In 2015, VaR (1 year,
95% confidence interval) decreased slightly to £1,260m (2014: £1,340m). This was mainly due to the
slightly higher real interest rate reducing the size of the discounted liability.

In 2015, the accounting position of the pension scheme and other funded arrangements improved.
The overall position was a £483m surplus at 31 December 2015 (2014: £156m surplus). The
improvement in the position was mainly driven by gains of £319m from adjustments in actuarial
assumptions in the year.

Operational risk losses (£m)

2015

2014

In 2015, we developed an Operational Risk Transformation Programme to help us deliver our

new Operational Risk Framework. We are rolling out the programme, including new technology,
in phases to the end of 2016. This will enable us to achieve market best practice in our operational
risk management.

In 2015 and 2014 most of our operational risk losses related to charges for conduct remediation,
mainly relating to historic sales of PPI.

Remaining provision (£m)

2015 637

2014

Our Conduct Risk Strategy Programme has delivered substantial improvements since it was set up in
2013. In 2015, we continued to enhance the way we report and monitor conduct risk. We also
improved how we assess conduct risk in our business decisions.

We have provided £450m in response to the recent FCA consultation paper on PPI, including the
Plevin case. While we saw a reduction in PPl redress costs in the first half of the year, we have seen
an increase in the third quarter in line with industry trends, with the fourth quarter remaining flat.
The total provision for PPl redress and related costs was £465m at 31 December 2015.

Other conduct provisions were £172m at 31 December 2015, which included £43m of additional
provisions taken in the third quarter of 2015 relating to wealth and investment products.
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Emerging and future risks wuieo

An emerging and future risk is a risk with largely uncertain outcomes which may develop or crystallise in the future. Crystallisation of an emerging risk could have
a material effect on long-term strategy. The table below includes the emerging risks we tracked in 2015. The timeframes are indicative of when these risks could
have an impact.

2013-2015

strategic
Timeframe Risk description and mitigation priorities

1-3 years Economic environment
UK economy
Our financial performance is strongly linked to the health of the UK economy. We are particularly affected by factors
that impact our larger credit portfolios, such as the housing market and unemployment. The prospects of the UK are
also linked to the economies of other major trading areas, such as the eurozone, China and emerging markets.

If the UK economy continues to improve, interest rates are expected to rise, especially if inflation moves back
towards the Bank of England’s target rate. If this happens, the behaviour of our customers and market participants
could change. This could include increased customer movement and require more competitive product pricing.

If the UK economy doesn’t continue to recover as expected, or even experiences a downturn, Bank of England
interest rates may remain at record low levels, placing pressure on forecast net interest margins.

We closely monitor indicators and reports relating to the UK's economic performance and also of other major
trading areas in the global economy.

We quantify these impacts wherever possible in our risk reporting. This analysis includes, for example, any resulting
customer credit deterioration, impacts on funding and capital issuance plans, and stress analysis on our net interest
margin and pension fund deficit.

UK membership of the EU

The UK Government has pledged to renegotiate the terms of the UK's membership of the EU, and then hold a
referendum. It now seems more likely that a referendum will be held in 2016, sooner than the original pledge to
hold it by the end of 2017.

We are closely monitoring political developments in the lead up to the referendum, assessing potential risks, and
planning mitigating actions where appropriate. Our risk assessment considers both potential outcomes.

Customer behaviour

The needs and demands of our customers are evolving more rapidly than ever, driven by changes in technology and
the adoption of digital and mobile as part of multi-channel banking. These shifts in customer behaviour bring with
them associated challenges in risk management, for example in developing strategies to tackle fraud.

Our marketing and product design teams monitor changing demographics, trends, and customer behaviours. They
provide feedback in order to reshape distribution channels and redesign products to meet changing demands.

Market competition
We have seen established incumbents refocusing on UK banking, and new financial services providers enter the
market with new business models and new technology-oriented approaches.

We monitor and report on the activities of existing and emerging competitors including the new digital entrants.
We analyse the risks to our business plans, customer base and revenue streams and take decisions to mitigate

those risks where necessary. As part of this approach we have designed and implemented our own digital business
strategy and we continue to respond to the rapid changes in the methods, targets and sophistication of cyber fraud.

Regulatory development

2015 continued to see a large amount of new regulation affecting our business. In response, we are progressing
some significant change projects, including those relating to the Financial Services (Banking Reform) Act 2013. While
the requirements for Banking Reform have become clearer during this year, considerable challenges remain for us to
implement a business model that both meets the regulatory demands and delivers our strategic aims.

We regularly review the potential impact on our risk profile, including strategic risk and operational risk. We do this
against a backdrop of many other complex regulatory programmes already in progress. We also assess the potential
increase in our costs that these regulations will cause. However, there remain significant areas of emerging
regulation where the impact and timing are still uncertain.

More than Economic environment B
3 EU economies
years There are still concerns about the growth in eurozone economies, and significant differences remain between the

economic performance of individual member states. Increased levels of migration from areas of conflict have seen
a disparity of views between member states. We monitor the economic performance of the EU, the evolving political
landscape and the eurozone (monetary union and redenomination risk).
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Risk governance

The Company is the immediate parent company of Santander UK plc. The Company and Santander UK plc operate a unified business strategy, albeit
the principal business activities of the Santander UK group are currently carried on by the Santander UK plc group. The Company was incorporated on
23 September 2013, and on 10 January 2014 became the immediate parent company of Santander UK plc and its controlled entities. From this date,
the Company became the head of the Santander UK group for regulatory capital and leverage purposes.

The Company adopted Santander UK plc’s Corporate Governance and Risk Frameworks to ensure consistency of application. However, the Frameworks
are applied from the level of Santander UK plc across the Santander UK group. As a result, the review of the principal risks and uncertainties facing the
Company, and the description of the Company’s Corporate Governance, including the activities of the Board and risk management arrangements, are
integrated with those of Santander UK plc and are reported in this document as operating within the Company.

As a financial services provider, managing risk is a core part of our day-to-day activities. To be able to manage our business effectively, it is critical that we
understand and control risk in everything we do. We aim to use a prudent approach and advanced risk management techniques to help us deliver robust
financial performance and build sustainable value for our stakeholders.

We aim to keep a predictable medium-low risk profile, consistent with our business model. This is key to achieving our strategic objectives.

RISK FRAMEWORK

Our Risk Framework sets out how we manage and control risk. It is based on the following key elements which we describe in more detail in the
next pages:

Section Content

How we define risk We describe each of our key risk types.

How we approach We describe our risk culture and explain how we make it a day-to-day reality across the business.

risk — our culture and

principles

Our risk governance We describe how we consider risk in all our business decisions as part of our organisational structure, and the
structure responsibilities of our people and our committees.

Our internal control We describe our internal control system and how it helps us manage and control risk.

system

We continued to make good progress in 2015 in embedding the Risk Framework across the business. The Board Risk Committee reviewed our progress,
linked to annual Risk Attestations (see ‘Internal control system’ in this section for more on these). These are evidence-based and approved by the
Executive Committee members. As a result, we are managing risk more effectively by improving how we identify, assess, manage and report it.

In 2015, we also updated our Risk Framework to reflect how some risks have become more important to us. We now:

— Include financial crime risk as a key risk type on its own. This reflects its growing importance as technology in the banking industry develops

— Include legal risk within our operational risk activities to improve its day-to-day management

— Present banking market risk, liquidity risk, capital risk and pension risk separately in our list of key risks due to their importance. In the past,
we combined them as balance sheet management risk.

We also enhanced the responsibility for some risks in 2015. Our:

— Chief Conduct and Compliance Officer (CCCO) now has direct responsibility for conduct and regulatory risks

— Capital Committee is now an Executive Committee in its own right, recognising the critical importance of capital. In the past it was a sub-committee
of the Executive Risk Committee.
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How we define risk

Risk is any uncertainty about us being able to achieve our business objectives. It can be split into a set of key risks, each of which could affect our results
and our financial resources. Our key risks are:

Key risk Description

Credit The risk of loss due to the default or credit quality deterioration of a customer or counterparty to which we have provided
credit, or for which we have assumed a financial obligation.

Market Trading market risk — the risk of losses in on- and off-balance sheet trading positions, due to movements in market prices
or other external factors.

Banking market risk — the risk of loss of income or economic value due to changes to interest rates in the banking book or
to changes in exchange rates, where such changes would affect our net worth through an adjustment to revenues, assets,
liabilities and off-balance sheet exposures in the banking book.

Liquidity The risk that, while still being solvent, we do not have sufficient liquid financial resources available to meet our obligations
as they fall due, or we can only secure such resources at excessive cost.

It is split into three types of risk:

Funding or structural liquidity risk — the risk that we may not have sufficient liquid assets to meet the payments required at
a given time due to maturity transformation.

Contingent liquidity risk — the risk that future events may require a larger than expected amount of liquidity i.e. the risk of
not having sufficient liquid assets to meet sudden and unexpected short-term obligations.

Market liquidity risk — the risk that assets we hold to mitigate the risk of failing to meet our obligations as they fall due,
which are normally liquid, become illiquid when they are needed.

Capital The risk that we do not have an adequate amount or quality of capital to meet our internal business objectives, regulatory
requirements, market expectations and dividend payments, including AT1 coupons.

Pension The risk caused by our contractual or other liabilities with respect to a pension scheme (whether established for our
employees or those of a related company or otherwise). It also refers to the risk that we will make payments or other
contributions with respect to a pension scheme due to a moral obligation or for some other reason.

Operational The risk of direct, or indirect, loss due to inadequate or failed internal processes, people and systems, or external events.

Conduct The risk that our decisions and behaviours lead to a detriment or poor outcomes for our customers and that we fail to
maintain high standards of market integrity.

Other key risks Financial crime risk — the risk that we are used to legitimise the proceeds from criminal activity which conceal their true
origins. This includes money laundering, financing terrorism, sanctions, and bribery and corruption.

Strategic risk — the risk of significant loss or damage arising from strategic decisions that impact the long-term interests of
our key stakeholders or from an inability to adapt to external developments.

Reputational risk — the risk of damage to the way our reputation and brand are perceived by the public, clients,
government, colleagues, investors or any other interested party.

Regulatory risk — the risk of loss, through financial or reputational loss, from failing to comply with applicable codes and
regulations.

Model risk — the risk of loss arising from decisions mainly based on results of models, due to errors in their design,
application or use.

Enterprise wide risk is the aggregate view of all the key risks described above.
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How we approach risk — our culture and principles

The complexity and importance of the financial services industry demands a strong risk culture. We have extensive systems, controls and safeguards in
place to manage and control the risks we face, but it is also crucial that everyone takes personal responsibility for managing risk.

Our risk culture plays a key role in our aim to be the best bank for our people, customers, shareholders and communities. It is vital that everyone in our
business understands that, to achieve this, our people have a strong, shared understanding of what risk is, and what their role is in helping to control it.
We express this in our Risk Culture Statement:

Risk Culture Statement

Santander UK will only take risks that it understands and will always remain prudent in identifying, assessing, managing and reporting all risks.
We actively encourage our people to take personal responsibility for doing the right thing and to challenge without fear. We make sure we take
decisions in the best interests of all our stakeholders and in line with The Santander Way.

The Board reviews and approves our Risk Culture Statement every year. The CEO, Chief Risk Officer (CRO) and other senior executives are responsible for
promoting our risk culture from the top. They drive cultural change and increased accountability across the business.

We reinforce our Risk Culture Statement and embed our risk culture in all our business units through our Risk Framework, Risk Attestations and other
initiatives. This includes highlighting that:

— Itis everyone's personal responsibility to play their part in managing risk

— We must identify, assess, manage and report risk quickly and accurately

— We make risk part of how we assess our people’s performance, how we recruit, develop and reward them

Our internal control system is essential to make sure we manage and control risk in line with our principles, standards, Risk Appetite and policies.

We use Risk Attestations to confirm how we manage and control risks in line with our Risk Framework and within our Risk Appetite. As an example,
every year, each member of our Executive Committee confirms in writing that they have managed risk in line with the Risk Framework in the part of the
business for which they are responsible. Their attestation lists any exceptions and the agreed actions taken to correct them. This is a very tangible sign of
the personal accountability that is such a key part of our risk culture.

Making change happen: ‘l AM Risk’ - everyone’s personal responsibility for managing risk

We launched our approach to raise awareness of, and embed, the right risk management culture across Santander UK in November 2012 under the ‘Il AM
Risk’ banner. We have learned from the reviews of other banks after the financial crisis and the increased regulatory focus on strong risk management in
banks. This programme aims to make sure our people:

— ldentify risks and opportunities

— Assess their probability and impact

— Manage the risks and suggest alternatives

— Report, challenge, review, learn and ‘speak up'.

We use | AM Risk in our risk attestations, risk frameworks, and all our risk-related communications. We also include it in our mandatory training and
induction courses for our staff. To support this, we launched the | AM Risk learning website which includes short films, factsheets and discussion boards.

Among other things, | AM Risk is how we make risk management part of everyone’s life as a Santander employee, from how we recruit them and
manage their performance to how we develop and reward them. It is also how we encourage people to take personal responsibility for risk, speak up
and come up with ideas that help us change. To do this, we embedded the behaviours we want to encourage in key processes and documents. These
included:

— Individual annual performance reviews

— New induction and training courses

Codes of conduct

Reward and incentives

Risk frameworks and governance.

As part of the programme, we added mandatory risk objectives for all our people — from our Executive Committee to branch staff. We also added risk
technical and behavioural requirements to our job profiles, and similar elements to other initiatives.

In 2015, we created The Santander Way Steering Committee to coordinate all our culture initiatives under the sponsorship of the CEO. The | AM Risk
initiatives are reported quarterly to the CRO, and to the Executive Risk Committee and Board Risk Committee twice a year.

We also continued to embed our risk management culture. We:

— Reinforced | AM Risk messages through enhanced communication, education and training at all levels

— Embedded risk management across the whole employee life-cycle, including our recruitment practices

— Increased and promoted our range of escalation channels

— Updated the mandatory risk objectives for all our people including our Executive Committee

— Measured change through a range of measures including ‘speaking up’ escalation channels, surveys and mandatory training completion rates
— Improved how we identify and manage risk in our change and strategic planning processes.

I AM Risk continues to play a key part in our aim to be the best bank for our people, customers, shareholders and communities. In 2015, we built on the
progress made in Retail Banking and Commercial Banking, and extended our focus to Global Corporate Banking and Corporate Centre.
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Our risk governance structure

We are committed to the highest standards of corporate governance in every part of our business. This includes risk management. For details of our
governance, including the Board and its Committees, see the ‘Governance’ section of this Annual Report.

The Board delegates authority to committees as needed and where appropriate. Our risk governance structure strengthens our ability to identify, assess,
manage and report risks, as follows:

— Committees: A number of Board and Executive committees are responsible for specific parts of our Risk Framework

— Roles with risk management responsibilities: There are senior roles with specific responsibilities for risk

— Risk organisational structure: We have ‘three lines of defence’ built in to the way we run our business.

Committees

The Board and the Board Risk Committee responsibilities for risk are:

Board/

Board Committee Main risk responsibilities

The Board (including — Has overall responsibility for business execution and for managing risk

the Santander UK plc  __ Reviews and approves the Risk Framework and Risk Appetite.

Board)

Board Risk — Assesses the Risk Framework and recommends it to the Board for approval
Committee

— Advises the Board on our overall Risk Appetite, tolerance and strategy
— Oversees our exposure to risk and our future strategy and advises the Board on both
— Reviews the effectiveness of our risk management systems and internal controls.

The Executive Level Committee responsibilities for risk are:

Executive

Committees Main risk responsibilities

Executive Committee — Reviews and approves business plans in line with our Risk Framework and Risk Appetite before they are sent to the
Board to approve

— Receives updates on key risk issues managed by CEO-level committees and monitors the actions taken.

Executive Risk — Reviews Risk Appetite proposals before they are sent to the Board Risk Committee and the Board to approve

Committee — Ensures that we comply with our Risk Framework, Risk Appetite and risk policies

— Reviews and monitors our risk exposures and approves any steps we need to take.

Asset and Liability — Reviews liquidity risk appetite proposals before they are sent to the Board to approve

Committee (ALCO) — Ensures we measure and control structural balance sheet risks, capital, funding and liquidity, in line with the policies,

strategies and plans set by the Board

— Reviews and monitors the key asset and liability management activities of the business to ensure we keep our exposure
in line with our Risk Appetite.

Pensions Committee — Reviews pension risk appetite proposals before they are sent to the Board to approve
— Approves actuarial valuations and the impact they may have on our contributions, capital and funding
— Consults with the pension scheme trustees on the scheme’s investment strategy.

Capital Committee — Puts in place effective risk control processes, reporting systems and processes to make sure capital risks are managed
within our Risk Framework

— Reviews capital adequacy and capital plans, including the Internal Capital Adequacy Assessment Process (ICAAP),
before they are sent to the Board to approve.
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Roles with risk management responsibilities

Chief Executive Officer

The Board delegates responsibility for our business activities and managing risk on a day-to-day basis to the CEO. The key responsibilities of the CEO
are to:

— Propose our strategy and business plan, put them into practice and manage the risks involved

— Ensure we have a suitable system of controls to manage risk and report to the Board on it

— Foster a culture that promotes ethical practices and social responsibility

— Ensure all our staff know about the policies and corporate values approved by the Board.

Chief Risk Officer

As the leader of the Risk Division, the CRO oversees and challenges plans and activities. The CRO reports to the Board through the Board Risk Committee,

and also reports to the CEO for operational purposes. The CRO also reports directly to the CRO of Banco Santander SA. The key responsibilities of the

CRO are to:

— Propose a Risk Framework to the Board (through the Board Risk Committee) that sets out how we manage the risks from our business activities within
the approved Risk Appetite

— Advise the CEO, the Board Risk Committee and Board on the Risk Appetite linked to our strategic business plan and why it is appropriate

— Reassure the Board and our regulators that we identify, assess and measure risk and that our systems, controls and delegated authorities to manage
risk are adequate and effective

— Advise the CEO, Board Risk Committee, Board and our regulators on how we manage key risks and escalate any issues or breaches of Risk Appetite

— Ensure that our culture promotes ethical practices and social responsibility

— Ensure that our policies and corporate values approved by the Board are communicated so that our culture, values and ethics are aligned to our
strategic objectives.

The CRO is responsible for the control and oversight of all risks except for legal, financial crime, conduct and regulatory risk. These are the responsibilities
of the Chief Conduct and Compliance Officer (CCCO) and the General Counsel and Chief Administrative Officer (GC&CAO).

General Counsel and Chief Administrative Officer
The GC&CAO is responsible for the control and oversight of legal and financial crime risk. These are part of his responsibilities for legal, secretariat and
financial crime. The GC&CAO has similar responsibilities to the CRO.

Chief Conduct and Compliance Officer
The CCCO is responsible for the control and oversight of conduct and regulatory risk. This is part of his responsibility for compliance. The CCCO has
similar responsibilities to the CRO.

Chief Internal Auditor

The Chief Internal Auditor (CIA) reports to the Board through the Board Audit Committee, and also reports to the CEO for operational purposes. The CIA
also reports directly to the CIA of Banco Santander SA. The key responsibilities of the CIA are to:

— Ensure the scope of Internal Audit includes each main activity and entity

Design and use an audit system that identifies key risks and evaluates controls

Develop an audit plan to assess existing risks that involves producing audit, assurance and monitoring reports

Carry out all audits, special reviews, reports and commissions that the Board Audit Committee asks for

Monitor business activities regularly by consulting with internal control teams and our External Auditors

— Develop and run internal auditor training that includes regular skills assessments.
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Risk organisational structure

We use the three lines of defence model to manage risk. This model is widely used in the banking industry and has a clear set of principles to implement
a cohesive operating model across an organisation. It does this by separating risk management, risk control and risk assurance.

The diagram below shows the reporting lines to the Board (including the Santander UK plc Board) with respect to risk:

Risk Reporting Lines

Line 1
Risk management

Business Units and Business

Support Units are accountable for BUSi"eS-’:
and Business

identifying, owning and managing the
risks which originate and exist in their
area, within the Risk Appetite the
Board approves.

Support Units N

Line 2
Risk control

Risk Control Units are independent
monitoring and control functions. They are
under the executive responsibility of the
CEO, but responsible to the CRO for
overseeing the first line of defence. They secreta o GC&CAO
make sure Business Units and Business Unit

Support Units manage and control risks
effectively and within the Risk Appetite the
Board approves. The Risk Control Units are:  F={;E 141
Crime Unit

Legal, Secretariat and Financial Crime
Units are responsible for controlling legal
and financial crime risks.

Conduct and Compliance
Conduct and Compliance Unit is Compliance Director
responsible for controlling conduct and Unit
regulatory risks.
. o . . Board Risk
Risk Unit is responsible for controlling Committee

credit, market, balance sheet
management, operational, strategic,
reputational, model and enterprise risks.

Line 3
Risk assurance

Internal Audit is a permanent

corporate function, independent of any intern S
other unit. Its role is to give assurance Audit
on how well-designed and effective
our risk management and internal
control processes are.

Board Audit
Committee
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Internal control system

Our Risk Framework is an overarching view of our internal control system that helps us manage risk across the business. It sets out at a high level the
principles, minimum standards, roles and responsibilities, and governance for internal control.

Santander UK Risk Framework

Risk Type Risk Risk Activity Risk Appetite Delegated Risk
Frameworks Management Framework Statement Authorities/ Attestations
Responsibilities Mandates

Category Description

Risk Frameworks Set out how we should manage and control risk for:
— The Santander UK group (overall framework)
— Our key risks (risk type frameworks)

— Our key risk activities (risk activity frameworks).

Risk Management Set out the Line 1 risk management responsibilities for business units and business support units.
Responsibilities

Risk Appetite Defines the type and the level of risk that we are willing and able to take on to achieve our business plans. The policies set
Statement out what action we must (or must not) take to make sure we stay within the agreed Risk Appetite.

Risk control units set overarching policies. Business and Business support units have operational policies, standards and
procedures that put these policies into practice.

Delegated Define who can do what under the authority delegated to the CEO by the Board.
Authorities/Mandates
Risk Attestations Business units, business support units or risk control units set out how they have managed and/or controlled risks in line

with the risk frameworks and within the agreed Risk Appetite.

They are completed at least once a year. They also explain any action taken. This process helps ensure people can be held
personally accountable.
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RISK APPETITE
How we control the risks we are prepared to take

When our Board sets our strategic objectives, it is important that we are clear about the risks we are prepared to take to achieve them. We express this
through our Risk Appetite Statement, which defines the amount and kind of risk we are willing to take. Our Risk Appetite and strategy are closely linked
— our strategy must be achievable within the limits set out in our Risk Appetite.

The principles of our Risk Appetite

Our Risk Appetite Statement lists ten principles that we use to set our Risk Appetite.

— We always aim to have enough financial resources to survive severe but plausible stressed economic and business conditions

— We should be able to predict how our income and losses might vary — that is, how volatile they are. That applies to all our risks and lines of business

— Our earnings and dividend payments should be stable, and in line with the return we aim to achieve

— We are an autonomous business, so we always aim to have strong capital and liquidity resources

— The way we fund our business should give us diverse sources and duration of funding. This helps us to avoid relying too much on wholesale markets

— We set controls on large concentrations of risk, such as to single customers or specific industries

— There are some key risks we take, but for which we do not actively seek any reward, such as operational, conduct, financial crime and regulatory risk.
We take a risk-averse approach to all such risks

— We comply with all regulations — and aim to exceed the standards they set

— Our pay and bonus schemes should support these principles and our risk culture

— We always aim to earn the trust of our people, customers, shareholders and communities.

How we describe the limits in our Risk Appetite

Our Risk Appetite sets out detailed limits for different types of risk, using metrics and qualitative statements.

Metrics

We use metrics to set limits on losses, capital and liquidity. We set:

— Limits for losses for our most important risks, including credit, market, operational and conduct risk

— Capital limits, reflecting both the capital that regulators expect us to hold (regulatory capital) and our own internal measure (economic capital)
— Liquidity limits according to the most plausible stress scenario for our business.

These limits apply in normal business conditions, but also when we might be experiencing a far more difficult trading environment. A good example
of this might be when the UK economy is performing much worse than we expected. We refer to conditions such as this as being under stress.

There is more on economic capital and stress scenarios later in this section.

Qualitative statements

For some risks we also use qualitative statements that describe in words the controls we want to set. For example, in conduct risk, we use them to
describe our Risk Appetite for products, sales, after-sales service, and culture. We also use them to exclude or restrict risks from some sectors, types
of customer and activities.

How we set our Risk Appetite, and stay within it

We control our Risk Appetite through our Risk Appetite Framework. Our Board approves and oversees the Risk Appetite Statement every year. This
ensures it is consistent with our strategy and reflects the markets in which we operate. Our Executive Committee is responsible for ensuring that our

risk profile (the level of risk we are prepared to accept) is consistent with our Risk Appetite Statement. To do this they monitor our performance, business
plans and budgets each month. At least every six months, we use stress testing to review how our business plan performs against our Risk Appetite
Statement. This shows us if we would stay within our Risk Appetite under stress conditions. It also helps us to identify any adverse trends

or inconsistencies.

We embed our Risk Appetite by setting more detailed risk limits for each business unit and key portfolio. These are set in a way so that if we stay within
each detailed limit, we will stay within our overall Risk Appetite. When we use qualitative statements to describe our appetite for a risk, we link them to
lower-level key risk indicators, so that we can monitor and report our performance against them.

We provide a programme of communication and training for our staff which helps ensure that Risk Appetite is well understood.
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STRESS TESTING

Stress testing helps us understand how different events and economic conditions could affect our business plan, earnings and risk profile. This helps us
plan and manage our business better.

Scenarios for stress testing

To see how we might cope with difficult conditions, we regularly develop challenging scenarios that we might face. We consult a broad range of internal
stakeholders when we design and choose our most important scenarios, including Board members. The scenarios cover a wide range of outcomes, risk
factors, time horizons and market conditions. They are designed to test:

— The impact of shocks affecting the economy as a whole or the markets we operate in

— Key potential vulnerabilities of our business model

— Potential impacts on specific risks such as market risk, credit risk and pension risk.

We describe each scenario using a narrative setting out how events might unfold, as well as a market and/or economic context. For example the key
economic factors we reflect in our ICAAP scenarios include house prices, interest rates, unemployment levels and the size of the UK economy. One
scenario looks at what might happen in a recession where the output of the economy shrinks by around 3%, unemployment reaches over 9%, and
house prices fall by around 20%.

We use a comprehensive suite of stress scenarios to explore sensitivities to market risk, including those based on historic market events.

How we use stress testing

We use stress testing to estimate the effect of these scenarios on our business and financial performance, including:
— Our business plan, and its assessment against our Risk Appetite

Our capital strength, through our ICAAP

Our liquidity position, through our Internal Liquidity Adequacy Assessment Process (ILAAP)

Impacts on other risks such as market and credit risk.

We use a wide range of models, approaches and assumptions. These help us interpret the links between factors in markets and the economy, and our
financial performance. For example, one model looks at how changes in unemployment rates might affect the number of customers who might fall into
arrears on their mortgage.

Our stress testing models are subject to a formal review, independent validation and approval process. We highlight the key weaknesses and related
model assumptions in the approval process for each stress test. In some cases, we overlay expert judgement onto the results of our models. Where this
is material to the outcome of the stress test, the approving governance committee reviews it.

We take a multi-layered approach to stress testing to capture risks at various levels. This ranges from sensitivity analyses of a single factor to a portfolio,
to wider exercises that cover all risks across our entire business. We use stress testing outputs to design action plans that aim to mitigate damaging effects.

We also conduct reverse stress tests. These are tests in which we identify and assess scenarios that are most likely to cause our business model to fail.

Board oversight of stress testing

The Executive Risk Committee approves the design of the scenarios in our ICAAP. The Board Risk Committee approves the stress testing framework and
the annual programme of stress testing. The Board reviews the outputs of stress testing as part of the approval processes for the ICAAP, the ILAAP, our
Risk Appetite and regulatory stress tests.

Regulatory stress tests

We take part in a number of external stress testing exercises. These can include stress tests of the UK banking system conducted by the PRA. We also
contribute to stress tests of the wider Banco Santander group.

For more on capital and liquidity stress testing, see the ‘Capital risk’ and ‘Liquidity risk’ sections.
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HOW RISK IS DISTRIBUTED ACROSS OUR BUSINESS (unaudited)

As well as assessing how much regulatory capital we are required to hold, we use an internal Economic Capital (EC) model to measure our risk.

We use EC to get a consistent measure across different risks, including credit, market and operational risk. EC also takes account of how concentrated our
portfolios are, and how much diversification there is between our various businesses.

As a consequence we can use EC for a range of risk management activities. For example, we can use it to help us compare requirements in our ICAAP or
to get a risk-adjusted comparison of income from different activities.

The table below shows the proportion of our regulatory capital risk weighted assets we held in different parts of our business, and for different types of
risk. It shows how risk was distributed at 31 December 2015 and 2014.

Santander UK

2015 2014

% %

Credit risk 89 87
Market risk 3 5

Operational risk

AN

Retail Bankin Commercial Banking Global Corporate Banking

2015 2014 2015 2014 2015 2014 2015 2014

% % % % % % % %

Credit risk 50 47 Credit risk 23 23 Credit risk 14 14 Credit risk 2 3

Market risk - - Market risk - - Market risk 3 5 Market risk - -

Operational risk 6 6 Operational risk 1 1 Operational risk 1 1 Operational risk - -
2015 compared to 2014

Our distribution of risk across the business changed very little in the year. The largest category was credit risk in Retail Banking, which accounted for most
of our risk-weighted assets. This reflects our business strategy and balance sheet. Market risk arises primarily as part of our trading book activities within
Global Corporate Banking. Our operational risk capital requirements remained small, and were concentrated in our Retail Banking activities.

For more on this, see ‘Risk weighted assets’ in the ‘Capital risk’ section.
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Credit risk is the risk of loss due to the default or credit quality deterioration of
a customer or counterparty to which we have provided credit, or for which we have
assumed a financial obligation.

In this section, we explain how we manage credit risk and analyse our credit risk
profile and performance.

We begin by discussing credit risk at a Santander UK group level. Then we cover each
of our business segments: Retail Banking, Commercial Banking, Global Corporate
Banking and Corporate Centre, separately in more detail in the sections that follow.
For details of the businesses in each of our segments, see Note 2 to the Consolidated
Financial Statements.

Key metrics

NPL ratio of 1.54% continued to improve

In 2015, credit quality improved further, supported by both our conservative risk
profile and supportive economic environment.

Loan loss allowances decreased to £1,157m

Total loan loss allowances decreased in 2015, with retail and corporate loans
performing well in a supportive credit environment.

Average LTV of 65% on new mortgage lending

We maintained our prudent lending criteria, with an average LTV of 65% on new
lending. Our lending with an LTV of over 85% accounted for 16% of the new
business flow.

NPL coverage ratio decreased to 38%
The NPL coverage ratio reduced to 38% in 2015, from 42% in 2014.
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Overview
Credit risk management Credit risk review

In this section, we set out our products and services  In this section, we analyse our maximum and net
that expose us to credit risk, and we explain how exposures to credit risk, including their credit quality
we manage credit risk depending on the type and concentrations of risk.

of customer. ' :
We also summarise our credit performance, and

We also set out our approach to credit risk across forbearance activities.
the credit risk lifecycle. This includes risk strategy

and planning, assessment and origination,

monitoring, arrears management (including

forbearance), and debt recovery.

We also explain how we measure and control risk,
including the key metrics we use.

CREDIT RISK MANAGEMENT
Exposures

Exposures to credit risk arise in our business segments from:

Retail Banking Commercial Banking Global Corporate Banking Corporate Centre

— Residential mortgages, — Loans, bank accounts, — Loans and treasury products, — Asset and liability
unsecured lending treasury services, invoice and from treasury markets management of our balance
(overdrafts, personal loans, discounting, cash activities. sheet, as well as our non-core
credit cards and business transmission, trade finance — We provide these to large and Legacy Portfolios being
banking) and vehicle and asset finance. corporates, financial run down.
consumer finance. — We provide these to institutions, sovereigns and — Exposures include sovereign

— We provide these to mid-corporates and SMEs, other international and other international
individuals and small Commercial Real Estate and organisations. organisation assets held
businesses. Social Housing customers. for liquidity.

Our types of customer and how we manage them

We manage credit risk across all our business segments in line with the credit lifecycle shown in the next section. We tailor the way we manage risk
across the lifecycle to the type of customer. We classify customers as standardised or non-standardised:

Standardised Non-standardised

— Mainly individuals and small businesses. Transactions are for — Mainly medium and large corporate customers and financial
relatively small amounts of money, and share similar credit institutions. Transactions are for larger amounts of money, and have
characteristics. more diverse credit characteristics.

— In Retail Banking, Commercial Banking and Corporate Centre (for — In Commercial Banking, Global Corporate Banking and Corporate
non-core portfolios). Centre.

— We manage risk using automated decision-making tools. These are — We manage risk through expert analysis. This is supported by
backed by teams of analysts who specialise in this type of risk. decision-making tools based on internal risk assessment models.
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Our approach to credit risk

/ Credit risk lifecycle \

Pre-transaction Transaction Post-transaction
Forbearance
Control
1 Risk strategy 2 Assessment 3 Monitoring
and planning and origination 4 Arrears management

5 Debt recovery

We manage our portfolios across the credit risk lifecycle, from drawing up our risk strategy, plans, budgets and limits to making sure our actual risk
profile stays in line with our plans and within our Risk Appetite.

Risk strategy and planning

All relevant areas of the business — Risk, Marketing, Products and Finance — work together to create our business plans. Our aim is to balance out strategy,
business goals, financial and technical resources and our attitude towards risk (our Risk Appetite). The result is an agreed set of targets and limits that
help us direct our business.

To do this, we focus particularly on:

— Economic and market conditions and forecasts
— Regulations

— Conduct considerations

— Profitability, returns and market share.

Assessment and origination

We undertake a thorough risk assessment to make sure customers can meet their obligations before we approve a credit application. We consider:
— The credit quality of the customer

— The underlying risk — and anything that mitigates it, such as netting or collateral

— Our risk policy, limits and appetite

— Whether we can balance the amount of risk we face with the returns we could get.

We make these decisions with authority from the Board.

Monitoring

We measure and monitor changes in our credit risk profile on a regular and systematic basis against budgets, limits and benchmarks. We monitor credit
performance by portfolio, segment, customer or transaction. If our portfolios do not perform as we expect, we investigate to understand the reasons.
Then we take action to mitigate it as far as possible and bring performance back on track.

We monitor and review our risk profile through a formal structure of governance and committees across our business segments. These agree and track
any steps we need to take to manage our portfolios, to make sure the impact is prompt and effective. This structure is a vital feedback tool to co-ordinate
issues, trends and developments across each part of the credit lifecycle.

A core part of our monitoring is credit concentrations, such as the proportion of our lending that goes to specific borrowers, groups or industries. We set
concentration limits in line with our Risk Appetite and review them on a regular basis.

Arrears management

Sometimes our customers face financial difficulty and they may fall into payment arrears or breach conditions of their credit facility. If this happens,

we work with them to get their account back on track. We aim to support our customers and keep our relationship with them. We do this by:

Finding affordable and sustainable ways of repaying to fit their circumstances

— Monitoring their finances and using models to predict how we think they will cope financially. This helps us design and put in place the right strategy
to manage their debt

— Working with them to get their account back to normal as soon as possible in a way that works for them and us

Monitoring agreements we make to manage their debt so we know they are working.
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Forbearance

When a customer gets into financial difficulties, we can change the terms of their loan, either temporarily or permanently. We do this to help customers
through temporary periods of financial difficulty so they can get back on to sustainable terms and fully pay off the loan over its lifetime, with support if
needed. This is known as forbearance. We always try to do this before the customer defaults. Whatever we offer, we assess it to make sure the customer
can afford the repayments. Forbearance improves our customer relationships and our credit risk profile. It also means that we only use foreclosure or
repossession as a last resort. We review our approach regularly to make sure it is still effective.

In a few cases, we can help a customer in this way more than once. This can happen if the plan to repay their debt doesn’t work and we have to draw up
another one. When this happens more than once in a year, or more than three times in five years, we call it multiple forbearance.

Debt recovery

Sometimes, even when we have taken all reasonable and responsible steps we can to manage arrears, they prove ineffective. If this happens, we have to
end our relationship with the customer and try to recover the whole debt, or as much of it as we can.

Risk measurement and control

We measure and control credit risk at all stages across the credit lifecycle. We have a range of tools, processes and approaches, but we rely mainly on:

— Credit control: as a core part of risk management we generate, extract and store accurate, comprehensive and timely data to monitor credit limits.
We do this using internal data and data from third parties like credit bureaux

— Models: we use models widely to measure credit risk and capital needs. They range from statistical and expert models to benchmarks

— Review: we use formal and informal forums across the business to approve, validate, review and challenge our risk management. We do this to help
us predict if our credit risk will worsen.

We use two key metrics to measure and control credit risk: Expected Loss (EL) and Non-Performing Loans (NPLs).

Metric Description

EL EL tells us what credit risk is likely to cost us. It is the product of:

— Probability of default (PD) — how likely customers are to default. We estimate this using customer ratings or the credit
scores for the transaction

— Exposure at default (EAD) — how much customers will owe us if they default. We calculate this by comparing how much
of their agreed credit (such as an overdraft) customers have used when they default with how much they normally use.
This allows us to estimate the final extent of use of credit in the event of default

— Loss given default (LGD) — how much we lose when customers actually default. We work this out using the actual losses
on loans that default. We take into account the income, costs and timing of the recovery process.

PD, EAD and LGD are calculated in accordance with CRD IV, and include direct and indirect costs. We base them on our
own risk models and our assessment of each customer’s credit quality. For the rest of our Risk review, impairments,
impairment losses and impairment loss allowances refer to calculations in accordance with IFRS, unless we specifically say
they relate to CRD IV. For our IFRS accounting policy on impairment, see Note 1 to the Consolidated Financial Statements.

The way we calculate impairment under IFRS will change from 1 January 2018 when IFRS 9 takes effect. It uses an
expected credit loss (ECL) model rather than an incurred loss model used by IAS 39. There are also differences between
the ECL approach used by IFRS 9 and the EL approach used by CRD IV. For more, see ‘Future accounting developments’
in Note 1 to the Consolidated Financial Statements.

NPLs We use NPLs — and related write-offs and recoveries — to monitor how our portfolios behave. We classify loans as NPLs
where customers do not make a payment for three months or more, or if we have data to make us doubt they can keep
up with their payments. The data we have on customers varies across our business segments. It typically includes where:

Retail Banking

— They have been reported bankrupt or insolvent

— Their loan term has ended, but they still owe us money more than three months later

— They have had forbearance as an NPL, but have not caught up with the payments they had missed before that
— They have had multiple forbearance

— We have suspended their fees and interest because they are in financial difficulties

— We have repossessed the property. We have included these as NPLs from 2015.

Commercial Banking, Global Corporate Banking and Corporate Centre

— They have had a winding-up notice issued, or something happens that is likely to trigger insolvency — for instance,
another lender calls in a loan

— Something happens that makes them less likely to be able to pay us — such as they lose an important client or contract

— They have regularly missed or delayed payments, even though they have not gone over the three-month limit for NPLs

— Their loan is due to mature within six months, and it is unlikely to be refinanced or repaid in full

— Their loan has an excessive LTV and it is unlikely that it will be resolved (such as by a change in planning policy, pay-
downs from rental income, or increases in market values).

We also assess risks from other perspectives, including internal rating deterioration, geographical location, business area, product and process, to identify
specific areas we need to focus on. We also use stress testing to establish vulnerabilities to economic deterioration.

Our business segments tailor their approach to credit risk to their own customers. We explain their approaches in the business segment sections later on.
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CREDIT RISK REVIEW

Our maximum and net exposure to credit risk

The tables below show the main differences between our maximum and net exposure to credit risk. They show the effects of collateral, netting, and risk

transfer to mitigate our exposure. The tables only show the financial assets that credit risk affects.

For balance sheet assets, the maximum exposure to credit risk is the carrying value after loan loss allowances. Off-balance sheet exposures are
guarantees, formal standby facilities, credit lines and other commitments. For off-balance sheet guarantees, the maximum exposure is the maximum
amount that we would have to pay if the guarantees were called on. For formal standby facilities, credit lines and other commitments that are irrevocable
over the life of the facility, the maximum exposure is the total amount of the commitment.

Maximum exposure Collateral
Balance sheet asset
Gross Loan loss Net  Off-balance Cash®  Non-cash® Netting? Risk Net
amounts  allowance amounts sheet transfer®  exposure
fbn fbn fbn fbn fbn fbn fbn fbn fbn
2015
Cash and balances at central banks 16.8 - 16.8 - - - - - 16.8
Trading assets:
— Loans and advances to banks 5.4 - 5.4 - - - (0.4) - 5.0
— Loans and advances to customers 6.0 - 6.0 - - (5.0) - - 1.0
— Debt securities 5.5 - 5.5 - - - - - 55
Total trading assets 16.9 - 16.9 - - (5.0 0.4) - 1.5
Financial assets designated at fair value:
— Loans and advances to customers 1.9 - 1.9 0.3 - (2.2) - - -
— Debt securities 0.5 - 0.5 - - - - - 0.5
Total financial assets designated at fair 2.4 - 2.4 0.3 - (2.2) - - 0.5
value
Available-for-sale debt securities 8.9 - 8.9 - - - - - 8.9
Derivative financial instruments 20.9 - 20.9 - (1.1) - (17.3) - 2.5
Loans and advances to banks 35 - 35 1.3 - (0.8) (0.3) - 3.7
Loans and advances to customers:®
— Advances secured on residential property 153.3 (0.4) 152.9 6.7 - (159.2)® - - 0.4
— Corporate loans 31.9 (0.4) 31.5 16.4 1) (23.0) - - 24.8
— Finance leases 6.3 (0.1) 6.2 0.6 1) (5.3) - - 1.4
— Other secured advances - - - - - - - - -
— Other unsecured advances 6.3 (0.3) 6.0 12.0 - - - - 18.0
— Amounts due from fellow subsidiaries, 1.4 - 1.4 - - - - - 1.4
associates and joint ventures
Total loans and advances to customers 199.2 (1.2) 198.0 35.7 (0.2) (187.5) - - 46.0
Loans and receivables securities® 0.1 - 0.1 - - - - - 0.1
Total 268.7 (1.2) 267.5 37.3 (1.3) (195.5) (18.0) - 90.0

(

including cash used as collateral for derivative transactions; and receivables. Charges on residential property are most of the collateral we take.

S

The forms of collateral we take to reduce credit risk include: residential and commercial property; other physical assets, including motor vehicles; liquid securities, including those transferred under reverse repurchase agreements; cash,

We can reduce credit risk exposures by applying netting and set-off. We do this mainly for derivative and repurchase transactions with financial institutions. For derivatives, we use standard master netting agreements. They allow us to set

off our credit risk exposure to a counterparty from a derivative against our obligations to the counterparty in the event of default. This gives us a lower net credit exposure. They may also reduce settlement exposure. For more on this, see
‘Credit risk mitigation’ in the ‘Global corporate banking — credit risk management’ section.

TEL

Certain financial instruments can be used to transfer credit risk from us to another counterparty. The main form of risk transfer we use is credit default swaps, mainly transacted with other banks.
Balances include interest we have charged to the customer’s account and accrued interest we have not charged to the account yet.
The collateral value we have shown is limited to the balance of each associated individual loan. It does not include the impact of overcollateralisation (where the collateral has a higher value than the loan balance).
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Maximum exposure Collateral
Balance sheet asset
Gross Loan loss Net  Off-balance Cash®™  Non-cash® Netting? Risk Net
amounts  allowance amounts sheet transfer®  exposure
fbn fbn fbn fbn fbn fbn fbn fbn fbn
2014
Cash and balances at central banks 22.6 - 22.6 - - - - - 22.6
Trading assets:
— Loans and advances to banks 5.9 - 5.9 - - - (0.8) - 5.1
- Loans and advances to customers 3.0 - 3.0 - - (2.2) - - 0.8
— Debt securities 8.0 - 8.0 - - - - - 8.0
Total trading assets 16.9 - 16.9 - - (2.2) (0.8) - 13.9
Financial assets designated at fair value:
— Loans and advances to customers 2.3 - 2.3 0.2 - (2.4) - - 0.1
— Debt securities 0.6 - 0.6 - - - - - 0.6
Total financial assets designated at fair 2.9 - 2.9 0.2 - (2.4) - - 0.7
value
Available-for-sale debt securities 8.9 - 8.9 - - - - - 8.9
Derivative financial instruments 23.0 - 23.0 - (1.3) - (19.2) - 2.5
Loans and advances to banks 2.1 - 2.1 1.7 - (0.3) - (0.1) 3.4
Loans and advances to customers:®
— Advances secured on residential property 150.5 (0.6) 149.9 6.7 - (156.5)® - - 0.1
— Corporate loans 29.9 (0.6) 29.3 14.9 0.1) (20.1) - - 24.0
— Finance leases 2.7 - 2.7 - (0.1) (2.2) - - 0.4
— Other secured advances - - - - - - - - -
— Other unsecured advances 6.2 0.2) 6.0 1.2 - - - - 17.2
— Amounts due from fellow subsidiaries, 0.8 - 0.8 - - - - - 0.8
associates and joint ventures
Total loans and advances to customers 190.1 (1.4) 188.7 32.8 0.2) (178.8) - - 425
Loans and receivables securities® 0.1 - 0.1 - - - - - 0.1
Total 266.6 (1.4) 265.2 34.7 (1.5) (183.7) (20.0) 0.1) 94.6

(1) The forms of collateral we take to reduce credit risk include: residential and commercial property; other physical assets, including motor vehicles; liquid securities, including those transferred under reverse repurchase agreements; cash,
including cash used as collateral for derivative transactions; and receivables. Charges on residential property are most of the collateral we take.

(2) We can reduce credit risk exposures by applying netting and set-off. We do this mainly for derivative and repurchase transactions with financial institutions. For derivatives, we use standard master netting agreements. They allow us to set
off our credit risk exposure to a counterparty from a derivative against our obligations to the counterparty in the event of default. This gives us a lower net credit exposure. They may also reduce settlement exposure. For more on this, see
‘Credit risk mitigation’ in the ‘Global corporate banking — credit risk management’ section.

(3) Certain financial instruments can be used to transfer credit risk from us to another counterparty. The main form of risk transfer we use is credit default swaps, mainly transacted with other banks.

(4) Balances include interest we have charged to the customer’s account and accrued interest we have not charged to the account yet.

(5) The collateral value we have shown is limited to the balance of each associated individual loan. It does not include the impact of overcollateralisation (where the collateral has a higher value than the loan balance).

Credit quality

In the table below, we have used a single rating scale to ensure we are consistent across all our credit risk portfolios in how we report the risk of default.
It has eight grades for non-defaulted exposures, from 9 (lowest risk) to 2 (highest risk). We define each grade by an upper and lower probability of
default (PD) value and we scale the grades so that the default risk increases by a factor of 10 every time the grade number drops by 2 steps. For example,
risk grade 9 has an average PD of 0.01%, and risk grade 7 has an average PD of 0.1%. We give defaulted exposures a grade 1 and a PD value of 100%.
In the final column of the table we show the approximate equivalent credit rating grade used by Standard and Poor’s Ratings Services (S&P).

Santander UK risk grade PD range
Mid Lower Upper S&P
% % % equivalent
9 0.010 0.000 0.021 AAA to AA-
8 0.032 0.021 0.066 A+to A
7 0.100 0.066 0.208 A- to BBB+
6 0316 0.208 0.658 BBB to BBB-
5 1.000 0.658 2.081 BB+ to BB-
4 3.162 2.081 6.581 B+toB
3 10.000 6.581 20.811 B- to CCC
2 31.623 20.811 99.999 CCtoC
1 Default 100.000 100.000 100.000 D
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The tables below show the credit rating of our financial assets subject to credit risk. For more on the credit rating profiles of key portfolios, see the Retail
Banking (i.e. residential mortgages), Commercial Banking, Global Corporate Banking and Corporate Centre sections.

Santander UK rating guide

9 8 7 6 5 4 1t03 Other® Total
(AAA to (A+to A) (A-to (BBB to (BB+ to (B+to B) (B-to D)
AA-) BBB+) BBB-) BB-)
£bn £bn fbn fbn £bn fbn £bn £bn £bn
2015
Cash and balances at central banks 15.5 - - - - - - 1.3 16.8
Trading assets:
- Loans and advances to banks 0.2 1.4 35 0.3 - - - - 5.4
—Loans and advances to customers 0.6 3.9 1.3 0.1 - - - 0.1 6.0
— Debt securities 1.0 3.1 0.8 0.6 - - - - 5.5
Total Trading assets 1.8 8.4 5.6 1.0 - - - 0.1 16.9
Financial assets designated at fair value:
- Loans and advances to customers 0.8 0.4 0.6 - - - - 0.1 1.9
— Debt securities 0.3 0.2 - - - - - - 0.5
Total Financial assets designated 1.1 0.6 0.6 - - - - 0.1 2.4
at fair value
Available-for-sale debt securities 6.8 1.4 0.7 - - - - - 8.9
Derivative financial instruments 0.4 9.9 8.5 1.5 0.6 - - - 20.9
Loans and advances to banks 1.4 1.9 0.1 0.1 - - - - 3.5
Loans and advances to customers:@
— Advances secured on residential property 2.7 21.4 68.8 41.0 7.2 6.4 5.8 - 153.3
— Corporate loans 3.3 2.7 2.5 9.6 7.7 3.9 0.8 1.4 31.9
— Finance leases - - 0.4 1.2 2.0 1.7 09 0.1 6.3
— Other secured advances - - - - - - - - -
— Other unsecured advances - - 0.2 1.2 2.7 0.9 0.4 0.9 6.3
— Amounts due from fellow subsidiaries, 1.4 - - - - - - - 1.4
associates & joint ventures
Total Loans and advances to customers 7.4 241 71.9 53.0 19.6 12.9 7.9 24 199.2
Loans and receivables securities® - - - - - 0.1 - - 0.1
34.4 46.3 87.4 55.6 20.2 13.0 79 39 268.7
Loan loss allowance (1.2)
Total 267.5
Of which:
Neither past due nor impaired:
— Cash and balances at central banks 15.5 - - - - - - 1.3 16.8
—Trading assets 1.8 8.4 5.6 1.0 - - - 0.1 16.9
- Financial assets designated at fair value 1.1 0.6 0.6 - - - - 0.1 2.4
— Available-for-sale debt securities 6.8 1.4 0.7 - - - - - 8.9
— Derivative financial instruments 0.4 9.9 8.5 1.5 0.6 - - - 20.9
- Loans and advances to banks 1.4 1.9 0.1 0.1 - - - - 3.5
— Loans and advances to customers 7.4 241 71.9 53.0 19.5 12.8 3.4 24 194.5
—Loans and receivables securities - - - - - 0.1 - - 0.1
Total neither past due nor impaired 34.4 46.3 87.4 55.6 20.1 12.9 34 3.9 264.0
Past due but not impaired® - - - - 0.1 - 3.1 - 32
Impaired® - - - - - 0.1 1.4 - 15
34.4 46.3 87.4 55.6 20.2 13.0 79 39 268.7
Loan loss allowance (1.2)
Total 267.5

(
)
3
(

4) Impaired loans are loans we have assessed for observed impairment loss allowances.

1) Other items include cash in hand and smaller cases mainly in the consumer finance and commercial mortgages portfolios. We use scorecards for these items, rather than rating models.
) Balances include interest we have charged to the customer’s account and accrued interest we have not charged to the account yet.

) Balances include mortgage loans in arrears which have been assessed for incurred but not observed (IBNO) losses as described in Note 1 to the Consolidated Financial Statements.

)
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Santander UK rating guide
9 8 7 6 5 4 1t03 Other® Total
(AAA to (A+to A) (A-to (BBB to (BB+ to (B+to B) (B-to D)
AA-) BBB+) BBB-) BB-)
fbn fbn fbn fbn fbn fbn fbn fbn fbn
2014
Cash and balances at central banks 211 - - - - - - 1.5 22.6
Trading assets:
- Loans and advances to banks 0.1 1.2 4.6 - - - - - 5.9
- Loans and advances to customers - 2.1 0.7 0.2 - - - - 3.0
— Debt securities 23 4.0 1.1 0.6 - - - - 8.0
Total Trading assets 2.4 7.3 6.4 0.8 - - - - 16.9
Financial assets designated at fair value:
—Loans and advances to customers 04 0.8 1.0 0.1 - - - - 23
— Debt securities - 0.2 0.1 0.1 - 0.2 - - 0.6
Total Financial assets designated 0.4 1.0 1.1 0.2 - 0.2 - - 2.9
at fair value
Available-for-sale debt securities 8.9 - - - - - - - 8.9
Derivative financial instruments 0.4 10.8 9.7 1.4 0.4 - - 0.3 23.0
Loans and advances to banks 0.3 1.4 0.3 0.1 - - - - 2.1
Loans and advances to customers:?
— Advances secured on residential property 2.3 16.1 65.2 44.2 8.1 7.7 6.9 - 150.5
— Corporate loans 2.3 4.0 2.6 8.0 7.1 3.6 0.8 1.5 29.9
—Finance leases - - 0.2 0.5 0.8 0.7 04 0.1 2.7
— Other secured advances - - - - - - - - -
— Other unsecured advances - 0.2 1.0 2.5 1.0 0.5 1.0 6.2
— Amounts due from fellow subsidiaries, 0.7 - - - 0.1 - - - 0.8
associates & joint ventures
Total Loans and advances to customers 53 20.1 68.2 53.7 18.6 13.0 8.6 2.6 190.1
Loans and receivables securities® - - 0.1 - - - - - 0.1
38.8 40.6 85.8 56.2 19.0 13.2 8.6 4.4 266.6
Loan loss allowance (1.4)
Total 265.2
Of which:
Neither past due nor impaired:
— Cash and balances at central banks 211 - - - - - - 1.5 22.6
—Trading assets 24 7.3 6.4 0.8 - - - - 16.9
— Financial assets designated at fair value 04 1.0 1.1 0.2 - 0.2 - - 2.9
— Available-for-sale debt securities 8.9 - - - - - - - 8.9
— Derivative financial instruments 0.4 10.8 9.7 1.4 0.4 - - 0.3 23.0
- Loans and advances to banks 0.3 1.4 0.3 0.1 - - - - 2.1
- Loans and advances to customers 5.3 20.1 68.2 53.6 18.4 12.8 35 2.5 184.4
—Loans and receivables securities - - 0.1 - - - - - 0.1
Total neither past due nor impaired 38.8 40.6 85.8 56.1 18.8 13.0 3.5 43 260.9
Past due but not impaired® - - - - 0.1 - 3.8 - 39
Impaired® - - - 0.1 0.1 0.2 1.3 0.1 1.8
38.8 40.6 85.8 56.2 19.0 13.2 8.6 4.4 266.6
Loan loss allowance (1.4)
Total 265.2

(1) Other items include cash in hand and smaller cases mainly in the consumer finance and commercial mortgages portfolios. We use scorecards for these items, rather than rating models.
(2) Balances include interest we've charged to the customer’s account and accrued interest we haven't charged to the account yet.

(3) Balances include mortgage loans in arrears which have been assessed for incurred but not observed (IBNO) losses as described in Note 1 to the Consolidated Financial Statements.

(4) Impaired loans are loans we have assessed for observed impairment loss allowances.
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Age of loans and advances that are past due but not impaired

At 31 December 2015, loans and advances of £3.2bn (2014: £3.9bn) were past due but not impaired. Of these balances, £0.1bn (2014: £0.1bn) were less
than one month overdue, £1.0bn (2014: £1.2bn) were 1-2 months overdue, £0.6bn (2014: £0.8bn) were 2-3 months overdue, £0.8bn (2014: £1.0bn)
were 3-6 months overdue, and £0.7bn (2014: £0.8bn) were more than six months overdue.

Concentrations of credit risk exposures

Managing concentrations of risk is a key part of risk management. We track how concentrated our credit risk portfolios are using various criteria,
including geographical areas and countries, economic sectors, products and groups of customers. Although our operations are based mainly in the UK,
we have built up exposures to entities around the world. As a result, we are exposed to concentrations of risk related to geographical area and industries.

We analyse these below:

Geographical concentrations

As part of our approach to credit risk management and Risk Appetite, we set exposure limits to countries and geographical areas. We set our limits with
reference to the country limits set by Banco Santander SA. These are determined according to how the country is classified (whether it is a developed
OECD country or not), its credit rating, its gross domestic product, and the types of products and services the Banco Santander group wants to offer in
that country. The tables below set out our loans and advances to banks and customers by geographical area.

UK Peripheral Rest of Rest of us Rest of Total
eurozone!” eurozone Europe world
fbn fbn fbn fbn fbn fbn fbn
2015
Loans and advances to banks 2.0 - - - 0.5 1.0 3.5
Loans and advances to customers:?
— Advances secured on residential property 153.3 - - - - - 153.3
— Corporate loans 30.5 0.2 0.1 0.3 0.4 04 31.9
— Finance leases 6.2 - - - - 0.1 6.3
— Other secured advances - - - - - -
— Other unsecured advances 6.3 - - - - - 6.3
— Amounts due from fellow subsidiaries,
associates and joint ventures - - - - - 14 14
Loans and advances to customers (gross) 196.3 0.2 0.1 0.3 0.4 1.9 199.2
Less: impairment loss allowance (1.2)
Loans and advances to customers, net of impairment loss allowance 198.0
201.5
2014
Loans and advances to banks 1.3 - - - 0.7 0.1 2.1
Loans and advances to customers:?
— Advances secured on residential property 150.5 - - - - - 150.5
— Corporate loans 28.5 0.1 0.2 0.5 - 0.6 299
— Finance leases 2.6 - - - - 0.1 2.7
— Other secured advances - - - - - -
— Other unsecured advances 6.2 - - - - - 6.2
— Amounts due from fellow subsidiaries,
associates and joint ventures - - - - - 0.8 0.8
Loans and advances to customers (gross) 187.8 0.1 0.2 0.5 - 1.5 190.1
Less: impairment loss allowance (1.4)
Loans and advances to customers, net of impairment loss allowance 188.7
190.8

(1) The peripheral eurozone is Portugal, Ireland, Italy and Spain.

(2) Balances include interest we have charged to the customer’s account and accrued interest we have not charged to the account yet. They also exclude loans classified as ‘Financial assets designated at fair value”

For more geographical information, see ‘Country risk exposure'.
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Industry concentrations
As part of our approach to credit risk management and Risk Appetite, we set concentration limits by industry sector. These limits are set based on the
industry outlook, our strategic aims and desired level of concentration, but also take into account any relevant limit set by Banco Santander SA.

Social Banks Corporate Residential Cards and Other Total
Housing and SME personal
(including unsecured
real estate) lending
fbn fbn fbn fbn fbn fbn fbn
2015
Loans and advances to banks - 35 - - - - 35
Loans and advances to customers:
— Advances secured on residential property - - - 153.3 - - 153.3
— Corporate loans 6.1 - 25.5 - - 0.3 319
— Finance leases - - - - - 6.3 6.3
— Other secured advances - - - - - - -
— Other unsecured advances - - - - 6.3 - 6.3
— Amounts due from fellow subs, associates and JVs - - - - - 1.4 1.4
Loans and advances to customers (gross) 6.1 - 25.5 153.3 6.3 8.0 199.2
Less: impairment loss allowance (1.2)
Loans and advances to customers, net of impairment loss allowance 198.0
201.5
2014
Loans and advances to banks - 2.1 - - - - 2.1
Loans and advances to customers:®
— Advances secured on residential property - - - 150.5 - - 150.5
— Corporate loans 5.8 - 232 - - 0.9 29.9
— Finance leases - - - - - 2.7 2.7
— Other secured advances - - - - - - -
— Other unsecured advances - - - - 6.2 - 6.2
— Amounts due from fellow subs, associates and JVs - - - - - 0.8 0.8
Loans and advances to customers (gross) 5.8 - 23.2 150.5 6.2 4.4 190.1
Less: impairment loss allowance (1.4)
Loans and advances to customers, net of impairment loss allowance 188.7
190.8

(1) Balances include interest we have charged to the customer’s account and accrued interest we have not charged to the account yet. They also exclude loans classified as ‘Financial assets designated at fair value’.

For more industry information, see ‘Country risk exposure’. We also provide further portfolio analyses on committed exposures, which are typically higher
than the balance sheet value, in the following ‘Credit risk review’ sections.
Forbearance summary

The following table shows loans and advances to customers in the previous tables that are subject to forbearance. For more on forbearance on mortgages
in Retail Banking, as well as forbearance in Commercial Banking, Global Corporate Banking, and Corporate Centre, see the sections that follow.

2015 2014
Forbearance Forbearance Total Forbearance Forbearance Total
of NPL of non-NPL of NPL of non-NPL

£m £m £m fm £m £m

Retail Banking:
- Mortgages™ 546 3,122 3,668 594 3,273 3,867
- Unsecured loans - 1 1 1 3 4
— Credit cards 27 - 27 27 - 27
- Bank accounts 12 - 12 13 - 13
Commercial Banking 405 300 705 389 408 797
Global Corporate Banking 10 - 10 53 - 53
Corporate Centre 36 84 120 86 245 331
1,036 3,507 4,543 1,163 3,929 5,092

(1) The table above shows forbearance based on the customer’s payment status at the year-end, split between NPL and non-NPL. This basis differs to that presented in the ‘Credit risk — Retail Banking’ section, which shows the customer’s
payment status at the year-end, split between in arrears and performing.

Forbearance exit criteria
Under our forbearance policy, accounts remain in forbearance until settlement or write off. At 31 December 2015, £2,529m i.e. 56% (2014: £2,671m
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i.e. 52%) of the reported forbearance balance had been performing for 24 consecutive months since the last forbearance event and was less than 30 days
past due after this performing period.

Credit performance

The customer loans in the tables below and in the remainder of the ‘Credit risk’ section are presented differently from the ‘Loans and advances to
customers’ balance in the Consolidated Balance Sheet. The main differences are that the customer loans below are presented on an amortised cost basis
and include loans classified as ‘Trading assets’, ‘Financial assets designated at fair value’ and ‘Loans and advances to customers’ in the Consolidated
Balance Sheet. In addition, the balances below exclude interest we have accrued but not charged to customers’ accounts yet.

Customer loans NPLs® NPL ratio®  NPL coverage® Gross write-offs Loan loss
allowance
£bn fm % % £m fm

2015
Retail Banking: 164.8 2,373 1.44 32 212 762
— Residential mortgages 152.8 2,252 1.47 19 40 424
—Banking and consumer credit 12.0 121 1.01 279 172 338
Commercial Banking® 20.9 586 2.80 44 83 260
Global Corporate Banking® 5.5 10 0.18 330 28 33
Corporate Centre 7.4 87 1.18 117 45 102
198.6 3,056 1.54 38 368 1,157

2014
Retail Banking: 158.5 2,573 1.62 34 273 881
— Residential mortgages 150.1 2,459 1.64 24 68 579
— Banking and consumer credit 8.4 114 1.35 265 205 302
Commercial Banking® 18.7 664 3.56 46 75 305
Global Corporate Banking® 5.2 53 1.01 138 11 73
Corporate Centre 8.3 134 1.62 134 64 180
190.7 3,424 1.80 42 423 1,439

(1) Loans and advances are classified as NPL in line with the definitions in the ‘Credit risk management’ section.

(2) NPLs as a percentage of customer loans.

(3) Total impairment loan loss allowances as a percentage of NPLs. Total loan loss allowances relate to early arrears and performing assets (i.e. the IBNO provision) as well as NPLs. So the ratio can be bigger than 100%
(4) Total lending to corporates is the total lending of Commercial Banking and Global Corporate Banking.

Non-performing loans and advances™®@

An analysis of our NPLs is shown below.

2015 2014 2013 2012 201

fm fm fm fm fm

Loans and advances to customers of which:? 198,634 190,651 187,048 194,733 206,311
NPLs 3,056 3,424 3,823 4,210 3,979
Total impairment loan loss allowances 1,157 1,439 1,555 1,803 1,563
% % % % %

NPL ratio® 1.54 1.80 2.04 2.16 1.93
Coverage ratio® 38 42 41 43 39

1) Loans and advances are classified as NPL in line with the definitions in the ‘Credit risk management’ section.
) Include social housing loans and finance leases, and exclude trading assets.

) NPLs as a percentage of loans and advances to customers.

4) Impairment loan loss allowances as a percentage of NPLs

(
)
3
(

2015 compared to 2014 (unaudited)
In 2015, the total NPL ratio continued to improve to 1.54% (2014: 1.80%), with all loan books performing well in a supportive economic environment.

In Retail Banking, the NPL ratio decreased to 1.44% (2014: 1.62%), as a result of lower mortgage non-performing loans and overall growth in retail
assets. The residential mortgages NPL ratio decreased to 1.47% (2014: 1.64%), with impairment releases and the decrease in NPL and coverage ratios
reflecting the continued good performance of the portfolio supported by low interest rates, rising house prices and the supportive economic
environment. The banking and consumer credit NPL ratio decreased to 1.01% (2014: 1.35%) due to asset growth, mainly through the PSA cooperation.

The Commercial Banking NPL ratio decreased to 2.80% (2014: 3.56%), with credit quality remaining strong. We continue to adhere to our prudent
lending criteria as we grow lending. The Global Corporate Banking NPL ratio decreased to 0.18% (2014: 1.01%), due to the exit of a single loan of £49m
and asset growth. The Corporate Centre NPL ratio decreased to 1.18% (2014: 1.62%), due to further loan disposals.

The coverage ratio reduced slightly to 38% at 31 December 2015 (2014: 42%). This was mainly due to a release in mortgage provisions, as a result of the
growth in house prices and the continued strong credit quality of the portfolio.

For more on the credit performance of our key portfolios by business segment, see the ‘Credit risk — Retail Banking’, ‘Credit risk — Commercial Banking’,
'Credit risk — Global Corporate Banking’, and ‘Credit risk — Corporate Centre’ sections.
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Credit risk — Retail Banking

Overview

We offer a full range of retail products and services
through our branches, the internet, digital devices
and over the phone, as well as through
intermediaries.

Credit risk management

In this section, we explain how we manage credit
risk, including how we mitigate it.

Credit risk review

In this section, we analyse our credit risk exposures
and how they are performing. We also focus on
forbearance and higher risk loans. Our main

Residential mortgages — This is our largest
portfolio. We lend to customers of good credit
quality (also known as prime lending). Most of our
mortgages are for owner-occupied homes. We also
have some buy-to-let mortgages where we focus
on non-professional landlords with small portfolios.

Vehicle consumer finance - This includes cars,
vans, motorbikes and caravans — so long as they are
privately bought.

Other unsecured lending — This includes
overdrafts, personal loans, credit cards and business
banking.

portfolios are:

RETAIL BANKING — CREDIT RISK MANAGEMENT

Our customers are mainly individuals and small businesses. We have a high volume of transactions, each of which is for a relatively small amount of
money. In addition, many of our transactions and customers share similar credit characteristics, like their credit score or LTV. As a result, we manage our
overall credit risk by looking at portfolios or groups of customers who share similar credit characteristics. Where we take this approach, we call them
‘standardised’ customers.

Exactly how we group customers into segments depends on the portfolio and the stage of the credit lifecycle. For example, we may segment customers
at origination by their credit score. For accounts in arrears, we may segment them by how fast they improve or worsen. We regularly review each
segment compared with our expectations for its performance, budget or limit.

Risk strategy and planning

For more on how we set our risk strategy and plans for Retail Banking, see the ‘Santander UK group-level — credit risk management’ section.

Assessment and origination

Managing credit risk begins with lending responsibly. That means only lending to customers who:
— Can afford to pay us back, even if interest rates rise or their financial position worsens
— Are committed to paying us back.

We do this mainly by looking at affordability and the customer’s credit profile:

Affordability

We strive to confirm that the customer will be able to make all the repayments on the loan over its full term. As part of this, we assess the risk that they
will not pay us back. We do this by a series of initial affordability and credit risk assessments. If the loan is secured, we assess affordability by reviewing
the customer’s income and spending, their other credit commitments, and what would happen if interest rates went up. As most unsecured products
have fixed interest rates, affordability reviews for these products do not consider the impact of increases in interest rates.

We regularly review the way we calculate affordability, and refine it when we need to. This can be due to changes in regulations, the economy or our risk profile.

Credit profile

We look at each customer’s credit profile and signs of how reliable they are at repaying credit. We use the data they gave us when they applied, and:

— Credit policy: these are our rules and guidelines. We review them regularly to make sure our decisions are consistent and fair, and align to the risk
profile we want. For secured lending, we look at the property and the LTV as well as the borrower

Credit scores: these are based on statistics about the factors that make people fail to pay off debt. We use these to build models of what is likely to
happen in the future. These models give a credit score to the customer or the loan they want, to show how likely it is to be repaid. We regularly review
these models

Credit reference agencies: data from credit reference agencies about how the borrower has handled credit in the past

Other Santander accounts: we look at how the customer is using their other accounts with us.
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How we make the decision

Many of our decisions are automated as our risk systems contain data about affordability and credit history. We tailor the process and emphasis on the
factors above for individual products, based on their relevance. More complex transactions often need greater manual assessment. This means we have
to rely more on our credit underwriters’ skill and experience in making the decision. This is particularly true for secured lending, where we might need to
do more checks on the customer’s income, or get a property valuation from an approved surveyor, for example.

Credit risk mitigation
The types of credit risk mitigation, including collateral, across each of our portfolios is:

Portfolio Description

Residential Collateral is in the form of a first legal charge over the property. Before we grant a mortgage, we get an approved surveyor

mortgages to value the property. We have our own guidelines for valuations, which build on guidance from the Royal Institution of
Chartered Surveyors (RICS). For re-mortgages and some loans where the LTV is 75% or less, we might use an automated
valuation instead.

Unsecured lending Most of our other portfolios are unsecured. This means there is no collateral or security tied to the loan that can be used to
mitigate any potential loss if the customer does not pay us back.

Vehicle consumer Collateral is in the form of legal ownership of the vehicle for most vehicle consumer finance loans, with the customer being

finance the registered keeper. Only a very small proportion of the vehicle consumer finance business is underwritten as a personal
loan. In these cases there is no collateral or security tied to the loan. We use a leading vehicle valuation company, to assess
the LTV at the proposal stage.

Monitoring

Our risk assessment does not end once we have made the decision to lend. We monitor credit risk across the credit lifecycle, mostly using IT systems.

There are three main parts:

— Behaviour scoring: we use statistical models that help to predict whether the customer will have problems repaying, based on data about how they
use their accounts. Our models also use data from credit reference agencies

— Credit reference agencies: we often use data from agencies on how the borrower is handling credit from other lenders in our behaviour scoring
models. We also buy services like proprietary scorecards or account alerts, which tell us as soon as the customer does something that concerns us (such
as missing a payment to another bank)

— Other Santander accounts: every month, we also look at how the customer is using their other accounts with us, so we can identify problems early.

The way we use this monitoring to manage risk varies by product. For revolving credit facilities like credit cards and overdrafts, it might lead us to raise or
lower credit limits. Our monitoring can also mean we change our minds about whether a product is still right for a customer and influence whether we
approve an application for re-financing. In these ways we can balance our customers’ needs and their ability to manage credit.

For secured lending, our monitoring also needs to take account of changes in property prices. We use an independent agency to estimate the property’s
current value every three months. They use statistical models based on recent sales prices and valuations in that local area. A lack of data can mean our
confidence in the model’s valuation drops below a certain minimum, and in that case we use the House Price Index (HPI) instead.

If we find evidence that a customer is in financial difficulties, we might also talk to them about arrears management or forbearance, which we explain in
more detail below.

Arrears management

We have several strategies for managing arrears, and we start using them as soon as possible. This can be before the customer has defaulted, and often
as early as the day after a missed payment. We try to understand the problems a customer is having, so we can offer them the right help to bring their
account up to date as soon as possible.

The strategy we use depends on the risk and the customer’s circumstances. We provide a range of tools to assist customers in reaching an affordable and
acceptable solution. That could mean visiting the customer, debt counselling, or paying off the debt using money from their other accounts with us
(where we have the right to do so).

Forbearance

If a customer is having financial difficulty, we always try to come to an arrangement with them before they actually default. Their problems might be the
result of something like losing their job, falling ill, a relationship breaking down, or the death of someone close to them.

Forbearance is mainly for mortgages and unsecured loans. We very rarely offer it for vehicle consumer finance.
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We may offer the following types of forbearance. We only do this if our assessments indicate the customer can meet the revised payments:

Action Description

Capitalisation We offer two main types, which are often combined with term extensions and interest-only concessions:

— If the customer cannot afford to increase their monthly payment enough to pay off their arrears in a reasonable time,
but has been making their monthly payments (usually for at least six months), then we can add the arrears to the
mortgage balance.

— We can also add to the mortgage balance at the time of forbearance unpaid property charges which are due to
a landlord and which we pay on behalf of the customer to avoid the lease being forfeited.

Term extension We can extend the term of the loan, making each monthly payment smaller. At a minimum, we expect the customer to pay
the interest in the short-term and have a realistic chance of repaying the full balance in the long-term. We may offer this
option if the customer is up-to-date with their payments, but showing signs of financial difficulties. For mortgages, the
customer must also meet our policies for maximum loan term and age when they finish repaying (usually no more than 75).

Interest-only In the past, if it was not possible or affordable for a customer to have a term extension, we may have agreed to let them
pay only the interest on the loan for a short time — usually less than a year. We only agreed to this where we believed their
financial problems were temporary and they were likely to recover. Since March 2015 we no longer provide this option as a
concession. Instead, interest-only has only been offered as a short-term standard collections arrangement. We now record
any related shortfall in monthly payments as arrears and report them to the credit reference agencies. As a result, we no
longer classify new interest-only arrangements agreed since March 2015 as forbearance. We continue to manage and
report all interest-only arrangements offered before this date as forbearance.

Reduced payment We can suspend overdraft fees and charges while the customer keeps to a plan to reduce their overdraft each month.
arrangements

When we agree to any of these solutions with a customer, we report the account as forborne. We also review our loan loss allowances for them. Some
of these accounts stay in our performing portfolio but we report them separately from other performing accounts as forborne. We classify a loan as
forborne until it is fully repaid.

If an account is performing when we agree forbearance, we automatically classify it as forborne. We only classify it as NPL once it meets our standard
criteria for NPL. If an account is in NPL when we agree forbearance, we keep it in the NPL category until the customer repays all the arrears, including
those that existed before forbearance started.

We assess and review our loan loss allowances regularly and have them independently reviewed. We look at a number of factors, including the:

— Cash flow available to service debt

— Value of collateral (mostly mortgages). We use an agency to do this. They use models to estimate property values with data from recent property sales
and valuations in that local area.

Other changes in contract terms

Apart from forbearance, we have sometimes changed the terms of a contract to improve our relationship with a customer. These customers showed no
signs of financial difficulties, so we do not classify the contract changes as forbearance, and most of the loans were paid back without any problems.

We do not classify insolvency solutions for credit card customers as forbearance. This is because they are set by regulations and codes of practice, rather
than as a result of our policy.

Debt recovery

When a customer cannot or will not keep to an agreement for paying off their arrears, we turn to the law and begin litigation and recovery. We only do
this after we have made every reasonable effort to get the account back in order. To recover what we are owed, we may use a debt collection agency,
sell the debt to another company, or take the customer to court.

For secured retail loans (mostly mortgages), we sometimes delay bringing in the lawyers or put legal action on hold. That can happen if the customer
shows evidence that they will be able to pay off the mortgage or pay back the arrears, or if they are regularly making at least their normal monthly
payment. We only repossess as a last resort.

We make sure our estimated losses from repossessed properties are realistic by getting two independent valuations on each property, as well as the
estimated cost of selling it. These form the basis of our impairment loss allowance calculations.

Risk measurement and control

Retail Banking involves managing large numbers of accounts, so it produces a huge amount of data. This allows us to take a more analytical and data
intense approach to measuring risk. This is reflected in the wide range of statistical models we use across the credit lifecycle. We use:

— Risk strategy and planning: econometric models

— Assessment and origination: application scorecards, and attrition, pricing, impairment and capital models

— Monitoring: behavioural scorecards and profitability models

— Arrears management: models to estimate the proportion of cases that will result in possession (known as roll rates)

— Debt recovery: recovery models.
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RETAIL BANKING — CREDIT RISK REVIEW

RESIDENTIAL MORTGAGES

We offer mortgages to people who want to buy a house, and offer additional borrowing (known as further advances) to existing mortgage customers.
The property must be in the UK (except for a small amount of lending in the Isle of Man).

Lending

We analyse mortgage movements in 2015 in the table below. In this table:
— Gross lending includes new business, further advances and any flexible mortgage drawdown against available limits
— Redemptions and paydowns refer to customer payments, over-payments, clearing mortgage balances or re-financing away from us
— The data does not include accrued interest and we have presented it before deducting impairment loss allowances.

fm
At 1 January 20150 150,057
New business 25,228
Further advances/Flexi drawdowns 1,255
Redemptions/paydowns (23,721)
At 31 December 2015 152,819

(1) All mortgage balances are in the UK and continue accruing interest. Balances include interest we have charged to the customer’s account, but do not include interest they have accrued that we have not charged to their account yet.

In 2015, there were also £18.0bn (2014: £14.4bn) of internal transfers where we kept existing customers with maturing products on new mortgages.

Mortgage provision models

Mortgages are our largest product, so we

pay particular attention to how we calculate
the provision we need for them. Our provision
models are statistically-derived collective
models, except for fraud and properties in
possession, which we provide for individually.
We have two main models — a credit model
and a maturity risk model (for interest-

only mortgages).

In 2015, we enhanced our credit model to:

Increase its granularity for mortgages with
an LTV over 100%

Refine its treatment of poorly performing
cases

Update the segmentation used to estimate
loss propensities

Change the use of loss per case and loss
factor to a loss ratio, which takes account of
the exposure of each account. This estimates
the percentage of balances that will be lost
on possession using our observed loss
experience.

As a result of our enhancements to our
credit model, we reduced the number

and scale of model overlays applied to our
previous model. In view of the increase

in house prices in 2015 and improvement

in other economic drivers of impairment, we
also reviewed our approach to continue to

ensure the segments in the model have similar

credit characteristics.

This ensured that our provisions remain

allocated appropriately to different parts of the

portfolio.

We also updated our maturity risk model to
reflect long-run average house price trends.
The model now recognises the possibility of
loss for all estimated LTVs at maturity, not just
those above 75% as in the past.

We ran the new models in parallel in the
second half of the year and compared the
results with the provisions estimated from
the prior models and our model overlays.
This showed there was no significant change
to our mortgage provision under the new
models compared to the adjusted old
models. The new models were subject to
our model governance framework and
approved by the Board Audit Committee
in November 2015.
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Borrower profile

In these charts, ‘'home movers’ include both existing customers moving house and taking out a new mortgage with us, and customers who switch their
mortgage to us when they move house. ‘Re-mortgagers’ are external customers who are re-mortgaging with us. We have not included internal
re-mortgages, further advances and any flexible mortgage drawdowns in the new business figures.

Stock (unaudited) (%) New Business (unaudited) (%)
2015 2014 2015 2014

N

) O

M First-time buyers £29,659m (2014: £29,515m) B First-time buyers £4,493m (2014: £5,599m)

Il Home movers £67,130m (2014: £64,483m) I Home movers £12,319m (2014: £11,891m)

[ Remortgagers £51,074m (2014: £52,921m) I Remortgagers £6,023m (2014: £6,315m)
Buy-to-let £4,956m (2014: £3,138m) Buy-to-let £2,393m (2014: £1,273m)

2015 compared to 2014 (unaudited)

The mortgage borrower mix was broadly unchanged in 2015, with the majority of total stock home movers and remortgagers, at 45% and 33%,
respectively, at 31 December 2015 (2014: 43% and 35%, respectively). First-time buyers represented 19% (2014: 20%) of total stock and 3% (2014: 2%)
was buy-to-let. This was driven by an underlying stability in target market segments, product pricing and distribution strategy.

Buy-to-let new business increased from 5% to 9% at 31 December 2015, in line with our business objectives to support additional lending for this sector.

We have a particular focus on non-professional landlords as this segment is more closely aligned with residential mortgages, and also accounts for the
majority of the buy-to-let market. In 2015, we completed 12,700 buy-to-let mortgages at an average LTV of 70%.

Interest rate profile

The interest rate profile of our mortgage asset stock was:

2015 2014
£m % £m %
Fixed rate 82,570 54 70,720 47
Variable rate 34,402 23 35,476 24
Standard Variable Rate (SVR) 35,847 23 43,861 29
152,819 100 150,057 100

2015 compared to 2014 (unaudited)

In 2015, the proportion of SVR loan balances and variable rate mortgages both decreased to 23% (2014: 29% and 24% respectively) and fixed rate
mortgages increased to 54% (2014: 47%). This was driven by new business flows and consumer sentiment about expected future interest rate
movements as well as the availability of competitively-priced fixed rate products.
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Geographical distribution

The new business data in these tables is new business starting in each of the years we show. The Council of Mortgage Lenders (CML) new business data
for 2015 covers the nine months ended 30 September 2015 because that was the only data available for 2015 when we went to print. The percentages

are calculated on a value weighted basis.

UK region 2015 2014
Santander UK CML (unaudited) Santander UK CML (unaudited)
Stock New business New business Stock New business New business
% % % % % %
East Anglia 3 3 4 3 3 3
London 23 28 21 22 26 22
Midlands 10 10 12 Ih! 10 12
North and North West 10 8 10 1 8 10
Northern Ireland 3 1 1 3 1 1
Scotland 5 4 7 5 4 7
South East excluding London 30 32 27 29 32 29
South West and Wales 11 10 12 1" 1 1"
Yorkshire and Humberside 5 4 6 5 5 5
100 100 100 100 100 100
2015 compared to 2014 (unaudited)
At 31 December 2015, the lending profile of the portfolio represented a diverse geographical footprint across the UK, while continuing to reflect a
concentration around London and the South East.
Larger loans
The mortgage asset stock of larger loans was:
Stock South East including London UK
2015 2014 2015 2014
Individual mortgage loan size fm fm fm fm
Less than £0.25m 50,325 51,712 114,555 117,269
£0.25m-£0.5m 21,848 18,929 29,060 25,617
£0.5m-£1m 6,828 5,271 7,922 6,213
£1m—-£2m 1,060 768 1,123 827
>£2m 155 124 159 131
Average loan size for new business
The average loan size for new business in 2015 and 2014 was:
UK region 2015 2014
£000 £000
South East including London 248 229
Rest of the UK 136 125
UK as a whole 186 169

2015 compared to 2014 (unaudited)

In 2015, the average loan size for new business increased in line with the overall rise in house prices, to £186,000 for the UK overall, £248,000 for the
South East including London and £136,000 for the rest of the UK. The average loan-to-income multiple of our new business mortgage lending in 2015

was 3.10 (2014: 3.11).
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Loan-to-value analysis

This table shows the LTV distribution for mortgage asset stock, NPL stock and new business. We have included fees added to the loan in the calculation.
And if the product is on flexible terms, the calculation only includes the drawn loan amount, not undrawn limits.

LTV 2015 2014
of which: of which:

Stock NPL stock New business Stock NPL stock New business
% % % % % %
up to 50% 40 33 16 36 25 17
>50-75% 42 36 41 44 36 43
>75-80% 6 6 16 6 7 14
>80-85% 4 5 1 5 6 9
>85-90% 3 4 12 3 6 12
>90-95% 2 3 4 2 4 5
>95-100% 1 3 - 1 4 -
>100% i.e. negative equity 2 10 - 3 12 -
100 100 100 100 100 100
Collateral value of residential properties®® £152,432m £2,190m £25,228m £149,561m £2,342m £25,078m
% % % % % %
Simple average® LTV (indexed) 45 50 65 47 55 65
Value weighted average® LTV (indexed) 41 44 60 43 50 60

(1) Includes collateral against loans in negative equity of £2,285m at 31 December 2015 (2014: £3,073m).

(2) The collateral value we have shown is limited to the balance of each associated individual loan. It does not include the impact of overcollateralisation (where the collateral has a higher value than the loan balance).
(3) Unweighted average of LTV of all accounts.

(4) Total of all loan values divided by the total of all valuations.

2015 compared to 2014 (unaudited)
In 2015, we maintained our prudent lending criteria, with an average LTV of 65% on new lending (2014: 65%). Our lending with an LTV of over 85% was
16% of the new business flow (2014: 17%).

At 31 December 2015, our stock LTV was broadly unchanged at 45% (2014: 47%). It continued to perform well, supported by house price increases and
the improving economic environment which helped capital repayments by borrowers.

In September 2015, we withdrew from the UK Government’s Help to Buy scheme but we continue to offer mortgages with an LTV of over 90% under
the same terms, due to the good performance of Help to Buy mortgages and reflecting the healthy market for customers with smaller deposits.

At 31 December 2015, the loans in negative equity that were effectively uncollateralised (before taking account of loan loss allowances) reduced to
£387m (2014: £496m).

Credit performance

2015 2014

£m fm

Mortgage loans and advances to customers®” 152,819 150,057
Performing®® 148,963 145,598
Early arrears:® 1,604 1,941
- 31 to 60 days 979 1,185
- 61t0 90 days 625 756
NPLs: @@ 2,252 2,459
— By arrears 1,826 2,133
— By bankruptcy 34 44
— By maturity default 263 210
— By forbearance 83 72
~ By PIPs® 46 -
PIPs® not classified as NPL - 59

(1) Include Social Housing loans and finance leases.

(2) Excludes mortgages where the customer did not pay for between 31 and 90 days, bankruptcy, maturity default and forbearance NPL. Includes £3,486m of mortgages (2014: £4,208m) where the customer did not pay for 30 days or less.
(3) Mortgages are classified as NPL in line with the definitions in the 'Credit risk management’ section

(4) All mortgages are in the UK and continue accruing interest. The balances include interest we have charged to the customer’s account, but don't include any interest they have accrued but we have not charged to their account yet.
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Non-performing loans and advances™®@

An analysis of mortgage NPLs is presented below.

2015 2014

fm fm

Mortgage loans and advances to customers of which:® 152,819 150,057
Early arrears 1,604 1,941
NPLs 2,252 2,459
Impairment loan loss allowances 424 579
% %

Early arrears ratio® 1.05 1.29
NPLs ratio® 1.47 1.64
Coverage ratio® 19 24

1) Mortgages are classified as NPL in line with the definitions in the ‘Credit risk management’ section.

2) Include Social Housing loans and finance leases.

3) All mortgages are in the UK and continue accruing interest. The balances include interest we have charged to the customer’s account, but do not include any interest they have accrued but we have not charged to their account yet.
4) Mortgages in early arrears as a percentage of mortgages.

5) Mortgage NPLs as a percentage of mortgages.

6) Impairment loss allowances as a percentage of NPLs.

We analyse NPL movements in 2015 in the chart below. ‘Entries” are loans which we have classified as NPL in the year and ‘Policy entries’ are due to
definition changes. ‘PIP sales’ are loans that have been legally discharged when we have sold the property, and include any written-off portion. ‘Exits’ are
loans that have been repaid (in full or in part) and loans that have returned to performing status. Forbearance activity does not change the NPL status.

NPL movements in 2015 (unaudited)
£m
57

At 1 Entries Policy PIP sales Exits At 31
January entries December

2015 compared to 2014 (unaudited)

In 2015, mortgage NPLs decreased to £2,252m at 31 December 2015 (2014: £2,459m) and the NPL ratio decreased to 1.47% (2014: 1.64%), including
Properties in Possession (PIPs). Exits exceeded entries by £176m due to improving delinquency trends, reflecting portfolio vintage composition and
associated credit quality. Impairment releases, and the decreases in the NPL and coverage ratios, reflected the continued good performance of the
portfolio supported by low interest rates, rising house prices and the supportive economic environment. Policy entries of £57m mainly reflected us
including PIPs in NPLs. Prior years have not been restated.

71



Annual Report 2015
Risk review

Forbearance
Forbearance started in the year"®

The balances that entered forbearance in 2015 and 2014 were:

2015 2014
£m % fm %
Capitalisation 287 61 254 47
Term extensions 167 35 175 33
Interest-only 19 4 105 20
473 100 534 100

(1) We have included mortgages in the year they were forborne.
(2) The figures reflect the forbearance activity in the year, regardless of whether there was any forbearance on the accounts before.

Forbearance total position

a) Performance when they entered forbearance

The balances at 31 December 2015 and 2014, analysed by their payment status when they entered forbearance and the forbearance we applied, were:

Capitalisation  Term extension Interest-only Total
£m £fm £m £fm
2015
Forbearance of NPL 393 99 264 756
Forbearance of Non-NPL 1,297 735 880 2,912
1,690 834 1,144 3,668
20140
Forbearance of NPL 331 95 297 723
Forbearance of Non-NPL 1,334 806 1,004 3,144
1,665 901 1,301 3,867
(1) We base forbearance type on the first forbearance on the accounts. Tables only show accounts that were open at the year-end.
b) Performance at the year-end
The balances at 31 December 2015 and 2014 analysed by their payment status at the year-end and the forbearance we applied were:
Capitalisation ~ Term extension Interest-only Total Impairment
allowance
fm £fm fm £fm fm
20150
In arrears 412 123 305 840 34
Performing 1,278 711 839 2,828 27
1,690 834 1,144 3,668 61
Proportion of portfolio 1.1% 0.5% 0.7% 2.4% -
2014
In arrears 425 144 390 959 59
Performing 1,240 757 911 2,908 55
1,665 901 1,301 3,867 14
Proportion of portfolio 1.1% 0.6% 0.9% 2.6% -

(1) We base forbearance type on the first forbearance on the accounts. Tables only show accounts that were open at the year-end.
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2015 compared to 2014 (unaudited)

The forbearance started in 2015 was lower than in 2014. We also changed our forbearance policy in March 2015, so we no longer offer interest-only
concessions to customers in financial difficulties. Instead, we offer reduced repayment arrangements for a time. Their account stays on capital and
interest terms and any shortfall in capital repayment is added to the arrears.

At 31 December 2015, the proportion of accounts in forbearance for more than six months that had made their last six months’ contractual payments
increased slightly to 85% (2014: 83%). Accounts in forbearance that were performing decreased to £2.8bn or 77% by value (2014: £2.9bn or 75%
by value). The weighted average LTV of all accounts in forbearance was 35% (2014: 38%) compared to the weighted average portfolio LTV of 41%
(2014: 43%).

At 31 December 2015, impairment loss allowances as a percentage of the overall mortgage portfolio were 0.28% (2014: 0.39%). The equivalent ratio for
performing accounts in forbearance was 0.95% (2014: 1.89%), and for accounts in arrears in forbearance was 4.07% (2014: 6.15%). The higher ratios
for accounts in forbearance reflect the higher levels of impairment loss allowances we hold on these accounts. This reflects the higher risk on them.

At 31 December 2015, the carrying value of mortgages classified as multiple forbearance increased to £98m (2014: £89m).

Other changes in contract terms

At 31 December 2015, there were £5.7bn (2014: £6.3bn) of other mortgages on the balance sheet that we had modified since January 2008. We agreed
these modifications in order to keep a good relationship with the customer. The customers were not showing any signs of financial difficulty at the time,
so we don't classify these changes as forbearance.

We keep the performance and profile of the accounts under review. At 31 December 2015:
— The average LTV was 39% (2014: 43%) and 94% (2014: 93%) of accounts had made their last six months’ contractual payments
— The proportion of accounts that were 90 days or more in arrears was 1.60% (2014: 1.61%).
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HIGHER RISK LOANS AND OTHER SEGMENTS OF PARTICULAR INTEREST

We are mainly a residential prime lender and we do not originate sub-prime or second charge mortgages. Despite that, some types of mortgages have
higher risks and others stand out for different reasons. These are:

Product Description

Interest-only loans With an interest-only mortgage, the customer pays the interest every month but does not repay the money borrowed
and part interest- (the principal) until the end of the mortgage. Some mortgages have a part that is interest-only, with the rest being a
only, part repayment normal repayment mortgage. Customers with part interest-only, part repayment mortgages still have to pay back a lump
loans sum at the end of their mortgage for the interest-only part.

Since 2009, we have reduced the risk from new interest-only mortgages by lowering the maximum LTV (it has been 50%
since 2012). When a customer plans to repay their mortgage by selling the property, we now only allow that if they own
more than a set proportion of the equity.

Customers with interest-only mortgages have to make arrangements to repay the principal at the end of the mortgage.
We have a strategy to make sure that we tell these customers that they have to do this. We send them messages with their
annual mortgage statements, and we run contact campaigns to encourage them to tell us how they plan to repay. We
have done this for all customers whose mortgages mature before 2020, and plan to extend these campaigns to those with
later maturities.

If customers know they will not be able to repay their mortgage in full when it ends, or if their mortgage has already
passed the date when it should have ended, we talk to them. If we think it is in the customer’s interests (and they can
afford it), we look at other ways of managing it. That can mean turning the mortgage into a standard repayment one,
and extending it. Or, if the customer is waiting for their means of repaying it (an investment plan or bonds, for example)
to mature, it can just mean extending it. We only turn to legal action as a last resort.

Flexible loans Flexible mortgages allow customers to pay more or less than their usual amount each month, or even to take ‘payment
holidays’ when they pay nothing at all. Customers do not have to take (or draw down) the whole loan all at once - so if
they took out a mortgage big enough to allow them to build a home extension after three years, they do not have to
start paying interest on that extra money until they are ready to spend it. There are conditions on when and how much
customers can draw down:

— There are often limits on how much can be drawn down in any month
— The customer cannot be in payment arrears

— The customer cannot have insolvency problems, such as a county court judgement, bankruptcy, an individual voluntary
arrangement, an administration order or a debt relief order.

A customer can ask us to increase their credit limit (the total amount they are allowed to borrow on their mortgage), but
that means we will go through our full standard credit approval process. We can also lower the customer’s credit limit at
any time, so it never goes above 90% of the property’s current market value.

Flexible loan products are no longer offered for new mortgages.

Loans with an LTV Where the mortgage balance is more than the house is now worth, we cannot recover the full value of the loan by

>100% repossessing and selling the house. This means there is a higher credit risk on these loans. In some cases, house prices have
fallen, so mortgages we gave in the past with lower LTVs now have LTVs over 100%. Before 2009, we sometimes allowed
customers to borrow more than the price of the house.

Buy-to-let loans We have a relatively small share of the Buy-to-let market, but we believe we have an opportunity to grow our presence
in a controlled manner. We focus on amateur landlords, as this segment is more closely aligned with residential mortgages
and covers most of the Buy-to-let market. Our policy is that Buy-to-let mortgages should finance themselves, with the rent
covering the mortgage payments and other costs. Even so, there is always the risk that income from the property may not
cover the costs — if the landlord cannot find tenants for a while, for example.

In 2015, we refined our Buy-to-let proposition to appeal to a wider catchment, and we are improving our systems to cater
for this segment. We continue to adhere to prudent lending criteria, and have specific policies for Buy-to-let. We will lend
on up to five buy-to-let properties, to a maximum 75% LTV. The first applicant must earn a minimum basic income of at
least £25,000 per year, and we require evidence of income in all cases.

We also use a Buy-to-let affordability rate as part of our assessment about whether or not to lend. This means that the
rental income must be at least 125% of the monthly mortgage interest payments when calculated using a stressed
interest rate.

The arrears performance of these mortgages has continued to be relatively stable with arrears and loss rates remaining low.
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Higher risk loans — borrower profile®
2015 2014

Stock New business Stock New business

fm fm fm fm

Full interest-only loans 44,050 4,178 45,952 3,197

Part interest-only, part repayment loans® 15,299 1,996 15,602 2,580

Flexi loans 13,951 508 15,203 756

Other flexible loans® 5,156 - 6,177 -

Loans with LTV >100% 2,672 - 3,569 -

Buy-to-let 4,956 2,393 3,138 1,270

Interest-only and LTV >100% 1,980 1 2,592 -

(1) Where a loan falls into more than one category, we have included it in all the categories that apply.
(2) Mortgage balance includes both the interest-only part of £10,918m (2014: £10,915m) and the non-interest-only part of the loan.
(3) Legacy Alliance & Leicester flexible loans that work in a more limited way than our current Flexi loan product.

2015 compared to 2014 (unaudited)

In 2015, the value and proportion of interest-only loans together with part interest-only, part repayment loans reduced, reflecting our strategy to manage

down the overall exposure to this lending profile.

Buy-to-let lending in 2015 increased to 9% (2014: 5%) of new business as described in the ‘Borrower profile’ section.

From a mortgage asset stock perspective, loans with a current LTV greater than 100% in 2015 decreased to 2% (2014: 3%) driven by rising house prices.

Higher risk loans - credit performance

Segment of particular interest™®

Total Interest-only Part interest-only Flexible® LTV > 100% Buy-to-let Other
part repayment portfolio®
£m £m fm £m £fm £m fm
2015
Mortgage portfolio 152,819 44,050 15,299 19,107 2,672 4,956 84,786
Performing 148,963 42,280 14,742 18,711 2,358 4,929 83,537
Early arrears:
- 3110 60 days 979 441 143 81 48 7 382
- 6110 90 days 625 289 87 52 38 5 238
NPLs 2,252 1,040 327 263 228 15 629
NPL ratio 1.47% 2.36% 2.14% 1.38% 8.53% 0.30% 0.74%
Properties In possession 46 23 9 6 22 1 9
2014
Mortgage portfolio 150,057 45,952 15,602 21,380 3,569 3,138 78,582
Performing 145,598 43,909 14,930 20,966 3,135 3,105 77,152
Early arrears:
—31to 60 days 1,185 528 171 85 76 12 459
- 611090 days 756 354 118 63 51 3 282
NPLs 2,459 1,134 372 262 285 18 675
NPL ratio 1.64% 2.47% 2.38% 1.23% 7.99% 0.57% 0.86%
Properties In possession 59 27 1" 4 22 - 14

(1) Where a loan exhibits more than one segment of particular interest, we have included it in all the categories that apply. As a result, the sum of the mortgages in the segments of particular interest and the other portfolio will not agree to

the total mortgage portfolio
(2) Includes legacy Alliance & Leicester flexible loans that work in a more limited way than our current Flexi loan product.
(3) Includes other loans that are not in any segment of particular interest.
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Full interest-only maturity profile

Term Within 2 Between Between Greater than Total
expired years 2-5years  5-15years 15 years
£fm £fm fm fm fm fm
2015
Full interest-only portfolio 429 1,840 3,464 20,601 17,716 44,050
of which value weighted average LTV (indexed) is greater than 75% 30 264 382 3,137 3,714 7,527
2014
Full interest-only portfolio 337 1,631 3,785 20,225 19,974 45,952
of which value weighted average LTV (indexed) is greater than 75% 46 170 570 3,871 5,689 10,346
Part interest-only, part repayment maturity profile
Term Within 2 Between Between Greater than Total
expired years 2-5years  5-15years 15 years
£fm £fm fm fm fm fm
2015
Part interest-only, part repayment portfolio 5 230 726 6,231 8,107 15,299
of which value weighted average LTV (indexed) is greater than 75% - 9 30 642 1,301 1,982
2014
Part interest-only, part repayment portfolio 4 235 745 6,199 8,419 15,602
of which value weighted average LTV (indexed) is greater than 75% 1 6 36 758 1,914 2,715

2015 compared to 2014 (unaudited)

At 31 December 2015, interest-only loans, part interest-only, part repayment loans, and loans with an LTV >100% had a higher than average NPL ratio.
However, the NPL ratios for these portfolios improved in 2015 in line with wider portfolio trends.

For full interest-only mortgages, of the £675m that matured in 2015:

— £353m was subsequently repaid
— none was refinanced under normal credit terms
— £45m was refinanced under forbearance arrangements

— £277m remained unpaid and was classified as term expired at 31 December 2015.

Of the total £429m that was term expired at 31 December 2015, 91% continued to pay the interest due under the expired contract terms.

For part interest-only, part repayment mortgages, of the £55m that matured in 2015:

— £46m was subsequently repaid
— £6m was refinanced under forbearance arrangements

— £3m remained unpaid and was classified as term expired at 31 December 2015.

Flexible mortgages let customers draw down extra funds at any time — up to a predefined limit. This means customers can change their monthly

payments, or take payment holidays. These drawdowns are subject to the conditions that are outlined above. We also analyse the flexible loans portfolio
to identify customers who might be using these facilities to self-forbear (such as regularly drawing down small amounts). If there is any sign that the

credit risk has significantly increased, we reflect this in our provision calculations.

At 31 December 2015, there were 113,232 (2014: 122,354) flexible mortgage customers, with undrawn facilities of £6,608m (2014: £6,633m) and
a utilisation rate of 68% (2014: 70%). The portfolio’s value weighted LTV (indexed) was 32% (2014: 35%).

In 2015, good market conditions meant that our stock of PIPs decreased.
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Higher risk loans — forbearance®®

The main types of forbearance arrangements which started in 2015 and 2014 were:

Interest-only® Flexible LTV >100% Buy-to-let
2015
Total value £290m £60m - £8m
Proportion of portfolio® 61% 13% - 2%
2014
Total value £298m £59m - £3m
Proportion of portfolio® 56% 1% - 1%

1) Mortgages are included within the year that they were forborne.

2) The figures by year reflect the amount of forbearance activity undertaken during the year irrespective of whether any forbearance activity has previously been undertaken on the forborne accounts.

4) Comprises full interest-only loans and part interest-only, part repayment loans.

(
()
(3) Where a loan exhibits more than one of the higher risk criteria, it is included in all the applicable categories.
(4
(5) Portfolio of total forbearance arrangements which commenced during the year.

2015 compared to 2014 (unaudited)
The average monthly value of higher risk loans starting forbearance in 2015 was broadly stable.
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VEHICLE CONSUMER AND OTHER UNSECURED FINANCE

We provide vehicle consumer and other unsecured finance for personal and business banking customers. This includes personal loans, credit cards,
business banking and bank account overdrafts.

Lending

We analyse movements in 2015 and 2014 in the tables below.

Other unsecured

Vehicle Personal Credit Business Overdrafts Total
consumer loans cards banking
finance
£m fm £fm £fm £m fm
2015
At 1 January 3,303 2,208 2,247 155 544 8,457
Net lending in the year® 526 (7) 587 (5) (8) 1,093
Acquisitions 2,461 - - - - 2,461
At 31 December 6,290 2,201 2,834 150 536 12,011
2014
At 1 January 3,145 2,016 1,679 151 543 7,534
Net lending in the year® 158 192 568 4 1 923
At 31 December 3,303 2,208 2,247 155 544 8,457

(1) Includes vehicle consumer finance gross lending of £2,958m in 2015 (2014: £1,609m).

Credit performance

Other unsecured

Vehicle Personal Credit Business Overdrafts Total
consumer loans cards banking
finance

fm fm fm fm fm fm

2015
Loans and advances 6,290 2,201 2,834 150 536 12,011
Performing 6,217 2,157 2,771 138 483 11,766
In early arrears 45 27 23 4 25 124
NPLs®@ 28 17 40 8 28 121
Impairment loss allowance 136 60 86 14 42 338
NPL ratio® 1.01%
Coverage ratio® 279%

2014
Loans and advances 3,303 2,208 2,247 155 544 8,457
Performing 3,259 2,151 2,185 141 480 8,216
In early arrears 29 34 25 5 34 127
NPLs®@ 15 23 37 9 30 114
Impairment loss allowance 93 76 73 14 46 302
NPL ratio® 1.35%
Coverage ratio® 265%

(1) Banking and consumer credit lending is classified as non-performing in accordance with the definitions provided in the ‘Credit risk management’ section.
(2) NPLs as a % of total loans and advances.
(3) Total impairment loan loss allowances as a % of NPL stock. Total loan loss allowances relate to early arrears and performing assets (i.e. the IBNO provision) as well as accounts classified as NPL and hence the ratio exceeds 100%.

2015 compared to 2014 (unaudited)
Total lending increased by £3,554m or 42% in 2015, mainly driven by the start of the PSA cooperation in February 2015. Other unsecured lending
balances, which include personal loans, credit cards, business banking and overdrafts, increased 11% in line with the 11213 World loyalty strategy.

In 2015, NPLs increased by £7m or 6% to £121m (2014: £114m) but the NPL ratio decreased by 34 basis points to 1.01% (2014: 1.35%). The decrease
in the NPL ratio was due to asset growth, mainly through the PSA cooperation.
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Overview

We offer loans, bank accounts, treasury services, Mid-Corporate and SME — banking, lending and

invoice discounting, cash transmission, trade finance  treasury services principally to enterprises with an
and asset finance. annual turnover up to £500m.
Credit risk management Commercial Real Estate — commercial mortgages

and treasury services for retail, office, and industrial
projects for all phases of development, from land
acquisition through construction.

In this section, we explain how we manage credit
risk, including how we mitigate it.

(Rl BB Social Housing - lending and treasury services for
In this section, we analyse our credit risk exposures UK Housing Associations who own portfolios of
and how they are performing. We also focus on residential real estate that is rented out.
forbearance and higher risk loans. Our main

portfolios are:

COMMERCIAL BANKING — CREDIT RISK MANAGEMENT

We classify most of our customers as non-standardised. Their transactions are for larger amounts of money, and have more diverse credit characteristics.
We also have SME customers, a high volume portfolio with smaller individual exposures, that we mainly classify as standardised.

We described how we manage credit risk on standardised customers in the previous section ‘Credit risk — Retail Banking’. We take the same approach
to managing credit risk on standardised customers in Commercial Banking, except we do not use scorecards and credit reference agencies.

In the rest of this section, we explain how we manage credit risk on non-standardised customers.

Risk strategy and planning

For details of how we set risk strategy and plans for Commercial Banking, see the ‘Santander UK group level — credit risk management’ section.

Assessment and origination

Managing credit risk begins with lending responsibly. That means only lending to customers who:
— Can afford to pay us back, even if things get tighter for them
— Are committed to paying us back.

We do this mainly by assigning each customer a credit rating, using our internal rating scale (see ‘Credit quality’ in the ‘Santander UK group level — credit
risk review’ section). To do this, we look at the customer’s financial history and broader trends in the economy — backed up by the expert judgement of
a risk analyst. We review our internal ratings at least every year.

We also assess the underlying risk of the transaction, taking into account any mitigating factors (see the table below) — and how it fits with our risk
policies, limits and Risk Appetite, as set by the Board. We consider transactions in line with credit limits approved by the relevant credit authority. Our
Executive Risk Committee is responsible for setting those limits, as well as reviewing and approving the highest value transactions.
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Credit risk mitigation
The types of credit risk mitigation, including collateral, across each of our portfolios is:

Portfolio Description

Mid-Corporate and Includes both secured and unsecured lending. We can use covenants (financial or non-financial) to support a customer’s
SME credit rating. For example, we can set limits on how much they can spend or borrow, or how they operate as a business.
We take mortgage debentures as collateral. These are charges over a company’s assets. We also take guarantees,
but we do not treat them as collateral, and we do not put a cash value on them unless they are secured against
something tangible.

We base our lending decision on the customer’s trading cash flow. If they default, we generally do not take control of their
assets except as a last resort. In this case, we might appoint an administrator.

We also lend against assets (like vehicles and equipment) and invoices for some of our customers. For assets, we value
them before we lend. For invoices, we review the customer’s ledgers regularly and lend against debtors that meet agreed
criteria. If the customer defaults, we repossess and sell their assets or call in their invoices.

Commercial Real We take a first legal charge on commercial property as collateral. The loan is subject to strict criteria, including the:
Estate

— Condition, age and location of the property

— Quality of the tenant

— Terms and length of the lease

— Experience and creditworthiness of the sponsors.

Before we agree the loan, we visit the property and get an independent professional valuation. This valuation assesses the
property, the tenant and future demand (such as comparing the market rent to the current rent). Loan agreements typically
allow us to get revaluations every 24 months after that, or more frequently if it is likely that the covenants may be
breached. We also view the property each year.

Social Housing We take a first legal charge on portfolios of residential real estate owned and let by UK Housing Associations as collateral.
We re-value this every three to five years (in line with industry practice), using the standard methods for property used for
social housing. The value would be considerably higher if we based it on normal residential use. The value of the collateral
is in all cases in excess of the loan balance. On average, the loan balance is 25% to 50% of the implied market value, using
our LGD methodology. We have not had a default, loss or repossession on Social Housing.

Older Social Housing loans that do not fit our current business strategy are managed and reported in Corporate Centre.

Monitoring

We regularly monitor and report our credit risk by portfolio, segment, industry, location and customer. We give our Executive Risk Committee a detailed
analysis of our credit exposures and risk trends every month. We also report our larger exposures and risks to the Board Risk Committee every month.

Our Watchlist

For non-standardised customers, we also use a Watchlist to help us identify potential problem debt early. Just because a customer is on our Watchlist
does not always mean they have defaulted. It just means that something has happened that may make them more likely to default in the future. There
are several reasons we might put customers on this list. For example, if they suffer a downturn in trade, breach a covenant, lose a major contract, slip into
early arrears, or their key management resign. Whatever the trigger, we review the case to assess the potential financial impact.

We classify Watchlist cases as:
- Enhanced monitoring: for less urgent cases. If they are significant, we start to monitor them more often
— Proactive management: for more urgent or serious cases. We may ask for more collateral, agree a lower credit limit, or seek repayment of the loan.

We assess cases on the Watchlist for impairment collectively, unless they are in the hands of our Restructuring & Recoveries team at which point we
assess them individually. If a case becomes NPL, we take it off the Watchlist and assess it for impairment individually.

When a customer is put on the Watchlist, we usually revalue any collateral as part of working out what to do next. We also assess whether we need to
set up an impairment loss allowance. This is based on the value of the collateral compared to the loan balance. We also take into account any forbearance
we offer (which we describe later on). This includes whether any extra security or guarantees are available, the likelihood of more equity and the potential
to enhance value through asset management. We rarely take control of the collateral, except as a last resort.
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Arrears management

We identify problem debt by close monitoring, supported by our Watchlist process. When there is a problem, our relationship managers are the first to
act, supported by the relevant credit risk expert. If a case becomes more urgent or needs specialist attention, and if it becomes NPL, we transfer it to our
Restructuring & Recoveries team.

We try to act before a customer actually defaults (to prevent it, if possible). The strategy we use depends on the type of customer, their circumstances
and the level of risk. If all else fails or in extreme cases, we may decide to take legal action. We use rehabilitation tools to try to help our customers find
their own way out of financial difficulty and agree on a plan that works for both of us. We do not want to lose good customers, and when we help them
through difficult times they are more likely to stay with us when things improve.

We try to identify warning signs early by close monitoring of customers’ financial and trading data, checking to make sure they are not breaching any
covenants, and by having regular dialogue with them. Once a month, we hold Watchlist meetings to agree a strategy for each portfolio. Our
Restructuring & Recoveries team attend these meetings, and we may hand over cases to them that have become urgent or serious.

Forbearance

If a customer is having financial difficulty, we always try to come to an arrangement with them before they actually default. Their problems might be clear
from the results of covenant testing, reviews of trading and other data they give us under the terms of their loan or as part of our ongoing conversations
with them.

We may offer the following types of forbearance. We only do this if our assessments indicate the customer can meet the revised payments:

Action Description

Term extension We can extend the term of the loan, making each payment smaller. At a minimum, we expect the customer to be able to
pay the interest in the short-term and have a realistic chance of repaying the full balance in the long-term.

We may offer this option if the customer is up-to-date with their payments, but showing signs of financial difficulties. We
may also offer this option where the loan is about to mature and near-term refinancing is not possible on market terms.

Interest-only We can agree to let a customer pay only the interest on the loan for a short time — usually less than a year. We only agree
to this if we believe their financial problems are temporary and they are going to recover.

After the interest-only period, we expect the customer to go back to making full payments of interest and capital once they
are in a stronger financial position. We regularly look at the customer’s financial situation to see when they can afford to

do that.
Other payment If a customer is having cash flow issues, we may agree to lower or stop their payments until they have had time to recover.
rescheduling We may:

(mc!ud!ng. — Reschedule payments to better match the customers’ cash flow — for example if the business is seasonal
capitalisation)
— Provide a temporary increase in facilities to cover peak demand ahead of the customer’s trading improving.

We might do this by adding their arrears to their loan balance (we call this arrears capitalisation) or drawing from an
overdraft.

We may also offer other types of forbearance, including providing new facilities, interest rate concessions, seasonal
profiling and interest roll-up.

In rare cases, we agree to forgive or reduce part of the debt. For larger companies this could include debt-for-equity swaps,
where we agree to exchange some of the debt for equity in the borrower. We only do this when their balance sheet is
materially over-leveraged but we think the business can be turned around. We only tend to do this if the borrower raises
new cash equity, puts in place a turnaround plan, and we believe that management can deliver their strategy.

The book value of the converted debt is written off and, to begin with, the value of the equity is held at zero. We reassess
it regularly in line with the borrower’s performance.

When we agree to any of these solutions with a customer, we report the account as forborne. We also review our loan loss allowances for them. Many
of these accounts stay in our performing portfolio but we report them separately from other performing accounts as forborne. We classify a loan as
forborne until it is fully repaid.

If an account is performing when we agree forbearance, we usually classify it as sub-standard. Once we see clear evidence that the customer is
consistently meeting their new terms and the risk profile has improved, we may reclassify the loan as fully performing. If an account is in NPL when we
agree forbearance, we keep it in the NPL category. Once we see that the customer is consistently meeting the new terms (usually for at least three
months), we reclassify the loan as performing.

We assess our loan loss allowances regularly and have them independently reviewed. We look at a number of factors, including the:
— Cash flow available to service debt
— Value of collateral, based on third-party professional valuations.
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Other forms of debt management

We can also manage debt in other ways, depending on the facts of the specific case:

Action Description

Waiving or changing If a borrower breaks a covenant, we can either waive it or change it, taking their latest and future financial position into

covenants account. We may also add a condition that they must use all their surplus cash (after operating costs) to pay down their
debt to us.

Asking for more If a borrower has unencumbered assets, we may accept them as new or extra collateral in return for better terms. \We may

collateral or also take a guarantee from other companies in the same group and/or major shareholders. We only do this where we

guarantees believe the guarantor will be able to meet their commitment.

Asking for more Where a borrower can no longer pay the interest on their debt, we may accept fresh equity capital from new or existing

equity investors to change the capital structure in return for better terms on the existing debt.

Debt recovery

Consensual arrangements
Where we cannot find a solution like any of the ones we describe above, we may look for an exit. We do this by agreeing with the borrower to sell some

of their assets on a voluntary basis before they become insolvent. We may also agree to give them time to refinance their debt with another lender.

Enforcement and recovery

Where we cannot find a way forward or reach a consensual arrangement, we may try to recover what we are owed through:
— The insolvency process

— Selling off any collateral

— Selling the debt on the secondary market.

If there is a shortfall, we raise a loan loss allowance and write it off once the sale has gone through.
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COMMERCIAL BANKING - CREDIT RISK REVIEW

In Commercial Banking, credit risk arises on asset balances and off-balance sheet transactions such as credit facilities or guarantees. As a result,

committed exposures are typically higher than asset balances.

Commercial Banking — committed exposures
Rating distribution

These tables show our credit risk exposure according to our internal rating scale (see the ‘Credit quality’ section) for each portfolio. On this scale, the

higher the rating, the better the quality of the counterparty.

Mid Corporate Commercial Social Total
and SME Real Estate Housing

fm fm £fm £fm

2015
9 14 - 970 984
8 116 1 892 1,009
7 335 659 257 1,251
6 2,440 5,555 50 8,045
5 4,396 3,486 - 7,882
4 4,214 574 - 4,788
1t03 536 215 - 751
Other® 292 56 - 348
12,343 10,546 2,169 25,058

2014
9 109 1 378 488
8 402 288 611 1,301
7 489 579 234 1,302
6 1,883 4,670 60 6,613
5 3,653 3,695 - 7,348
4 3,735 517 - 4,252
1t03 571 222 - 793
Other® 353 86 - 439
11,195 10,058 1,283 22,536

(1) Consists of smaller exposures mainly in the commercial mortgages portfolio. We use scorecards for them, instead of a rating model.
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Geographical distribution

We classify geographical location according to country of risk — in other words, the country where each counterparty has its main business activity or

assets. If our clients have operations in many countries, we use their country of incorporation.

Mid Corporate Commercial Social Total
and SME Real Estate Housing

fm fm fm fm

2015
UK 12,269 10,546 2,169 24,984
Peripheral eurozone 25 - - 25
Rest of Europe 47 - - 47
us - - - -
Rest of world 2 - - 2
12,343 10,546 2,169 25,058

2014
UK 11,110 10,058 1,283 22,451
Peripheral eurozone 17 - - 17
Rest of Europe 42 - - 42
us - - - -
Rest of world 26 - - 26
11,195 10,058 1,283 22,536

2015 compared to 2014 (unaudited)

Our lending to custo