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Santander UK

We help our customers at the moments

that matter most. We champion British
businesses and help them to grow
sustainably. Our customer focus helps us to
develop more loyal and lasting relationships.

Throughout the report look out for
this symbol to read our case studies

About this report

The Strategic Report outlines the key elements of the Annual Report to
help readers more easily access our performance and future prospects.
It explains Santander UK today and our place in the UK banking market.

We try at all times to treat all of our stakeholders fairly and meet our
environmental responsibilities. The sustainability of our business
and our strategic direction are therefore inseparable and we have
included key information from our sustainability reporting in our
Strategic Report.

By order of the Board.

Shriti Vadera
Chair
26 February 2019

Important information for readers

Santander UK Group Holdings plc (the Company) and its subsidiaries (collectively Santander UK or the
Santander UK group) operate primarily in the UK, and are part of Banco Santander (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 243.

The Company is the immediate parent company of Santander UK plc. The two companies operate on the
basis of a unified business strategy and have common Boards, albeit the principal business activities of the
Santander UK group are carried on by Santander UK plc and its subsidiaries (the Santander UK plc group).

The Company’s Corporate Governance and Risk Frameworks have been adopted by its subsidiaries
to ensure consistency of application. Prior to November 2018, the Corporate Governance and Risk
Frameworks were applied from the level of Santander UK plc across the Santander UK plc group
and adopted by the Company.

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 for all periods presented.
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Highlights 2018

0 0
|
15 million

active customers
(stable vs 2017)

—

5.5 million

digital customers
(2017:5.0 million)

nﬂ[]
£1,567m

profit before tax
(2017: £1,814m)

c50%

of colleagues involved
in volunteering
(2017: ¢38%)

£158.0bn

UK mortgage loans
(2017 £154.7bn)

1,385

new active mobile
users per day
(2017:1,400)

13.2%

CET1 capital ratio
(2017:12.2%)

4

99.8%

of waste recycled or
diverted from landfill
(2017:99.6%)

Y

N

£24.1bn

UK corporate loans
(2017: £27.3bn)

55%

mortgage loans
refinanced online
(2017: 49%)

D

(o)

56%
cost-to-income ratio
(2017:51%)

O

—
73,900

training days for
our employees
(2017:104,800)

See how we are
helping our
customers prosper

Read more in our
Stakeholder Review

Strategic priorities

6 @
Customers
Read more on p24

OO

{0}

Shareholders

Read more on p25

6 @
People
Read more on p26

ONO)

()

Communities
Read more on p27

Santander UK Group Holdings plc
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Chair’s statement

Santander UK’s business performance in
2018 reflects our prudent approach with
a strategy of selective growth given the
uncertain macroeconomic and political

environment.

Business performance

Santander UK's business performance in 2018
reflects our prudent approach, led by our CEO
Nathan Bostock and his management team,
to prioritise credit quality, selective growth
and meeting our target returns to our
shareholder in an uncertain macroeconomic
and political environment.

This year has seen strong growth in the bank’s
core business of mortgages, including lending
to 27,200 first-time buyers over the period,

an increase of 14% on 2017. The bank has
continued to increase its lending to SMEs and

support to businesses that trade internationally,

as well as launching the innovative 11213
Business Current Account.

| am pleased with the continued improvement
in our customer experience, which is vital to
the long-term success of our business and a
credit to the relentless customer focus of our
people. Our externally measured customer
satisfaction scores rank us in line with the
average of our three highest performing peers
for retail customer satisfaction overall and
7pp above the market average for corporate
customer satisfaction.

2 Santander UK Group Holdings plc

Throughout the year, we have maintained
prudent risk management and balance sheet
strength. This was demonstrated by the results
of the Bank of England’s stress test in
November, under which Santander UK
experienced the lowest impact on its stressed
capital ratios compared to any other of the
major UK banks for the third consecutive year.

Digital transformation

We have continued our digital transformation
through 2018 to improve the way that we
engage with our customers. For example,

we will soon enable technology that allows
customers to verify and identify themselves
without the need to remember PIN codes

or passwords. We are also making further
progress in using artificial intelligence to better
assist with customer queries online. This is

in addition to new digital services for our
customers, such as a new Digital Investment
Advisor tool and additional features to our
highly-rated mobile app.

Digital transformation is not just about the
products and services we offer to customers,
but also about transforming the way we use
technology to make the bank more efficient,
agile, innovative and fit for the future. We have
made good progress toward this goal in 2018.
Continued improvements to our systems,
infrastructure and processes will remain

a priority in the next three years.

Delivering the right culture

Cultural change is a continuous process that
requires commitment and focus over many
years and | am pleased at the progress we
have made through our efforts to embed the
right culture.

(¢

The dedication and
commitment of our people
is the driving force of our
success and will continue

to be the source of our
strength in the years ahead.”




Simple | Personal | Fair
Our culture is built on doing

Fair

We are open, honest and
treat others as we would like
to be treated. We earn our

Personal

We treat our customers as
valued individuals, providing
a professional service they

Simple

We offer our customers
products that are easy to
understand and a service

1i0da1 21391815

things The Santander Way

which is convenient, no
matter when or how they
want to engage with us.
We make our processes
better so they are easy

and clear for our customers
and our people.

can trust. We support
our colleagues to develop
their skills and achieve
their ambitions.

investors a sustainable return
and do our part to support
our communities.

9JUBUISA0D)
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The Board Responsible Banking Committee, The flow and volume of regulatory change 6 6
which we set up in 2017, has continued to work ~ Competitive pressure from the incumbents has
on the perennial challenge of measuring and been compounded by the flow and volume of ) )
monitoring cultural change. regulatory projects which impact the whole H Igh quallty customer
' . §ector but which proportionally have a greater experience is vital to 3
In 2018, we have focused on increasing the impact on challenger banks, even those of N 2
internal resonance of our values and awareness  our scale. our |ong-term Success. -
of our expectations of behaviours throughout =
the organisation. We have also continued to In 2018, banks have had to implement :
make excellent progress in helping to build a ring-fencing, MiFID II, PSD2, Open Banking,
diverse and inclusive culture across the bank, GDPR, IFRS 9 and various initiatives on During the year, two of our Non-Executive
with our six employee-led diversity and support  Anti-Money Laundering and fraud protection Directors stepped down from the Board.
networks growing further. and prevention. We are currently implementing  Alain Dromer, an INED, resigned with effect =
90 separate regulatory, risk and control from 31 August 2018 after 5 years. Juan Inciarte, 3
Ring-fencing implementation projects, 19 of which are in the areas of one of our Banco Santander nominated i
The business achievements of the last year payments alone and are being driven by six Non-Executive Directors, retired on o
have been delivered in the context of separate authorities. We remain strongly 31 December 2018 having been a Director %
significant organisational change as we supportive of the role of regulation and of the bank since Banco Santander’s @
prepared for the start of ring-fencing in January  regulators in driving the change essential for acquisition of Abbey National plc in 2004.
2019. The transition to ring-fencing is a result of  the sector’s prudential stability and conduct
four years of intensive effort and commitment  standards. However, improving customer On behalf of the Board, I would like to thank 2
from management and our people, and has services, competition and ensuring operational ~ Juan Inciarte, Javier San Felix and Alain Dromer &
been the largest single change programme resilience needs greater coordination between  for their invaluable service to the Board and r%
delivered by Santander UK in recent years. various regulators and policymakers. the Company. =
There is more information on the governance g
changes we have implemented under ring- This is especially so given that the volume Finally, | would like to thank all our people 2

fencing in my Corporate Governance Report
on page 33.

Market competitiveness

The last year has seen competitive pressures
in the market increase as the Big Four banks
have refocused on the domestic market and
used their dominant scale and lower cost of
funds, to absorb sector-wide change and
regulatory costs and attempt to increase
market share.

of regulatory initiatives takes up systems
capability that would otherwise be deployed
for improvements to processes and
infrastructure and provide a more innovative,
digital experience that a majority of our
customers expect.

Board changes

During the year, we appointed Susan Allen as
an Executive Director and Head of Retail and
Business Banking with effect from 1 January
2019, to replace Javier San Felix who returned
to a role at Banco Santander SA. We also
appointed Julie Chakraverty as an Independent
Non-Executive Director (INED) on 11 June 2018.
The appointments add to the Board’s skills

and experience in financial services, digital

and innovation and risk management.

across the country for their contribution in
what has been a challenging and uncertain
external environment. The dedication and
commitment of our people has been the
driving force of our success in 2018 and will
continue to be the source of our strength
in the years ahead.

Shriti Vadera

Chair
26 February 2019

Santander UK Group Holdings plc 3
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Santander UK
at a glance

We are uniquely
placed as a leading
scale challenger.

We have a simple
and straightforward
business model
which focuses on
retail and commercial
banking customers.

We are a large customer-focused bank and
possess the scale and breadth of proposition
to challenge the big four UK banks. With
our omni-channel approach, we serve our
customers through digital channels, in
particular mobile, alongside a network of
branches and Corporate Business Centres
all supported by telephone call centres.

We play an important role in the UK
economy and in the communities in which
we operate. We help people purchase their
home, save for the future and support
business growth. We employ c23,800
people and we paid £445m of corporation
tax and £86m through the UK Bank Levy
in 2018.

UK Market position

3rd

largest mortgage provider®

4th

largest current account provider?®

5th
largest commercial lender®

(1) Santander UK analysis
(2) CACI's CSDB Current Account Stock, Volume,
December 2018

4 Santander UK Group Holdings plc

We provide high quality,
seamless service across our
branch network, digital and
telephony channels

0 0

|
15 million

active UK customers

nln
755

branches®

64

Corporate Business Centres

£199.9bn

customer loans

%

£172.1bn

customer deposits

We offer innovative products
and services to help people
and businesses prosper

Digital Investment Adviser

Our Investment Hub platform now offers easy
access to online investment advice, investing
as little as £20 per month up to a maximum
investment of £20,000. In less than

30 minutes, customers can receive a

personal investment recommendation.

Read more in the panel on the opposite page.

11213 Business Current Account

SMEs have traditionally been underserved

by banks in the UK, which we aim to change.
We introduced a dedicated current account

for small businesses and expanded our support
by providing access to our branch network.

Santander Chatbot

Machine learning increasingly plays a role
in helping to better serve customer needs.
Following a pilot in April, we introduced
Santander Chatbot, which is designed to
provide quick and relevant solutions to our
online banking customers.

Investing in our future

We are building new state-of-the-art offices

in Milton Keynes and Bootle, using sustainable
materials and consolidating our existing offices
in these areas under one roof to create our
flagship technology hub. The new campus in
Milton Keynes will house over 5000 people,
and we plan to include community facilities
and workspaces for local businesses.

(3) As at 31 December 2018. Branches include 52
university branches.
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We do things The Santander
Way: Simple, Personal and Fair

Our customers are at the heart of
everything we do

We believe a motivated and engaged workforce
provides the best customer service and
embedding the right culture and behaviours is
crucial to this. The nine behaviours, chosen and
defined by our people to represent our values,
are now embedded in how we measure
performance and determine reward for our
people and the management team.

Read more on page7

We have a culture of personal responsibility
Each of us does our part to:

- Identify risks and opportunities
- Assess their probability and impact
- Manage the risks and suggest
alternatives
- Report, challenge, review, learn
and ‘speak up’.
IDENTIFY
ASSESS
MANAGE

REPORT

Read more on page 17

A simple tool for a new type of investor,
our Digital Investment Adviser

Making our products more accessible for all
our customers is a key priority. To further
improve this, we have introduced a new
investment advice service, our Digital
Investment Adviser. This is an online service
to provide affordable high-quality investment
advice to customers who have less experience
with investing and it leverages our Investment
Hub platform, the service we set up last year
providing access to more than 1,300
investment funds. We also offer a Financial
Planning service for customers who want
face-to-face advice.

Our ring-fenced bank is
managed through three
customer business segments,
supported by the Corporate
Centre

Retail Banking

Mortgages, savings, investments, current
accounts, credit cards, personal loans and
insurance for individuals and small businesses
with an annual turnover of up to £6.5m.

Read more on page 144

Corporate & Commercial Banking

Products and services including loans, bank
accounts, deposits, treasury services, trade and
asset finance for SME and corporate customers
with annual turnover of £6.5m to £500m.

Read more on page 146
Corporate & Investment Banking

Tailored services and solutions for corporate
customers with annual turnover above £500m.

Read more on page 147

Corporate Centre

Management of capital, funding, balance sheet,
pension and liquidity risk. Includes treasury,

non-core corporate and legacy portfolios,
including our Jersey and Isle of Man branches.

Read more on page 148

Ring-fence implementation

Read more on page 22

Our Digital Investment Adviser provides

easy access to investment advice and helps

to establish whether investing is right for

the customer, recommending alternative
savings options in case it is not. In less than
30 minutes, through the completion of simple
and interactive activities, a personal savings
recommendation is offered with the potential
to invest from £20 per month up to a
maximum investment of £20,000.

Our consistent
strategy underpins
our business

[ONO)
LY
Customers

Grow customer loyalty and market share.
Deliver operational and digital excellence.

OO

{0}

Shareholders
Achieve consistent, growing profitability
and a strong balance sheet.

OO
"’y
People

Live The Santander Way
through our behaviours.

OO0

(&

Communities
Support communities through skills,
knowledge and innovation.

Read more in our Stakeholder Review
on pages 24-27

Santander UK Group Holdings plc
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CEO review

We have achieved much as a business
in 2018 and continue to help our
customers at the moments that matter

most to them.

Q. 2018 marks the end of your three-year
targets. What progress have you made
towards meeting them, and how does this
deliver against your overall purpose?

A. We have made significant progress in

our ambition to become the best retail and
commercial bank in the UK. I am proud of
what we have achieved across all areas of the
business, including meeting the majority of our
targets set in 20715, despite the uncertain and
competitive operating environment.

I am also pleased with the overall progress of
our digital transformation, with 41% growth in
digital customers. Although this did not reach
our ambitious 2018 digital customer target,
we benefitted from having a bold goal to work
towards. For example, following the roll out of
NeoCRM in 2017, we are facilitating greater
digital adoption through a seamless, joined-up
service across all our channels.

We want to help people and businesses
prosper, through our ongoing commitment to
deliver customer-centric products and services,
and bringing competition to the market.
Recent launches of innovative digital products
and services have improved our customer
experience, as demonstrated by our strong
customer satisfaction scores. Our loyal SME

6 Santander UK Group Holdings plc

and corporate customers increased 5% to
320,000; achieving our 2018 target early

in the year and ahead of time. This clearly
demonstrates the value of our targeted digital
investments, which are an overriding priority
for our business.

We have also delivered for our shareholders
with a return on tangible equity within our
target range and a CET1 capital ratio in
excess of 13%. This has been done without
compromising dividend payments or our
credit quality, while delivering our strategy
of selective growth.

Q. Given the uncertain UK environment,
how are you building resilience for the bank
and its customers?

A. This has been a particularly challenging
period for the banking industry and many of
the business and personal customers we
support. We have not been immune from these
issues, as shown by a 14% reduction in profits
for 2018, but there has been encouraging
results in our targeted growth areas.

Net mortgage lending in 2018 was £3.3bn, our
strongest in more than three years. We also
achieved solid growth in lending to trading
businesses and continue to support export

ambitions of UK SMEs. Meanwhile, we have
managed down our exposure to Commercial
Real Estate by focusing on risk-weighted
returns.

For our retail customers, we recently launched
our Digital Investment Adviser - transforming
investment choices for those who would not
normally invest their money via an online
platform. I'm extremely proud of this
innovative, customer-centric product, which
offers something truly different to the rest of
the market.

Our ring-fencing structure is now in place with
all required transfers from Santander UK to

the Banco Santander group completed, which
alongside a risk management initiative, resulted
in a £2.7bn reduction in customer loans.

13.2%

CET1 capital ratio



Our Santander
Behaviours

Living The

Santander Way

The Santander Behaviours
describe how we should interact
day-to-day with our colleagues,
customers, shareholders and

communities to bring Simple,
Personal and Fair to life.

¢

| am proud of what we have
achieved across all areas

of the business, including
meeting the majority of
our targets set in 2015

The current operating environment remains
uncertain, which requires extensive planning
to build resilience within the business. There
is no more obvious example of this than our
preparations for Brexit. We are planning for all
potential outcomes, including a no-deal Brexit,
so that we can give our customers the best
service possible. But we are in a strong
position, as demonstrated in the latest PRA
stress test, which confirmed our readiness

to deal with any sudden changes to the

UK economy.

Q. What have been the key areas of
challenge and opportunity for Santander
UK over the past year?

A. Given the current environment, we have
worked particularly closely with our SME
customers, in order to alleviate uncertainty and
to identify opportunities for growth and trade.
The business environment and customer
behaviour is continuing to change in response
to rapid technological developments. That is
why we are also undertaking a significant
transformation to meet our aim of becoming
the UK’s best open financial services platform.

We need to become leaner and more agile,
focusing on our core business areas and
becoming a simpler, more automated and
digital business. This means providing more
personalisation, 24/7 availability and immediate
delivery of products and services. We plan to
utilise digital and automated solutions to
maximise our efficiency, optimise systems and
processes, delivering operational excellence.

Bring Passion and
energy and give
my best

Embrace Change and
look for better ways
to do things

Actively Collaborate
with others to get the
best outcome for the
customer

Give Support to
colleagues by taking a
genuine interest in them
and appreciating

their contribution

Speak Up and challenge

where necessary

Show Respect
including through

Truly Listen for
different and new
opinions and am
open to challenge

Talk Straight and
think about the
impact of my words

@o
&@

Keep Promises
and make decisions

the little things

We have launched comprehensive programmes
across the bank to transform our cost base and
intend to increase our usage of cloud-based
solutions to reduce costs.

We have also initiated changes in our branch
network which has included closing those
branches that are not fully utilised. I fully
appreciate how this impacts customers and
how difficult these decisions are for our own
people, but these changes will enable us to
focus our resources on those key branches that
serve the broadest spectrum of our individual
and business customers. The branch network
will continue to play a crucial role in how we
deliver products and services, with a renewed
focus on personal service, convenience and
social engagement.

There is always more to do and more to

learn, in order to serve our customers better.
There are lessons to be learnt from the FCA's
investigation into our probate and bereavement
processes, and subsequent fine, which served
as a sharp reminder of what can happen to our
customers when our systems do not work as
they should.

Q. How are you supporting the UK’s
business community?

A. Our business customers benefit from a bank
which is UK-focused, yet part of wider global
group. This provides them with personal and
efficient access to expertise, experience and
technology across the Banco Santander group.
Our International team has leveraged Banco
Santander’s footprint in 10 markets, and wider
network of partnership banks, to create robust
trade channels into new markets for UK SMEs.

We are helping UK businesses explore new
export opportunities through trade corridors,
together with our virtual Trade Missions,
Webinars and Inward Trade visits. Last year
alone, we ran international trade missions to
India, Poland, Singapore, Argentina, the US,
China, Chile and the UAE, establishing three
new trade corridors. We are also proud of our
innovative SME products; such as the new 11213

Business Current Account, which has attracted
over 8,000 new customers since its launch last
October. Meanwhile, our participation in the
Business Banking Switch is expected to attract
many more new customers who would benefit
from our unique proposition.

Q. How are you nurturing a healthy
business culture at Santander UK;
supporting your people and communities?
A. Three years ago we launched the Santander
Behaviours to embed our values - Simple,
Personal and Fair - into everything we do. We
want our customers to trust us to do the right
thing, to be a company who our people are
proud to work for and know they are valued.

| believe sustainability is an important measure
of success, in how we support our staff,
customers and communities. That is why we
have begun work to integrate sustainable goals
and perspectives into every single aspect of
our business.

We want Santander UK to be the bank of
choice for everyone - individuals who trust us
to manage their financial health and security,
businesses who rely on our support for their
strength and growth, and young people looking
to enhance their knowledge and skills.

I am incredibly grateful for the hard work of all
those who are making our bank a trusted and
valued partner for customers and communities
across the UK.

/D_ PEAY

Nathan Bostock
Chief Executive Officer
26 February 2019
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Market overview

Five major forces
continue to shape the
UK banking market.

Preparing for Brexit

The UK is due to leave the European Union
on 29 March 2019. While uncertainty
around Brexit remains, we are preparing
for a number of outcomes in order to
minimise the impact on our business

and our customers.

Our Brexit preparations are comprehensive
and we have dedicated significant focus
to ensure we can continue to serve our
customers whatever the outcome. In
particular we have taken account of the
nationality and location of our people and
customers, contract continuity, financial
markets infrastructure such as clearing,
access to Euro payment systems as well as
third party services and flows of data into
and out of the European Economic Area.

We expect the direct impact on our business
to be somewhat lower than for other

more diversified UK banks and corporates,
given our UK focus (98% of our retail and
corporate assets are UK based). We also
expect to benefit from being part of the
Banco Santander group, the largest bank in
the Eurozone (by market capitalisation) with
major subsidiaries outside Europe, which will
help us to continue to serve our customers’
domestic and international banking needs.

The wider impact on our business remains
uncertain and will be linked to the wider
UK economic outturn in the years ahead.
Nonetheless, we believe we are well
prepared and continue to be positioned
prudently as evidenced in the 2018 PRA
stress test results.

8 Santander UK Group Holdings plc
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Changing customer
behaviour

Customer expectations and
behaviours are evolving as
new technologies are more
widely adopted and through
changes in the UK’s
demographics

H

2.5 million users

Exclusively using mobile app

What we have seen

The profile and behaviour of customers has
continued to change which presents new
challenges and opportunities to the banking
sector. Customers’ expectations have changed
in the digital age; frictionless access and
real-time feedback are now minimum
expectations for the products and services they
use. In response, banks are re-evaluating their
service and operating models. This has resulted
in a need to increase digital capacity and a
consequent decline in the numbers of branches
across the UK.

Our response and looking ahead

We understand that our customers have
different needs and therefore we serve them
through the most suitable channel for them. For
our retail customers this can be through mobile,
online, branch or telephone. For our corporate
customers we have a network of Corporate
Business Centres (CBCs) across the UK.

Our NeoCRM relationship management tool for
retail customers allows seamless conversations
with customers across different channels.

We have also invested in technology like our
Investment Hub to help our customers manage
their money flexibly for the longer term. We
need to digitally transform the business to deliver
to the heightened expectations of customers. In
20719, we announced plans to reshape our branch
network and close 140 branches in response to
changes in how customers are choosing to carry
out their banking.

),

Strong market competition
The UK banking market
remains highly competitive,
with pressure on margins
and an ongoing focus on
ownership of customer
relationships and data

{n)

V23bps

Average net mortgage margin for
2018 vs 20170

What we have seen

Demand for new mortgages has been below
long-term averages, although this has improved
from the levels seen shortly after the financial
crisis. Together with much lower rates for fixed
mortgage products, this has led to a highly
competitive environment. Demand for
consumer credit has remained high, particularly
for auto finance. Recently, we have also seen
new entrants into the retail savings market,
increasing the level of competition and putting
pressure on the rates paid on savings accounts.

The Term Funding Scheme (TFS) introduced

by the Bank of England in 2016, and which
ended in February 2018, has helped to keep the
cost of funding low, contributing to an overall
increase in lending by UK banks while lowering
the rates offered for deposits.

Our response and looking ahead

As a leading scale challenger we are well-
positioned to succeed despite a competitive
market. We have continued to closely manage
new mortgage lending. We adjusted our
lending appetite accordingly when we felt

the trade-off between risk and return was
particularly low. Similarly we have managed
down our exposures in commercial real estate
and consumer credit through our prudent
underwriting criteria and our proactive

risk management policies. We need to have
good products at competitive prices and
deliver the best experience.

(1) Bank of England 2 year fixed 75% LTV less
Bloomberg average 2 year swap rate
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Rapid technological change
Technology is at the core

of the changing way we
interact with customers.

It offers improved experience
and convenience - driving

a move to digital channels

7%

Increase in use of contactless payments
in the UK in 20170

What we have seen

Using digital platforms has become integral

to many customers’ day-to-day banking, and
5.5 million customers are now using our digital
services. Technology presents opportunities
and challenges in our relationships with
customers, and will also shape our organisation
going forward.

Society is becoming increasingly cashless with
debit cards now being used more often for
payments than cash, each representing around
a third of all payments. This is in contrast to
2007 where cash was used in over half of
payments, and over the next ten years it is
expected to continue to decline to 16% of all
payments.”” Almost two thirds of people in
the UK now use contactless technology to
make payments, and it is expected that this
will make up 36% of all payments in 2027.0)

Our response and looking ahead

By utilising innovative digital solutions allied
with our customer-centric approach, we aim
to deliver excellence in customer experience.

Our ongoing collaboration with FinTech
companies through open IT architecture will
allow us to bring greater personalisation to our
services, anticipating our customers’ needs,
and providing a frictionless experience. We are
looking to adopt new ways of working to be
able to respond quicker to our customer needs,
leveraging the latest technologies and
accelerating our own digital transformation.

(1) UK Finance. (2018). UK Payment Markets 2018

&,

Demanding regulatory
agenda

Regulation in the UK

remains focused on

making banks stronger,
supporting positive customer
outcomes, and encouraging
greater competition

=

c90

Regulatory initiatives in progress

What we have seen

UK banks have undergone significant structural
change and invested considerable resources to

ensure compliance with ring-fencing legislation,
ahead of the deadline of 1January 2019.

Digital advances and Open Banking have
opened up the door of financial services for
both start-ups and established technology
companies, to leverage customer data

and improve competition, efficiency and
stimulate innovation.

In 2018, we have also seen the implementation
of three major pieces of regulation in General
Data Protection Regulation (GDPR), Second
Payment Services Directive (PSD2) and Markets
in Financial Instruments Directive (MiFID 1I),
and received confirmation of two more:
non-binding indicative minimum requirement
for own funds and eligible liabilities (MREL)
requirements and the final rules and guidance
on Payment Protection Insurance (PPI) from
the FCA.

Our response and looking ahead

We expect our returns to continue to be
impacted by increased regulatory compliance
costs and the demanding regulatory change
agenda, including the transfer of business for
ring-fencing. However, we remain confident
that we continue to have a profitable and
resilient business.

2)

Uncertain economic
environment

Despite a relatively stable
economy in 2018, the
outlook for the UK
remains uncertain

™

+0.8% to +1.9%

Range of HMT consensus for
2019 growth in annual GDP

What we have seen

The UK economy has experienced moderate
growth over the past three years, coupled with
record low levels of unemployment. Inflation
was very low in 2016, but has since risen above
2% which prompted the Bank of England to
increase the Bank Rate twice by 25bps, in both
2017 and 2018, to 0.75%.

House price growth has also slowed from
high single digit figures to a much more
modest level, with Buy-to-Let (BTL) lending
in particular slowing largely due to changes
in tax legislation.

Business investment has continued to be
affected by the ongoing uncertainty in the
UK economy following the UK’s referendum
on EU membership, which has dampened
corporate borrowing.

Our response and looking ahead

We have a track record of being consistently
profitable, with a resilient balance sheet and a
relentless focus on customers. We believe that
we are well-placed to manage any potential
uncertainties and deliver for our stakeholders.

In light of the uncertain outlook we continued
a strategy of selective growth. We believe that
our proactive risk management policies and
medium-low risk profile will deliver a resilient
performance in the business.

Santander UK Group Holdings plc

wv
=
=
I
or
@
ooy
o
=
[0}
°
]
=
~

M3IA3. [eIdUBUIS MBI SIY 9DURUISAOD

Sjusawalels |eppueuly

uoljewIoyul Jap|oyaieys



Annual Report 2018 | Strategic Report

Business model

Our purpose is to help people and businesses prosper.

Our aim is to be the best open financial services platform by acting

responsibly and earning the lasting loyalty of our stakeholders.

What we do

How we do it

Provide financial products and services
Mortgages, unsecured loans, credit cards,
banking and savings accounts, investment
and insurance products for individuals and
specialised services for companies

Generate sustainable profit
Earn margin on products, charge fees for
services, efficiently manage infrastructure

Build a resilient business

Invest in robust systems with enough capital
and liquidity for times of stress and through
the economic cycle

An excellent, seamless experience
Across all our channels, no matter how
our customers choose to engage with us

Take a prudent approach to risk
Make the right lending decisions
whilst mitigating the risks we face

Do things The Santander Way

Live the Santander behaviours in our
interactions with our stakeholders

2016-18 Strategic priorities

Use funding from diversified sources
Retail and corporate deposits via current
and saving accounts; wholesale funding
through a range of debt programmes
and market facilities

Maintain financial strength and resilience
Well capitalised with a medium-low risk
profile and a track record of profitability

Simple structure
Single point of entry resolution entity,
involving minimal disruption for our customers

Offer a differentiated proposition
Products and services tailored to be more
meaningful and relevant to customers’ needs

Identify, assess, manage and report risks
Which could impact our results, reputation
or the sustainability of our business

Aim to be the best open financial
services platform

Anticipate changing customer needs in
an already disrupted market

ol O@EO 6 @
Customers Shareholders People
Grow customer loyalty and market share. Achieve consistent, growing profitability Live The Santander Way through
Deliver operational and digital excellence. and a strong balance sheet. our behaviours.

10 Santander UK Group Holdings plc



How we stand out

Build strong customer relationships
Drive loyal relationships with personal
and corporate customers, leveraging our
experience and scale

International expertise for UK companies
Help UK companies expand into
overseas markets

Being an important part of a
well-diversified global bank

Shared management experience with
synergies from leveraging group technology

Improving customer service
For retail and corporate customers, with
further improvement at the heart of our plans

Most resilient UK bank
Lowest CET1drawdown for three years
running in the annual PRA stress tests

ONO)

(&

Communities
Support communities through skills,
knowledge and innovation.

Value creation
O O £3.3bn
Net mortgage lending
strongest in over three
Customers years

We help our customers prosper,  >£600m
by supporting our personal

Growth Capital Finance

customers through all the to SMEs since 2012
stages of their lives and
championing British businesses.
OO 50%
Target annual
dividend payout
Shareholders 1 years

We remain consistently
profitable with a strong
balance sheet.

Profitability and

dividend paid every year

00 £10.6m
Employee training and
development in 2018
People 73,900 days
We offer first-class Employee training
professional development in 2018

opportunities and competitive
pay and benefits.

O O £22.9m

@ Support for communities
397,500

Communities People supported
Our people are active in 2018
participants in a wide range of

community volunteering and

charitable activities and help

to decide which we support.

@ See how we measure success on page 12

See how we manage risk on page 16

See our new Sustainability approach on page 15

Santander UK Group Holdings plc
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Strategic review

We achieved

the majority of our
strategic targets,
which we set in 2015.

Although we made
significant progress,
we continue to aspire
to deliver more to
help people and
businesses prosper.

(1) See page 239 for KPI definitions.

(2) Customer satisfaction as measured by the Financial
Research Survey (FRS) run by Ipsos MORI.

(3) CAGR (Compound annual growth rate) is measured
between 31 December 2015 and 31 December 2018.

(4) Non-IFRS, see page 236 for nearest IFRS measures.
Reconciliation of the 2018 targets to equivalent targets
for the nearest IFRS measures are not available without
unreasonable efforts.

(5) Colleague engagement 2018 target relates to the Best
Companies Index run by The Sunday Times.

12 Santander UK Group Holdings plc

Key Performance Indicator®

Customers

00

Shareholders

OO0

{0}

People
6 @
Communities

O O

(&

Loyal retail customers
(million)

Loyal SME and corporate
customers

Retail customer satisfaction®@

(FRS %)

Digital customers
(million)

Fee income
(2015-2018, CAGR® %)

Return on tangible equity®

(%)

Cost-to-income ratio

(%)

CET1 capital ratio
(%)

NPL ratio
(%)

Dividend payout ratio®
(%)

Colleague engagement®

(%)

People supported
(cumulative from 2016 to
2018)

2018 result

4.1 million

320,000

Top 3

5.5 million

2%

9.0%

56%

13.2%

1.20%

47%

Top 3
UK Bank

875,400

2018 target

4.7 million
Not achieved

308,000
Achieved

Top 3
Achieved

6.5 million
Not achieved

5-10%

Not achieved

9-10%
Achieved

50-52%

Not achieved

c12%
Achieved

<2.00%
Achieved

50%
Achieved

Top 3

UK Bank
Achieved

600,000

2016-18
Achieved



How we performed

Loyal retail customers increased over the past three years although we did not achieve our
2018 target, as growth was impacted by competitive market for higher interest rate
products and management pricing actions.

Loyal SME and corporate customers increased as we continued to develop and improve
our customer experience and our products and services. We also expanded our
international proposition with eight UK trade corridors now established to enable
cross-border client referrals.

Retail customer satisfaction was in line with the average of our three highest performing
peers where we ranked second, on a rolling 12-month basis at 31 December 2018. Also,
on a Net Promoter Score basis, we are ranked in the top three highest performing peers.

Digital customers continued to grow, as digital acquisition and adoption continues to
drive change in the organisation. Although we have not achieved our aspirational target
set in 2015, overall growth in digital customers was 41% and has led to an improved
customer experience.

Net fee and commission income remained positive but was below our target range
largely due to regulatory changes which significantly impacted the ability to generate fee
income growth.

RoTE was within our target range, delivering shareholder value despite the competitive
and uncertain environment, while managing to higher capital requirements.

Cost-to-income increased in 2018 with income pressure and increased regulatory, risk and
control costs, and therefore we were not within our 2018 target range. Cost management
remains a priority as we invest further in our business transformation and deliver
operational efficiencies.

CET1 capital ratio improved with ongoing capital accretion and risk management
initiatives, leaving us strongly capitalised in the current environment.

NPL ratio improved, with credit quality remaining strong supported by our prudent
approach to risk, proactive management actions and the ongoing resilience of the
UK economy. The improvement was also driven by the write-off of the Carillion plc
exposures.

Dividend payout ratio, we maintained our dividend policy (50% of recurring earnings)
and declared £455m of ordinary dividends for the year.

Note dividend payout ratio excludes £668m dividend payment associated with ring-fence transfers.

Colleague engagement was broadly stable and we achieved our 2018 target of being a top
3 UK bank. We have seen high positive response scores particularly in relation to Line
Manager effectiveness, Risk Culture and Fairness.

People supported through employee participation and sponsored schemes greatly
surpassed our 2018 target. We supported people through a range of programmes
designed to build skills, knowledge and experience, as well as encourage innovation.

Note chart shows cumulative progress to target.

Results

2015 37
2016 37
2017 3.9
2018 4.1

2015 266,000
2016 290,000

2017 305,000
2018

2015
2016
2017
2018
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The next phase in our strategy

We are further developing our strategy, with a

focus on our core franchises and enhanced returns.

Evolving our strategy

Our strategy set in 2015 built upon the
significant commercial transformation over the
previous three years. We are further honing our
strategic priorities and leveraging the changes
we have delivered over the past three years.

We are facing a competitive and uncertain
external environment, which has placed various
pressures on UK banks. These pressures,

and the challenges they present, require

us to continue to evolve and adapt to our
operating environment in order to become

fit for the future.

The vast majority of our assets are within our
ring-fenced bank, Santander UK plc, which
gives us a robust platform to deliver the next
phase in our strategy.

Our long-term vision remains unchanged
Our strategy is evolving to focus on our core
franchise and enhanced returns. Back in 2015,
we set out our purpose which is to help people
and business prosper - this vision remains
unchanged. Building upon this customer-
centric approach, we aim to deliver sustainable
returns in a responsible manner.

Our approach has enabled us to build a strong
platform to continue towards our long-term
vision of becoming the UK's best open financial
services platform. We need to meet the needs
and expectations of our customers which are
being driven by the standards set by the largest
digital companies across the world. This will
mean increasing the level of personalisation,
making our services available 24/7 and ensuring
instant delivery for all our products and services.

14 Santander UK Group Holdings plc

Generate growth through valuable

and loyal relationships across chosen
business segments

This means focusing more on our core
business. We are engaging even more with
our retail customers, gaining greater insights
into what they need, utilising analytics such
as our NeoCRM tool. Alongside this, we are
continuing to deploy our omni-channel model.
Whether it is to our digital, contact centre or
branch channel, we are continually upgrading
and enhancing our platform to provide a
better service.

We are also increasing the specialisation of our
corporate business to be able to better serve
our customers. Our focus will be on developing
propositions, such as our asset finance and
trade finance businesses. Another important
strand to our corporate strategy will be
leveraging our international franchise, where
we have already established eight trade
corridors. These improvements will help drive
customer primacy, leveraging our relationship
model, local presence and expertise.

Deliver operational excellence by
maximising efficiency and customer
satisfaction through digital transformation
To support our ambition, we will need to
become a more agile organisation. This will
involve further simplification, automation and
digitalisation of the bank. These initiatives will
enable us to maximise efficiency and deliver
operational excellence.

To transform our cost base, we have initiated
comprehensive programmes across the bank.
We will look to optimise operating models and
systems, utilising automation and robotics to
improve productivity with increased usage

of paperless and cloud-based solutions to
reduce overheads.

Being part of a global group is expected to help
us in making these changes, as we can leverage
technology and best practices used globally
through the Banco Santander group.

Consistent profitability and prudent

risk management

Generating growth through customer loyalty
requires the delivery of the products and
services our customers need and demand.
Growth in our core retail business and

greater specialisation in our corporate business
will help improve returns. Together with
operational excellence, we aim to have the solid
foundations needed to remain consistently
profitable and to deliver improved returns.

We have a prudent and proactive approach to
risk management, and this means continually
upgrading our skills and infrastructure to
support both the evolution of the business and
our capability to deal with emerging threats,
such as cybersecurity.

C

>
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We will accelerate the
execution of our strategy.”

Our sustainability strategy

“A successful business is one that creates
sustainable growth and takes decisions thinking
not only about our customers and business,
but the wider economy and the environment.

As CEO of Santander UK, | want those
decisions to help drive prosperity for current
and future generations.”

Nathan Bostock, Chief Executive Officer

Embedding our sustainability approach

We know that financial institutions have an
important role to play in addressing areas such
as financial crime and financial inclusion, as well
as broader systemic issues such as the effect
that technological change and climate change
are having on our lives, our communities and
our planet.

Flagship technology hub, supporting innovation

As part of our continued investment in our
people and technology, we are building a new
campus in Milton Keynes. The building will be
constructed using sustainable materials and
run with minimal environmental impact.

This facility will become our flagship
technology hub, supporting collaboration and
innovation across the bank. When it opens in
2022 this will be home to over 5000 staff
and its state of the art facilities will include a
walking and running track, a fitness centre,

Be the best bank to work for

and have a strong internal culture

We need to make sure that our organisation
is ready for the future whilst ensuring

we attract, develop and retain the best people.

For example, we are looking at new digital
recruitment approaches, leveraging our
partnerships with universities. We want to
create a bank that is representative of the
society we operate in, and foster a culture
which promotes diversity and inclusion.

Our investments in the future will help us
enable agile ways of working and we aspire to
stand out as an employer of choice. By helping

At Santander UK we understand that the
decisions we take have an impact on society,
the UK economy, and our environment. This
is why in 2017 we embarked on an exciting
journey, to embed our purpose in every
business decision. In 2018, we used artificial
intelligence to understand which social and
environmental challenges are most important
to our customers, shareholders, people

and communities, and where we can have

a real impact.

Our new sustainability approach sets a
framework for action around these issues.

See more on our new sustainability approach
on page 25

workspaces for local businesses, areas for
the community and facilities for staff training
and development.

This investment and commitment in the
region is part of a significant local
regeneration programme to form an
important science and technology corridor,
dubbed ‘the silicon arc’ spanning Cambridge,
Milton Keynes and Oxford.

to balance work and home lives, supporting
mental and physical wellbeing and enabling
our people to keep growing and developing,
we can ultimately create a culture and
environment where everyone can thrive.

Supporting communities

Our ambition to make a positive difference to
our communities remains a crucial part of our
work. As part of our sustainability strategy we
aim to go beyond traditional volunteering and
fundraising to deliver long-term, meaningful
value to society. Through our initiatives and
programmes, such as DigiWise and our fraud
and scam workshops, we want to help improve
the financial resilience to our communities.

Create a thriving workplace

Driving sustainable economic
growth and financial inclusion

Driving inclusive digitalisation

Upholding the highest ethical
standards and fighting financial
crime

&
&
.
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Risk management overview

Sound risk management is at the centre of
our day-to-day activities. It benefits our
business and our customers by helping to
ensure balanced and responsible growth.

Top risks

We regularly review the top risks which could
impact our stakeholders. Risks we actively
monitored over the course of 2018 included:

Brexit

The UK is scheduled to leave the EU on

29 March 2019. Due to our main risk exposures
arising in the UK retail and commercial banking
market, we consider our Brexit-related risks to
be manageable. However, given the ongoing
uncertainty, we have continued to focus on the
refinement of our Brexit contingency plans and
also separately on actions that we would take,
in the event of a no-deal Brexit. In such a
scenario, we could experience increased levels
of activity, as our customers seek to deal with
changes in their financial circumstances. Our
planning has included testing our operational
readiness to ensure that we can continue to
operate effectively in the event of this
heightened activity. We have also undertaken
stress tests to ensure we remain financially
resilient, in the event of an economic shock
following Brexit. We are also working with our
regulators and industry bodies to manage
relevant changes to the regulatory frameworks.

Mitigating the impact of a low rate
environment

In August 2018, the Bank of England increased
Bank Rate from 50bps to 75bps. The path of
any future rate increases, according to the Bank
of England, is currently expected to be gradual,
particularly given ongoing uncertainties over
future relationship with the EU. In comparison
to 2017, the prospects for further rate
increases, however gradual, mean that our risk
exposure to lower interest rates has reduced.
We assess the potential impacts of future rate
increases on our customers to help ensure their
borrowing remains affordable.

Ring-fencing implementation

We have executed our ring-fence plans in order
to meet the 1January 2019 legislative deadline.
The majority of customer assets and liabilities
remain within the ring-fenced bank with
minimal disruption for our customers.
Corporate and wholesale markets business,

16 Santander UK Group Holdings plc

which is prohibited from inclusion in the
ring-fenced bank, was transferred to Banco
Santander London Branch.

Building and maintaining capital strength
Decisions made by regulators on the
implementation and interpretation of capital
rules and on macro-prudential issues can
impact our capital management, such as
adjustments to the countercyclical capital
buffer. We continuously review our capital
position on a forward-looking basis, and it is
also subject to the Bank of England’s stress
testing regime. The stress test results published
in November 2018, showed that we exceeded
the regulatory hurdle rate set by the PRA for
our projected CETTand UK leverage ratios.

Pension scheme

During 2018, a number of actions have been
taken to reduce the level of risk. These included
the execution of hedging strategies and asset
reallocation, which reduced the pension
scheme exposure to pro-cyclical assets. The
IAS 19 accounting position improved during the
year, and also to a lesser degree, the funding
position. Following the High Court judgement
concluding that defined benefit schemes
should equalise pension benefits for men and
women in relation to Guaranteed Minimum
Pension (GMP) equalisation, we have reflected
the impact of this decision in operating
expenses and in retirement benefit assets.

Financial crime

Aligned with the evolving regulatory
environment in the UK, we continued to
upgrade our Financial Crime control framework.
A centralised Santander UK-wide programme
with direct oversight and governance has been
established, including review by the Board
Responsible Banking Committee. We enhanced
systems and controls to aid compliance with
our legal and regulatory obligations.

Managing a complex change agenda

As part of our business planning strategy we
have continued to invest in a project portfolio
that supports risk, regulatory and growth
requirements. In order to effectively manage

our complex change agenda, we have
established robust processes and controls that
allow us to track potential issues and mitigate
implementation risk. In delivering key projects,
we keep pace with developments in the
regulatory environment and technological
advances, whilst focusing on maintaining our
market position and remaining competitive.

Cyber-attacks

In 2018, threats from the external cyber
environment continued to evolve, due to
heightened geo-political tension, and active
well-established cyber-crime groups. There
were also high profile incidents during the year
impacting airlines, social media services and
other UK banks. Specific mitigants implemented
in our Cyber Security Plans are currently
proving effective and we have experienced no
significant disruption to date. We also help our
customers stay safe online through a range

of our own and industry-wide initiatives.

Conduct risks

We are subject to a demanding regulatory
agenda, combined with uncertainty over
outcomes in several areas. Implementation

of new, often complex, regulatory changes

can affect all areas of our business, including
operational resilience, products and services;
risk management and controls; and culture and
behaviours. When implementing regulatory
change we focus on ensuring that our strategy,
leadership, governance, and approach to
managing and rewarding staff do not lead to
poor outcomes for our customers, competition,
or to market integrity. We expect all our people
to take personal responsibility for managing
risk through our I AM Risk programme.

Third party risks

In common with other UK banks, we rely on

a number of major suppliers, to continue to
deliver products and services to our customers.
The complexity and criticality of services
provided by third-parties to the industry is a
key operational risk that has been recognised
by ourselves, our peers, and the regulators.

We place emphasis on a carefully controlled
and managed Third Party Supplier Risk



Climate change risk

Climate change has become a focus of the
Bank of England and other regulators, with
both the PRA and FCA publishing papers in
October 2018 on climate change risk
management. These build on the Financial
Stability Board’s Task Force (TCFD)
recommendations on the disclosure of
climate related financial information.

The PRA draft supervisory statement
sets out expectations regarding firms’
approaches to managing the financial
risks from climate change. This includes
embedding climate change risks in
governance arrangements and risk

Framework, and are enhancing our resources
in this area in order to manage this risk. This
framework seeks to ensure that those with
whom we intend to conduct business meet our
risk and control standards throughout the life
of our relationship with them. We monitor and
manage our ongoing supplier relationships to
ensure our standards and contracted service
performance continue to be met.

Emerging risks in 2018

We regularly review the emerging risks that
could impact our stakeholders. Risks actively
monitored over 2018 included:

Changing customer behaviour

There are signs that customer loyalty is diluting
across the banking industry, as expectations
shift and population demographics evolve.
Increasingly, customers require greater
accessibility, simplicity, customer-centricity
and automation when interacting with their
banking services provider, which has the
potential to disrupt the banking sector.

Our customer centric transformation is well
underway, with further digital enhancements
planned for deployment in 2019 designed
around customer needs.

Strong market competition

The UK banking market continues to be highly
competitive. At present, our main competition
comes from incumbent banks who have
strengthened and restructured their activity
with a greater focus on the UK, and building
societies. New entrants are also making
progress, with lower barriers to entry and
reduced customer inertia. Margins across the
industry continue to come under pressure as a
result of this competitive environment. Areas of
particular competitive focus include mortgages,
a significant driver of profits in the UK retail
banking industry, and costs, as a key strategic
lever in protecting or improving financial
returns. Competition for deposits also remains

management practice, using scenario analysis
to inform strategy setting and risk assessment,
and the development of disclosures on climate
change risk.

We recognise that climate change is a
significant global issue and we support the
objectives of the Paris Climate Agreement on
limiting emissions. We welcome an industry-
wide approach to enhancing our climate risk
management practices, governance and
disclosure statements. We are working
alongside other industry participants as well
as engaging with our investors and other
stakeholders to shape the disclosure framework
in this emerging area.

intense and may escalate as competitors
replace funding received from Government
schemes. In the longer term, there is also
potential for new types of competitors, such
as major digital organisations, to gain market
presence by leveraging their large customer
bases and digital customer interfaces.

Rapid technological change

Consumer expectations are being reshaped by
technology-enabled experiences, including
those from other industries. Successful
organisations will be those that invest in
platforms that satisfy customers expectations
and at the same time deliver substantial cost
reduction in order to sustain profitability. We
continue to grow our digital customer base,
develop new digital channels, and improve
existing digital services, as well as automating
physical channels. We also place a high priority
on cyber security, including obsolescence
management, in order to protect our customers
and our reputation.

Demanding regulatory agenda

We continue to face a complex regulatory
change agenda. The FCA has been carrying out
a number of significant reviews such as a
Strategic Review of Retail Banking Models,
which will impact our business. The conduct
regulator also continues to progress a heavy
policy agenda, with proposals at varying stages
including but not limited to, a basic savings rate
and duty of care. The implementation of PSD2
and Open Banking remains a key focus in the
competition and payments agenda. The
Payment Systems Regulator is progressing the
development of a contingent reimbursement
model for victims of authorised push payment
fraud. The Bank of England and PRA are
working with other regulators to develop the
supervisory framework for operational
resilience, climate change risk management.
We are focused on managing our regulatory

$43tn

Estimated global costs resulting
from 6°C of warming

The cost of inaction: Recognising the
value at risk from climate change,
The Economist

| AMRISK -
our Risk Culture

@

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

— Identify risks and opportunities

— Assess their probability and impact

- Manage the risks and suggest
alternatives

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

risks, coordinated and prioritised through
specific project groups with both risk and
regulatory oversight.

Uncertain economic environment

UK economic growth was lower in 2018,
compared to 2017, as uncertainty over Brexit
adversely impacted upon business confidence,
with industry investment plans being delayed.
Unemployment remains low and average
weekly earnings have continued to trend higher
since early 2017. Arrears remain at historically
low levels, with good credit quality being
maintained across our lending portfolios,
supported by our prudent approach to lending.
Some normalisation from these cyclically

low levels could arise over the medium term,
should the credit cycle reach a turning point.
Regulatory bodies have cited potential
emerging risks to the global financial system
from leveraged loans in the Corporate Debt
markets, contagion from high levels of
non-performing loans in the Eurozone, and a
general repricing of risk premia in the markets.
Wholesale funding costs for banks have
increased as long-term funding spreads
widened in 2018 due to the pace and scale

of banks’ debt issuance.
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Risk overview continued

Risk types

All our activities involve
identifying, assessing,
managing and reporting
risks.

Strategic priority key:
© Grow customer loyalty
and market share

@ Deliver operational and
digital excellence

© Achieve consistent,

growing profitability and

a strong balance sheet

Credit Market (Banking market) Capital

(1203 (3] (3]

NPL ratio (%) NIM sensitivity +50 bps (£m) Total capital ratio (%)

2017 212
What we have seen What we have seen What we have seen

Credit quality remained strong
supported by our prudent
approach to risk, proactive
management actions as well as

the ongoing resilience of the UK
economy. Low interest rates

and falling unemployment have
contributed to a benign credit
environment resulting in low levels
of default in both the mortgage
and corporate portfolios. This has
also been reflected in a low cost
of credit of 0.10% compared to the
medium-term average of 0.20%

to 0.30%. Whilst the market
continues to show resilience, we
are cautious on the outlook in light
of growing market uncertainty.

The introduction of IFRS 9 has
changed how credit impairments
are recognised, with impairment
charges recognised according

to projected losses, whereas
previously this was only when
the losses actually incurred.

See more on IFRS 9 in our credit
risk review on page 70

How do we mitigate the risk
We manage our exposures
carefully to ensure we stay within
our risk appetite and agreed
concentration limits. We have
thorough credit checking and
approval processes to understand
the risk we take on when we lend.

We closely monitor the economy
and where we see areas of stress
we take action to reduce our
exposure or to adapt our pricing
to adequately reflect the risk.

18 Santander UK Group Holdings plc

Interest rates in the UK began to
rise following a prolonged low and
stable interest rate environment.
Bank rate rose for the first time in
ten years in November 2017 from
0.25% to 0.50% and rose 25bps
again in August 2018 to 0.75%.
Market expectations, supported by
Bank of England guidance, are for
future rate increases to be gradual
in nature, depending on the
performance of the UK economy,
and predicated on an orderly exit
from the European Union and the
wider global economic outlook.

Our balance sheet is positioned to
benefit from a rising interest rate
environment, although the pace
and scale of expected change will
moderate any impact on income.

How do we mitigate the risk

We use a variety of approaches to
protect the bank from interest rate
risk. These include using financial
instruments or by matching fixed
rate deposits with fixed rate loans
of a similar term.

Regulatory capital requirements
have continued to increase and

UK banks have grown capital to
meet the higher requirements.

We have generated capital
consistently, whilst undertaking
risk management initiatives,
including securitisations, to further
strengthen our capital position.

How do we mitigate the risk
We utilise a capital risk framework
that informs and monitors our
capital risk appetite. Capital and
leverage ratios are monitored to
ensure we meet current and future
regulatory requirements. We also
undertake wide-ranging stress
testing analyses to confirm our
capital adequacy under various
adverse scenarios.



Pension

®

Conduct
(1302 3 3)

Operational
00606

Financial crime
(2 33

Funded defined benefit pension
scheme accounting surplus (£m)

2015 483
2016 175
2017 204

2018 766

What we have seen

In recent years, UK pension funds
have experienced headwinds as

a result of falling long-term gilt
yields driving an increase in the
value of pension liabilities. In many
cases these increases in liability
values have only been partially
offset by increases in the value of
hedging assets and return-seeking
assets. Where funding positions
have deteriorated, additional
contributions may be required.

The accounting surplus was
impacted by falls in discount rates
over the period although this
reversed slightly in 2018. Deficit
contributions also contributed to
the increased surplus.

How do we mitigate the risk
We monitor pension risk on both
the accounting and funding bases
monthly against the overall risk
appetite set by the Board. A range
of investment strategies are used
to generate income and capital
growth to contribute to the
funding of the scheme benefits.
Hedging strategies are used to
mitigate the impact of inflation
and changing interest rates, as well
as currency movements and falls
in equity values.

Remaining conduct provision (£m)

What we have seen

In recent years, a major conduct
issue faced by banks relates to PPI,
with significant provisions set
aside by the industry for redress.
Following confirmation by the FCA
of the deadline for customer
complaints relating to PPI, banks
are now funding advertising
campaigns to inform customers
who may be eligible for redress.

We made no additional PPI
charges in 2018, based on our
recent claims experience, and
having considered the FCA's
Consultation Paper 18/33 issued
on 7 November 2018. We will
continue to monitor our provision
levels, and take account of the
impact of any further change in
claims received and FCA guidance.
Other conduct provisions primarily
relate to the sale of interest rate
derivatives.

How do we mitigate the risk
Our culture of Simple, Personal
and Fair, underpinned by our nine
behaviours, enables us to embed
a conduct strategy within the
business where we place the fair
treatment of customers at the
heart of what we do. We always
look to improve our processes and
training to ensure this, integrating
fair treatment into our product
and service design reviews.

Operational risk losses trend
(excluding PPl and losses below
£10,000) (%)

2015 43

W 2017 5

2018 3

What we have seen

Cyber risk has become an
increasingly prominent issue, with
various well-known companies
targeted with sophisticated
cyber-attacks, including
Distributed Denial of Service
(DDoS) attacks, malware and
phishing attacks.

How do we mitigate the risk

As one of the top three risks we
face, we utilise separate but
complementary approaches.

We operate a layered defence
approach to cyber risk, focused on
identifying, detecting, preventing,
responding to and recovering from
cyber-attacks, including simulation
tests. We carefully select our
suppliers and manage our ongoing
relationships diligently. Before we
engage in new activities, develop
new products, enter unfamiliar
markets or utilise new technology,
we conduct operational risk
assessments before we proceed.

£5Tm

incremental investment in the
financial crime transformation
programme to enhance
systems and controls in 2018

What we have seen

We have made a number of
enhancements to our systems
and controls in recent years.

We enhanced our partnerships
with public authorities and
strengthened our reporting to
senior management. This includes
implementing our Financial Crime
Transformation Program, which

is improving our risk assessment,
key systems and controls
including screening and
transaction monitoring.

How do we mitigate the risk
We are committed to the
strongest possible response to
financial crime risks. We carry out
risk assessments for customer,
product, business, sector and
geographic risk and also perform
due diligence to understand our
customers’ activities and banking
requirements. This targeted
approach allows us to predict,
detect, prevent and, where
possible, disrupt financial crime.
We are committed to the
public-private partnership in
combatting economic crime,
working closely with law
enforcement and government
agencies to stop the threat and
protect customers.
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CFO review

We made solid progress towards our strategic

and operational goals in 2018, delivering
shareholder value despite the competitive
and uncertain environment.

Prudently positioned in an uncertain
and competitive environment

Income pressures continue to be felt, mainly
from the competitive mortgage market, and
costs were impacted by regulatory projects
completed this year.

The business performed well despite the
competitive market. Net mortgage growth
was £3.3bn, our strongest lending in over
three years, and we continued to see lending
growth to non-CRE trading businesses whilst
we managed down our CRE exposure.

We completed a significant milestone this year

with the implementation of our ring-fence

structure and the transfers to Banco Santander

London Branch. This means that our 2018
financial results reflect the new statutory
perimeter within which we will operate
going forwards.

Profit before tax was £1,567m, down 14% from
£1,814m in 2017. The generation of sustainable
earnings and reduced RWAs meant our CET1
capital ratio increased 100bps to 13.2%. The
quality and strength of our balance sheet was
again demonstrated in the Bank of England

Summarised consolidated income statement

stress test results. For the third year running,
we were the most resilient of the UK banks
with the lowest drawdown of 1.4% on our
CET1 ratio.?

Delivering shareholder value

Net interest income was down 5%, impacted
by lower new mortgage margins, Standard
Variable Rate (SVR) mortgage attrition and the
£39m of accrued interest release on a foreign
tax liability in 2017, which was not repeated

in 2018. These were partially offset by
management pricing actions on customer
deposits and strong mortgage lending volumes.

(1) Comprised of ‘Net fee and commission
income’ and ‘Net trading and other

Income.
Net interest income 3,606 3,803 (2) CET1 drawdown is defined as CET1 ratio
Non-interest income® 937 1,109 at 31 December 2018 less minimum
Total operating income 4,543 4912 stress ratio B IR IFRS 9 basis (before
Opera.ting gxpenses before impairment losses, provisions and charges (2,563) (2,502) ;hc(:i;nnqspzcnzo;?vrs:;%s OTi?iiement
Credit impairment losses (153) (203)
Provisions for other liabilities and charges (260) (393)
Total operating impairment losses, provisions and charges (413) (596)
Profit before tax 1,567 1,814
Tax on profit (446) (560)
Profit after tax for the year 1,121 1,254
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Key performance highlights

1.80%

Banking NIM

(2017:1.90%)

£68.4bn

Retail Banking current account balances
(2017: £67.5bn)

Non-interest income was down 16% impacted
by a gain of £48m following the sale of our
shareholding in Vocalink Holdings Limited in
2017, which was not repeated in 2018, and
regulatory changes in overdrafts. This was
partially offset by increased income

in consumer (auto) finance and asset finance.

Operating expenses before credit impairment
losses, provisions and charges increased 2%.
The impact of higher regulatory, risk and
control costs and £40m of costs relating to
GMP equalisation were partially offset by cost
management programmes and operational
and digital efficiencies, as well as lower
Banking Reform costs.

Credit impairment losses were down 25%, with
Carillion plc charges in 2017, partially offset by
a number of charges and lower releases across
portfolios in 2018. All portfolios continue

to perform well, supported by our prudent

£1,567/m

Profit before tax
(2017: £1,814m)

£9.2bn

MREL eligible senior unsecured debt issued
(2017: £6.2bn)

approach to risk and the resilience of the UK
economy. The NPL ratio improved to 1.20%,
down 22bps from 2017.

Provisions for other liabilities and charges
decreased 34%, largely due to £109m PPl and
£35m other conduct provision charges in 2017,
which were not repeated in 2018. These were
partially offset by provision charges in Q418
of £58m in relation to our consumer credit
business operations and £33m relating to
historical probate and bereavement processes.

We are delivering shareholder value despite
the competitive and uncertain environment,
with return on ordinary shareholders’ equity
of 7.9% (2017: 8.9%), and return on tangible
equity of 9.0% (2017:10.2%).

Summary of segmental balance sheet assets and liabilities

£158.0bn

UK mortgage loans
(2017: £154.7bn)

£78.8bn

Risk-weighted assets (RWAS)

(2017: £87.0bn)

Strategy of selective growth

Customer loans decreased slightly to £199.9bn
(2017: £200.3bn), largely due to managed
reductions of £1.1bn in Commercial Real Estate
(CRE) and £1.4bn in non-core loans, as well

as £1.4bn of ring-fence transfers. In Sep18, we
also transferred £1.3bn of customer loans to
Banco Santander London Branch under a risk
management initiative. Lending growth of
£3.3bn in mortgages and lending growth to
non-CRE trading businesses partially offset
these decreases.

Customer deposits decreased to £172.1bn
(2017: £175.9bn) and the loan-to-deposit ratio
increased to 116% (2017: 113%). This was due
to lower corporate deposits and management
pricing actions resulting in a reduction in
retail savings products. This was partially
offset by a £0.9bn increase in personal current
account balances.

(1) Non-controlling interests refers to

2018 o other equity instruments issued by
AR il & Santander UK plc and PSA Finance
Customer loans UK Limited (PSA cooperation), a
Retail Banking 172.8 168.7 cooperation between Santander
Corporate & Commercial Banking 17.7 19.4 Consumer (UK) plc and Banque
Corporate & Investment Banking 4.6 6.0 PoA Fmah@ SA (accounted for
as a subsidiary).
Corporate Centre 4.8 6.2
Total customer loans 199.9 2003
Other assets 89.5 114.5
Total assets 289.4 314.8
Customer deposits
Retail Banking 142.1 143.8
Corporate & Commercial Banking 17.6 17.8
Corporate & Investment Banking 4.8 4.5
Corporate Centre 7.6 9.8
Total customer deposits 1721 1759
Medium-Term Funding 49.0 406
Other liabilities 52.1 8211
Total liabilities 273.2 298.6
Shareholders’ equity 15.8 15.8
Non-controlling interest® 0.4 0.4
Total liabilities and equity 289.4 314.8
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CFO review continued

¢

98% of our assets and
liabilities are within the
ring-fenced bank.”

Banco Santander SA

Santander UK

Group Holdings plc

Ring fenced bank

Santander UK plc

Retail Banking

Corporate &
Commercial
Banking

Corporate and
Investment
Banking

Santander London
Branch (SLB)

Abbey National
Treasury Services plc

Small number of
legacy positions

Crown
Dependencies

Jersey and Isle of
Man businesses
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Other assets and liabilities both decreased
predominantly due to ring-fence transfers
of derivatives contracts to Banco Santander
London Branch. Shareholders’ equity
remained broadly flat with ongoing capital
accretion through retained profits offset

by dividend payments.

Maintaining balance sheet strength

The CET1 capital ratio increased 100bps to
13.2%. This reflected steady profit growth
and risk weighted assets which reduced by
£8.2bn to £78.8bn. RWAs decreased largely
as a result of ring-fence transfers (£5.5bn),
risk management initiatives, including
securitisations (£3.0bn), and the widening of
scope of our large corporate risk model earlier
in the year. The UK leverage ratio remained
stable at 4.5%.

Wholesale funding with a residual maturity

of less than one year increased to £16.8bn and
the liquidity coverage ratio (LCR) increased

44 percentage points to 164%. This reflected
prudent planning and some pre-funding of our
2019 wholesale funding requirements, in light
of potential market disruption from Brexit.

Robust funding plan executed in 2018

We issued £14.8bn of medium-term funding,

of which £2.7bn (sterling equivalent) was senior
unsecured notes from our holding company,

Our ring-fence structure

In 2013, UK legislation established a new
requirement for certain UK banks to ring-fence
their retail activities by 1January 2019. The
intention was to enhance the resilience of the
largest UK banks and to reduce the possibility
of essential banking services being disrupted
in the event of a large bank getting into
financial difficulty.

We are now compliant with this legislation,
following the conclusion in 2018 of the required
transfers from Santander UK to Banco
Santander London Branch.

Under our current model, Santander UK plc

is the ring-fenced bank of the Santander UK
group. It serves all our personal customers

in the UK and the vast majority of our business
customers. Any service or products which
cannot be offered, or customers that cannot

£4.5bn from our operating company, £4.3bn
were covered bonds, £2.2bn were securitised
funding and £1.1bn from other secured funding.
We are well placed to meet MREL
requirements, with £9.2bn of senior unsecured
funding from our holding company issued

to date. Medium-term funding is likely to be
lower in 2019 given the pre-funding completed
in 2018.

Our Brexit preparations

The UK is due to leave the European Union on
29 March 2019. While uncertainty around
Brexit remains we are preparing for a number
of outcomes in order to minimise the impact
on our customers and our business. Our Brexit
preparations are comprehensive and we have
dedicated significant focus to ensure we can
continue to serve our customers whatever the
outcome. In particular we have taken account
of the nationality and location of our people
and customers, contract continuity, financial
markets infrastructure such as clearing, access
to Euro payment systems as well as third party
services and flows of data into and out of the
European Economic Area.

Ring-fence implementation

As part of ring-fencing implementation, in July
2018 we transferred £1.4bn of customer loans,
£21.5bn of other assets and £20.7bn of liabilities
from Santander UK to Banco Santander

be served by the ring-fenced bank, are
now catered to through Banco Santander
London Branch.

Additionally, in 2018 Abbey National Treasury
Services plc (ANTS) became a subsidiary of
Santander UK Group Holdings plc (formerly

a subsidiary of Santander UK plc). ANTS holds
only a small number of legacy positions and the
business of our Jersey and Isle of Man branches.

Ring-fencing has been the biggest project that
we have ever undertaken, involving significant
effort over a number of years. In total, it has
cost c£240m and at its peak around 1,000
people were working to ensure the business
was ready in time.




London Branch, which included £19.7bn

of assets and £18.8bn of liabilities related to our
derivatives business. These transfers reduced
RWAs by £5.5bn and we paid an associated
dividend of £668m. In June 2018, we also
transferred £1.3bn of customer assets to

Banco Santander London Branch under a risk
management initiative, which reduced RWAs
by £1.2bn.

2019 outlook remains uncertain

We expect global economic activity to continue
to expand in 2019, albeit at a slower pace with
a number of heightened risks to the outlook
from the ongoing imposition of trade
restrictions, geopolitical tensions and slower
growth in developed economies. These risks,
together with the uncertain environment,
highly competitive banking market and
demanding regulatory agenda in the UK,
mean we are cautious in our outlook.

In our core lending markets, we anticipate
modest growth, with mortgage market growth
of 3%, with weaker buyer demand and
subdued house price growth likely to continue.
Corporate borrowing market growth is
expected to slow to c2%, as uncertainty
continues to dampen investment intentions,
particularly in the short term

2018 PRA stress test:
Santander UK most resilient
of UK banks

The results of the latest PRA stress tests were
released in November 2018. The parameters

of the stress scenario were very similar to the
2017 stress test, with severe downturns in GDP
of 4.75% and house prices of 33% along with

a sharp increase in unemployment to 9.5%.
Additionally, the stress scenario reflects the
expected result of such a downturn with bank
rate increasing to 4% in response.

With a stressed CET1 ratio of 10.8% before
allowed management actions, on an IFRS 9
transitional basis, we significantly exceeded
the PRA threshold requirement of 7.5%.
Additionally, with a stressed leverage ratio
of 3.9% we exceeded the PRA threshold
requirement of 3.26%.

Our base case anticipates a slight improvement
in economic growth, predicated on the UK’s
orderly exit from the European Union. The low
levels of unemployment should continue with
inflation on a downward path which, coupled
with rising wages, should result in real earnings
growth. Extrapolating from the economic
outlook at the end of 2018, our assumption

is that there will be a 25bps rise in base rate

in H219.

Banking NIM is expected to be lower than the
1.80% seen in 2018, as a result of competition
in new mortgage pricing, SVR attrition and
limited capacity for further liability margin
improvement. SVR attrition is expected to be
lower than the net £4.9bn reduction in 2018.

We expect costs to increase slightly as we
invest further in our business transformation,
face an intensifying regulatory change agenda
and manage inflationary pressures. Incremental
digital and strategic investments in process
automation as well as system and platform
rationalisation are also planned. These actions,
together with global Banco Santander group
initiatives, will improve our customer
experience and deliver operational efficiencies
over time. We expect to provide further
guidance on cost management initiatives

in the next few months.

As a result of the exercise, the Bank of
England did not require Santander UK
to undertake any actions.

For the third year in a row, we were the most
resilient of the UK banks with the lowest
drawdown of 1.4% on our CET1 ratio.?”

The outcome of the stress test underlines
the quality of our UK-based balance sheet as
well as our strong risk management practices.

(1) CET1drawdown is defined as CET1 ratio at
31 December 2018 less minimum stressed ratio on
an IFRS 9 transitional basis (before the impact of
‘strategic’ management actions and conversion
of ATY).

We expect our net mortgage lending to
be broadly in line with 2018, as we focus
on quality customer service, retention and
improved proposition for first-time buyers.
We will continue to actively manage our
CRE exposures while our lending growth
to non-CRE trading business customers

is expected to remain robust.

Over the last few years, in addition to the
significant changes we implemented for
ring-fence compliance, we have taken a
number of actions to position the bank for
the uncertain environment. | believe these
actions together with our prudent approach
to risk leave us well placed for the future.

Antonio Roman
Chief Financial Officer
26 February 2019

Bank of England 2018 stress tests
CET1drawdown (percentage points)

Santander UK
7 Barclays
I Rss
Lloyds
HSBC
Nationwide

Source: Bank of England, Stress testing the
UK banking system: 2018 results
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Stakeholder review

We believe that the performance of
our business cannot be considered
separately from the sustainability of
the wider environment and prosperity

of our stakeholders.

ONO)

Q Q Customers

We want to help people and
businesses prosper and we aim
to do so by being Simple,
Personal and Fair in everything
we do.

Digital innovation

In 2018 we launched a new mortgage servicing
hub in online banking, to give customers more
control and flexibility to manage their
mortgage online. As well as providing real-time
information about their mortgage, customers
can now make one-off extra payments, saving
them money over the life of their mortgage.
This service has been well-received, with over
£3m of payments made by our customers in
the first two weeks. We also continue to see
more customers choosing to stay with us with
55% choosing to take a new deal online, up 7pp
on 2017.

As more of our customers choose to bank
online, our aim is to give them more options and
flexibility in managing their money. We have
enabled the setting up of regular overpayments,
instant decisions in principle on an additional
loan, and notifications of when their mortgage
deal is coming to an end. Alongside other
digital innovations such as our Digital
Investment Advisor and Santander Chatbot,
we have continued to improve our banking app,
which resulted in our iOS rating improving to
4.8 in Decl8, based on 181,000 reviews.

Optimising our branch network

We continued to invest in our branch network
across the UK, completing the refurbishment of
over 72% of our branches since 2013. We also
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updated our 52 University branches by
introducing more digital services.

We are a signatory to the Access to Banking
Standard which ensures open and fair
communication where banks decide to close
branches. In 2018 we closed 46 branches in line
with this standard, following ongoing reviews
to ensure our resources are targeted efficiently
to best meet the changing needs of customers.

We have embraced the joint initiative between
HM Treasury and UK banks to raise awareness
and confidence in everyday banking services
available at the Post Office by jointly funding a
marketing campaign ‘Bank at your local Post
Office’ and increasing the prominence of the
Post Office services on our website and branch
literature. In areas where we close branches,
our branch teams work closely with the local
Post Office to ensure customers are aware of
the banking services available locally.

In early 2019, we announced plans on reshaping
our branch network and closing 140 branches,
in response to changes in how customers are
choosing to carry out their banking. We plan
to have a combination of larger branches and
smaller branches to offer customers more
convenient access to banking services.
Furthermore, in order to deliver a branch
network for the future we are refurbishing
100 branches over the next two years through
a £55m investment.

Supporting our vulnerable customers

We remain committed to providing support for
our vulnerable customers and have continued
to progress in this area in 2018. Rolling out

our Specialist Support Team to all branch
colleagues has been a key focus. The team
provide dedicated support to over 7,500 branch

colleagues when they are dealing with
customers who have complex needs and are
in vulnerable situations. In 2018, we have
supported almost 900 customers with this
specialist approach.

We are also active members of the Financial
Abuse Working Party, through UK Finance,
and have committed to the resulting Code of
Practice to better support and protect victims
of financial abuse.

We are championing British businesses
Santander Breakthrough helps ambitious
businesses grow and prosper through a range
of activities focused on building connections,
gaining knowledge, finding and retaining talent,
international growth and finance. During 20718,
we were proud to have supported 7,902
businesses across all of our Breakthrough
activities. This included more than 4,200
attendees joining 193 Breakthrough in Branch
events, which continue to connect business
owners to their local business community.

We know how challenging it can be to start and
grow a business. Our Liverpool City Incubator
helps steer start-up founders in the right
direction and throughout 2018 provided
tailored support to 28 businesses. More than
1,700 SMEs have benefited from the Santander
Universities Internship Programme with access
to subsidised internships from one of more
than 80 partner universities. Some of our
customers have the potential for significant
growth and require capital as well as non-
financial support. In 2018, our Growth Capital
Team provided £20.7m of growth capital and
£100.7m of senior debt to 35 SMEs.



The four pillars of our sustainability strategy

Help people and businesses prosper by:

000

Creating a thriving
workplace

&

Driving sustainable
economic growth
and financial inclusion

B

Driving inclusive
digitalisation

.

Upholding the highest
ethical standards and
fighting financial crime

This will help us
deliver on our
strategic priorities
and create value for
all our stakeholders:

OO0
m Shareholders

We aim to deliver a long-term,
sustainable return for our
shareholders while helping
people and businesses prosper.

Being an important part of a global bank
We are a subsidiary of Banco Santander SA and
part of the Banco Santander group. Alongside
its London Branch and Wealth Management
business, we form its UK presence. The Banco
Santander group is a leading retail and
commercial bank, founded in 1857, head-
quartered in Spain. As of 31 December, it was
the largest bank in the eurozone by market
capitalisation (€64.5bn) and 16" in the world
and maintains a leadership position in our local
markets in Europe and the Americas.

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

Innovative banking
products for SMEs

SMEs employ more than 16 million people in
the UK and have created three times as many
jobs in the past five years as the country’s
largest firms. Despite their importance,

SMEs have long been underserved by the
banking sector.

\ 4

Support to communities

other equity instruments, in the form of four
AT1 securities issued in 2014, 2015 and 2017.

Consistent shareholder returns

Santander UK has a track record of consistent
profitability which is built on the strength of
our proposition, cost discipline and our prudent
approach to risk.

Our track record of profitability has enabled
us to pay a dividend every year since 2008.
Our policy is to declare a dividend of 50% of
earnings attributable to ordinary shareholders.

Benefiting from being an

independent subsidiary of a large group
The Banco Santander group has a well-balanced
distribution across mature and developing
markets, and mix of products for individuals

all
£1,121m

profit after tax
(2017: £1,254m)

In 2018 we launched the new 1|2|3
Business Current Account, to shake up
the market for SMEs. This innovative,
value-adding account gives businesses
up to £300 cashback per annum, access
to 12|3 Business World preferential rates
and offers, and the ability to deposit
cash balances of up to £1,000 each
month at Santander branch and Post
Office counters. The account has been
rated as ‘Five stars’ by Moneyfacts.

Customer loyalty and market share
growth; Operational and digital
excellence; Consistent and growing
profitability and strong balance
sheet; Strong internal culture;

While driving
customer
satisfaction and
strengthening
our reputation

and companies. Our model of legally
independent subsidiaries, autonomous

in liquidity and capital, means that we can
mitigate the risk that difficulties affecting
one subsidiary impact another. Subsidiaries
are managed locally, so that the expertise and
knowledge of local markets is fully utilised,
with each subsidiary also having its own
resolution plan.

The subsidiary model gives us considerable
financial and operational 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.

Importantly we benefit from Banco Santander’s
strong brand, products and platforms as well

as their systems development capacity -

we utilise common technology platforms.
Taken together, these constitute a major
competitive advantage for us.
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Stakeholder review continued

o)
OW People

We aim to create a thriving
workplace that attracts, retains
and rewards the most talented
and committed people. Our
culture promotes diversity and
inclusion, prioritises wellbeing
and develops our people’s skills.

Helping our people prosper

We provide our people with a competitive
package of pay and benefits, to reward them
for their individual contribution to the business
and our sustainable performance. In 2018, 35%
of our people participated in one or both of our
two HMRC-approved share save schemes and
88% of our people participated in our pension
schemes. We are a Living Wage and London
Living Wage employer. We have positive
strategic relationships with Advance and

the Communication Workers Union (CWU),
our two recognised trade unions.

In 2018, our people undertook 73,933
development days and we invested £10.6m,
equipping them with the skills they need for
now and in the future, including digital skills.
We are enabling people to work in a way that
suits their individual needs and helps to create
a thriving workplace. We also announced plans
to upgrade two of our main offices with new
state-of the-art buildings; Milton Keynes will
become our flagship technology hub and
Bootle, our contact centre and operations hub.

26 Santander UK Group Holdings plc

Building a bank for everyone

We want to create a bank that is representative
of the society we operate in. In our 2018
engagement survey, 85% of our people agreed
that we created an environment where people
of diverse backgrounds can succeed (+6pp

to external benchmark) and 87% agreed

that we act responsibly and make a positive
contribution to society (+12pp to benchmark).”

We recognise the potential that everyone
can bring to the organisation. A number of
initiatives, programmes and training build
inclusivity across our business. These include
our six employee-led diversity networks,
returnships programme, women'’s leadership
development training and our cutting-edge
research in partnership with Business in

the Community (BiTC): ‘Equal Lives’ which
uncovered the societal and organisational
biases that exist among men and women
with caring responsibilities and how these
can impact women's career progression.

Our commitment to driving racial diversity
has seen us listed again as a Top Employer for
Race.@ In 2018, we built on this by signing the
BiTC Race at Work Charter, committing to
taking more action to support ethnic minority
career progression and analyse our ethnicity
pay gap data. In 2018, we were the only
financial services provider to feature on the
Social Mobility Employer Index 2018. Across
our business, we have continued to increase
our support for Apprenticeship schemes in

Commitment to equality
of opportunity

Our gender pay and bonus gaps reflect our
organisational structure. We have
proportionately more women than men in
our branch and customer service centre
roles, and proportionately more men in our
senior leadership team. In December, we
reported a mean average gender pay gap of
33.6% (-1.7pp from 2017) and a mean average
gender bonus gap of 68.1% (-1pp from 2017).

While we are pleased there has been some
progress in our gender pay gap, there is still
much to do. We are committed to
addressing this gap through transparency,
understanding the root causes of issues and
finding solutions that are both practical and
beneficial to employees.

2018 and have 15 apprenticeship schemes
in place with over 500 apprentices.

Gender diversity

In June 2016, we signed the HMT Women

in Finance Charter - setting a 50% (+/-10%)
gender target for our senior female population
over five years. Women made up 30.7% of
senior managers, 35.7% of executive committee
and 54% of our Board at 1 January 2019.

In recognition of our approach to creating a
gender diverse bank, we were a Times Top 50
Employer for Women in 2018.

Prioritising wellbeing

We aim to provide a wellbeing proposition that
covers Physical, Mental, Financial and Social
Wellbeing. In 2018, we launched our Mental
Wellbeing Network, a hub to provide support,
raise awareness and help people Speak Up.
The network is rapidly growing with over 1,200
members. Over 2,400 managers completed
‘Positive about Mental Health Training’.

In 2018, we partnered with Nudge to offer an
interactive tool to support financial wellbeing.

=R
—\

87%

Of employees agree that we act responsibly
and make a positive contribution to society
(+12pp above external benchmark)

We promote equality and inclusion through our
partnerships with organisations such as BiTC,
Stonewall, Business Disability Forum, MyGwork
and Working Families, and have received
external recognition for our approach to
supporting diversity.

Our Embrace network, provides leadership,
support and insight on LGBT+ related matters
and aims to reflect and celebrate diversity in
the workplace in order to create a supportive
and inclusive culture. Currently in the UK,

the network has over 3,000 staff members.

Further details and our latest annual Gender
Pay Gap report are available at
www.santanderjobs.co.uk/diversity.

(1) Colleague engagement survey, conducted
by Mercer
(2) BIiTC, Best Employers for Race, 2018




OO0
@ Communities

We support and invest in
communities across the
UK to foster sustainable
economic growth.

Helping our communities prosper

Our volunteering and fundraising in 2018
focused on building skills, developing knowledge
and supporting innovation, through a number
of partnerships to support this strategy.

All employees benefit from the opportunity

to volunteer in teams for local community
organisations, and we saw 11,561 staff engage
with this programme during 2018. Through
work experience initiatives with our partners
National Citizen Service and Career Ready,

we offered students from all backgrounds work
opportunities, which in turn will create talent
pools that businesses and the economy need.

In 2018, the Santander Foundation awarded
over £3.3m in grants to almost 700
organisations to deliver projects that improve
skills and knowledge and promote innovative
solutions to help disadvantaged people in the
UK. The foundation donated over £2.1m
through the Staff Matched Donation Scheme
to support our employees’ fundraising.

We developed our popular in-school mentoring
program (Wise workshops), where Santander
volunteers teach students about topics such

as responsible money management or career
planning, to include a new module around
staying safe online. DigiWise sessions help

13 and 14 year old students understand their

Tackling financial and social
exclusion

In 2016 our staff chose to support Age UK

and Barnardo's over a three year term with a
commitment to help our communities prosper.
The partnership has transformed the lives

of thousands of older and younger people,
working together to tackle financial and social
exclusion. Through volunteering and fundraising
opportunities, employees have raised over £3m
since 2016, with 95% saying the events made
them feel proud to work for Santander.

The over-60s is the fastest-growing group in
society, with many at risk of financial and social

digital footprint, data protection rules

and intellectual property law. We partner with
Young Citizens, an education charity working
in schools to educate, inspire and motivate
the citizens of tomorrow.

Fraud and scams education

We continue to volunteer in communities

to raise awareness of fraud and scams. Our
people supported local organisations and
community groups by delivering our Fraud and
Scam Awareness Workshops. We also worked
extensively with Age UK, our 2016-18 charity
partner, to deliver educational sessions on
fraud and scams to groups of older people.

We also run a Scam Avoidance School (SAS), an
engaging campaign to raise awareness of the
sophistication of scammers. This is run in all of
our branches and is free for the public to attend.
The popularity of these events was recognised
in July 2018, when members of our Fraud and
Customer Interactions team presented the
campaign to Members of Parliament.

Our Universities programme

Santander Universities is our global programme
to support and advance education. Since 2002,
Banco Santander has donated over €1.6bn to
universities across the globe. This made the
programme one of the largest global corporate
contributors to education.®

000

£3.2m

Total fundraising for our charity
partners between 2016-18

exclusion. With our funding, Age UK have
launched ‘Ambitions for Later Life’ to combat
this. This has supported 5,300 older people
to plan for the times ahead and be more
financially resilient. In the programme’s first
two years, Age UK helped people access over
£6.7m in unclaimed benefits.

With Barnardo’s, we established the On-Track
project to transform the lives of vulnerable
unemployed young people. Since 2016 the
service has helped 340 young people
overcome major challenges in their lives,
enabling them to fully participate in society
and have access to financial services which
meet their needs.

Vision 2020 sets out our aim to provide
impactful, diverse and inclusive support

to higher education, through education,
entrepreneurship and employability. Our goal
is to provide life-changing opportunities to
more people over the next three years than
we have in the previous ten. We will ensure
80% of individual recipients are from widening
participation backgrounds and aspire to an
equal gender balance.

In the UK we've donated over £79m to 84 UK
partner universities in the last eleven years. In
2018, we directly supported more than 29,000
students, graduates and university staff
through initiatives focusing on education,
employability and entrepreneurship. We also
funded internships for students and graduates
in SMEs across the UK, supporting 2,811
internships with 38% of students going on

to further employment. Our aspiration is to
achieve a 75% employment rate by 2020.

Looking to the future

In 2019, we aim to go beyond traditional
volunteering and fundraising to deliver even
more long-term, meaningful value to society.
We are redefining the purpose and activity of
the Santander Foundation, to ensure the
greatest positive impact in our communities.
Moving beyond skills, knowledge and
innovation, we will seek to focus our resources
on topics where we can make a difference
such as financial inclusion and education,
digital inclusion and fighting financial crime.

(1) UNESCO and Varkey Foundation. (2015). Creating a
baseline for Corporate CSR Spend on Global Education
Initiatives.

/
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Environment and ethics

We are committed to
upholding the highest
ethical standards.

Our strategy

In 2018, we defined a new strategic direction
for our Corporate Social Responsibility and
Sustainability approach. Our vision is to deliver
purpose-led sustainability activities that are
aligned to business objectives, and where we
can make a real impact - making the best use
possible of our resources.

We have established a new strategy based on
four Sustainability Pillars which reflect our
identified priority topics. These are the issues
that are most important to our internal and
external stakeholders and where we feel that
as a bank we can make the biggest difference.

Ethics

Ethics and integrity are at the heart of a
prosperous business and society. Corruption,
bribery, modern slavery and financial crime
erode the value that business creates and
divert precious resources away from the
socio-economic growth of our country.

We want to protect and maintain our

licence to operate by acting responsibly and
demonstrating how we live up to our values
in everything we do. We are determined to
uphold the highest standards and promote
human rights, sound business ethics and
corporate culture. See page 60 for more on
our Code of Ethical Conduct and Anti-Bribery
and Corruption Policy.

Responsible lending

Our policy on Aerospace and Defence, Energy,
Mining, Metals and Soft Commodities defines
our approach towards creating long-term value
within these sectors while managing
reputational, social and environmental risks
stemming from customers’ activities.

In 2018 we also released a Sensitive Social and
Ethical Sectors Policy to guide our investment
in certain sectors, strengthening our local
governance. Our Reputational Risk Forum is
responsible for reviewing, monitoring and
escalating to Board key decisions around
financial and non-financial reputational risks.

Climate change

Externally, and as part of the Banco Santander
group, we comply with the Equator Principles,
factoring social, ethical and environmental
impacts into our risk analysis and decision
making process for financial transactions.
These principles address matters such as
climate change, prevention of pollution

and toxic waste emissions, biodiversity,
indigenous peoples and human rights.

We are one of the largest renewable energy
financiers ranking jointly as the number one
lender to the sector by number of transactions
in 2018 in Europe and the UK. In 2018 we
provided £922m of debt financing to 19
renewable energy projects, some of which are
portfolios of assets. Each of these projects
support our common objective to decarbonise
society by producing renewable energy and
reducing overall energy consumption.

Our Project & Infrastructure finance team
provides financing to onshore, offshore
wind, solar and biofuel projects both at a
pre-construction and operational stage. In
addition to this, we offer advisory services to
our renewable and alternative energy clients
on how to raise capital to fund these types
of projects.

Our Environment & Energy Management
Systems (EMS & EnMS) provide a framework
for defining responsibilities and processes in
relation to waste, energy, water, travel and
supply chain management at our 15 main
offices and data centres in the UK. In 2018,
we successfully recertified the I1SO 14001 &
ISO 50001 accreditation across all of

these properties.

Ethical supply chain

We want to do business with like-minded
companies who share our values and ambition
to be a driver of prosperity and who therefore
meet our risk and control standards as outlined
in our Third Party Supplier Risk Framework.

We continually review our supply chain
management policies and processes to
comply with the 2015 Modern Slavery Act
requirements. We require our suppliers to

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 Strategic Report. Under English law the Directors would be liable to the Company, but not to any third
party, if this report contained errors as a result of recklessness or knowing misstatement or dishonest concealment of a
material fact, but would otherwise not be liable. The Strategic Report has 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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comply with explicit requirements to
respect human rights and adhere to ethical
labour practices.

We meet the Living Wage requirement for
employees of suppliers who work at Santander
UK sites, and our standard supplier contracts
include specific requirements to respect human
rights and ethical labour practice based on the
principles of the UN Global Compact.

Non-financial information statement
Non-financial information produced in
compliance with s414CA and s414CB of the
Companies Act 2006 can be found on pages
10,11,16 t0 19, 28 and 60.

We commissioned SGS United Kingdom Ltd
to provide assurance at moderate level on the
veracity of non-financial 2018 data and claims
on pages 24, 26 and 27 of this Stakeholder
review. The full assurance statement, as well
as further details on how we help people and
businesses prosper, including a data table

of stakeholder and environmental metrics,
will be available at www.aboutsantander.co.uk

(1) Inframation Renewable league tables UK, 2018

Combating
modern slavery

We are committed to tackling modern
slavery and human trafficking. As a major
financial institution, we are in a position
to identify potential proceeds of human
trafficking. Our Financial Intelligence Unit
works closely with the National Crime
Agency and industry bodies.

This year we rolled out mandatory bank-wide
training for colleagues, including key
indicators of potential human trafficking
or modern slavery across all aspects of

a customer relationship. This supports
colleagues to spot and report likely
perpetrators or victims through their
behaviour, transactional activity or physical
indicators. Our research and findings have
been published and shared with other
financial institutions around the UK.




Governance

Santander UK Group Holdings plc is the immediate parent company of Santander UK plc. The two
companies operate on the basis of a unified business strategy and have common Boards, albeit the
principal business activities of the Santander UK group are carried on by Santander UK plc and its
subsidiaries (the Santander UK plc group).

1i0da1 213218415

The Company’s Corporate Governance and Risk Frameworks have been adopted by its subsidiaries
to ensure consistency of application. Prior to November 2018, the Corporate Governance and Risk Contents
Frameworks were applied from the level of Santander UK plc across the Santander UK plc group

9JUBUIIA0D)

and adopted by Santander UK Group Holdings plc. Board of Directors 30
Corporate Governance report 33
As a result, the review of the business and principal risks and uncertainties facing the Company, Chair’s report on corporate governance 33

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 Annual Report as operating within the Company for all periods presented.

Board Nomination Committee
Chair’s report
Board Risk Committee Chair’s report
Board Audit Committee Chair’s report
Board Responsible Banking Committee
Chair’s report
Directors’ Remuneration report
Board Remuneration Committee
Chair’s report
Remuneration report and
remuneration policies
Remuneration implementation report
Directors’ report
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Board of Directors

@ shriti Vadera
Chair

Skills and experience

Shriti was an investment banker with SG
Warburg/UBS from 1984 to 1999, on the
Council of Economic Advisers, HM Treasury
from 1999 to 2007, Minister in the UK
Government from 2007 to 2009 (Cabinet
Office, Business Department and International
Development Department), G20 Adviser from
2009 to 2010, and advised governments, banks
and investors on the Eurozone crisis, banking
sector, debt restructuring and markets from
2010 to 2014. She was a Non-Executive
Director of AstraZeneca plc between 2011

and 20718.

Other principal appointments

Director of Santander UK plc* since January
2075 and Chair since March 2015, Non-Executive
Director of BHP Group Plc (formerly BHP
Billiton plc) since 2011 and Senior Independent
Director since 2015.

© Julie Chakraverty
Independent Non-Executive Director

Skills and experience

Julie brings extensive experience and
knowledge in financial services, digital and
innovation, business leadership and in risk
management. She was a Non-Executive
Director of Standard Life Aberdeen plc
between 2017 and 2018.

Julie was a Non-Executive Director of Aberdeen
Asset Management plc from 2011 and its Senior
Independent Director from October 2016 until
her retirement from the Board in 2018. She
chaired its Risk and Innovation committees.

She has served on the Boards of MS Amlin plc
(where she chaired their Remuneration
Committee), Spirit Pub Company Limited and
Paternoster Limited. Her executive career was
spent with UBS, where she held a number of
global leadership positions, and JP Morgan.

Other principal appointments
Independent Non-Executive Director of
Santander UK plc* since 11 June 2018. Founder
and Chief Executive of Rungway Limited.
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© Annemarie Durbin
Independent Non-Executive Director

Skills and experience

Annemarie has 30 years’ international retail,
commercial, corporate and institutional banking
experience culminating in membership of
Standard Chartered’s Group Executive
Committee. She was Group Company
Secretary at Standard Chartered and an
independent Non-Executive Director on the
board of Fleming Family and Partners Limited.
She was a member of the Listing Authority
Advisory Panel from 2015, and Chair between
2016 and 2018.

Annemarie is an executive leadership coach
and a Board governance consultant. She brings
broad based international banking, executive
remuneration, internal audit, crisis
management and governance capabilities

to the Board.

Otbher principal appointments

Independent Non-Executive Director of
Santander UK plc* since January 2016. Chair of
Cater Allen Limited* since 15 November 2018.
Non-Executive Director of WH Smith PLC
since 2012.

o Ed Giera
Independent Non-Executive Director

Skills and experience

Ed is an experienced Non-Executive Director,
having held a number of Board roles following
his career with JP Morgan Securities, the
investment banking affiliate of JP Morgan
Chase & Co. He provided corporate finance
advisory and fiduciary services as Principal of
EJ Giera LLC and was formerly a Non-Executive
Director for the Renshaw Bay Structured
Finance Opportunity Fund, NovaTech LLC, and
the Life and Longevity Markets Association.

Ed was also a director of Pension Corporation
Group Ltd from 2012 to 2015, and Pension
Insurance Corporation Holdings Ltd from 2008
to 2012. He was a Non-Executive Director of
ICBC Standard Bank Plc and a Non-Executive
Director of Pension Insurance Corporation
Group Limited from 2015 to 2018, respectively.

Otbher principal appointments
Independent Non-Executive Director of
Santander UK plc* since August 20715.
Non-Executive Director of the Renshaw
Bay Real Estate Finance Fund since 2012.

r




For Board Committee membership, see Board and Committee membership, tenure,
attendance and remuneration. For full bios visit
www.santander.co.uk/uk/about-santander-uk/about-us/non-executive-directors

© Chris Jones
Independent Non-Executive Director
Santander UK’s Whistleblower’s Champion

Skills and experience

Chris was a partner at PwC from 1989 to 2014.
He focused on the financial services industry
from the mid-1980s and was a Senior Audit
Partner specialising in the audit of banks and
other financial services companies. He also led
PwC's EMEA Financial Services practice and
was a member of their Financial Services global
leadership team. He is a past president of the
Association of Corporate Treasurers and was
Chairman of the Advisory Board of the
Association of Corporate Treasurers between
January 2010 and July 2018.

Other principal appointments

Independent Non-Executive Director of
Santander UK plc* since March 2015. Audit
Committee member of the Wellcome Trust
since 2016. Non-Executive Director of Redburn
(Europe) Ltd since 2014. Investment Trustee of
the Civil Service Benevolent Fund since 20715.
Board member of the Audit Committee Chair’s
Independent Forum since January 2019.

© Genevieve Shore
Independent Non-Executive Director

Skills and experience

Genevieve brings digital, technology and
commercial expertise to Santander UK from a
career in the media, publishing and technology
sectors, most recently as Chief Product and
Marketing Officer of Pearson plc, and
previously as Director of Digital Strategy and
Chief Information Officer. Genevieve has also
advised and invested in Education Technology
start-ups and works with female executives as
a coach and mentor.

Other principal appointments

Independent Non-Executive Director of
Santander UK plc* since May 2015. Non-Executive
Director of Next Fifteen Communications
Group plc since 2015. Non-Executive Director
of Moneysupermarket.com Group plc since
2014. Non-Executive Director of Arup Group
Limited since 2017. Independent Non-Executive
Director of the Rugby Football Union

since 2017.

@ Scott Wheway
Independent Non-Executive Director
Senior Independent Director

Skills and experience

Scott brings extensive retail and consumer
knowledge to the Board, having formerly held
various senior roles at Tesco plc, including
Operations Director and CEO, Tesco Japan.
Following this, he was CEO of Best Buy Europe
and Managing Director and Retail Director of
The Boots Company plc and Managing Director
of Boots the Chemist at Alliance Boots plc.
Scott also has experience of the financial
services sector through his past roles at Aviva
plc (Non-Executive Director from 2007 to
2016) and Aviva Insurance Limited (Chairman
from 2015 to 2017).

Other principal appointments
Independent Non-Executive Director of
Santander UK plc* since 2014. Non-Executive
Director of Centrica plc since 2016. Chairman
of AXA UK plc since 2017.

©O AnaBotin
Banco Santander Nominated
Non-Executive Director

Skills and experience

Ana joined the Banco Santander group in
1988 and was appointed Executive Chair of
Banco Santander SA in September 2014. Ana
has been a member of Banco Santander SA’s
Board and Executive Committee since 1989 and
previously served as Chief Executive Officer
and Executive Director of Santander UK plc
between 2010 and 2014. She has extensive
financial services experience. She directed
Banco Santander SA’s Latin American
expansion in the 1990s and was responsible
for the Latin American Corporate Banking,
Asset Management and Treasury divisions.

Other principal appointments

Executive Director of Santander UK plc* in
2014. Non-Executive Director of Santander UK
plc* since September 2014. Executive Chair of
Banco Santander SA* since 2014 and Director
since 1989. Non-Executive Director of The
Coca-Cola Company since 2013. Vice-Chair
of the Empresa y Crecimiento Foundation
since 2000. Vice-Chair of the World Business
Council for Sustainable Development since
2016. Member of the MIT’s CEO Advisory
Board since 20715.

(6]

—

* Part of the Banco Santander group.
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Board of Directors continued

© Lindsey Argalas
Banco Santander Nominated
Non-Executive Director

Skills and experience

Lindsey joined Banco Santander SA in 2017 as
Chief Digital and Innovation Officer in charge
of digital transformation and innovation.

She joined from the Silicon Valley-based
software company Intuit Inc, where she held a
number of senior positions from 2008 to 2017,
most recently as Chief of Staff to the CEO.
Prior to that, Lindsey worked as a Principal

at the Boston Consulting Group for 10 years.

Lindsey brings extensive international
experience of driving growth and leading
transformational change with particular
expertise in new market entry, customer-driven
innovation and digital experiences.

Other principal appointments
Non-Executive Director of Santander UK plc*
since 1January 2018. Director of Santander
Fintech Limited* since September 2017.

@ GerryByrne
Banco Santander Nominated
Non-Executive Director

Skills and experience

Gerry has been Chairman of the Supervisory
Board of Santander Bank Polska SA* (SBP) since
2011 having joined the SBP Board as Deputy
Chairman in 2001. He held several senior
management roles at AIB Group, both in
Ireland (from 1973 to 2000) and in Poland
(from 2001 to 2010), latterly as Managing
Director of the Central Eastern Europe Division
in 2009-2010. He is a member of the Irish
Institute of Bankers, Irish Management Institute
and an alumnus of Harvard Business School.

Other principal appointments
Non-Executive Director of Santander UK plc*
since December 2017. Chairman of the
Supervisory Board of SBP since 2011.

@ Nathan Bostock
Executive Director
Chief Executive Officer

Skills and experience

Nathan joined Santander UK from RBS, where
he was an Executive Director and Group
Finance Director. He joined RBS in 2009 as
Head of Restructuring and Risk, and Group
Chief Risk Officer. He previously spent eight
years with Abbey National plc (now Santander
UK plc*) and served on the Board as an
Executive Director from 2005. During his time
with Abbey National plc, he held other senior
positions including Chief Financial Officer.
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He was also at RBS from 1991 to 2001 in a
number of senior positions and spent seven
years before that with Chase Manhattan Bank,
having previously qualified as a Chartered
Accountant at Coopers & Lybrand (now PwC).

Otbher principal appointments

Chief Executive Officer of Santander UK plc*
since September 2014. Member of the PRA
Practitioner Panel since 2014 and a Member
of the Financial Services Trade Investment
Board (FSTIB) since 20715.

@ SusanAllen
Executive Director
Head of Retail and Business Banking

Skills and experience

Susan has substantial experience in the banking
sector following a career spanning over 25
years. She joined Santander UK in 2015 as MD,
Retail Banking before being appointed as Chief
Transformation Officer the same year. In March
2017 she was appointed as Head of Retail
Distribution. Prior to joining Santander UK, she
held a number of senior roles at RBS including
CEO, Customer Solutions Group Corporate
Banking and MD, UK Retail.

Otbher principal appointments

Executive Director of Santander UK plc* since
1January 2019. Director of Cater Allen Limited*
since December 2017.

@® Antonio Roman
Executive Director
Chief Financial Officer

Skills and experience

Antonio has extensive financial services
experience across a wide range of areas
including Finance, Investor Relations and
Retail Banking. He was appointed Treasurer of
Santander UK plc in 2014, with responsibility
for the management of interest risk, liquidity,
funding, economics and investor relations.
Antonio joined Santander UK plc in 2013 as
Deputy Treasurer and prior to that held the
position of Head of Financial Management at
Banco Espanol de Credito SA*. He also worked
for Grupo Caja Madrid where he served as
Financial Controller from 2007 to 2010.

Other principal appointments

Chief Financial Officer of Santander UK plc*
since 2015 and Executive Director since August
2017. Director of Cater Allen Limited* since
December 2017 and Abbey National Treasury
Services plc* since July 2014. Member of UK
Finance’s Financial and Risk Policy Committee
since 2015.

* Part of the Banco Santander group.



Chair’s report on corporate governance

My report describes the roles, responsibilities

and activities of the Board and its Committees.

Our governance

Santander UK voluntarily complies with the

UK Corporate Governance Code (the Code)

wherever applicable in order to practice best

standards of corporate governance. Although,
as a non-listed subsidiary of a European banking
group, we are not required to comply with the

Code. In addition to the Code, our governance

practices and rules are set out in a number of

key documents, principally:

- The UK Group Framework, which defines
clearly our responsibilities and relationship
with Banco Santander SA, our shareholder.
This provides us with the autonomy to
discharge our responsibilities in the UK in
line with best practice as an independent
board while providing Banco Santander SA
with the oversight and controls it needs.
Clarity of roles and responsibilities is key to
ensuring proper accountability for decisions
and outcomes

- The Corporate Governance Framework, which
is designed to assist the Board of Directors in
discharging their responsibilities, by ensuring
an appropriate scheme of delegation
throughout the Santander UK group.

Ring-fencing

As the substantive business of the Santander
UK group is currently conducted by Santander
UK plc, our ring-fenced bank under our current

How we spent our time (%)

2018 2017
B Business and Customer 47 45
W People 18 15
H Risk and Control 17 20
B Regulation and Capital n 10
B Governance 7 10

(1) In addition, ad hoc Board Committee meetings were
held to consider the Company’s application for the RBS
Alternative Remedies Incentivised Switching Scheme
and conduct matters.

(2) 2018 data reflects total Board time spent in Board
meetings, Board workshops, Board lunches and the
Board Strategy Day to give a more complete view of
how the Board spent its time in 2018. This is a change
from 2017, where the data reflects time spent in Board
meetings only.

business model, the PRA has granted a number
of rule modifications to enable Santander UK plc
and Santander UK Group Holdings plc to operate
simultaneous boards and board committees with
common director membership. This enables
them to run efficiently and supports effective
oversight of the business.

We have reviewed our governance
arrangements to ensure full compliance with
the Banking Reform Act. This included elevating
the Corporate Governance Framework to
operate at the level of Santander UK Group
Holdings plc, whereas previously it operated
at the Santander UK plc level. This provides
coverage to entities within the Santander UK
group that sit outside of the ring-fence. Further
details are set out in the Board Nomination
Committee Chair’s report.

Board membership

Through the Board Nomination Committee,
we ensure we have the right composition

of individuals on the Board, providing an
appropriate balance of skills, experience and
perspectives and regularly review succession
planning in order to maintain a strong Board
and executive talent pipeline. Board and senior
management succession was also the focus of
a number of Board dinners during the year.

(¢

The Board aspires to become
the best governed bank,
supporting Santander UK’s aim

We have appointed Susan Allen as Executive
Director and Head of Retail and Business
Banking with effect from 1 January 2019, in
place of Javier San Felix who returned to a
Group role at Banco Santander SA. We also
appointed Julie Chakraverty as an Independent
Non-Executive Director (INED) on 11 June 2018.
The appointments add to the Board’s skills

and experience in financial services, digital

and innovation and risk management.

During 2018, two of our Non-Executive
Directors stepped down from the Board.
Alain Dromer, an INED, resigned with effect
from 31 August 2018 after five years and
Juan Inciarte, one of our Group NEDs,
retired on 31 December 2018 after fourteen
years on the Board.

On behalf of the Board, | would like to thank
Javier San Felix, Juan Inciarte and Alain Dromer
for their invaluable service to the Board and
the Company.

As a Board, we set ourselves a diversity target
of 33% female representation on the Board by
2020. We have exceeded this target, well in
advance of the deadline, with a current female
representation of 54%.

Board activities
Read more on p34

Board membership,
tenure and
attendance

Read more on p58

to be the best bank for our
people, customers, shareholder
and communities.”

Shriti Vadera
Chair
26 February 2019
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Chair’s report on corporate governance continued

We anticipate this ratio will decline this year as

we look to return our Board size to 14 Directors.

I am pleased that the ratio will remain at or
close to target and represents a significant
improvement from the 13% female
representation in 2015. All aspects of diversity
form part of our Board succession planning
process, which is explained in the Board
Nomination Committee Chair’s report.

Board Committees

The Board delegates certain responsibilities to
Board Committees to help discharge its duties,
as set out later in this section. The Committees
play an essential role in supporting the Board
in these duties, providing focused oversight

of key areas and aspects of the business.

The role and responsibilities of the Board and
Board Committees are set out in formal Terms
of Reference. These are reviewed at least
annually as part of the review of the Corporate
Governance Framework.

Summary of Board activities in 2018

Board
Nomination
Committee

Board Risk
Committee

Board Audit
Committee

Board
Responsible
Banking
Committee

Board
Remuneration
Committee

*Board and Committee meetings held concurrently with Santander UK plc.

During 2018, the annual review focused
on considering the impacts of ring-fencing
legislation, as well as assessing the
consequences of changes to the Code.

Board activities

The Chair, with the CEO and Company
Secretary, and with the support of all Directors
and senior management, ensure that the Board
has an appropriate schedule so that its time

is focused on matters of strategic importance
to the business and monitoring of risks

and controls.

The Board’s activities in 2018 included the following themes:

Actions taken by the Board and outcomes

The Board monitors progress against the
strategic priorities on a regular basis. It also
held its annual Strategy Offsite in June
where it gave particular focus to the three
year strategy, together with our longer-term
plans and aspirations, recognising the
internal and external challenges faced

in light of our competitive and uncertain
operating environment.

To ensure the most effective use of the time at
Board meetings, in addition to the delegation
of certain responsibilities to the Board
Committees, the Board has Board dinners,
external speaker lunches and workshops.

Business and - Reviewed, challenged and remained apprised of the performance and strategy of the business divisions and functions, strategic business
customer opportunities and developments with customer experience.
- Reviewed, challenged and approved the 3-year business plan (2018-2021) and the Budget for 2019, including cost efficiencies and
associated risk assessments.
- Received and discussed regular updates on ring-fencing, including considering options in relation to the Jersey and Isle of Man branches.

Strategy - The Board held its annual Strategy Day in June 2018. They discussed: a comprehensive industry overview including banking trends and
competitors, the Banco Santander-wide strategy and synergies between Banco Santander and Santander UK; M&A market opportunities;
the three year business plan; strategies for Retail Banking, Corporate & Commercial Banking, Santander Services and Property; Strategic
workforce planning; and digital and transformation programmes.

Regulation, - Reviewed, challenged and approved the ICAAP, ILAAP, and Recovery and Resolution Plan; adequacy and effectiveness of stress-testing
Balance Sheet and capital management; Ring-Fencing Programme; Dividends and AT1 Payments.
and capital - Received regular updates on capital planning.

- Considered asset and liability management activities and was appraised of regulatory developments.
- Approved policies including the Volcker Policy, Modern Slavery Statement, Money Laundering policy and Ring-Fencing related policies.
- Participated in the 2018 BoE Concurrent Stress Test, agreeing key assumptions and capabilities and approved the final submission.

Risk and - Reviewed, challenged and approved the update to the Risk Appetite and monitored performance across all risk types.

control - Received regular enterprise wide risk updates from the CRO, together with updates on specific risks, such as pensions, cyber security,
Brexit.

People and - Received updates on issues including HR strategy, talent management and succession planning, gender pay, and diversity and inclusion.

Culture - Considered the annual Whistleblowing Report.

- Received updates on culture, considering our long-term strategic direction and assessment findings from the Banking Standards Board.

Governance - Considered the impact of Ring-Fencing legislation on governance arrangements, and made consequential revisions to the Corporate
Governance Framework and UK Group Framework.
- Approved the appointment of a new INED and executive director.
- Reviewed, challenged and approved Santander UK’s Annual Report.
- Assessed the performance of the Board, its Committees and the Chair. Received regular updates from Board Committees, via the Chairs.
- Approved revised Board strategic priorities.
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The Board ensures regular contact with senior
management through a number of means. These
include inviting relevant business and function
heads to present to the Board or its Committees
on current developments; permitting observers
as part of individual senior managers’
development plans; scheduling regular meetings
for Committee Chairs to meet with relevant
senior managers; site visits by one or more
Directors; and topical or technical workshops.

In addition, senior leaders make themselves
available to the NEDs throughout the year. The
Board also held one of its meetings in our Milton
Keynes office where it met with local staff to
understand further the work they were doing in
relation to Innovation, Keep It Simple Santander
(KISS), Financial Crime and Complaints.

Board strategic priorities

The Board aspires to become the best governed
bank, supporting Santander UK’s aim to be

the best retail and commercial bank in the UK
for our people, customers, shareholder and
communities, helping people and business
prosper and earning their lasting loyalty. In order
to achieve this aspiration, the Board revised its
strategic priorities including its focus on strategy
and transformation, performance monitoring,
management succession and responsibility to
our stakeholders.

Director inductions and training

The delivery of our tailored NED induction
programmes for our new appointments
continued through 2018. As a new INED,
Julie Chakraverty benefited from a tailored
induction programme.

Board Committee responsibilities

Board Boart.i X
Nomination Nomln.atlon
Committee (LD
Chair’s report

Read more on p36

Board Risk Board FiSk
Committee Sepes
Chair’s report

Read more on p38

Board Audit Board AUdit
Committee SR
Chair’s report

Read more on p44

Board Board .
Responsible Resp?n5|ble
Banking Bankm.g
Committee Committee
Chair’s report

Read more on p50

Board Board '
Remuneration Remun.eratlon
Committee Committee

Chair’s report
Read more on p52

This included meetings with senior
management and a number of site visits.

All other NEDs have ongoing development
plans. The Company Secretary supports the
Chair in designing individual inductions for
NEDs, which include site visits and cover topics
such as strategy, key risks and current issues
including the legal and regulatory landscape.

Throughout 2018, we continued to deliver
regular workshops for all NEDs to further
develop their knowledge and understanding
of key business issues including the use of
data in financial services, platforms & systems
architecture, financial crime, ring-fencing,
significant risk transfers and risk models.

In 2018 this was supplemented with visits to
corporate sites and branches. A summary of
the Board’s activities in 2018 is set on page 34.

_ Key responsibilities

Review the Board's structure, size and composition, including skills, knowledge, experience and diversity.
Consider succession planning for Directors and Senior Executives.
Identify and nominate candidates to fill Board vacancies as and when they arise.

Assess the performance of the Board.

Review each year whether NEDs have dedicated enough time to their duties to have been effective.

Oversee governance arrangements.

Advise the Board on the enterprise wide risk profile, Risk Appetite and strategy.

Review the enterprise wide risk profile through business updates from the First Line of Defence and
regular reports and updates on each key risk type from the Second Line of Defence.

Provide advice, oversight and challenge to embed and maintain a supportive risk culture.

Review the Risk Framework and recommend it to the Board for approval.

Review and approve the key risk type and risk activity frameworks identified in the Risk Framework.
Review the capability to identify and manage new risks and risk types.

Oversee and challenge the day-to-day risk management actions and oversight arrangements and

adherence to risk frameworks and policies.

Monitor and review the integrity of the financial reporting.
Keep under review the adequacy and effectiveness of the internal financial controls.

Review the adequacy of Whistleblowing arrangements.

Monitor and review the effectiveness of the Internal Audit function.
Assess the performance of the External Auditors and oversight of their independence.

Oversee culture and operational risks relating to conduct, compliance, competition, financial crime
and legal matters set within the Risk Appetites and Risk Framework.
Ensure adequate and effective control processes and policies for conduct and compliance risk,

fair customer treatment and customer outcomes.

Monitor, challenge and support management in its efforts to evolve conduct, culture and ethical standards
through sustained effectiveness of Santander UK’s values and nine behaviours.
Oversee the reputation of Santander UK and how it impacts its brand and market positioning, and the

Corporate and Social Responsibility Programme.

Approve and oversee the remuneration governance framework.

Oversee implementation of remuneration policies, ensuring they promote sound, effective risk management.
Consider and approve specific remuneration packages for EDs and other senior management.

Review and approve regulatory submissions in relation to remuneration.

Approve the variable pay pools for EDs and other senior management, including the application of risk

adjustment as appropriate.
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Board Nomination Committee Chair’s report

The Committee has focused on Succession Planning
and Governance throughout the year

Overview of the year

The Committee met on four occasions in 2018.
The majority of its time was spent overseeing
changes in the membership of the Board and
Board Committees and on senior management
succession planning and most of its business
was conducted virtually.

The Committee also reviewed the collective
skills of the Board, time commitments and
Directors’ conflicts of interest and reviewed
governance arrangements in light of ring-
fencing and changes to the UK Corporate
Governance Code.

Furthermore, the Committee also undertook

an internal review of the Board and its
Committees’ Effectiveness.

Santander UKIG#OUp Holdings plc

Committee membership, Board changes
and Succession Planning

There have been no changes to the
Committee’s membership in 2018.

During the year, Alain Dromer (INED), Juan
Inciarte (a Banco Santander nominated NED)
and Javier San Felix (Executive Director (ED))
stepped down from the Board.

As referred to in my report on Corporate
Governance on page 33, following assessment
by the Committee as to suitability, the
Committee recommended to the Board

the appointments of Julie Chakraverty (INED)
and Susan Allen (ED). Between them,

Susan and Julie add a wealth of experience in
financial services, digital and innovation, risk
management and retail banking. In making the
appointments, the Committee considered the
overall mix of skills, experience and diversity
on the Board.

The Committee continued to review the
membership of the Board's Committees during
the course of the year. This resulted in certain
Committee membership changes as explained
in the respective Committee reports.

(¢

All Committees continue to be chaired by
INEDs and have only INEDs as members, other
than the Board Nomination Committee and
Board Risk Committee where the membership
has included one Group nominated NED.

The membership of the Committees is set

out on page 58.

The Committee also kept under review
executive succession planning with a number
of changes being made during the year to the
CEO’s direct reports.

Diversity and inclusion

In 2016, we set an aspirational target of having
33% women on the Board by 2020. Following
the appointment of Julie Chakraverty in June
2018 and Susan Allen in January 2019 we
achieved a ratio of 54%, ahead of target,
although we anticipate that this will decline
during the year.

We also signed up to the HM Treasury Women
in Finance Charter and aim to create gender
balance by setting a target of 50% (+/-10%)
women in senior roles (excluding Board
members) - by 2021.

Responsibilities
of the Committee
Read more on p35

We continue to ensure
that gender and all aspects
of diversity remain front
of mind in our succession
planning.”

Shriti Vadera
Chair
26 February 2019

Committee
membership,
tenure and
attendance

Read more on p58




We will continue to strive toward gender
balance. Santander UK has committed

to gender targets for our senior female
management population, and we have
embedded these into our Executive
Committee annual performance objectives.

We will continue to ensure that gender and
all aspects of diversity remain front of mind
in our succession planning. In this regard,
the Board have signed up to the Business
in the Community ‘Race at Work’ Charter.

Governance

During the year, the Committee has been
focused on governance including monitoring
corporate governance developments,
considering the impacts of ring-fencing and
conducting the annual review of our Corporate
Governance Framework.

In 2018, the Committee considered the
changes to the 2016 UK Corporate Governance
Code and gave particular focus to the
recommendations in respect of Employee
engagement methods. Plans are being
developed to enable the Board to have more
dialogue with employees on topics requiring
direct feedback such as the Board exploring
emerging subjects of interest with a group of
volunteer employees via virtual or face-to-face
focus groups.

The Committee also considered changes to
our Corporate Governance Framework and
UK Group Framework to ensure compliance
with ring-fencing rules.

Annual review of director interests,

time commitment, conflicts of interest

and fees

During the year, the Committee continued to
review any potential conflicts of interest to
ensure any conflicts are managed appropriately
and in compliance with CRD IV and ring-
fencing requirements. The time commitments
of the Directors were also reviewed to ensure
they have sufficient time available to discharge
their responsibilities and to be effective
members of the Board. The review of time
commitments showed that Directors are able
to dedicate sufficient time to their commitments
on the Board and Board Committees.

Santander UK’s Articles of Association contain
provisions that allow the Board to consider and,
if it sees fit, to authorise situational conflicts.
The Board confirms that such powers have
operated effectively and that a formal system
for Directors to declare their interests and for
the non-conflicted Directors to authorise
situational conflicts continues to be in place.
Any authorisations given are recorded by the
Company Secretary.

Board Effectiveness (actions and review)
During 2018, the Committee continued to
review progress against the actions from the
2016 and 2017 evaluations, which concluded
that the performance of the Board, its
Committees, the Chair and each of the
Directors continues to be effective.

In addition, during the year, the Board
conducted an internally facilitated evaluation
of its own performance and that of its
Committees. Individual Directors’ assessments
were also conducted and the Senior
Independent Director undertook his
twice-yearly assessment of the performance
of the Chair.

The performance assessment results show that
the Committee, the Board and its Committees
continue to operate effectively. The actions
arising from the review include rebalancing
time spent on strategic, business performance,
regulatory and other matters following
implementation of ring-fencing, together with
further enhancement of Board reporting and
co-ordination of Board Committee agendas.

The Board intends to comply with the UK
Corporate Governance Code guidance that
the evaluation should be externally facilitated
at least every three years and expects to
commission the next externally facilitated
review in 2020.

Priorities for 2019

Over the next year we will continue to work on
talent and succession planning, in particular on
executive and senior management succession
and NEDs’ continuing development.
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Board Risk Committee Chair’s report

The Committee supports the Board in ensuring that the
business operates within agreed Risk Appetite while reviewing
the capability to identify and manage new and emerging risks.

Overview of the year

The Committee considered a wide range
of risks to our customers and our business
in 2018, including:

- The execution of the ring-fencing
programme

- Contingency planning in respect of Brexit

- Credit, both retail and commercial

- Capital and liquidity

- Operational risks; and

- The resilience of our systems to fraud,
data and cyber risks.

How we spent our time (%)

2018 2017

B Operational risk 19 20
M Risk appetite and

internal controls 14 13
W Credit risk 13 14
M Reporting 7 6
W Regulatory risk 17 22
M Other risks n 9

Specific risks 19 16

2018

38 Santander UK Grg¢

We reviewed the top risks at each meeting
and also received regular updates on specific
matters such as stress testing, market risk
and pension risk.

The Board Risk Committee maintains a holistic
view of Enterprise-Wide risks and, to help
achieve this, there is appropriate cross-
membership between this Committee and
both the Board Responsible Banking
Committee and the Board Audit Committee.

Responsibility for oversight of financial crime
risk transitioned to the Board Responsible
Banking Committee in Q3 2017; however,
the Board Risk Committee retains ultimate
oversight, including oversight of risk appetite
with respect to conduct and regulatory,
reputational and financial crime risks
considered by the Board Responsible
Banking Committee.

(¢

Membership

There have been three changes to the
membership of the Committee during the year:
Julie Chakraverty became a member in June,
Alain Dromer left the Committee on his
retirement from the Board in August, and Juan
Inciarte stepped down on his retirement from
the Board at the end of the year.

Alain had been a member of the Committee
since January 2016 and Juan since September
2075. I would like to take this opportunity to
thank both Alain and Juan, on behalf of the
Committee, for their valuable contributions
to our discussions. | would also like to
welcome Julie.

| believe that the Committee retains an
appropriate balance of skills and expertise
to carry out its role effectively.

The Terms of Reference require the majority of
the members to be Independent Non-Executive
Directors. This criterion was met throughout
the year.

Responsibilities
of the Committee
Read more on p35

The Committee supported
management’s strategic
approach to Santander
Services in preference

to implementing interim
tactical solutions.”

Ed Giera

Committee
membership,
tenure and
attendance

Read more on p58

Board Risk Committee Chair

26 February 2019




Meeting our key responsibilities in 2018
The Committee addressed our key responsibilities relating to Risk Appetite and the Risk Framework, as well as our oversight of stress testing and

liquidity, as set out below, together with a selection of challenges raised relating to certain risk categories. For more on our responsibilities relating
to risk management and internal controls see page 43.

Significant areas of focus

Area of focus

Risk Appetite

Action taken by the Board Risk Committee

Considered a number of changes proposed to the Board's Risk Appetite
Statement as part of the Annual Risk Appetite Review.

Noted some material reductions to certain credit limits and challenged
management on its proposal to increase the appetite in respect of the
renewable energy portfolio, and requested assurance in respect of asset
valuations given the lack of history in the sector.

Received management’s proposals for how the Risk Appetite would need
to be updated to reflect ring-fencing implementation.

Reviewed management’s minor adjustments to underwriting criteria to
enable greater utilisation of existing risk appetite.

Monitored management’s progress on addressing Financial Crime risk
exposure relative to risk appetite.

Outcome

- Following challenge, we expressed
confidence that management was
cognisant of the risks and issues
relating to the renewables sector.

- Recommended management’s
proposed amendments to Risk
Appetite to the Board for approval.

- Asked management to progress
recalibration of risk appetite and
return in H12019.

- Confirmed that utilisation of mortgage
credit risk capacity remained within
risk appetite.

- Assessed management’s progress
relative to Risk Appetite in the context
of the Financial Crime Transformation
Programme.

For more see page 68

Risk Framework

Received an update following the annual certification process, and
assessed the extent to which the Risk Framework had been effectively
implemented and embedded across the business.

Received management’s proposals for how the Risk Framework would
need to be updated to reflect the implementation of Banking Reform
in 2019.

- Noted the Risk function’s confirmation
that the Risk Framework was sufficiently
understood and implemented across
the business and that there was
transparency and ownership of any
areas for improved compliance.

- Recommended the proposed changes
to the Board for approval.

For more see pages 64 to 67

Stress testing

Monitored the 2018 Bank of England Concurrent Stress Test exercise,
and received updates throughout the process. We questioned the ability
of our systems to process data seamlessly and discussed the additional
complexity created by the IFRS 9 model implementation.

Considered the results of the stress test both on an IFRS 9 transitional
basis and on an IFRS 9 basis without transitional arrangements.
Received a specific paper, produced by the Risk team, with details of risk
management in stress testing.

Noted that risks associated with Santander UK’s suite of stress testing
models had generally improved across the last year; however, the
introduction of IFRS 9 had been a material driver of stress, and
management aligned the models, approaches and judgements as far

as possible with the approach in 2017, to assess the impact of IFRS 9.
Questioned whether sufficient resource was planned and available for
the ongoing multi-year effort to improve Santander UK’s suite of stress
testing models.

- Recommended the governance
arrangements, process, controls and
stress test results to the Board for
approval and onward submission to
the PRA.

- Committee members were provided
with greater insight to review the most
significant models.

- Supported management on the
allocation of resources for planned
stress testing model enhancements
and requested a holistic view of the
resource requirements as part of the
next update.

For more see page 69
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Board Risk Committee Chair’s report continued

Area of focus Action taken by the Board Risk Committee Outcome

Ring-fencing - Received frequent updates on the ring-fencing programme both as - In the course of monitoring progress
part of the Enterprise Wide Risk Management Reports and separately. on the execution of the ring-fencing
These updates focused on the ring-fencing programme’s top risks and programme, we:
mitigating actions, including operational, legal, execution and regulatory - Recommended the changes to the
risks related to completion of the programme. Risk Appetite and Risk Framework
Reviewed the options in respect of the Crown Dependencies business to the Board.
comprising branches in Jersey and Isle of Man and their relative merits - Recommended to the Board for
from a regulatory perspective. approval a proposal to update
Considered proposals for how both the Risk Framework and Risk temporarily the risk appetite for
Appetite would need to be updated to reflect ring-fencing. double leverage in Santander UK
Sought assurance that management would conduct shadow monitoring Group Holdings plc, in relation to
of the proposed changes to the Risk Appetite in the run-up to formal its purchase of Abbey National
implementation of ring-fencing. Treasury Services plc, by
Considered the Ring-Fenced Body Permitted Exceptions Policy, focusing substituting a proportion of AT1
on the governance and waterfall of attestation processes. We questioned with senior unsecured debt.
management on the challenges of applying the policy in practice, - Recommended the Ring-Fenced
including how the process for transaction monitoring could be ‘dry run’. Body Permitted Exceptions Policy
We also noted the risk of complacency developing should the policy have to the Board for approval.
to be applied too frequently on the introduction of ring-fencing in 2019.

For more see page 225

Santander Sought assurance from management that the pace of change relating to - Agreed that this additional information

Services digitalisation and systems improvement was appropriate, and requested would be included in the Enterprise-
timely escalation of material changes and responses to material incidents. Wide Risk Management Report in future.
Discussed Santander UK’s role with other firms in working with Requested a further update on the risks
the regulator to develop the technology for blockchain reporting. of significant projects, such as the
Received updates on cyber risk and the strategy and risk management transition to new architectures so that
relating to cloud usage. the Committee had a holistic view of
Considered the execution risks, and benefits, associated with a migration significant risks.
away from the existing technology infrastructure and emphasised the need Supported management’s strategic
for both Board-level involvement as well as alignment with Banco Santander approach to Santander Services in
group in the associated debate and decisions impacting data management preference to implementing interim
and key systems architecture. tactical solutions.
Questioned management on the risks to the execution of the
transformation programme related to recruitment of skilled staff.
Considered the increased third party risks that might arise as partnering
arrangements increased on infrastructure, data and cloud migration.
Received updates from the Chief Data Officer who advised that
progress continued in aligning data strategy with the increased focus
on efficiency, robustness and risk management and noted the need for
ongoing investment.

Brexit Received updates on management'’s contingency plans as we continued to We continue to monitor political

monitor the risks and potential impact to Santander UK of the negotiation
of terms for the Withdrawal Agreement setting out the basis on which
the UK intends to leave the EU.

Discussed access to financial markets infrastructure, most notably
derivatives clearing. In particular, we discussed the significant risks

in respect of the treatment of back-book derivatives in the event that
London-based clearing is not recognised by the European authorities.
Considered data transmission, processing and storage, access to payment
services and contract continuity.

Questioned management on any actions that may be needed in the
relatively short term, including contract re-papering, as well as the
potential macro-economic risks.

Emphasised the need for coordination with Banco Santander on any
actions taken impacting customers and our employees working in the UK
as EU nationals, in particular.

developments and to review and
challenge management’s contingency
plans for Brexit, including a scenario
for UK withdrawal without Parliament
supporting a negotiated Withdrawal
Agreement to mitigate risk exposures.

For more, see Our Key Operational
Risks in the Risk Review
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Oversight and advice to the Board on Santander UK’s current risk exposure and future risk strategy
In 2018, we reviewed Santander UK’s exposure to the risks outlined below and analysed emerging themes, including regulatory, macro-economic

and global risks, which could affect Santander UK’s ability to achieve its strategic goals. g
o
Risk Action taken by the Board Risk Committee Outcome g
o
Pension risk - Considered papers on investment strategy and governance and confirmed - Confirmed and supported the
the status of all the governance actions presented to the Committee in continued development of the pension
September 2017. investment portfolio transition and
- Sought assurance around the effectiveness of the new pension risk management strategies, and
governance arrangements. governance arrangements with the .
- Noted the agreement in principle with the trustees to continue along the pension trustees. Management noted %
path of de-risking the pension plans, inclusive of adjusting asset allocation the initial phase of the portfolio z
over time, and increasing hedging of interest rate risk, and adjusting the transition strategy had been negotiated =
hedge portfolio for inflation and equity risks, respectively. with the trustees, and also noted the
- Queried management’s confidence in the changes in strategy intended manager selection process involved.
to reduce the funding deficit at risk given a decrease in market risk and
an increase in manager risk. For more see pages 127 to 129
Credit risk - Received updates on various corporate exposures and, in relation to - Counselled management on the need ?T
Carillion plc, noted the key learning points from management’s assessment for a comprehensive approach with é
of corporate credit monitoring and approval processes, operational the Banco Santander Risk function, and 3
procedures in the delivery of supply chain financing and receivables also to recognise the broader credit risks, 2
purchase programme products. including concentrations, which might
- Reviewed Santander UK’s exposure to corporate leveraged loans in evolve from industry or market
accordance with regulatory concerns in the UK and internationally with responses to emerging risks, including
respect to the status of the credit cycle, market conditions, and the risk of climate change. .
potential economic shocks. =
- In respect of retail unsecured credit, we considered the status and For more see pages 70 to 106 é_
management of regulatory, operational and conduct risks in connection &
with the delivery of positive customer journeys and outcomes. ;:'
- Received updates on the retail mortgage book, including Interest Only o
mortgages, and we questioned the basis for management’s decision making B
in light of the credit cycle, as well as in relation to tactical competitive
adjustments in the ordinary course of business. o
- Noted management’s plans to introduce new retail mortgage products in =
response to market and regulatory developments. ;%
- Monitored utilisation of existing risk appetite and requested that the oy
Committee has early and comprehensive assessments from Line 2 of EX
any material adjustments to credit policy or risk limits recommended 3
by management in connection with the update of the three year plan. g
Strategic risk - Discussed the strategic threats to Santander UK’s capacity to defend and - Challenged management to include a
build further franchise value. longer term perspective in developing
- Considered the advantages and benefits of developing specific scenarios the ‘Top Risk’ log for each Enterprise-
around certain strategic risks, in addition to assigning risk metrics. Wide Risk Management Report, and to

avoid responding to long-term risks with
short-term solutions.

For more see page 138

Liquidity risk - Considered the 2018 Internal Liquidity Adequacy Assessment Process - Agreed to recommend the 2018 ILAAP
(ILAAP) and questioned management about the flexibility and alacrity of to the Board for approval.
our liquidity reporting.
For more see pages 114 to 121
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Board Risk Committee Chair’s report continued

Risk

Capital risk

Action taken by the Board Risk Committee

Considered, from a capital risk perspective, dividends payable on AT1
securities, and the ordinary dividends proposed to be paid by Santander
UK Group Holdings plc and Santander UK plc at mid-year and year-end
respectively.

Reviewed the Internal Capital Adequacy Assessment Process (ICAAP)
and noted material enhancements to the previous process made

by management.

Noted the impacts of the application of IFRS 9.

Sought clarity on the key drivers to volatility in the CET1 ratio and
considered management’s proposals for various risk and capital
management initiatives, including an application for a new internal ratings
based (IRB) regulatory capital model for the mortgage book, as well as the
securitisation of certain assets.

Received updates on progress in respect of the risk management
initiatives proposed during the year, and challenged management on
execution, operating, and regulatory risks.

Outcome

- Recommended the payment of dividends
to the Board for approval.

- Comments and challenges received from
Committee members were considered by
management and incorporated into the
final draft ICAAP.

- Agreed to recommend the ICAAP to the

Board for approval.

- Agreed to recommend the plans for

potential risk and capital management
actions to the Board for approval.

- Requested that management develop

an aggregate risk assessment of the
entire securitisation programme for
regular review.

For more see pages 122 to 126

Operational risk

Noted the design and implementation of the Operational Risk Framework,
the downward trend of operational losses and management’s shift in focus
toward business continuity as opposed to appetite for financial loss in
respect of operational resiliency.

Noted management’s development of a risk appetite measure for change
capacity, including appropriate metrics to define the boundaries for
acceptable practice when working to an ‘agile’ change methodology.
Received regular updates on management’s strategies for mitigating cyber
risk and third party risk, as well as on crystallised operational risk incidents
impacting other companies, and considered how these had impacted our
own customers, as well as any lessons that could be learned.

Highlighted the need for strong programme management disciplines
around change, considered how well our key suppliers might hold up
under stress, and commented on the usefulness of KPIs and service
availability indices.

Noted an update on the status of the General Data Protection Regulation
(GDPR) Programme.

- Monitored the impacts on operational

risk and key controls associated with
management’s execution of the high
volume of significant transformation
and remediation programmes.

For more see page 135

Model risk

Considered an update on the regular monitoring of capital adequacy models.

Received a paper on the regulatory review of our proposed new mortgage
IRB model. We debated the challenges associated with differing regulatory
perspectives on the best approach to tackle through-the-cycle capital
requirements, as well as the possibility of having to run two approaches

in tandem.

- The Committee will continue to monitor

progress in respect of regulatory approval
for the mortgage IRB model, and request
evidence of appropriate model types,
assumptions and calibration.
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Effectiveness of risk management system
and internal controls

Following the H2 2017 Risk and Control Self
Assessment (RCSA), the Committee received
updates on the risk and exposure issues
reported through the 2018 RCSA processes.
Based on those assessments, we considered
that overall critical and high risks had decreased
(via a mitigation and reassessment process) and
that the remaining high risks related primarily
to addressing residual IT obsolescence. While
the self-assessment acknowledged a number
of control weaknesses, in particular for
Financial Crime, we were satisfied that
appropriate actions were planned and being
progressed by management to address these.
We will continue to monitor the position.

We noted an increase in reported risks, partly
due to increased reporting across the business
as a result of improved systems, and noted
further the need for additional classification
improvements. The Committee was also
advised that all operational controls improved
following system enhancements but noted the
need to make further progress.

In addition to the RCSA updates, during 2018
the Committee also reviewed and discussed
the continuation of management’s dialogue
with the regulator regarding enhancements
to core areas of the corporate credit risk
management infrastructure in the wake of
the regulator’s reviews of certain corporate
credit portfolios and the corporate credit risk
management function in 2017 and 2018,
respectively.

The Committee concurred with the regulator’s
expectation of a comprehensive approach
reflecting appropriate prioritisation of
investment in management’s strategic plan.
The Committee will continue to review
management’s reports on the execution of
the overall risk infrastructure investment
programme, as well as the status of
management’s regulatory dialogue, and

will request management to evidence

the effectiveness of controls and
improvements driven by the programme
over the investment period.

Change Programme

The scale, scope and critical nature of the
various change initiatives undertaken by
Santander UK to meet regulatory and other
requirements continued to pose significant risk.

The Committee expressed concern at
management’s capacity to effectively
resource and execute the number of strategic
transformation programmes in progress
concurrently with the execution of Banking
Reform and a range of other mandatory
regulatory initiatives. The Committee
considered that in-house project management
improvements mitigated this risk and the
development of an agile work environment

is continuing to enhance the organisation’s
capacity to adapt.

Effectiveness of the Committee

As noted above, the Committee membership
saw two members leave and one member join
during the year. | believe that the Committee
has an appropriate mix of skills to enable it to
operate effectively and to offer appropriate
challenge and support to management.

In January 2019, we reviewed the Committee’s
responsibilities as set out in the Terms of
Reference and confirmed that the Committee
had discharged its responsibilities in full

in 2018.

Full terms of reference can be found on our
website at www.aboutsantander.co.uk and
a summary is given on page 35.

We continued to receive regular reports on
enterprise wide risk and to call risk owners

to our meetings to account for their progress.
We have benefited from the perspectives

of each of the three lines of defence to gain
assurance and confirm progress in respect

of material initiatives intended to mitigate
key risk exposures.

These actions are examples of how we have
looked to inform our debate and decision
making in the year and contribute to our
effectiveness as a Committee.

Priorities for 2019

The Committee will continue to focus on the
risks and uncertainties surrounding Brexit. We
will also continue to monitor Santander UK’s
capital adequacy and to assess credit risk in
changing economic conditions.

Cyber, third party and other IT-related
operational risks will continue to be a priority,
including the adoption of cloud services.

We also expect to monitor closely continuing
developments in areas such as model risk,
pension risk, and enhancements to Santander
UK's risk infrastructure.
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Board Audit Committee Chair’s report

Our responsibilities include oversight of the integrity of financial
reporting and controls, the effectiveness of our internal audit
function, the relationship with the external auditors and the

adequacy of our whistleblowing arrangements.

Overview of the year

In 2018, the main activities of the Committee

included:

- Assessing the appropriateness of key
management judgements and related
reporting each quarter.

- Considering our exposure to, and
provisioning for, PPI given a number of
factors including claims volumes, publication
of additional FCA guidance and the impact
of the FCA's PPl advertising campaign.

- Overseeing embedding of IFRS 9, including
operation of, and key changes to, models and
methodologies, impacts and related controls.

How we spent our time (%)

2018 2017
M Financial reporting 43 48
B Internal audit and 26 22
internal controls
W External audit 16 13
W Legal, Regulatory and
compliance including 7 10
whistleblowing
M Other 8 7

2018

2017

44 Santander UK
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Considering other key areas of provision,
including for our consumer credit business
operations, as well as contingent

liability disclosures for both this matter

and our historical role in dividend

arbitrage transactions.

Considering the disclosures required due to
an FCA investigation and fine for historical
bereavement and probate practices.
Considering the disclosure implications of
Santander UK’s ring-fencing arrangements.
Considering the impact of IFRS 16 upon

its introduction on 1January 2019.
Providing oversight on the adequacy and
effectiveness of internal controls over
financial reporting.

Overseeing the performance of the Internal
Audit function, including reviewing the
findings arising from an External Quality
Assessment (EQA) of the function.
Continuing oversight of interaction with
our External Auditors.

Overseeing Santander UK’s whistleblowing
arrangements, including an increase in
specialist whistleblowing resources and
further enhancements in line with FCA
guidance and rules on whistleblowing.

(¢

- Reviewing Santander UK's Recovery Plan
and Resolution Pack.

We also addressed other responsibilities
delegated to the Committee by the Board.

Membership

Alain Dromer retired on 31 August 2018, having
served on the Committee for nearly five years.
Alain made a valuable contribution during his
tenure and | would like to take this opportunity
to thank him on behalf of the Committee. We
welcomed Julie Chakraverty who joined the
Committee in June 2018. Julie brings extensive
financial services experience, digital and
innovation knowledge, and a background in risk.

In respect of the Revised Statutory Audit
Directive, the Board satisfied itself that at least
one member of the Committee had competence
in accounting and auditing, and the members of
the Committee as a whole had competence in
the banking sector, in which we are operating.

At 31 December 2018, all four members of the
Committee were Independent Non-Executive
Directors. The Committee met the necessary
requirements of independence throughout the
year, in accordance with the requirements of Rule
10A-3 of the US Securities Exchange Act 1934.

Responsibilities
of the Committee
Read more on p35

In 2018, we considered our

exposure to PPI, reviewed the
provisions and disclosures for
other conduct and operational
matters, oversaw the embedding
of IFRS 9 and reviewed the

Chris Jones

26 February 2019

Committee
membership,
tenure and
attendance

Read more on p58

findings of an External Review
of Internal Audit.”

Board Audit Committee Chair
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Significant financial reporting issues and judgements
The use of assumptions or estimates and the application of management judgement is an essential part of financial reporting. In 2018, we focused on
the following significant reporting matters in relation to financial accounting and disclosures:

Financial reporting

issue or judgement

Conduct provisions
The provision for

conduct remediation
activities for PPl and

Action taken by the Board Audit Committee

- Continued to scrutinise the level and adequacy of
conduct provisions and challenged the reasonableness
of management’s assumptions throughout the year.

- Inrespect of PPI, the Committee:

Outcome

- Endorsed management’s recommendation that no
additional charge should be made for PPI.

- Agreed with management’s judgement on the level of
conduct provisions, including PPl and other products.

9DUBUISAOD)

other products - Reviewed the judgements and estimates in respect of ~ ~ We continued to monitor the provisioning levels in light &
continued to be highly the provision considering management’s assumptions of any changes to claims volumes, inflows and average 2
judgemental and around changes in claim volumes, uphold rates and redress costs. 2
requires significant average cost of redress. This was in the context of
assumptions including key developments in the year, including: See ‘Critical judgements and accounting estimates’
claim volumes, Plevin - The FCA's publication of Consultation Paper (CP) in Note 1to the Consolidated Financial Statements.
in scope rates, and 18/33 on the treatment of PPI complaints within
determination of the scope of the Supreme Court judgement See Note 30 to the Consolidated Financial Statements.
liability with respect in Plevin v Paragon Personal Finance Limited. )
to a specific portfolio - The FCA's second advertising campaign on PPI, 2
of claims. which commenced in April 2018. ;(E
- Reviewed updates to the provision model in the light z
of increased PPI enquiries and complaint inflow levels
driven by the media advertising campaign and
proactive mailings to customers potentially eligible
to make a further complaint.
- Reviewed the appropriateness of a provision in )
relation to a specific PPI portfolio. g
- Inrespect of other products, the Committee evaluated g
management’s judgements and estimates in respect FBD’
of a provision release relating to the sale of interest g
rate derivatives, following a client contact and sales ’
review exercise.
IFRS 9 credit Embedding of IFRS 9 g
provisions - Monitored the embedding of IFRS 9, including changes - Satisfied ourselves that management had a robust Z%
Ensuring appropriate to the controls environment, throughout the year. methodology for evaluating the results of the models =
application and - Reviewed management decisions and challenged key given their complexity and a clear trail of their s
embedding of IFRS 9 assumptions. workings, particularly due to the models’ key outputs. %
is a significant area of - Reviewed the operation of, and key changes to, - Noted that model and methodology changes had been =

judgement given its
technical complexity,
the number of
judgements needed,
and their potential
impact. Determining
the appropriateness of
credit provisions is also
highly judgemental,
requiring management
to make a number

of assumptions.

models and methodologies and their impacts. We
placed special focus on the evolution of post-model
adjustments as models were enhanced, and the
internal governance around forward-looking
macroeconomic scenarios and weights, as well as the
approach to setting them.

- Reviewed the proposed approach to year-end
disclosures, including the recommendations of the
PRA's Taskforce on Disclosures about ECL.

approved by the Model Risk Management Forum.

- Requested and received further clarity around the
process and timelines for reviewing assumptions
underlying the economic scenarios.

- Endorsed the proposed year-end disclosures.

- We will continue to monitor how adoption of
IFRS 9 is embedded in internal governance and
business processes.

See the ‘Credit risk’ section in the Risk review.

See ‘Critical judgements and accounting estimates’
in Note 1to the Consolidated Financial Statements.
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Board Audit Committee Chair’s report continued

Financial reporting

issue or judgement

IFRS 9 credit
provisions
continued

Action taken by the Board Audit Committee

Retail credit provisions

- Reviewed detailed reports from management
throughout the year analysing the proposed
provisions.

- Considered proposals on refinements to the
assumptions underpinning the mortgage provision
models and the impacts on the provisions required.

Outcome

- Agreed with management’s judgement on the level
of retail credit provisions, concluding that provisions
remain robust and assumptions were appropriate.

- We will continue to monitor retail credit provisions.

See ‘Critical judgements and accounting estimates’
in Note 1to the Consolidated Financial Statements.

See Note 14 to the Consolidated Financial Statements.

Corporate credit provisions

- Reviewed detailed reports from management
throughout the year to satisfy ourselves that any
impairment triggers had been correctly identified.

- Considered reports on specific cases, as well as a
review of the rest of the portfolio to identify other
cases that could potentially be at risk.

- Discussed other exposures and satisfied ourselves that
there had been no impairment triggers in the year that
warranted significant adjustment to provision levels.

- Agreed with management’s judgement on the level of
corporate credit provisions, concluding that provisions
remain robust and assumptions were appropriate.

- We will continue to monitor corporate credit provisions.

See ‘Critical judgements and accounting estimates’
in Note 1to the Consolidated Financial Statements.

See Note 14 to the Consolidated Financial Statements.

Pension obligations
Significant judgement
is required on the

key assumptions
underlying defined
benefit pension

obligation calculations.

QOutcomes remain
inherently uncertain.

- Reviewed detailed reports throughout the year on the
key assumptions underlying the defined benefit pension
obligation calculations. We recognised that, although
some assumptions are based on observable data,
others continue to require significant judgement.

- Noted that actuaries continue to help assess our
pension obligations due to the calculations’ complexity.

- Reviewed enhancements to the discount rate
assumption methodology.

- Reviewed the controls in place around the quality
of some key data used to calculate pension liabilities.

- Reviewed the proposed change in respect of equalising
pension benefits for men and women in relation to
Guaranteed Minimum Pensions (GMP) in the context
of the High Court judgement in October 2018
concluding that defined benefit schemes should
equalise pension benefits in this regard.

- Monitored the continued appropriateness of the
methodology and reviewed the inflation, discount
and mortality rates applied at the year-end.

- Requested and received information on the level of
debate and challenge concerning the pension models
and proposed changes to the actuarial assumptions.

- Noted that the discount rate assumption methodology
had been reviewed at the Pension Risk Forum and
reviewed by Independent Model Risk Review.

- Agreed with management’s approach to the
assumptions applied, including changes made in 2018.

- Agreed with management’s approach to recognising
the impact of GMP equalisation and noted that the full
exercise is expected to take time due to its complexity.

- Endorsed the proposed quantitative and qualitative
year-end disclosures in respect of pension obligations.

See ‘Critical judgements and accounting estimates’
in Note 1to the Consolidated Financial Statements.

See ‘Pension risk management’ in the Risk Review.

See Note 31to the Consolidated Financial Statements.

Ring-fencing
Ensuring appropriate
implementation of UK
ring-fencing legislation
is a significant area of
judgement given its
technical complexity
and potential impact.

- Monitored the implementation of Santander UK’s
ring-fencing plans throughout the year, with a specific
focus on the financial reporting implications.

- Reviewed the proposed approach to year-end
disclosures.

- Noted the successful implementation of UK ring-
fencing legislation in advance of the legal deadline.
- Endorsed the proposed year-end disclosures.

See Note 43 to the Consolidated Financial Statements.

See the case study ‘Our ring-fence structure is now
in place’ in the CFO review in the Strategic report.

Other areas

- Considered the provision in relation to our consumer
credit business operations.

- Considered the disclosures required due to the FCA
investigation and fine for historical bereavement and
probate practices, and the Cologne Criminal Prosecution
Office and German Federal Tax Office investigation into
our historical role in dividend tax arbitrage transactions.

- Endorsed management’s recommendation that
a provision of £58m should be made in the year in
relation to our consumer credit business operations.
- Endorsed the proposed year-end disclosures in
this regard.

See Note 30 to the Consolidated Financial Statements.
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The Committee’s focus continues to be on
areas of significant judgement which pose the
greatest risk of a material financial statement
misstatement. In addition to the areas set out
in the preceding table, the Committee also
considers other higher risk items. During the
2018 year-end process, these included the
identification and assessment of risks of
material misstatement due to fraud or error.
We also received regular reports on any
material litigation cases and their progress,
as part of our consideration of provisions

and contingent liabilities.

External Auditor

We continued to develop and oversee the
interaction with PwC and with Mr Jonathan
Holloway in his third year as the audit partner,
following PwC’s appointment in 2016 resulting
from the re-tendering of the global external
audit. The independence of PwC was
considered and monitored throughout the year.

Oversight of the relationship with our
External Auditors

As part of our review of our relationship with
PwC, our activities included:

- Consideration of their work and opinion
relating to management judgements.

- Review of the summary of misstatements
not corrected by management. The
Committee was satisfied that they were not
quantitatively or qualitatively material, either
individually or in the aggregate.

- Discussion on the level of disclosure in the
Annual Report and Half Yearly Financial
Report to satisfy ourselves that it is
appropriate.

- Discussion of developments in financial
reporting including changes to accounting
standards, statute and best practice.

- Areview of PwC's reports on findings and
recommendations on internal control and
financial reporting matters identified during
their audit and their view of management’s
progress in resolving them.

- Interactions, including meetings in private
session during each Committee meeting,
and at other times throughout the year.

- Reviewed the latest results of the FRC's
quality inspections and our auditors’
response to the FRC'’s challenge on the
general quality of banking audits as well as
enquired into the results of any audit quality
reviews of Santander UK.

Based on the above inputs, which were
captured in a formalised assessment, the
Committee satisfied itself as to the rigour
and quality of PwC's audit process.

Non-audit fees

We have a policy on non-audit services
provided by our External Auditors, which was
updated in 2016 in the context of the Revised
Ethical Standard issued by the FRC on auditor
independence requirements resulting from the
new European Audit Regulation and Directive.

Non-audit services were under continuous
review throughout 2018 to determine that they
were permitted by reference to their nature,
assessing potential threats and safeguards to
auditor independence as well as the overall
ratio of audit to non-audit fees.

All assignments require advance approval,
either by the Chair (or in his absence his
alternate), under delegated authority for
amounts under £250,000 plus VAT or, if larger,
by the full Committee. This process is in
addition to the requirement for all non-audit
fees to be approved by the Banco Santander
Audit Committee.

The fees for non-audit work performed by PwC
in the year, which are disclosed in Note 7, other
than audit-related assurance services relating
principally to the support of various debt
issuance programmes, mainly comprised
services in respect of enhancing Santander

UK culture and behaviours and the evolution
of the responsibility and sustainability strategy.
We ensured that these met the external

and internal tests for maintaining their
independence, including evidence of

their professional scepticism.

We also monitored other fees in respect
of work performed by EY, to ensure they
remained unconflicted in their role as our
appointed Independent Expert in relation
to the ring-fencing requirements.

Fees for non-audit work performed by PwC in
the year, other than those in relation to audit
related assurance services, were approximately
5% of the average of the fees approved for
Deloitte, EY and KPMG.

The Committee considered the findings of the
Competition and Markets Authority (CMA)
market study into the UK Statutory Audit

market and the Kingman independent review of

the Financial Reporting Council and responded
to the CMA consultation.

Internal controls

The Board Risk Committee has overall
responsibility for the effectiveness of the
internal control systems. However, due to the
nature of internal control matters, there is a
degree of overlap in responsibilities with those
of this Committee, particularly regarding
financial reporting controls.

Section 404 of the Sarbanes-Oxley Act
requires management to report on the design
and effectiveness of its internal controls over
financial reporting (ICFR) framework. During
2018, further enhancements have been
introduced to the framework including
commencing a review of the internal control
set to ensure they remain appropriate in light
of structural changes within the organisation
during the course of the year.

We considered the financial control
environment in the year. Finance and our
External and Internal Auditors provided regular
reports to the Committee on ICFR, including
key systems, and provided feedback on
remediation and overall improvements required
to ensure that the relevant controls were
appropriately designed and operating
effectively. This included addressing
weaknesses in end user computing controls,
controls over IFRS 9 and the Client Assets
control environment.
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Board Audit Committee Chair’s report continued

Disclosure in the Annual Report

We received regular reports from the
Disclosure Committee, a senior executive
committee chaired by the CFO. Its remit is to
advise the Committee on the completeness
and accuracy of disclosures in Santander UK’s
external reporting. This, together with other
reports received in the year, and a review of
best practice and the approach of our peers,
enabled us to conclude that we were satisfied
with the disclosures in this Annual Report.

Management also engaged the Board and
Committee early on concerning the approach
to the report which enabled them to provide
input into the overall tone and messaging in
a timely manner.

Fair, balanced and understandable

The Disclosure Committee also reports on
whether the Annual Report is fair, balanced,
and understandable and whether it provides
the information necessary for readers to assess
Santander UK’s position and performance,
business model and strategy. In this context,
the Disclosure Committee considered and
advised us whether:

- Key messages remained consistent
throughout the document, relating both to
financial performance and progress against
strategic objectives.

- All key judgements, significant risks and
issues are reported and explained clearly
and adequately.

- There is a clear framework to the document
with good signposting and a complete
picture of performance and events.

In addition to the above review process,

the Committee’s assessment of fair, balanced
and understandable is underpinned by the
understanding it gains through the reporting
made to it throughout the year of management
judgements, internal control matters,

Internal Audit activities and the reports

of the External Auditors.
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The Committee’s assessment also considers
the robustness and outcomes of the assurance,
review and verification processes conducted by
management and considers whether the key
risks reflected those that were of a concern to
the Committee and were consistent with those
reported by management.

Following our assessment we concluded that
the 2018 Annual Report is fair, balanced and
understandable.

Financial Reporting Council (FRC) Annual
Review of Corporate Reporting 2018/19

In October 2018, the FRC issued a report which
sets out its perspective on key developments
for 2018/19 annual reports. As part of our
oversight of this area, we received and
reviewed a report from management on

its work in respect of the areas of interest to
the FRC. We are satisfied that management
addressed the areas identified by the FRC in
the preparation of this Annual Report to the
extent appropriate to our ownership structure.

A key focus of the FRC report was the use of
Alternative Performance Measures (APMs). This
Annual Report includes five financial measures
which are not accounting measures within the
scope of IFRS. These are:

- Return on Tangible Equity (RoTE).

- Dividend payout ratio.

- Adjusted profit before tax.

- Lending to non-CRE trading businesses.
- CRE lending.

Such non-IFRS measures are APMs and are
defined as financial measures of historical or
future financial performance, financial position
or cash flows but which exclude or include
amounts that would not be adjusted in the
most comparable IFRS measures.

Management reviews these APMs in order to
measure Santander UK's overall performance,
position and profitability, as well as to show
business growth excluding ring-fence transfers,
and believes that their presentation provides
useful information to investors on the
Santander UK group. Reconciliation of these
APMs to the nearest comparable IFRS
measures are presented in ‘Selected financial
data’ in the ‘Shareholder information’ section.

We are satisfied that the APMs provide useful
information to investors, and that management
has clearly identified the APMs presented in
this Annual Report and reconciled them to the
nearest comparable IFRS measures.

Going Concern and Viability

We satisfied ourselves that it is appropriate to
use the going concern basis of accounting in
preparing the financial statements, supported
by a detailed analysis provided to the
Committee by senior finance management.

As part of the assessment, we considered
whether there are sufficient financial resources,
including liquidity and capital, available to
continue the operations of Santander UK. We
considered Santander UK'’s resilience in the
face of potential stress and prominent events.
In making our assessment, we took into
account all information of which we were
aware about the future, which was at least,
but not limited to, 12 months from the date
that the balance sheet was signed.

The going concern assessment is further
enhanced by the Viability Statement, in line
with the UK 2016 Corporate Governance Code.
This statement requires the Directors to explain
how they have assessed Santander UK’s
prospects, over what period they have done so
and why they consider that period appropriate.

The full disclosures are included in the
Directors’ report and we have satisfied
ourselves that a three-year time period for
the viability statement remains appropriate.
Although the determination of longer-term
viability for banks is of greater inherent
uncertainty, banks are already subject to
extensive regulatory measures including having
to meet minimum capital and liquidity
requirements as well as having to carry out
stress tests. A time period of three years
remains consistent with our planning horizon
and that covered by regulatory monitoring.



Internal Audit

The Internal Audit plan, based on a
comprehensive risk assessment, was presented
in draft and then final form for challenge and
approval by the Committee. The plan has been
updated at regular intervals throughout the
year in response to changes in the business and
the regulatory environment and at the request
of the Committee.

In 2018, there was an improvement in the
overall distribution of audit ratings, in part
due to continued focus on building a stronger
control environment. All unsatisfactory audit
reports issued were subject to additional
scrutiny by the Committee with the relevant
business areas being required to present their
action plans to the Committee.

We chose to invite management to present on
progress with the implementation of Internal
Audit’s recommendations, issues encountered,
key milestones and key dependencies.

We received regular reports on audit
recommendations from our Head of Internal
Audit (Quarterly Internal Audit Reports)

and monitored findings as part of our
oversight. We considered the total number

of recommendations, the rationale for any of
them becoming overdue, and broader root
cause analyses. The Committee also requested
that the Head of Internal Audit highlight
recommendations becoming due.

We noted a strong engagement between
Internal Audit and the business in 2018.

We also oversaw the objective setting and
performance evaluation of the Head of
Internal Audit.

Internal Audit External Quality Assessment
The Committee reviewed the conclusions and
recommendations arising from an EQA of

the Internal Audit function. This review is
conducted every five years and evaluates

the Internal Audit function in respect of its
conformance with the standards of the
Chartered Institute of Internal Auditors (CIIA),
as well as its performance and effectiveness
in comparison to industry peers and good
practice. The outcome of the review was
favourable with the function being compliant
with the CIIA’'s Guidance on Effective Internal
Audit in Financial Services - Second Edition
and also benchmarked well against peers.

Whilst there were no material weaknesses,

as expected improvement opportunities were
identified, which have been included in the
function’s Continuous Improvement Plan.

Whistleblowing
Santander UK recognises the importance of a
culture where colleagues feel able to speak up.

In 2018, management continued to make
improvements to its whistleblowing framework
and arrangements under our oversight.

This included increased resource for both

the whistleblowing and investigation teams,
improved operating procedures, strengthened
controls testing and targeted training. There
has been significant senior management
engagement, with the CEO sponsoring and
opening an awareness event in June 2018.

The Committee is responsible for reviewing
and monitoring the effectiveness of Santander
UK’s whistleblowing procedures. It received
and considered bi-annual reports on Santander
UK'’s whistleblowing arrangements. The
reporting included oversight and progress

of concerns, outcomes, identifiable trends,
observable risks, the regulatory environment,
changes to proposed legislation and activities
to promote and enhance the arrangements

to support the culture of speaking up.

The Committee also reviewed the annual
Whistleblowing Report prepared for the Board
to consider. The Committee is satisfied that
Santander UK has complied with the FCA and
PRA regulations on whistleblowing in the year.

| continued to act as the Whistleblowers’
Champion to oversee the integrity,
independence, and effectiveness of the
whistleblowing arrangements. | remained
focused on procedures and governance to
prevent victimisation of those employees
raising a whistleblowing concern. I meet
regularly with management and | have been
involved in overseeing the implementation
of suggested enhancements to continuously
improve the arrangements.

Effectiveness

The Board has determined that | have the
necessary qualifications and skills to qualify
as a Board Audit Committee financial expert
as defined in Item 16A of Form 20-F and

by reference to the NYSE listing standards.

In my capacity as Committee Chair, | meet
with key members of the management team
and the External Auditors in advance of
each Committee meeting. | ensure that the
Committee meets with management, the
Internal Auditors and the External Auditors
in private sessions. | also attend meetings
with the PRA, the FCA and the FRC.

In line with an assessment of the Committee’s
forward-looking agenda and the Board
programme, it has been agreed that the
number of scheduled meetings of the
Committee will increase to nine in 2019.

Committee’s Effectiveness Review

In accordance with good governance, the
Committee’s effectiveness was considered as
part of the Board’s annual evaluation exercise.
Further information, including conclusions,
have been provided in the Board Nomination
Committee Chair’s Report.

Terms of Reference

The Committee reviews its Terms of Reference
annually. Following the 2018 review, they were
revised primarily to reflect the requirements

of Banking Reform. The Committee’s Terms of
Reference are available at www.santander.co.uk

Planned activities for 2019
Areas of focus for the Committee for 2019
will include:

- The ongoing monitoring and reviewing of the
operation of IFRS 9, including reviewing our
response to the recommendations of the
PRA's Taskforce on Disclosure about ECL.

- The financial and disclosure consequences
of historical conduct issues including PPI.

- The financial control and reporting
implications of any change in the economy,
including any arising from the impact
of Brexit.

- Embedding of IFRS 16.

- Reporting in line with Santander UK’s
ring-fencing requirements.
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Board Responsible Banking Committee Chair’s report

The Committee supports the Board with oversight
of culture, inclusion, reputation, customer

outcomes and the wellbeing of our employees

Role and responsibilities

The Committee was established in July 2017

to strengthen Santander UK’s focus on culture,
conduct and customer outcomes. Its purpose
is to monitor, challenge and support actions
taken by management to ensure that the
business is run in a socially responsible way,

in the interests of Santander UK's customers,
people, stakeholders and communities in order
to promote Santander UK's long-term success.

The Committee assists the Board with shaping
Santander UK’s culture, reputation and
customer propositions through oversight of
matters related to conduct, compliance, culture,
diversity, sustainability, corporate social

How we spent our time ()

2018
B People 15
W Regulation 15
W Culture 20
B Risk and control 15
B Governance 10
B Conduct 25

50 JGrouplifioldings plc

responsibility, reputation, brand and financial
crime (including anti-money laundering,
sanctions, terrorist financing and anti-bribery
and corruption).

Interconnectivity between Board
Committees

The respective Committee Chairs agreed the
timing and transition of various items, either

in part or whole, from the Board Remuneration
Committee (RemCo) and the Board Risk
Committee (BRC) to the Board Responsible
Banking Committee (RBC). The phased
transition took place between July 2017

and February 2018.

The Committee Chairs continue to collaborate
to prevent any gaps in coverage and to ensure
that any areas of overlap are addressed in the
appropriate forum. Collaboration is further
enhanced by cross-membership of the three
respective Committee Chairs. The Committee
has oversight for Conduct and Compliance risk
within the Risk Appetite and Risk Framework,
set by the BRC and will notify the BRC of any
material Conduct and Compliance risk matters
that require its consideration.

(¢

Overview of the year

The Committee’s first full year of operation was
2018, during which it considered, monitored
and challenged a range of matters, including:

Customers and customer outcomes
The Committee focused on:

- Vulnerable customers

- Fair customer treatment and outcomes

- Fraud prevention and detection

- SME customer experience

- Probate and bereavement, including
oversight of the process improvements
driven by management during the last
two years

- Changes to overdraft charges

- Themes arising from customer complaints
whistleblowing and satisfaction metrics
including referrals to the Financial
Ombudsman Service

- GDPR requirements

- Open Banking implementation, and

- Recruitment, up-skilling our people and
enhancing technology to support our
customer contact colleagues.

Reputational risk

The Committee ensured that adequate and
effective control processes were in place
to identify and manage reputational risks.

Responsibilities
of the Committee
Read more on p35

During its first full year of

operation, the Committee
has ensured that appropriate
focus has been given to the
issues of responsible banking

Committee
membership,
tenure and
attendance

Read more on p58

and how Santander UK’s

actions have impacted all
of our stakeholders.”

Scott Wheway

Responsible Banking Committee Chair

26 February 2019




It received and considered reports detailing
ongoing and possible reputational, brand and
franchise risks, including media and public
policy issues. The reports also included any
key decisions or key risk events that may give
rise to reputational risk issues.

Financial crime
The Committee:

Received regular updates on Financial Crime
from the UK Money Laundering Reporting
Officer, including his annual report, and
endorsed the proposed recommendations.
Monitored progress of Santander UK in
developing and implementing effective
systems, processes and controls to combat
financial crime.

Received regular updates on financial crime
from the retail and corporate businesses, and
Reviewed potential financial crime risks and
any actions required in response, including in
respect of international sanctions compliance.

Conduct and Compliance

The Committee:

Ensured that adequate and effective

control processes and policies were in place
to manage and measure Conduct and
Compliance risk.

Considered key emerging Conduct and
Compliance risk issues, lessons learned

and anticipated risks via horizon scanning
and investigations.

Received first and second line reporting
against Conduct and Compliance risk metrics
and reports on conduct-related regulatory
interaction matters.

Considered the FCA Firm-Wide Evaluation
and appropriate response plans.

Considered the 2018 Compliance
Programme, including resourcing in the 2018
Compliance Monitoring Plan, and

Santander UK’s
Responsible
Banking
Committee

oy

- Considered any actions in response to

regulatory developments, including
individual and market developments, on
Conduct and Compliance risk matters which
may have a material impact on the business.

Culture, Diversity and Inclusion
The Committee:

- Received regular updates on culture.
Risk culture, previously considered by
the BRC, transitioned to the Committee
and was considered as part of an holistic
culture update;

- Considered thematic culture and conduct
trends, including management-identified
cultural drivers and changes in policy and
working practices and the Annual Banking
Standards Board assessment;

- Monitored the culture strategy and
monitored management efforts to embed
and maintain the desired culture throughout
the business in line with Santander UK’s
purpose, vision, values and the nine
Santander behaviours;

- Monitored the approach to Diversity and
Inclusion, including progress towards gender
targets which support reducing the gender
pay gap. More information can be found
on our website;

- Reviewed programmes relating to the
responsible treatment of employees, including
diversity, inclusion and wellbeing; and

- Reviewed key themes arising from employee
surveys, focus groups and people metrics
in order to evaluate the impact on conduct,
brand and culture.

Brand
The Committee:

- Considered and guided on brand purpose.

- Considered the reputation of Santander UK
and how reputational risk impacts its brand
and market positioning, and

- Received reports on brand and reputation
tracker metrics.

Sustainability and Corporate Social
Responsibility

The Committee oversees Santander UK’s
alignment to the UN Principles for Responsible
Banking and monitors that the Sustainability
and Corporate Social Responsibility strategy
helps the bank deliver value to all stakeholders
and protects its reputation and brand.

A separate Sustainability Report will be issued
during the first half of 2019.

Membership

All five members of the Committee, including
the Chair, are Independent Non-Executive
Directors (INEDs). A list of members, details of
their experience, qualifications and attendance
at Committee meetings during the year are
shown on pages 30 and 31, and 58.

In addition to the Committee members, regular

attendees at Committee meetings include the
Board Chair, Chief Executive Officer, Chief

Legal and Regulatory Officer, Chief Risk Officer,
Head of Retail and Business Banking, Company

Secretary, Chief HR Officer, Director of
Corporate Communications and the Director
of Conduct and Compliance.

Committee’s Effectiveness Review

In accordance with good governance, the
Committee’s effectiveness was considered as
part of the Board'’s annual evaluation exercise.
Further information, including conclusions,
have been provided in the Board Nomination
Committee Chair’s report.

Terms of Reference

The Committee reviews its Terms of Reference
annually. Following the 2018 review, they were
revised primarily to reflect the requirements
of Banking Reform. The Committee’s Terms of

Reference are available at www.santander.co.uk

2019 priorities

In 2019, the Committee will continue to take an
holistic approach to gain greater understanding

and oversight of all of the key areas that
contribute to the experiences felt by our
customers, our people and wider stakeholders.
Key priorities within this will be:

- Ensuring that our customer propositions
are ever more Simple, Personal and Fair.

- Enhancing fraud protection and financial
crime prevention and detection processes.

- Managing conduct and compliance risk.

- Ensuring that our change and transformation

programmes are delivered in a way that
enhances the strength of the organisation
and the environment for our people;

- Managing and enhancing our Brand
and reputation.

- Considering the impact of digital disruption
threats on our customers; and

- Enhancing the wellbeing of our employees.
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Board Remuneration Committee Chair’s report

Underlying our approach to remuneration
is Santander UK’s aspiration to be Simple,
Personal and Fair in all that we do.

This year the Committee has reviewed our
overall approach to remuneration, whilst

also continuing to embed and enhance our
underlying remuneration governance processes.
The review of our approach to remuneration
focused on whether the current framework
remains aligned to Santander UK's strategy

as well as considering the recent changes

to the UK Corporate Governance Code.

In addition, in light of the structural changes
due to Banking Reform, we reviewed our
remuneration policies and practices to ensure
they are appropriate in advance of 20719.

How we spent our time (%)

2018 2017
W People 30 30
W Regulation 30 35
W Culture* = 5
W Risk and control 10 10
B Governance 20 15
B Conduct 10 5

2018

2017

Oversight for Culture transferred to the Board
Responsible Banking Committee in 2018.

*
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Our approach to remuneration
Underlying our approach to remuneration
is Santander UK’s aspiration to be Simple,
Personal and Fair in all that we do. We
therefore focus on delivering a reward
framework that is simple to understand,
tailored to individual roles and competitive
to attract, retain and motivate employees
of the highest calibre.

Whilst encouraging a high performance culture,
we also focus on employees displaying conduct
and behaviours aligned to Santander UK’s
strategic objectives, culture and values,

The Santander Way.

A significant proportion of our performance
related pay is deferred over the long-term and
remains ‘at risk’. Provisions within our Regulated
Remuneration Governance Framework (RRGF)
allow Santander UK to reduce or cancel
variable pay awards for up to ten years and
seven years after they are awarded for Senior
Management Functions (SMFs) and Material
Risk Takers (MRTs) respectively.

(¢

Overview of the year

Remuneration philosophy

The Committee and the Board considered
whether our approach to remuneration
continues to support our business strategy
and align management’s interests with those
of our shareholder.

A full action plan has been developed, setting
out when the Committee will consider key
areas for review over 2019. This includes a
review of our local retail reward schemes
and consideration of how our variable pay
frameworks could be enhanced to more
appropriately reflect individual and collective
performance whilst remaining aligned to our
risk appetite. The Committee will also review
our current Employee Value Proposition,
covering reward plus broader considerations
at all levels of the organisation.

New UK Corporate Governance

Code provisions

The Committee considered the requirements
of the new UK Corporate Governance Code
and its implications for Santander UK. Over
the coming year we will continue to monitor
evolving market practice and consider how we
can improve the Committee’s understanding
of the broader workforce policies and practices
in order to support decisions on executive pay.

Responsibilities
of the Committee
Read more on p35

Whilst encouraging a high

performance culture, we also
focus on employees displaying
conduct and behaviours aligned
to Santander UK's strategic
objectives, culture and values,

Annemarie Durbin

26 February 2019

Committee
membership,
tenure and
attendance

Read more on p58

The Santander Way.”

Board Remuneration Committee Chair




Performance management framework
The Committee reviewed the end-to-end
performance management process for MRTs
and approved enhancements to our current
process which applied for 2018 pay decisions.

Risk adjustment

We further embedded the processes to support
our risk adjustment frameworks. This included
enhancements to the individual remuneration
adjustment governance through which the
Committee receives recommendations from
the Individual Accountability Committee (IAC)
maintaining oversight of management’s
approach to in-year risk adjustments.

Structural changes

Following the acquisition of Santander Services
from Banco Santander SA on 1January 2018

we sought to align their remuneration policy,
governance frameworks and processes with
our RRGF, and where appropriate looked

to harmonise arrangements. Additionally, in
light of the changes to the Santander UK Group
due to Banking Reform and in order to ensure
compliance with the relevant PRA ring-fencing
rules under the Banking Reform Act, we
reviewed our remuneration governance,
policies and processes during the year. This
included an end-to-end review of our RRGF to
ensure it was appropriate in advance of 2019.

Gender pay

As a Committee, we considered our inaugural
Gender Pay Gap (GPG) report, which was
issued in the first quarter of 2018. We published
our second GPG report in the final quarter

of 2018. Following its establishment in 2017,
the Board Responsible Banking Committee

has oversight of the programmes aimed at
improving diversity across the bank including
closing the gender pay gap.

Senior appointments

During the year the Committee approved the
remuneration arrangements for a number

of senior appointments. This included the
remuneration package for Susan Allen who
was appointed as an Executive Director from
1January 2079.

Variable Pay

We reviewed the structure and metrics for our
variable reward and our local reward schemes,
with a focus on enhancing differentiation,
simplification and harmonisation. We sought
assurance that any proposed changes to our
incentive plans rewarded appropriate conduct
and did not reward behaviours that could lead
to unnecessary risk taking.

Bonus pool approval

The Committee approved, with appropriate
adjustments, the overall bonus pools for
Santander UK, Santander Corporate &
Investment Bank (UK) and Santander
Consumer UK, taking into account the
financial and non-financial performance
achieved together with an assessment

of current and future risks.

Membership

All four members of the Committee including
the Committee Chair are Independent
Non-Executive Directors (INEDs).

Regular attendees include the Board Chair,
CEO, Chief HR Officer, Performance & Reward
Director, Company Secretary, Chief Legal &
Regulatory Officer, Chief Risk Officer, Deloitte
LLP, as appointed independent Remuneration
Committee advisers.

The Committee satisfied itself that Deloitte
do not have connections with Santander UK
that may impair their independence.

2018 Business Performance and Impact
on Remuneration

Our management team has delivered solid
business performance this year, delivering

for our shareholders, people, customers and
communities. The continued progress made
towards our strategic and operational goals
(including the establishment of the ring-fence
bank) was achieved despite the competitive
and uncertain environment.

Effectiveness of the Committee

In accordance with good governance, the
Committee’s effectiveness was considered.
This concluded that the Committee retains
an appropriate balance of skills and expertise
to carry out its role effectively.

The Committee also takes the opportunity
at the conclusion of each meeting to reflect,
together with management, on the quality of
papers, meeting management and any other
observations of relevance.

Terms of reference

The terms of reference were reviewed
and revised during the year to reflect
the scope of the Committee’s role with
respect to employees of Santander UK.
Full terms of reference are available at
www.aboutsantander.co.uk.

Priorities for 2019
In 2019, we will:

- Implement the changes agreed to our
remuneration policies and governance
structures due to the structural changes as
a result of the Banking Reform legislation,
and monitor their implementation to ensure
they are operating effectively in the context
of the new structure of the Santander
UK Group.

- Continue to monitor the effectiveness
of our overall remuneration framework,
including the structure of our current
variable pay plans and determine whether any
changes should be made for future years.

- Review the balanced scorecard of
quantifiable measures to ensure they drive
the right culture and behaviours balancing
the needs of our people, customers,
communities and shareholders.

- In the spirit of recent changes to the UK
Corporate Governance Code and market
practice, consider executive pay in relation
to the broader employee remuneration
arrangements. This includes setting the
pensions arrangements of new Executive
Director hires in line with those of the
general employee population. We will
continue to monitor changes in market
practice as others respond to the new Code.

- Implement a new reward scheme for
our broader employee population to
incentivise the delivery of Santander UK’s
key strategic priorities.
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Remuneration report and remuneration policies

Basis of preparation

This report has been prepared on behalf of the
Board by the Board Remuneration Committee.
We follow UK corporate governance
regulations, guidelines and codes to the extent
considered appropriate taking into account our
ownership structure. Accordingly, a number of
voluntary disclosures relating to remuneration
have been presented in this report.

Executive remuneration policies

and principles

Our core values of Simple, Personal and Fair
drive our remuneration policy.

Our policies are designed with the long-term
success of the business in mind, to deliver our
business strategy and reinforce our values.

Executive Directors’ remuneration structure
Fixed Pay

We apply a consistent approach to the reward
of all our employees which upholds our
prudent approach to Risk Appetite which is set
as part of a Santander UK-wide Risk Framework.

The structure of our variable pay plan for our
Executive Directors ensures that there is a clear
link between the Company’s strategy and
remuneration. Awards under the variable pay
plan are based on a balanced scorecard of
quantitative and qualitative metrics taking into
account Santander UK's KPIs in the areas of
Customers, Shareholders and People. This
ensures that our day-to-day activities align with
the over-arching strategy of the bank and helps
us to measure progress towards our strategic
priorities and our aim of being the best bank.

The allocation of awards under the variable pay
plan takes into account an assessment of the
Executive Director’s performance against a
performance management framework set

at the start of the year covering a range of
financial, non-financial, quantitative and
qualitative criteria.

Forward-looking remuneration policies
for Executive Directors

Our forward-looking remuneration policies are
outlined in the table below. Remuneration is
structured into two main elements: fixed pay
and our single variable pay plan. The aim is

to set fixed pay at market competitive levels
appropriate for the role. The level of fixed pay
aims to be sufficient so that inappropriate risk
taking is not encouraged.

Principle and description Policy

Base salary - Reviewed annually to ensure market competitive - Salaries are set to reflect prevailing market and economic
pay appropriate for the role. conditions.
- Set at an appropriate level so that inappropriate
risk taking is not encouraged.
- Reflects the complexity of each role and the
responsibilities and experience of each individual.
Pension - Post-retirement benefits for participants are - All Executive Directors receive a cash allowance in lieu
arrangements offered in a cost-efficient manner. of pension.

- Unless determined otherwise, pension arrangements for
new appointments to the Board will be in line with the level
of pension provision available to the broader workforce.

Other benefits - Benefits are offered to Executive Directors as part - Includes private medical insurance for Executive Directors and
of a competitive remuneration package. their dependants, life assurance, health screening, relocation
allowances and expatriate allowances where relevant.

- Access to Santander UK’s all-employee share schemes
on the same terms as all UK employees.

Variable Pay
Principle and description Policy
Variable pay plan - To motivate Executive Directors to achieve and - Awards are discretionary and determined by reference to

exceed annual financial and strategic targets
within Santander UK’s Risk Appetite and in -
alignment with our business strategy and values.

- Multi-year deferral, further performance testing
and delivery in Banco Santander SA shares aligns -
Executive Directors’ interests to the long-term
interests of Santander UK.

- Deferral of part of the award is applied in -
accordance with the requirements of the
Remuneration Code. -

performance against a scorecard of financial and strategic goals.

40% of the bonus awarded is paid upfront after the

performance year ends (year one), delivered half in cash and

half in shares.

60% of the bonus awarded is deferred and delivered in equal

tranches over years three to seven, with each tranche delivered

half in cash and half in shares.

The final three award tranches are subject to performance

testing, which may reduce the level of deferred payout.

Share-based awards are subject to a minimum twelve month

retention period following the relevant vesting date.

- Malus and clawback provisions apply to all elements of variable
pay for up to ten years following the grant of an award.
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The variable pay plan rewards financial and
non-financial performance over the year with
additional long-term metrics applied to the
deferred element which can reduce, but not
increase, the deferred award.

Our remuneration structures, which
incorporate significant long-term deferral

and use of Banco Santander SA shares align
the interests of Executive Directors with
shareholders and encourage the building of a
long-term shareholding in Banco Santander SA.

Our remuneration policy continues to meet
regulatory requirements. Santander UK applies
a 21 variable to fixed pay cap in line with
approvals granted to Banco Santander SA.

For control function staff, a lower operational
ratio of 11 is applied, save for in exceptional
circumstances.

Onrecruitment

When appointing a new Executive Director,
base salary is set at a market competitive

level appropriate for the role, taking into
consideration a range of factors including
scope and responsibilities of the role,

internal relativities, the individual’s previous
remuneration, relevant experience, and an
assessment against relevant comparator groups
and cost. In line with the requirements of the
new UK Corporate Governance Code and in
particular the guidance on executive director
pension levels, unless determined otherwise,
any new Executive Director will receive pension
benefits at a level aligned to the wider
employee population. Other elements of
remuneration will be established in line with
the Remuneration Policy set out in the Executive
Directors’ remuneration structure table on
page 56. Relocation support and international
mobility benefits may also be provided.

Buy-out awards

Compensation may be provided to Executive
Directors recruited externally for the forfeiture
of any award on leaving their previous
employer. The Committee retains discretion
to make such compensation as it deems
necessary and appropriate to secure the
relevant Executive Director's employment,
and ensure any such payments align with
the long-term interests of Santander UK

and the prevailing regulatory framework.

Service agreements

Terms and conditions of employment are set
out in individual service agreements which
include a notice period of six months from
both the Executive Director and the Company.

The agreements may be terminated
immediately with payment of fixed pay in lieu
of notice. In the event of termination for gross
misconduct neither notice nor payment in lieu
of notice is required and any deferred awards
are forfeited.

Termination payments

The impact of an Executive Director leaving
the Company on remuneration under various
scenarios reflects the service agreements

and the relevant scheme rules, and the
Committee’s policy in this area. With respect
to outstanding variable pay awards, these
lapse on termination, other than where an
individual is considered to be a ‘good leaver’.
The Committee determines whether an
Executive Director is a good leaver should
their employment end due to injury, ill-health,
disability, redundancy, retirement, death, or any
other reason at the Committee’s discretion.

In 2018, the Committee reviewed its approach
to determining good leaver status and has
approved a framework intended to guide the
Committee to determine the discretionary
circumstances when good leaver status is
appropriate. Other than a payment in the event
of redundancy, there are no other payments
upon termination of employment for Executive
Directors anticipated in the policy.

Risk and Performance adjustment

We will continue to ensure that the
requirements of the Remuneration Code on
risk and performance adjustment are met for
our employees. All variable remuneration is
subject to adjustment for current and future
risks through our Additional Risk Adjustment
Standard which is linked to our Board approved
Risk Appetite and our Individual Remuneration
Adjustment Standard.

Our Additional Risk Adjustment Standard
provides both a formula-based assessment
against Santander UK’s Risk Appetite and an
additional qualitative risk event assessment
overlay that can result in a downward risk
adjustment of up to 100% of the bonus pool
or individual awards at the discretion of

the Committee.

Our Individual Remuneration Adjustment
Standard provides a framework for the process,
governance and standards relevant for making
decisions in relation to individual performance
adjustments following an Incident, including
malus and clawback.

Performance adjustments may include,
but are not limited to:

- Reducing a bonus for the current year

- Reducing the amount of any unvested
deferred variable remuneration (including
historical LTIP awards)

- Requiring repayment on demand (on a net
basis) of any cash and share awards received
at any time during the ten year period after
the date of award

- Requiring a bonus which has been awarded
(but not yet paid) to be forfeited.

The Committee has full discretion to prevent
vesting of all or part of an amount of deferred
remuneration and/or to freeze an award
during an ongoing investigation in any of

the following circumstances:

- Employee misbehaviour or material error

- Material downturn in the performance
of Santander UK or a relevant business
unit's performance

- Santander UK or a relevant business unit
suffers a material failure of risk management

- Significant changes in the Banco Santander
Group’s or Santander UK’s economic or
regulatory capital base and the qualitative
assessment of risk

- Material restatement of the Banco Santander
Group’s or Santander UK’s financial
statements (except when required due
to modification of the accounting rules).

The Committee seeks input from the Chair
of the Board Risk Committee, the Chief Risk
Officer, the Chief Legal and Regulatory
Officer, and the Chief Internal Auditor when
determining whether any performance

or risk adjustments are required.

Policy for all employees

Our performance, reward and benefits
approach across the Company supports and
drives our business strategy and reinforces our
values in the context of a clearly articulated
Risk Appetite. We apply a consistent approach
to reward for all employees. Employees are
entitled to a base salary and benefits and have
the opportunity to receive an element of
performance-related compensation, subject to
their role and reward band. The opportunity of
performance-rated compensation available is
based on the seniority and responsibility of the
role. The Remuneration Committee annually
approve the operation of all of our variable
reward schemes for our customer-facing
colleagues to ensure that all our plans reward
appropriate behaviour and do not incentivise
unnecessary risk taking.
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Remuneration implementation report

Introduction

This section of the report outlines how
our Remuneration Policy was implemented
for 2018.

Variable Pay Plan

Our Executive Directors participate in a single
variable incentive plan. The purpose of the plan
is to align participants’ reward with the financial
and non-financial performance of Santander UK
as measured over the financial year. Multi-year
deferral, further performance testing and delivery
in Banco Santander SA shares ensures that
Executive Directors’ interests are aligned to the
long-term interest of the Santander UK Group.
Payments to our Executive Directors are made
half in cash and half in shares, spread over seven
years, with the final three tranches of awards
subject to further long-term metrics which can
reduce the level of awards. Awards delivered

in shares are subject to an additional one-year
retention period from the point of delivery.

The 2018 Variable Pay Plan pool was determined
based on a range of metrics using a balanced
scorecard approach (explained further below):

Quantitative assessment

Measured using a balanced scorecard approach
of financial and non-financial measures. The
measures are based on Santander UK’s strategy
and for 2018 were:

- Customers (Satisfaction and loyal customers)
- Shareholders
- Risk (Cost of Credit Ratio and NPL ratio)
- Capital (Contribution to Banco Santander
Group capital)
- Profitability (Net Profit and Return on
Risk Weighted Assets)

- Employees (Employee Engagement and
Enablement Scores).

Threshold performance under the Customer
and Shareholder categories must be achieved
in order to access payout under the Employee
category. Similarly, the Committee considers
a discretionary downward adjustment to the
Customer and Shareholder categories if
satisfactory performance under the Employee
category is not achieved.

Qualitative assessment

This adds context to the quantitative
assessment of financial and non-financial
measures to ensure a balanced assessment
of performance has been made.

Banco Santander Group Multiplier
This adjusts the pool upwards or downwards to
reflect overall Banco Santander performance.

Exceptional Adjustment

Intended to cover unexpected factors or additional
targets not covered by the quantitative or qualitative
assessments. This may also include adjustments not
covered in the qualitative assessments, including
major risk events. An exceptional adjustment,
including additional targets, may be requested
at a Banco Santander or Santander UK level.

UK-focused risk adjustment

Linked to Santander UK’s Risk Appetite, this provides
both a formula-based assessment against Risk
Appetite and an additional qualitative risk event
assessment overlay (including consideration of
people, culture, conduct and other relevant factors)
that can result in a downward risk adjustment
of up to 100% of the bonus pool or individual
awards at the discretion of the Committee.

The 2018 Variable Pay Plan operated under
our remuneration governance and frameworks
applicable prior to the changes required as

a result of the ring-fencing rules under the
Banking Reform Act.

The Committee has considered, reviewed and
approved changes required to remuneration
governance and frameworks in order to comply
with the relevant regulatory rules and these
will apply from the 2019 performance year.

2018 Business Performance and Impact
on Remuneration

Our management team has delivered solid
business performance this year, delivering
for our shareholders, people, customers
and communities.

Our business performance in 2018 showed
selective growth in an uncertain and
competitive operating environment,

as described in the CFO review in the
Strategic Report.

The Committee approved payments to Executive
Directors under the Santander UK Variable Pay
Plan in the context of this performance.

Executive Directors’ remuneration (audited)
Total remuneration of each Executive Director for the years ended 31 December 2018 and 2017.

Antonio Roman®®

2018 2017
£000 £000

Nathan Bostock®

2018 2017
£000 £000

Executive rewards

Javier San Felix®

2018
£000

2017
£000

Salary and fees 1,680 1,653 629 243 725 302 3,034 2,198
Taxable benefits (cash and non-cash) 50 55 5 17 632 329 687 401
Pension 588 581 157 61 = - 745 642
Bonus (paid and deferred) 2,317 2,425 1,077 400 1,800 861 5,194 3,686
Total remuneration 4,635 4,714 1,868 721 3,157 1,492 9,660 6,927

(1) Nathan Bostock’s remuneration does not include £1,800,000 (2017: £1,800,000) relating to a share based buy-out of deferred awards in respect of his previous employment. This was the
final payment under this award.

(2) This represents an allocation of 97% (2017: 90%) of Antonio Roman’s remuneration (for his time spent as a Director of the Company in the year) as he spends 97% of his time on
Company business. The remaining 3% (£57,785) (2017: 10% and £175,866) has been allocated to Abbey National Treasury Services plc. This results in total remuneration of £1,926,181.

(3) Antonio Roman and Javier San Felix were appointed as Directors on 1 August 2017 and therefore 2017 remuneration is in respect of a part year. To facilitate his move to the UK,
Javier San Felix’s package includes certain expatriate benefits, including a housing allowance, life and accident insurance and death and disability benefits, the costs of which are shared
with Banco Santander. During 2018, Javier San Felix’'s remuneration package was restructured following his transfer out of the Banco Santander defined benefit pension scheme.
Banco Santander contributed £231,922 into its defined benefit pension scheme on his behalf in the period in 2017 in which he served as a Santander UK Executive Director. In 2018,
Banco Santander paid £215,403 in defined benefit pension scheme contributions, £205,669 to him in lieu of defined benefit pension contributions, and £243,673 other payments in
connection with the restructuring.

(4) Susan Allen was appointed as an Executive Director on 1 January 2019. Her remuneration will be disclosed in next year's annual report.
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Context for decision making

The Committee ensures that broader
remuneration policies and practices for
employees across the Santander UK Group are
taken into account when setting the policy
for Executive Director remuneration. The
Committee annually reviews remuneration
trends across the Santander UK Group
including the relationship between executive
remuneration and the remuneration of other
Santander UK Group employees as well as
remuneration in the wider UK market when
making decisions on executive pay.

The Committee oversees the broader
workforce remuneration policies and practices,
the implementation of remuneration and
related employment policies across the
Santander UK Group and the salary and
variable pay awards for all MRTs. It also
approves the design of any material
performance-related pay plans.

As part of the monitoring of pay, the following
is considered:

- Santander UK’s engagement with its
recognised trade unions on matters relating
to pay and benefits for all employees

- Annual pay reviews for the general
employee population

- Santander UK Group-wide pension and
other benefit provisions

- The design of and overall spend on variable
incentive arrangements

- An assessment of conduct across the bank.

The Committee is focused on ensuring that
employees are not unduly stretched or
inappropriately incentivised. This is monitored
using existing employee engagement indicators
via the Global Engagement Survey, and

The Santander Way survey which provides

Relative importance of spend on pay

an indication of our progress in performance
against the nine Santander behaviours.

Stakeholder views

During 2018, Santander UK continued to
engage with key stakeholders on remuneration-
related matters including its main regulators
the PRA and FCA. During 2018, management
and the Committee Chair maintained dialogue
with the PRA and FCA. Employee opinion
surveys are undertaken annually on employee
engagement, and discussion on remuneration
matters generally takes place with union
representatives during the annual pay review
cycle and on relevant employee reward matters.

During 2018, the Committee reviewed its
approach to engaging with stakeholders

on executive remuneration in light of the
outcomes of the new UK Corporate
Governance Code. This is set out in the
Governance section of the Board Nomination
Committee Chair’s Report.

Advice and support provided to the
Committee

As permitted by its Terms of Reference,

the Committee has engaged the advice

and support of Deloitte LLP (Deloitte) as
independent remuneration consultants at the
expense of the Company. Total fees (excluding
VAT) for advice and support provided to the
Committee during 2018 were £192,600.
Deloitte is a founding member of the
Remuneration Consultants Group and
voluntarily operates under the Code of
Conduct in relation to executive remuneration
consulting in the UK. The Committee is
comfortable that the Deloitte engagement
partner and team that provides remuneration
advice to the Committee do not have
connections with Santander UK that may
impair their independence.

Profit before tax
Total employee costs

2018 2017 Change
£m £m %

1,567 1,814 (14)

1,376 1137 21

Chair and Board Committee member fees

Board

Nomination
Board Committee

£000

£000

Board
Board Responsible Board
Audit Banking Remuneration
Committee  Committee Committee
£000 £000 £000

Board

Risk
Committee
£000

Chair (inclusive of membership fee) 650 - 60 60 60 60
Senior Independent Director 30 - - - - -
Member 90 - 25 25 25 25

In 2018, Deloitte also provided unrelated tax,
financial and advisory, risk, assurance and
consulting services to Santander UK.

The Chair, CEO, Chief HR Officer, Performance
Reward Director, Company Secretary, Chief
Legal and Regulatory Officer and Chief Risk
Officer attended Committee meetings by
invitation in order to support the discussion

of the agenda items as appropriate. The
Committee Chair also engages with the Chair
of the Board Risk Committee when required.

No individual participates in discussions
regarding their own remuneration.

Chair and Non-Executive Directors’
remuneration

The Chair’s fee is reviewed and approved by
the Committee. The fees paid to Non-Executive
Directors are reviewed and approved by the
Executive Directors and the Chair. Fees are
reviewed annually taking into account
information on fees paid in similar companies,
as well as the time commitment for the role.
The Chair is paid an all-inclusive base fee.
Non-Executive Directors are paid a base fee,
with a supplement for serving on or chairing
a Board Committee. Three of the four Group
NEDs who receive no fees in respect of their
Santander UK duties.

No changes were made to Board and Board
Committee fees in 2018. The 2018 fee structure
is shown in the table below.

All Non-Executive Directors and the Chair
serve under letters of appointment and either
party can terminate on three months’ written
notice, except in the case of the Chair where
twelve months’ written notice is required.

Neither the Chair nor the Non-Executive
Directors have the right to compensation on
the early termination of their appointment
beyond payments in lieu of notice at the option
of Santander UK. In addition, neither the Chair
nor the Non-Executive Directors are eligible
for pension scheme membership, bonus or
incentive arrangements.
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Board and Committee membership, tenure,
attendance and remuneration

Board Nomination Risk Audit Responsible Banking Remuneration
Committee Committee Committee Committee Committee

Scheduled Ad hoc  Scheduled Ad hoc  Scheduled Ad hoc  Scheduled Adhoc  Scheduled Ad hoc  Scheduled Ad hoc
meetings  meetings meetings  meetings  meetings  meetings  meetings  meetings  meetings  meetings  meetings  meetings
attended  attended  attended  attended  attended  attended  attended  attended  attended  attended  attended  attended

EET shriti vadera 9/9 33 4/4 1 - - - - - - - -
Independent Julie Chakraverty™ 5/5 3/3 - - 5/5 - 4/4 2/2 4/4 - - -
gi‘:';'jzﬁs‘”“"e Annemarie Durbin 9/9 3/3 - - 9/9 - - - 6/6 7 6/6 3/3

Ed Giera 9/9 3/3 = = 9/9 = 8/8 2/2 6/6 1 = =

Chris Jones® 9/9 3/3 - - 9/9 - 8/8 2/2 - - 6/6 373
Genevieve Shore® 8/9 2/3 = = 9/9 = 8/8 2/2 5/6 7 1/2 on
Scott Wheway® 9/9 3/3 4/4 N 9/9 = = = 6/6 N 6/6 3/3

Alain Dromer® 6/6 ”n = = 5/6 = 5/6 1/2 = = 4/4 2/2

Banco Lindsey Argalas®© 9/9 2/3 - - - - - - - - - -

TN Ana Botin 6/9 03 3/4 o1 = = = = = = - -

nominated

Non-Executive ACLASTUE 9/9 2/3 - - - - - - - - - -

Directors Juan Rodriguez Inciarte” 9/9 13 - - 7/9 - - - - - - -

Executive Nathan Bostock 9/9 3/3 = = = = = = = = = =

Directors Antonio Roman 9/9 2/3 = = = = = = = = = =

Javier San Felix? 9/9 3/3 - - - - - - - - - -

1) Appointed a director, and member of the Board Audit Committee, Board Responsible Banking Committee and Board Risk Committee on 11 June 2018

2) Deemed financial expert

3) Appointed a member of the Remuneration Committee on 2 September 2018

4) Senior Independent Director

5) Resigned as a director on 31 August 2018

6) Appointed a director on 1January 2018

7) Resigned as a director on 31 December 2018

8) Of the nine scheduled Board meetings in 2018, one was the annual Board Strategy Day, which took place on 19 June 2018

9) Committees have an open invitation to non-member directors. Therefore, from time to time directors attend committees of which they are not members. This attendance is not
formally recorded in the attendance table above.

Date of 2018 2017

appointment Expenses Expenses
Non-Executive Directors as Director £000 £000
Chair
Shriti Vadera® 1January 2015 650 650 -0 -0 650 650
Independent Non-Executive Directors
Julie Chakraverty 11 June 2018 92 - 1 - 93 -
Annemarie Durbin 13 January 2016 200 180 - - 200 180
Ed Giera 19 August 2015 200 202 - 3 200 205
Chris Jones 30 March 2015 200 200 3 1 203 201
Genevieve Shore 18 May 2015 198 180 1 1 199 181
Scott Wheway 10 January 2014 230 234 2 25 232 259
Alain Dromer 10 January 2014 110 165 12 7 122 182
Banco Santander nominated Non-Executive Directors®
Juan Rodriguez Inciarte 10 January 2014 115 15 22 38 137 153
Total 1,995 1,926 41 85 2,036 2,0m

(1) Inaddition to the above fees, Shriti Vadera was entitled to taxable benefits as follows: private medical cover of £733 (2017: £564) and transportation of £15,931 (2017: £24,227).

(2) None of the Banco Santander nominated Non-Executive Directors received any fees or expenses, except as shown.

(3) 2017 fees disclosed above for Annemarie Durbin and Scott Wheway are re-stated from those in the prior year accounts to reflect the timing of the adjustment of fee payments
following the transfer of Chairmanship of the Board Remuneration Committee

(4) Directors’ expenses are disclosed above when paid. These will be disclosed on an accruals basis in next year’s accounts.
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Directors’ report

Introduction

The Directors submit their report together
with the financial statements for the

year ended 31 December 2018. The information
in the Directors’ Report is unaudited, except
where marked.

History and corporate structure

Santander UK Group Holdings plc
(incorporated on 23 September 2013) is

a subsidiary of Banco Santander SA, a Spanish
retail and commercial bank with a meaningful
market share in nine core countries in Europe
and the Americas. Santander UK was formed
from the acquisition of three former building
societies, Abbey National, Alliance & Leicester
and Bradford & Bingley, and has operated
under a single brand since 2010. The ordinary
shares of the Company are not traded.

As described in the CFO Review and elsewhere
in this report, certain subsidiaries and
portfolios were transferred in 2018, as part

of the implementation of the ring-fence
arrangements required under the Financial
Services (Banking Reform) Act 2013. Following
these transfers, Santander UK plc and its
subsidiaries comprised only entities whose
business is permitted under the Act as a
ring-fenced bank. Other group entities
including Abbey National Treasury Services plc
are now directly or indirectly owned by the
Company. Further details of the transfers are
set out in Note 43.

Result and dividends

The consolidated profit after tax for the year
was £1121m (2017: £1,254m). The Directors do
not recommend the payment of a final dividend
for 2018 (2017: £nil). Three interim dividends
were declared on the Company’s ordinary
shares in issue in the year. The first dividend
of £250m was declared on 6 June 2018 and
the second dividend of £205m was declared
on 18 December 2018. Pursuant to Banking
Reform, an additional interim dividend of
£668m was declared on 18 September 2018.
All three interim dividends were paid in 2018.

Details of Santander UK's activities and

business performance in 2018, together with
an indication of future outlook, are set out in
the Strategic report and the Financial review.

Events after the balance sheet date
There have been no material post balance
sheet events, except as set out in Note 45.

Directors

The names and biographical details of the
current Directors are shown in the Board of
Directors section. Details of their emoluments
and interests in shares are set out in the
Directors’ Remuneration implementation
report. Changes to the composition of the
Board can be found in the Board of Directors
section, with more details in the Chair’s report
on Corporate Governance, and the relevant
Committee Chairs’ reports.

Appointment and retirement of Directors
All Directors are appointed and retired in
accordance with the Company’s Articles of
Association, the UK Companies Act 2006 and
the UK Group Framework. The appointment of
Lindsey Argalas in January 2018 was proposed
by Banco Santander.

A resolution will be proposed at the next
Annual General Meeting to amend the Articles
of Association to require Directors to retire
every year, with those wishing to serve

again submitting themselves for election

or re-election.

Directors’ indemnities

In addition to Directors’ and Officers’ liability
insurance cover in place throughout 20718,
individual deeds of indemnity were also in
place to provide cover to the Directors for
liabilities to the maximum extent permitted by
law. These remain in force for the duration of
the Directors’ period of office from the date of
appointment until such time as any limitation
periods for bringing claims against the
Directors have expired. The Directors of the
Company, including former Directors who
resigned in the year, benefit from these deeds
of indemnity.

They constitute as qualifying third party
indemnity provisions for the purposes of the
Companies Act 2006. Deeds for existing
Directors are available for inspection at the
Company's registered office.

The Company has also granted an indemnity
which constitutes ‘qualifying third party
indemnity provisions' to the Directors of its
subsidiary and affiliated companies, including
former Directors who resigned in the year and
since the year-end. Qualifying pension scheme
indemnities were also granted to the Trustees
of the Santander UK group’s pension schemes.

Employees

We continue to ensure that Santander UK’s
remuneration policies are consistent with its
strategic objectives and are designed with its
long-term success in mind. In doing so, we aim
to attract and retain the most talented and
committed people.

Communication

Santander UK wants to involve and inform
employees on matters that affect them. The
intranet is a focal point for communications
and the ‘We are Santander’ website connects
staff to all the information they need about
working for Santander UK. Santander UK

also uses face-to-face communication, such

as team meetings, regional roadshows and
annual staff conventions for strategic updates.

Santander UK considers employees’ opinions
and asks for their views on a range of issues
through regular Santander UK-wide surveys.

Consultation

Santander UK has a successful history of
working in partnership with its recognised
trade unions, Advance and the Communication
Workers Union (CWU). Both trade unions are
affiliated to the Trades Union Congress. We
consult Advance and the CWU on significant
proposals and change initiatives within the
business at both national and local levels.

Employee share ownership

Santander UK continues to operate two
all-employee, HMRC-approved share schemes:
a Save-As-You-Earn (Sharesave) Scheme and a
Share Incentive Plan (SIP), the latter of which
allows employees to purchase Banco Santander
SA shares from gross salary. Eligible senior
management participated in a Banco Santander
long-term incentive plan. See Note 38 for a
description of the plans and the related costs
and obligations.

Disability

Santander UK is committed to equality of access
and quality of service for disabled people and
embraces the spirit of the UK Equality Act 2010
throughout its business operations. Santander
UK has processes in place to help train,
develop, retain and promote employees with
disabilities. We are committed to giving full and
fair consideration to employment applications
by disabled people, having regard to their
particular aptitudes and abilities, and for
continuing the employment of employees who
have become disabled by arranging appropriate
training and making reasonable adjustment
within the workplace.
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Directors’ report continued

CO, emissions

In 2018 CO, emissions, measured in CO,
equivalent tonnes, decreased by 11% to 10,186
tonnes. CO, from fuel decreased by 3% to
5,367 tonnes, CO, from business travel
decreased by 20% to 4,819 tonnes and output
per employee reduced by 13% to 0.41 tonnes.

Ethical Code of Conduct

Santander UK is 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. These principles
are further reflected in Santander UK’s Ethical
Code of Conduct, which sets out the standard
expected of all employees. Under their terms
and conditions of employment, staff are
required to act at all times with the highest
standards of business conduct in order to
protect Santander UK's reputation and ensure
a Company culture which is free from any

risk of corruption, compromise or conflicts

of interest.

Staff are also required to comply with all
Company policies, which require employees to:

- Abide by all relevant laws and regulations

- Act with integrity in all their business actions
on behalf of Santander UK

- Not use their authority or office for
personal gain

- Conduct business relationships in a
transparent manner

- Reject all improper practices or dealings
to which they may be exposed.

The SEC requires companies to disclose
whether they have a code of ethics that applies
to the Chief Executive Officer and senior
financial officers which promotes honest and
ethical conduct, full, fair, accurate, timely and
understandable disclosures, compliance with
applicable governmental laws, rules and
regulations, prompt internal reporting of
violations, and accountability for adherence

to such a code of ethics.

The Santander UK group meets these
requirements through its Ethical Code of
Conduct, the Anti-Bribery and Corruption
Policy, the Whistleblowing Policy, the FCA's
Principles for Businesses, and the FCA's
Statements of Principle and Code of Practice
for Approved Persons, with which the CEO and
senior financial officers must comply. These
include requirements to manage conflicts of
interest appropriately and to disclose any
information the FCA may want to know about.
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Copies of these documents are available

to anyone, free of charge, on application to
Santander UK Group Holdings plc, 2 Triton
Square, Regent’s Place, London NW13AN.

Political contributions

In 2018 and 2017, no contributions were
made by the Company for political purposes
and no political expenditure was incurred.

Share capital
Details about the structure of the Company’s
capital can be found in Note 33.

For details of employee share schemes and
how rights are exercisable, see Note 38.

The powers of the Directors in relation to share
capital are set out in the Company’s Articles of
Association as determined by the Companies
Act 2006.

Subsidiaries and branches

The Santander UK group consists of a parent
company, Santander UK Group Holdings plc,
incorporated in England and Wales, and a
number of directly and indirectly held
subsidiaries and associates. The Company
directly or indirectly holds 100% of the issued
ordinary share capital of its principal subsidiaries.

All companies operate principally in their
country of incorporation or registration. Abbey
National Treasury Services plc, a subsidiary of
the Company, also has branch offices in the
Isle of Man and in Jersey. These branches

were transferred from the Company to Abbey
National Treasury Services plc on 17 December
2018. Abbey National Treasury Services plc
had a branch office in the United States until
December 2018. For more information,

see Note 21.

Financial instruments

The financial risk management objectives
and policies of Santander UK, the policy for
hedging, and the exposure of Santander UK
to credit risk, market risk and liquidity risk
are outlined in the Risk review.

Research and development

Santander UK has a comprehensive product
approval process and policy. New products,
campaigns and business initiatives are reviewed

by Santander UK’s Proposition Approval Forum.

Supervision and regulation

Some of Santander UK’s subsidiaries and
associates are authorised by the PRA or the
FCA, and regulated by the FCA or both the
FCA and the PRA.

While Santander UK operates primarily in the
UK, it is also subject to the laws and regulations
of the other jurisdictions in which it operates,
such as the requirements of the SEC for its
activities in the US.

Internal controls

Risk management and internal controls
The Board and its Committees are responsible
for reviewing and ensuring the effectiveness
of management’s system of risk management
and internal controls.

We have carried out a robust assessment

of the principal risks facing Santander UK

(as set out in ‘How we define our risks’ in the
Risk governance section of the Risk review)
including those that would threaten its
business model, future performance, solvency
or liquidity. For more details, see the Strategic
report and the Risk review.

Management’s report on internal control
over financial reporting

Internal control over financial reporting is a
component of an overall system of internal
control. Santander UK’s internal control over
financial reporting is designed to provide
reasonable assurance regarding the reliability
of financial reporting, and the preparation
and fair presentation of financial statements
for external purposes in accordance with
International Financial Reporting Standards
(IFRS) as issued by the International
Accounting Standards Board (IASB) and
endorsed by the EU.

Santander UK’s internal control over financial
reporting includes:

- Policies and procedures that relate to
the maintenance of records that fairly
and accurately reflect transactions
and dispositions of assets

- Controls providing reasonable assurance
that transactions are recorded as necessary
to permit the preparation of financial
statements in accordance with IFRS, and
that receipts and expenditures are being
made only as authorised by management

- Controls providing reasonable assurance
regarding prevention or timely detection of
unauthorised acquisition, use or disposition
of assets that could have a material effect
on the financial statements.



Because of its inherent limitations, internal
control over financial reporting may not
prevent or detect misstatements. In addition,
projections of any evaluation of effectiveness
to future periods are subject to the risk that
controls may become inadequate because of
changes in conditions, or because the degree
of compliance with policies or procedures
may deteriorate.

Management is responsible for establishing
and maintaining adequate internal control

over the financial reporting of Santander UK.
Management assessed the effectiveness of
Santander UK's internal control over financial
reporting at 31 December 2018 based on the
criteria established in the Internal Control -
Integrated Framework issued by the
Committee of Sponsoring Organizations of the
Treadway Commission (COSO) in May 2013.

Based on this assessment, management
concluded, at 31 December 2018, that
Santander UK’s internal control over financial
reporting was effective.

Disclosure controls and procedures over
financial reporting

Santander UK has evaluated, with the
participation of its CEO and CFO, the
effectiveness of its disclosure controls at

31 December 2018. There are inherent limitations
to the effectiveness of any system of disclosure
controls and procedures, including the possibility
of human error, and the circumvention or
overriding of the controls and procedures.
Accordingly, even effective disclosure controls
and procedures can only provide reasonable
assurance of achieving their control objectives.

Based upon this evaluation, the CEO and the
CFO have concluded that, at 31 December
2018, Santander UK’s disclosure controls

and procedures were effective to provide
reasonable assurance that information required
to be disclosed by Santander UK in the reports
that it files and submits under the US Securities
Exchange Act of 1934 is recorded, processed,
summarised and reported within the time
periods specified in the applicable rules

and forms, and that it is accumulated

and communicated to Santander UK's
management, including the CEO and CFO,

as appropriate, to allow timely decisions
regarding disclosure.

Changes in internal control over

financial reporting

There were no changes to our internal control
over financial reporting during the period
covered by this report that have materially
affected, or are reasonably likely to materially
affect, our internal control over financial
reporting. The Directors oversaw the
implementation of IFRS 9 and the embedding
of changes to processes, internal controls
and governance to ensure they remain
appropriate for use.

Going concern and viability

The going concern and viability of Santander
UK are reliant on preserving a sufficient level
of capital and adequately funding the balance
sheet. Santander UK'’s business activities and
financial position, together with the factors
likely to affect its future development and
performance, are set out in the Financial
review. Santander UK’s objectives, policies and
processes for managing the financial risks to
which it is exposed, including capital, funding
and liquidity, are described in the Risk review.

In assessing going concern, the Directors take
account of all information of which they are
aware about the future, which is at least, but
is not limited to, 12 months from the date
that the financial statements are approved.

In making their assessment of viability, the
Directors, after taking account of Santander
UK’s current position and principal risks,
consider that a period of three years from the
balance sheet date is appropriate, as this is
consistent with both the period covered by
Santander UK’s three year plan, the timeframe
adopted by our UK peers and the minimum
time horizon over which regulatory stress
testing is carried out.

In making their going concern and viability
assessments, the information considered

by the Directors includes Santander UK’s
forecasts and projections, estimated capital,
funding and liquidity requirements, contingent
liabilities, ring-fencing, and possible economic,
market and product developments, taking
account of reasonably possible changes

in trading performance.

For capital, funding and liquidity purposes,
Santander UK operates on a standalone
basis and is subject to regular and rigorous
monitoring by external parties. For capital
purposes, from 1January 2019 the Company
operates as part of the Non ring-fenced bank
Capital Support Deed with Abbey National
Treasury Services plc and Santander Equity
Investments Limited. The Directors review
the outputs of stress testing as part of the
approval processes for the ICAAP, the ILAAP,
our Risk Appetite and regulatory stress tests.
We exceeded the Bank of England’s 2018 stress
test threshold requirement.

The Directors have a reasonable expectation
that Santander UK will be able to continue
in operation and meet its liabilities as they
fall due over the next three years.

Having assessed the principal risks and the
other matters discussed in connection with
the viability statement, the Directors consider
it appropriate to adopt the going concern
basis of accounting in preparing the

financial statements.

Statement of Compliance

The UK Corporate Governance Code

The Board confirms that, for the year ended
31 December 2018, Santander UK has applied
those principles and provisions of the UK
Corporate Governance Code 2016, as
appropriate, given its ownership structure.

UK Finance Code for Financial Reporting
Disclosure

Santander UK’s financial statements for the
year ended 31 December 2018 have been
prepared in compliance with the principles
of the UK Finance Code for Financial
Reporting Disclosure.
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Directors’ report continued

Statement of Directors’ responsibilities
The Directors are responsible for preparing

the Annual Report and the financial statements
in accordance with applicable law and
regulations. Company law requires the
Directors to prepare financial statements

for each financial year. Under that law, the
Directors have prepared the Santander UK
group and Company financial statements in
accordance with IFRS as adopted by the EU.

In preparing the financial statements, the
Directors have also elected to comply with IFRS
as issued by the IASB. Under company law,
the Directors must not approve the financial
statements unless they are satisfied that they
give a true and fair view of the state of affairs
of the Santander UK group and the Company
and of the profit or loss of the Santander UK
group and the Company for that period.

In preparing the financial statements, the
Directors are required to:

- Select suitable accounting policies and then
apply them consistently

- State whether applicable IFRS as adopted
by the EU and IFRS issued by the IASB have
been followed for the Santander UK group
and Company financial statements, subject
to any material departures disclosed and
explained in the financial statements

- Make judgements and accounting
estimates that are reasonable and prudent

- Prepare the financial statements on the
going concern basis unless it is inappropriate
to presume that the Santander UK group
and company will continue in business.

The Directors are also responsible for
safeguarding the assets of the Santander UK
group and the Company, and hence for taking
reasonable steps for the prevention and
detection of fraud and other irregularities.

The Directors are responsible for keeping
adequate accounting records that are
sufficient to show and explain the Santander
UK group’s and the Company’s transactions
and disclose with reasonable accuracy at any
time the financial position of the Santander UK
group and the Company, and enable them to
ensure that the financial statements comply
with the UK Companies Act 2006 and, as
regards the Santander UK group financial
statements, Article 4 of the IAS Regulation.
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The Directors are responsible for the integrity
and maintenance of Santander UK’s website.

Legislation in the UK governing the preparation
and dissemination of financial statements may
differ from legislation in other jurisdictions.

Having taken into account all the matters
considered by the Board and brought to its
attention during the year, the Directors are
satisfied that the Annual Report taken as a
whole is fair, balanced and understandable, and
provides the information necessary to assess
Santander UK’s position and performance,
business model and strategy.

Each of the Directors at the date of approval
of this report confirms, to the best of their
knowledge, that:

- The financial statements, prepared in
accordance with IFRS, as adopted by the EU,
give a true and fair view of the assets,
liabilities, financial position and profit or loss
of the Company and the Santander UK group

- The management report, which is
incorporated into the Directors’ report,
includes a fair review of the development
and performance of the business and the
position of the Company and the Santander
UK group, together with a description of the
principal risks and uncertainties they face.

Disclosure of information to Auditors
Each of the Directors at the date of approval
of this report confirms that:

- So far as the Director is aware, there is
no relevant audit information of which
Santander UK’s auditor is unaware

- The Director has taken all steps that they
ought to have taken as a Director to make
himself or herself aware of any relevant audit
information and to establish that Santander
UK'’s auditor is aware of that information.

This confirmation is given and should be
interpreted in accordance with the provisions
of Section 418 of the UK Companies Act 2006.

Auditor

PricewaterhouseCoopers LLP have expressed
their willingness to continue in the office of
auditor and a resolution to reappoint them will
be proposed at the Company’s forthcoming
Annual General Meeting.

By Order of the Board

Marc Boston

Company Secretary

26 February 2019

2 Triton Square, Regent’s Place,
London NW13AN



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 our Consolidated Financial Statements.

We aim to continually enhance our disclosures and their usefulness to readers in the
light of developing market practice and areas of focus. As a result, our disclosures go beyond the
minimum required by accounting standards and other regulatory requirements.

We support the recommendations and guidance made by the Taskforce on Disclosures about ECL
(DECL Taskforce) and have adopted its recommendations where it is practical to do so. The DECL
Taskforce was formed in 2017 by the FCA, FRC and PRA with a remit to help encourage high-quality
ECL-related disclosures following adoption of IFRS 9.
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Risk governance

INTRODUCTION wunauprep)

Santander UK Group Holdings plc is the immediate parent company of Santander UK plc. The two companies operate on the basis of a unified business strategy and have
common Boards, albeit the principal business activities of the Santander UK group are carried on by Santander UK plc and its subsidiaries (the Santander UK plc group).

The Company’s Risk Frameworks have been adopted by its subsidiaries to ensure consistency of application. Prior to November 2018, the Risk Frameworks were applied
from the level of Santander UK plc across the Santander UK plc group and adopted by Santander UK Group Holdings plc.

As a result, the review of the principal risks and uncertainties facing the Company, and the description of the Company'’s risk management arrangements, are integrated
with those of Santander UK plc and are reported in this Annual Report as operating within the Company for all periods presented.

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

Key elements (unaudited)

Our Risk Framework sets out how we manage and control risk. In 2018, we updated our Risk Framework partly in preparation for ring-fencing to ensure it remains
comprehensive and to improve our focus on key risk issues. This update reflected the establishment of a Senior Management Committee, under the authority of the
CEQ, to focus on the responsibilities of the Executive Committee Senior Management Function holders and how they are discharged.

How we define risk (unaudited)
Risk is any uncertainty about us being able to achieve our business objectives. It can be split into a set of key risk types, each of which could affect our results and our
financial resources. Enterprise wide risk is the aggregate view of all the key risk types described below:

e
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 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.

Trading market risk — the risk incurred as a result of changes in market factors that affect the value of positions in the trading book.

Liquidity The risk that 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.

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 need to make payments or other contributions with respect to a pension
scheme due to a moral obligation or for some other reason.

Conduct and Conduct risk - the risk that our decisions and behaviours lead to a detriment or poor outcome for our customers. It also refers to the risk that
regulatory we fail to maintain high standards of market behaviour and integrity.

Regulatory risk - the risk of financial or reputational loss, or imposition or conditions on regulatory permission, as a result of failing to comply
with applicable codes, regulator’s rules, guidance and regulatory expectations.

Other key risk types Operational risk - the risk of loss due to inadequate or failed internal processes, people and systems, or external events. We give a particular
focus to process and change management risk, third party risk and cyber risk which we mitigate through our management of operational risk.

Financial crime risk — the risk that we are used to further financial crime, including money laundering, sanctions evasion, terrorist financing,
bribery and corruption. Failure to meet our legal and regulatory obligations could result in criminal or civil penalties against Santander UK or
individuals, as well as negatively affecting our customers and the communities we serve.

Legal risk — the risk of an impact arising from legal deficiencies in contracts; failure to take appropriate measures to protect assets; failure to
manage legal disputes appropriately; failure to assess or implement the requirements of a change of law; or failure to comply with law or
regulation or to discharge duties or responsibilities created by law or regulation.

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.

Model risk — the risk that the results of our models may be inaccurate, causing us to make sub-optimal decisions, or that a model may be used
inappropriately.
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How we approach risk - our culture and principles (unaudited)

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 customers, shareholders, people and communities by acting responsibly. It is vital that everyone in our business understands this. 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 proactively encourage
our people to take personal responsibility for doing the right thing and to challenge without fear. We ensure decisions and actions take account of the best interests of
all our stakeholders and are in line with The Santander Way.

1o0dal 2181438
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The Board reviews and approves our Risk Culture Statement every year. The CEO, CRO, CLRO 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 Certifications 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 and 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.
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We use Risk Certifications 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 certification lists any exceptions and the agreed actions to be taken to correct them. This is a tangible sign of the personal responsibility that is such
a key part of our risk culture.

Our Risk Culture programme, | AM Risk, continues to play a key part in our aim to be the best bank for our people, customers, shareholders and communities. Our | AM

Risk approach aims to make sure our people: %‘
o . IDENTIFY a
— Identify risks and opportunities g
— Assess their probability and impact ASSESS 3
— Manage the risks and suggest alternatives gl
8 suge ) : MIANAGE z
— Report, challenge, review, learn and ‘speak up’.
REPORT
We use | AM Risk in our risk certifications, policies, frameworks and governance, and risk-related communications. We also include it in mandatory training and induction
courses for our staff, in our codes of conduct and in reward arrangements. We embed behaviours we want to encourage in key processes and documents. -
>
O
| AM Risk is how we make risk management part of everyone’s life as a Santander UK 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, to speak up and to come up with ideas. To support this, our learning Y
[)
website includes e-learning videos and factsheets. As part of | AM Risk, we include mandatory risk objectives for all our people in our performance management processes g
- from our Executive Committee to branch staff. The Executive Committee leads all our culture initiatives under the sponsorship of the CEO. 2
In our most recent employment engagement survey, over 90% of employees acknowledged their personal responsibility for the risks they face in their day-to-day work.
This demonstrates how we have embedded risk management in our culture.
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 ;DD—
the Board and its Committees, see the ‘Governance’ section of this Annual Report. The Board delegates certain responsibilities to Board Level Committees as needed and =
where appropriate. Our risk governance structure strengthens our ability to identify, assess, manage and report risks, as follows: =
3
o
— Committees: A number of Board and Executive committees are responsible for specific parts of our Risk Framework 3
— Key senior management roles with risk management responsibilities: Senior roles with specific responsibilities for risk )

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

Committees
The Board Level Committee responsibilities for risk are:

Board Level Committee Main risk responsibilities

The Board (including the — Has overall responsibility for business execution and for managing risk
Santander UK plc Board) — Reviews and approves the Risk Framework and Risk Appetite.
Board Risk Committee — Assesses the Risk Framework and recommends it to the Board for approval

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

Board Responsible Banking  — Responsible for culture and operational risks relating to conduct, compliance, competition, financial crime and legal matters
Committee — Reviews reports from the CLRO on the adequacy and effectiveness of the compliance function

— Ensures that adequate and effective control processes are in place to identify and manage reputational risks

— Oversees our reputation and how this impacts our brand and market positioning.

Board Audit Committee — Monitors and reviews the integrity of the financial statements, and any formal announcements relating to financial performance
— Reviews the adequacy and effectiveness of the internal financial controls and whistleblowing arrangements
— Monitors and reviews the effectiveness of Santander UK’s internal audit function.
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The Executive Level Committee responsibilities for risk are:

Executive Level Committee Main risk responsibilities

Executive Committee — Reviews and approves business plans in line with our Risk Framework and Risk Appetite before they are recommended to the Board
for approval
— Receives updates on key risk issues managed by CEO-level committees and monitors the actions taken.

Senior Management — Focuses on the responsibilities of the Executive Committee Senior Management Function holders and how they are discharged
Committee — Reviews updates on key risk issues, customer, reputational and conduct matters.
Executive Risk Control — Reviews Risk Appetite proposals before they are sent to the Board Risk Committee and the Board to approve
Committee (ERCC) — Ensures that we comply with our Risk Framework, Risk Appetite and risk policies
— Reviews and monitors our risk exposures and approves any corrective steps we need to take.
Asset and Liability — Reviews liquidity risk appetite (LRA) proposals
Committee (ALCO) — Ensures we measure and control structural balance sheet risks, including capital, funding and liquidity, in line with the policies,

strategies and plans set by the Board
— Reviews and monitors our key asset and liability management activities to ensure we keep our exposure in line with our Risk
Appetite.

Pensions Committee — Reviews pension risk appetite proposals
— Approves actuarial valuations and reviews 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 reporting systems and risk control processes to make sure capital risks are managed within our Risk Framework
— Reviews capital adequacy and capital plans, including the ICAAP, before they are sent to the Board to approve.

Incident Accountability — Considers, calibrates, challenges and agrees any appropriate individual remuneration adjustments

Committee — Presents recommendations to the Board Remuneration Committee.

Executive Credit Approval — Approves corporate and wholesale credit transactions which exceed levels delegated to lower level approval forums or individuals.
Committee

Executive Investment — Approves equity type investment transactions which exceed levels delegated to lower level approval forums or individuals.

Approval Committee

Key senior management 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 CEO proposes our strategy and business plan, puts
them into practice and manages the risks involved. The CEO also has to ensure that we have a suitable system of controls to manage risks and report to the Board on it.

Chief Risk Officer
As the leader of the Risk Division, the CRO oversees and challenges risk activities, and ensures new lending decisions are made within our Risk Appetite. The CRO is
accountable for the control and oversight of credit, market, liquidity, capital, pension, strategic, operational and model risk.

Chief Legal and Regulatory Officer
The CLRO is accountable for the control and oversight of legal, conduct and regulatory, reputational and financial crime risk, and is responsible for reporting on these risks
to the CRO to provide them with a holistic enterprise wide view of all risks.

Chief Financial Officer
The CFO is responsible for the development of strategy, leadership and management of the CFO Division. In supporting Santander UK’s corporate goals within the
constraints of risk appetite, the CFO is responsible for the management of interest rate, liquidity, pension and capital risks.

Chief Internal Auditor
The Chief Internal Auditor (CIA) designs and uses an audit system that identifies key risks and evaluates controls. The CIA also develops an audit plan to assess existing
risks that involve producing audit, assurance and monitoring reports.

Money Laundering Reporting Officer

The Money Laundering Reporting Officer (MLRO) is responsible to the CLRO for control and oversight of Financial crime risk but has regulatory responsibility to report on
this risk type to Executive and Board Committees and the FCA.
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Risk organisational structure (unaudited)
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 put in place 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:

Line1

Risk management

Business Units and Business Support Units
are accountable for identifying, assessing and
managing the risks which originate and exist

Business
in their area, within our Risk Appetite. o

& Business N

Support Units

Line2

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 make sure Business
Units and Business Support Units manage

risks effectively and within our Risk Appetite.
The Risk Control Units are:

Board
Responsible

Financial
Crime Unit

Banking
Committee

Financial Crime Unit is responsible for

controlling financial crime risks. Conduct &
Compliance
Unit and
Legal Unit

Conduct & Compliance Unit is responsible
for controlling reputational and conduct &
regulatory risks.

Legal Unit is responsible for controlling legal risks.

Risk Unit is responsible for controlling credit,
market, liquidity, capital, pension, strategic,

operational and model risks. Risk Unit Board Risk

Committee

Line3

Risk assurance

Internal Audit is a permanent corporate
function, independent of any other unit. Its

role is to give assurance on how well-designed Internal Audit CIA N
Committee

and effective our risk management and internal
control processes are.

Internal control system (unaudited)
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. Our Risk Framework covers the categories below:

Risk Frameworks Set out how we should manage and control risk for the Santander UK group (overall framework), our key risk types (risk type
frameworks) and our key risk activities (risk activity frameworks).

Risk Management Responsibilities Set out the Line 1 risk management responsibilities for Business Units and Business Support Units.

Strategic Commercial Plans Plans produced by business areas, at least annually, which describe the forecasted objectives, volumes and risk profile of new
and existing business, within the limits defined in our Risk Appetite.

Risk Appetite See our Risk Appetite section that follows.

Delegated Authorities/Mandates Define who can do what under the authority delegated to the CEO by the Board.

Risk Certifications Business Units, Business Support Units or Risk Control Units set out how they have managed and/or controlled risks in line

with our Risk Frameworks and within our Risk Appetite. They are completed at least once a year. They also explain action to
be taken. This process helps ensure people can be held personally accountable.
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RISK APPETITE wnaupiTep)

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 and 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 continue to do business in severe but plausible stressed economic and business conditions, as well as to survive a
very severe stress that would deplete our capital resources

— 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 be based on diverse funding sources and duration. This helps us avoid relying too much on wholesale markets

— We set controls on large concentrations of risk, like single customers or specific industries

— There are some key risks we take, but for which we do not actively seek any reward, like operational, conduct and regulatory, financial crime, legal and reputational risk.
We take a risk-averse approach to these 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, liquidity and concentration. 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 (EC)
— Liquidity limits according to the most plausible stress scenario for our business

— Concentration limits, to determine the maximum concentration level that we are willing to accept.

These limits apply in normal business conditions, but also when we might be experiencing a far more difficult economic environment. A good example of this might be
when the UK economy is performing much worse than we expected. We refer to conditions like this as being under stress. There is more on EC and stress scenarios later
in this section.

Qualitative statements
For some types of risk we also use qualitative statements that describe in words the appetite 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 prohibit or restrict exposure to certain 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 our Risk Appetite Statement every year. This ensures it is consistent
with our strategy and reflects the markets in which we operate. Our ERCC 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 against our Risk Appetite, business plans and budgets each month. We also 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, including new joiners, which helps ensure that our Risk Appetite is well understood.
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&2
S
STRESS TESTING unauprep) &
0,
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 8
our business better. 3
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,
including Board members, when we design and choose our most important scenarios. The scenarios cover a wide range of outcomes, risk factors, time horizons and
market conditions. They are designed to test: o
<
o
— The impact of shocks affecting the economy as a whole or the markets we operate in 3
— Key potential vulnerabilities of our business model, and the processes and systems which support it 3

— Potential impacts on specific risk types.

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 5%, unemployment reaches over 9%, and house prices fall by around 30% in a context of high inflation and
interest rates rising rapidly. We use a comprehensive suite of stress scenarios to explore sensitivities to market risk, including those based on historical 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:

2
@
o
2
3
<.
)
=

— Our business plan, and its assessment against our Risk Appetite
— Our capital strength, through our ICAAP

— Our liquidity position, through our ILAAP

— Impacts on other risk types.

o
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 to key macroeconomic variables like unemployment rates might affect the number of customers who might 2
fall into arrears on their mortgage. 3
=
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
analysis of a single factor to a portfolio, to wider exercises that cover all risks across our entire business. We use stress test outputs to design 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. a.
%)
Board oversight of stress testing g
The ERCC approves the design of the scenarios in our ICAAP and ILAAP. The Board Risk Committee approves the stress testing framework. The Board reviews stress test E
outputs as part of the approval processes for the ICAAP, ILAAP, Recovery and Resolution, 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 Banco Santander conducted by the European Banking Authority (EBA). =
o
For more on capital and liquidity stress testing, see the ‘Capital risk’ and ‘Liquidity risk’ sections. g
o
=
<)
HOW RISK IS DISTRIBUTED ACROSS OUR BUSINESS wnaupiten) 3
‘é".

Economic capital

As well as assessing how much regulatory capital we need to hold, we use an internal EC model to measure our risk. We use EC to get a consistent measure across different
risk types. 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.

Regulatory capital - risk-weighted assets

We hold regulatory capital against our credit, market and operational risks. In 2018, the largest category continued to be credit risk in Retail Banking, which accounted

for around half of our risk-weighted assets. This reflects our business strategy and balance sheet. Market risk decreased in 2018 as most of our trading book activities were
transferred to the Banco Santander London Branch as part of our ring-fencing plans.

For more on this, see ‘Risk-weighted assets’ in the ‘Capital risk’ section.
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Credit risk

Overview (unaudited) Key metrics (unaudited)

Credit risk is the risk of loss due to the default or credit quality deterioration of a customer or NPL ratio improved to 1.20% (2017: 1.42%), partly due to the
counterparty to which we provided credit, or for which we assumed a financial obligation. write-off of the Carillion plc exposures.

Santander UK group level Loss allowances decreased to £807m (2017: £940m). Loss
We start by discussing credit risk at a Santander UK group level. We set out how our exposures allowance increased by £211m to £1,15Tm on transition
arise, our types of customer and how we manage them, and our approach to credit risk across to IFRS 9 on 1 January 2018.

the credit risk lifecycle. We also discuss our ECL methodology and the key inputs to our ECL

model. We then analyse our key metrics, as well as credit performance and forbearance. Average LTV of 63% (2017: 62%) on new mortgage lending.

Business segments
Then we cover Retail Banking separately from our other business segments — Corporate &
Commercial Banking, Corporate & Investment Banking and Corporate Centre — in more detail.

Credit risk - Santander UK group level

SANTANDER UK GROUP LEVEL - CREDIT RISK MANAGEMENT

Exposures
Exposures to credit risk arise in our business segments from:

Retail Banking Corporate & Commercial Banking Corporate & Investment Banking Corporate Centre

— Residential mortgages, business — Loans, bank accounts, treasury — Loans, treasury products, and — Asset and liability management
banking, consumer (auto) finance services, invoice discounting, cash treasury markets activities. of our balance sheet, as well as our
and other unsecured lending (credit transmission, trade finance and asset non-core and Legacy Portfolios being
cards, personal loans and overdrafts). finance. run down.

— We provide these to individualsand ~ — We provide these to SMEsand mid ~ — We provide these to large — Exposures include sovereign and
small businesses. corporates, Commercial Real Estate corporates, as well as sovereigns and other international organisation

and Social Housing associations. other international organisations. assets that we hold for liquidity.

The segmental basis of presentation in this Annual Report has been changed, and the prior periods restated, to report our Jersey and Isle of Man branches in Corporate
Centre rather than in Retail Banking as in previous years, as a result of their transfer from Santander UK plc to ANTS in 2018. See Note 2 for more information.

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

Standardised Non-standardised

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

— In Retail Banking, Corporate & Commercial Banking (for some small, non- — In Retail Banking (for some business banking transactions), Corporate &
complex corporate clients) and Corporate Centre (for our non-core portfolios). Commercial Banking, Corporate & Investment Banking and Corporate Centre.

— We manage risk using automated decision-making tools. These are backed by — We manage risk through expert analysis. We support this with decision-making
teams of analysts who specialise in this type of risk. tools based on internal risk assessment models.

The adoption of IFRS 9

On 1 January 2018, IFRS 9 replaced IAS 39, and introduced new rules on how to classify and
measure financial assets, as well as new concepts, principles and measures for credit impairment
charges. Throughout 2018, we enhanced and refined our accounting processes and procedures,
internal controls and governance framework to embed the new requirements of IFRS 9 into our
business. IFRS 9 was a significant challenge to our Risk and Finance divisions as they had to
analyse large volumes of data from various systems, as well as enhance their skills and expertise.

As IFRS 9 affects the timing of when we recognise credit impairment charges, but not the

amount of credit write-offs, its adoption did not materially change our credit risk policies. Our
Retail collections and recoveries procedures were unchanged, and we reviewed our risk-adjusted
hurdle rates for Corporate lending, but this didn’t lead to a significant change in our credit
policy. Our credit risk appetite in terms of target markets, market share and the credit quality of
customers we want to lend to, were also not directly impacted.

The main impacts were on how we monitor credit risk. As part of this, we began to monitor IFRS
9 metrics. These mainly centre on ECL and classification of exposures as Stages 1,2 and 3. We
expect to develop our metrics further in 2019 as how we embed IFRS 9 in our business
continues to evolve. We also continued to monitor NPLs in 2018 as the NPL ratio is one of our
Key Performance Indicators for 2016-2018. Our disclosures reflect recommendations made by
DECL where it is practical to do so, and we expect to enhance them further in future.
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5. Debt recovery

We manage our portfolios across the credit risk lifecycle (above), from drawing up our risk strategy, plans, budgets and limits to making sure the actual risk profile of our
exposures stays in line with our plans and within our Risk Appetite. We further tailor the way we manage risk across the lifecycle to the type of product. We say more on
this in the Credit risk - Retail Banking and the Credit risk — other business segments sections.
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1. Risk strategy and planning

All relevant areas of the business work together to create our business plans. We aim to balance our strategy, business goals, and financial and technical resources with our
attitude to risk (our Risk Appetite). To do this, we focus particularly on economic and market conditions and forecasts, regulations, conduct considerations, profitability,
returns and market share. The result is an agreed set of targets and limits that help us direct our business.

2. 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, and are =
=]
committed to paying us back. We undertake a thorough risk assessment to make sure customers can meet their obligations before we approve a credit application. We 2
make these decisions with authority from the Board and we consider: 3
<
=
— 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 expect.
-
We also use stress testing, for example to estimate how a customer might be able to cope if interest rates increase. )
=]
3,
3. 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 ES
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 3
far as possible and bring performance back on track. We monitor and review our risk profile through a formal structure of governance and forums/committees across our Z
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 coordinate issues, trends and developments across each part of the credit risk lifecycle.
Credit concentrations =
A core part of our monitoring and management 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. We track how concentrated our portfolios are using a range of criteria. These include %
geographies, economic sectors, products and groups of customers. =
o
Geographical concentrations g
We set exposure limits to countries and geographies, with reference to the country limits set by Banco Santander. These are determined according to how the country is g

classified (whether it is a developed OECD country or not), its credit rating, its gross domestic product, and the products and services Banco Santander wants to offer in
that country. For more geographical information, see ‘Country risk exposures'.

Industry concentrations
We also set exposure limits by industry sector. These limits are set based on the industry outlook, our strategic aims and desired level of concentration, and relevant limits
set by Banco Santander. We analyse committed exposures in the ‘Credit risk review'.

4. 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. To do this, we:

Find affordable and sustainable ways of repaying to fit their circumstances

— Monitor their finances and use models to predict how they will cope financially. This helps us put in place the right strategy to manage their debt
— Work with them to get their account back to normal as soon as possible in a way that works for them and us

— Monitor agreements we make to manage their debt so we know they are working.

For more, see the Forbearance section on the next page.
5. 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.

Santander UK Group Holdings plc 7
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Loan modifications
We sometimes change the terms of a loan when a customer gets into financial difficulty (this is known as forbearance), or for other commercial reasons.

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. We 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. 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. We only use foreclosure or repossession as a last resort.

When we agree to forbearance, we consider that the account has suffered a Significant Increase in Credit Risk (SICR), as we explain later on. We review our loss allowance
for it and report the account separately as forborne. For retail accounts, if an account is in Stage 1when we agree forbearance, we transfer it to Stage 2. For all accounts, if
an account is already in Stage 2 when we agree forbearance, we keep it in Stage 2 unless the forbearance arrangement involves the forgiveness of fees and interest which
would put the case into Stage 3. If an account is already in Stage 3 when we agree forbearance, we keep it in Stage 3. We monitor the performance of all forborne loans. A
loan moves from a lifetime ECL (Stages 2 or 3) to a 12-month ECL (Stage 1) once the criteria to exit forbearance have been met, as set out below.

Exit from forbearance or cure
For a loan to exit forbearance, all the following conditions must be met:

— The loan has been forborne for at least two years or, if forbearance was temporary, must have returned to performing under normal terms for at least two years
— The loan has been performing under the forborne terms for at least two years
— The account is no longer in arrears, and the customer has no other debts with us which are more than 30 days in arrears.

Other modifications
When a customer is not showing any signs of financial difficulties, we can also change the terms of their loan. We do this to keep a good relationship with them.

Risk measurement and control
We measure and control credit risk at all stages across the 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 to approve, validate, review and challenge our risk management. We do this to help us predict if our credit risk will worsen.

Key metrics
We use a number of key metrics to measure and control credit risk, as follows:

ECL ECL tells us what credit risk is likely to cost us either over the next 12 months on qualifying exposures, or defaults over the lifetime of the exposure
where there is evidence of a SICR since origination. We explain how we calculate ECL below.
Stages1,2and 3 We assess each facility's credit risk profile to determine which stage to allocate them to, and we monitor where there is a SICR and transfers

between the Stages including monitoring of coverage ratios for each stage. We explain how we allocate a facility to Stage 1, 2 or 3 below.

Expected Loss (EL)  EL is based on the regulatory capital rules of CRD IV and gives us another view of credit risk. It is the product of the probability of default,
exposure at default and loss given default. We calculate each factor in accordance with CRD 1V, and include direct and indirect costs. We base
them on our risk models and our assessment of each customer’s credit quality. There are differences between regulatory EL and IFRS 9 ECL, which
we set out below. For the rest of our Risk review, impairments, losses and 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 1to the Consolidated Financial Statements.

Non-Performing We use NPLs to monitor how our portfolios behave. We classify loans as NPLs when customers do not make a payment for three months or more,

Loans (NPLs) or if we have data to make us doubt they can keep up with their payments. There are differences between NPL and Stage 3, which we set out in
the ‘Definition of default used for NPL’ section below. Although we adopted IFRS 9 from 1 January 2018, we continued to monitor NPLs as a key
metric in 2018 as the NPL ratio was one of Santander UK’s Key Performance Indicators for 2016-2018.

We also assess risks from other perspectives, such as geography, business area, product and process. We do this to identify 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, as we explain later on.

Key differences between regulatory EL and IFRS 9 ECL models (unaudited)
There are differences between the regulatory EL and the IFRS 9 ECL approaches. Although our IFRS 9 models leverage the existing Basel advanced IRB risk components, we
need to make several significant adjustments to ensure the outcome is in line with the IFRS 9 requirements, as follows.

[ ] Baseladvanced IRBEL IFRS 9 ECL

Rating philosophy Mix of point-in-time, through-the-cycle or hybrid Point-in-time, forward-looking. Considers a range of economic scenarios
Parameters calibration Contains regulatory floors and downturn calibration Unbiased estimate, based on conditions known at the balance sheet date
Probability of Default Probability of default in the next 12 months Includes forward-looking economic information and removes conservatism
(PD) and bias. Adjusted to convert from 12 months to lifetime for Stages 2 and 3
Loss Given Default (LGD) Lifetime LGD for defaults in the next 12 months Removal of regulatory floors and exclusion of indirect costs

Exposure at Default Exposure at the point of default if the customer defaultsin ~ Floored at amount owed, except on some revolving facilities. Recognises
(EAD) the next 12 months ability for the exposure to reduce from the balance sheet date to default date
SICR Does not include SICR concept Includes SICR concept

Discounting applied At the weighted average cost of capital to the default date At the effective interest rate (EIR) to the balance sheet date
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Recognising ECL

The ECL approach estimates the credit losses arising from defaults in the next 12 months on qualifying exposures, or defaults over the lifetime of the exposure where there
is evidence of a SICR risk since the origination date. The ECL approach estimate takes into account forward-looking data, including a range of possible outcomes, which
should be unbiased and probability-weighted in order to reflect the likelihood of a loss being incurred even when it is considered unlikely.

Multiple economic scenarios and probability weights

For all our portfolios, except CIB, we use five forward-looking economic scenarios. They consist of a central base case, two upside scenarios and two downside scenarios.
We use five scenarios to reflect a wide range of possible outcomes in the performance of the UK economy. For example, the Downside 2 scenario reflects the possibility of
a recession occurring. We believe that our five scenarios, in particular Downside Tand Downside 2, reflect the range of outcomes that Brexit may take, including a deal with
a transition period or a no-deal Brexit. Our scenarios are also in line with a number of scenarios that have been produced by, for example, the Bank of England and its
disruptive scenario, and other economic forecasters no deal scenarios. As such our scenarios and weights reflect the range of possible outcomes that the UK may face in
2019.

Base case

- Our base case assumes that the UK will negotiate an orderly exit with the EU that avoids a so-called ‘cliff-edge’ event when the UK leaves the EU and that there will
be a relatively smooth transition period.

- GDP forecast for 2018 was lowered in August to reflect disappointing Q1 results, which results in slower growth in the following years until reverting to the long run
annual growth of 1.6% in 2024.

- Unemployment continues its current trend over the forecast period, tightening labour markets further and pushing up average earnings growth. This growth along
with the expected fall in inflation result in positive real earnings growth for 2019 onwards.

- The UK’s net trade position is expected to fall back as sterling rallies against the dollar reducing the competitiveness of UK exports. Even though the Brexit
negotiations are likely to result in some increased trade costs between the EU and UK, these are not projected to significantly impact the downwards trend in the
share of UK exports going to the EU.

- For Bank Rate, the base case currently assumes one bank rate rise in 2019 and another in 2020.

- In the medium term, the forecast projections assume that current demographic and productivity trends will continue, causing a reduction in the UK's growth
potential which is reflected in an average annual growth expectation of less than 2%.

- Insummary, the base case assumes that activity will continue to run at this relatively sluggish pace. With CP! inflation likely to slow as we move through 2019, and a
positive increase in wage growth predicted, this will provide a boost to household spending power. However, the effect of this will be softened by the continued
impact of the UK Government’s welfare reforms and the projected slowing of employment growth. In addition, with the household savings ratio at low levels and
with credit conditions starting to tighten these two areas are unlikely to be able to compensate for any downside effects to growth.

Our methodology to derive the scenarios relies on a set of parameters embodied in GDP fan charts published by the Office for Budget Responsibility (OBR) twice a year. To
avoid major changes to the scenarios due to changes in the OBR fan charts, we place more weight on the long-run trend of the fan charts rather than relying on each
individual release. We use the OBR fan charts to calculate our GDP paths for each individual scenario. These fan charts reflect the probability distribution of a deviation
from the OBR’s central forecast to illustrate the uncertainty regarding the outcome of a variable, in this case GDP. We use the 0.6 and 0.7 fan chart paths for the upside
scenarios, and the 0.3 path for Downside 1. However, for Downside 2 we use a blend of the Downside 1scenario and the recession of the early 1980s as this recession was
less extreme than the 2008/09 recession and more in line with what we think could happen. This means that in the longer run the GDP levels in our Downside 1and 2
scenarios converge. In order to ensure that Downside 2 is kept consistent with any changes to the OBR fan charts, we calculate the Downside 2 GDP by taking the
percentage difference between Downside 2 and Downside 1 GDP in the original forecast, and applying this difference to the new Downside 1.

Once the GDP paths have been forecast, we run them through the Oxford Global Economic Model (OGEM) to derive the other macroeconomic variables, such as
unemployment and house prices, and then impose the Bank Rate for each scenario. The forecasting period for GDP is 5 years and then we revert back to the average trend
growth over 3 years based on the OBR'’s long-run GDP forecast.

The annual growth rates over the 5 year forecast for each of our scenarios are:

Upside 2 Upside 1 Base case Downside 1 Downside 2

Assumption % % % % %
House price index® 3.40 2.30 2.00 (2.00) (9.50)

GDPo 2.50 2.10 1.60 0.70 0.30

Unemployment rate 2.80 3.80 4.30 6.90 8.60

Interest rate 1.00 1.25 1.50 2.50 2.25

(1) Compound annual growth rate

To determine our initial scenario probability weightings, we give the highest weight to the base case, whilst the extreme scenarios typically attract lower weights than the
more moderate ones. In addition, due to the current economic position and policy concerns evidenced by the PRA and Financial Policy Committee (FPC), and due to
political concerns we have applied a higher weighting to the downside scenarios. We consider this appropriate in light of the consensus view of future performance of the
UK economy, including projections for GDP growth.

The probability weights we applied to the scenarios are:

Scenario type Probability %

Upside 2 5
Upside 1 15
Base case 40
Downside 1 30
Downside 2 10

As part of our review of the scenarios and weights that we use, we performed statistical analysis to assess whether the scenarios and weights we use capture the non-
linearity of losses implied by the results. The outcome of this analysis, which modelled a number of different scenarios, demonstrated that there is a non-linear relationship
between the ECLs based on the GDP growth paths for individual scenarios. In addition, the trend line modelled showed that our base case, Downside 1and Downside 2
scenarios provide a reasonable fit for the loss distribution.
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For our CIB portfolio, our approach was developed centrally by Banco Santander to ensure consistent treatment of these large and/or international counterparties across
the organisation. For CIB, we use three scenarios (base, upside and downside). Similar to the UK scenarios, the base case uses the base scenario that has been developed
and is used in other work that Banco Santander undertakes for planning and stress testing purposes. To develop the downside scenario, the path of GDP for each country
is calculated using the distribution probability of GDP estimated using a Monte Carlo simulation. The path used is the one that falls into a percentile that sits half way
between the baseline and global stress we use for our ICAAP. For the upside, the distribution probability of GDP is again used, for each country the GDP path is consistent
with the symmetric percentile selected on the downside. This means that the scenarios maintain the asymmetry that comes with the probabilities of distribution.

The average annual growth rates over a 4 year forecast for each of the scenarios for our CIB portfolio are:

Upside Base case Downside

Assumption % % %
GDP 4.2 3.6 2.7
The probability weights we applied to the scenarios for our CIB portfolio are:

Scenario type Probability %
Upside 20
Base case 60
Downside 20

We update the baseline in our economic scenarios at least twice a year in line with our annual budgeting and three year planning processes, or sooner if there is a material
change in current or expected economic conditions. We refresh all our economic scenarios each quarter to reflect the latest available data and OBR fan charts, which are
then reviewed and approved by ALCO. Probability weights are reassessed by ALCO at least quarterly. We aim to avoid embedding new economic scenarios into our models
on a quarter-end month. Instead, we aim to run the model with the new scenarios for two months before the quarter-end to ensure that we can fully validate the output.

Significant Increase in Credit Risk (SICR)

Loans which have suffered a SICR since origination are subject to a lifetime ECL assessment which extends to a maximum of the contractual maturity of the loan, or
behavioural term for revolving facilities. Loans which have not experienced a SICR are subject to 12 month ECL. We assess each facility’s credit risk profile to determine
which of three stages to allocate them to:

- Stage 1: when there has been no SICR since initial recognition. We apply a loss allowance equal to a 12 month ECL i.e. the proportion of lifetime expected losses that
relate to that default event expected in the next 12 months

Stage 2: when there has been a SICR since initial recognition, but no credit impairment has materialised. We apply a loss allowance equal to the lifetime ECL i.e.
lifetime expected loss resulting from all possible defaults throughout the residual life of a facility

Stage 3: when the exposure is considered credit impaired. We apply a loss allowance equal to the lifetime ECL. Objective evidence of credit impairment is required.
The definition of default (credit impaired) we use to identify an exposure as Stage 3 or NPL are different, although the differences are not material. For more, see the
section ‘Definition of default (Credit impaired)’ that follows. These criteria are under review in parallel with the ongoing regulatory changes to the default definition.

We use a range of quantitative, qualitative and backstop criteria to identify exposures that have experienced a SICR. The Credit Risk Provisions Forum (CRPF) reviews
and approves our SICR thresholds periodically. The Board Audit Committee reviews and approves them each year, or more often if we change them.

Quantitative criteria

We use quantitative criteria to identify where an exposure has increased in credit risk. The quantitative criteria we apply are based on whether any increase in the lifetime
PD since the recognition date exceeds a set threshold both in relative and absolute terms. We base the value anticipated from the initial recognition on a similar set of
assumptions and data to the ones we used at the reporting date, adjusted to reflect the account surviving to that date. The comparison uses either an annualised lifetime
PD, where the lifetime PD is divided by the forecast period, or the absolute change in lifetime PD since initial recognition. For each portfolio, the quantitative criteria are:

Retail Banking™”

Consumer (auto) Other unsecured Corporate & Corporate &

finance® Personal loans® Credit cards Overdrafts Commercial Banking®  Investment Banking

30bps 300bps 400bps 340bps 260bps 400bps  Internal rating method

(1) In Business banking, for larger customers we apply the same criteria that we use for Corporate & Commercial Banking.
(2) Consumer (auto) finance, Personal loans and Corporate & Commercial Banking use the comparison of lifetime PDs to determine Stage allocation, unlike other products which first turn the lifetime PD into an average yearly PD (annualised) and then do
the comparison.

We also apply a relative threshold of 100% (doubling the PD) across all portfolios except CIB.

Qualitative criteria
We also use qualitative criteria to identify where an exposure has increased in credit risk, independent of any changes in PD. For each portfolio, the qualitative criteria are:

Retail Banking™

Consumer (auto) Other unsecured Corporate & Corporate &
gag finance Personal loans Credit cards Overdrafts Commercial Banking Investment Banking
In forbearance In forbearance In Collections In forbearance Fees suspended In forbearance
Default in last 24m  Deceased or Insolvent Default in last 12m Default in last 12m Default in last 12m Watchlist - proactive Watchlist - proactive
management management
>30 Days past due (DPD)  Court ‘Return of goods’ NPL in last 12m In Collections  Debit dormant >35 days NPL in last 12m
in last12m order or Police watchlist
Bankrupt ~ Agreement terminated Default at proxy
origination
£100+ arrears Payment holiday £50+ arrears £100+ arrears Any excess in month
Cash Collection Behaviour score <565

(1) In Business banking, for larger customers we apply the same criteria that we use for Corporate & Commercial Banking.

Backstop criteria
As a backstop, we classify all exposures more than 30 or 90 DPD in at least Stage 2 or in Stage 3, respectively. This means that we do not rebut the backstop presumptions
in IFRS 9 (i.e. credit risk has significantly increased if contractual payments are more than 30 days past due) relating to either a SICR or default.

74 Santander UK Group Holdings plc



> Credit risk

Improvement in credit risk or cure

In some cases, instruments with a lifetime ECL (in Stage 2 or 3) may be transferred back to 12 month ECL (Stage 1). Financial assets in Stage 3 can only be transferred to
Stage 2 or Stage 1when they are no longer considered to be credit impaired, as defined in the next section. Financial assets in Stage 2 can only be transferred to Stage 1
when they are no longer considered to have experienced a SICR. Where we identified a SICR using quantitative criteria, the instruments automatically transfer back to
Stage 1when the original PD-based transfer criteria are no longer met. Where we identified a SICR using qualitative criteria, the issues that led to the transfer must be
cured before the instruments can be reclassified to Stage 1. For a loan in forbearance to cure, it must meet the exit conditions set out in the earlier section ‘Forbearance’.

1o0dal 2181438

Definition of default (Credit impaired)
We define a financial instrument as in default (i.e. credit impaired) for purposes of calculating ECL if it is more than three months past due, or if we have data to make us
doubt they can keep up with their payments i.e. they are unlikely to pay. 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 while in default, but have not caught up with the payments they had missed before that, or they have had multiple forbearance
— We have suspended their fees and interest because they are in financial difficulties

— We have repossessed the property.

9JUBUIIA0D)

Other business segments: Corporate & Commercial Banking, Corporate & Investment Banking and Corporate Centre

— They have had a winding up notice issued, or something happens that is likely to trigger insolvency - such as, 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 default

— Their loan is unlikely to be refinanced or repaid in full on maturity

— Their loan has an excessive LTV that is unlikely to be resolved, such as by a change in planning policy, pay-downs, or increases in market values.
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Where we use the advanced internal ratings-based basis for a portfolio in our capital calculations, we use the same default definitions for ECL purposes. We review and
approve the definition of default each quarter. The Board Audit Committee reviews and approves the definition each year, or more often if we change it.

=]
Y
Definition of default used for NPL é
The definition of default we use to identify NPLs is not significantly different to the definition of default we use to identify Stage 3 exposures. The only difference relates 5
to mortgages. For NPL, we classify a mortgage customer as bankrupt for at least two years after first being declared bankrupt before we reassess their position. For Stage 3, &
the equivalent period is at least seven years before we reassess their position. =
Measuring ECL
For accounts not in default at the reporting date, we estimate a monthly ECL for each exposure and for each month over the forecast period. The lifetime ECL is the sum
of the monthly ECLs over the forecast period, while the 12-month ECL is limited to the first 12 months. We calculate each monthly ECL as the discounted value for the .
relevant forecast month of the product of the following factors: )
0
5
Survival rate (SR) The probability that the exposure has not closed or defaulted since the reporting date. %:
PD The likelihood of a borrower defaulting in the following month, assuming it has not closed or defaulted since the reporting date. For each month in 3
the forecast period, we estimate the monthly PD from a range of factors. These include the current risk grade for the exposure, which becomes less z
relevant further into the forecast period, as well as the expected evolution of the account risk with maturity and factors for changing economics.
We support this with historical data analysis.
EAD The amount we expect to be owed if a default event was to occur. We determine EAD for each month of the forecast period by the expected o
payment profile, which varies by product type. For amortising products, we base it on the borrower’s contractual repayments over the forecast =
period. We adjust this for any expected overpayments on Stage 1accounts that the borrower may make and for any arrears we expect if the ;DD‘
account was to default. For revolving products, or amortising products with an off-balance sheet element, we determine EAD using the balance %
at default and the contractual exposure limit. We vary these assumptions by product type and base them on analysis of recent default data. =
LGD Our expected loss if a default event were to occur. We express it as a percentage and calculate it as the expected loss divided by EAD for each %
month of the forecast period. We base LGD on factors that impact the likelihood and value of any subsequent write-offs, which vary according to gr
35

whether the product is secured or unsecured. If the product is secured, we take into account collateral values as well as the historical discounts to
market/book values due to forced sales type.

We use the original effective interest rate as the discount rate. For accounts in default, we use the EAD as the reporting date balance. We also calculate an LGD to reflect
the default status of the account, considering the current DPD and loan to value. PD and SR are not required for accounts in default.

Forecast period

We base the forecast period for amortising facilities on the remaining contractual term. For revolving facilities, we use an analytical approach based on the behavioural,
rather than contractual, characteristics of the facility type. In some cases, we shorten the period to simplify the calculation. If we do this, we apply a post model adjustment
to reflect our view of the full lifetime ECL.

Forward-looking information

Our assessments of a SICR and the calculation of ECL both incorporate forward-looking information. We perform historical analysis and identify the key economic variables
that impact credit risk and ECL for each portfolio. These can include GDP, house prices and unemployment. Where applicable, we incorporate these economic variables and
their associated impacts into our models.

Grouping of instruments for losses measured on a collective basis

We measure ECL at the individual financial instrument level. However, we typically group instruments and assess them for impairment collectively where they share risk
characteristics (as described in Retail Banking - credit risk management) using one or more statistical models. Where we have used internal capital or similar models as
the basis for our IFRS 9 models, this typically results in a large number of relatively small homogenous groups which are determined by the permutations of the underlying
characteristics in the statistical models. We calculate separate collective provisions for instruments in Stages 1, 2 and 3 where the instrument is not individually assessed.
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Management judgement applied in calculating ECL

IFRS 9 recognises that expert management judgement is an essential part of calculating ECL. Specifically, where the historical information that we use in our models does
not reflect current or future expected conditions or the data we have does not cover a sufficient period or is not robust enough. We consider the significant management
judgements in calculating ECL to be:

- Definition of default: We define a financial instrument as in default (i.e. credit impaired) for purposes of calculating ECL if it is more than three months past due, 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.

- Forward-looking multiple economic scenarios: We use five scenarios, consisting of a central base case, two upside scenarios and two downside scenarios except
for our CIB portfolio, where we use three scenarios - a central and a single upside and downside scenario. This symmetry meets the ‘unbiased’ requirement and we
consider these scenarios sufficient to account for any non-linear relationships.

- Probability weights: In determining the initial scenario probability weightings, we assign the highest probability to the base case, whilst the extreme cases typically
attract lower probabilities than the more moderate ones.

- SICRthresholds: We use a combination of quantitative (both absolute and relative), qualitative and backstop criteria to identify exposures that we consider have
shown a SICR since initial recognition.

- Post Model Adjustments: These relate to adjustments which we need to account for identified model limitations - such as those that have arisen due to challenges
in obtaining historical data. We expect these to gradually become redundant as we build up more comparative data over future reporting periods. We also apply
temporary adjustments for immaterial portfolio exposures still needing ECL models to be built.

Post Model Adjustments (PMAs)
The most significant PMAs that we apply are:

- Interest-only maturity default risk: When an interest-only mortgage reaches contractual maturity and the capital payment becomes due, there is a risk that the
customer won't be able to repay the full capital balance. Our model estimates the likelihood of a customer missing a monthly payment, rather than the capital
repayment. We hold an incremental provision to address the risk of default on capital repayments on maturity. We use historical evidence of loss experience to
estimate the adjustment. At 31 December 2018, this increased ECL by £69m (1 January 2018: £74m).

- Buy-to-Let: Historical data shows that the risk of default on a buy-to-let mortgage is higher than on a residential mortgage particularly in a downturn. However, our
IFRS 9 models have been calibrated over a period of favourable and relatively benign economic conditions during which our buy-to-let mortgage portfolio has
continued to grow with limited loss events. To avoid underestimating ECL in an economic downturn, we adjust the loss allowance for our BTL accounts to increase
the ECL. We use market data from the last economic crisis to estimate the adjustment. At 31 December 2018, this increased ECL by £20m (1 January 2018: £15m).

- Long-term indeterminate arrears: To mitigate the risk of model underestimation, accounts in arrears which have neither repaid (cured) or been written-off after a
period of 2 years for unsecured or 5 years for secured portfolios, are fully provided for. For our secured portfolios, we use expected security valuations at the point of
repossession to estimate the adjustment. At 31 December 2018, we only needed to make an adjustment for mortgages, and this increased ECL by £23m (1 January
2018: £25m).

The CRPF and the Board Audit Committee review and approve changes in all key management judgements at least each quarter. The creation of new PMAs is a joint
responsibility between the Risk Provisions & Forecasting team, as model owners who may identify issues with the historical data, and the Financial Accounting & Control
Division, who may identify changes in portfolio or credit quality performance.

We use a range of methods to identify whether we need a PMA. These include regular review of model monitoring tools, end-user computing controls monitoring, period-
to-period movement and trend analysis, comparison against forecasts, and input from expert teams who monitor and manage key portfolio risks. We only recognise a PMA
if the ECL is over £Im. We keep PMAs in place until we no longer need them. This will typically be when they are built into our core credit model or the conditions that
impacted the historical data no longer exist.

The Risk Provisions & Forecasting team calculates PMAs to ensure they are incremental to the core credit model and to ensure the calculation is performed in a consistent
and controlled manner. We apply standard end-user computing controls to material and long-standing PMAs i.e. those expected to be in place for more than six months.
Our Independent Validations Team may also review material PMAs at their discretion. The CRPF approves all new PMAs. It delegates authority to approve temporary PMAs
not expected to last beyond a quarter-end to the Director of Financial Accounting & Control. The Financial Accounting & Control Division reviews all new PMAs to ensure
they comply with IFRS 9. We record all PMAs on a central log maintained by the Financial Accounting & Control Division which documents the justification, IFRS 9
compliance assessment, expected life, recalibration frequency, calculation methodology and value of each PMA. The CRPF reviews and approves the log each quarter.

Governance around ECL impairment allowances

Our Risk Methodology team developed our ECL impairment models (except for the OGEM), and all material models are independently reviewed by our Independent
Validations Team. As model owners, our Risk Provisioning & Forecasting team run the models to calculate our ECL impairment allowances each month. The models are
sensitive to changes in credit conditions, and reflect various management judgements that give rise to measurement uncertainty in our reportable ECL as set out above.
The following committees and forums review the provision drivers and ensure that the management judgements we apply remain appropriate:

- Model Risk Control Forum reviews and approves new models and required model changes.

- ALCO reviews and approves the economic scenarios and probability weights we use to calculate forward-looking scenarios.

- CRPF reviews management judgements and approves ECL impairment allowances.

- Board Audit Committee reviews and challenges the appropriateness of the estimates and judgements made by management.

For more on the governance around specific elements of the ECL impairment allowances, including the frequency of, and thresholds for, reviews, including by these
committees and forums, see the detailed sections above.

How we assess the performance of our ECL estimation process
We assess the reasonableness of our ECL provisions and the results of our Staging analysis using a range of methods. These include:

- Benchmarking: we compare our coverage levels with our peers.

- Stand-back testing: we monitor the level of our coverage against actual write-offs.

- Back-testing: we compare key drivers periodically as part of model monitoring practices.

- Monitoring trends: we track ECL and Staged assets over time and against our internal budgets and forecasts, with triggers set accordingly.
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A
SANTANDER UK GROUP LEVEL - CREDIT RISK REVIEW g

[a}
The introduction of IFRS 9 2
As set out in Note 44 ‘Transition to IFRS 9" in the Consolidated Financial Statements, IFRS 9 replaced IAS 39 on 1January 2018. IFRS 9 introduced a new impairment 2
methodology and rules around classification and measurement of financial assets. As a result of the change from IAS 39 to IFRS 9, some 2018 disclosures in this section
are not comparable with prior periods because the methodologies for calculating incurred losses under IAS 39 and ECLs under IFRS 9 are fundamentally different. This
means that some IFRS 9 disclosures do not have prior period comparatives and some IAS 39 disclosures are no longer relevant from 1 January 2018. We have included
comparative tables at 1 January 2018 reflecting the adoption of IFRS 9, where available and appropriate.

Q
Our maximum and net exposure to credit risk ?j
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 3
mitigate our exposure. The tables only show the financial assets that credit risk affects and to which the impairment requirements in IFRS 9 (2017: IAS 39) are applied. ?

For balance sheet assets, the maximum exposure to credit risk is the carrying value after impairment loss allowances. Off-balance sheet exposures are mortgage offers,
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

=
E
z
ERlSNCESHECHRSSEE __ Off-balancesheet  Collateral® 3
o]
=

Gross Loss Net Gross Loss Net Net
amounts allowance® amounts amounts allowance® amounts Cash Non-cash Netting® exposure
fbn £bn fbn fbn £bn fbn £bn fbn fbn fbn

Cash and balances at central banks 24.2 - 24.2 - - - - - 24.2
Financial assets at amortised cost:
- Loans and advances to customers:®

- Loans secured on residential properties® 158.2 (0.2) 158.0 1n.2 - .2 - (164.1) - 5.1
- Corporate loans 27.8 (0.2) 27.6 17.0 - 17.0 - (20.2) - 24.4 é"
- Finance leases 6.8 (0.1) 6.7 0.2 - 0.2 (0.1) 6.1) - 07 2
- Other unsecured loans 7.6 (0.2) 7.4 1.6 (0.1) 1.5 - - - 189 =
- Amounts due from fellow Banco Santander 2.0 - 2.0 - - - - (0.6) - 14 %
group subsidiaries and joint ventures 2
- Total loans and advances to customers 202.4 (0.7) 201.7 40.0 (0.1) 39.9 (0.1) (191.0) - 50.5
- Loans and advances to banks 3.5 - 3.5 1.6 - 1.6 - - - 5.1
- Reverse repurchase agreements — non trading® 211 - 211 - - - - (18.4) 2.7) -
- Other financial assets at amortised cost 7.2 - 7.2 - - - - - - 7.2
Total financial assets at amortised cost: 234.2 (0.7) 233.5 41.6 (0.1) 415 (0.1) (209.4) .7) 62.8 %‘
Financial assets at FVOCI 3.
- Loans and advances to customers 0.1 - 0.1 0.1 - 0.1 - - - 0.2 ;L
- Debt securities 13.2 - 13.2 - - - - - - 132 3
Total financial assets at FVOCI 13.3 - 13.3 0.1 - 0.1 - - - 13.4 ’3
Total 271.7 (0.7) 271.0 41.7 (0.1) 41.6 (0.1) (209.4) 2.7) 100.4 &
Cash and balances at central banks 328 - 328 - - - - 328«
Loans and advances to customers:©® QE;_
- Advances secured on residential property® 155.4 ©.2) 155.2 124 - (167.4) - 02 £
- Corporate loans 309 (05) 304 171 - (218) - 257 2
- Finance leases 6.7 - 6.7 0.6 0.0y (5.8) - 4
- Other unsecured loans 62 0.2 6.0 Al - 0.) - 17.0 g
- Amounts due from fellow Banco Santander group 12 - 12 - - - - 12 &
subsidiaries and joint ventures -
Total loans and advances to customers® 200.4 0.9) 199.5 42 (ON)] (195.) - 455
Loans and advances to banks® 35 - 35 16 - - - 51
Reverse repurchase agreements - non trading® 26 - 26 - - 25) - 01
Financial investments:
- Loans and receivables securities® 22 - 22 0.7 - - - 29
- Available-for-sale debt securities 8.8 - 88 - - - - 8.8
- Held-to-maturity debt securities 65 - 65 - - - - 65
Total financial investments 175 - 175 0.7 - - - 182
Total 256.8 (0.9) 2559 835 (.) (197.6) - 1017

(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) Loss allowances for 2017 were on an incurred loss basis per IAS 39, whilst for 2018 they are on an ECL basis per IFRS 9. The loss allowance for off-balance sheet assets is classified in the balance sheet in provisions - other liabilities.

(3) We can reduce credit risk exposures by applying netting. 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 ‘Other business segments - credit risk management’ section.

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

(5) The collateral value we have shown against advances secured on residential property is limited to the balance of each associated individual loan. It does not include the impact of over-collateralisation (where the collateral has a higher value than
the loan balance) and includes collateral we would receive on draw down of certain off-balance sheet commitments.

(6) From1January 2018, the non-trading reverse repurchase agreements that are held at amortised cost are now presented as separate lines in the balance sheet, as described in Note 1. Comparatives are re-presented accordingly.
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The tables below show the main differences between our maximum and net exposure to credit risk on the financial assets that credit risk affects and to which the
impairment requirements in IFRS 9 are not applied.

Balance

sheet asset Collateral®

gross Net
amount Cash  Non-cash  Netting®  exposure
£bn £bn £bn £bn

Financial assets at FVTPL

- Derivative financial instruments 53 - 2.) (0.9) 23
- Other financial assets at FVTPL 6.1 - (2.3) - 3.8
Total 1.4 - (4.4) (0.9) 6.1

2017

Financial assets designated at fair value
- Trading assets:

- Securities repurchased under resale agreements 89 - 85) ©.4) -

- Debt securities 52 - - - 52

- Cash collateral 6.2 - - - 6.2

- Short-term loans 0.7 - - - 0.7
- Total trading assets 21.0 - (85) ©.4) 121
- Derivative financial instruments 19.9 2.8) - (14.8) 23
- Financial assets designated at fair value:

- Loans and advances to customers 16 - (1.6) - -

- Debt securities 0.5 - - - 0.5
Total financial assets designated at fair value 21 - (1.6) - 05
Total 43.0 (2.8) (10.1) (152) 14.9

(1) The forms of collateral we take to reduce credit risk include: liquid securities, including those transferred under reverse repurchase agreements; cash, including cash used as collateral for derivative transactions; and receivables.

(2) We can reduce credit risk exposures by applying netting. 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
‘Other business segments — credit risk management' section.

Single credit rating scale (unaudited)

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 PD value and we scale the grades so that the default risk
increases by a factor of ten every time the grade number drops by two steps. For example, grade 9 has an average PD of 0.010%, and grade 7 has an average PD of 0.1002%.
We give defaulted exposures a grade 1and a PD value of 100%. In the final column of the table we show the approximate equivalent credit rating grade used by Standard
& Poor’s Ratings Services (S&P).

PD range
Mid Lower Upper

Santander UK risk grade % % % S&P equivalent
9 0.010 0.000 0.021 AAA to AA+
8 0.032 0.021 0.066 AAto AA-
7 0100 0.066 0.208 A+to BBB
6 0316 0.208 0.658 BBB-to BB
5 1.000 0.658 2.081 BB-
4 3162 2.081 6.581 B+toB
3 10.000 6.581 20.81 B-
2 31623 20.81 99.999 CCCto C
1 (Default) 100.000 100.000 100.000 D

The PDs in the table above are based on Economic Capital (EC) PD mappings which are calculated based on the average probability of default over an economic cycle.
This is different to the IFRS 9 PDs which are calculated at a point in time using forward looking economic scenarios. Where possible, the EC PD values are largely aligned
to the regulatory capital models however any regulatory floors are removed and PDs are defined at every possible rating rather than categorised into rating buckets.
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Rating distribution
The tables below show the credit rating of our financial assets to which the impairment requirements in IFRS 9 (2017: IAS 39) are applied. For more on the credit rating
profiles of key portfolios, see the ‘Credit risk - Retail Banking’ and ‘Credit risk - other business segments’ sections.

> Credit risk

Santander UK risk grade

Loss

6 3to1 Other® allowance®

£bn £bn £bn
Cash and balances at central banks 24.2 - - - - - - - - 24.2
- Stage 1 24.2 - - - - - - - - 24.2

Financial assets at amortised cost:

- Loans and advances to customers® 10.0 27.5 72.4 51.6 20.3 n4 6.3 29 (0.7) 201.7
- Stage 1 10.0 27.5 72.2 50.3 17.6 6.9 11 2.8 (0.1) 188.3
- Stage 2 - - 0.2 13 2.7 4.5 2.8 0.1 (0.3) 1.3
- Stage 3 - - - - - - 2.4 - (0.3) 2.1
- Loans and advances to banks 0.9 0.2 14 - - - - 1.0 - 3.5
- Stage 1 0.9 0.2 14 = = = = 1.0 = 3.5
- Reverse repo agreements - non trading® 15.2 3.8 13 0.4 - - - 0.4 - 211
- Stage 1 15.2 3.8 13 0.4 - - - 0.4 - 21.1
- Other financial assets at amortised cost 7.2 - - - - - - - - 7.2
- Stage 1 7.2 = = = = = = = - 7.2
Total financial assets at amortised cost 33.3 31.5 75.1 52.0 203 1.4 6.3 43 (0.7) 233.5
Financial assets at FVOCI: 6.6 5.8 0.7 - - - - 0.2 - 133
- Stage 1 6.6 5.8 0.7 - - - - 0.2 - 13.3
Total on balance sheet exposures 64.1 373 75.8 52.0 20.3 n4 6.3 4.5 (0.7) 271.0
Off-balance sheet exposures 0.7 8.0 8.9 9.0 5.4 13 0.5 7.9 (0.1)® 41.6
- Stage 1 0.7 8.0 8.9 8.9 5.3 1.2 0.3 7.9 (0.1) 41.1
- Stage 2 - - - 0.1 0.1 0.1 0.1 - - 0.4
- Stage 3 - - - - - - 0.1 - - 0.1
Total 64.8 453 84.7 61.0 25.7 12.7 6.8 12.4 (0.8) 312.6

2017 |

Cash and balances at central banks 318 - - - - - - 1.0 - 32.8
Loans and advances to banks 13 02 0.7 - - - - 13 - 3.5
Loans and advances to customers:”
- Loans secured on residential property 32 26.7 752 352 6.2 45 44 - 0.2 155.2
- Corporate loans 17 51 21 46 9.6 51 15 13 (0.5) 305
- Finance leases - - 04 13 20 18 11 01 0 6.6
- Other unsecured loans - 0.1 0.8 1.6 16 0.7 0.5 09 ©.2) 6.0
- Amounts due from fellow Banco - - - - - - - 12 - 12
Santander group subsidiaries and Vs
Total loans and advances to customers 49 319 785 427 19.4 121 75 35 (1.0) 199.5
Reverse repo agreements - non trading® - 15 0.4 0.4 - - - 0.1 - 24
Financial investments:
- Loans and receivables securities® 19 01 0.2 - - - - - - 22
- Available—for-sale debt securities 65 19 04 - - - - - - 838
- Held-to-maturity debt securities 65 - - - - - - - - 6.5
Total financial investments 149 20 0.6 - - - - - - 175
Total 529 356 802 231 19.4 121 75 59 (1.0) 2557
(1) Includes cash at hand and smaller cases mainly in the consumer (auto) finance and commercial mortgages portfolios. We use scorecards for these items, rather than rating models.
(2) Loss allowances for 2017 were on an incurred loss basis per IAS 39, whilst for 2018 they are on an ECL basis per IFRS 9.
(3) Includes interest we have charged to the customer’s account and accrued interest we have not charged to the account yet.
(4) From1January 2018, the non-trading repurchase agreements and non-trading reverse repurchase agreements that are held at amortised cost are now presented as separate lines in the balance sheet, as described in Note 1. Comparatives are re-
presented accordingly.
(5) The total rounds to £0.1bn and is split across all three Stages. In this table, it has been allocated in full to Stage 1 for presentational purposes. For the full detail, see the ‘IFRS 9 Credit Quality’ section.
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Credit performance
The customer loans in the tables below and in the remainder of the ‘Credit risk’ section are presented differently from the balances in the Consolidated Balance Sheet.
The main difference is that customer loans exclude interest we have accrued but not charged to customers’ accounts yet.

Customer Gross write- Loss
loans NPLs®®  NPL ratio® offs  allowances®
2018 £bn £m % £m £m
Retail Banking: 172.8 2,126 1.23 182 594
—of which mortgages 158.0 1,907 1.21 18 237
Corporate & Commercial Banking 17.7 264 1.49 97 182
Corporate & Investment Banking 4.6 - - 252 18
Corporate Centre 4.8 18 0.38 3 13
199.9 2,408 1.20 534 807
Retail Banking: 168.7 2,104 125 195 491
- of which mortgages 154.7 1,867 121 22 225
Corporate & Commercial Banking 194 383 197 35 195
Corporate & Investment Banking 6.0 340 5.67 - 236
Corporate Centre 6.2 21 034 23 18
2003 2,848 142 253 940

Of which: Corporate lending
2018 241 353 1.46 364 253
2017 273 838 3.07 56 485

(1) We define NPLs in the ‘Credit risk management’ section.

(2) AllNPLs (excluding personal bank accounts) continue accruing interest.

(3) NPLs as a percentage of customer loans.

(4) Loss allowances for 2017 were on an incurred loss basis per IAS 39, whilst for 2018 they are on an ECL basis per IFRS 9. The ECL allowance is for both on and off-balance sheet exposures.

Corporate lending comprises the business banking portfolio of our Retail Banking segment, and our Corporate & Commercial Banking and Corporate & Investment
Banking segments.

2018 compared to 2017 (unaudited)

Our financial results now reflect the changes in the statutory perimeter, following the ring-fence transfers of activities to Banco Santander London Branch. Prior periods
have not been restated. The NPL ratio improved 22bps to 1.20%%, with credit quality remaining strong supported by our prudent approach to risk, proactive management
actions and the ongoing resilience of the UK economy. The improvement was also driven by the write-off of the Carillion plc exposures.

The Retail Banking NPL ratio decreased to 1.23%. Retail Banking loan loss allowances increased from the application of IFRS 9.

The Corporate & Commercial Banking NPL ratio improved to 1499, largely due to a number of small loans which were written-off, without material concentrations
across sectors or portfolios.

CIB had no loans in non-performance, predominantly driven by the loans write-off for Carillion plc and another CIB customer, both of which moved to non-performing
in 2017.

The Corporate Centre NPL ratio increased slightly to 0.38%.

For more on the credit performance of our key portfolios by business segment, see the ‘Retail Banking — credit risk review’ and ‘Other business segments - credit risk
review' sections.
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IFRS 9 credit quality
Total on-balance sheet exposures at 31 December 2018 comprise £199.9bn of customer loans, L&A to banks of £3.5bn (reported in CIB) and £28.4bn of sovereign assets
measured at amortised cost, £13.3bn of assets measured at FVOCI, and £24.2bn of cash and balances at central banks (all reported in Corporate Centre).

(unaudited) Stage 2
Average PD® <30 DPD »30 DPD Sub total Stage 3@

31 December 2018 % £m fm fm fm
Exposures
On-balance sheet
Retail Banking 0.53 160,212 9,375 949 10,324 2,21 172,747
- of which mortgages 0.48 146,619 8,466 890 9,356 1,982 157,957
Corporate & Commercial Banking 0.92 16,394 1,044 - 1,044 264 17,702
Corporate & Investment Banking 0.36 29,177 78 - 78 - 29,255
Corporate Centre 0.14 49,368 122 n 133 16 49,517
Total on-balance sheet 255,151 10,619 960 1,579 2,491 269,221
Off-balance sheet
Retail Banking® 22,819 196 - 196 43 23,058
- of which mortgages® 1,120 76 = 76 17 1,213
Corporate & Commercial Banking 4,939 182 - 182 12 5,133
Corporate & Investment Banking 12,923 56 - 56 26 13,005
Corporate Centre 531 - - - - 531
Total off-balance sheet® 41,212 434 - 434 81 41,727
Total exposures 296,363 11,053 960 12,013 2,572 310,948
ECL
On-balance sheet
Retail Banking 84 217 39 256 228 568
- of which mortgages 10 98 20 18 106 234
Corporate & Commercial Banking 31 26 - 26 m 168
Corporate & Investment Banking 1 1 - 1 - 2
Corporate Centre 5 3 - 3 5 13
Total on-balance sheet 121 247 39 286 344 751
Off-balance sheet
Retail Banking 12 13 - 13 1 26
- of which mortgages 2 1 - 1 - 3
Corporate & Commercial Banking 6 6 - 6 2 14
Corporate & Investment Banking 4 2 - 2 10 16
Total off-balance sheet 22 21 - 21 13 56
Total ECL 143 268 39 307 357 807

Coverage ratio® % % % % % %
On-balance sheet
Retail Banking 0.1 23 4.1 25 10.3 0.3
- of which mortgages - 12 2.2 13 53 0.1
Corporate & Commercial Banking 0.2 215 - 255 42.0 0.9
Corporate & Investment Banking - 13 - 13 - -
Corporate Centre - 2.5 - 23 31.3 -
Total on-balance sheet - 23 4.1 2.5 13.8 0.3
Off-balance sheet
Retail Banking 0.1 6.6 - 6.6 23 0.1
- of which mortgages - 13 - 13 - =
Corporate & Commercial Banking 0.1 33 - 33 16.7 0.3
Corporate & Investment Banking - 3.6 - 3.6 38.5 0.1
Total off-balance sheet 0.1 4.8 - 4.8 16.0 0.1
Total coverage - 24 4.1 2.6 13.9 0.3

(1) Average IFRS 9 PDs are 12-month, scenario-weighted PDs. Weighted averages are determined using EAD for the first year. Financial assets in default are excluded from the calculation, given they are allocated a PD of 100%.
(2) Stage 3 exposures under IFRS 9 and NPLs used in our NPL ratio metric are subject to different criteria. These criteria are under review in parallel with the ongoing regulatory changes to the default definition.
(3) Off-balance sheet exposures include £5.2bn of retail mortgage offers in the pipeline.

(4) Off-balance sheet amounts consist of contingent liabilities and commitments. For more see Note 32 to the Consolidated Financial Statements.

(5) ECLas a percentage of the related exposure.

Stage 2 analysis
Exposure
31 December 2018 fm

Currently in arrears 960
Currently up-to-date:

- PD deterioration 8,509
- Othero 2,544
Total Stage 2 12,013

(1) Mainly due to forbearance.
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Total on-balance sheet exposures at 1 January 2018 comprise £200.3bn of customer loans, L&A to banks of £3.5bn (reported in CIB) and £11.3bn of sovereign assets
measured at amortised cost, £8.9bn of assets measured at FVOCI, and £32.8bn of cash and balances at central banks (all reported in Corporate Centre).

(unaudited) Stage 2
Average PD® <30 DPD >30 DPD Sub total Stage 3@

1January 2018 % £m £m £m £m

Exposures
On-balance sheet

Retail Banking 0.61 155,845 9,537 1120 10,657 2222 168,724
- of which mortgages 0.55 142,940 8,765 991 9,756 1,986 154,682
Corporate & Commercial Banking 079 18,362 575 7 646 383 19,391
Corporate & Investment Banking 0.17 1,684 93 - 93 340 12117
Corporate Centre 0.07 56,325 172 38 210 20 56,555
Total on-balance sheet 242,216 10,377 1,229 1,606 2,965 256,787
Off-balance sheet

Retail Banking® 23133 223 5 228 41 23,402
- of which mortgages® 12,215 126 2 128 18 12,361
Corporate & Commercial Banking 4,055 21 9 220 5 4,280
Corporate & Investment Banking 14,899 16 - 16 32 14,947
Corporate Centre 830 40 - 40 - 870
Total off-balance sheet*” 42917 490 14 504 78 43,499
Total exposures 285,133 10,867 1,243 12110 3,043 300,286
ECL
On-balance sheet

Retail Banking 97 206 28 234 266 597
- of which mortgages 20 lE) 16 129 121 270
Corporate & Commercial Banking 38 17 8 25 173 236
Corporate & Investment Banking 8 - - - 242 250
Corporate Centre 7 2 2 4 8 19
Total on-balance sheet 150 225 38 263 689 1,102
Off-balance sheet

Retail Banking 13 13 - 13 2 28
- of which mortgages - 2 - 2 - 2
Corporate & Commercial Banking 5 8 - 8 - 13
Corporate & Investment Banking 8 - - - - 8
Total off-balance sheet 26 21 - 21 2 49
Total ECL 176 246 38 284 691 1151

Coverage ratio® % % % % % %
On-balance sheet

Retail Banking 01 22 25 22 120 04
- of which mortgages - 13 16 13 6.1 02
Corporate & Commercial Banking 0.2 3.0 n3 39 452 12
Corporate & Investment Banking 0.1 - - - 72 21
Corporate Centre - 12 53 19 40.0 -
Total on-balance sheet 01 22 31 23 232 0.4
Off-balance sheet

Retail Banking 01 58 - 57 49 01
- of which mortgages - 1.6 - 1.6 - -
Corporate & Commercial Banking 0.1 38 - 3.6 - 03
Corporate & Investment Banking 0.1 - - - - 0.1
Total off-balance sheet 0.1 43 - 42 26 0.1
Total coverage 0.1 23 31 23 22.7 0.4

(1) Average IFRS 9 PDs are 12-month, scenario-weighted PDs. Weighted averages are determined using EAD for the first year. Financial assets in default are excluded from the calculation, given they are allocated a PD of 100%.
(2) Stage 3 exposures under IFRS 9 and NPLs used in our NPL ratio metric are subject to different criteria. These criteria are under review in parallel with the ongoing regulatory changes to the default definition.

(3) Off-balance sheet exposures include £6.2bn of retail mortgage offers in the pipeline.

(4) Off-balance sheet amounts consist of contingent liabilities and commitments. For more, see Note 32 to the Consolidated Financial Statements.

(5) ECLas a percentage of the related exposure.

31 December 2018 compared to 1January 2018 (unaudited)

Key movements in exposures and ECL in the year by Stage were:

— The increase in Stage 1 exposures was largely driven by reverse repurchase agreements — non trading in CIB. As part of our ring-fencing implementation, reverse
repurchase agreements - non trading are now accounted for at amortised cost, in line with our business model for managing these assets as part of our overall funding
and liquidity plans. Previously, similar transactions were mainly classified as trading assets and accounted for at FVTPL. As the impairment requirements in IFRS 9
do not apply to FVTPL assets, they are not included in this table and the change in treatment led to an increase in the Stage 1 CIB exposures. Reverse repurchase
agreements carry very low credit risk and the ECL at 31 December 2018 was not material. Stage 1 exposures also increased due to lending growth in mortgages. The
increase was partially offset by a decrease in cash and balances at central banks (reported in Corporate Centre) for which the ECL was also not material, and transfers as
part of our ring-fencing plans. Stage 1 ECLs decreased, reflecting our prudent approach to lending.

— Stage 2 exposures and the corresponding ECLs were broadly unchanged from 1January 2018, with a steady inflow and cure through proactive management action.

— Stage 3 exposures decreased in part due to the write-off of the Carillion plc exposures and the corresponding ECL, alongside successful refinancing and restructuring of
several large cases in Corporate & Commercial Banking, but also as a result of our prudent approach to risk, proactive management actions and the ongoing resilience of
the UK economy.
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A
Reconciliation of exposures, loss allowance and net carrying amounts ;’}
The table below shows the relationships between disclosures in this Credit risk review section which refer to drawn exposures and the associated ECL, and the total assets -
as presented in the Consolidated Balance Sheet. g
o
On-balance sheet Off-balance sheet
Loss Net carrying Loss
Exposures  allowance amount Exposures allowance
fm fm fm fm fm
Retail Banking 172,747 568 172,179 23,058 26 @
- of which mortgages 157,957 234 157,723 1,213 3 %
Corporate & Commercial Banking 17,702 168 17,534 5,133 14 §
Corporate & Investment Banking 29,255 2 29,253 13,005 16 5
Corporate Centre 49,517 13 49,504 531 -
Total exposures presented in IFRS 9 Credit Quality tables 269,221 751 268,470 41,727 56
Other items® 2,501
Adjusted net carrying amount 270,971
Assets classified at FVTPL 11,458
Non-financial assets 6,952
Total assets per the Consolidated Balance Sheet at 31 December 2018 289,381

)
I
i
“
5
=.
5]
3

(1) These assets carry low credit risk and therefore have an immaterial ECL.

Movement in total exposures and the corresponding ECL
The following table shows changes in total exposures subject to ECL assessment, and the corresponding ECL, during the year. The table presents total gross carrying
amounts and ECLs at a Santander UK group level. We present segmental views in the sections below.

redit impaired Credit impaired
o age o Sage3 Total :
Subject to lifetime ECL Subject to lifetime ECL 2
Exposures® ECL Exposures® ECL  Exposures® %
£m £m £fm £m E
At 1)January 2018 285,133 176 12,110 284 3,043 691 300,286 1,151
Change in economic scenarios® - 4 - (12) - 8) - (16)
Changes to model - (U] - 2 - 8) - @
Transfer to lifetime ECL (not-credit impaired)® (4,190) (1) 4,190 mn - - - -
Transfer to credit impaired® (445) 8) (603) (23) 1,048 31 - -1 2
Transfer to 12-month ECL® 3,325 68 (3,325) (68) - - - - §
Transfer from credit impaired® 17 6 443 27 (460) (33) - - ii
Transfers of financial instruments (1,293) 55 705 (53) 588 ) - - g
Net remeasurement of ECL on stage transfer® - (63) - 83 - 79 - 99| 3
New assets originated or purchased® 85,933 43 1,087 34 19 3 87,039 90| =
Othere (19,867) (20) (295) (1) 52 170 (20,110) 139
Assets derecognised - closed good” (53,543) (51) (1,594) (20) (474) (44) (55,611) (115)
Assets derecognised — written off® - - - - (656) (534) (656) (534)
At 31 December 2018 296,363 143 12,013 307 2,572 357 310,948 807 g
Net movement in the year 1,230 33) 97) 23 (4n) (334) 10,662 (344) g
o
Income statement charge/(release) for the year (33) 23 200 | 190 | (—5;'\
Recoveries net of collection costs - - (36) (36) §
Charge/(release) to the Income Statement (33) 23 164 154 §'

(1) Exposures that have attracted an ECL, and as reported in the IFRS 9 Credit Quality table above.

(2) Changes to assumptions from the start of the year to the end of the year. Isolates the impact on ECL from changes to the economic variables for each scenario, changes to the scenarios themselves as well as changes in the probability weights from
all other movements. The impact of changes in economics on exposure Stage allocations are shown within Transfers of financial instruments.

Total impact of facilities that moved Stage(s) in the year. This means, for example, that where risk parameter changes (model inputs) or model changes (methodology) result in a facility moving Stage, the full impact is reflected here (rather than in
Other). Stage flow analysis only applies to facilities that existed at both the start and end of the year. Transfers between each Stage are based on opening balances and ECL at the start of the period.

(4) Relates to the revaluation of ECL following the transfer of an exposure from one Stage to another.

(5) Exposures and ECL at reporting date of facilities that did not exist at the start of the year, but did at the end. Amounts in Stage 2 and 3 represent assets which have deteriorated during the year subsequent to origination in Stage 1.

(6) Residual movements on facilities that did not change Stage in the year, and which were neither acquired nor purchased in the year. Includes the impact of changes in risk parameters in the year, repayments, draw downs on accounts open at the start
and end of the year, unwind of discount rates and increases in ECL requirements of accounts which ultimately were written off in the period.

Exposures and ECL for facilities that existed at the start of the year, but not at the end.

[€)

S
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COUNTRY RISK EXPOSURES

We manage our country risk exposure under our global limits framework. Within this framework, we set our Risk Appetite for each country, taking into account factors that
may affect its risk profile. These can include political events, macroeconomics and the nature of the risk. We actively manage exposures if we think we need to. We consider
Banco Santander related risk separately.

The tables below show our total exposures, which are the total of balance sheet and off-balance sheet values. We calculate balance sheet values in accordance with IFRS
(i.e. after netting allowed under IAS 32) except for credit provisions which we add back. Off-balance sheet values are undrawn facilities and letters of credit. We classify
location by country of risk — the country where each client has its main business or assets. That is unless there is a full risk transfer guarantee in place, in which case we use
the guarantor’s country of domicile. If a client has operations in many countries, we use their country of incorporation. The tables below exclude balances with other Banco
Santander companies. We show them separately in the ‘Balances with other Banco Santander companies’ section.

2018
Financial Financial
institutions institutions
Government Government
Governments guaranteed Banks® Other Retail Corporate Total®  Governments guaranteed Banks®” Other Retail Corporate

£bn £bn £bn £bn £bn £bn £bn £bn fbn fbn £bn £bn £bn
Eurozone
Ireland - - - 123 - 04 127 - - 0.2 11 - 0.8 21
Italy - - - 0.1 - 0.2 0.3 04 - - 01 - 01 0.6
Spain (excl. Santander) - - - 0.2 - - 0.2 - - 03 0.1 - 0.1 0.5
Portugal - - - - - - - - - 0. - - - 0.1
France - - 1.0 - - - 1.0 - 03 20 02 - 22 47
Germany - - 1.6 - - - 1.6 - - 28 - - 0.1 29
Luxembourg = = = 0.9 = 0.2 11 - - - 13 - 04 17
Other® 0.3 - 1.2 0.2 - 1.1 2.8 03 - 11 02 - 14 3.0

0.3 - 3.8 13.7 - 1.9 197 0.7 03 6.5 3.0 - 51 15.6
Other countries
UK 32.1 - 43 163 194.2 375 284.4 447 - 91 1BO 1913 429 3010
us 11 - 15 15 - 0.3 4.4 63 0.1 82 23 - 01 17.0
Japan® 3.8 - 2.6 - - - 6.4 3.0 - 26 02 - 0.8 6.6
Switzerland - - - - - 0.1 0.1 02 - 0.2 - - 0.2 0.6
Denmark - - 0.2 - - 0.5 0.7 - - 0.1 - - 04 0.5
Other 0.1 - 1.9 0.4 0.3 1.0 3.7 0. - 23 09 - 19 52

371 - 105 18.2 194.5 39.4 299.7 543 0.1 225 164 1913 463 3309
Total 37.4 - 143 319 1945 413 319.4 55.0 04 29.0 194 1913 514 3465

(1) Excludes balances with central banks.

(2) Excludes cash at hand, interests in other entities, intangible assets, property, plant and equipment, tax assets, retirement benefit assets and other assets. Loans are included gross of credit provisions.

(3) Includes The Netherlands of £1.2bn (2017: £1.8bn), Belgium of £0.9bn (2017: £nil), Greece of £nil (2017: £nil).

(4) Mainly equity instruments listed in Japan and reverse repos with Japanese banks, held as part of our Short Term Markets business. The equity exposures are hedged using derivatives and the additional reverse repos are fully collateralised.

2018 compared to 2017:
The increase in the Ireland exposure and the decrease in the US exposure are a result of ring-fencing.

Balances with other Banco Santander companies

We deal with other Banco Santander companies in the ordinary course of business. We do this where we have a particular business advantage or expertise and where
they can offer us commercial opportunities. This is done on the same terms as for similar transactions with third parties. These transactions also arise where we support
the activities of, or with, larger multinational corporate clients and financial institutions which may deal with other Banco Santander companies. We also dealt with Banco
Santander SA as part of our ring—fencing plans as described in Note 43 to the Consolidated Financial Statements. We conduct these activities in a way that manages

the credit risk within limits acceptable to the PRA.

At 31 December 2018 and 2017, we had gross balances with other Banco Santander companies as follows:

Financial institutions Financial institutions
Banks Other  Corporate Banks Other  Corporate

£bn £bn £bn fbn fbn £bn
Assets
Spain 2.7 - - 27 44 - - 44
UK - 2.0 - 2.0 - 13 - 13

2.7 2.0 = 4.7 4.4 13 - 5.7
Liabilities
Spain 3.9 0.1 - 4.0 51 03 0.1 55
UK - 1.0 - 1.0 0.1 02 0.1 04
Uruguay 0.2 - - 0.2 0.1 - - 0.1
Other <£100m - - - - - 0.1 - 0.1

41 11 = 52 53 06 02 6.1

We consider the dissolution of the eurozone and widespread redenomination of our euro-denominated assets and liabilities to be highly improbable. However, we have
analysed the redenomination risk that might arise from an exit of a member state from the euro or a total dissolution of the euro and how that would be implemented.

It is not possible to predict what the total financial impact on us might be. Determining which balances would be legally redenominated is complex and depends on a
number of factors, including the precise exit scenario. This is because the effects on contracts of a disorderly exit or one sanctioned under EU law may differ. We monitor
these risks and have taken steps to mitigate them.
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Credit risk - Retail Banking

Overview

We offer a full range of retail products and services through our branches, Residential mortgages - This is our largest portfolio. We lend
the internet, digital devices and over the phone, as well as through to customers of good credit quality (prime lending). Most of our mortgages
intermediaries. are for owner-occupied homes. We also have some buy-to-let mortgages

where we focus on non-professional landlords with small portfolios.
Retail Banking - credit risk management

In this section, we explain how we manage and mitigate credit risk. Business banking - This portfolio is comprised of small businesses with

an annual turnover of up to £6.5m per annum.
Retail Banking - credit risk review

In this section, we analyse our credit risk exposures and how they are Consumer (auto) finance and other unsecured lending - Consumer

performing. We also focus on forbearance and portfolios of particular (auto) finance includes financing for cars, vans, motorbikes and caravans -

interest. Our main portfolios are: so long as they are privately bought. Other unsecured lending includes
personal loans, credit cards and bank account overdrafts.

The segmental basis of presentation in this Annual Report has been changed, and the prior periods restated, to report our Jersey and Isle of Man branches in Corporate
Centre rather than in Retail Banking as in previous years, as a result of their transfer from Santander UK plc to ANTS in 2018. See Note 2 for more information.

RETAIL BANKING - CREDIT RISK MANAGEMENT

Credit risk lifecycle (unaudited) For more on our approach to

credit risk at a Santander UK
group level
See pages70 to 76

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

5. Debt recovery

In Retail Banking, our customers are individuals and small businesses. We have a high volume of customers and transactions and they share similar credit characteristics,
such as 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 risk 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.

1. 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.

2. Assessment and origination
We undertake a thorough risk assessment to make sure a customer can meet their obligations before we approve a credit application. We do this mainly by looking at
affordability and the customer’s credit profile:

Affordability

We take proportionate steps to make sure 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. During 2018, for Unsecured Personal Loans and Credit Cards the
affordability review was enhanced to include the stressing of accommodation costs on a proportionate basis. 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. When they apply, we use the data they give us, 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: based on statistics about the factors that make people fail to pay off debt. We use them to build models of what is likely to happen in the future.
These models give a credit score to the customer for the loan they want, to show how likely it is to be repaid. We regularly review them

— 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 how we assess the application
based on the type of product being taken. 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:

Portol

Residential mortgages  Collateral is in the form of a first legal charge over the property. Before we grant a mortgage, we have the property valued. We have our own
guidelines for surveyor valuations, which build on guidance from the Royal Institution of Chartered Surveyors (RICS). But we also make use
of automated valuation methodologies where our confidence in the accuracy of this method is high.

Business banking Includes secured and unsecured lending. We can take mortgage debentures as collateral if the business is incorporated. These are charges
over a company's assets. We can 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 a tangible asset. If a customer defaults, we work with them to consider debt restructuring options. We generally
do not enforce our security over their assets except as a last resort. In which case we might appoint an administrator or receiver.

Consumer (auto) Collateral is in the form of legal ownership of the vehicle for most consumer (auto) finance loans, with the customer being the registered

finance keeper. Only a very small proportion of the consumer (auto) 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.

Unsecured lending Unsecured lending 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.

3. Monitoring
Our risk assessment does not end once we have made the decision to lend. We monitor credit risk across the credit risk lifecycle, mainly 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
— 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

lender
— 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.

For secured lending, our monitoring also takes account of changes in property prices. We estimate the property’s current value every three months. We 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 level,
and in that case we use the House Price Index (HPI) instead.

The way we use our 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. This can influence whether we approve a refinancing application.
In these ways we can balance a customer’s needs and their ability to manage credit. If we find evidence that a customer is in financial difficulties, we contact them about
arrears management including forbearance, which we explain in more detail below.

Our day-to-day retail credit risk monitoring relies on a mix of product, customer and portfolio performance measures as described above. However, changes in the wider
UK macro-economy also have an impact on our retail portfolios. To reflect this, since 2017 we have used a Retail Risk Playbook tolerance framework to enhance our day-to-
day risk monitoring. This is a formal, structured framework that sets out the macroeconomic variables that are most relevant to retail portfolio performance. We monitor
these variables against the related forecasts that we have used in our business plans. If the economy deviates materially from our forecasts, we will formally review and
reconsider our retail risk management policy and strategy. This framework remains in place and will continue to do so for as long as we consider is necessary.

4. Arrears management

We have several strategies for managing arrears and these can be used before the customer has formally defaulted, or as early as the day after a missed payment. We
assess 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 most common way to bring an
account up-to-date is to agree an affordable repayment plan with the customer.

The strategy we use depends on the risk and the customer’s circumstances. We have a range of tools to help customers to reach an affordable and acceptable solution.
This could mean visiting the customer, offering debt counselling by a third party, or paying off the debt using money from their other accounts with us, where we have the
right to do so.

5. Debt recovery
When a customer cannot or will not keep to an agreement for paying off their arrears, we consider recovery options. We only do this once we have tried to get the account
back in order. To recover what we are owed, we may use a debt collection agency, sell the debt, or take the customer to court.

For secured retail loans (most of which are mortgages), we can delay legal action. That can happen if the customer shows that they will be able to pay off the loan or the
arrears. We aim to repossess only as a last resort or if necessary to protect the property from damage or third party claims.

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 loss allowances calculations. Where we do enforce the possession of properties held as collateral, we use external agents to realise
the value and settle the debt. During this process we do not own the property but we do administer the sale process. Any surplus funds are returned to the borrower or
are otherwise dealt with in accordance with insolvency regulations.
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Loan modifications =

Forbearance =

If a customer lets us know they are having financial difficulty, we aim to come to an arrangement with them before they actually default. Their problems can be the result 8

of losing their job, falling ill, a relationship breaking down, or the death of someone close to them. S

Forbearance is mainly for mortgages and unsecured loans. We offer forbearance in line with our risk policies, and on a case-by-case basis to ensure we continue to lend

responsibly and help customers be able to continue to afford their payments.

We may offer the following types of forbearance, but only if our assessments show the customer can meet the revised payments: @
o
<

Capitalisation We offer two main types, which are often combined with term extensions and, in the past, interest-only concessions: =
o

— 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. Instead, interest-only is only 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.
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.
Reduced payment We can suspend overdraft fees and charges while the customer keeps to a plan to reduce their overdraft each month. §
arrangements &

2
[y}

Other modifications =

Apart from forbearance, we have sometimes changed the contract terms to keep a good relationship with a customer. These customers showed no signs of financial

difficulties at the time, so we do not classify the contract changes as forbearance, and most of the loans were repaid without any problems. We do not classify insolvency

solutions for any unsecured retail customers as forbearance. This is in line with industry guidelines on the treatment of customers in insolvency or bankruptcy.

Risk measurement and control Q%:

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 2

to measuring risk. This is reflected in the wide range of statistical models we use across the credit risk lifecycle. We use: i:

O

— Risk strategy and planning: econometric models 3

— Assessment and origination: application scorecards, and attrition, pricing, loss allowance and capital models g

— 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. .

=0

We assess and review our loss allowances regularly and have them independently reviewed. We look at a number of factors, including the cash flow available to service Qé_

debt. We also use an agency to value any collateral - mainly mortgages. %

?;;
3
é’i
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RETAIL BANKING - CREDIT RISK REVIEW

Movement in total exposures and the corresponding ECL
The following table shows changes in total exposures subject to ECL assessment, and the corresponding ECL in the period. The footnotes to the Santander UK group

level table on page 83 also apply to this table.

Non-credit impaired

Credit impaired

Stage1 Stage 2 Stage 3
Subject to 12-month ECL Subject to lifetime ECL Subject to lifetime ECL
Exposures® ECL Exposures® ECL Exposures® ECL Exposures®
£m £m £fm £fm £m £fm £fm

At1January 2018 178,978 110 10,885 247 2,263 268 192,126 625
Change in economic scenarios® - (U] - ©) - 8) - (18)
Changes to model - (U] - 2 - 1 - 2
Transfer to lifetime ECL (not-credit impaired)® (3,407) @) 3,407 7 - - - -
Transfer to credit impaired® (403) @ (569) (22) 972 29 - -
Transfer to 12-month ECL® 2,992 58 (2,992) (58) - - - -
Transfer from credit impaired® 15 5 438 26 (453) (31 - -
Transfers of financial instruments (803) 49 284 (47) 519 (2) - -
Net remeasurement of ECL on stage transfer® - (54) - 73 - 60 - 79
New assets originated or purchased® 33,366 26 670 26 15 n 34,051 63
Othere (8,253) (15) (312) (10) 97 104 (8,468) 79
Assets derecognised - closed good @ (20,257) (18) (1,007) (13) (390) (23) (21,654) (54)
Assets derecognised - written off © - - - - (250) (182) (250) (182)
At 31 December 2018 183,031 96 10,520 269 2,254 229 195,805 594
Net movement in the year 4,053 14) (365) 22 ) (39) 3,679 31
Charge/(release) to the Income Statement (14) 22 143 | 151 |
Recoveries net of collection costs - - (27) (27)
Income Statement charge/(release) for the year (14) 22 16 124

RESIDENTIAL MORTGAGES

We offer mortgages to people who want to buy a property, and offer additional borrowing (known as further advances) to existing mortgage customers. The property
must be in the UK, except for a small number of loans in the Isle of Man and Jersey.

2018 compared to 2017 (unaudited)

Credit risk is at very low levels historically. The benign credit environment has supported our customers and helped to reduce credit risk. From our experience we know
that unemployment is one of the most important factors in defaults on mortgages, our biggest loan book. Whilst the UK market continues to show resilience, we are
cautious on the outlook in light of recent economic uncertainty. Mortgage lending increased £3.3bn in 2018 (2017: £0.6bn), through a combination of well positioned
service and product pricing, as well as our ongoing focus on customer retention. Mortgage gross lending was £28.8bn (2017: £25.5bn) and 78% of mortgages reaching

the end of their incentive period were retained.

Borrower profile

In this table, ‘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. ‘Remortgagers’ are external customers who are remortgaging with us.

I Stock New business

£m % £m % £m % £m %

Home movers 69,198 44 68,752 44 10,854 39 10,704 44
Remortgagers 51,272 32 50,424 33 9,237 34 8,065 33
First-time buyers 29,235 19 28,704 19 4,848 18 4,034 7
Buy-to-let 8,252 5 6,802 4 2,335 9 1371 6
157,957 100 154,682 100 27,274 100 24174 100

In addition to the new business included in the table above, there were £27.2bn (2017: £26.0bn) of internal remortgages where we kept existing customers with maturing
products on new mortgages. We also provided £1.5bn (2017: £1.3bn) of further advances and flexible mortgage drawdowns.

2018 compared to 2017 (unaudited)

The mortgage borrower mix remained broadly unchanged, reflecting underlying stability in target market segments, product pricing and distribution strategy.
We helped 27,200 (2017: 24,000) first-time buyers purchase their new home with £4.8bn of gross lending (2017: £4.0bn).
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Interest rate profile
The interest rate profile of our mortgage asset stock was:
2018 ploy
£m % £m %
Fixed rate 115,178 73 102,036 66
Variable rate 24,396 15 29370 19
Standard Variable Rate (SVR) 18,383 12 23276 15
157,957 100 154,682 100

2018 compared to 2017 (unaudited)
The SVR balances, which includes balances relating to our Follow-on-Rate product, declined by £4.9bn (2017: £5.5bn). We continue to see increased customer refinancing
into fixed rate products influenced by low mortgage rates and the competitive mortgage market.

Geographical distribution
The geographical distribution of our mortgage asset stock was:

Stock INEIHIESS

2018 2017 2018 2017

UK region £bn £bn £bn £bn
London 39.0 376 7.1 58
Midlands and East Anglia 21.1 206 3.8 34
North 22.2 222 3.4 3.0
Northern Ireland 3.4 3.6 0.2 0.2
Scotland 6.7 6.8 1.0 1.0
South East excluding London 48.7 472 9.0 82
South West, Wales and other 16.9 6.7 2.8 26
158.0 154.7 27.3 24.2

Average loan size for new business £'000 £000
South East including London 270 260
Rest of the UK 150 146
UK as a whole 203 196

2018 compared to 2017 (unaudited)

The geographical distribution of the portfolio continued to represent a broad footprint across the UK, whilst maintaining a concentration around London and the

South East, in line with the distribution of the population across the UK. The loan-to-income multiple of mortgage lending during the year, representing average earnings
of new business at inception, was 3.24 (2017: 3.16).

Larger loans
The mortgage asset stock of larger loans was:

South East including London

2018 2017

Individual mortgage loan size £m £m
<£0.25m 45,851 46,766 105,181 106,838
£0.25m to £0.50m 30,488 27,562 39,841 36,036
£0.50m to £1.0m 10,103 9,214 1,551 10,532
£1.0m to £2.0m 1,168 1,046 1,236 1,1
>£2.0m 146 163 148 165
87,756 84,751 157,957 154,682

At 31 December 2018, there were 57 (2017: 64) individual mortgages greater than £2.0m. In 2018, there were 9 (2017: 13) new mortgages over £2.0m.

Loan-to-value analysis
This table shows the LTV distribution for our mortgage stock, NPL stock and new business. We use our estimate of the property value at the balance sheet date. We include
fees that have been added to the loan in the LTV calculation. For flexible products, we only include the drawn amount, not undrawn limits.

2018
Of which: Of which:

NPL stock New business Stock NPL stock New business
% % % %
Up to 50% 45 43 20 49 44 19
>50-75% 11 35 41 39 34 43
>75- 85% 9 8 22 7 8 19
>85-100% 4 7 17 4 7 19
>100% 1 7 - 1 7 -
100 100 100 100 100 100
Collateral value of residential properties® £157,787m £1,850m £27,274m £154,459m £1,823m £24.174m
% % % % % %
Simple average® LTV (indexed) 42 43 63 42 44 62
Valuation weighted average® LTV (indexed) 39 38 59 38 38 58

(1) Collateral value shown is limited to the balance of each associated loan. Excludes the impact of over-collateralisation (where the collateral is higher than the loan balance). Includes collateral against loans in negative equity of £969m (2017: £1,248m).
(2) Total of all LTVe divided by the total of all accounts.
(3) Total of all loan values divided by the total of all valuations.

At 31 December 2018, the parts of loans in negative equity which were effectively uncollateralised before deducting loss allowances reduced to £170m (2017: £223m).
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Credit performance
2018 2017
£m £fm
Mortgage loans and advances to customers of which: 157,957 154,682
- Stage 1 146,619
- Stage 2 9,356
- Stage 3 1,982
Performing® 151,688
Early arrears: 1,126
-31to 60 days 700
- 6110 90 days 426
NPLs:? 1,907 1,868
- By arrears 1,392 1,427
- By bankruptcy 18 14
- By maturity default 392 303
- By forbearance 80 95
- By properties in possession (PIPs) 25 29
Loss allowances® 234 225
Stage 2 ratio 5.92%
Stage 3 ratio 1.25%
Early arrears ratio® 0.73%
NPL ratio® 1.21% 121%

(1) Excludes mortgages where the customer did not pay for between 31and 90 days, arrears, bankruptcy, maturity default, forbearance and PIPs NPLs. Includes £2,661m of mortgages at 31 December 2017 where the customer did not pay for 30 days or less.

(2) We define NPLs in the ‘Credit risk management’ section. All NPLs are in the UK and continue accruing interest. Our Stage 3 exposures under IFRS 9 and NPLs are subject to different criteria. These criteria are under review in parallel with the ongoing
regulatory changes to the default definition.

(3) Loss allowances for 2017 were on an incurred loss basis per IAS 39, whilst for 2018 they are on an ECL basis per IFRS 9. The loss allowance is for both on and off-balance sheet exposures.

(4) Mortgages in early arrears as a percentage of mortgages.

(5) Mortgage NPLs as a percentage of mortgages.

Movement in total exposures and the corresponding ECL
The following table shows changes in total exposures subject to ECL assessment, and the corresponding ECL, for residential mortgages in the period. The footnotes to the
Santander UK group level analysis on page 83 are also applicable to this table.

Non-credit impaired Credit impaired
Stage 1 Stage 2 Stage 3
Subject to 12-month ECL Subject to lifetime ECL Subject to lifetime ECL
Exposures® ECL Exposures®™ ECL Exposures® ECL Exposures®
Mortgages fm £fm £m £m fm fm £m

At1January 2018 155,155 20 9,884 131 2,004 121 167,043 272
Change in economic scenarios® - (6) - ) - (8) - (21)
Changes to model - - - 2 - 2 - 4
Transfer to lifetime ECL (not-credit impaired)® (2,941) (U] 2,941 1 - - - -
Transfer to credit impaired® (329) (6) (512) 12) 841 18 - -
Transfer to 12-month ECL® 2,628 21 (2,628) (21) - - - -
Transfer from credit impaired® 4 - 405 14 (409) (14) - -
Transfers of financial instruments (638) 14 206 (18) 432 4 - -
Net remeasurement of ECL on stage transfer® - (20) - 20 - 14 - 14
New assets originated or purchased® 28,330 2 446 5 3 1 28,779 8
Other® (7,327) 6 (244) (4) (36) 3 (7,607) 5
Assets derecognised - closed good » (17,781) 4) (860) (10) 327) 13) (18,968) 27)
Assets derecognised — written off @ - - - - (77) (18) 77) (18)
At 31 December 2018 157,739 12 9,432 119 1,999 106 169,170 237
Net movement in the year 2,584 (8) (452) (12) 5) (15) 2,127 (35)
Charge/(release) to the Income Statement ) 12) 3 | (17)|
Recoveries net of collection costs - - 4) 4)
Income Statement charge/(release) for the year 8) 12) (U] (21)

90 Santander UK Group Holdings plc



> Credit risk

Loan modifications

The following tables provide information on financial assets that were forborne while they had a loss allowance measured at an amount equal to lifetime ECL.

Financial assets modified during the period:

- Amortised cost before modification 207
- Net modification loss 3

Financial assets modified since initial recognition:
- Gross carrying amount of financial assets for which the ECL allowance has changed to 12-month measurement during the year 158

Forbearance®
The balances at 31 December 2018 and 2017, analysed by their staging (2017: payment status) at the year-end and the forbearance we applied, were:

Capitalisation Term extension Interest-only Total Loss allowance
2018 £fm £m fm £m fm
Stage 2 375 161 389 925 9
Stage 3 212 95 113 420 20
587 256 502 1,345 29

Proportion of portfolio 0.4% 0.2% 0.3% 0.9%
In arrears 260 63 175 498 22
Performing 392 178 407 977 5
652 241 582 1,475 27

Proportion of portfolio 0.4% 0.2% 0.4% 1.0%

(1) We base forbearance type on the first forbearance on the accounts.

2018 compared to 2017 (unaudited)
In 2018, the accounts in forbearance decreased, with the proportion of the mortgage portfolio in forbearance reducing slightly to 0.9% (2017: 1.0%).

— At 31 December 2018, the proportion of accounts in forbearance for more than six months that had made their last six months’ contractual payments increased slightly
10 79% (2017: 78%)

— The weighted average LTV of all accounts in forbearance was 35% (2017: 35%) compared to the weighted average portfolio LTV of 39% (2017: 38%)

— At 31 December 2018, the carrying value of mortgages classified as multiple forbearance increased slightly to £126m (2017: £123m).

Other loan modifications
At 31 December 2018, there were £4.5bn (2017: £4.7bn) of other mortgages on the balance sheet that we had modified since January 2008. At 31 December 2018:

— The average LTV was 32% (2017: 33%) and 95% (2017: 95%) of accounts had made their last six months’ contractual payments
— The proportion of accounts that were 90 days or more in arrears was 1.50% (2017: 1.529%).
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RESIDENTIAL MORTGAGES - PORTFOLIOS OF PARTICULAR INTEREST

Introduction (unaudited)
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:

Interest-only loans With an interest-only mortgage, the customer pays interest every month but does not repay the money borrowed (the principal) until the
and part interest-only, end of the mortgage. Some mortgages have a part that is interest-only, with the rest being a normal repayment mortgage. Customers with
part repayment loans part interest-only, part repayment mortgages still have to pay back a lump sum at the end of their mortgage for the interest-only part.

This means there is a higher credit risk on these loans as we depend on the customers to pay back a lump sum. We design new account
LTV maximums to mitigate this credit risk. We also make sure the customer has a plausible repayment plan before we lend to them, and
remains on track for the life of the loan.

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.

In 2013, we contacted all our customers whose mortgages were due to mature before 2020. Since 2016, we have extended these
campaigns to periodically contact all interest-only customers. We increase our contact frequency as customers approach term maturity.
Outside of sending out annual mortgage statements, we contact more than 100,000 interest-only customers per year.

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 (such as an investment plan or bonds) to mature, it can just mean extending it.

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, 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.

We no longer offer flexible loan products for new mortgages.

This is an area of interest in order 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.

Loanswithan LTV >100% Where the mortgage balance is more than the property is now worth, we cannot recover the full value of the loan by repossessing and
selling the property. This means there is a higher credit risk on these loans. In some cases, property prices have fallen, so mortgages we
gave in the past with lower LTVs now have LTVs greater than 100%. Before 2009, we sometimes allowed customers to borrow more than
the price of the property.

We monitor existing accounts with LTVs >100% as part of our assessment of ongoing portfolio performance. We design new account LTV
maximums to mitigate an increase in the volume of accounts with an LTV >100%.

Buy-to-Let (BTL) loans In recent years, we have refined our BTL proposition to appeal to a wider catchment, and we have improved our systems to cater for this
segment with a particular focus on non-professional landlords. We have prudent lending criteria, and specific policies for BTL. We only lend
to a maximum 75% LTV. The first applicant must earn a minimum income of £25,000 per year, and we require evidence of income in all
cases. We also use a BTL affordability rate as part of our assessment about whether or not to lend. This means that the rental income must
cover the monthly mortgage interest payments by a prescribed amount when calculated using a stressed interest rate. We regularly review
the prescribed amount and adjust it as needed.
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Credit performance
Part interest-
only, part Other
Total Interest-only repayment®® Flexible® LTV >100% Buy-to-let portfolio
£m fm £m fm £m
Mortgage portfolio 157,957 38,035 13,201 12,926 1,140 8,252 101,158
- Stage 1 146,619 33,001 1,824 1,558 740 7,906 96,767
- Stage 2 9,356 4,029 1,15 1,082 273 317 3,802
- Stage 3 1,982 1,005 262 286 127 29 589
Stage 3 ratio 1.25% 2.64% 1.98% 2.21% 1.14% 0.35% 0.58%
PIPs 25 12 5 3 8 = 7
Mortgage portfolio 154,682 38,885 13,785 14,785 1,471 6,802 95,535
Performing 151,688 37,497 13,372 14,438 1302 6,768 94,530
Early arrears:

-31to 60 days 700 317 93 67 22 9 295
- 6110 90 days 426 203 57 35 15 4 167
NPLs 1,868 868 263 245 132 21 543
NPL ratio 1.21% 2.23% 191% 1.66% 897% 0.31% 0.57%
PIPs 29 17 5 3 10 1 6

(1) Where a loan falls into more than one category, 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 does not agree to the total mortgage portfolio.
(2) Mortgage balance includes both the interest-only part of £9,756m (2017 £10,116m) and the non-interest-only part of the loan.
(3) Includes legacy Alliance & Leicester flexible loans that work in a more limited way than our current Flexi loan product.

2018 compared to 2017 (unaudited)

- In 2018, the value and proportion of interest-only loans together with part interest-only, part repayment and flexible loans reduced, reflecting our strategy to manage
down the overall exposure to these lending profiles.

— Buy-to-Let (BTL) mortgage balances increased £1.5bn to £8.3bn (2017: £6.8bn). We continue to focus our BTL book on non-professional landlords, as this segment is
closely aligned with mortgages and accounts for the majority of the volume in the BTL market. In 2018, we completed 11,400 BTL mortgages (2017: 7,500), representing
9% of the value of our new business flow (2017: 6%), at an average LTV of 62% (2017: 61%).

Interest-only sub analysis (unaudited)
Full interest-only new business in the year

2018 2017

£m £m

Full interest-only loans 3,810 2,698
Full interest-only maturity profile

Term Within Between Between  Greater than

expired 2 years 2-5 years 5-15 years 15 years Total

2018 £m £m £m £fm £m fm

Full interest-only portfolio 541 1,346 3,761 21,71 10,676 38,035

of which value weighted average LTV (indexed) is >75% 43 1o 265 2,029 642 3,089

Full interest-only portfolio 508 1,586 3,508 21,795 1,488 38,885

of which value weighted average LTV (indexed) is >75% 47 147 255 2318 948 3715

2018 compared to 2017 (unaudited)

For full interest-only mortgages, of the total £541m that was term expired at 31 December 2018, 89% continued to pay the interest due under the expired contract terms.
Interest-only mortgages that matured in 2018 totalled £830m, of which: £418m was subsequently repaid, £5m was refinanced under normal credit terms, £73m was
refinanced under forbearance arrangements and £334m remained unpaid and was classified as term expired at 31 December 2018.

At 31 December 2018, there were 84,773 (2017: 93,779) flexible mortgage customers, with undrawn facilities of £6,000m (2017: £6,192m). The portfolio’s value weighted LTV
(indexed) was 28% (2017: 28%).

Forbearance®
The balances at 31 December 2018 and 2017 were:

Interest-only® Flexible LTV 5100% Buy-to-Let

£m £m £m £m

2018 229 32 10 9
- Stage 2 136 18 3 6
- Stage 3 93 14 7 3
2017 208 34 3 8

(1) Where a loan falls into more than one category, we have included it in all the categories that apply.
(2) Comprises full interest-only loans and part interest-only, part repayment loans.
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CONSUMER (AUTO) FINANCE AND OTHER UNSECURED LENDING

Consumer (auto) finance

Retail Banking provides auto finance through Santander Consumer (UK) plc (SCUK). SCUK provides a range of wholesale (stock finance) and retail products designed

for the purchase of new and used personal, business and commercial vehicles, motorcycles, bicycles and caravans through an extensive network of motor dealers and
manufacturer partners. SCUK’s products are mainly distributed through intermediary introducers at the point of sale, and through partnerships with selected car and
motorcycle manufacturers. At 31 December 2018, the business operated with 13 Original Equipment Manufacturer partners which includes two joint venture arrangements.

Through SCUK’s Hyundai Capital UK Ltd (HCUK) and PSA Finance UK Ltd (PSAF) joint ventures, we provide retail point of sale customer finance as well as wholesale
finance facilities (Stock Finance) for Hyundai and Kia, managed by HCUK, as well as Peugeot, Citroén and DS, managed by PSAF. SCUK holds a 50% share in each of
these joint ventures. However, due to the varying structures of the joint ventures, we equity account for HCUK and consolidate PSAF.

Residual Value (RV) risk remains the top risk for SCUK. We monitor the RV portfolio on a monthly basis, and we use key risk triggers identify any material change in trends.
We have a conservative approach to setting RV amounts, and maintain a prudent provisioning policy to mitigate potential losses on disposal of the asset. We use a leading
independent vehicle valuation company to assess the estimated future value of the asset, prior to inception and periodically throughout the life of the agreement.

Other unsecured lending
Retail Banking also provides other unsecured lending, which includes:

— Personal loans: we offer personal loans for most purposes, such as debt consolidation, home improvement, and to support significant life events such as weddings

— Credit cards: we offer a wide range of credit cards designed to suit a variety of customers, including balance transfer cards and cards that offer rewards

— Overdrafts: we also offer arranged overdrafts for customers who have a bank account with us. We evaluate our customers’ circumstances to decide how much they
can borrow. In other cases, a customer may have overdrawn their bank account without arranging it with us first.

For both Consumer (auto) finance and Other unsecured lending, we maintain rigorous credit scoring and affordability assessment criteria that we monitor and report
regularly. There were no significant changes to our risk policy or appetite in these portfolios. This approach continued to result in stable, good credit quality consumer
credit portfolios.

We use a combination of internal, Credit Reference Agency and application data in our credit assessments. Scorecards supported by policy rules give us confidence that
customers are creditworthy and can afford their repayments. We closely monitor and manage the performance of our consumer credit portfolios using a range of data that
includes portfolio and key segments performance, macroeconomic indicators and customer risk data. Nonetheless, we are not complacent about the prospect for future
risk events and are always looking at ways to strengthen our approach.

Credit performance
Other unsecured

Consumer Personal Credit Total other

(auto) finance loans Overdrafts unsecured

£fm £m £m
Loans and advances to customers of which: 7,347 2,182 2,865 593 5,640 12,987
- Stage 1 6,950 2,113 2,560 422 5,095 12,045
- Stage 2 354 48 256 144 448 802
- Stage 3 43 21 49 27 97 140
NPLs? 43 16 49 22 87 130
Loss allowances 85 47 112 61 220 305
Stage 3 ratio” 0.59% 1.72% 1.08%
NPL ratio” 0.59% 1.54% 1.00%
Gross write-offs 24 125 149

(1) We define NPLs in the ‘Credit risk management’ section.
(2) Stage 3 as a percentage of loans and advances to customers.
(3) NPLs as a percentage of loans and advances to customers.

Other unsecured

Consumer Personal Credit Total other

(auto) finance loans cards Overdrafts unsecured

fm £fm £fm £fm £fm
Loans and advances to customers of which: 6,957 2,169 2,444 565 5178 12,135
- Performing® 6,861 2,129 2,377 516 5,022 1,883
- Early arrears 62 24 19 25 68 130
- NPLs® 34 16 48 24 88 122
Loss allowances 77 44 62 29 135 212
NPL ratio® 0.49% 1.69% 1.00%
Gross write-offs 32 120 152

(1) Excludes loans and advances to customers where the customer did not pay for between O and 90 days and NPLs.
(2) We define NPLs in the ‘Credit risk management’ section.
(3) NPLs as a percentage of loans and advances to customers.

At 31 December 2018, the average consumer finance loan size was £11,400 (2017: £12,500) and the NPL ratio increased slightly to 0.59% (2017: 0.49%). The average
unsecured loan and credit card balances in 2018 were broadly stable at £9,500 (2017: £9,300) and £1,500 (2017: £1,200), respectively.
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Loan modifications
The following table provides information on financial assets that were forborne while they had a loss allowance measured at an amount equal to lifetime ECL.
Credit Total other
cards Overdrafts  unsecured
fm fm £m
Financial assets modified during the period:
- Amortised cost before modification 26 17 43
- Net modification loss 12 8 20
Financial assets modified since initial recognition:
- Gross carrying amount of financial assets for which the ECL allowance has changed to 12-month measurement during the year 2 3 5

Forbearance
The balances at 31 December 2018 and 2017 were:

Other unsecured

Consumer  Personal  Credit Totalother
(auto) finance loans cards Overdrafts unsecured
£m £m £m £m £m
2018 - - 53 26 79 79
- Stage 2 - - 10 7 17 17
- Stage 3 - - 43 19 62 62
2017 - 1 48 28 77 77

2018 compared to 2017 (unaudited)

We maintained our prudent Consumer (auto) finance underwriting criteria through the year. The product mix was broadly unchanged in the year. This reflected underlying
stability in target market segments, product pricing and distribution strategy. There was a slight shift in the year from new car loans into second hand (used) car loans,
both reflecting reduced consumer confidence linked to the underlying economic uncertainty in the UK and a reduction in new car registrations in the UK, driven by
manufacturer strategic supply plans for the UK and Europe.

At 31 December 2018, Consumer (auto) finance balances represented 4% (2017: 4%) of our total Retail Banking loans and 49 (2017: 3%) of total customer loans. In

2018, Consumer (auto) finance balances increased by £390m (6%) on 2017. In 2018, Consumer (auto) finance gross lending (new business) was £3,444m (2017: £3,133m).
Wholesale loans (Stock finance) to car dealerships at 31 December 2018 were approximately 18% of the Consumer loan book, an increase of £124m on 2017. NPLs remain
within Risk Appetite limit, increasing to £43m (2017: £34m). The portfolio continues to perform satisfactorily with the overall risk profile remaining broadly stable.

Other unsecured lending increased in 2018, with credit cards growth of £421m which was ahead of the market.

Forbearance levels were broadly stable in 2018.

Santander UK Group Holdings plc 95

1i0da1 213218415

9DUBUISAOD)

)
2
i
“
5
=.
5]
3

M3IA3. [eIdUBUIS

SjuaLWa}e)s [eIdURLLY

uoljewIoyul Jap|oyaieys



Annual Report 2018 | Risk review

BUSINESS BANKING

We provide business banking services through the Santander Business franchise to small businesses with a turnover of up to £6.5m per annum. Our risk management
is tailored to the complexity of the customer and their product holdings.

We review applications from customers who have more straightforward borrowing needs and lower debt exposures on an automated basis. We do this by using an
application scorecard to ensure an efficient customer journey, combined with a cost-effective credit decisioning process. Post approval, we review revolving credit facilities
each year to ensure the customer’s facilities remain appropriate for their financial circumstances. We perform a full manual underwriting process for applications from
customers who have more complex borrowing needs or who wish to borrow larger amounts. This is due to the levels of credit exposure and other considerations, such

as the need for security to support the facilities requested. In line with our risk management framework and standard policies for this more complex segment, we review
exposures above certain values and relating to certain product types at least each year, or more often where the borrower shows signs of financial distress.

Our aim is to help businesses prosper through the provision of Simple, Personal and Fair banking solutions to existing, new and prospective customers. We believe in
building lasting relationships and take time to understand our customers’ banking needs. This sets us apart from others as, no matter how small or large a business,
we have people available in our branch network and our CBCs to provide a face-to-face relationship management service to our customers.

In order to improve our offering in the business current account market, we recently launched our innovative 11213 Business Current Account. This is the only business
current account in the market to offer regular cashback to businesses. By basing the cashback on business turnover, we are incentivising and rewarding business growth.
Start-ups and switching businesses benefit from a reduced monthly fee for 12 months and, as part of our 11213 Business World, customers have access to preferential
loan and deposit rates. In this way, we continue to support new businesses at an important time in their lifecycle.

We aim to support businesses with all their financial needs through our range of lending products from overdrafts and credit cards, to invoice finance and asset finance.

Credit performance
2018 2017
£m £fm
Loans and advances to customers of which: 1,802 1912
- Stage 1 1,548
- Stage 2 165
- Stage 3 89
- Performing® 1,793
- Early arrears 4
- NPLs? 89 15
Loss allowances® 53 54
Stage 3 ratio® 4.94%
NPL ratio® 4.94% 6.01%
Gross write offs 15 21

(1) Excludes loans and advances to customers where the customer did not pay for between O and 90 days and NPLs.

(2) We define NPLs in the ‘Credit risk management’ section.

(3) Loss allowances for 2017 were on an incurred loss basis per IAS 39, whilst for 2018 they are on an ECL basis per IFRS 9.
(4) Stage 3 as a percentage of loans and advances to customers.

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

Loan modifications
The following table provides information on financial assets that were forborne while they had a loss allowance measured at an amount equal to lifetime ECL.

Financial assets modified during the period:
- Amortised cost before modification 14
- Net modification loss 1

Financial assets modified since initial recognition:
- Gross carrying amount of financial assets for which the ECL allowance has changed to 12-month measurement during the year 3

Forbearance
The balances at 31 December 2018 and 2017 were:

M
‘

2018 74
- Stage 2 20
- Stage 3 54
2017 85
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Credit risk — other business segments

Overview

In Corporate & Commercial Banking, we are exposed to credit risk through
providing overdraft, loan, invoice discounting, trade finance, asset finance
and treasury products. We offer bank accounts and cash transmission
services to further support clients.

In Corporate & Investment Banking, we are mainly exposed to credit risk
through lending and selling treasury products to large corporates.

In 2018, we sold our treasury market activities as part of our ring-fencing
implementation. For more, see Note 43 to the Consolidated Financial
Statements.

Our main portfolios are:

> Credit risk

In Corporate Centre, our exposures come from asset and liability
management of our balance sheet and our non-core and Legacy Portfolios
in run-off.

Credit risk management
In this section, we explain how we manage and mitigate credit risk.

Credit risk review
In this section, we analyse our credit risk exposures and how they are
performing. We also focus on forbearance and portfolios of particular interest.

Corporate & Commercial Banking Corporate & Investment Banking Corporate Centre

— SME and mid corporate - banking, lending and
treasury services mainly to enterprises with an
annual turnover of up to £500m.

— Commercial Real Estate - lending to experienced,
professional landlords mainly secured by tenanted
UK property in the office, retail, industrial and
residential sub-sectors.

— Social Housing - lending and treasury services
for UK housing association groups secured by
tenanted UK residential property. Borrowers are
mainly charitable entities and registered with the
appropriate regulator for the part of the UK in
which they operate.

and liquidity needs.

borrowing/lending.

— Sovereign and Supranational - securities issued
by local and central governments, and government
guaranteed counterparties.

— Large Corporate - loans and treasury products
for large corporates to support their working capital

— Financial Institutions — mainly derivatives,
repurchase and reverse repurchase transactions
(known as repos and reverse repos), and stock

— Sovereign and Supranational - securities issued
by local and central governments, and government
guaranteed counterparties. We hold them to help
meet our liquidity needs.

— Structured Products - we have two portfolios.
The ALCO portfolio is high quality assets, chosen
for diversification and liquidity. The Legacy Treasury
asset portfolio is mainly asset-backed securities.

— Social Housing - legacy Social Housing loans
that do not fit with our strategy.

— Legacy Portfolios in run-off - assets from
acquisitions that do not fit with our strategy.
These include some commercial mortgages.

- Derivatives - older total return swaps we held
for liquidity, that we are running down.

- Crown Dependencies - mainly residential
mortgages to individuals in Jersey and the Isle
of Man.

The segmental basis of presentation in this Annual Report has been changed, and the prior periods restated, to report our Jersey and Isle of Man branches in Corporate
Centre rather than in Retail Banking as in previous years, as a result of their transfer from Santander UK plc to ANTS in 2018. See Note 2 for more information.

OTHER BUSINESS SEGMENTS - CREDIT RISK MANAGEMENT

Credit risk lifecycle (unaudited)

For more on our approach to
credit risk at a Santander UK
group level

See pages 70 to 76

Pre-transaction Transaction

Post-transaction

Forbearance

Control

2. Assessment
and origination

1.Risk strategy
and planning

3. Monitoring
4. Arrears management

5. Debt recovery

In Corporate & Commercial Banking, we classify most of our customers as non-standardised. We also have SME customers, which we mainly classify as standardised as
it is a high volume portfolio with smaller exposures. In CIB and Corporate Centre, we classify all our customers as non-standardised, except for the commercial mortgages

in our Legacy Portfolios in run-off.

We set out how we manage the credit risk on our standardised customers in the previous section ‘Credit risk - Retail Banking. We manage the credit risk on our
standardised customers in Corporate & Commercial Banking and Corporate Centre in the same way, except that we do not use scorecards or credit reference agencies.
In the rest of this section, we explain how we manage the credit risk on our non-standardised customers.
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1. Risk strategy and planning
For details of how we set risk strategy and plans, see the ‘Santander UK group level - credit risk management’ section. For treasury products, we take credit risk up to limits
for each client. We control, manage and report risks on a counterparty basis, regardless of which part of our business takes the risk.

2. Assessment and origination

We do a thorough risk assessment to make sure customers can meet their obligations before we approve a credit application. We do this mainly by assigning each
customer a credit rating, using our internal rating scale (see ‘Credit quality’ in ‘Santander UK group level - credit risk review’ section). To do this, we look at the customer’s
financial history and 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 following tables) — 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 Credit Approval Committee is responsible
for setting those limits. In CIB and Corporate Centre, a specialist analyst usually reviews a transaction at the start and over its life. They base their review on the financial
strength of the client, its position in its industry, and its management strengths.

Credit risk mitigation
The types of credit risk mitigation, including collateral, across each of our portfolios are as follows.

Corporate & Commercial Banking:

Portfolio
SME and mid Includes secured and unsecured lending. We can use covenants (financial or non-financial) to support a customer’s credit rating. For example,
corporate we can set limits on how much they can spend or borrow, or how they operate as a business. We can take mortgage debentures as collateral.

These are charges over a company’s assets. We can 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 a tangible asset. If a customer defaults, we will work with them to consider debt restructuring options.
We generally do not take control of their assets except when restructuring options have been exhausted or to protect our position in relation
to third party claims. In this case, we might appoint an administrator.

We also lend against assets (like vehicles and equipment) and invoices for some 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 collect on their invoices.

Commercial We take a first legal charge on commercial property as collateral. The loan is subject to strict criteria, including the property condition, age and

Real Estate location, tenant quality, lease terms and length, and the sponsor’s experience and creditworthiness. Before agreeing the loan, we visit the property
and get an independent professional valuation which assesses the property, the tenant and future demand (such as comparing market rent to
current rent). Loan agreements typically allow us to get revaluations every two to three years, or more often if it is likely covenants may be
breached, and to 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, in most cases. We
revalue 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. 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.

Corporate & Investment Banking:

Sovereign and In line with market practice, there is no collateral against these assets.
Supranational

Large Corporate Most of these loans and products are unsecured, but we attach covenants to our credit agreements. We monitor whether borrowers keep in line
with them so we detect any financial distress early. We also have a small structured finance portfolio, where we hold legal charges over the assets

we finance.
Financial We use standard legal agreements to reduce credit risk on derivatives, repos and reverse repos, and stock borrowing/lending. We also hold
Institutions collateral and trade through central counterparties (CCPs) to reduce risk.

Netting - We use netting agreements where they have legal force — mainly in the UK, the rest of Europe and the US. This means that if a
counterparty defaults, we can legally offset what we owe them and what they owe us, and settle the net amount. However, netting arrangements
often do not mean we can offset assets and liabilities for accounting purposes, as transactions are usually settled on a gross basis. In line with
market practice, we use standard legal agreements. For derivatives, we use ISDA Master Agreements; for repos and reverse repos, we use Global
Master Repurchase Agreements; and for stock borrowing/lending and other securities financing, we use Global Master Securities Lending
Agreements.

Collateral - We use the Credit Support Annex with the ISDA Master Agreement. This gives us collateral for our net exposures. The collateral can
be cash, securities or equities. For stock borrowing/lending and repos and reverse repos, it includes high quality liquid debt securities and highly
liquid equities listed on major developed markets. We revalue our exposures and collateral daily, adjusting the collateral to reflect deficits or
surpluses. We have processes to control how we value and manage collateral, including documentation reviews and reporting. Collateral has to
meet our ‘eligible collateral, haircuts and margining’ policy which controls the quality and how much of any one kind of collateral we can hold.
That gives us confidence we will be able to cash in the collateral if a client defaults. We have these controls for equities and debt securities. The
collateral held for reverse repos is worth at least 100% of our exposure.

CCPs - These are intermediaries between a buyer and a seller - generally a clearing house. We use CCPs as a way to reduce counterparty credit
risk in derivatives.
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wv
Corporate Centre: =
oQ
o
Sovereign and In line with market practice, there is no collateral against these assets. g
Supranational -
Structured Products These are our ALCO and Legacy Treasury asset portfolios. These assets are unsecured, but benefit from senior positions in the creditor
hierarchy. Their credit rating reflects the over-collateralisation in the structure, and the assets that underpin their cash flows and repayment
schedules. We use a detailed expected cash flow analysis to assess the portfolios and we consider the structure and assets backing each
individual security.
g
Social Housing We manage the risk on this portfolio in the same way as for the Social Housing portfolio in Corporate & Commercial Banking. 3
3
Q
Legacy Portfolios We often hold collateral through a first legal charge over the underlying asset or cash. 2
in run-off : ) ) ) e o L o o
We get independent third party valuations on fixed charge security like aircraft or ships in line with industry guidelines. We then decide if we
need to set up an impairment loss allowance. To do that, we bear in mind:
— The borrower’s ability to generate cash flow
— The age of the assets
— Whether the loan is still performing satisfactorily )
— Whether or not the reduction in value is likely to be temporary =
— Whether there are other ways to solve the problem. %
=
Where a borrower gets into difficulty we look to dispose of the collateral, either with agreement or through the insolvency process. We do
this as early as possible, to minimise any loss. We rarely take ownership of collateral.
Derivatives We manage the risk on this portfolio in the same way as for the derivatives in CIB.

Crown Dependencies ~ We manage the risk on this portfolio in the same way as for mortgages in Retail Banking.

o
=]
3. Monitoring 3
We regularly monitor and report our credit risk by portfolio, segment, industry, location and customer. We give our ERCC 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. %
3
Our Watchlist
We also use a Watchlist to help us identify potential problem debt early. Just because a customer is on our Watchlist does not mean they have defaulted. It just means that
something has happened that has increased the probability of default. 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. s
=}
3,
We classify Watchlist cases as: 2
&
— Enhanced monitoring: for less urgent cases. If they are significant, we monitor them more often g
— Proactive management: for more urgent or serious cases. We may take steps to restructure debt including extending the term, taking more collateral, agreeing a lower S
credit limit or seeking repayment of the loan through refinancing or other means.
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 transfers to Stage 3 (previously, becomes NPL), we take it off the Watchlist and assess it for impairment individually. @
[
I
When a customer is included in enhanced monitoring, we do not consider that it has suffered a SICR for ECL purposes, so it remains in Stage 1for purposes of our loss 3
allowance calculations. When a customer is included in proactive management, we consider that it has suffered a SICR. This means we transfer it to Stage 2 and subject it &
to a lifetime ECL assessment to calculate the new loss allowance. We take into account any forbearance we offer. This includes whether any extra security or guarantees gﬁ.
are available, the likelihood of more equity and the potential to enhance value through asset management. 3
Y]
gﬁ
35

In Corporate & Commercial Banking, as part of our annual review process, for CRE loans approaching maturity, we look at the prospects of refinancing the loan on current
market terms and applicable credit policy. Where this seems unlikely, we put the case on our Watchlist.

In CIB and Corporate Centre, we monitor the credit quality of our portfolios of treasury products daily. We use both internal and third-party data to detect any potential
credit deterioration.

4. 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 transfers to Stage 3 (previously, to NPL), we transfer it to our
Restructuring & Recoveries team.

We aim 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. We use restructuring and 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 aim to identify warning signs early by monitoring customers’ financial and trading data, checking to make sure they are not breaching any covenants, and by having
regular dialogue with them. We hold regular Watchlist meetings to agree a strategy for each portfolio.

Our Restructuring & Recoveries team attend these meetings for CIB cases and a quarterly forum for other cases, and we may hand over more serious cases to them.
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5. Debt recovery

Consensual arrangements

Where we cannot find a solution like any of the ones we describe above, we look for an exit. If we can, we aim to do this by agreeing with the borrower that they will sell
some or all of their assets on a voluntary basis or agreeing 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 consider recovery options. This can be through:

— The insolvency process

— Enforcing over any collateral

— Selling the debt on the secondary market

— Considering other legal action available to recover what we are owed from debtors and guarantors.

If there is a shortfall, we write it off against loss allowances we hold, once the sale has gone through. In certain very rare instances we may act as mortgagee in possession
of assets held as collateral against non-performing commercial lending. In such cases the assets are carried on our balance sheet and are classified according to our
accounting policies.

Loan modifications

Forbearance

If a customer is having financial difficulty, we will work with them before they actually default to see if the difficulty can be addressed through forbearance. 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:

Term extension We can extend the term of the loan. 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. We may:
reschedulin
e i — Reschedule payments to better match the customer's cash flow - for example if the business is seasonal
UCing — Provide a temporary increase in facilities to cover peak demand ahead of the customer's trading improving.
capitalisation)

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.

Other forms of debt management
When customers are in financial difficulty we can also manage debt in other ways, depending on the facts of the specific case:

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 account. We may also
covenants add a condition on the use of any surplus cash (after operating costs) to pay down their debt to us.
Asking for more If a borrower has unencumbered assets, we may accept new or extra collateral in return for revised financing terms. We may also take a

collateral or guarantees guarantee from other companies in the same group and/or major shareholders. We only do this where we believe the guarantor will be able
to meet their commitment.

Asking for more equity Where a borrower can no longer pay the interest on their debt, we may accept fresh equity capital from new or existing investors to change

the capital structure in return for better terms on the existing debt.

Risk measurement and control
We measure the credit risk on treasury products by adding their potential future exposure to market movements over their lives to their fair value. Then we add it to
any other exposure and measure the total against our credit limits for each client.

We assess our 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 BUSINESS SEGMENTS - CREDIT RISK REVIEW

Movement in total exposures and the corresponding ECL
The following tables show changes in total exposures and ECL in the year. The footnotes to the Santander UK group level table on page 83 also apply to these tables.

Non-credit impaired Credit impaired
Stage 1 Stage 2 Stage 3
Subject to 12-month ECL Subject to lifetime ECL Subject to lifetime ECL
Exposures® ECL Exposures® ECL Exposures® Exposures®

Corporate & Commercial Banking £m £m £m £m £m
At1January 2018 22,417 43 866 33 388 173 23,671 249
Change in economic scenarios® - 5 - 3) - - - 2
Transfer to lifetime ECL (not-credit impaired) (670) 3) 670 3 - - - -
Transfer to credit impaired® (41) - (€1)) m 72 1 - -
Transfer to 12-month ECL® 200 8 (200) ) - - - -
Transfer from credit impaired® 2 1 2 1 4) ) - -
Transfers of financial instruments (509) 6 411 (5) 68 (U] - -
Net remeasurement of ECL on stage transfer® - @ - 10 - 18 - 21
New assets originated or purchased © 9,115 12 281 5 3 1 9,399 18
Other® 879 3) (58) 3) ) 37 819 31
Assets derecognised - closed good @ (10,569) 19) (304) ) (76) (18) (10,949) (42)
Assets derecognised - written off © - - - - (105) 97) (105) 97)
At 31 December 2018 21,333 37 1,226 32 276 13 22,835 182
Net movement in the year (1,084) (6) 360 (U] Mm2) (60) (836) (67)
Charge/(release) to the Income Statement (6) 1) 37 | 30 |
Recoveries net of collection costs - - @) @)
Income statement charge/(release) for the year (6) (U] 30 23

Corporate & Investment Banking fm fm £m £m fm fm £m fm
At 1January 2018 26,583 16 109 - 372 242 27,064 258
Changes to model - - - - - ) - ©)
Transfer to lifetime ECL (not-credit impaired)® ) - 2 - - - - -
New assets originated or purchased® 35,926 4 133 3 - - 36,059 7
Othere (2,306) (U} 83 1 (47) 29 (2,270) 29
Assets derecognised - closed good @ (18,101) (14) (193) 1) - - (18,294) (15)
Assets derecognised — written off @ - - - - (299) (252) (299) (252)
At 31 December 2018 42,100 5 134 3 26 10 42,260 18
Net movement in the year 15,517 (1) 25 3 (346) (232) 15,196 (240)
Charge/(release) to the Income Statement (1) 3 20 | 12 I
Recoveries net of collection costs - - 2 2
Income statement charge/(release) for the year (1) 3 22 14
£m £m £m £m £m £m £m | £m |
At1January 2018 57,155 7 250 4 20 8 57,425 19
Change in economic scenarios® - 1 - - - - - 1
Transfer to lifetime ECL (not-credit impaired)® (1) (1 m 1 - - - -
Transfer to credit impaired® - - 4 - 4 - - -
Transfer to 12-month ECL® 133 3 (133) 3) - - - -
Transfer from credit impaired® - - 3 1 3) (V)] - -
Transfers of financial instruments 22 2 (23) (U] 1 (U] - -
Net remeasurement of ECL on stage transfer® - 2 - - - 1 - (U]
New assets originated or purchased® 7,526 1 2 = 2 1 7,530 2
Othere (10,187) ) 6) - 3 1 (10,190) (1)
Assets derecognised - closed good © (4,617) 2 (90) - @ 2 (4,114) (4)
Assets derecognised - written off @ - - - = (3) (3) 3) (3)
At 31 December 2018 49,899 5 133 3 16 5 50,048 13
Net movement in the year (7,256) ) 17) 1) 4) 3) (7,377) 6)
Charge/(release) to the Income Statement ) 1 - I (3)|
Recoveries net of collection costs - - (4) (4)
Income statement charge/(release) for the year 2) (U] 4) @)

2018 compared to 2017 (unaudited)

Non trading reverse repurchase agreements increased to £21,127m at 31 December 2018 (2017: £2,614m), which reflected the revised classification of the majority of our
permitted non trading reverse repurchase agreements at amortised cost in line with our ring-fenced business model. We report reverse repurchase agreements in CIB and
the movement in the year is reported in the ‘New assets originated or purchased’ and ‘Assets derecognised - closed good' lines above.

Cash and balances at central banks, which are reported in Corporate Centre, decreased by £7,961m to £24,180m at 31 December 2018 (2017: £32,771m). This movement is
reported in the ‘Other’ line above. For more, see the Balance sheet review in the ‘Financial review’ section.
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Committed exposures

Credit risk arises on both asset balances and off-balance sheet transactions such as guarantees. As a result, committed exposures are typically higher than asset balances.
However, committed exposures can be smaller than the asset balances on the balance sheet due to netting. We show Sovereigns and Supranationals net of short positions
and Large Corporate reverse repurchase agreement exposures are shown net of repurchase agreement liabilities and include OTC derivatives. In addition, the derivative
and other treasury product exposures (which are classified as ‘Financial Institutions’) shown are also typically lower than the asset balances. This is because we show our
overall risk exposure which takes into account our procedures to mitigate credit risk. The asset balances on our balance sheet only reflect the more restrictive netting
permitted by IAS 32.

Rating distribution
These tables show our credit risk exposure according to our internal rating scale (see ‘Credit quality’ in the ‘Santander UK group level - credit risk review’ section) for each
portfolio. On this scale, the higher the rating, the better the quality of the counterparty.

Santander UK risk grade

3 5 Other®
£m £m £m

Corporate & Commercial Banking

SME and mid corporate - - 66 1,745 5,749 3,426 886 36 1,908
Commercial Real Estate - - - 302 4,564 1,846 31 - 6,743
Social Housing 680 3,899 138 - - 2 24 - 4,743
680 3,899 204 2,047 10,313 5,274 941 36 23,394
Corporate & Investment Banking
Sovereign and Supranational 393 3,807 = = = = = = 4,200
Large Corporate 12 3,187 5,535 6,361 888 3 78 - 16,064
Financial Institutions 856 1,392 1,490 76 - - - - 3,814
1,261 8,386 7,025 6,437 888 3 78 - 24,078
Corporate Centre
Sovereign and Supranational 34,512 91 - 1 - - - - 34,604
Structured Products 2,436 2,062 318 24 - - - - 4,840
Social Housing 1,377 2,847 76 43 - - - - 4,343
Legacy Portfolios in run-offe - - - 203 35 137 126 357 858
Derivatives - 147 - - - - - - 147
Crown Dependencies 14 39 124 77 14 8 7 - 283
38,339 5,186 518 348 49 145 133 357 45,075
Total 40,280 17,47 7,747 8,832 1,250 5,422 1,152 393 92,547
Of which:
Stage1 40,280 17,47 7,747 8,759 10,802 4,780 527 377 90,743
Stage 2 - - - 73 448 635 318 16 1,490
Stage 3 - - - - - 7 307 - 314

Corporate & Commercial Banking

SME and mid corporate - - 259 2183 5,402 3,574 998 214 12,630
Commercial Real Estate - - - 395 6,135 2,014 60 2 8,606
Social Housing 499 2,600 il - - - 4 - 3274
499 2,600 430 2,578 1,537 5,588 1,062 216 24,510

Corporate & Investment Banking
Sovereign and Supranational 590 3321 444 - - - - - 4355
Large Corporate 260 2,979 8391 8,879 573 2 355 - 21,439
Financial Institutions 2362 1463 2,494 33 103 - - - 6,455
3,212 7,763 1,329 8912 676 2 355 - 32,249

Corporate Centre

Sovereign and Supranational 44477 18 - - - - - - 44,495
Structured Products 2,487 1,560 300 32 - - - - 4379
Social Housing 1,841 3,641 451 43 - - - - 5976
Legacy Portfolios in run-offe - - 1 359 104 124 37 400 1,025
Derivatives - 212 - - - - - - 212
Crown Dependencies 3 36 s 7 3 8 6 - 262
483818 5,467 867 505 m 132 43 400 56,349
Total 52,529 15,830 12,626 11,995 12,330 5722 1,460 616 113,108

(1) Smaller exposures mainly in the commercial mortgage portfolio. We use scorecards for them, instead of a rating model.
(2) Commercial mortgages and residual structured and asset finance loans (shipping, aviation, and structured finance).
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Geographical distribution
We typically classify geographical location according to the counterparty’s country of domicile unless a full risk transfer guarantee is in place, in which case we use the
guarantor's country of domicile instead.

Corporate & Commercial Banking

SME and mid corporate 11,833 74 - 1 11,908 12,513 6 1 - 12,630
Commercial Real Estate 6,743 - - - 6,743 8,606 - - - 8,606
Social Housing 4,743 - - - 4,743 3,274 - - - 3,274
23,319 74 - 1 23,394 24,393 16 1 - 24,510
Corporate & Investment Banking
Sovereign and Supranational - 393 - 3,807 4,200 - 1,032 1 3322 4,355
Large Corporate 13,080 2,752 124 108 16,064 17,430 3,699 m 199 21,439
Financial Institutions 1,237 1,886 198 493 3,814 3,102 221 614 618 6,455
14,317 5,031 322 4,408 24,078 20,532 6,852 726 4,139 32,249
Corporate Centre
Sovereign and Supranational 30,587 1,409 965 1,643 34,604 35,659 1514 6,091 1,231 44,495
Structured Products 2,576 1,142 - 1,122 4,840 2,086 1,217 - 1,076 4379
Social Housing 4,343 - - - 4,343 5976 - - - 5976
Legacy Portfolios in run-off 744 = = n4 858 909 - - 16 1,025
Derivatives - - 147 - 147 - 63 149 - 212
Crown Dependencies 283 - - - 283 262 - - - 262
38,533 2,551 1,112 2,879 45,075 44,892 2,794 6,240 2,423 56,349

2018 compared to 2017 (unaudited)

In Corporate & Commercial Banking, we saw solid lending to trading business customers, offset by active management of our Commercial Real Estate (CRE) portfolio.
Committed exposures remained broadly flat. Our CRE portfolio decreased by 21% as we continue to manage our exposure in line with proactive risk management policies.
Our Social Housing portfolio increased by 45% driven by refinancing of longer-dated loans, previously managed in Corporate Centre, onto shorter maturities and current
market terms.

In CIB, our committed exposures decreased by 25% mainly due to decreases in our Large Corporate and Financial institutions portfolios driven by the transfer of prohibited
activity to Banco Santander London Branch as part of ring-fencing. Credit quality was relatively stable overall, mainly driven by the write-offs of Carillion plc and another
CIB customer, both of which moved to non-performing in 2017. Sovereign and Supranational exposures decreased by 49%. The portfolio profile remained short-term,
reflecting the purpose of the holdings.

In Corporate Centre, committed exposures decreased by 20% mainly driven by our Sovereign and Supranational portfolio as part of normal liquid asset portfolio
management. Legacy Portfolios in run-off reduced by 169%. Social Housing exposures also reduced as we continue to refinance longer-dated loans onto shorter maturities
and current market terms that we then manage in Corporate & Commercial Banking.

Credit risk mitigation

In Corporate & Commercial Banking, we hold collateral on CRE loans and on our healthcare and hotels portfolios. Credit-impaired loans in these portfolios reduced from
2017, resulting in a decrease in the collateral we held against credit-impaired loans. At 31 December 2018, the collateral we held against credit-impaired loans was 43%
(2017: 569%) of the carrying amount of the credit-impaired loan exposures. At 31 December 2018, we held collateral of £69m (2017: £134m) against credit-impaired assets
of £276m (2017: £393m).

In CIB, the top 20 clients with derivative exposure made up 85% (2017: 65%) of our total derivative exposure, all of which were banks and CCPs. The weighted-average
credit rating was 7.1 (2017: 7.2). At 31 December 2018 and 2017, we held no collateral against credit-impaired loans in the Large Corporate portfolio.

In Corporate Centre, we reduce credit risk in derivatives with netting agreements, collateralisation and the use of CCPs.

At 31 December 2018, we had cash collateral of £265m (2017: £348m) held against our performing Legacy Portfolios in run-off. At 31 December 2018, we held collateral of
£10m (2017: £13m) against all credit-impaired loan exposure of £16m (2017: £20m).
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Credit performance
We monitor exposures that show potentially higher risk characteristics using our Watchlist process (described in ‘Monitoring’ in the ‘Credit risk management’ section).
The table below shows the exposures we monitor, and those we classify as non-performing by portfolio at 31 December 2018 and 2017.

Committed exposure
Watchlist
Non-

Fully Enhanced Proactive performing Loss
performing monitoring  management exposure'” Total®  allowances®
£m £fm £m £m £fm £fm

Corporate & Commercial Banking

SME and mid corporate 10,350 972 333 253 11,908 160
Commercial Real Estate 6,426 247 47 23 6,743 22
Social Housing 4,626 n7 - - 4,743 -
21,402 1,336 380 276 23,394 182
Corporate & Investment Banking
Sovereign and Supranational 4,200 - - - 4,200 -
Large Corporate 15,304 548 186 26 16,064 18
Financial Institutions 3,814 - - - 3,814 -
23,318 548 186 26 24,078 18
Corporate Centre
Sovereign and Supranational 34,604 - - - 34,604 -
Structured Products 4,840 - - - 4,840 -
Social Housing 4,321 22 - - 4,343 -
Legacy Portfolios in run-off 809 26 7 16 858 13
Derivatives 147 - - - 147 -
Crown Dependencies 281 - - 2 283 -
45,002 48 7 18 45,075 13
Total loss allowances® 213

2017

Corporate & Commercial Banking

SME and mid corporate 1,185 815 296 334 12,630 128
Commercial Real Estate 8254 160 133 59 8,606 27
Social Housing 3274 - - - 3274 -
22,713 975 429 393 24,510 155
Corporate & Investment Banking
Sovereign and Supranational 4,355 - - - 4,355 -
Large Corporate 20,757 284 8 390 21,439 236
Financial Institutions 6,354 1 100 - 6,455 -
31,466 285 108 390 32,249 236
Corporate Centre
Sovereign and Supranational 44,495 - - - 44,495 -
Structured Products 4379 - - - 4379 -
Social Housing 5972 4 - - 5976 -
Legacy Portfolios in run-off 977 22 6 20 1,025 6
Derivatives 212 - - - 212 -
Crown Dependencies 261 - - 1 262 -
56,296 26 6 21 56,349 6
Total observed impairment loss allowances 397
Allowance for IBNO# 52
Total loss allowances 449

(1) Non-performing exposure includes committed facilities and derivative exposures. So it can exceed NPLs which only include on-balance sheet amounts.

(2) Includes committed facilities and derivatives. We define ‘Enhanced Monitoring’ and ‘Proactive Management' in the ‘Monitoring’ section.

(3) Loss allowances for 2017 were on an incurred loss basis per IAS 39, whilst for 2018 they are on an ECL basis per IFRS 9. The ECL allowance is for both on and off-balance sheet exposures.
(4) Allowance for IBNO losses as described in Note 1to the Consolidated Financial Statements.

2018 compared to 2017 (unaudited)

In Corporate & Commercial Banking, the SME and mid corporate portfolio and our CRE portfolio, non-performing exposures (NPEs) reduced, largely due to the workout of
a number of smaller loans reaching a conclusion resulting in partial write-offs, without material concentrations across sectors or portfolios. Exposures subject to enhanced
monitoring increased due to a social housing case experiencing governance issues plus a small number of CRE cases approaching maturity where repayment or refinance
arrangements had yet to be confirmed.

In CIB, Large Corporate exposures subject to enhanced monitoring increased due to a small number of cases that were experiencing performance issues. However,
NPEs decreased predominantly due to loan write-offs for Carillion plc and another CIB customer, both of which moved to non-performing in 2017. Financial Institutions
exposures subject to proactive monitoring decreased, driven by the transfer of one case to Banco Santander London Branch.

In Corporate Centre, Legacy Portfolios in run-off subject to enhanced monitoring and proactive management remained stable. NPEs reduced driven by continuing exit
of the legacy commercial mortgage portfolio.
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Loan modifications
The following table provides information on financial assets that were forborne while they had a loss allowance measured at an amount equal to lifetime ECL.

Corporate & Corporate &
Commercial Investment Corporate

Banking Banking Centre
£m £m £fm

Financial assets modified during the period:
- Amortised cost before modification 104 - 2
- Net modification loss 10 - -

Financial assets modified since initial recognition:
- Gross carrying amount of financial assets for which the ECL allowance has changed to 12-month measurement during the year 8 7 4

Forbearance
We only make forbearance arrangements for lending to customers. The balances at 31 December 2018 and 2017, analysed by their staging (2017: payment status) at the
year-end and the forbearance we applied, were:

2018
Corporate & Corporate & Corporate & Corporate &
Commercial Investment Corporate Commercial Investment Corporate
Banking Banking Centre Banking Banking Centre®
£m fm £m fm £m fm
Stock:
- Term extension 67 42 = 136 55 -
- Interest-only 2 = 8 152 - 14
- Other payment rescheduling 163 26 10 127 299 13
342 68 18 415 354 27
Of which:
- Stage 1 43 - 3
- Stage 2 78 42 8
- Stage 3 221 26 7
- NPL 273 347 n
- Performing 142 7 16
342 68 18 415 354 27
Proportion of portfolio 1.5% 0.3% 2.1% 17% 1% 2.6%

(1) We base forbearance type on the first forbearance we applied. Tables only show accounts open at the year-end. Amounts are drawn balances and include off balance sheet balances.

2018 compared to 2017 (unaudited)

In Corporate & Commercial Banking, the cumulative forbearance stock reduced, mainly due to the resolution of NPL cases, and performing cases exiting forbearance
according to defined criteria. Forbearance stock also reduced in CIB, following loan written-offs for Carillion plc and another CIB customer. At 31 December 2018, there
were only two forborne cases (2017: five cases) in CIB.

PORTFOLIOS OF PARTICULAR INTEREST

Introduction (unaudited)
Some types of lending have higher risk and others stand out for different reasons. In the section below we provide further details of our CRE and Social Housing portfolios.

Commercial Real Estate The CRE market experienced a challenging environment in the immediate years after the last financial crisis and has previously seen regular
cyclical downturns. In addition to the disclosures on the CRE portfolio earlier in this section, we include below more detail on credit
performance, LTV analysis, sector analysis, and refinancing risk.

Social Housing The Social Housing sector in the UK is critical in ensuring the supply of affordable housing across the country. Housing associations now
play a prominent role in addressing the UK’s shortage of housing stock across all tenures. The sector benefits from a zero-loss default history
aided by its regulated nature. This is a portfolio of particular interest as we hold a significant position in this market. Continued investment
in this sector is seen as a direct way to support the UK and, indirectly, the wider community initiatives undertaken by our customers.

We manage and report our Social Housing portfolio in Corporate & Commercial Banking, except for older loans that do not fit our current
business strategy, which we manage and report in Corporate Centre. We provide detailed disclosures of our Social Housing portfolios in
Corporate & Commercial Banking and Corporate Centre in the sections above. We provide a summary of our total Social Housing portfolio
below, to give a Santander UK-wide view.

Commercial Real Estate
Credit performance
The table below shows the main CRE credit performance metrics at 31 December 2018 and 2017

Customer _ Gross write— Loss

NPLs® NPL ratio® offs  allowances®

£m % £m £fm

2018 6,459 29 0.45 23 26
2017 8,144 69 0.85 1l 54

(1) CRE drawn loans in the business banking portfolio of our Retail Banking segment of £257m (2017: £257m) and in the CRE portfolio of our Corporate & Commercial Banking segment of £6,202m (2017: £7,886m).
(2) We define NPLs in the ‘Credit risk management’ section. All NPLs continue accruing interest.

(3) NPLs as a percentage of customer loans.

(4) Loss allowances for 2017 were on an incurred loss basis per IAS 39, whilst for 2018 they are on an ECL basis per IFRS 9. The ECL allowance is for both on and off-balance sheet exposures.
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CRE loans written before 2009 totalled £190m (2017: £380m). The pre-2009 loans were written on market terms which, compared with more recent times and following
a significant tightening in our lending criteria, included higher original LTVs, lower interest coverage and exposure to development risk, were more generous.

LTV analysis
The table below shows the LTV distribution for our CRE loan stock and NPL stock (based on the drawn balance and our latest estimate of the property’s current value)
of the portfolio at 31 December 2018 and 2017.

Total stock NPL stock Total Stock NPL stock
Loans and advances to customers £fm £m

<=50% 3,663 56 3 n 4,146 51 6 9
>50-70% 2,039 32 4 14 3,035 37 2
>70-100% 47 1 1 3 36 - 1 1
>100% i.e. negative equity 18 - 16 55 52 1 48 70
Standardised portfolio 631 10 5 7 629 8 12 17
Total with collateral 6,398 99 29 100 7,898 97 69 100
Development loans 61 1 - - 246 3 - -

6,459 100 29 100 8,144 100 69 100

(1) Smaller value transactions, mainly commercial mortgages.

Sector analysis
2018 2017

Sector £m % £fm %
Office 1,556 24 2,181 27
Retail 1,004 16 1,389 7
Industrial 888 14 1176 14
Residential 927 14 1,001 2
Mixed use 932 14 1146 4
Student accommodation 123 2 133 2
Hotels and leisure 309 5 304 4
Other 89 1 185 2
Standardised portfolio 631 10 629 8
6,459 100 8,144 100

(1) Smaller value transactions, mainly commercial mortgages.

The CRE portfolio is well diversified across sectors, with no significant regional or single name concentration, representing 27% (2017: 30%) of our total lending
to corporates and 3% (2017: 4%) of total customer loans. At 31 December 2018, the LTV profile of the portfolio remained conservative with £5,702m (2017: £7,181m) of
the non-standardised portfolio assets at or below 709% LTV.

Loans with development risk were only 1% (2017: 3%) of the total CRE portfolio. Development lending is typically on a non-speculative basis with significant pre-lets
and/or pre-sales in place. The average loan balance at 31 December 2018 was £3.2m (2017: £4.7m) and the top ten exposures made up 11% (2017: 10%) of the total CRE
portfolio exposure.

Refinancing risk

At 31 December 2018, CRE loans of £1,144m (2017: £1,090m) were due to mature within 12 months. Of these, £30m, i.e. 3% (2017: £59m, i.e. 5%) had an LTV ratio higher than
is acceptable under our current credit policy. At 31 December 2018, £10m of this (2017: £53m) had been put on our Watchlist or recorded as Stage 3 and NPL, and had an
impairment loss allowance of £5m (2017: £27m).

2018 compared to 2017 (unaudited)

In our CRE portfolio, customer loans decreased by 21% as we continue to manage our exposure in line with proactive risk management policies. In 2018, we maintained a
prudent lending approach, with no new business written above 70% LTV (2017: nil) and all new business (2017: 91%) written at or below 60% LTV. The weighted average
LTV on the CRE portfolio was 47% (2017: 482%).

Exposures subject to enhanced monitoring increased to £247m (2017: £160m). Exposures subject to proactive management decreased by 65% to £47m (2017: £133m) largely
driven by a number of successful exits. Non—performing exposures reduced by 619% to £23m (2017: £59m). CRE credit quality remained good with the improvement in the
NPL ratio to 0.45% (2017: 0.85%) reflecting loan write-offs.

Social Housing

We manage and report our Social Housing portfolio in Corporate & Commercial Banking, except for older Social Housing loans that do not fit our current business strategy,
which we manage and report in Corporate Centre. We provide detailed disclosures of our Social Housing portfolios in Corporate & Commercial Banking and Corporate
Centre in the sections above. At 31 December 2018 and 2017, our total Social Housing exposure in Corporate & Commercial Banking and Corporate Centre was:

2018
On-balance Total On-balance Total
sheet exposure sheet exposure
£m fm £m £m
Corporate & Commercial Banking 2,844 4,743 218 3,274
Corporate Centre 3,780 4,343 5,060 5976
6,624 9,086 778 9,250
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Market risk i
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Overview (unaudited) Key metrics (unaudited)
Market risk comprises banking market risk and trading market risk. Banking market risk is the Net Interest Margin (NIM) sensitivity to +50bps decreased
risk of loss of income or economic value due to changes to interest rates in the banking book to £207m and to -50bps decreased to £(23)m (2017: £212m
or to changes in exchange rates, where such changes would affect our net worth through an and £(125)m) o
adjustment to revenues, assets, liabilities and off-balance sheet exposures in the banking book. ; } o 3
Trading market risk is the risk of losses in trading positions, both on and off-balance sheet, Economic Value of Equity (EVE) sensitivity to +50bps 8
due to movements in market prices or other external factors. increased to £162m and to -50bps decreased to £(124)m 3

(2017: £95m and £(213)m)
In this section, we set out which of our assets and liabilities are exposed to banking and trading

market risk. Then we explain how we manage these risks and discuss our key market risk

metrics. We also explain how the implementation of our ring-fencing plans in 2018 changed

our exposure to trading market risk.
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BALANCE SHEET ALLOCATION BY MARKET RISK CLASSIFICATION

We analyse our assets and liabilities exposed to market risk between banking and trading market risk as follows:

2018 2017

Banking  Trading Banking Trading
£fm £m fm £m Key risk factors

Assets subject to market risk §"
Cash and balances at central banks 24,180 - 24,180 32,771 - 32,771 FX, Interest rate é
Financial assets at FVTPL: =
- Trading assets - - - - 30,555 30,555 Equity, FX, interest rate =
- Derivative financial instruments 4,621 700 5,321 5198 14,744 19,942 Equity, FX, interest rate =
- Other financial assets at FVTPL 6,137 - 6,137 2,096 - 2,096 Interest rate, credit spread
Financial assets at amortised cost:
- Loans and advances to customers® 201, 619 - 201,619 199, 332 - 199, 332 Interest rate
- Loans and advances to banks® 3,515 - 3,515 3,466 - 3,466 FX, interest rate -
- Reverse repurchase agreements - non trading® 21,127 = 21,127 2,614 - 2,614 FX, Interest rate 3
- Other financial assets at amortised cost 7,228 - 7,228 FX, interest rate, inflation, credit spread é
Financial assets at FVOCI 13,302 - 13,302 FX, interest rate, inflation, credit spread Y
Financial investments 17,61 - 17,611 FX, interest rate, inflation, credit spread %
Macro hedge of interest rate risk® 697 - 697 833 - 833 Interest rate §
Retirement benefit assets 842 - 842 449 - 449 Equity, FX, interest rate, inflation, credit a
spread
Total assets 283,268 700 283,968 264,370 45299 309,669
Liabilities subject to market risk %
Financial liabilities at FVTPL: 3
- Trading liabilities - - - - 31109 31,109 Equity, FX, interest rate %
- Derivative financial instruments 875 719 1,594 722 16,891 17,613 Equity, FX, interest rate =
- Other financial liabilities at FVTPL 6,286 - 6,286 703 1,612 2,315 Interest rate, credit spread g
Financial Liabilities at amortised cost: %
- Deposits by customers 173,692 - 173,692 177,421 - 177,421 Interest rate =
- Deposits by banks® 17,824 = 17,824 12,708 - 12,708 FX, interest rate
- Repurchase agreements — non trading® 10,910 - 10,910 1,076 - 1,076 FX, Interest rate
- Debt securities in issue 55,906 - 55,906 48860 - 48860 FX, interest rate
- Subordinated liabilities 3,601 - 3,601 3,793 - 3,793 FX, interest rate
Macro hedge of interest rate riske 242 - 242 - - - Interest rate
Retirement benefit obligations 115 - 115 286 - 286 Equity, FX, interest rate, inflation, credit
spread
Total liabilities 269,451 719 270,170 245,569 49,612 295,181

(1) From1January 2018, the non-trading repurchase agreements and non-trading reverse repurchase agreements that are held at amortised cost are now presented as separate lines in the balance sheet, as described in Note 1. Comparatives are re-
presented accordingly.

(2) Thisisincluded in Other assets of £2,267m (2017: £2,511m).

(3) Thisis included in Other liabilities of £2,507m (2017: £2,728m).
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We classify assets or liabilities as trading market risk (in total or just in part) as follows:

Balance sheet classification Market risk classification

Trading assets and liabilities We classify all our trading portfolios as trading market risk. Following the implementation of our ring-fencing plans in 2018, the
level of trading activity significantly reduced. Since then, we only classify exposures from product sales or other activities with
anticipated short holding periods, as well as any related hedging, as trading market risk. For more, see Notes 11 and 23 to the
Consolidated Financial Statements.

Other financial assets and We classify all our financial assets designated at fair value as banking market risk. We classify our warrant programmes and

liabilities at fair value through  structured customer deposits as trading market risk. This is because we manage them on a fair value basis. We classify all our other

profit or loss financial liabilities designated at fair value as banking market risk. For more, see Notes 13 and 24 to the Consolidated Financial
Statements.

Derivative financial instruments For accounting purposes, we classify derivatives as held for trading unless they are designated as being in a hedging relationship.
We treat derivatives that we do not manage on a trading intent basis as banking market risk. For more, see Note 12 to the
Consolidated Financial Statements.

BANKING MARKET RISK
OUR KEY BANKING MARKET RISKS wnaupiten)

Banking market risk mainly comes from providing banking products and services to our customers, as well as our structural balance sheet exposures. It arises in all our
business segments. In Retail Banking and Corporate & Commercial Banking, it is a by-product of us writing customer business and we transfer most of these risks to
Corporate Centre to manage. The only types of banking market risk that we keep in Retail Banking and Corporate & Commercial Banking are short-term mismatches due
to forecasting variances in prepayment and launch risk. This is where customers repay their loans at a different point than their expected maturity date or do not take the
expected volume of new products. In Corporate & Investment Banking, it arises from short-term markets and lending to corporates, which we also transfer to Corporate
Centre to manage. Corporate Centre also manages our structural balance sheet exposures, such as foreign exchange and Income Statement volatility risk.

Our key banking market risks are:

Interest rate risk Yield curve risk: comes from timing mismatches in repricing fixed and variable rate assets, liabilities and off-balance sheet instruments.
It also comes from investing non-rate sensitive liabilities in interest-earning assets. We mainly measure yield curve risk with NIM and EVE
sensitivities, which are measures that are commonly used in the financial services industry. We also use other risk measures, like stress
testing and VaR, which we explain in the ‘Trading market risk management’ section that follows. Our NIM and EVE sensitivities cover all
the material yield curve risk in our banking book balance sheet.

Basis risk: comes from pricing assets using a different rate index to the liabilities that fund them. We are exposed to basis risks associated
with Base Rate, reserve rate linked assets we deposit with central banks, the Sterling Overnight Index Average (SONIA) rate, and LIBOR
rates of different terms.

Spread risks Spread risk arises when the value of assets or liabilities which are accounted for at fair value (either through Other Comprehensive
Income or though Profit and Loss) are affected by changes in the spread. We measure these spreads as the difference between the
discount rate we use to value the asset or liability, and an underlying interest rate curve. Spread risks can be split into Swap Spread
(where the instrument has been issued by a Sovereign counterparty) and Credit Spread (where the instrument has been issued by for
example a corporate or bank counterparty). It principally arises in the bond portfolios we hold for liquidity purposes.

We measure spread risk with sensitivities, stress tests, and VaR measures.

Foreign exchange risk Our non-trading businesses operate mainly in sterling markets, so we do not create significant foreign exchange exposures. The only
exception to this is money we raise in foreign currencies. For more on this, see ‘Wholesale funding’ in the ‘Liquidity risk’ section.

Income statement We measure most of the assets and liabilities in our banking book balance sheet at amortised cost. We sometimes manage their risk

volatility risk profile by using derivatives. As all derivatives are accounted for at fair value, the mismatch in their accounting treatment can lead to

volatility in our Income Statement. This happens even if the derivative is an economic hedge of the asset or liability.

BANKING MARKET RISK MANAGEMENT

Risk appetite
Our framework for dealing with market risk is part of our overall Risk Framework. The banking market risk framework sets out our high-level arrangements and standards

to manage, control and oversee banking market risk. Our Risk Appetite sets the controls, risk limits and key risk metrics for banking market risk. We articulate risk appetite
by the income and value sensitivity limits we set in our Risk Appetite, at both Santander UK and Banco Santander group levels.

Risk measurement (unaudited)

For banking market risk, we mainly measure our exposures with NIM and EVE sensitivity analysis. We support this with the risk measures we explain in the ‘Trading market
risk management’ section that follows. We also monitor our interest rate repricing gap.
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NIM and EVE sensitivities =

The calculations for NIM and EVE sensitivities involve many assumptions, including expected customer behaviour (such as early repayment of loans) and how interest =

rates may move. These assumptions are a key part of our overall control framework, so we update and review them regularly. Our NIM and EVE sensitivities include the 8

interest rate risk from all our banking book positions. Our banking book positions generate almost all our reported net interest income. S
— NIM sensitivity is an income-based measure we use to forecast the changes to interest income and interest expense in different scenarios. It gives us a combined

impact on net interest income over a given period - usually 12 or 36 months.

— We calculate NIM sensitivity by simulating the NIM using two yield curves. The difference between the two NIM totals is the NIM sensitivity. g

o

— Our main model assumptions are that: §

— The balance sheet is dynamic. This means that it includes the run-off of current assets and liabilities as well as retained and new business 3

— We use a behavioural balance sheet rather than contractual one. This means that we adjust balances for behavioural or assumed profile. We do this with most retail
products whose behavioural maturity is different to the contractual maturity. This is usually because customers are exercising the option to withdraw or prepay
early, or there is no contractual maturity.

— We calculate EVE as the change in the net present value of all the interest rate sensitive items in the banking book balance sheet for a defined set of instantaneous
parallel and non-parallel shifts in the yield curve.

z)
I
i
“
5
=3
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— We use a static balance sheet. This means that all balance sheet items run-off according to their contractual, behavioural or assumed run-off behaviour (whichever is
appropriate), and there is no retained or new business.

The limitations of sensitivities
We use sensitivities to measure the impact of standard, instantaneous, parallel shifts in relevant yield curves. The advantage of using standard parallel shifts is they
generally give us a constant measure of the size of our market risk exposure, with a simple and consistent stress. This compares to specific scenarios like ‘flat rates’. The

.
magnitude of flat rates depends on the shape of the current curve and the shift required to reach the flat rate scenario. There is one exception to the relative simplicity §
of parallel shifts. In order to limit negative interest rates, the yield curve may be ‘floored’. Using material parallel shocks does not always seem realistic, or it might not &
necessarily test the scenarios that have the most impact on us. So we run non-parallel stress tests too, to calculate the impact of some plausible non-parallel scenarios, 3
and over various time periods for income stresses (usually one or three years). z
Other ways of measuring risk
As well as using sensitivities and stress tests, we can measure banking market risk using net notional positions. This can give us a simple expression of our exposure,
although it generally needs to be combined with other risk measures to cover all aspects of a risk profile, such as projected changes over time.
Other metrics we can use include VaR and Earnings at Risk (EaR). VaR can be useful because it captures changes in economic values, as we describe in the Trading market éﬂ
risk section below. However, VaR will not reflect the actual impact of most of our banking book assets and liabilities on our Income Statement. This is because we account §
for them at amortised cost rather than fair value. EaR is similar to VaR but captures changes in income rather than value. We use this approach mainly to generate a one- v
year EaR measure to assess Basis risk. 5
a
Stress testing &
We use stress testing of market risk factors to complement the risk measurement we get from standard sensitivities.
Stress testing scenarios .
Simple stress tests (like parallel shifts in relevant curves) give us clear measures of risk control and a consistent starting point for setting limits. More complex, multi-factor 3
and multi-time period stress tests can give us information about specific potential events. They can also test various outcomes that we might not capture through parallel ;DD-
stresses or VaR-type measures because of data or model limitations. We can also use stress tests to estimate losses in extreme market events beyond the confidence level =
used in VaR models. We can adapt our stress tests to reflect current concerns such as Brexit and other macroeconomic events or changing market conditions quicker than %\
we can with other risk measures, like VaR. We can include both individual business area stresses and Santander UK-wide scenarios. %
O
We can produce stress tests using either income or value measures. They cover one or more categories of exposures accounted for on an accruals basis or at fair value. We use S

expert judgement to define appropriate hypothetical stress tests and any adjusting assumptions based on the balance sheet, management actions and customer behaviour.

How we use stress testing

We discuss stress testing results at senior management committees. They affect Corporate Centre’s decisions by highlighting possible risks in the banking book and the
effectiveness of remedial actions we could take. We compare stress test results with stress limits and triggers set by our internal committees, or against metrics set by the
PRA. If the results are over our limits or triggers, we take remedial actions and follow an escalation process.

Risk mitigation (unaudited)

We mitigate Income Statement volatility mainly through hedge accounting. We monitor any hedge accounting ineffectiveness that might lead to Income Statement
volatility with a VaR measure and trigger, reported monthly. For our accounting policies for derivatives and hedge accounting, see Note 1to the Consolidated Financial
Statements. We typically hedge the interest rate risk of the securities we hold for liquidity and investment purposes with interest rate swaps, retaining spread exposures.
These retained exposures are the key drivers of the VaR and stress tests we use to assess the risk of the portfolio.

We hedge our foreign currency funding positions back to sterling, so our foreign exchange positions tend to be residual exposures that remain after hedging. These
positions could be, for example, to ‘spot’ foreign exchange rates or to cross currency basis. We monitor foreign exchange risk against absolute net exposures and VaR-based
limits and triggers. For more, see ‘Our funding strategy and structure’ and ‘Term issuance’ in the ‘Liquidity risk’ section.

Risk monitoring and reporting (unaudited)

We monitor the banking market risks of the portfolios we hold for liquidity and investment purposes using sensitivities, VaR and stress tests. We report them against limits
and triggers to senior management daily and to ALCO and ERCC each month. The VaR we report captures all key sources of volatility (including interest rate and spread
risks) to fully reflect the potential volatility.
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BANKING MARKET RISK REVIEW

2018 compared to 2017 (unaudited)

The reduction in NIM sensitivities in 2018 was largely driven by higher levels of the yield curve over the year and the base rate rise in August 2018. The NIM sensitivities
also reflect balance sheet management activities undertaken to manage the net structural position of the business. Each year, we periodically review our risk models and
metrics including underlying modelling assumptions to ensure they continue to reflect the risks inherent in the current rate environment and incorporate regulatory
expectations. These changes in our underlying assumptions for risk measurement purposes also contributed to the movements in 2018.

The movement in EVE sensitivities in 2018 was mainly due to the balance sheet management activities, changes in our underlying modelling assumptions for risk
measurement purposes, and the yield curve movements mentioned above.

The basis risk EaR in 2018 remained broadly stable.

Interest rate risk

Yield curve risk

The table below shows how our base case income and valuation would be affected by a 50 basis point parallel shift (both up and down) applied instantaneously to the
yield curve at 31 December 2018 and 2017. Sensitivity to parallel shifts represents the amount of risk in a way that we think is both simple and scalable. 50 basis points
is the stress we typically focus on for banking market risk controls, although we also monitor sensitivities to other parallel and non-parallel shifts as well as scenarios.

NIM sensitivity 207 23) 212 (125)
EVE sensitivity (unaudited) 162 (124) 95 213)

Basis risk (unaudited)
We report basis risk using the EaR approach.

2018 2017
fm £m
Basis risk EaR 25 24
Interest rate repricing gap (unaudited)
The table below shows the interest rate repricing gap of our balance sheet by repricing buckets.
3 months 1year 3years 5 years >5years Not sensitive Total
2018 £m £m fm £m fm fm £m
Assets 128,173 46,354 61,946 26,048 13,705 16,607 292,833
Liabilities 194,362 16,762 23,987 13,508 23,345 23,845 295,809
Off-balance sheet 11,096 (12,204) (2,731) 6,870 (55) - 2,976
Net gap (55,093) 17,388 35,228 19,410 (9,695) (7,238) -
Assets 142,195 34,661 59,253 18,746 15,453 16,782 287,090
Liabilities 178,179 18,003 25,487 17,746 25,559 24,801 289,775
Off-balance sheet (10,383) (3,025 4364 5,636 6,093 - 2,685
Net gap (46,367) 13,633 38130 6,636 (4,013) (8,019) -

Spread risks (unaudited)
The table below shows the risk metrics covering the portfolios of securities held for liquidity and investment purposes.

2018 2017

£m £m

VaR 4 3
Worst three month stressed loss 190 193
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TRADING MARKET RISK &
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OUR KEY TRADING MARKET RISKS unauprep) 8
Our main exposure to trading market risk is in Corporate & Investment Banking and it is an inherent part of providing financial services for our customers. Our exposures
are mainly affected by market movements in interest rates, credit spreads, and foreign exchange. We have no exposures in Retail Banking, Corporate & Commercial
Banking or Corporate Centre. Trading market risk can reduce our net income. Its effect can be seen in our Consolidated Income Statement, where it appears in the ‘Net
trading and other income’ line, under ‘Net trading and funding of other items by the trading book'.
)
o
The impact of ring-fencing 3
3
As part of our ring-fencing plans, activities that can no longer be served by a ring-fenced bank were migrated to the Banco Santander London Branch in 2018. This resulted =
3

in most of our market-making activity and the associated trading market risk being transferred outside of the Santander UK group. In addition, some market risk positions
have been in run-off since the start of 2018 so that we can close the trading book in our subsidiary ANTS. The implementation of ring-fencing changed our trading market
risk profile at 31 December 2018, which can be seen in our VaR disclosures. At 31 December 2018, only a small amount of trading market risk from permitted products and
permitted customers remains in the Santander UK ring-fenced bank.

The ring-fenced bank has two trading desks, the Link Desk and Retailed Structured Products (RSP) Desk. The Link Desk is a multi-asset trading desk facilitating the trading
of ring-fenced bank permissible products (vanilla products) for those clients served by our CIB division. The aim of the desk is to provide a platform for CIB activity within
the ring-fenced bank. The desk operates under an appropriate governance framework to ensure all activity adheres to ring-fencing legislation. The Link Desk will enter
into hedging transactions with Relevant Financial Institutions, in accordance with ring-fencing legislation. The RSP desk provides a channel to sell CIB hedged investments
(such as ISAs and other notes) to retail investors, through our UK branches and elsewhere. Notes are issued by Santander UK plc and hedged with Relevant Financial
Institutions, in accordance with ring-fencing legislation. This RSP activity raises funding for the Santander UK group. There is low trading market risk associated with the
trading activity as notes are hedged and a price is made before any client transaction which reflects the live execution prices of all hedge and funding unwinds.

z)
I
i
“
5
=3
5]
3

Following the implementation of our ring-fencing plans, the majority of trading market risk is now from hedging activity and back-to-back trading, with generally
smaller-sized client trading and negligible position-taking. As a result of this reduced activity, we expect to significantly reduce our trading market risk limits for 2019.

o
As a result of ring-fencing, and in response to the significant reduction in trading market risk in Santander UK and the corresponding reduction in market risk-related g
()
capital, we applied for and received approval from the ECB and PRA to decommission our Internal Model from 1January 2019. The permission for an internal model was for &
certain trading book activity that has now been closed. For more on our Internal Model, see the ‘Capital requirement measures’ section below. 2
2

Risk appetite
Our framework for dealing with market risk is part of our overall Risk Framework. The market risk Framework sets out our high-level arrangements and minimum standards =
3
for managing, controlling and overseeing trading market risk. Our Risk Appetite sets the controls, risk limits and key risk metrics for trading market risk. The key risk metrics &
include a stress economic loss limit and risk-factor stress scenarios. We report these key metrics to the BRC and the ERCC each month. g
5
Risk measurement (unaudited) g
We have a range of ways of measuring trading market risk, but one of the most important is a statistical measure based on a historical simulation of events called ‘Value o
at Risk’ (VaR). v

VaR

VELS %
L
— VaR shows the losses that we might suffer because of unfavourable changes in the markets under normal non-stressed market conditions. 3
<3
— To calculate VaR we run a historical simulation, at a given confidence level, over a specified time period. We use one or two years of daily price history, with each day o
given equal weighting. ?5.
— This means we include most market risk factors that could make a difference, and it gives us a consistent way of assessing risk for all these factors in all our portfolios. 3
=
35

— We work with three main types of VaR, which all use the same calculation models. They are Internal VaR, Regulatory VaR and Stressed VaR. We have governance and
controls for all forms of VaR, and we regularly review and assess them.

Internal VaR
— We use this to calculate the total VaR in our trading book. It covers all the risk asset classes: interest rate, equity, credit (spread) and foreign exchange. We use two
years of data for this simulation.

— Like the rest of Banco Santander, we use a time horizon of one day and a confidence level of 99%. For any given day's trading position, we would expect to suffer losses
greater than the VaR estimate 1% of the time - once every 100 trading days, or two to three times a year.

— For Internal VaR, we also calculate a time-weighted VaR using Banco Santander's method. This gives more weight to the most recent days in the last two years, which
means VaR changes more quickly in line with current market volatility. That gives us a better indication of how the market's behaviour is changing, mitigating some
limitations of VaR.

— We measure Internal VaR every day, comparing the equally-weighted result with the time-weighted result and report the higher against the Santander UK and
business unit level limits. The Santander UK limits were previously approved by the ERCC. Following the completion of the ring-fencing transfer scheme and the
significant reduction in trading book activity, the Santander UK limits are now approved by the Market and Structural Risk Control Forum rather than ERCC. We also
report our equally weighted VaR against asset class and individual desk level limits. Whenever we find a limit has been exceeded, we report it, following the market
risk framework. The main classes of risk that we measure Internal VaR on are interest rate, equity and credit spread risks.
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Regulatory VaR and Stressed VaR

— We use these VaR models to calculate how much capital we need to hold for trading market risk. For these calculations, we only look at the factors for which we hold
approval from the ECB and PRA (as we operate under their joint supervision). For credit and foreign exchange - factors which are not approved by the PRA for our VaR
capital models — we use the standardised approach to calculate how much capital to hold. We also use the standardised approach for the ring-fenced bank. For more
on this, see the ‘Capital requirement measures’ section.

— For Regulatory VaR, we use a time horizon of ten days and a confidence level of 99%. To calculate the ten-day time horizon, we use the one-day VaR multiplied by the
square root of ten. This is the industry standard approach to scaling known as the ‘square root of time’ approach. We use the same two years of history as with Internal
VaR. Stressed VaR is the same, except that we use only one year of history, from a time when markets were stressed relative to our current portfolio.

The limitations of VaR
Whilst VaR is a useful and important market standard measure of risk it does however have some limitations, these include:

VaR assumes what happened in the past is a reliable way to predict what will happen in the future, which may not always be the case.

VaR is based on positions at the end of the business day so it doesn't include intra-day positions.

— VaR gives no guide to how big the loss could be on the 19 of trading days that it is greater than the VaR.

- Using a time horizon of one day means VaR does not tell us everything about exposures that we cannot liquidate or hedge within a day, or products with infrequent
pricing or whose structures are more complex.

Back-testing — comparing VaR estimates with reality
In order to check that the way we estimate VaR is reasonable, we back-test our one day 99% Internal and Regulatory VaR each day by comparing them against both actual
and hypothetical profits and losses, using a one-day time horizon.

Back-testing allows us to identify exceptions — times when the predictions were out of line with what happened. We can then look for trends in these exceptions, which
can help us decide whether we need to recalibrate our VaR model. The CRR sets out criteria for how many exceptions are acceptable in the Regulatory VaR model. The
PRA’s Supervisory Statements clarify the requirements further. If there are five or more exceptions in 250 days, then points are added to our capital requirement multiplier.

It is not normally possible to back-test Stressed VaR, because it is not intended to tell us anything about our performance in normal conditions.

Stress testing
Stress testing is an essential part of our risk management. It helps us to measure and evaluate the potential impact on portfolio values of more extreme, although plausible,
events or market moves.

Stress testing scenarios

The scenarios we use for stress testing are outlined in our trading market risk appetite and are central to the monthly Board Risk Appetite reporting. The scenarios are also
part of our daily processes for setting and monitoring risk management limits. We calculate the impact of over 100 scenarios on our CIB trading books each day. Over half
of these are reported against limits, and we escalate any breaches. This could lead to our front office being asked to reduce risk. The others are not calibrated to the same
severity — for instance to a much longer holding period or for a completely artificial scenario - and so are not in the same limit structure.

The scenarios we create are partly inspired by past events, like the global financial crisis. They also include plausible ways that unusual market conditions could occur in

the future that impact interest rates, equity prices, exchange rates and credit spreads. Stress testing helps us to see how different amounts of liquidity in the markets would
affect us in a stress event, such as an equity crash. It is important to make sure that the stress result we report is as realistic as possible. For more on how we design our
scenarios for stress testing see ‘Stress Testing’ in the Risk Governance section.

How we use stress testing

We use limits to manage how much risk we take. They are expressed as how much we could lose in a stress event. We need to make sure the effects of potential poor
market conditions do not exceed the Risk Appetite set by the Board. We regularly inform senior managers, including the ERCC, and the BRC about the results of our stress
calculations, based on our current positions.

Capital requirement measures
Whenever we make changes to our models, we assess their effect on our capital requirements. Sometimes that means we need to tell the PRA and ECB and get their
approval before we can make the change.

Method

The Internal Models The PRA has given us permission to use the IMA, in line with CRR, and every three months the PRA reviews what we are doing. The IMA
Approach (IMA) means we can use Regulatory and Stressed VaR and RNIV to calculate the trading market risk capital requirement for the risk factors and
businesses that we have ECB and PRA approval for.

Following the implementation of the Ring-Fence Transfer Scheme and the run-off of the trading book in ANTS, we applied to the ECB and
PRA and received approval for a reverse extension application in order to decommission our IMA model effective from 1January 2019. We
no longer have any trading book positions on which to calculate IMA capital requirements. All other trading book positions in the ring-
fenced bank are calculated using the standardised approach.

The standardised approach For risk factors and businesses not included in the IMA, we use the standardised approach set out by the CRR and PRA Supervisory
Statements. At 31 December 2018, this amounted to 34% (2017: 11%) of our total market risk capital requirement. This increase is due to
the lower level of total market risk capital from the IMA reduction at the year end.

Risk mitigation (unaudited)

We manage and control trading market risk within clear parameters. We measure and monitor our risk exposures against these limits. There are specific levels that trigger
relevant teams to take action or alert people in other functions. This means we can limit the impact of any negative market movements, while also improving our earnings.
We keep the business units that originate trading market risk separate from the functions responsible for managing, controlling and overseeing risk.

Risk monitoring and reporting (unaudited)
We document and maintain a complete set of written policies, procedures and processes to help identify, assess, manage and report trading market risk.
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TRADING MARKET RISK REVIEW

2018 compared to 2017 (unaudited)
The VaR figures show how much the fair values of all our tradeable instruments could have changed. Since trading instruments are recorded at fair value, these are also
the amounts by which they could have increased or reduced our net income.

1o0dal 2181438

As noted earlier, as part of our ring-fencing plans, activities that can no longer be served by a ring-fenced bank were migrated to the Banco Santander London Branch in
2018. This resulted in most of our market-making activity and the associated trading market risk being transferred outside of the Santander UK group. In addition, some
market risk positions have been in run-off since the start of 2018 so that we can close the trading book in our subsidiary ANTS. The implementation of ring-fencing changed
our trading market risk profile at 31 December 2018, which can be seen in the VaR tables below. With this reduced activity the market risk limits for 2019 will therefore

be significantly reduced (VaR has reduced from £6m to £Im). At 31 December 2018, only a small amount of trading market risk from permitted products and permitted
customers remains in the Santander UK ring-fenced bank.

9JUBUIIA0D)

There were no total VaR limit breaches in 2018. Following the completion of ring-fencing we saw an increase in the number of regulatory back-testing exceptions. This was
due to the profit and losses on the residual activity in the trading book being driven more by non-market risk drivers, such as fee income, than by market risk drivers, such
as changes in interest rates. This meant that VaR fell by more than expected, leading to a higher number of exceptions. For this increase in the number of exceptions (which
was over the expected 2-3 in a 250 day period) the capital calculations used the associated CRR-required capital multipliers. As these residual trading books were in run-off,
the number of exceptions reduced in Q4 2018 and from 1 January 2019 there are no longer any trading positions in these portfolios that generate trading market risk.

VaR
This table and graph shows our Internal VaR for exposure to each of the main classes of risk for 2018 and 2017.
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Year-end exposure

Highest exposure

Average exposure Lowest exposure

2018 2017 2017 2018 2017
Trading instruments £m £m £m £fm £fm
Interest rate risks 0.5 26 14 25 3.9 35 0.2 18
Equity risks - 03 0.2 0.6 0.6 20 - 02 =3
Foreign exchange risks 0.1 03 0.3 04 0.9 16 - - §
Diversification offsetso (0.2) 0.7) (0.5) 0.8) - - - - %
Total correlated one-day VaR 0.4 25 14 27 3.8 3.7 0.3 20 (2
(1) The highest and lowest exposures for each risk type did not necessarily happen on the same day as the highest and lowest total correlated one-day VaR. It is impossible to calculate a corresponding correlation offset effect, so we have not included it.
Daily total correlated one-day VaR 2018 and 2017 (unaudited) M Total VaR -
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Liquidity risk

Overview (unaudited) Key metrics (unaudited)

Liquidity risk is the risk that, while still being solvent, we do not have the liquid financial LCR increased to 164% (2017: 120%)
resources to meet our obligations when they fall due, or we can only obtain them at high cost.

Wholesale funding with maturity <1 year up to £16.8bn
In this section, we describe our sources and uses of liquidity and how we manage liquidity risk. (2017: £14.9bn)

We also analyse our key liquidity metrics, including our LCR and our eligible liquidity pool.
LCR eligible liquidity pool increased to £54.1bn (2017: £48.5bn)

We then explain our funding strategy and structure and we analyse our loan to deposit ratio
(LDR) and our wholesale funding. Finally, we analyse how we have encumbered some of our Loan-to-deposit ratio increased to 116% (2017: 113%)
assets to support our funding activities.

OUR KEY LIQUIDITY RISKS @naudited)

Through our LRA framework, we manage our funding or structural contingent and market liquidity risks wherever they arise. This can be in retail and corporate deposit
outflows, wholesale secured and unsecured liquidity outflows and off-balance sheet activities. Other risks our framework covers include funding concentrations, intra-day
cash flows, intra-group commitments and support, and franchise retention.

Our main sources of liquidity
Customer deposits finance most of our customer lending. Although these funds are mostly callable, in practice they give us a stable and predictable core of funding. This is
due to the nature of retail accounts and the breadth of our retail customer relationships.

We have a strong wholesale funding investor base, diversified across product types and geographies. Through the wholesale markets, we have active relationships in many
sectors including banks, other financial institutions, corporates and investment funds. We access the wholesale funding markets through the issuance of capital, senior
unsecured debt, covered bonds, structured notes and short-term funding. We also access these markets through securitisations of certain assets of Santander UK plc and
our operating subsidiaries. For more on our programmes, see Notes 15, 28 and 29 in the Consolidated Financial Statements.

We generate funding on the strength of our own balance sheet, our own profitability and our own network of investors. We comply with rules set by the PRA, other
regulators, and Banco Santander standards. While we manage, consolidate and monitor liquidity risk centrally, we also manage and monitor it in the business area it comes
from. For more on our structural relationship with Banco Santander and how that impacts our liquidity management, see the Directors’ report.

Our main uses of liquidity

Our main uses of liquidity are to fund our lending in Retail Banking and Corporate & Commercial Banking, to pay interest and dividends, and to repay debt. Our ability to
pay dividends depends on various factors. These include our regulatory capital needs, the level of our distributable reserves, and our financial performance. We also use
liquidity to pay for business combinations.

LIQUIDITY RISK MANAGEMENT

Introduction (unaudited)

In 2018 we managed liquidity risk on a consolidated basis in our CFO division, which is our centralised function for managing funding, liquidity and capital. We created
our governance, oversight and control frameworks, and our LRA, on the same consolidated basis. Under this model, and the PRA’s liquidity rules, Santander UK plc and
its subsidiaries ANTS and Cater Allen Limited form the Domestic Liquidity Sub-group (DoLSub), which allows the entities to collectively meet regulatory requirements.
Each member of the DoLSub will support the others by transferring surplus liquidity in times of stress.

With effect from 1 January 2019, and in accordance with our ring-fence structure, Santander UK plc was granted a new DoLSub permission, withdrawing ANTS from the
existing UK DoLSub. As a result, from 1 January 2019 we monitor and manage liquidity risk for the Santander UK plc group and ANTS plc separately.

We transfer liquidity risks from the products Santander UK Group Holdings plc issues, or the contracts it executes, into our subsidiaries largely through back-to-back
transactions. We fund any mismatches, if needed, by ordinary share dividends from subsidiaries.
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Risk appetite

Our LRA statement is based on the principles of liquidity management we use to manage our balance sheet. It also supports our need to meet or exceed the rules of
our regulators. In line with our liquidity management principles, we avoid an over-reliance on funding from a single product, customer or counterparty. We also maintain
enough unencumbered customer assets to support current and future funding and collateral requirements, and maintain enough capacity to monetise liquid assets and
other counterbalancing capacity within an appropriate timeframe.

Our LRA is proposed to the Risk division and the Board, which is then approved under advice from the Board Risk Committee. Our LRA, in the context of our overall
Risk Appetite, is reviewed and approved by the Board each year, or more often if needed. From 1January 2019, separate LRAs for Santander UK plc and for ANTS plc
have been approved. These are appropriate to their individual business models and consistent with the strategy of Santander UK Group Holdings plc.

Risk measurement (unaudited)
We use a number of metrics to manage liquidity risk. These include metrics that show the difference between cash and collateral inflows and outflows in different periods.
They also include structural metrics, such as our LDR ratio and our level of encumbered assets.

Ongoing business management

Within our framework of prudent funding and liquidity management, we manage our activities to minimise our liquidity risk. We have clear responsibilities for short-term
funding, medium-term funding, encumbrance, collateral and liquid asset management. This ensures we manage liquidity risks as part of our daily operations, strategy and
planning.

Our liquidity management framework is split between short-term and strategic activities. Our short-term activities focus on intra-day collateral; management and
maintaining liquid assets to cover unexpected demands on cash in a stress scenario (such as large and unexpected deposit withdrawals by customers and loss of wholesale
funding). Our strategic activities focus on ensuring we are not over reliant on any one source for funding and that we avoid excessive concentrations in the maturity of
our funding.

We regularly test the liquidity of our eligible liquidity pool, in line with PRA and Basel rules. We do this by realising some of the assets through repurchase or outright
sale to the market. We make sure that over any 12-month period we realise a significant part of our eligible liquidity pool. As well as our eligible liquidity pool, we hold a
portfolio of unencumbered liquid assets at all times. Our LRA and PRA requirements determine the size and composition of this portfolio. These assets give us a source
of contingent liquidity, as we can realise some of them in a time of stress to create liquidity through repurchase or outright sale to the market.

Stress testing

We have a liquidity stress test framework in place which is central to our LRA measurement and monitoring. It includes three severe but plausible stress test scenarios. To
fit with our risk appetite, the liquidity outflows that come from these stress tests must be fully covered with high-quality liquid assets, other liquid assets and management
actions sanctioned at the right level of governance. Additionally, a funding plan disruption stress scenario forms part of our LRA monitoring.

Our Risk division runs a range of stress tests. Our LRA stress test is a combination of three test that cover idiosyncratic, market-wide and combined scenarios. Our other
tests consider scenarios such as a global economic slowdown that results in reduced confidence in the banking industry, a slowdown in one of the major economies or
a deterioration in the availability of liquidity. These are considered on both an acute and protracted basis. We also run severe combined stress tests which look at both a
deep and prolonged UK recession that results in a reduction in wholesale funding availability and a simultaneous idiosyncratic shock that would lead to retail and
commercial outflows.

We also conduct sensitivity analysis and reverse stress testing for instant liquidity shocks by each key liquidity risk. We do this to understand the impacts they would have
on our LRA and our regulatory liquidity metrics.

We monitor our LCR to ensure we continue to meet the requirements. Although the Basel Committee published its final Net Stable Funding Ratio (NSFR) standards in
October 2014, the NSFR has not yet been implemented within the EU (unlike the LCR). As such there is no formal NSFR requirement applicable to UK or other EU banks
until such time as the European Commission adopts appropriate regulatory and technical standards. Nonetheless, we monitor our NSFR on an ongoing basis and stand
ready to comply with the standards once agreed.

Risk mitigation (unaudited)

The Board aims to make our balance sheet resilient at all times and for it to be perceived as such by stakeholders. This preserves our short and long-term viability. The
Board recognises that as we are involved in maturity transformation, we cannot hold enough liquidity to cover all possible stress scenarios. The Board requires us to hold
enough liquidity to make sure we will survive three plausible but severe stress scenarios (our LRA stress). We do this by maintaining a prudent balance sheet structure
and approved liquid resources.

Recovery framework

In the event of a liquidity or capital stress, we have developed a series of actions outlined in our Recovery Plan. This enables us to respond to a wide variety of stresses, from
mild to severe, in a coordinated and efficient manner. Our Recovery Plan addresses how we would manage a capital or liquidity stress. We would invoke it in response to
triggers across a range of metrics falling outside threshold levels, or a qualitative assessment of potential serious risks to our financial position and balance sheet strength.
All of these metrics are part of our existing risk management processes. The Recovery Plan would be invoked as early and proactively as possible in order to mitigate a
stress with suitable actions.

The Recovery Plan is approved by the Board under advice from the Board Audit Committee and is subject to ongoing review and enhancement. The CFO division manages
the Recovery Plan and the operational continuity process.

Risk monitoring and reporting (unaudited)
We monitor liquidity risk daily, weekly and monthly. We do this through different committees and levels of management, including ALCO and the Board Risk Committee.

Santander UK Group Holdings plc 115
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LIQUIDITY RISK REVIEW wunaupitep)

2018 compared to 2017

— Throughout 2018 we maintained robust risk management controls to monitor and manage the levels of our eligible liquidity pool and encumbrance. The LCR
increased to 164% at 31 December 2018 (2017: 120%), This increase reflects prudent planning and some pre-funding of our 2019 wholesale funding requirements. The
lower USD balance reported in the eligible liquidity pool reflects the impact of ring-fencing on our liquidity requirements.

— Our LCR eligible liquidity pool significantly exceeded our wholesale funding of less than one year, with a coverage ratio of 322% at 31 December 2018 (2017: 326%).
The coverage ratio was broadly flat year on year, but continues to be volatile due to the management of normal short-term business commitments.

- The LRA increased 29%, reflecting prudent planning and some pre-funding of our 2019 wholesale funding requirements offsetting an increase in the severity of the
stress scenarios.

Liquidity Coverage Ratio
This table shows our LCR and LRA at 31 December 2018 and 20717. It reflects the stress testing methodology in place at that time.

Eligible liquidity pool (liquidity value) 53.0 474 52.2 457
Net stress outflows (32.4) (397) (32.1) (347)
Surplus 20.6 77 20.1 no
Eligible liquidity pool as a percentage of anticipated net cash flows 164% 120% 163% 132%

(1) The LRA is a three-month Santander UK specific requirement.

LCR eligible liquidity pool
This table shows the carrying value and liquidity value of our eligible liquidity pool assets at 31 December 2018 and 2017. It also shows the weighted average carrying value
in the year.

Weighted average carrying

Carrying value Liquidity value® value in the year

2018 2018

£bn £bn
Cash and balances at central banks 224 309 224 309 24.4 236
Government bonds 26.1 125 25.7 123 16.8 19.6
Supranational bonds and multilateral development banks 1.1 10 1.1 10 1.1 11
Covered bonds 27 27 25 23 2.6 27
Asset-backed securities 17 0.6 13 0.5 14 0.8
Equities 0.1 0.8 - 04 21 11
54.1 485 53.0 474 48.4 489

(1) Liquidity value is the carrying value with the applicable LCR haircut applied.

Currency analysis
This table shows the carrying value of our eligible liquidity pool by major currencies at 31 December 2018 and 2017, the composition of the pool is consistent with the
currency profile of our net liquidity outflows.

US Dollar Euro Sterling Other Total

£bn £bn £bn £bn £bn

2018 5.3 3.9 42.2 2.7 54.1
2017 9.2 1.8 36.7 0.8 485

Composition of the eligible liquidity pool
This table shows the allocation of the carrying value of the assets in our eligible liquidity pool for LRA and LCR purposes at 31 December 2018 and 2017.

2018

LCR eligible liquidity pool Of which LCR eligible liquidity pool Of which
LRA LRA
Level 1 Level 2A Level 2B eligible Level 1 Level 2A Level 2B eligible

£bn £bn £bn £bn £bn £bn £bn £bn

Cash and balances at central banks 224 - - 224 21.8 309 - - 309 303
Government bonds:
— AAA to AA- 23.6 - - 23.6 23.3 1.0 - - 1.0 1.0
—A+toA - 25 - 25 25 - 15 - 15 15
Supranational bonds and multilateral
development banks:
—AAA to AA- 11 - - 1.1 1.1 10 - - 10 1.0
Covered bonds:
— AAA to AA- 1.6 1.1 - 2.7 2.7 15 12 - 27 27
Asset-backed securities:
—AAA to AA- = = 1.7 1.7 1.7 - - 0.6 0.6 0.6
Equities - - 0.1 0.1 0.1 - - 0.8 0.8 038

48.7 3.6 1.8 54.1 53.2 444 27 14 485 479
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%
FUNDING RISK MANAGEMENT g
o
Funding strategy (unaudited) g
Our funding strategy continues to be based on maintaining a conservatively-structured balance sheet and diverse sources of funding to meet the need of our business =
strategy and plans. The CFO Division maintains a funding plan and ensures it is compliant with the LRA and regulatory liquidity and capital requirements.
Most of our funding comes from customer deposits. We source the rest from a mix of secured and unsecured funding in the wholesale markets. Overall, this means that
we do not rely too heavily on wholesale funds. This is reflected in our LDR ratio which we monitor against budget each month. At the same time, it makes sure we do not
concentrate our sources of funding too much on any one product. We also have checks and controls to limit our asset encumbrance from our secured funding operations. g
As part of maintaining a diverse funding base, we raise funding in a number of currencies, including euro and USD, and convert it into sterling through currency swaps to g
fund our commercial assets which are largely sterling denominated. 3
]

Our base of stable retail and corporate deposits is a key funding source for us. We leverage our large and diverse customer base to offer products that give us a long-term
sustainable source of funding. We do this by focusing on building long-term relationships. Around 90% of our total core retail customer liabilities are covered by the
Financial Services Compensation Scheme (the FSCS).

Behavioural maturities

The contractual maturity of our balance sheet assets and liabilities highlights the maturity transformation that underpins the role of banks to lend long term, but to fund
themselves mainly with shorter-term liabilities, like customer deposits. We do this by diversifying our funding operations across a wide customer base, both in numbers and
by type of depositor. In practice, the behavioural profiles of many liabilities show more stability and longer maturity than their contractual maturity. This is especially true
of many types of retail and corporate deposits that, while they may be repayable on demand or at short notice, have shown good stability even in times of stress. We model
behaviour profiles using our experience of customer behaviour. We use this data to determine the funds transfer pricing interest rates at which we reward and charge our
business units for sources and uses of funds. We apply this rate until a customer changes onto a different product or service offered by us or by one of our competitors.

2
@
o
2
3
<.
)
=

We continue to improve the quality of our retail, commercial and wholesale deposits. We aim to deepen our customer relationships across all customer segments. We do
this to lengthen the contractual and behavioural profile of our liability base.

o
=]
Deposit funding 3
We mainly fund our Retail Banking and Corporate & Commercial Banking activities by customer deposits. We fund the rest through wholesale markets. =
o]
<.
Wholesale funding 2
Wholesale funding and issuance model (unaudited)
Banco Santander is a multiple point of entry resolution group. This means that should it fail, it would be split up into parts. Healthy parts might be sold or be kept as a
residual group without their distressed sister companies. The resolution or recapitalisation of the distressed parts might be effected via ‘bail in’ of bonds that had been
issued to the market by a regional intermediate holding company.
o
Santander UK is a single point of entry resolution group. This means that resolution would work downwards from the group’s holding company (i.e. Santander UK Group §
0
Holdings plc). Losses in subsidiaries would first be transferred up to Santander UK Group Holdings plc. If the holding company is bankrupt as a result, the group needs ()
resolving. The ‘bail in’ tool is applied to the holding company, with the equity being written off and bonds written off or converted into equity as needed to recapitalise the §
group. Those bondholders would become the new owners, and the group would stay together. g
o
3
Santander UK Group Holdings plc is the immediate holding company of Santander UK plc and offers no guarantee to them. This structure is a Bank of England recommended
configuration which aims to resolve banks without disrupting the activities of their operating companies, thereby maintaining continuity of services for customers.
Composition of wholesale funding (unaudited) ©
We are active in the wholesale markets and we have direct access to both money market and long-term investors through our funding programmes. This makes our 3
wholesale funding well diversified by product, maturity, geography and currency. This includes currencies available across a range of channels from money markets, 3
repo markets, senior unsecured, secured, medium-term and capital. For details of our main programmes, see the Funding Information section of our website &
www.santander.co.uk/uk/about-santander-uk/investor-relations/funding-information. g,,
3
Following the implementation of our ring-fencing plan, Santander UK plc is now our main operating company issuer of senior unsecured debt, structured notes, short-term 2
o
35

funding and covered bonds. Santander UK Group Holdings plc is the issuer of capital and MREL/Total Loss Absorbing Capacity (TLAC) eligible senior unsecured debt.

We also access the wholesale markets through securitisations of certain assets of the Santander UK group’s operating subsidiaries. In addition, we have access to UK
Government funding schemes. Eligible collateral for these schemes includes all collateral that is eligible in the Bank of England’s Discount Window Facility. We ensure
that sufficient collateral is placed and available at the Discount Window.
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FUNDING RISK REVIEW

2018 compared to 2017 (unaudited)

— Our overall funding strategy remains to develop and sustain a diversified funding base. We also need to fulfil regulatory requirements as well as support our credit
ratings. 2018 presented a challenging market environment for issuance, debt capital markets experienced pockets of volatility throughout the year. However, despite the
continuing backdrop of global geo-political turbulence and the ongoing concerns around Brexit, the credit markets remained open and we saw good demand from
investors for high quality paper, though at wider credit spreads. The bulk of funding in 2018 was done in the first half of the year, taking advantage of the more positive
market conditions.

— In 2018, our total term funding was £17.1bn (2017: £11.8bn), of which £14.8bn (2017: £7.3bn) was medium-term issuance and £2.3bn (2017: £4.0bn) was from the UK
Government's Term Funding Scheme (TFS).

— The £14.8bn medium-term funding included £2.7bn of senior unsecured notes from the Company, £4.5bn of senior unsecured notes, £4.3bn of covered bonds and £3.3bn
of securitisations from our operating company Santander UK plc.

— Maturities in 2018 were £6.9bn (2017: £13.1bn). At 31 December 2018, 77% (2017: 75%) of wholesale funding had a maturity of greater than one year, with an overall
residual duration of 37 months (2017: 43 months). The total drawdown outstanding from the TFS was £10.8bn (2017: £8.5bn) and the total drawdowns of UK Treasury
Bills under the FLS were at £1.0bn (2017: £3.2bn).

— Customer deposits decreased £3.8bn, with lower corporate deposits and management pricing actions contributing to a reduction in retail savings products. This was
partially offset by a £0.9bn increase in personal current account balances.

— Our level of encumbrance from external and internal issuance of securitisations and covered bonds remained broadly static in 2018, as planned.

Reconciliation of wholesale funding to the balance sheet
This table reconciles our wholesale funding to our balance sheet at 31 December 2018 and 2017.

Balance sheet line item

Other equity

Financial instruments

Repurchase liabilities Debt and non-

Funding Deposits Defined by agreements - Trading designatedat  securities Subordinated  controlling

analysis by banks customers® nontrading® [iabilities fair value in issue liabilities  interests®

£bn £bn £bn £bn £bn £bn £bn £bn £bn

Deposits 1.0 1.0 - - - - - - -
Certificates of deposit and commercial paper 6.4 - - - - - 6.4 - -
Senior unsecured - public benchmark 213 - - - - - 21.3 - -
- privately placed 4.0 - - - - 1.0 3.0 - -

Covered bonds 16.6 - - - - - 16.6 - -
Securitisation and structured issuance 7.8 - 0.5 2.2 - - 5.1 - -
Term Funding Scheme 10.8 10.8 - - - - - - -
Subordinated liabilities and equity 543 - - - - - - 3.0 23
Total wholesale funding 73.2 1.8 0.5 2.2 - 1.0 52.4 3.0 23
Repos 10.8 = = 8.7 = 2.1 = = =
Foreign exchange and hedge accounting 4.1 - - - - - 3.5 0.6 =
Other 9.2 6.0 - - - 3.2 - - -
Balance sheet total 97.3 17.8 0.5 10.9 - 6.3 55.9 3.6 23
Deposits by banks 03 02 - - - 01 - - -
Certificates of deposit and commercial paper 80 - - - - 04 76 - -
Senior unsecured - public benchmark 7.8 - - - - - 7.8 - -
- privately placed 31 - - - - 11 20 - -

Covered bonds 14.2 - - - - - 14.2 - -
Securitisation and structured issuance 5.5 - 05 10 - - 4.0 - -
Term Funding Scheme 85 85 - - - - - - -
Subordinated liabilities and equity 5.5 - - - - - - 32 23
Total wholesale funding 62.9 8.7 05 1.0 - 1.6 456 32 23
Repos 256 - - 01 255 - - - -
Foreign exchange and hedge accounting 39 - - - - - 33 0.6 -
Other 103 4.00 - - 5.69 0.7 - - -
Balance sheet total 102.7 127 0.5 11 311 23 489 38 23

(1) Thisis included in our balance sheet total of £173,692m (2017 £177,421m).

(2) From1January 2018, the non-trading repurchase agreements that are held at amortised cost are now presented as separate lines in the balance sheet, as described in Note 1. Comparatives are re-presented accordingly.

(3) Consists of £14m (2017: £14m) fixed/floating rate non-cumulative callable preference shares, £235m (2017: £235m) Step-up Callable Perpetual Reserve Capital Instruments and £2,041m (2017: £2,041m) Perpetual Capital Securities (net of issuance costs).
See Notes 34 and 35 to the Consolidated Financial Statements.

(4) Other consists of items in the course of transmission and other deposits, excluding the TFS. See Note 26 to the Consolidated Financial Statements.

(5) Short positions in securities and unsettled trades, cash collateral and short-term deposits. See Note 23 to the Consolidated Financial Statements.
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Maturity profile of wholesale funding
This table shows our main sources of wholesale funding. It does not include securities financing repurchase agreements. The table is based on exchange rates at issue
and scheduled repayments and call dates. It does not reflect the final contractual maturity of the funding.

<1 s1and >3 and >6 and »9and  Sub-total s1and >2 and

month <3 months <6 months <9 months <12 months <lyear <2 years <5 years >5 years
£bn £bn £bn £bn £bn £bn £bn £bn £bn

Santander UK Group Holdings plc®”

Senior unsecured - public benchmark - - - - - - 0.8 6.2 17 8.7
- privately placed - - - - - - - - 0.1 0.1
Subordinated liabilities and equity (incl. AT1) - - 0.5 - 0.3 0.8 - 0.8 15 3.1
- - 0.5 - 0.3 0.8 0.8 7.0 33 1.9
Santander UK plc
Deposits by banks - 1.0 - - - 1.0 - - - 1.0
Certificates of deposit and commercial paper 15 3.6 1.1 0.1 0.1 6.4 - - - 6.4
Senior unsecured - public benchmark 0.8 15 - 0.6 - 29 4.8 3.5 14 12.6
- privately placed - - 1.0 0.3 - 13 1.8 0.4 0.4 3.9
Covered bonds - - - 14 - 14 2.8 8.4 4.0 16.6
Securitisation and structured issuance® 0.8 0.6 0.6 0.2 0.4 2.6 0.8 25 - 5.9
Term Funding Scheme - - - - - - 4.5 6.3 - 10.8
Subordinated liabilities - - - - - - - 0.9 1.3 2.2
3.1 6.7 2.7 2.6 0.5 15.6 14.7 22.0 7.1 59.4
Other group entities
Securitisation and structured issuance® - 0.1 0.1 0.1 0.1 0.4 0.4 1.1 - 1.9
Total at 31 December 2018 3.1 6.8 33 2.7 0.9 16.8 15.9 30.1 10.4 73.2
Of which:
- Secured 0.8 0.7 0.7 17 0.5 4.4 8.5 18.3 4.0 35.2
- Unsecured 23 6.1 2.6 1.0 0.4 12.4 74 1.8 6.4 38.0
3.1 6.8 3.3 2%/ 0.9 16.8 15.9 30.1 10.4 73.2
Total at 31 December 2017 48 39 33 14 15 149 79 289 1.2 62.9
Of which:
- Secured 09 - 14 - 13 36 29 183 34 282
- Unsecured 39 39 19 14 0.2 n3 5.0 10.6 78 34.7
438 39 33 14 15 149 79 289 1.2 62.9

(1) 959% of Senior Unsecured debt issued from Santander UK Group Holdings plc has been downstreamed to Santander UK plc as ‘secondary non-preferential debt’ in line with the guidelines from the Bank of England for Internal MREL.
(2) Includes funding from mortgage-backed securitisation vehicles where Santander UK plc is the asset originator.
(3) Includes funding from asset-backed securitisation vehicles where entities other than Santander UK plc are the asset originator.

Currency composition of wholesale funds
This table shows our wholesale funding by major currency at 31 December 2018 and 2017.

2018 2017

Sterling  US Dollar Euro Other Sterling US Dollar Euro Other
% % % % % % % %
Santander UK Group Holdings plc
Senior unsecured - public benchmark n 65 22 2 9 67 22 2
- privately placed - - - 100 - - - 100
Subordinated liabilities and equity (incl. ATT) 68 32 - - 68 32 - -
26 56 16 2 28 54 14 4
Santander UK plc
Deposits by banks 3 97 - - 27 73 - -
Certificates of deposit and commercial paper 48 52 - - 89 10 - 1
Senior unsecured - public benchmark n 56 33 - 49 42 -
- privately placed 13 12 72 3 7 19 70 4
Covered bonds 50 - 49 1 47 - 52 1
Securitisation and structured issuance 61 35 4 - 80 20 - -
Term Funding Scheme 100 - - - 100 - - -
Subordinated liabilities 49 51 = = 52 48 - -
48 25 26 1 49 19 32 -
Other group entities
Deposits by banks - - - - - 100 - -
Certificates of deposit and commercial paper - - - - 34 65 1 -
Securitisation and structured issuance 89 m - - 91 - 9 -
89 n - - 47 50 3 -
Total 46 30 24 - 45 28 25 2

Santander UK Group Holdings plc 19
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Term issuance
In 2018, our external term issuance (sterling equivalent) was:

Sterling US Dollar Other Total 2018  Total 2017

£bn £bn £bn £bn £bn
Santander UK Group Holdings plc

Senior unsecured - public benchmark 0.5 1.5 0.7 - 2.7 20
- privately placed - - = = = 01
Subordinated debt and equity (incl. AT1) - - - - - 0.5
0.5 1.5 0.7 - 27 26
Santander UK plc
Securitisations and other secured funding 14 15 - - 29 05
Covered bonds 25 - 1.8 - 4.3 23
Senior unsecured - public benchmark 0.4 25 - - 2.9 11
- privately placed 0.3 - 13 - 1.6 0.
Term Funding Scheme 23 - - - 23 40
6.9 4.0 3.1 = 14.0 8.0
Other group entities
Securitisations 0.4 = = = 0.4 12
Total gross issuances 7.8 55 3.8 = 171 ns

Loan-to-deposit ratio
This table shows our customer loans, deposits and LDR at 31 December 2018 and 2017. The business segments data excludes fair value loans, impairment loss allowances,
accrued interest and other. The total data includes them but excludes repurchase agreements.

2018

Customer Customer

loans deposits

£bn £bn
Retail Banking 172.8 142.1 122 3
Corporate & Commercial Banking 17.7 17.6 101 104
Corporate & Investment Banking 4.6 4.8 96 133
Corporate Centre 4.8 7.6 63 174
Total customer loans and deposits® 199.9 1721 1né 3

Adjust for: fair value loans, impairment loss allowances, accrued interest and other 17 1.6

Statutory loans and advances to customers/deposits by customers® 201.6 173.7

Total 201.6 173.7

(1) The customer loans and customer deposits numbers are the amounts disclosed in the Consolidated Balance Sheet.

(2) We calculate the total LDR as loans and advances to customers divided by deposits by customers.

Encumbrance (unaudited)

We have encumbered an asset if we have pledged it as collateral against an existing liability. This means it is no longer available to secure funding, meet our collateral needs
or be sold to reduce future funding needs. Being able to pledge assets as collateral is an integral part of a financial institution’s operations. We do various things that lead to
asset encumbrance. These include where we:

Enter into securitisation, covered bonds, and repurchase agreements (including central bank programmes) to access medium and long-term funding

Enter into short-term funding transactions. These include repurchase agreements and stock borrowing transactions as part of our operational liquidity management
— Pledge collateral as part of participating in payment and settlement systems

— Post collateral as part of derivatives activity.

We monitor our mix of secured and unsecured funding sources in our funding plan. We aim to use our available collateral efficiently to raise secured funding and to meet
our other collateralised obligations.

Our biggest source of encumbrance is where we use our mortgage portfolio to raise funds through securitisation, covered bonds or other structured borrowing. We control
our levels of encumbrance from these by setting a minimum level of unencumbered assets that must be available after we factor in our future funding plans, whether we
can use our assets for our future collateral needs, the impact of a possible stress and our current level of encumbrance.

Assets classified as readily available for encumbrance include cash and securities we hold in our eligible liquidity pool. They also include other unencumbered assets that
give us a source of contingent liquidity. We do not rely on these extra unencumbered assets in our LRA, but we might use some of them in a time of stress. We can create
liquidity by using them as collateral for secured funding or through outright sale.

Loans and advances to customers are only classified as readily available for encumbrance if they are already in a form we can use to raise funding without any other actions
on our part. This includes excess collateral that is already in a secured funding structure. It also includes collateral that is pre-positioned at central banks and is available for
use in secured funding.

All other loans and advances are classified as not readily available for encumbrance, however, may still be suitable for use in secured funding structures.
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w
Encumbrance of customer loans and advances ;’}
We have issued prime retail mortgage-backed and other asset-backed securitised products to a diverse investor base through our mortgage-backed and other asset-backed ~ %-
funding programmes. We have raised funding with mortgage-backed notes, both issued to third parties and retained - the latter being central bank eligible collateral 8
for funding purposes in other Bank of England facilities. We also have a covered bond programme, under which we issue securities to investors secured by a pool of S
residential mortgages.
For more on these programmes, see Notes 15 and 37 to the Consolidated Financial Statements.
On-balance sheet encumbered and unencumbered assets o
o
Encumbered with counterparties other than Unencumbered assets not pre-positioned with central ’i
central banks Assets banks 3
positioned Other &
Covered Securitis- at central Readily available Cannot be Total
bonds ations banks® available assets encumbered assets
£m £m £m £m £m £m £m
Cash and balances at central - - 1,080 1,080 636 22,464 - - 23,100 24,180
banks»
Financial assets at FVTPL: -
- Derivative financial instruments - - - - - - - 5,321 5,321 5,321 =
- Other financial assets at FVTPL - - - - - - - 6,137 6,137 6,137 @
Financial assets at amortised cost: 2
- Loans and advances to customers 21,240 14,454 256 35,950 52,497 71,942 20,943 20,287 165,669 201,619
- Loans and advances to banks - - 402 402 - - - 3,113 3,113 3,515
- Repurchase agreements- non - - - - - - - 21,127 21,127 21,127
trading®
- Other financial assets at - - 3,763 3,763 - 3,465 - - 3,465 7,228
amortised cost -
Financial assets at FVOCI - - 5,825 5,825 - 7,477 - - 7,477 13,302 §
Interests in other entities - - - - - - - 88 88 88 o
Intangible assets = = = = = = = 1,814 1,814 1,814 Qf
Property, plant and equipment - - - - - - 1,835 - 1,835 1,835 g
Current tax assets - - - - - - - 106 106 106
Retirement benefit assets - - - - - - - 842 842 842
Other assets - - - - - - - 2,267 2,267 2,267
Total assets 21,240 14,454 11,326 47,020 53,133 105,348 22,778 61,102 242,361 289,381
>
3
Cash and balances at central - - 1010 1,010 395 31366 - - 31,761 32,11 %
banks» g
Trading assets - - 17,092 17,092 - 903 - 12,560 13,463 30,555 (BD
Derivative financial instruments - - - - - - - 19,942 19,942 19,942 E*
Other financial assets at FVTPL - - - - - 1,405 691 - 2,096 2,096
Loans and advances to banks® - - 105 105 - - - 3,361 3,361 3,466
Loans and advances to customers® 18,891 16,530 31 35,452 57,644 64,412 20,459 21365 163,880 199,332
Repurchase agreements- non - - - - - - - 2,614 2,614 2,614 ;3,"
trading® =l
Financial investments - - 6,755 6,755 - 10,856 - - 10,856 17,61 %
Interests in other entities - - - - - - - 73 73 73 )
Intangible assets - - - - - - - 1,742 1,742 1,742 {3:,:‘
Property, plant and equipment - - - - - - 1,598 - 1,598 1598 3
Retirement benefit assets - - - - - - - 449 449 449 §'
Other assets - - - - - - - 2,51 2,51 2,51
Total assets 18,891 16,530 24,993 60,414 58,039 108,942 22,748 64,617 254,346 314,760

(1) Encumbered cash and balances at central banks include minimum cash balances we have to hold at central banks for regulatory purposes.

(2) Readily realisable cash and balances at central banks are amounts held at central banks as part of our liquidity management activities.

(3) From1January 2018, the non-trading repurchase agreements that are held at amortised cost are now presented as separate lines in the balance sheet, as described in Note 1. Comparatives are re-presented accordingly.
(4) Comprises pre-positioned assets and encumbered assets.

(5) 2017 data has been restated as a result of enhancement to the internal methodology for reporting encumbered and unencumbered assets.
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Capital risk

Overview (unaudited) Key metrics (unaudited)

Capital risk is the risk that we do not have an adequate amount or quality of capital to meet CET1 capital ratio of 13.2% (2017: 12.29%)

our internal business needs, regulatory requirements and market expectations, including dividend
and AT distributions. Total capital resources decreased to £15.0bn

(2017: £15.5bn)

In this section, we set out how we are regulated. We also give details of the impact of IFRS 9

on regulatory capital, and the results of the Bank of England’s 2018 stress testing exercise. UK leverage ratio of 4.5% (2017: 4.4%)
We explain how we manage capital on a standalone basis as a subsidiary in the Banco

Santander group.

We then analyse our capital resources and key capital ratios including our leverage
and RWAs.

THE SCOPE OF OUR CAPITAL ADEQUACY

Regulatory supervision

For capital purposes, we are subject to prudential supervision by the PRA, as a UK banking group, and by the European Central Bank (ECB) as a member of the Banco
Santander group. The ECB supervises Banco Santander as part of the Single Supervisory Mechanism (SSM). Although we are part of the Banco Santander group, we do

not have a guarantee from our immediate and ultimate parent Banco Santander SA and we operate as an autonomous subsidiary. As we are part of the UK sub-group that
is regulated by the PRA, we have to meet the PRA capital requirements on a standalone basis. We also have to show the PRA that we can withstand capital stress tests
without the support of our parent. Reinforcing our corporate governance framework, the PRA exercises oversight through its rules and regulations on the Board and senior
management appointments. Santander UK Group Holdings plc is the holding company of Santander UK plc and is the head of the Santander UK group for regulatory
capital and leverage purposes. The basis of consolidation for our capital disclosures is substantially the same as for our Consolidated Financial Statements. Following the
implementation of our ring-fencing plans, with effect from 1 January 2019 Santander UK plc is now the head of the ring-fenced bank sub-group and is subject to regulatory
capital and leverage rules.

CAPITAL RISK MANAGEMENT

The Board is responsible for capital management strategy and policy and ensuring that our capital resources are monitored and controlled within regulatory and internal
limits. We manage our funding and maintain capital adequacy on a standalone basis. We operate within the capital risk framework and appetite approved by our Board. This
reflects the commercial environment we operate in, our strategy for each material risk and the potential impact of any adverse scenarios or stresses on our capital position.

Management of capital requirements
Our capital risk appetite aims to maintain capital levels appropriate to the level of stress applied, and the expected regulatory response. In:

— An adverse economic stress, which we might expect to occur once in 20 years, the firm should remain profitable and exceed all regulatory capital minimums at all times.
— Avery severe economic stress, which we might expect to occur once in 100 years, and which has been designed to test any specific weaknesses of a firm’s business
model, the firm should meet all regulatory capital minimums at all times. This is subject to the use of regulatory buffers designed for such a stress.

Management of capital resources

We use a mix of regulatory and EC ratios and limits, internal buffers and restrictions to manage our capital resources. We also take account of the costs of differing capital
instruments and capital management techniques. We also use these to shape the best structure for our capital needs. We decide how to allocate our capital resources

as part of our strategic planning process. We base this in part on the relative returns on capital using both economic and regulatory capital measures.

We plan for severe stresses and we set out what action we would take if an extremely severe stress threatened our viability and solvency. This could include not paying
dividends, selling assets, reducing our business and issuing more capital.

Risk measurement

We apply Banco Santander’s approach to capital measurement and risk management for CRD IV. As a result, Santander UK Group Holdings plc is classified as a significant
subsidiary of Banco Santander SA. For more on the CRD IV risk measurement of our exposures, see Banco Santander’s Pillar 3 report. For more on our capital, see our
Additional Capital and Risk Management Disclosures on www.aboutsantander.co.uk.

Key metrics (unaudited)
The main metrics we use to measure capital risk are:

CET]1 capital ratio CET1 capital divided by RWAs.
Total capital ratio CRD IV end-point Tier 1 capital divided by RWAs.

UK leverage ratio CRD IV end-point Tier 1 capital divided by leverage exposure.

Stress testing (unaudited)

Each year we create a capital plan, as part of our ICAAP. We share our ICAAP with the PRA. The PRA then tells us how much capital (Pillar 2A), and of what quality, it thinks
we should hold on top of our Pillar T requirements. We also develop a series of macroeconomic scenarios to stress test our capital needs, and confirm that we have enough
regulatory capital to meet our projected and stressed capital needs and to meet our obligations as they fall due. We augment our regulatory minimum capital with
internally assigned buffers. We hold buffers to ensure we have enough time to take action against unexpected movements.
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> Capital risk

Risk mitigation

We have designed our capital risk framework, policies and procedures to ensure that we operate within our risk appetite. We manage capital transferability between our
subsidiaries in line with our business strategy, our risk and capital management policies, and UK laws and regulations. There are no legal restrictions on us moving capital
resources promptly, or repaying liabilities, between the Company and its subsidiaries. For details on our Recovery framework in the event of a capital stress, see the risk
mitigation section in the ‘Liquidity risk’ section.

Risk monitoring and reporting
We monitor and report regularly against our capital plan. We do this to identify any change in our business performance that might affect our capital. Every month, we also
review the economic assumptions we use to create and stress test our capital plan. We do this to identify any potential reduction in our capital.

CAPITAL RISK REVIEW

2018 compared to 2017 (unaudited)

Our CET1 capital ratio increased 100bps to 13.2% at 31 December 2018 (2017: 12.2%), with ongoing capital accretion and risk management initiatives leaving us strongly
capitalised in the current environment. CET1 capital was broadly in line with the prior year at £10.4bn, with dividend payments largely offset by ongoing capital accretion
through retained profits. Our total capital ratio increased to 19.1% at 31 December 2018 (2017: 17.8%).

RWAs decreased £8.2bn, largely as a result of ring-fence transfers (£5.5bn), risk management initiatives (£3.0bn) and the widening of scope of our large corporate risk model
earlier in the year. This was partially offset by higher RWAs in the Corporate Centre.

- Retail Banking RWAs increased in line with customer loan growth.

- Corporate & Commercial Banking RWAs decreased 129%, largely as a result of ring-fence implementation and risk management initiatives, including SRT securitisations.
These actions have positioned the bank prudently, though they will have an economic impact in 2019.

- Corporate & Investment Banking RWAs decreased 56% to £7.2bn largely as a result of ring-fence transfers and risk management initiatives. Other assets and liabilities
of £21.5bn and £20.7bn, primarily relating to derivative contracts, were transferred to Banco Santander London Branch in July 2018. RWAs attributable to customer loans
were £5.2bn (2017: £7.2bn). These actions will result in significantly lower future profits for this segment.

- Corporate Centre RWAs were higher at £8.4bn, due to increases in counterparty risk with more concentrated exposures to Banco Santander London Branch, following
derivative business transfers as part of ring-fence implementation. RWAs attributable to non-core customer loans amounted to £1.7bn (2017: £1.0bn) following an
increase in Social Housing risk-weights.

Impact of IFRS 9 on regulatory capital
The implementation of IFRS 9 on 1 January 2018 resulted in an initial reduction in our CET1 capital ratio by 8 basis points to 12.13% which, following the application of EU
transitional arrangements for the capital impact of IFRS 9, reduced to 12.16%. As a result, the adoption of IFRS 9 did not have a material impact on our capital position.

As our ECL methodology takes account of forward-looking data covering a range of possible economic outcomes, ECL-based provisioning is expected to be more volatile
than 1AS 39 incurred loss-based provisioning and consequently is likely to impact our CET1 capital levels, resulting in increased pro-cyclicality of risk-based capital and
leverage ratios. However, the impact is currently mitigated by our surplus of expected losses over provisions for exposures using IRB approaches. For such exposures
(which include residential mortgages) the adverse impact to CET1 capital of provision increases from reserve movements is offset by the associated reduction of the
negative CET1 capital adjustment for regulatory expected loss amounts. Furthermore, the EU transitional arrangements for the capital impact of IFRS 9 mean that
adverse CET1 effects from increases in ECL-based provisions from the level of such provisions at 1 January 2018 are partially reduced until the end of 2022.

We reflect projections of ECL-based provisions in our capital position forecasting under base case and stress scenarios for ICAAP and capital management purposes and
consider the impact of the dynamics of ECL in how we assess, monitor and manage capital risk. We expect IFRS 9 ECL charges to be more volatile than IAS 39 incurred
losses. This could result in material favourable and unfavourable swings to our Income Statement. Whilst the initial impacts of IFRS 9 were based on estimates prepared in
a supportive economic environment, a period of economic instability could significantly impact our Income Statement and the net carrying amount of our financial assets.
It could also impact the amount of capital we have to hold. We take into account the volatility of ECL in our capital planning strategy.

Bank of England stress testing

The results of the latest round of PRA stress tests were released in November 2018. With a stressed CET1 ratio of 10.9% after allowed management actions, on an IFRS 9
transitional basis, we significantly exceeded the PRA threshold requirement of 7.5%. Additionally, with a stressed leverage ratio of 3.9% we exceeded the PRA threshold
requirement of 3.26%.

Since the introduction of IFRS 9 on 1 January 2018, the stress test results are published on an IFRS 9 transitional and non-transitional basis, over a five-year stress period
to the end of 2022. On an IFRS 9 transitional basis, our lowest post-stress CRD IV end-point CET1 capital ratio was modelled to be 10.8% before management actions and
10.9% after allowed management actions. On an IFRS 9 non-transitional basis, our lowest post-stress CRD IV end-point CET1 capital ratio was modelled to be 9.5% before
management actions and 9.7% after allowed management actions. These results are significantly in excess of the CET1 hurdle rate established by the Bank of England of
7.5% on an IFRS 9 transitional basis, and 7.7% on an IFRS 9 non-transitional basis.

For the third year in a row, we had the lowest stressed CET1 ratio impact of all participating firms, demonstrating our resilient balance sheet and prudent approach to risk.

The Bank of England’s CET1 hurdle rate comprises the CRR Pillar 1 minimum of 4.5% together with a Pillar 2A CET1 requirement, an estimate of the applicable Systemic
Risk Buffer and an adjustment to offset the pro-cyclical impacts of IFRS 9. We expect that a Pillar 2A requirement of 3.1% and Systemic Risk Buffer will be set in Q1 2019.

On an IFRS 9 transitional basis, our lowest post-stress end-point leverage ratio, over a five-year stress period to the end of 2022, was modelled to be 3.9% both before and
after management actions. On an IFRS 9 non-transitional basis, our lowest post-stress end-point leverage ratio, over a five-year stress period to the end of 2022, was
modelled to be 3.4% both before and after management actions. We exceeded the leverage threshold established by the Bank of England of 3.26% on an IFRS 9 transitional
and 3.25% on an IFRS 9 non-transitional basis. Our leverage ratio was 4.5% at 31 December 2018, broadly consistent with our ratio of 4.4% at 31 December 2017. At 31
December 2018, our leverage exposure was £275.6bn.
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Annual Report 2018 | Risk review

Meeting evolving capital requirements
We target a CET1 management buffer that is of sufficient size to absorb market volatility and changes in the regulatory minimum requirement, such as application of any
dynamic countercyclical capital buffer (CCyB).

At 31 December 2018, our 7% AT1 permanent write down (PWD) securities benefitted from a £4.9bn (6.2% RWA) CET1 buffer above the 7% trigger. The current CET1
level needed to avoid restrictions on distributions (maximum distributable amount) is £9.0bn (10.6% RWA).

In June 2018 the Bank of England confirmed Santander UK’s non-binding indicative Minimum Requirement for Eligible Liabilities (MREL) requirements. MREL requirements
over and above regulatory capital requirements (MREL recapitalisation requirements) are phased in from 2019, and become fully implemented in 2022. We have made
major progress to meet MREL recapitalisation requirements. We have issued £9.2bn MREL compliant senior unsecured bonds to date and we are in excess of our January
2019 requirement of £5.8bn (7.4% RWA). Our forward-looking MREL recapitalisation glide path assumes the Pillar 2A requirement remains at 5.6% and is calculated using
RWA and UK leverage exposures at 31 December 2018. Based on this set of assumptions, our MREL requirements are driven by leverage from 2019 and switching to the
RWA measure from 2022. Santander UK’s indicative MREL excluding CRD IV buffer is currently expected to be 27.2% of RWAs from 1 January 2022. Assuming the current
glide path by 2022, we expect to issue a further £4.4bn of senior unsecured bonds to cover the maturities and meet our total 2022 MREL recapitalisation requirement of
£10.7bn (13.6% RWA). In addition to meeting our minimum requirement, we intend to have an MREL recapitalisation management buffer in excess of the value of
Santander UK Group Holdings plc senior unsecured paper that is due to become MREL ineligible over the following six months.

Key capital ratios (unaudited)

Santander UK Group Holdings plc Santander UK plc

2018 2017

% %
CET1 capital ratio 13.2 12.2 13.2 12.2
ATI 2.6 23 2.2 24
Grandfathered Tier 1 0.4 0.5 0.8 038
Tier 2 29 2.8 4.1 3.8
Total capital ratio 19.1 17.8 20.3 19.2

The total capital difference between Santander UK Group