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Business Review and Forward-looking Statements

Chief Executive Officer’'s Review

OVERVIEW

In 2011, Santander UK maintained its solid track record with a statutory profit after tax of £903m and with a robust balance
sheet, despite a fragile economic recovery as well as a challenging regulatory and market environment In comman with other
UK banks, a provision for payment protection insurance remediation was made, which was the most significant driver of the
43% reduction in statutory profit compared to 2010 Excluding this item, Santander UK's trading profit befare tax for 2011 was
4% lower than 2010, impacted by greater regulatory costs including hquidity requirements, the impact of higher funding costs as
well as persistently low interest rates

Despite weaker demand, Santander UK continued 1o be a consistent lender to homeowners with a market share of
gross mortgage lending of more than 17% in 2011 In addition, lending to small and medium-sized enterprises ('SMEs’) grew by
25% in 2011 and our share of lending commutments made under the UK Government’s Project Merlin agreement were
exceeded with £4 3bn of lending The planned acquisition of the Royal Bank of Scotland retail and corporate banking businesses,
which we announced in 2010, 15 well underway, and upon completion will further accelerate the delivery of our strategic goals
and the transformation of the businesses

Santander UK continues to offer good value and inngvative products for retail customers, and 1s achieving improved
levels of service satisfaction as well as an improved performance in the treatment of complaints We have acted upon customer
feedback and have repatnated our international call centres to rmprove our seraces and continue to support the UK economy
through job creation

On 6 March 2012 Santander UK announced changes in its executive management structure We appointed a Chief
Financial Officer, promoting Stephen Jones to the position which includes responsibiities for the Finance, Pension and Group
Infrastructure functions, and with a key role In managing the relationshups with regulators and investors We have extended the
existing responsibilites of Steve Pateman, now Head of UK Banking, to also include Retall Banking and Retail Products and
Marketing This aligns the responsibilities for UK retail and corporate banking operations In addition, we have formalised the role
of the Chief Operating Officer, Juan Claizola, and have added the responsibiity for operational Hurman Resources Javier
Maldonado has been appointed to take responsibility for Strategy and Corporate Development, including key parts of the Royal
Bank of Scotland acquisition Overall, these changes reflect the next stage of development for the management team structure
at Santander UK and will provide the best support for the ambitious devetopment plans we have in place to build the business

STRATEGIC FOCUS

On 29 September 2011, at the Banco Santander group Investor Day, Santander UK management presented its three year
strategic plan The strategy is directed towards the commercial turnaround of the businesses and Santander UK's transformation
into a market-leading retall and corporate bank i the UK

Qur goal remains to develop Santander UK into a full service, diversified, customer-centred franchise and we intend to
make further progress against this goal in 2012 The strategy has three principles

> shifting to a customer focus rather than a product focus,
> dwersifying to a more balanced business mix, particularly growth of SME and business banking, and
> maintaining operating efficiency hand-in-hand with good service levels to customers

Our proprietary market-leading IT platform 1s integral tc meeting these goals We plan to invest £490m over the next three years
to further iImprove 1ts functionality and capabilities, at which point the abifity to differentiate and grow the businesses faster will
be in place

In 2012 the first pnonty will be to ensure that we further strengthen Santander UK's balance sheet, in terms of funding,
credit quality and capital This wall provide the foundations for sustamnable profit growth in the future through the commercial
transformation of the business

BUSINESS PERFORMANCE

With a distrbution network of almost 1,400 branches and agencies and 28 regional corporate banking centres, Santander UK
has a firm foundation on which to build a full-service commercial bank Despite weaker demand in key markets, increased
competitive pressures and a fragile economic outlook, we achieved good levels of new business in both SME and mortgage
lending SME lending balances were £2 1bn higher than at the end of 2010 at £10 7bn, whilst mortgage gross lending was
£23 7bn in the year ended 31 December 2011 This equated to a gross mortgage market share of maore than 17%, which was in
excess of our stock market share of around 14%, totalling £173 Sbn Risk rmanagement and affordability measures are an
important part of our lending decisions and the success of our focus on low LTV and prime segments is demonstrated by our
ongoing low levels of mortgage arrears relative to the market

In 2011 we opened 836,000 new bank accounts and 543,000 credit cards through our retal network, broadly
maintaining our market share of stock As part of the transformation to a customer focus, our Retall Banking proposition s
seeking to develop and builld deeper customer relationships through increased current account primacy and customer
segmentation
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Business Review and Forward-looking Statements
Chief Executive Officer’'s Review continued

Customer loyalty 15 being rewarded through a range of special deals and incentives and was supported by the launch of new
products and campaigns during the year These were well received by the market and in the final four months of 2011 included

> the innovative fixed-rate Upfront Interest Bond, where customers recewve their interest at the start rather than at the
end of therr three-year term From launch to the end of 2011, more than 7,500 bonds were opened with an average
balance of more than £22,000,

> the fee-paying 123 Cashback Credit Card which offers valuable rewards for customers using the card on a day-to-day
basis More than 145,000 of these cards were opened between September and December, and

> a high-profile switcher campaign offenng enhanced incentives for existing customers to switch their primary bank
account to Santander UK, more than 82,000 customers used the service between September and December 2011

Competition in the deposit acquisition market intensified and margins were at very low levels as a result We continued to offer a
mix of best-buy products and special offers targeted at existing customers and continued to reward our customers for doing
more business with us We restncted our exposure to negatwve margin depasit acquisition, prefernng medium-term wholesale
funding of a higher hiquidity value As a result, net depostt flows in the year were negatve and commercial deposits were 3%
lower than at 31 December 2010 This was possible due to a successful funding programme where we were able to 1ssue over
£25bn of medium-term wholesale funding at attracuve rates, exceeding our internal target for the year

The organic growth of Corporate Banking continued through 2011, supported by the opening of new business centres
Lending to our SME customers cantinued to grow with loan balances 25% ahead of 31 December 2010, this underlines our
commitment to this sector as welk as helping fulfil our commitments to the UK Government under the Project Merhin agreement
Merlin-related SME gross lending totalled £4 3bn, exceeding our share of the commitment of £4 0bn The ongoing growth of
the Corporate Banking business was supported by the launch of several new initiatives ,m 2011, notably, our £200m
‘Breakthrough” programme which provides fast-growth small companies with the resources and knowledge they need to
develop, including access to mezzanine funding and a support framework of expert advice In addition, the launch of our new
business banking proposition, with new product offerings being supported by the recruitment of 200 new advisors who are
integral to our relationship management based model

Markets produced a satisfactory result in the year ended 31 December 2011, reflecting transaction volumes lower than
in 2010 and in ine with the reduced activity levels seen in the market in 2011

IMPROVING CUSTOMER SERVICE

We remain committed to tackling service issues within our business and a management pnority 1s to improve the customer
service experience To this end, 1,100 new UK based customer-facing roles were announced in 2010 The new staff were in
place by March 2011, ahead of the repatnation of our overseas Retall Banking call centres to the UK in July 2011 Complaints
handling processes were re-engineered and a range of other nitiatives and processes introduced to address the root cause of
service guality 1ssues

The impact of these actions was evident, notwithstanding the greater impact of PPl related complaints in the second
half of 2011 The overall number of FSA reportable complaints received in the full year 2011 was 19% lower than in 2010 The
Santander UK share of Financial Ombudsman Service customer complaints in the second half of 2011 remamed below 1ts general
market share of retall banking services whilst Santander UK had a lower share of cases upheld aganst it than the UK financial
service market as a whole Internal monthly customer surveys also indicate an improvement in service levels, by the end of the
2011 almost 90% of custormners were satishied or better and 80% of complaints were resclved within 48 hours

Whilst we have made some progress, there remains more to do if all areas of the business are to reach the tugh levels
of customer service and satisfaction which we are consistently delivenng in the intermediary and Corporate Banking businesses

FUNDING, LIQUIDITY AND CAPITAL

Santander UK remains a UK-focused institution with approximately 85% of the balance sheet UK-related and around 85% of
customer loans made up of residential mortgages to UK custcmers

In the year ended 31 December 2011, the commercial asset stock increased 2% to £206bn, driven by modest growth
in residential mortgages, of 1%, and strong growth i SME loans, of 25% The commercial hability stock of £149bn fell 3%
compared to 31 December 2010 The combined effect of these flows was a 6 percentage point nse in the customer loan-to-
deposit ratio to 138%

The increase in the customer loan to deposit ratio reflected our commitment to profitability whilst maintaming loan
avallability in the UK Intense competition i the retail deposits market throughout 2011 led to significantly increased acqusition
costs and negative margins In this context the relative cost and duration of medium-term wholesale funding has at times
compared more favourably to commercial deposits Our conscious deaision to reduce our holdings of rate-sensitive and shorter
term commercial deposits was more than offset by an increase In medium-term wholesale funding During 2011, £25bn was
raised through new issues at attractive rates across a range of products and geographies, compared to £21bn in 2010, with the
average residual duration for wholesale funding extended to almost three years from approximately two years
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Business Review and Forward-looking Statements
Chief Executive Officer's Review continued

The ratio of customer assets to customer deposits plus medium-term funding was 99%, an increase from 95% at the end of
2010 The ratio continued to reflect the strength of the commercial franchise and the focus of our business Deleveraging of the
legacy portfolios also continued in 2011, with asset balances down by £3 6bn in total

Sovereign exposures to eurozone countries at 31 December 2011 were not significant, at fess than 0 1% of total assets
QOther sovereign exposures primanly related to UK, US and Swiss government securities Total exposure to penphery eurozone
countries (excluding group companies) was less than 0 4% of total assets Total gross exposures to other Santander group
entities amounted to only 1 7% of total assets at 31 December 2011, the greater part of which was mitigated by collateral held
These exposures to other Santander group entities arose in the ordinary course of business and are within imits acceptable to the
UK Financial Services Authority

Total hquid assets reduced from £62bn to £56bn with core liquid assets faling from £40bn to £28bn The decrease was
primarily due to a reduction in short term funding against which core hquid assets need to be held Capital ratios remained
strong with a Core Tier 1 of 11 4%, a Total Tier 1 capital ratio of over 14 8% and a Total capital ratio In excess of 20%

KEY FINANCIAL HIGHLIGHTS

For 2011, Santander UK's trading profit before tax (management's preferred profit measure, described in the Business Review -
Summary on page 12) was £2,112m, 4% lower than 2010 Statutory profit after tax of £903m for 2011 was £680m lower than
in 2010, pnmarily due to the customer remediation provision in relation to payment protection insurance raised in June 2011

> Trading income decreased by 5%, largely due to the new regulatory hquidity requirements, excluding which revenues
were broadly stable Increased lending margins were offset by higher costs of funding and deposit acquisition,

> Trading expenses were marginally higher than in 2010, primanly due to the investment n growth nitiatives in
Corporate Banking and in Markets and additional branch and call centre staff in Retail Banking In the last year 1,100
new customer-facing staff were recrurted, to improve customer service and to allow the repatriation of overseas Retall
Banking call centres 1o the UK,

> The Trading cost-to-income ratio of 44% was higher than the same pernod last year However, excluding the adverse
impact on income from additional iquid asset holdings, the cost-to-income ratio was around 40%, and

> Impairment losses on loans and advances were 38% lower than in 2010, largely due to improvements in the mortgage
and unsecured banking portfolios The low interest rate environment and better than expected unemployment trends
in the UK also contributed to our low arrears and repossession levels, which remained significantly better than industry
benchmarks from the Council of Mortgage Lenders This was partially offset by increases in charges relating to the
growing corporate book, in particular on older commercial real estate exposures written before 2008

THE ECONOMY AND UK REGULATION

After quite rapid quarterly growth in most of 2010, UK economic activity slowed markedly in 2011 Initial official figures showed
that GDP fell by 0 2% n the final quarter of 2011, and although output In the year was 0 9% higher than a year earlier, this was
slower growth than was achieved in 2010 The unemployment rate, which had held relatively steady through 2010 and into
2011, started to nise i the second half of 2011, reaching 8 4% in December During the year consumer price inflation ran above
earler expectations and significantly above the 2% target level, reaching a high of 5 2% in September 2011 This high rate of
price inflation meant that the real value of average earnings fell and, as a result, consumer spending was very subdued
Subsequently, the rate of inflation eased, falling to 3 6% annualised in January 2012

As a consequence, the economic environment remans challenging Publc expenditure cuts are being implemented as
part of the process of reducing the high level of public sector borrowing and demand for credit has remained subdued In the
housing market, the number of loans approved for house purchase has picked up from its low point in the recession, with
actvity up by just under 4% in 2011 The mortgage market also saw stronger remortgage activity Overall, the level of housing
market actiity remains low relative to the experience of the previous decade

The UK Government’s recent announcements on regulatory reform, particularly the Independent Commussion on
Banking ('ICB), imply cansiderable change might lie ahead for the banking industry We believe that Santander UK 1s well placed
to respond to these challenges
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Business Review and Forward-looking Statements

Chief Executive Officer's Review continued
LOOKING AHEAD

We believe that 2012 i1s likely to be a tough year for the UK banking industry Macro-economic prospects have detenorated
markedly in recent months, and even since the Investor Day last September This has inevitably affected the outlook for our
profitability in 2012 Notably increased regulatory burdens, continued low interest rates and funding costs are expected to
impact our results further Management will seek to mitigate the effects of these challenges as well as tackle costs in the
forthcoming quarters A priority of our strategy for 2012 will be to build further on our balance sheet strength and stability We
will be focused on maintaining the high guality of our lending, improving further our capital base and tightly managing the
liguidity and funding pasrtions

We will continue to invest in the commercial transformation of the UK business Our strategy remains for Santander UK
to be a full-service, diversified, customer-centred commercial banking franchise and tc emerge as the best bank in the country
for our customers and our people The progress we have made in becoming a full-service commeraal bank 1s due to the effort
and commitment of all our staff and | would like to extend my thanks for thew hard work

We also continue to innovate In March 2012 we launched a new retail banking product, the 123 current account
offenng both cashback and in-credit interest This product 15 designed to build and reinforce a long-term primary account
relationshup with retail customers

We continue to work on the execution of our planned acquisition of 314 bank branches, 44 SME banking centres and 4
corporate banking centres from the Royal Bank of Scotland group We expect to acquire some 2 million personal and corporate
and business banking customers as a result of this transaction This 1s a key step in fulfiling our ambmon to be a full-service
commercial bank as we complement our strong retail offenng with an increased presence for SMEs and mid-sized companies
UK SME businesses are an important part of Santander UK's strategy and a vital sector for the growth of the economy Our aim
Is to Increase our lending to UK SMEs and create new johs as we open more business centres to serve them The transfer is
complex and 1t 1s important that we seek to mimimise disruption With this in mind the current expectation 1s that the transaction
will not complete before the fourth quarter of 2012, subject to certain conditions

Putting customers at the forefront of our business 1s a key part of our focus and we plan to further improve and deepen
our customer relationships by providing a tallored proposition and a competitive preduct range We have made significant
investment in improving our service quality and have further initiatives planned for the second half of the year and hope tc see
further improvements to customer satisfaction as a result

Ana Botin
Chief Executive Officer
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Business Review and Forward-looking Statements
Forward looking Statements

Santander UK plc (the "Company’} and its subsichanies (together *Santander UK’ or the ‘Group’} may from time to time make

written or oral forward-locoking statements Examples of such forward-looking statements include, but are not imited to

>  projections or expectations of revenues, costs, profit (or loss), earnings (or loss) per share, dwvidends, capital structure or
other financial items or ratios,

>  statements of plans, objectives or goals of Santander UK or its management, including those related to products or services,

> statements of future economic performance, and

>  statements of assumptions underlying such statements

Words such as ‘believes’, ‘antcipates’, ‘expects’, ‘intends’, ‘aims’, 'plans’, ‘targets’ and similar expressions are intended to
identify forward-looking statements, but are not the exclusive means of identifying such statements

By therr very nature, forward-tooking statements are not statements of historical or current facts, they cannot be
objectvely venfied, are speculative and involve inherent risks and uncertainties, both general and specific, and risks exist that the
predictions, forecasts, projections and other forward-locking statements will not be achieved  Santander UK cautions readers
that a number of important factors could cause actual results to differ matenally from the plans, objectives, expectations,
estimates and intentions expressed i such forward-looking statements made by Santander UK or on Santander UK's behalf
Some of these factors, which could affect the Grougp’s business, financial condition andfor results of operations, are considered in
detail in the Risk Management Report on page 62 and the Risk Factors section on page 278 and they include

> the effects of UK economic conditions (e g housing market correction, nsing unemployment increased taxation and reduced
consumer and public spending) and particularly the UK real estate market,
> the effects of condittons in global financial markets (e g increased market volatiity and disruption, reduced credit avadability and

increased commercial and consumer loan delinguencies)

> the effects of the ongoing economic and sovereign debt cnisis in the eurczone

> the credit quality of borrowers and the soundness of other financial institutions

> the Group's ability to access hiquidity and funding on financial terms acceptable to it

> the extent to which regulatory capital and liguidity requirements and any changes to these requirements may hmit the Group's
cperations,

> the effects of any changes to the credit rating assigned to the Group, any member of the Group or any of therr respective debt
securities,

> the effects of fluctuations in interest rates, currency exchange rates, basis spreads, bond and equity prices and other market factors,

> the extent to the Group may be required to record negative fair value adjustments for its financial assets due to changes in market
conditions,

> the ability of the Group to manage any future growth effectively (e g efficiently managing the operations and employees of expanding
businesses and maintaining or growing its existing customer base)

> the ability of the Group to realise the anticipated benefits of its business combinations and the exposure, if any, of the Group 1o any
unknown labthities or goodwill impairments relating to the acquired businesses,

> the effects of competition or intensification of such competition, In the financial services markets In which the Group conducts
business and the impact of customer perception of the Group’s customer service levels on existing or potential business,

> the extent which the Group may be exposed to operational losses (e g failed internal or external processes, people and systems),

> the ability of the Group to recruit retain and develop appropnate senior management and skilled personnel,

> the effects of any changes to the reputation of the Group, any member of the Group or any affillate operating under the Group's
brands,

> the effects of the financial services laws regulations, administrative actions and policies and any changes thereto i each location or
market In which the Group operates,

> the effects of taxation requirements and any changes thereto in each location in which the Group cperates,

> the effects of the proposed reform and reorganisation of the structure of the UK Financial Services Authority and of the UK regulatory
framework that applies to members of the Group

> the effects of any new reforms to the UK mortgage fending market,

> the power of the UK Financial Services Authority (or any overseas regulator) to intervene 1n response to atternpts by customers to seek
redress from financial service institutions, Including the Group, In case of Industry-wide 1ssues,

> the extent to which members of the Group may be responsible for contnbuting to compensation schemes in the UK n respect of
banks and other authorised financial services firms that are unable to meet their obligations to customers,

> the effects which the UK Banking Act 2009 may have should the HM Treasury, the Bark of England andfor the Financial Services
Autherity exercise their powers under this Act in the future against the Company,

> the Group's dependency on its information technology systems,

> the nisk of third parties using the Group as a conduit for illegal actmties without the Group's knowledge,

> the effects of any changes in the pension liabilities and obligations of the Group, and

> Santander UK’s success at managing the nsks 1o which the Group 1s exposed, including the items above

Undue reliance should not be placed on forward-looking statements when making decisions with respect to Santander UK
and/or its securnties Investors and others should take into account the mnherent nsks and uncertainties of forward-looking
statements and should carefully consider the foregoing non-exhaustive list of important factors Forward-looking statements
speak only as of the date on which they are made and are based on the knowledge, information available and views taken on
the date on which they are made, such knowledge, information and views may change at any time Santander UK does not
undertake any oblgation to update or revise any forward-looking statement, whether as a result of new information, future
events or otherwise

Written forward-looking statements may appear in documents filed with the US Securites and Exchange Commission,
including this Annual Report and Accounts, reports to shareholders and other communications The US Private Securities
Litigation Reform Act of 1995 contains a safe harbour for forward-looking statements on which Santander UK relies in making
such disclosures
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Business and Financaal Review
Business Overview

This Business and Financial Review contains forward-locking statements that involve inherent risks and uncertainties Actual
results may differ matenally from those contained in such forward-looking statements See "Forward-locking Statements” on
page 6

GENERAL

Santander UK plc (the ‘Company’) and its subsidianies (together, ‘Santander UK’ or the ‘Group’) operate pnmarily in the UK,
under UK law and regulation and are part of the Banco Santander, S A group (together with its subsidiaries, ‘Santander’)
Santander UK is a significant finanaial services provider in the UK, being the second largest residential mortgage lender and a top
three savings brand', operating across the full range of personal financial services, as well as being active in corporate and
commercial banking services

The principal executive office and registered office of Santander UK plc is 2 Triton Square, Regent’s Place, London NwW1
3AN Santander UK's telephone number 1s +44 {0} 870-607-6000 The designated agent for service of process on Santander UK
in the United States 1s Abbey National Treasury Services plc {Connecticut branch), 400 Atlantic Street, Stamford, CT 06901 See
"Business and Financial Review - Tangible fixed assets” for information on our properties

SUMMARY HISTORY

The Abbey National Building Society {the ‘Society’) was formed in 1944 with the merger of two long-standing building societies
Abbey National ptc was incorporated in 1988 and in 1989 the Society transferred its business to Abbey National plc as part of the
conversion and listing on the London Stock Exchange In 2003, the brand name was shortened to Abbey In 2010, the Company
changed its name to Santander UX plc and now operates under the Santander brand name A kst of the Company’s principal
subsidiaries and therr country of incarporation can be found on page 216

On 12 November 2004, Banco Santander, S A completed the acquisition of the entire ssued ordinary share capital of
the Company, implemented by means of a scheme of arrangement under Section 425 of the Companies Act 1985, making the
Company a wholly-owned subsidiary of Banco Santander, S A, a company incorporated in Spain Banco Santander, S A 1s one
of the largest banks in the warld by market capitalisation Founded in 1857, Banco Santander, S A, at the close of 2011, had
more than 102 million custormers and over 14,760 branches

In September 2008, following the announcement by HM Treasury to take Bradford & Bingley plc into public ownership,
the retail deposits, branch network and related employees transferred, under the provisions of the Banking {Specal Provisions)
Act 2008, to the Company All of Bradford & Bingley plc's customer loans and treasury assets, including all its mortgage assets,
were taken into public ownership

The transfer to the Company consisted of the £20bn retail deposit base with 2 7 million customers, as well as Bradford
& Bingley plc's direct channels including 197 retall branches, 141 agencies {distnbution outlets in third party premises} and
related employees The acquisition price was £612m, including the transfer of £208m of capital relating to offshore entities The
transfer further strengthened the Group's retail customer deposit base and franchise

In December 2008, following the acquisition by Banco Santander, S A of Alhance & Leicester plc, the Company injected
£950m of camital nto Alliance & Leicester pic through a subscniption for new Alliance & Leicester plc ordinary shares and undated
subordinated notes Previously, in October 2008, the Company subscribed for US$100m undated floating rate subordinated
notes issued by Allance & Leicester plc As a result of the subscription for ordinary shares, the Company held 35 6% of the
issued ordinary share capital of Allance & Leicester plc at 31 December 2008

©n 9 January 2009, in order to optmise the capital, hquidity, funding and overall financial efficency of the enlarged
Santander group, Banco Santander, S A transferred all of its Alllance & Leicester plc shares to the Company in exchange for
newly issued ordinary shares of the Company Accordingly, the Company became the immedsate parent company of Alliance &
Leicester plc  The Company accounted for the transfer of Allance & Leicester plc with effect from 10 October 2008, the date on
which Alllance & Lewcester pk was acquired by Banco Santander, S A

These business combinaticns allow the Group to delver increased critical mass in the UK through a greater market
share in key financial products such as mortgages and savings, and an expanded branch network In January 2010, the Company
was rebranded as Santander In December 2010, the rebranding of Alliance & Leicester branches was completed The change
reflected Santander’s policy to operate under a single brand

On 28 May 2010, Alliance & Leicester plc transferred its business and certain associated habilities to the Company
pursuant to a court-approved business transfer scheme under Part VIl of the Financial Services and Markets Act 2000

On 3 August 2010, Banco Santander S A, through a wholly-owned Spanish-based subsidiary Santusa Holding, S L,
Injected £4,456m of equity capital into Santander UK plc The capital was used to support the reorganisation of certain Banco
Santander, S A group companies in the UK and will be used to support further growth, including the transaction with the Royal
Bank of Scotland group described below
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Business and Financial Review

Business Overview continued

On 4 August 2010, the Company announced its agreement to acquire (subject to certain conditions) bank branches and business
banking centres and associated assets and labilities from the Royal Bank of Scotland group for a premium of £350m to net
assets at closing The consideration will be pard in cash and 1s subject to certain closing adjustments The transaction now
includes 308 Royal Bank of Scotland branches in England and Wales, 6 NatWest branches in Scottand, the retal and SME
customer accounts attached to these branches, the Direct SME business, and certain mid-corporate businesses EC/UK merger
control clearance was received on 15 October 2010 and HMRC clearance was also receved during the fourth quarter The
separation and transfer process 1s underway with the current expectation that the transaction will not complete before the fourth
quarter of 2012, subject to certain conditions
The acquisition will be a key step n fulfilling cur ambition to be a full-service commercial bank as we complement our
strong retaill offenng with an increased presence with SMEs For Santander UK, the result over the medium term will be a far
more balanced business mix, with approximately 70% of our business being retail banking, against 80% currently, and the
balance being an expanded business and corporate banking presence along with the existing Markets business The acquisition
will add to our retall banking business but importantly wili double our market share in SMEs and in mid-corporate banking
In October and Novernber 2010, the Group acquired for a total consideration of £1,451m
> Santander Cards Limited and Santander Cards (UK} Limited {and its subsichanies), which conduct Santander’s provision
of credit cards and related financial products, store cards and other unsecured consumer finance products in the UK,
and Santander Cards Irefand Limited, which conducts Santander’s provision of credit finance by way of store cards and
credit cards in the Republic of lreland,
> Santander Consumer (UK) plc (of which the Group already held 49 9%), which carries on Santander's provision of
finance facilities and the contract purchase of motor vehicles and equipment in the UK and also provides wholesale
funding facilittes to preferential dealers in the UK, and
> Santander PB UK {Holdings) Limited (and 1ts subsidianes) {of which the Group already held 51% of its subsidiary,
Santander Private Banking UK Limited), which carries on Santander’s provision of private banking services in the UK
The principal purpose of the acquisitions was to bring these interests of Banco Santander, S A 1n the UK under the corporate
structure of the Group in furtherance of the Group’s objective Our goal remains to develop Santander UK into a full-service,
dwersified, customer-centred commercial bank and we intend to make further progress against this goal in 2012
In 2011, the Company was awarded ‘Bank of the Year in the UK’ by The Banker for the third year in succession, as well
as Moneyfacts awards for ‘Best Personal Finance Provider of the Year’, ‘Best Service from a Commercial Mortgage Lender’ and
‘Best Business Bank 2011° Addiionally, Abbey for Intermediaries won 10 awards in 2011, including the ‘Most Improved’ award
from FT Adviser magazine for the quality of service they provide to customers In 2011, the Company was also included in the hst
of 'The Times Top 50 Employers for Women'

CORPORATE PURPOSE AND STRATEGY

Santander UK's purpose 1s to maximise value for its shareholders, Banco Santander, S A and its subsidhary company Santusa
Holding, S L, by focusing on offering a diversified, customer-centred, full commercial banking service in the UK A key feature of
our strategy 1s to develop and builld deeper customer relationships through increased current account primacy and customer
segmentation With the continuing support of Banco Santander, S A, Santander UK aims to be the best commercial bank in the
UK for our customers, our shareholders and our people

The Santander group operates a ‘subsidiary model’ under which the Group Is autonomous and self-sufficent In capital,
funding and hquidity The subsidiary model gives Santander UK considerable financial flexibility, yet enables it to continue to take
advantage of the significant operational synergies and strengths that come from being part of Santander group, in brand,
products, systems, platforms and management capability The Santander UK corporate governance model ensures that the Board
and the management of Santander UK make therr own decisions on liquidity, funding and capital, having regard to what s
approprniate for Santander UK’s business and strategy

EXECUTIVE RESPONSIBILITY

Santander UK’s management structure 1s headed by Ana Botin, Chief Executive Officer The management structure consists of a
number of business and support dwvisions The business divisions consist of

> Retail Banking - offers residential mortgages, savings and banking and other personal financial products to customers
throughout the UK, as well as private banking and cther specialist services The dwision 1s headed by Charlotte Hogg,
reporting to Steve Pateman in his capacaty as Head of UK Banking

> Corporate Banking - offers banking services principally to small and medium-sized {'SME’} UK companies and also to
mid and farge corporate chents It also contains certain legacy portfolios in run-off This division 15 headed by Steve
Pateman with the exception of banking services to large corporate chents where there 1s a global relationship, which 15
headed by Luis de Sousa

> Markets - provides financial markets sales, trading and risk management services This dvision 1s headed by Luis de
Sousa
> Group Infrastructure - consists of Asset & Liabihity Management, which 15 responsible for the Group's capital and

funding, Investor Relations and Econormics This division 1s headed by Justo Gémez, reporting to Stephen Jones in his
capacity as Chief Finanaal Officer
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The support divisions consist of

> Retail Products and Marketing - responsible for integrating and gaining the maximum value from Santander UK's
products, marketing and brand communications to serve Santander UK's customers better This diwvision s headed by
Rami Aboukharr, reporting to Steve Pateman in his capacity as Head of UK Banking

> Human Resources - responsible for delivering the human resources strategy and personnel support This division 1s
headed by Simon Lloyd, reporting to juan Claizola in his capacity as Chief Operating Officer, for operational Human
Resources Simon Lloyd reports to Ana Botin, Chief Executive Officer, for all other Human Resource matters

> Manufactunng - responsible for all information technology, cost control and operations actvity, including service
centres This division 15 headed by Juan Olaizola
> Risk - responsible for ensunng that the board of directors {the ‘Board) and semor management team are provided with

an appropriate nsk policy and control framework, and to report any material risk issues to the Board Risk Committee
and the Board This dwision 1s headed by José Maria Nus

> Internal Audit - responsible for supervising the complhance, effectiveness and efficiency of Santander UK's internal
control systems to manage its nisks  This dvision 1s headed by Ramén Sanchez

In addition there are a number of corporate units

> Financial Management Information, Financial Reporting and Tax, Cost Management & Control - This umit s
headed by Monica Cueva, reporting to Stephen Jones in his capacity as Chief Finanaal Officer

> Legal and Secretanat - This unit s headed by Karen Fortunato

> Strategy and Corporate Development - This umit 1s currently headed by Stephen Jones Responsibility for this unit

will transfer shortly to Javier Maldonado
Regulatory Affairs and Pensions - This unit 1s headed by Stephen Jones

> Service Quality - This unit 1s headed by Stephen Jones, with Chief Executive Officer oversight given the importance of
service quality

> Communications - This unit includes corporate social responsibility and public policy and is headed by Jennifer
Scardino

> Santander Universities in the UK - This unit 15 headed by Charlotte Hogg, reporting to Steve Pateman in his capacity

as Head of UK Banking

COMPETITIVE ENVIRONMENT, FUTURE TRENDS AND OUTLOOK

The economic environment in the UK in 2011 remained challenging, with UK GDP growing by 0 9%, a lower rate than »n 2010
Inflation rose, however, In part due to the increase in value added tax at the start of the year In the second half of the year the
unemployment rate started to rise again, reaching 8 4% in December, up from 7 9% a year earlier House prices were relatively
stable, with the Halifax index showing house prices ending the year 1 3% lower than a year earlier

2012 1s expected to be another challenging year for the UK economy, but one in which lower inflation 1s expected to
support the real earnings growth of households compared to 2011 as the year progresses However, unemployment is predicted
to remain high, resulting in continuing challenges for banks, homeowners and savers The Bank of England's Base Rate has
remained at a record low of 0 5% since March 2009 and, at the present time, markets expect interest rates to remain very low,
and monetary policy to continue to be supportive of the economy, for an extended period

In terms of the competitive landscape, Santander UK’s main competitors are other UK retail banks, building societies
and other financial services providers such as Insurance companies, supermarket chains and large retailers The market remains
competitive, driven largely by market incumbents but with new entrants emerging Management expects that such competition
will continue In response to consumer demand, technolegical changes, the impact of consolidation within the finanaal sector,
regulatory developments and actions and other factors

Management remains confident of Santander UK's strength despite continuing challenging conditions in some of its
core personal financial services markets A detailed description of management’s basis for concluding that Santander UK remains
a going concern 1s set out in the “Directors’ Report — Going Concern” on page 140
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Business Overview continued

BUSINESS DIVISIONS

The information below reflects the reporting structure in place at the reporting date in accordance with which the segrnental
information in the Business and Financial Review and in Note 2 to the Consolidated Financial Statements has been presented

Retail Banking

Retail Banking offers a comprehenswe range of banking products and related financial services (residential mortgages, savings
and banking, and cther personal financial services products) to customers throughout the UK It serves customers through the
Santander UK network of branches and ATMs, as well as through telephone, internet channels and intermediaries It also
includes the private banking business which offers private banking and other specalist banking services in the UK and
international banking

Residential Mortgages
Santander UK 1s the second largest provider of residential mortgages in the UK measured by outstanding balances', providing
mortgage loans for house purchases as well as home improvement foans to new and existing mortgage customers

Mortgage loans are offered in iwo payment types Repayment mortgages require both principal and interest to be
repaid in monthly instalments over the life of the mortgage interest-only mortgages require monthly interest payments and the
repayment of principal at the end of the mortgage term This can be arranged via a number of investment products including
Indvidual Savings Accounts and pension policies, or by the sale of the property

Santander UK's mortgage loans are usually secured by a first ranking mortgage over property and are typically available
over a 25-year term, although there 1s no mimimum term Variable rate products charge interest at vanable rates, including
trackers which track the Bank of England base rate and those determined at the discretion of Santander UK by reference to the
general level of market interest rates and competitive forces i the UK mortgage market Fixed rate products offer a
predetermined interest rate, generally fixed for between two and five years, after which they bear interest at standard vanable
rates In 2011, almost half of the new mortgage business was vanable rate products, typically with an incentive pericd for the
first two to five years In line with the rest of the UK market, a significant proportion of mortgages are repaid at the end of the
fixed or incentwe pericd, with the customer moving to a new incentive product The remainder stay on Santander UK's standard
variable rate

Savings

Santander UK 1s a top three deposit taker in the UK' and provides a wide range of retail savings accounts in the UX, including on-
demand, notice and investment accounts, Indwvidual Savings Accounts ('ISAs”) and capital guaranteed products Interest rates on
savings In the UK are pnimanly set with reference to the general level of market interest rates and the level of competition for
such funds

Banking and Consumer Credit

Santander UK offers a range of personal banking services including current accounts, credit cards and unsecured personal loans
Credit sconng s used for imitial lending deaisions Behavioural scenng 1s used for certain products for further lending decisions In
Novernber 2010, the Group acquired Santander Consumer (UK) plc (in which the Group already held a 43 9% shareholding),
which carries on Santander’s proviston of finance facilities and the contract purchase of motor vehicles and equipment in the UK
and provides wholesale funding facilities to preferential deaters in the UK

Credit Cards

Santander UK credit cards are i1ssued through Santander Cards Limited Prior to October 2010, Santander Cards Limited was a
Banco Santander, S A subsidiary outside the Group and the Retail Banking division earned a commission from Santander Cards
Limited on every credit card sold In October 2010, Santander Cards Limited was acquired by the Group

cahoot
cahoot 1s the Group's separately branded, e-commerce retail banking and financial services provider

General Insurance

The range of non-life insurance products distnbuted by Santander UK mcludes property (buildings and contents} and payment
protection Residential home insurance remains the primary type of policy offered and 1s sold through the branch network, the
internet and over the telephone, as well as being sold by mortgage intermediaries, often at the time a mortgage 1s taken out

Private Banking

Santander UK offers private banking and other specialist banking services in the UK, through Cater Allen and Abbey
Sharedealing, and mnternational banking through Abbey National International Limited and Allance & Leicester International
Limited In August 2011, the international banking business previously offered through Bradford & Bingley Internaticnal Limited
was transferred to Allance & Leicester International Limrted, after which Bradford & Bingley International Limited changed its
name to A&L Services Limited
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Prior to 2010, Santander UK also offered other specialist banking services in the UK through James Hay On 10 March 2010,
Santander Private Banking UK Limited completed the disposal of James Hay Holdings Limited, together with its five subsichary
companies, by the sale of 100% of James Hay Holdings Limited's shares to IFG UK Holdings Limited, a subsichary of IFG Group
plc, for a cash consideration of approximately £29m The IFG Group provides independent finanaal advisory, fund management
and pension administration services in Ireland, the UK and internationally

On 17 Decenber 2007, Santander UK sold 49% of its shareholding in Santander Private Banking UK bimited {consisting
of James Hay, Cater Adlen Limited and Abbey Stockbrokers Limited) to Santander PB UK (Holdings) Limited, a direct subsidiary of
Banco Santander, S A, for a total cash consideration of £203m The companies affected were Cater Allen Limited, Abbey
Stockbrokers Limited, James Hay Holdings Limited and therr subsidiaries  Subsequently, on 29 October 2010, Santander UK pic
acquired 100% of Santander PB UK {Holdings) Limited

Asset Management
Retail Banking earns a commission on products sold through its agreement with ancther subsidiary of Banco Santander, S A
outside of the Group, Santander Asset Management UK Limited

Corporate Banking

Santander UK started 1o develop its corporate banking capability in 2006, and with the acguisition of Alliance & Leicester plc
significantly increased thss capacity from 2008 The investment in, and development of, these operations has been significant,
with good progress being made ahead of the acquisition of certain customers from the Royal Bank of Scotland Group

Corporate Banking provides a range of banking services principally to UK companies, with a focus on services for SMEs,
providing a broad range of banking products including loans, bank accounts, deposits, treasury services, invoice discounts, cash
transmmission and asset finance Small businesses with a turnover of less than £250,000 are serviced through the Business Banking
dwvision, while a network of 28 regionally-based Corporate Business Centres offers services to businesses with a turncver of
£250,000 to £150m In addition, Corperate Banking includes specialist teams servicing Real Estate, Social Housing and UK
infrastructure chents

Within Corporate Banking, the Large Corporates business is responsible for larger multinational corporate clients,
including related actvities, principally compnsing foreign exchange, money market and credit activities These related actmties
are structured Into two main product areas Foreign exchange and money markets, and Credit Foreign exchange offers a range
of foreign exchange products and money markets runs the secunties lending/borrowing and repo businesses Credit onginates
foan and bond transactions in primary markets as well as therr intermediation in secondary markets

Legacy portfolios i run-off are also managed within Corporate Banking

Markets

Markets 15 a financial markets business focused on providing value added financia!l services to financial institutions, as well as 1o
the rest of Santander UK's business It is structured into two main product areas Fixed income, and EQuity Fixed Income covers
sales and trading actwity for fixed income products Equity covers equity derwvatives, property dernvatives and commodities Equity
dervatives activities include the manufacture of structured products sold to both the Group and other financial institutions who
sell or distribute them on to their customers

Group Infrastructure

Group Infrastructure consists of Asset and Liability Management ("ALM"), which 1s responsible for the Group capital and funding,
the Treasury asset portfolio and Investor Relations for the Group ALM 1s responsible for managing the Group’s structural balance
sheet composition and strategic and tactrcal hquidity nsk management This includes short-term and medium-term funding,
covered bond and secuntisation programmes ALM's responsibiities also include Santander UK's banking product and structural
exposure to mnterest rates ALM recommends and helps to implement Board, Strategic Risk & Financial Management Committee,
Asset and Liabilty Management Committee and Risk Cormnmittee (For further mformation, see the Risk Management Report)
policies for all aspects of balance sheet management - formulating guidance for, and momitonng, the overall balance sheet
shape, including matunty profile it is also responsible for the return on the Group’s capital, reserves, preference shares and
subordinated debt The Treasury asset portfolio assets were acquired as part of the transfer of Alllance & Leicester plc to the
Group n 2008 and as part of an alignment of portfohos across the Banco Santander, S A group in 2010 The Treasury asset
portfolio 1s being run down Furthermoere, Group Infrastructure 1s responsible for managing the Investor Relations activities of the
Group

Santander UK plc, as guarantor, and its subsidiary Abbey National Treasury Services ple, as issuer, have a shelf
registration statement on file with the US Secunities and Exchange Commussion in relation to ssuances of SEC-registered debt
secunties Additionally, as part of its prudent contingent funding arrangements, ALM ensures that Santander UK has access to
the central bank faclities made available by the Bank of England, the Swiss National Bank, and the US Federal Reserve Further
information is set out In *Sources of Funding and Liguidity” i the Balance Sheet Business Review on page 57

! Source Analysis of published competitor data
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The results discussed below are not necessanly indicative of Santander UK’s results in future peniods The following information
contains certain forward-looking statements See "Forward-looking Statements” on page 6 The following discussion 1s based on
and should be read in conjunction with the Consolidated Finanoial Statements elsewhere in this Annual Report and Accounts

EXECUTIVE SUMMARY

Santander UK has prepared this Business and Financial Review in a manner consistent with the way management views the
business as a whole As a result, we present the following key sections to the Business and Financial Review

> Business Review - Summary - this contains an explanation of the basis of our results and any potential changes to
that basis in the future, a description of the critical factors affecting the results, a summarised consolidated income
statement with commentary thereon by line item, and a summary of the nature of adjustments between the statutory
basis of accounting (as described In Note 1 to the Consolidated Financial Statements) and our management basis of
accounting (known as the "trading” basis and described in Note 2 to the Consolidated Financial Statements),
> Key Performance Indicators - this contains a description of the key measures we use in assessing the success of the
business against our strategies and objectives,
> Divisional Results - this contamns a supplementary summary of the results, and commentary thereon, for each
segment,
> Other Matenal Items - this contains information about the statutery to trading basis adjustments, and
> Balance Sheet Business Review - this contains a description of our significant assets and habilities and our strategy
and reasons for entering into such transactions, including
> Summansed consolidated balance sheet - together with commentary on key movements, as well as
analyses of the principal assets and hiabilities,
> Off-Balance Sheet disclosures - a summary of our off-balance sheet arrangements, their business purpose,
and importance to us,
> Capital disclosures - an analysis of our capital needs and composition, and
> Liquidity disclosures - an analysis of our sources and uses of liquidity and cash flows

Basis of results presentation

The information in this Business and Financial Review refiects the reporting structure in place at the reporting date in accordance
with which the segmental information in Note 2 to the Consolidated Financial Statements has been presented There were no
changes to that basis in the year ended 31 December 2011 except that, as the Group moves towards becoming a full-service
commercial bank, management wanted a fuller view in Corporate Banking of the results of the range of services offered to
corporate customers, a view which management sees as increasingly valuable As a result Santander Business Banking, which
offers a range of hanking services to small businesses in the UK, was managed and reported as part of Corporate Banking in
2011 rather than Retall Banking as in 2010 In addition, large multinatonals were also managed and reported as part of
Corporate Banking in 2011, rather than Globat Banking & Markets as in 2010 As a result of the changes, Global Banking &
Markets was renamed Markets

Cnitical Factors Affecting Results

Critical accounting policies and areas of significant management judgement

The preparation of our Consofidated Financial Statements requires management to make estimates and judgements that affect
the reported amount of assets and habilities at the balance sheet date and the reported amount of income and expenses during
the reporting penod Management evaluates its estimates and judgements on an ongoing basis Management bases its estimates
and judgements on histoncal expenence and other factors beleved to be reasonable under the circumstances Actual results may
differ from these estimates under different assumptions or conditions Estimates and judgements that are considered important
to the portrayal of our financial condition including, where applicable, quantification of the effects of reasonably possible ranges
of such estimates are set out in “Cntical Accounting Policies” in Note 1 to the Consolidated Financial Statements

Financial instruments of special interest
Further information about financial instruments of special interest 1s set out In the Risk Management Report on page 135

Profit on part sale and revaluation of subsidiaries
No profits arose on sates of Group undertakings in the year (2010 £39m, 2009 £nil) In 2010, a gain of £87m arose on the
revaluation of the Group’s original holding in Santander Consumer {UK) plc on the Group's acquisition of the remaming shares

Significant acquisitions and disposals
The results were not materially affected by the acquisition of the Santander Cards and Santander Consumer businesses acquired
in October and November 2010, respectively, as described in “Business Overview”

Current and future accounting developments under IFRS
Details can be found in Note 1 to the Consolidated Financial Statements
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Business Review — Summary continued

GROUP SUMMARY

SUMMARISED CONSOLIDATED INCOME STATEMENT AND SELECTED RATIOS

2011 2010 2009
£m £m fm
Net interest income 3,830 3,814 3,412
Non-interest income 1,355 1,220 1,284
Total operating income 5,185 5,034 4 686
Administrative expenses (1,995) (1,793} (1848)
Depreciation, amortisation and impairment (447) (279) (260)
Total operating expenses excluding provisions and charges (2,242) (2,068) (2,108)
Impairment losses on loans and advances (565) (712) {842)
Provisions for other liabilities and charges {917) (129) (56)
Total operating provisions and charges (1,482} (841) (898)
Profit before tax 1,261 2,125 1,690
Taxation charge {358) (542) (445)
Profit for the year 903 1,583 1,245
Attnbutable to
Equity holders of the parent 903 1,544 1,19C
Non-controlling interest - 39 55
Core Tier 1 capital ratio (%) 114% 11 5% 68%
Tier 1 capital ratio (%) 14 7% 14 8% 95%
Risk weighted assets 77,455 73,563 67,438

2011 compared to 2010

Profit before tax decreased by £864m to £1,261m {2010 £2,125m) In common with other UK banks, a provision for customer
remediation of £751m before tax has been made, principally in relation to payment protection insurance Notwithstanding ths,
Santander UK remained profitable in 2011, maintaining the strong track record of profrtabiity and strengthening of the balance
sheet Profit before tax was also impacted by the full year effects of UK regulatory requirements to hold higher tevels of hiquid
assets introduced In June 2010, higher funding costs and the low interest rate environment

Matertal movements by line include

> Net interest income increased by £16m to £3,830m (2010 £3,814m) Net interest income Increased by £397m as a
result of the inclusion of the additional ten months in 2011 of net interest income of the Santander Cards, Santander
Consumer and Santander Private Banking businesses (the ‘Perimeter companies’) that were acquired in October and
Novermnber 2010, as descnibed in Note 46 to the Consolidated Financial Statements

The remaining decrease of £381m was largely due tc the full year impact of the cost of tugher liquid asset
balances in response to UX regulatory regquirements introduced in June 2010, higher cost of retall deposits and new
wholesale medium-term funding, and the ongoing impact of a low interest rate environment In addition, interest on
overdraft accounts was lower with interest charges replaced by daily fees, which are accounted for as non-interest
income There was also a reduced contribution from the run-down Treasury asset portfolio These decreases were
partly offset by the favourable impact of improved lending margins and growth in customer loans The improved
lending margms were due to an increased proportion of customers reverting to standard vanable rate mortgages in the
current low interest rate environment, and improved margins on new business in both Retail Banking and Corporate
Banking

> Non-interest income increased by £135m to £1,355m (2010 £1,220m} Of the total increase, £36m represented the

inclusion of the Penmeter companies’ non-interest income for the full year n 2011

The remaiming increase of £99m was principally due to an increase in banking fees of £99m as a result of a
new pncng structure for current accounts, replacing overdraft net interest income with daily fees In addition,
Corporate Banking non-interest income increased, generated by growing the loan markets and SME business,
supported by the short-term markets business and interest rate related sales Hedge ineffectiveness also resulted in
gains 1n 2011 compared to osses reported in 2010 There were also lower losses on disposals of assets in the Treasury
asset portfalio which 1s being run down

These positive drivers were partially offset by the non-recurrence in 2011 of an £87m gain reported in 2010
ansing on the revaluation of the Group’s onginal holding in Santander Consumer {UK) plc on the acquisition of the
remaining shares by the Group, and profits of £39m on the sale of certain businesses, including James Hay, in 2010 In
addtion, investment fees were lower driven by a deciine in the market for investment products, a shift in the mix of
sales, and lower margins on structured investment products The Markets business reported lower income largely due
to reduced market actwvity
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>

Administrative expenses increased by £202m to £1,955m (2010 £1,793m) Of the total increase, £170m represented
the inclusion of the Perimeter companies’ administrative expenses for the full year in 2011

The remaining ncrease of £32m was largely due to investment in the business, offset by further
efficiencies In Retall Banking, the investment included increased headcount costs due to the recruitment of additional
customer-facing staff relating to customer service initiatves, whilst in Corporate Banking, investment focused on
extending the Corporate Business Centre network and product capability for customers This increase was partly offset
by a reduction in costs driven by further ongoing efficiency imtiatives In addition, the Corporate Banking legacy
portfolios iy run-off reported lower ¢osts as a result of activity being reduced and disposals

Depreciation, amortisation and impairment costs mncreased by £172m to £447m (2010 £275m) Of the total increase,
£12m represented the inclusion of the Penmeter companies’ depreciation and amortisation costs for the full year in
2011 The remaining increase of £160m was largely due to the write-off of £112m of software assets as a result of a
reduction in the related expected future economic benefis, and the write-off of Cater Allen Private Bank goodwill of
£60m as a result of a reassessment of the value of certain parts of the business in light of recent market conditions and
regulatory developments

Impairment losses on loans and advances decreased by £147m to £565m (2010 £712m) Impairment losses on loans
and advances ncreased by £132m as a resuit of the inclusion of the Perimeter companies’ impairment losses on loans
and advances in 2011

The remaining decrease of £279m was due to lower retail product charges due to largely stable arrears
resulting from the continued low interest rate environment, a high quality mortgage book and effective collection
handling, as well as the higher quality of business written on unsecured personal loans and a stable banking portfolio

The decrease with respect to retail products was partially offset by higher impairment losses in the
corporate portfolios primanly a result of increased stress in the legacy portfohos tn run-off of shipping, structured
finance and real estate, as well as other legacy commercial real estate exposures written before 2008, particularly
within the care home and lessure industry sectors

Provisions for other habibities and charges increased by £788m to £917m (2010 £129m) Of the total increase, £11m
represented the inclusion of the Permeter companies’ provisions for other habiities and charges for the full year in
2011

The remaiming increase of £777m pnmarly reflected a £751m charge for customer remediation principally
In relation to payment protection insurance as described in Note 36 to the Consolidated Financial Statements and in
“Shareholder Information - Risk Factors” The increase also reflected the introduction of the UK Bank Levy of £48m
and the inclusian here of Financial Services Compensation Scheme fees

2010 compared to 2009

Profit before tax mcreased by £435m to £2,125m (2009 £1,690m} Matenial movements by line include

>

14

Net interest income increased by £402m to £3,814m {2009 £3,412m) Of the total increase, £75m represented the
inclusion of the net interest income of the Perimeter companies that were acquired in Octeber and November 2010

The remaining increase of £327m was largely driven by balanced growth in customer lending and deposits
across a mix of products (especially SME lending) Customer assets increased by £12 0bn or 6% (of which £5 7bn or
3% reflected the inclusion of the Perimeter companies) Customer liabilites increased by £9 6bn or 7%

These increases more than offset a higher cost of retail deposits, the impact of low interest rates, the cost
of new term funding and higher hiquid asset halances (the latter in response to regulatory requirements introduced in
June 2010) There was also a decrease tn net interest income from the James Hay business which was sold in March
2010 and a reduced contrnibution from the run-down Treasury asset portfolio in Group Infrastructure and legacy
portfolios in run-off in Corporate Banking as balances in these portfolios continued to be actively reduced
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Non-interest income decreased by £64m to £1,220m (2009 £1,284m) Non-interest income increased by £8m as a
result of the inclusion of the Perimeter companies’ non-interest income following ther acquisiion in 2010

The remaining decrease of £72m was largely due to lower investment fees as a result of the mix of sales
shifting away from structured investment products towards managed funds, reduced unsecured lending related fees
{driven by lower volumes), lower mortgage fees (also adversely affected by lower redemption volumes in line with the
market}, lower banking fees (driven by the introduction of the Santander Zero account), and lower fees from legacy
portfolios in run-off n Corporate Banking due to the continued reduction of balances in the portfolios In addition,
non-nterest iIncome was lower due to hedge ineffectiveness in 2010, the inclusion of certain one-off benefits in 2009
not repeated in 2010 {including profits earned on the buy-back of securitisation debt i 2009) and higher losses on
disposals of assets in the Treasury asset portfolio which 1s being run down

These reductions were partially offset by increased Markets income prnapally reflecting the strong
development of underlying customer revenue streams and a number of non-recurring releases of far value
adjustments following the successful de-nsking of underlying positions In addition, non-interest income increased due
to growth in the funding and hiquidity management of the wholesale business, asset growth in the SME business and
strong sales of Markets’ products 2010 also reflected non-recurnng gains including a profit of £87m on the
revaluation of the Group's onginal holding 1n Santander Consumer {UK) plc on the acquisiion of the remaining shares
by the Group, and the profit of £39m on the sale of certain businesses, including James Hay

Administrative expenses decreased by £55m to £1,793m (2009 £1,848m) Administrative expenses increased by £35m
as a result of the inclusion of the Penmeter companies” administrative expenses following their acguisiion in 2010

The remaining decrease of £90m was largely due to the removal of duplication across back office and
support functiens due 1o the integration of Alance & Leicester and the Bradford & Bingley savings business Within
this framework, synergy benefits realised were partly utilised to fund growth intiatives across the Group, including the
ongoing recritment 0 Retal Banking operations to support business growth and improve customer service The
decrease was partially offset by investment in the Corporate Business Centre netwark, including hiring additional staff
and an increase of 70% in the floor space of the network In addition, administration expenses increased, reflecting
ongong Investment In growth Inibatives related to new products, markets and customer segments, and significant
headcount growth

Depreciation, amortisation and impairment costs increased by £15m to £275m (2009 £260m} The increase resulted
from the continued investment in IT systems in 2009 and 2010 including the integration of Alllance & Lewcester and the
Bradford and Bingley savings business The increase was partly offset by lower operating lease depreciation due to
lower balances in the Corporate Banking legacy portfolio in run-off following the continued de-leveraging process

Impairment losses cn loans and advances decreased by £130m to £712m (2009 £842m) Impauwment losses on loans
and advances increased by £33m as a result of the inclusion of the Penmeter companies’ impairment losses on loans
and advances following ther acguisition in 2010

The remaining decrease of £163m was principally related to unsecured personal lending This improving
performance In difficult economic conditions was delivered as a result of significant improvement in the new business
written since the last quarter of 2009, effective collection handling and higher than expected recoveries on writien-off
debt Similarly, performance acrass the mortgage portfolic also improved in 2010 In addition, i 2010 losses and
recoveries on disposals of assets (n the Treasury asset portfolio offset each other whereas in 2008, there were overall
losses on disposal

These decreases were partially offset by higher Caorporate Banking imparment losses on loans and
advances reflecting growth and maturity in asset balances over the last two years and some deterioration ansing from
market conditions

Provisions for other liabilities and charges increased by £73m to £129m (2009 £56m), pnncipally reflecting ongoing
restructuring costs n relation to the integration of the Allance & Leicester business, and customer remediation
administration costs and payments in respect of settlement of certain claims
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Taxation

The tax on the Group’s profit before tax differs from the theoretical amount that would anse using the basic corporation tax rate
of the Company as follows

2011 2010 2009

£m fm fm

Profit before tax 1,261 2,125 1,690
Tax calculated at a tax rate of 26 5% (2010 28%, 2009 28%) 334 595 473
Non taxable gain on sale of subsidiary undertakings - vy (5}
Non deductible preference dividends paid 8 8 8
Neon taxable gain on revaluation of investrment in Santander Consumer {UX) plc - (24) -
Non deductible UK Bank Levy 13 - -
Other non-equalised items 4 - 51
Non-taxable dvidend incorne - - (4
gffect of non-UK prefits and losses (7) (6) (8
Utilisation of capital losses for which credit not previously recognised - - 3
Effect of change in tax rate on deferred tax pravision 21 1 -
Adustment to pricr year provisions (7} (31) (67)
Tax expense 358 542 445
Effective tax rate 28 4% 25 5% 26 3%

2011 compared to 2010

The effective tax rate for 2011, based on profit before tax was 28 4% (2010 25 5%) The effective tax rate differed from the UK
corparation tax rate of 26 5% (2010 28%) pnincipally because of the reduction i the deferred tax asset as a result of the
change In the UK corporation tax rate and the impact of the non-deductible UK Bank Levy

2010 compared to 2009

The effective tax rate for 2010, based on profit before tax was 25 5% (2009 26 3%) The effective tax rate differed from the UK
corporation tax rate of 28% (2009 28%) principally because of the non-taxable profit of £87m that arose on the revaluation of
the Groug’s ongmnal holding in Santander Consumer (UK) plc on the acquisiion of the remaiming shares by the Group,
adjustment to prior year provisions, non-taxable gains on sales of subsidiary undertakings, and the reduction in deferred tax asset
as a result of the change m the UK corporation tax rate

CAPITAL

Discussion and analysis of the Core Tier 1 capital ratio, the Tier 1 capital ratio and nisk-weighted assets 1s set cut in the “Balance
Sheet Business Review — Capital management and resources” on pages 54 to 56

ADJUSTMENTS BETWEEN THE STATUTORY BASIS AND THE TRADING BASIS

Santander UK's Board reviews discrete financial information for each of nis reporting segments that includes measures of
operating results, assets and habilities which are measured on a ‘trading’ basis The trading basis differs from the statutory basis
as a result of the application of various adjustments, as presented below Management considers that the trading basis provides
the most appropriate way of reviewing the performance of the business

The nature of the adjustments is descrnibed in Note 2 to the Consolidated Financial Statements For a detailed
explanation of movements in the adjustments, see “Other Material Items” in the Business and Financial Review

Note 2 to the Consolidated Financial Statements provides a reconcihation of the segment measures to the consolidated
totals and totals the income staterment line items for individual segments as part of the reconciliation reguired under [FRS 8, such
as trading profit before tax These total segment measures are also presented and discussed as part of the supplementary
summary of the results in the “Business Review — Dvisional results” section that follows Outside the reconciliation required by
IFRS 8 tn Note 2 to the Consolidated Financial Statements, these totals are non-GAAP finanaal measures A body of generally
accepted accounting principles such as IFRS 1s commonly referred to as ‘GAAP* A non-GAAP financial measure 1s defined as one
that measures histonical or future financial performance, financial position or cash flows but which excludes or includes amounts
that would not be so adjusted in the most comparable GAAP measures These non-GAAP financial measures are not a substitute
for GAAP measures, for which management has responsibility
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Business Review — Key Performance Indicators

Durning 2011, the strategic objectves and key performance indicators for the Group for the medium term were set The
information below reflects the Group’s performance as measured by those key performance indicators for the years ended, and
at, 31 December 2011, 2010 and 2009 This information describes the key measures used by management in assessing the
success of the business against its strategies and objectives

The management objectives set forth below are subject to significant change and uncertainties including as described in

"Shareholder Information - Risk Factors” and may not be achieved In particular, macro-economic factors such as UK
unemployment and property values, and regulatory changes are outside of management's control, and could prevent
achievement of these abjectives

Key performance indicator Note 2011 2010 2009
Trading income ] £5,045m £5,293m £4,658m
Trading cost Income ratio 2 44% A% 42%
Commercial Banking margin 3 185% 206% 176%
Non performing loans ratio 4 193% 184% 190%
Profit for the year 5 £903m £1,583m £1,245m
Return on average tang:ble commen eguity 6 16% 23% 29%
Core Tier 1 ratio 7 1 4% 11 5% 6 8%
Loan-to-deposit ratio 8 138% 132% 132%
Total number of employees S 21,.3NM 19,978 19,483

1

Trading income
Trading income comprises net interest ncome and non-interest income of Santander UK's businesses on a trading basis
Discussion and analysis of this data s set out in the “Business Review — Divisional results” on pages 19 to 29
Management reviews trading income n order to assess the Group's effectveness in obtaining and retaining
customers and business Management’s target was historically for growth of between 5% and 10% per annum, albeit
with weaker performance in 2011, as noted at the half-year Trading revenue declined by 5% in 2011 compared to
2010 Performance was adversely impacted by the full year effect of the cost of higher iquid asset balances as a result of
UK regulatory requirements introduced in June 2010, the tugher cost of funding and the prolonged low interest rate
environment  These impacts are expected to increase in future peniods resulting in continued downward pressure on
revenues Management monitors trading income, although no specific target range has been set for future penods

Trading cost income ratio
Trading cost sncome ratio 1s defined as total trading expenses divided by total trading income  Discussion and analysis of
trading income and expenses for each business division 1s set out in the "Business Review — Dwisional results” on pages
19to 29

Management reviews the trading cost income ratio in order to measure the operating efficiency of the Group In
2011 the trading cost Income ratwo increased to 44% from 41%, largely reflecting pressure on revenues (as noted
above) and investment in Retall Banking and Corporate Banking Despite this deterioration, we believe that this ratio
continues to compare well to other UK banks Due to continued revenue pressures, the ratio 1s expected 1o rise to over
50%, before trending downwards in the medium term Management actions on the cost base are expected to partly
mitigate pressure on revenues

Commercaal Banking margin
Commercial Banking margin i1s defined as the trading net interest income (adjusted to remove net interest income from
the Treasury asset portfolio) dmided by average commercial assets {mortgages, unsecured personal loans, corporate loans
and overdrafts) Discussion and analysis of this data s set out in the “Business Review — Divisional results” on pages 19 to
29

Management reviews the Commercial Banking margmn in order to assess the economic sustainability of its
commercial banking products and operations Management's target I1s to ensure that the Commercial Banking margin 1s
appropriate for the current market conditions and profit targets The Commercial Banking margin of 1 85% 1in 2011 was
21 basis points lower year on year, negatively impacted by the increased cost of holding higher hquid asset balances as a
result of UK regulatory requirements introduced in June 2010 and higher costs of term funding and customer deposits,
as well as the ongoing impact of base rates remaining low The expectation is for further downward pressure in 2012

Non-performing loans {"NPL’} ratio
NPL ratio 15 defined as non-performing loans as a percentage of customer assets Loans and advances are classified as
non-performing typically when the counterparty fails to make payments when contractually due for three months or
longer However, accrued interest 1s excluded for the purposes of this analysis

Management reviews the NPL ratio in order to assess the credit quality of commercial lending Management’s
target 15 to ensure that the NPL ratio is better than the market average In 2011, the NPL ratio increased to 1 93% (2010
1 84%) The increase in the NPL ratio was due to an increase in NPLs as a result of further stress in the legacy portfolios
of shipping, structured finance and real estate, as well as other legacy commercial real estate exposures written before
2008, and residential mortgages, where a technical definition change resulted in more cases being classified as NPLs
Before this change, the NPL ratio was broadly in stable In the current economic environment, the expectation 1s for
detenoraticn in the NPL ratio in 2012, whilst continuing to reflect the quality of the lending portfolic
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Business Review — Key Performance Indicators continued

5

18

Profit for the year
Profit for the year Is the statutory consotidated profit after tax for the year Discussion and analysis of this data 1s set out
In the Group Summary in the “Business Review — Summary” on pages 12 to 16

Management reviews the profit for the year in order to monitor the effectiveness of the Group’s strategy and
abiity to increase the strength of its capital base and its capacity to pay dividends Management’s target was to achieve
sustained growth over the previcus year Profit for the year of £903m in 2011 was £680m lower than 1n 2010 mainly
due to a provision charge for customer remediation, principally payment protection insurance, of £751m (£553m post
tax) Despite this charge, Santander UK still reported a positive statutory profit after tax in 2011, albeit lower than in the
prior year Santander UK continues to operate a robust, low-nisk business, delivering strong recurring earnings through
the financial crisis The expectation 15 for lower profit in 2012 due to the revenue pressures cutlined above

Return on average tangible common equity {{ROTE")
ROTE 1s defined as the trading profit after taxation dwvided by average tangible common equity (average shareholders’
equity less preference shares and goodwili}

Management reviews ROTE ins order to measure the overall profitability of the Group In 2011, ROTE dechined to
16% from 23%, but compared favourably to other UK banks The decline was largely driven by lower trading profit after
taxation (which 1s discussed in the “Business Review — Divisicnal results” on pages 19 to 29)

Further mformation about the calculation of ROTE 1s contained in "Selected Financial Data” on page 277

Core Tier 1 ratio
Core Tier 1 ratio 15 defined by the UK Financial Services Authority as tangible shareholders’ funds less certain capital
deductions, dvided by risk weighted assets Further discussion and analysis 15 set cut In “Capital Management and
Resources” on pages 54 to 56 of the Balance Sheet Business Review

Management reviews the Core Tier 1 ratio to ensure the Group maintains sufficient capital resources to ensure
the Group 1s well capitalised relative to the rmimimum regulatory capital requirements set by the UK Financial Services
Authority, ensure locally regulated subsidiaries can meet ther minimum regulatory capital requirements, support the
Group's nisk appetite and economic capital requirements, and support the Group’s credit rating Duning 2011, the
Group’s Core Tier 1 ratio remained strong at over 11%

Loan-to-deposit ratio
The loan-to-deposit ratio represents the book value of the Group's customer assets {1e retall and corporate assets)
dvded by its customer habiltes (e retal and corporate deposits) The ratio 15 measured at the year end The
methodology has been refined for alfl periods presented Discussion and analysis of the loan-to-deposit ratio 1s set out In
the Chief Executive’s Review on page 3

Management reviews the loan-to-deposit ratio in order to assess the Group's ability to fund its commercal
operations with commercial borrowings, reducing reliance on sourcing funding from the short and medium-term
wholesale markets while improving customer product holdings Dunng 2011, the loan-to-deposit ratio increased by six
percentage points to 138%, largely due to the managed outflow of rate-sensitive deposits in the second half of 2011
given unattractive pricing In the market Medium-term funding issuance of £25bn strengthened the balance sheet
position, offsetting the deposit outflow while protecting profitability During 2010, commercial net lending growth was
matched by the increase in net deposit flows, resulting in a flat loan-to-deposit ratio of 132% Management’s target is
sustained improverments in the loan-to-deposit ratic in future years subject to competitive cenditions

Total number of employees
Total number of employees 15 measured at the year-end and calculated on a full-tme equwalent basis Further
information about employees on a segmental basis 1s contained in Note 2 to the Consolidated Financial Statements
Management reviews the total number of employees in order to support the continuing overall control of the
Group's cost base and the trading cost income ratic Management's targets for the total number of employees are to
ensure that staffing levels are optimal for the nature and size of the Group's busmess In 2011, headcount increased by
1,393 full-ttime equivalents, pnincipally as a result of continued Investment in Retail Banking operations, in branches and
in call centres, to support business growth and improve customer service This included the transfer of Retall call centre
operations from India back to the United Kingdom In 2010, headcount increased by 495 full-time equivalents, principally
as a result of investment in Retail Banking operations to support business growth and improve customer service, together
with the acquisition of the Penimeter companies in October and November 2010 This growth was partially offset by
further headcount reductions from remowving duplicated back office and support functions following the transfer of
Allance & Leicester plc and the acquisition of the Bradford & Bingley savings business, and the sale of James Hay in
2010
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Business Review — Divisional Results

This section contains a summary of the results, and commentary thereon, by Income Statement line item on a trading basis for
each segment within the business, together with recanciliations from the trading basis to the statutory basis Commentary on

the movements in the adjustments between the trading basis and the statutory basis I1s set out in the "Business Review - Other
Material items”

TRADING PROFIT BEFORE TAX BY SEGMENT

Retail Corporate Group
Banking Banking Markets Infrastructure Total
31 December 2011 £m £m £m fm £m
Net interest income/(expense) 3,399 427 (3) (51) 3,772
Non-interest income/(expense) 753 411 162 {53) 1,273
Total trading iIncome/{expense} 4,152 838 159 (104) 5.045
Total trading expenses (1,788) (262) {(111) (50) (2,211)
Imparrment losses on ioans and acvances (339) {226) - - (565)
Provisions for other liabilities and charges - {3) {3) {151) {157)
Trading profit/{loss) before tax 2,025 347 45 (305) 2,112
Ad)ust for
- Reorganisation, customer remediation and other costs {(937) - - - (937)
- Hedging and other variances {31) - - 117 86
- Capital and other charges (141) {35) - 176 -
Profit/{loss) before tax 916 312 45 (12) 1,261
Retail Corporate Group
Banking Banking Markets Infrastructure Total
31 December 2010 fm £m £m £m fm
Net interest income 3,454 357 - 302 4,153
Non-interest income/f{expense} 652 347 221 (80) 1,140
Total trading income 4,146 704 221 222 5,293
Total trading expenses {1 790) (257) {76) (48) (2171
Impairment |losses on Joans and advances (703) (168) - {40} (911)
Trading profit before tax 1653 279 145 134 2,21
Adjust for
- Penmeter companies pre-acq n trading basis results (95) - - 25 (70)
- Reorganisation, customer remediation and other costs (155) - - 40 (115)
- Profit on part sale and revaluation of subsidiarnes - - - 126 126
- Hedging and other variances {31) - - 4 (27)
- Capital and other charges {81) (32) - 113 -
Profit before tax 1,291 247 145 442 2,125
Retail Corporate Group
Banking Banking Markets Infrastructure Total
31 December 2009 £m fm £m £m £m
Net interest income 2,746 359 - 236 3,341
Non-interest income 694 332 204 87 1,317
Total trading income 3,440 691 204 323 4,658
Total trading expenses (1,554) (284) (60) (46) (1,944)
Impairment }osses on loans and advances (672) (73) - (57) (802
Trading profit before tax 1,214 334 144 220 1,912
Adjust for
- Recrganisation, customer remediation and other costs (146) - - (40) (186)
- Hedging and other variances (17 - - (19) (36)
- Capital and other charges (47) (34) - 81 -
Profit hefore tax 1 004 300 144 242 1,690
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Business Review - Divisional Results continued

BUSINESS VOLUMES

Business volumes are used by management to assess the sales performance of the Group, both absolutely and relative to its peer
group, and to inform management of product trends in the market

201 2010 2009

Mortgages "

Gross mortgage lending n the year® £23 7bn £24 2bn £26 4bn

Capital repayments in the year £22 6bn £18 6bn £18 8bn

Net mortgage lending in the year £1 1bn £5 6bn £7 6bn

Mortgage stock balance £173 5bn £172 4bn £166 9bn

Market share - gross mortgage lending™ 17 3% 18 0% 18 4%

Market share — capital repayments™ 17 5% 14 6% 14 3%

Market share - mortgage stock balance™ 13 9% 13 9% 135%
Unsecured personal lending

Total gross unsecured personal lending in the year £1 5bn £1 3bn £1 5bn

Total unsecured personal lending stock™® £2 9bn £3 3bn £4 2bn

Market share — unsecured personal lending stock 73% 7 4% 7 3%
SME lending

SME lending stock balance £10 7bn £8 6bn £6 8bn

Market share — SME lending stock balance®™ 43% 36% 27%
Customer Assets

Total commercial asset stock £206 3bn £202 1bn £19C 1bn
Customer Deposits

Commercial net deposit flows in the year £(4 3)bn £9 6bn £14 9bn

Tatal commercial hability stock £149 2bn £153 5bn £143 9bn
Investment and pensions annual premium income® £2 8bn £3 5bn £3 Sbn
Banking

Bank account openings (00Q's) 836 1,005 1,093

Market share — bank account stock balance™ 91% 9 2% 89%
Credit card sales (0007s)™ 543 435 387

(1) Inctudes Social Housing loans

{2) Gross mortgage lend:ng in the year comprises only new loan contracts and does not include loan medifications

{3) Estmated by the Group for each year having regard to individual fending data published by the 8ank of England for the first eleven months of each year

{4} Excludes overdrafts and credit cards

{5) Market share of SME lending stock determined on an asset basis of SME businesses with turnover of up to £150m s estimated by the Group for each year
having regard to corporate lending daa published by the Bank of England for the first eleven months of each year

{6) Annualised equwvalent of monthly premiums generated from new business dunng the year

(7} Market share of hank account stock i5 estimated by the Group for each year having regard to market research published by CACI Ltd

(8) Santander-branded cards only

Mortgages

2011 compared to 2010
Gross mortgage lending in 2011 was £23 7bn, representing an esumated market share of 17 3% During 2011, focus remained
on the qualty of new lending, based on affordability and lower loan-to-value ('LTV’) segments The average LTV on new
business completions in 2011 was 64% compared to 62% in 2010

Capital repayments of £22 6bn were higher than in 2010, with an estmated market share of repayments of 17 5%
This performance reflected a significant increase in matunng assets, reflecting gross lending two years previously and was
aganst a market backdrop of continued heightened competition in low LTV segments Net mortgage lending of £1 tbn was
lower {2010 £5 6bn), largely reflecting a weaker performance In the first half of 2011 stemming from a lower pipeline in the
last quarter of 2010 when rnarket pricing became less attractive in the lower LTV segments

2010 compared to 2009
Gross mortgage lending in 2010 was £24 2bn, representing an estimated market share of 18% The average LTV on new
business completions in 2010 was 62% compared to 61% 1n 2009

Capital repayments of £18 6bn were broadly in line with 2009, with an estimated market share of captal repayments
of 14 6% This performance reflected a market backdrop of continued heightened competition in low LTV segments, offset by
effective retention strategies in key segments Net mortgage lending of £5 6bn was lower (2009 £7 6bn)
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Unsecured Personal Lending

2011 compared to 2010

The unsecured personal lending {"UPL"} stock balance decreased by 13% to £2 9bn at 31 December 2011 Despite this overall
deleveraging, UPL gross lending was up 14% and £1 5bn of new loans were ssued at good rnisk-adjusted margins to high
quality customer segments

2010 compared to 2009

Total gross UPL lending decreased by 15% to £1 3bn at 31 Decermber 2010 as a result of our ongoing focus of restricting
unsecured lending to high quahty customer segments The deleveraging of the UPL portfolio resulted in a 22% reduction in the
stock balance to £3 3bn

SME Lending

2011 compared to 2010

SME lending balances were higher than at the end of 2010 as a result of a strong performance via our 28 Corporate Business
Centres Lending stock balances totalled £10 7bn at 31 December 2011, up 25% in the year eguating to an estimated 4 3%
market share SME lending commitments to the UK Government under our share of the Project Merlin agreement were
exceeded

2010 compared to 2009
SME lending 1ssued through the Corporate Business Centres (25 by the year-end) was higher than 2009 SME lending balances
were £8 5bn, up mare than 26% n the year, equating to a 3 6% market share

Deposits and Investments

2011 compared to 2010

Customer deposit flows were £(4 3)on In 2011, the acquisiion of deposits slowed in what was a smaller market and where
increased competition led to unattractive priang and negative margins A managed outflow of these more rate sensitive and
shorter term deposits was more than offset through the issuance of additional medium-term wholesale funding Investments
and pensions perfarmance was down 21% largely reflecting market conditions

2010 compared to 2009

Net deposit inflows of £9 6bn were achieved through a strong performance across all business units Retaill Banking delivered
strang inflows, in Increasingly competitive market conditions, including a 22% increase 0 private banking deposits and a 7%
increase in bank account labiities Corporate Banking net inflows were lower than in 2009, though still positive despite a
difficult economic environment, and benefitted from longer term deposits being taken and an improvernent in customer mix

Banking

2011 compared to 2010

Approximately 836,000 bank accounts were opened in 2011, bullding on the success of the last two years where more than 2
million accounts were opened The focus in 2011 was on improving the proportion of new bank accounts that represent the
customer's primary account, leading to an mmprovement in overall pnmacy The decline in bank account balances reflected
pressures on “real” income In the UK, with inflation running ahead of earnings growth

2010 compared to 2009

More than 1 mullion bank accounts were opened in each of 2010 and 2009 Strong Retail Banking personal bank account
balance growth of approximately 9% was a result of not only the larger stock of accounts but also a focus on increasing the
quality of account openings and rmore primary account customers

Credit Card sales

2011 compared to 2010

Credit card sales through the Santander brand of approximately 543,000 cards grew by 25% with a continued focus on existing
customers, and benefiting from approximately 145,000 new 123" credit cards which have been opened since the product’s
launch in the latter part of the year

2010 compared to 2009

Credrt card sales through the Santander brand were 12% higher than in 2009, driven by a strong performance in the telephone
and internet channels, and the success achieved with the Zero credit card
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Business Review — Divisional Results continued

RETAIL BANKING

Retall Banking offers a comprehensive range of banking products and related financial services (residential mortgages, savings
and banking, and other personal financial services products) to customers throughout the UK It serves customers through the
Santander UK network of branches and ATMs, as well as through telephone, internet channels and intermedianes It also
includes the private banking business which offers private banking and other specialist banking services In the UK and
international banking

2011 2010 2009
£fm £m £m
Trading net interest income 3,399 3,494 2,746
Trading non-interest iIncome 753 652 694
Total trading income 4,152 4,148 3,440
Total trading expenses (1,788} (1 790) (1 554)
Trading impairment losses on loans and advances (339) {703) (672)
Trading profit before tax 2,025 1,653 1,214
Ad)ust for
- Perimeter companies pre-acguisition trading basis results - (95) -
- Recrganisation customer remediation and other costs {937) (155) (146)
- Hedging and other vanances (31) (31) a7
- Caprtal and other charges {141) (81) 47)
Statutory profit before tax 916 1,291 1,004
201 2010 2009
Segment balances £bn fbn fbn
Customer assets 1754 1754 1654
Risk weighted assets 401 381 326
Customer deposits 1201 1257 1194
Martgage NPLs ratic!™# 146% T41% 1 52%
Mortgage coverage ratio!™¥ 20% 22% 20%

{1y Accrued interest 1s excluded for purposes of these analyses
{2) Mortgage NPLs as a percentage of mortgage assets
{3) Mortgage impairment loss allowances as a percentage of mortgage NPLs

Retail Banking trading profit before tax

2011 compared to 2010
Trading profit before tax increased by £372m to £2,025m (2010 £1,653m) By income statement line, the movements were

>
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Trading net interest iIncome decreased by £95m to £3,399m (2010 £3,494m) The key drivers of the decrease
In net interest Income were the higher cost of retall deposits, the ongoing impact of a low interest rate
environment and the higher cost of new term funding applied io the business In addition, interest on
overdraft accounts was lower with interest charges replaced by daily fees, which are accounted for as non-
interest iIncome These decreases were partly offset by the favourable impact of improved lending margins as
more customers reverted to standard vanable rate mortgages in the current low interest rate environment, and
improved margins on new business in both the mortgage and unsecured loan portfolios

Trading non-interest income increased by £101m to £753m 2010 £652m), principally due to an increase in
banking fees of £99m as a result of a new priang structure for current accounts, replacing overdraft net
interest income with dally fees This was partially offset by lower investment fees driven by a decline in the
market and the mix of sales shifting away from structured investment products towards managed funds (which
will yield a traih Income in future penods rather than an upfront commission), and lower margins on structured
investment products

Trading expenses decreased by £2m to £1,788m (2010 £1,790m) The decrease reflected reduced costs driven

by further efficencies largely offset by increased headcount costs due to the recrutment of additional
customer-facing staff relating to customer service initiatives, including an additional 1,100 full time employees
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Business Review — Divisional Results continued

Trading impairment losses on loans and advances decreased by £364m to £339m (2010 £703m), with the
mest significant reductton relating to mortgages and unsecured loans The lower mortgage charge resulted
from largely stable arrears due to the continued low interest rate environment, a high quality mortgage book
and effective collection handling Similarly, performance across the unsecured portfolios improved In the year
due to the higher qualty of business written on unsecured personal loans over the last two years, and a stable
banking portfolic

Secured coverage remamned conservative at 20%, whilst the stock of properties in possession (*PIP")
increased to 965 cases from 873 at 31 December 2010 This level of PIP still only represented 0 06% of the
book and remained well below the industry average The mortgage non-performing loan ratic increased
shghtly to 1 46% from 1 41% at 31 December 2010

2010 compared to 2009
Trading profit before tax increased by £439m to £1,653m (2009 £1,214m) Of the total increase, £109m represented the
inclusion of the Perimeter companies trading profit before tax in 2010 By income statement line, the movements were

>

Trading net interest income increased by £748m to £3,494m (2009 £2,746m} Of the total increase, £471m
represented the inciusion of the Perimeter companies’ full-year trading net interest income in 2010 The
remaining increase of £277m was largely driven by balanced growth in customer lending and deposits across a
mix of products Customer assets increased by £10 Obn or 6% (of which £5 7bn or 3% reflected the inclusion
of the Perimeter companies) Customer liabilities increased by £6 3bn or 5%

The key drivers of the increase in trading net interest income were improved margins on existing
mortgage balances as more customers reverted to standard vanable rate mortgages in the current low interest
rate envircnment, and improved margins on new and retamned business 1 both the mortgage and unsecured
loan portfolios These increases more than offset a higher cost of retall deposits, the impact of low interest
rates, the cost of new term funding and higher liquid asset balances {the latter in response to UK regulatory
requirements introduced in june 2010)

Trading non-interest income decreased by £42m to £652m (2009 £694m) Trading non-interest income
increased by £60m as a result of the inclusion of the Penmeter companies’ full year trading non-interest
income 1IN 2010 However, this was more than offset by a decrease of £102m which was largely due to lower
investment fees as a result of the mix of sales shifting away from structured investment products towards
managed funds (which will yeld a trail income in future periods rather than an upfront commission} In
addition, unsecured lending-related fees reduced, driven by lower volumes {which decreased by 20%)
Mortgage fees were also adversely affected by lower redemption volumes in line with the market and banking
fees were affected by the introduction of the Santander Zero account

Trading expenses increased by £236m to £1,790m (2009 £1,554m) Of the total increase, £230m represented
the inclusion of the Penmeter companies’ trading expenses in 2010 Furthermore, depreciation and
amortisation increased by £32m as a result of the continued investment in IT systems in 2009 and 2010,
including the integration of Alllance & Leicester and the Bradford & Bingley savings business The removal of
duplication across back office and support functions due to the integration of Allance & Leicester and the
Bradford & Bingley savings business has resulted in further cost savings Within this framework, the synergy
benefits realised were partly utilsed to fund growth nitiatives across the Group, including the ongoing
recruitment in Retail Banking operations to support business growth and improve customer service

Trading imparment losses on loans and advances increased by £31m to £703m (2009 £672m) Trading
impaiment losses on {oans and advances increased by £192m as a result of the indusion of the Perimeter
companies’ trading imparment losses on loans and advances in 2010 This increase was partially offset by
decreases in the core retall portfolio Of the remaining decrease, the most significant reduction refated to
unsecured personal lending This improving performance in difficult economic conditions was delivered as a
result of significant improvement in the new business written since the last quarter of 2009, effective collection
handiling and higher than expected recoveries on written-off debt Similarly, performance across the mortgage
portfolio also improved in 2010
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Retail Banking segment balances

2011 compared to 2010

>

>

Customer assets of £175 4bn remained flat year on year largely reflecting modest mortgage book growth,
offset by the continued reduction in unsecured personal lending {'UPL’) balances, which decreased by 13%

Risk weighted assets increased by 5% to £40 1bn {2010 £38 ibn) Although the total portfolio remained
largely unchanged, the mix of business moved from old legacy internal sk models {with lower nsk weightings)
to newer higher risk weighted models

Customer deposits decreased by 5% to £120 1bn (2010 £1257bn) This decrease was due to lower
acquisition of deposits in 2011 drven by a smaller market in the UK combined with increased competition
which led to unattractive prnang and negative margins in the market relative to medium-term wholesale
funding

The mortgage NPL ratio increased shightly to 1 46% (2010 141%) However, the underlying performance
remained stable, with the overall increase due 1o a change in NPL definition resulting 1in more cases classified as
NPLs Excluding the impact of the change in NPL definition, which 1s discussed in the Risk Management Report,
the mortgage NPL ratic would have been 1 39%, reflecting stable underlying performance The mortgage NPL
ratio of 1 46% remained considerably below the UK industry average hased on Council of Mortgage Lenders
('CML") published data The mortgage non-performing loan and advances performance reflects the high quality
of the mortgage book, a lower than anticipated increase in unemployment and prolonged low interest rates

The mortgage coverage ratio remained strong at 20% (2010 22%) as a result of stable non-performing loans

2010 compared to 2009

>

24

Customer assets increased by 6% to £175 4bn (2009 £165 4bn) reflecting the growth in mortgage balances
and acquired businesses Of the increase, £5 7bn, or 3%, related to the companies acquired in 2010 The
remaining growth was driven by mortgages (balances up 3%) underpmnned by strong gross martgage lending
and success in retention activities Partly offsetting this growth was the continued reduction in UPL balances,
which decreased by 22%

Risk weighted assets increased by 17% to £38 1bn (2005 £32 6bn) Excluding the impact of acquisitions, risk
weighted assets were broadly flat

Customer deposits increased by 5% to £1257bn (2009 £1194bn), a strong performance given the
increasingly competitive market, reflecting a successful ISA season and bank account growth

The mortgage NPL ratio decreased to 1 41% (2009 1 52%) despite the growth in the mortgage asset, as a
result of effective collection processes, the high quality of the mortgage portfolio, stable unemployment and
persistently low Interest rates The mortgage NPL ratio of 1 41% remained considerably below the industry
average

The morigage coverage ratio increased to 22% (2008 20%) as a result of decline in mortgage non-performing
loans and advances
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Business Review - Divisional Results continued
CORPORATE BANKING

Santander UK started to develop its corporate banking capability in 2006 and, with the acquisition of Alliance & Leicester plc,
significantly increased this capacity from 2008 The investment in, and development of, these operations has been significant,
with good progress being made ahead of the acquisition of certan customers from the Royal Bank of Scotland Group

Corporate Banking provides a range of banking services prninaipally to UK companies, with a focus on services for
SMEs, providing a broad range of banking products ncluding loans, bank accounts, deposits, treasury services, invoice
discounts, cash transmission and asset finance Small businesses with a turnaver of less than £250,000 are serviced through the
Business Banking division, while a network of 28 regionally-based Corporate Business Centres offers services to businesses with
a turnover of £250,000 to £150m In addition, Corporate Banking includes specialist teams servicing Real Estate, Social Housing
and UK infrastructure clients

Within Corporate Banking, the Large Corporates business s responsible for larger multinational corporate clients,
including refated activities principally comprnising foretgn exchange, money market and credit actvities These related activities
are structured Into two main product areas Foreign exchange and money markets, and Credit Foreign exchange offers a range
af foreign exchange products and money markets runs the securities lending/borrowing and repo businesses Credit oniginates
loan and bond transactions in primary markets as well as their intermediation in secondary markets

Legacy portfolios in run-off are also managed within Corporate Bankmng

2011 2010 2009
£m £m £fm
Trading net interest income 427 357 359
Trading non-interest income 11 347 332
Total trading income 838 704 691
Total trading expenses (262) (257) {284}
Trading impairment losses on loans and advances (226) (168) {73)
Prowision for other habilities and charges (3) - -
Trading profit before tax 347 279 334
Adjust for
- Capital and other charges {(35) (32) (34
Statutory profit before tax 312 247 300
2011 2010 2009
Segment balances £bn fbn fbn
Total customer assets 309 267 246
Core customer assets'! 277 232 201
Risk weighted assets 249 231 191
Customer deposits 291 278 245
Total SMEs 107 86 68

(1) Excludes legacy portfolios in run-off
Corporate Banking trading profit before tax

2011 compared to 2010
Trading profit befere tax increased by £68m to £347m (2010 £279m) By income statement line, the movements were

> Trading net interest income increased by £70m to £427m (2010 £357m) Net interest ncome increased as a
result of growth In customer loans and deposits, with much of this growth generated through our network of 28
Corporate Business Centres which serve clients in the UK SME market (SME lending balances increased by 25%
and total deposit balances increased by 5% compared to 31 December 2010) interest margins on loans
continued to improve as market pricing better reflected incremental higher funding and hquidity costs

> Trading non-interest income increased by £64m to £411m (2010 £347m), generated by growing the loan
markets and SME business, supported by the short-term markets business and interest rate related sales In
addition, underlying volume growth in core businesses, particularly new business activity in relation to SMEs,
resulted in increased income from the sale of ancillary products such as treasury services, banking and cash
transmission services, invoice discounting and asset finance

> Trading expenses ncreased by £5m to £262m (2010 £257m} The increase reflected investment focused on

extending the Corporate Business Centre network and product capability for customers, parually offset by
reductions in costs related to the legacy pertfolios in run-off as a result of actvity being reduced, and disposals
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Business Review - Divisional Results continued

>

Trading impairment losses on loans and advances increased by £58m to £226m (2010 £168m) The increase was
primanly a result of increased stress in the legacy portfolios in run-cff of shipping, structured finance and real
estate, as well as other legacy commercial real estate exposures written before 2008, particularly within the care
home and leisure industry sectors Restructuring options generally became more difficult against a backdrop of
weakening markets and reducang cormmercial property prices, gving rise to higher losses The credit quality of
business written 1n the past two years remains very strong

Trading provisions for other labiities and charges of £3m remamed at a very low level (2010 £nil)

2010 compared to 2009
Trading profit before tax decreased by £55m to £279m (2009 £334m) By income statement line, the movements were

>

Trading net interest income decreased by £2m to £357m (2010 £359m), whuch was broadly in line with the prior
year Trading net interest income decreased due to a reduced contribution of £20m from the legacy portfolios in
run-off as balances in these portfolios continued to be actively reduced This was largely offset by growth in
customer loans and deposits to the UK SME market through the network of 25 Corporate Business Centres (SME
lending balances increased by 26% and total deposit balances increased by 13%) Trading net interest margins on
loans continued to improve dunng 2010 as market pniang better reflected incremental higher funding and
liquidity costs appled to the business unit

Trading non-interest income Increased by £15m to £347m (2010 £332m} Non-interest income increased due to
growth in the funding and liquidity management of the wholesale business, asset growth in the SME business and
strong sales of Markets’ products However, this was partially offset by lower income from the legacy portfolios in
run-off as we continued to reduce balances in these portfolios

Trading expenses decreased by £27m to £257m (2009 £284m) The decrease was due to operational efficiencies
ansing from the integration of the Allance & Leicester business, partially offset by investment in the Corporate
Bustness Centre network including hinng additional staff and an increase of 70% in the floor space of the
network, and ongoing investment in growth initiatives relating to new products and customer segments

Trading impairment losses on loans and advances increased by £95m to £168m (2009 £73m) The increase
reflected growth and matunty in asset balances over the last two years and some deterioration arising from
market conditions

Corporate Banking segment balances

2011 compared to 2010

> Total customer assets increased by 16% to £30 9bn (2010 £26 7bn) driven by the increase in core customer
assets described below, partially offset by continued deleveraging of the legacy portfolos in run-off
> Core customer assets increased by 19% to £27 7bn (2010 £23 2bn) drven by a strong performance via the 28
Corporate Business Centres and a broader product offerng  We continued to build our growing SME franchise,
with lending to this group increasing 25% to £10 7bn (2010 £8 6bn)
> Risk weighted assets increased by 8% to £24 Sbn (2010 £23 1bn) reflecting the asset growth descrnibed above
> Customer deposits increased by 5% to £29 1bn (2010 £27 8bn), despite increased competition in the market,
with net inflows achieved while increasing our propertion of deposits from SME customers
2010 compared tc 2009
> Total customer assets increased by 9% to £26 7bn (2009 £24 6bn) driven by the increase in core customer
assets described below, partially offset by deleveraging of the legacy portfalics in run-off
> Core customer assets increased by 15% to £23 2bn (2009 £20 1bn) driven by a strong performance via the 25
Corporate Business Centres and a broader product offering  We continued to build our growing SME franchise,
with lending to this group increasing 26% to £8 6bn (2009 £6 7bn}
> Risk weighted assets increased by 21% to £23 1bn (2009 £19 1bn) reflecting the asset growth described above
> Customer deposits increased by 13% to £27 8bn {2009 £24 Sbn) despite increased competition in this market,
with the net flows achieved while improving the average term
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Business Review — Divisional Results continued

MARKETS

Markets 15 a financial markets busmess focused on providing value added financial services to financial institutions, as well as to
the rest of Santander UK’s business It 1s structured into two main product areas Fixed income and Equity Fixed income covers
sales and trading actvity for fixed income products Equity covers equity derivatives, property dervatives and commodities
Equity dervatwes actvities include the manufacture of structured products sold to both the Group and other financial
institutions who sell or distribute them on to their customers

201 2010 2009

£m £m fm

Trading net interest {expense)/income (3} - -
Trading non-interest Income 162 221 204
Total trading income 159 221 204
Total trading expenses {111) (76) (60)
Provision for other habilities and charges (3) - -
Trading and statutory profit before tax a5 145 144
2011 2010 2009

Segment balances fbn £bn fbn
Total assets 287 221 164
Risk werghted assets 57 52 65

Markets trading profit before tax

2011 compared to 2010
Trading profit before tax decreased by £100m to £45m (2010 £145m} By income statement line, the movements were

> Trading net interest expense increased by £3m to £3m (2010 £nil) due to increased funding costs reflecting the
higher cost of new wholesale medium-term funding and holding higher hquid asset balances

> Trading non-interest income decreased by £59m to £162m (2010 £221m), largely due to reduced results in the
market making desks and weak trading actvities A weaker trading environment reduced the results of the Rates
dervatives and Equity business due to reduced volumes (linked to sale of retail structured products through the
branch network) This was partially offset by growth with institutional clients

> Trading expenses tncreased by £35m to £111m (2010 £76m), reflecting ongoing investment in growth initiatives
relating to new products, markets and customer segments There was a 42% headcount increase across the
customer transaction businesses cornpared to 31 December 2010

> Trading provisions for other habilities and charges of £3m rernained at a very low level (2010 £nil)

2010 compared to 2009
Trading profit before tax increased by £1m to £145m (2009 £144m) By icome statement ling, the movements were

> Trading non-interest income increased by £17m to £221m (2009 £204m) reflecting the strong performance of
underlying customer revenue strearms and a number of releases of fair value adjustments following the successful
de-nsking of underlying positions 1n 2009, not repeated in 2010 These benefits were partly offset by a less
favourable trading environment resulting from lower spread volatility

> Trading expenses increased by £16m to £76m {2009 £60m), reflecting ongoing investment in growth Intiatves
relating to new products, markets and custommer segments, and significant headcount growth

Markets segment balances

2011 compared to 2010

> Total assets increased by 30% to £28 7bn (2010 £22 1bn), primanly reflecting an increase in the fair values of
interest rate denvatives due to a flattening of the yield curve
> Risk wenghted assets increased by 10% to £5 7bn (2010 £5 2bn) reflecting the asset growth described above
2010 compared to 2009
> Total assets increased by 35% to £22 1bn (2009 £16 4bn), pnmanly reflecting increases in the fawr values of
dervatives
> Risk-weighted assets decreased by 20% to £52bn (2009 £6 Sbn) due to the decreased share of the

Counterparty and Market Risk charges Counterparty risk decreased due to the Group enhancing the apphication
method of applying collateral to the credit exposure
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Business Review — Divisional Results continued
GROUP INFRASTRUCTURE

Group Infrastructure consists of Asset and Liability Management ("ALM’), which 1s responsible for the Group’s capital and
funding and the Treasury asset portfolto ALM 1s responsible for managing the Group's structural balance sheet composition and
strategic and tactical hquidity nsk management This includes short-term and medum-term funding, covered bond and
secuntisation programmes ALM's responsibilities also include management of Santander UK's banking products and structural
exposure to interest rates The Treasury asset portfolio 1s being run down

2011 2010 2009
£m fm fm
Trad:ng net interest (expense) Income {51) 302 236
Trading non-interest {expense)income {53) (80) 87
Total trading (expense)/income (104) 222 323
Total trading expenses (50 (48) (46)
Trading impairment losses on loans and advances - (40) {57}
Provisions for other liabiliies and charges (151) - -
Trading (loss)/profit before tax (305} 134 220
Adjust for
- Perimeter companies pre-acquisition trading basis resuits - 25 -
- Reorganisation, customer remediation and other costs - 40 (40)
- Profit on part sale and revaluation of subsidianes - 126 -
- Hedging and cther variances 117 4 (19)
- Capital and other charges 176 113 81
Statutory (loss)/profit before tax {12) 447 242

Group Infrastructure trading profit before tax

2011 compared to 2010

Trading (loss)/profit before tax decreased by £439m to £{305)m (2010 £134m) By income statement ling, the movements
were

> Trading net interest (expense)/income decreased by £353m to £(51)m (2010 £302m) The key drwers of the
decrease were the increased cost of new term funding (issuances of £25bn in 2011) and the full year effect of
higher liquid asset balances {an increase of over 30% In average hiquid asset balances in 2011} in response to UK
regulatory requirements introduced in June 2010 This was partially offset by the allocation of these impacts to
business uaits N ine with the ongoing customer repricing In addition, sustained lower interest rates have reduced
net interest income as the structural hedging yield has decreased Further, there was a reduced contribution from
the run-down Treasury asset portfolio as we continued to reduce balances of the assets in this portfolio

> Trading non-interest expense decreased by £27m to £(53)m (2010 £(80)m), pnncpally due to lower losses on
disposals of assets in the Treasury asset portfolio This was partially offset by a decrease in non-interest income as a
result of the sales of the lames Hay and ATM businesses in 2010

> Trading expenses increased by £2m to £50m (2010 £48m), broadly in ine with 2010

> Trading tmpairment losses on loans and advances decreased by £40m to £nil (201¢ £40m) due to the non-
recurrence of losses on disposals of assets in the Treasury asset portfolio

> Trading provisions for other liabilities and charges increased by £151m to £151m (2010 £nil}, as a result of the
introduction of the UK Bank Levy and the inclusion here of the Financial Services Compensation Scheme fees

2010 compared to 2009

Trading profit before tax decreased by £86m to £134m (2009 £220m) Of the total decrease, £25m represented the removal of
income produced by the Santander Consumer which was accounted for as an associate in our statutory accounts pror to
becoming a wholly-owned subsidiary in November 2010, due to the inclusion of the Permeter comparies’ pre-acquisttion
trading profit before tax in 2010 in Retall Banking By income statement ing, the movements were

> Trading net interest Income increased by £66m to £302m (2009 £236m) The income reflected benefit of higher
histonc medium-term interest rates being earned on capital, and the impact of the application of marginal medium-
term funding rates to new business and an increasing proportion of the back book to the extent that there has
been customer repricing activity by the business units
This was partially offset by a decrease in trading net interest income from the Jarmes Hay business which
was sold in March 2010 In addition, net interest income from the run-down Treasury asset portfolio decreased due
to the continued de-leveraging process, with balances reduced by 46% in the year, to £5 1bn at the year end
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Business Review — Divisional Results continued

> Trading non-interest {(expense)income decreased by £167m to £(80)m (2009 £87m) The decrease was prinipally
due to 2009 including certan benefits not repeated in 2010 (ncluding profits earned on the buy-back of
secuntisation debt in 2009) and higher losses on disposals of assets in the Treasury asset portfolio which I1s being
run down

in addition, there was a decrease 1n trading non-interest income from the James Hay business which
was sold in March 2010

> Trading expenses increased slightly by £2rn to £48m (2009 £46m) Non-recurnng expenditure was incurred
relating to the rebranding of Abbey and the Bradford & Bingley savings business as Santander in January 2010 In
addition, higher expenses resulted from the process of transferning the business of Allance & Leicester plc to
Santander UK plc under Part Vil of the Financial Services and Markets Act 2000 in May 2010 However, these
additional expenses were offset in part by lower costs due to the sale of the James Hay business in March 2010

> Trading impairment losses on loans and advances decreased by £17m to £40m (2009 £57m) The loss of £40m in
2010 was due to losses on disposals of assets in the Treasury asset portfolio

Santander UK plc 2011 Annual Report 29




Business and Financial Review

Other Material 1tems

ADJUSTMENTS BETWEEN THE STATUTORY BASIS AND THE TRADING BASIS

Santander UK's Board reviews discrete financial information for each of its segments that includes measures of operating resuilts,

assets and habilities, which are measured on a ‘trading’ basis The trading basis differs from the statutory basis as a result of the

application of various adjustments, as presented below, and described in Note 2 to the Consolidated Financial Statements

Management considers that the trading basis provides the most appropriate way of reviewing the performance of the business
The trading adjustments consist of

Pennmeter companies pre-acquisition trading basis results

2011 2010 2009
£m £m £m
. 70 _

The pre-acquisition trading basis results of the Penmeter companies for the year ended 31 December 2010 are included in the
trading basis results discussed in the “Business Review - Divisional Results” as described in Note 2 to the Consolidated Finanaial
Statements The pre-acquisition non-trading adjustments of the Penmeter companies for the year ended 31 December 2010 have
not been included This adjustment applies only to 2010

Reorganisation, customer remediation and other costs

2011 2010 2009

£m fm fm

Reorganisation and customer remediation costs 765 155 146
Impairment losses 172 {40) 40
937 115 186

These costs compnise implementation costs In relation to the strategic change and cost reduction process, costs in respect of
customer remediation, certain write-offs and i/mpairment losses taken centrally

2011 compared to 2010
Total reorganisation, customer remediation and other costs of £337m increased by £822m (2010 £115m)

Reorganisation and customer remediabon costs increased by £610m largely reflecting the charge for customer
remediation, principally payment protection insurance, as described in Note 36 to the Consolidated Finangial Statements and i
“Shareholder Information - Risk Factors”

Non-trading impairment losses of £172m in 2011 pnncapally resulted from the write-off of software assets of £112m as
a result of a reduction in the related expected future economic benefits, and the write-off of Cater Allen Private Bank goodwill of
£60m as a result of a reassessment of the value of certain parts of the business in light of recent market conditions and
regulatory developments in 2010, releases of £40m represented the release of impairment losses recognised in prior years, with
assets previously held in the Group’s conduit vehicles sold at better than expected prices

2010 compared to 2009
Total reorganisation, customer remediatton and other costs decreased by £71m to £115m (2009 £186m)
Reorganisation and customer remediation costs increased by £9m reflecting a decrease in costs relating to the strategic
change and cost reduction process as It nears comgletion being more than offset by an increase i customer remediation costs
Other non-trading items of £40m in 2010 represented the release of impairment losses recognised in prior years, with
assets previously held in the Group’s conduit vehicles sold at better than expected prices

Profit on part sale and revaluation of subsidianes

2011 2010 2009
fm £m fm
- 126 -

These profits are excluded from the trading results to allow management to understand the underlying performance of the
busimess In 2010, the £87m gain that arose on the revaluation of the Group’s onginal holding in Santander Consumer (UK) plc
on the acquisition of the remairing shares by the Group was excluded from the trading results In addition, profits of £39m on
the sale of certain businesses, including James Hay, were excluded In 2011 and 2009, there were no such profits
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Hedging and other variances

2011 2010 2009
£m £m fm
{Gains)/losses (86) 27 36

The Balance Sheet and Income Statement are subject to mark-to-market volatiity including that arising from the accounting for
elements of dervatives deemed under IFRS rules to be ineffective as hedges Volatility also anses on certain assets previously
managed on a fair value basis, and hence classified as far value through profit or loss under IFRS, that are now managed on an
accruals basis In addition, other vanances include the reversal of coupon payments on certain eguity instruments which are
treated as an interest expense in the trading results but are reported below the profit after tax line for statutory purposes

2011 compared to 2010

In 2011, hedging and other vanance gains of £86m were excluded from the trading basis results, compared with losses of £27m
that were excluded from the trading basis results in 2010 in 2011, hedge ineffectiveness resulted in gains compared to losses
reported in 2010 In addition, other varnances include £57m reversal of coupon payments on certain preference shares, Perpetual
Preferred Secunties and Reserve Capital Instruments, which were treated as an interest expense in the trading results but were
accounted for as dividends for statutory purposes in both 2011 and 2010

2010 compared to 2009

In 2010 and 2009, hedging and other vanance lasses of £27m and £36m, respectively, were excluded from the trading basis
results In 2010 and 2008, this largely consisted of hedge ineffectiveness, partially offset by the reversal of £57m of coupon
payrnents on certain preference shares, Perpetual Preferred Secunties and Reserve Capital Instruments, which were treated as
interest expense i the trading results but were accounted for as dividends for statutory purposes in bath 2010 and 2009 In
addition, 1n 2009 substantial mark-to-market gains which arose 1in the second half of 2008 from movements in interest rates
reversed

Capital and other charges

Capital chargesf{credits) principally compnse internal norminal chargescredits) for capital mvested in the Group's businesses
Management implemented this charge/credit) to assess If capital 15 invested effectively On a consolidated basis, the total of
these internal reallocations 1s £nul

LEGAL PROCEEDINGS

Santander UK 1s party to vanious legal proceedings in the ordinary course of business, the ulimate resolution of which 1s not
expected to have a matenal adverse effect on the finangial position or the results of operations of Santander UK See Notes 36
and 38 to the Consolidated Financial Statements

MATERIAL CONTRACTS

Santander UK 15 party to various contracts in the ordinary course of business For the three years ended 31 December 2011 there
have been no material contracts entered 1nto outside the ordinary course of business, except for the contracts descrnibed below

On 9 January 2009, in order to optimise the capital, hquidity funding and overall financial efficiency of the enlarged
group, Banco Santander, S A transferred all of its Alliance & Leicester plc shares to the Company in exchange for newly issued
ordinary shares of the Company

On 30 August 2011, the Company entered into an amended sale and purchase agreement with the Royal Bank of
Scotland ple, National Westrminster Bank plc, National Westminster Home Loans Limited which replaced the sale and purchase
agreement between the same parties dated 4 August 2010 Under this contract the Company has agreed to acquire (subject to
certan conditions) bank branches and business banking centres and associated assets and habilities from the Royal Bank of
Scotland group  For further information see Note 46 to the Consolidated Financial Statements

AUDIT FEES

See Note 8 to the Consolidated Financial Statements
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Balance Sheet Business Review

Throughout this section, references to UK and non-UK, in the geographic analysis, refer to the location of the office where the
transaction 1s recorded

SUMMARY

This balance sheet business review describes the Group’s significant assets and liabilities and 1ts strategy and reasons for entering
into such transactions The balance sheet busingss review 15 divided into the following sections

Page
Summarnised conselidated balance sheet 33
In the remaining sections of the Balance Sheet Business Review, the principal assets and liabilittes are summarised by
their nature, rather than by their classification in the balance sheet
Reconcihiation to classifications in the Consolidated Balance Sheet 37
Securtties 38
> Analysis by type of 1ssuer 38
> Significant exposures 39
Loans and advances to banks
> Geographical analysis 39
> Maturity analysis 40
Loans and advances to customers 40
> Geographical analysis 40
> Maturity analysis 41
> Impairment !oss allowances on loans and advances to customers 41
> Risk elements in the loan portfolio 42
Country nisk exposure 44
> Sovereign debt 46
> Other country risk exposures 46
> Balances with other Santander companies 47
Derivative assets and habilities 49
Tangible fixed assets 45
Deposits by banks 48
Deposits by customers 50
Short-term borrowings 51
Debt secunties in i1ssue 52
Retirement benefit assets and obligations 52
Contractual obligations 53
Off-balance sheet arrangements 53
Capital management and resources 54
Funding and Liquidity 57
> Sources and uses of funding and liquidity 57
> Cash flows 58
Interest rate sensitivity 60
Average balance sheet 61
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Balance Sheet Business Review continued

SUMMARISED CONSOLIDATED BALANCE SHEET

201 2010 2009
fm £m £m
Assets
Cash and balances at central banks 25,980 26,502 4,163
Trading assets 21,871 35,461 33,290
Derivative financial instruments 30,780 24 377 22 827
Financial assets designated at fair value 5,005 6,777 12,358
Loans and advances to banks 4,437 3852 9151
Loans and advances to customers 201,069 195,132 186,804
Avalable for sale secunties 46 175 797
Loans and recevables secunties 1,71 3,650 9,898
Macro hedge of interest rate risk 1,221 1,091 1,127
Property plant and equipment 1,596 1,705 1,25C
Retirement henefit assets 241 - -
Tax intangibles and other assets 3,487 4,178 3626
Total assets 297,574 302,860 285 291
Liabilities
Deposits by banks 11.626 7784 5811
Deposits by customers 148,342 152,643 143 893
Dernivative financial instruments 29,180 22 405 18,963
Trading habilies 25,745 42,827 46 152
Financial ilabihities designated at fair value 6,837 3,687 4,423
Debt secunties i issue 52,651 51783 47,758
Subordinated habilities 6,499 6,372 6,949
Retrement benefit obligations 216 173 1,070
Tax, other labilities and provisions 3,812 2,912 3,050
Total habilities 284,908 290 586 278,069
Equity
Total shareholders’ equity 12,666 12,274 6 506
Non-controllng interests - - 716
Total equity 12,666 12 274 7,222
Total habihities and equity 297,574 302,860 285 29

A more detalled consolidated balance sheet 15 contained in the Conschdated Financial Statements

31 December 2011 compared to 31 December 2010

Assets

Cash and balances at central banks
Cash and balances held at central banks decreased slightly by 2% to £25,980m (2010 £26,502m)

Trading assets

Trading assets decreased by 38% to £21,891m (2010 £35,461m) The decrease principally reflected changes in holdings of UK
and Organisation of Economic Co-operation and Development {'OECD’} government securities as part of the Group’s liquidity
management activity, including the maturity of approximately half of the Group’s holdings of Government guaranteed fixed and
floating rate notes

Derivative assets
Denvative assets increased by 26% to £30,780m (2010 £24,377m) The increase was driven by an increase in the far values of
Interest rate dervatives as a result of downward moves in yield curves There was a corresponding increase in derivative labihties

Financial assets designated at fair value through profit and loss

Financial assets designated at far value through profit and loss decreased by 26% to £5,005m (2010 £6,777m) The decrease
was primarlly attributable to the matunty of loans to UK Social Housing associations, as new loans are no longer designated at
farr value, in accordance with Group policy

Loans and advances to banks
Loans and advances to banks increased by 16% to £4,487m (2010 £3,852m) The mcrease was due to higher reverse
repurchase agreement activity with Banco Santander S A as disclosed in Note 17 to the Consolidated Financial Statements

Loans and advances to customers

Loans and advances to customers increased by 3% to £201,069m (2010 £195,132m), princtpally due to growth in corporate
lending, particularly SMEs, as a result of a strong performance via the 28 Corporate Business Centres and modest growth in
mortgage lending
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Available for sale securnities
Avallable for sale secunties decreased by 74% to £46m (2010 £175m) The decrease reflected the sale of avalable-for-sale debt
securities as part of the restructuring of the Company’s contributions to the defined benefit pension schemes

Loans and receivable securities
Loans and recevable secunties decreased by 51% to £1,771m (2010 £3,610m) The decrease princpally reflected the
continuing run-down of the Treasury asset portfolio

Macro hedge of interest rate nisk

The macro (or portfolio) hedge increased by 12% to £1,221m (2010 £1,091m) The increase was mainly due to decreases In
LIBOR interest rates

Property, plant and equipment
Property, plant and equipment decreased by 6% to £1,586m (2010 £1,705m} The decrease was principally due to the
depreciation charge for the year

Retirement benefit assets

Retirement benefit assets increased to £241m (2010 £ml) For the Group's defined benefit pension schemes which had surpluses,
the key drivers of the increase were Company contributions during the year together with some improvements in asset values,
partly offset by a reduction in the net discount rate which generated an actuanal loss on Labilities

Tax, intangtbhles and other assets
Tax, intangibles and other assets decreased by 17% to £3,487m (2010 £4,178m) The decrease was primarily driven by
depreciation and amortisation of intangible and tangible assets combined with a decrease in 1ax assets

Liabilities

Deposits by banks
Deposits by banks increased by 49% to £11,626m (2010 £7,784m) The increase was driven by the increase in medium-term
repurchase agreements as part of the Group’s funding strategy

Deposits by customers
Deposits by customers decreased by 3% to £148,342m (2010 £152,643m) The decrease reflected the slower acquisition of
deposits in what was a smaller market and where increased competition led 1o negatve priang and margins A managed
outflow of more rate-sensitive and shorter-term deposits was more than offset by the additional ssuance of medium-term
funding described below

Denvatives
Derwative liabilities increased by 30% to £29,180m (2010 £22,405m) The increase was driven by an increase in the fair values
of interest rate dervatives as a result of downward moves In yield curves

Trading hatnhties
Trading habilities decreased by 40% to £25,745m (2010 £42,827m) The decrease reflected lower repo actvity and the funding
of lower holdings of UK and QECD government secunities as part of the Group's hquidity managernent actvity

Financial habilities designated at fair value
Financial habilities designated at fair value increased by 85% to £6,837m (2010 £3,687m) The increase reflected new 1ssuances
in the US$20bn Euro Medium Term Mote Programme and the euro 10bn Structured Notes Programme

Debt securities in 1ssue

Debt secunties n issue ncreased by 2% to £52,65Im (2010 £51,783m) The increase reflected the Group's strategy of
increasing the level of medium-term funding through the i1ssuance of debt under the Fosse securtisation and Covered Bond
programmes These increases were partially offset by significant decreases in short-term funding in the US3$20bn Commeraal
Paper Programme and in Certificates of Deposit In 1ssue In additicn, there were further maturities of debt outstanding under the
US$40bn EMTN programme

Subordinated habilities

Subordinated habilities increased by 2% to £6,499m (2010 £6,372m) The increase was pnmarily driven by increases of fair value
hedge adjustments on the subordinated debt in i1ssue as a result of downward moves in yield curves partially offset by the
scheduled redemption of the euro 500m 4 625% Subordinated Notes
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Retirement benefit obligations

Retirement benefit obhgations increased by 25% to £216m (2010 £173m) For the Group's defined benefit pension schemes
which had deficits, the key driver of the increase was a reduction in the net discount rate which generated an actuarial loss on
habilities, partly offset by Company contnibutions durnng the year and some improvements In asset values

Tax, other habilities and provisions

Tax, other lhabilities and provisions increased by 31% to £3,812m (2010 £2,912m} The increase principally reflected the
additional provision in the year for customer remediation, ncluding payment protection insurance, as described in Note 36 to the
Consolidated Financial Statements

Equity

Total shareholders equity increased by 3% to £12,666m (2010 £12,274m) The ncrease was principally attributable to the
retained profit for the year of £903m, partly offset by dividends declared of £482m

31 December 2010 compared to 31 December 2009

Assets

Cash and balances at central banks
Cash and balances held at central banks increased by 537% to £26,502m (2009 £4,163m) Higher balances were maintained
with the Bank of England and the US Federal Reserve as part of the increase in the Group's stock of hiquid assets

Trading assets

Trading assets increased by 7% to £35,461m {2008 £33,290m) The increase reflected higher holdings of debt securities and
even greater repurchase agreement (‘reverse repo’) actmity relating to OECD government securities as part of the Group's
liquidity management activities Other reverse repo actwity reduced i view of the focus on government security repo actvity

Derivative assets
Dervative assets increased by 7% to £24,377m (2008 £22,827m) The increase was driven by an increase in interest rate
dervatives as a result of downward shifts in yield curves

Financial assets designated at fair value through profit and loss

Financial assets designated at fair value through profit and loss decreased by 45% to £6,777m (2009 £12,358m) The decrease
principally reflected the matunty of £2,220m of bank certificates of deposit and the sale of euro 3,265m of Santander UK's
holdings of AAA-rated pnme mortgage-backed securities

Loans and advances to banks
Loans and advances to banks decreased by 58% to £3,852m (2009 £9,151m) due to the repayment of substantially all of
Santander UK's loans to other members of the Santander group

Loans and advances to customers

Loans and advances to customers increased by 4% to £195,132m (2009 £186,804m), reflecting net mortgage lending of
£5 6bn, growth in corporate lending of £1 3bn and the impact of the acquisition of the Penimeter companies with aggregate
customer balances of £5 7bn In addition, ioans to non-bank Santander group companies decreased by 99% to £57m (2009
£4,457m) This was due to the acquisiion of the Penmeter companies which resulted in the loans funding these companies in
2009 being eliminated on consolidation

Avallable for sale securities
Avatlable for sale securities decreased by 78% to £175m (2009 £797m) The decrease was due to the sale of the available-for-
sale secunties as part of the injection of funds directly into the defined benefit pension scheme in 2010

Loans and receivable securities
Loans and recewvable securities decreased by 64% to £3,610m (2009 £9,898m) The decrease prinaipally reflected the run-down
of the Treasury asset portfolio as part of the ongoing de-leveraging process

Macro hedge of interest rate nsk
The macro (or portfolio) hedge decreased by 3% to £1,091m (2008 £1,127m) mainly due to increases in Interest rates
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Property, plant and equipment

Property, plant and equipment increased by 36% to £1,705m {2009 £1,250m) The increase principally reflected the Group's
acquisition of freehold and leasehold properties for a consideration of £526m in the year The properties consisted of retail
branches that the Group had previously leased See Note 26 to the Consolidated Financial Statements The remaining capital
expenditure durning the year was principally incurred by Retal Banking {mostly consisting of computer infrastructure, computer
software and furniture and fittings for branches} and by Corporate Banking {consisting of operating lease assets) These
ncreases were partly offset by the depreciation charge for the year

Tax, intangibles and other assets

Tax, intangibles and other assets increased by 15% to £4,178m (2009 £3,626m) The increase was principally driven by higher
goodwill as a result of the acquisition of the Penimeter companies This was partly offset by a reduction in tax assets associated
with the retirement benefit obligation hability

Liabilities

Deposits by banks
Deposits by banks increased by 34% to £7,784m (2009 £5,811m) The increase was driven by the tssuance of new medium-
term repurchase agreements as part of the Group’s medium to long-term funding

Deposits by customers
Deposits by customers increased by 6% to £152,643m (2009 £143,893m) due to inflows across core savings, banking, private
banking and corporate customers

Dernivatives
Dervative labiliies increased by 18% to £22,405m (2009 £18,963m) The increase was driven by an increase in interest rate
dervatives as a result of downward shifts in yield curves

Trading habilities
Trading habilities decreased by 7% to £42,827m (2009 £46,152m) The decrease reflecied lower non-government secunty repo
activity

Financial habilities designated at fair value
Financial habilities designated at fair value decreased by 17% to £3,687m (2009 £4,423m) The decrease reflected repayments
in the US$20bn euro Medium Term Note {'EMTN’) programme partly offset by currency movements

Debt securities in issue

Debt securities in sssue increased by 8% to £51,783m (2009 £47,758m) The increase reflected the Group's strategy of
increasing the level of medium-term funding through the issuance of debt in the Fosse secuntisation and Covered Bond
programmes These increases were partally offset by the matunity of debt within the former Alllance & Leicester US$40bn EMTN
programme as a decision was taken in 2009 that no further issuances would be made under this programme

Subordinated labilities
Subordinated habiities decreased by 8% to £6,372m (2009 £6,949m} The decrease reflected the scheduled redemption of
subordinated notes

Retirement benefit cbhgations

Retirement benefit obligations decreased by 84% to £173m (2009 £1,070m) The principal reason for the reduction was the
payment of contributions to the defined benefit pension schemes of £955m by the Group and fellow Santander subsichares,
with significant improvements in market values since June 2010

Tax, other habilities and provisions

Tax, other habihities and provisions decreased by 5% to £2,912m (2009 £3,050m) The decrease reflected a reduction in trade
and other payables, partly offset by an increase in current tax habitities

Equity
Total shareholders equity, Including non-controlling interests, increased by 70% to £12,274m (2009 £7,222m), pnmarnily as a

result of the injection of equity of £4,456m by the Santander group, as well as the inclusion of profits after tax of £1,583m  This
was partly offset by dvidends declared of £832m
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RECONCILIATION TO CLASSIFICATIONS IN THE CONSOLIDATED BALANCE SHEET

The classifications of assets and labilites in the Group’s consolidated balance sheet, including the note reference, and in the
balance sheet business review may be reconciled as follows

31 December 2011

Balance sheet business review section

Loans and Loans and Tangible Retirement
advances advances to fixed benefit Balance
Balance sheet ine item and note Note to banks customers Securihies Dertvatives assets assets Other sheet total
£m fm £m £fm £Em £m fm fm
Assets
Cash and balances ai central banks 12 - - - - - - 25,980 25,980
Trading assets 14 6,144 6.687 9,060 - - - - 21,891
Denvatve financial instruments 15 - - - 30,780 - - - 30,780
Finanoal assets designated at fair value 16 - 4,376 629 - - - - 5,005
Loans and advances to banks 17 4487 - - - - - - 4,487
Loans and advances to customers 18 - 201 069 . - - - - 201,069
Avaitable for sale securities 22 - - 46 - - - - a6
Loans and recevables secuntes 23 957 814 - - - - - 1,771
Macro hedge of interest rate nisk - - - - - - 1.221 12211
Property, plant and equipment 26 - - - - 1,596 - - 1,596
Retirement benefit assets 37 - - - - - 211 - 241
Tax, intangibles and other assets - - - - - - 3.487 3,487
Total assets 11.588 212,946 9,735 30,780 1,596 241 30.688 297,574
Debt Retirement
Deposits by Deposits by  securities benefit Balance
banks customers i issue Derwvatives obligations Other sheet total
£m £m £m frm £m fm £m
Liabilities
Deposits by banks 249 11,626 - - - - - 11,626
Deposits by customers 30 - 148,342 - - - - 148,342
Derwvative financizl instruments 15 - - - 29,180 - - 29,180
Trading habilities N 14,508 10,482 755 - - - 25,745
Financial habilities designated at fair value 32 - - 6,837 - - - 6 837
Debt securihes in 1ssue 33 - - 52,651 - - - 52,651
Subordinated habilities 34 - - 6,499 - - - 5,499
Retirement benefit abitgations 37 - - - - 216 - 216
Tax other habilities and provisions - - - - - 3,812 3,812
Total habihities 26,134 158,824 66,742 29,180 216 3,812 284,908
31 December 2010 Balance sheet business review section
Loans and Loans and Tangible
advances advances 10 fixed Balance
Balance sheet ine item and note Note ta banks customers Secunties Dervatives assets Other sheet total
£m £m £m £m £m £m £m
Assets
Cash and balances at central banks 12 - - - - - 26,502 26,502
Trading assets 14 8,281 8 659 18,521 - - - 35 461
Dernwvative financial instruments 15 - - - 24,377 - - 24,377
Finanaial assets designated at faw value 16 1" 5,468 7298 - - - 6,777
Loans and advances to banks 17 3,852 - - - - - 3,852
Loans and advances to customers 18 - 195,132 - - - - 195,132
Avallable for sate secunties 22 - - 175 - - - 175
Loans and recewvables secunties 23 1,535 2,075 - - - . 3,610
Macro hedge of interest rate risk - - - - - 1,091 1,091
Property, plant and equipment 26 - - - - 1,705 - 1,705
Tax, intangibles and other assets - - - - - 4,178 4,178
Total assets 13,679 211 334 19,594 24,377 1705 31771 302 860
Debt Retirement
Deposits by Deposits by securites benefit Balance
banks customers Inissue  Dervatives obligations Other sheet total
fm fm £m fm £m fm fm
Liabilities
Deposits by banks 29 7,784 - - - - - 7.784
Deposits by customers 30 - 152,643 - - . - 152 643
Denvative financial instruments 15 - - - 22,405 - - 22,405
Trading habilities 31 25,738 15,971 1,118 - - - 42,827
Finangal habiities designated at fair value 32 - 5 3,682 . - - 3,687
Debt secunties in 1ssue 33 - - 51,783 - - - 51,783
Subordinated liabilities 34 - - 6,372 - - - 6,372
Retirement benefit obligauons 37 - - - - 173 - 173
Tax, other fiabilities and prowvisions - - - - - 2912 2,912
Total labilities 33,522 168 619 62,955 22 405 173 2,912 290 586
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SECURITIES

The Group's holdings of securities only represent a small proportion of its total assets The Group holds securities principally 1n its
trading portfollo These secunties primarly consist of Government and Government-guaranteed secunities held for hguidity
purposes

Securities analysis by type of issuer

The following table sets out the book and market values of secunties at 3t December 2011, 2010 and 2009 For further
information, see the Notes to the Consolidated Financial Statements

2011 2010 2009
fm £m £m
Trading portfolio
Debt secunties
UK Government 1,078 3,120 568
US Treasury and other US Government agencies and corporations 65 130 628
Other OECD governments 1,800 3380 1,273
Bank and building society
- Certificates of deposit - Government guaranteed - - 205
- Certificates of deposit - Cther - 290 1,730
Other 1ssuers
- Fixed and floaung rate notes — Government guaranteed 5.666 10,586 8,050
- Fixed and floating rate notes 102 315 3,038
Ordinary shares and similar securities 349 700 1478
9,060 18,521 17,410
Avaiable for sale secunties
Debt securities
UK Government - 125 405
Other 1ssuers - Other - - 342
Ordinary shares and stmilar secunities 46 50 50
46 175 797
Fimanaial assets designated at fair value through profit and loss
Debt secunties
Bank and building society certificates of deposit - - 2220
Other Issuers
- Mortgage-backed securities 328 859 574
- Other asset-backed secunties 51 187 2872
- Other secunties 250 252 313
629 1298 5,879
Total 9,735 19,994 24 186

UK Government secunties
The holdings of UK Government securities represent Treasury Bills and UK Government guaranteed issues by other UK banks
These securities are held for trading and iquidity purposes For further information, see “Country Risk Exposure”

US Treasury and other US Government agencies and corporations

The holdmgs of US Treasury and other US Government agencies’ and corporations’ securities represent US Treasury Bills,
including cash management bills These secunties are held for trading and hquidity purposes For further information, see
"Country Risk Exposure”

Other OECD governments
This category compnises issues by OECD governments other than the US and UK Governments, principally Switzerland These
securities are held for trading and liquidity purposes For further information, see “Country Risk Exposure”

Bank and building society certificates of deposit and bonds
Bank and building society certificates of deposit are fixed-rate securities with relatively short maturities These are managed
within the overall position for the relevant book These securities are held for trading and hquidity purposes

Fixed and floating rate notes

Fixed and floating rate notes have regular interest rate profiles and are erither managed wiathin the overall position for the relevant
book or are hedged into one of the main currencies Government-guaranteed fixed and fleating rate notes almost all relate to
the UK Government These securities are held for trading and yield purposes For further information on Government-guaranteed
fixed and floating rate notes, see "Country Risk Exposure”
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Mortgage-backed secunties

This category prinaipally compnises UK residential mortgage-backed secunties These secunities are of good quality and contain no
sub-prime element These securities are held as part of the Asset and Liability Management portfolio See Note 16 to the
Consolidated Financial Statements

Other asset-backed securities

This category comprises a range of mostly floating-rate asset-backed securities including home equity loans, commercial
mortgages, loans to car dealers, lease and credit card debtors and student loans, as well as a small balance of collateralised
synthetic obligations Some credit card debtors incorporate cap features These securities are held as part of the Asset and
Liabihty Management portfolio See Note 16 to the Consolidated Finanaial Statements

Other secunities
Thus category comprises a number of structured transactions which are hedged, as appropriate, either on an indmwdual basis or as
part of the overall management of the portfolios See Note 16 to the Consolidated Financial Statements

Contractual maturities of securities

At 31 December 2011, the Group held no available-for-sale debt securities Contractual maturities of investments held for
trading or classified as fair value through profit or loss are not presented because these secunties are held principally for the
purpose of sefling in the near term or are managed on a fair value basis, in both cases contractual matunity 1s not reviewed by
management

Significant exposures

The following table sets forth the book value {(which equals market value) of secunities of individual counterparties where the
aggregate amount of those secunities exceeded 10% of the Group's shareholders’ funds at 31 December 2011 as set out in the
Consolidated Balance Sheet on page 161 The table also sets forth the classification of the securittes in the Conseolidated Balance
Sheet

Trading assets Available-for-sale Total
£m £m £m
UK Government and UK Government guaranteed 6,285 - 65,285

LOANS AND ADVANCES TO BANKS

Loans and advances to banks include loans to banks and bullding societies and balances with central banks {excluding those
central bank balances which can be withdrawn on demand})

Loans and advances to banks geographical analysis

The geographical analysis of loans and advances presented in the following table s based on the location of the office from
which the loans and advances are made, rather than the domicile of the borrower The balances below nclude loans and
advances to banks that are classified in the balance sheet as trading assets, financial assets designated at fair value, or loans and
recevables securties

2011 2010 2009 2008 2007

£m £m £m fm fm

UK 10,727 13,561 21,606 28,859 12,066
Non-UK 861 118 87 3031 222
11,588 13,679 21,693 31,890 12,288

Further geographical analysis of loans and advances to banks based on the country of domicile of the borrower rather than the
office of lending 1s contained n " Country Risk Exposure” below, including details of balances with other Santander companies
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Loans and advances to banks maturity analysis

The following table sets forth foans and advances to banks by maturity at 31 December 2011

In more than In more than In more than

In not more three months one year but five years but In more

on than three but not more  not more than not more than than ten
demand months than one year five years ten years years Total
£m £m £m £m £m £m £m
UK 7.421 2,120 75 76 531 504 10,727
Non-UK 9 91 59 242 a2 418 861
Total 7,430 2,211 134 318 573 922 11,588

Of which

- Fixed interest rate 1,100 2,106 - 2 117 188 3,513
—Vanable (nterest rate 5,074 101 134 316 456 734 6,815
— Non interest-bearing 1,256 4 - - - - 1,260
Total 7,430 2,211 134 318 573 922 11,588

LOANS AND ADVANCES TO CUSTOMERS

The Group provides lending facilities primanly to personal customers In the form of mortgages secured on residential properties
and lending facilities to corporate custormers Purchase and resale agreements represent sale and repurchase actvity with
professional non-bank customers by the Markets, Short Term Markets business

Loans and advances to customers geographical analysis

The gecgraphical analysis of loans and advances presented m the following table 15 based on the location of the office from
which the lpans and advances are made Further geographical analysis of loans and advances to customers based on the country
of domicile of the borrower rather than the office of lending 1s contained in “Country Risk Exposure” below, including details of
balances with other Santander companies

The balances below are stated before the deduction for impairment loss allowances and include loans and advances to
customers that are classified in the balance sheet as trading assets, financial assets designated at far value, or loans and
recevables securities

2011 2010 200% 2008 2007
fm £fm £m £m £fm
UK
Advances secured on residential property 166,841 166,065 160 457 159,168 110 857
Corporate loans 26,278 21,796 18,886 13 181 1,247
Finance leases 2,944 2,653 1,602 1,792 -
Other secured advances 3,710 3,941 4,079 4,206 2,960
Other unsecured advances 7.545 7,734 5 248 6,745 3263
Purchase and resale agreements 6,150 8,641 8,827 1310 3,711
Loans and recevables securities 814 2,075 4,147 5,663 -
Amounts due from fellow group subsidianes 32 57 4,457 2,652 55
Total UK 214,314 212,962 207 704 194,717 122,093
Non-UK
Advances secured on residential property 6 8 9 12 13
Corporate loans - - 2 103 -
Other secured advances 1 1 2 3 2
Other unsecured advances - - 1 2 2
Purchase and resale agreements 188 18 - - 13,544
Total non-UK 195 27 14 120 13,961
Total 214,509 212,989 207,718 194,837 135654
Less impairment loss allowances {1,563) (1,655) {1,299) {1,001) (551)
Total, net of impairment loss allowances 212,946 211,334 206,419 193 836 135103

Detalled analysis of the loans and recevables securities included in the table above s set out in Note 23 to the Consohdated
Financial Statements Further analysis of the impairment loss allowance 1s set out on page 84 of the Risk Management Report

No single concentration of loans and advances, with the exception of advances secured on residential properties and
caorporate loans, as disciosed above, accounts for more than 10% of total loans and advances and no indwidual country, other
than the UK accounts for more than 5% of total loans and advances
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Loans and advances to customers maturity analysis

The following table sets forth loans and advances to customers by maturity at 31 December 2011 Overdrafts are included i the
“on-demand” category Advances secured by residential properties are included at therr contractual maturity, however, such

advances may be repaid early

In not In more than In more than In more than
maore than three months one year but five years but In more
On three but not more not more than  not more than than ten
demand manths  than one year five years ten years years Total
£m fm £m £m £m £m fm

UK
Advances secured on residential property 28 a04 2,517 15,229 19,612 128,551 166,841
Corporate loans 3 3,350 1,318 12,035 2,280 7.292 26,278
Finance leases - 380 762 1.435 150 217 2,944
Other secured advances 532 83 254 443 642 1,756 3,710
Other unsecured advances 606 900 1,775 3,547 461 256 7.545
Purchase and resale agreements - 6,150 - - - - 6,150
Loans and recevables securities 3 95 2 a7 62 605 814
Amounts due from fellow group subsidiaries - 32 - - - - 32
Total UK 1,172 11,894 6,628 32,736 23,207 138,677 214,314
Non-UK
Agvances secured on residential property - - - - 2 4 6
Other secured advances - - - 1 - - 1
Purchase and resale agreements - 188 - - - - 188
Total non-UK - 188 - 1 2 4 195
Total 1.172 12,082 6,628 32,737 23,209 138,681 214,509
Of which
- Fixed interest rate 3 7,739 3,144 11,157 9,679 52,657 84,379
- Vanable interest rate 1,169 4,343 3,484 21,580 13,530 86,024 130,130
Total 1,172 12,082 6,628 32,737 23,209 138,681 214,509

The Group's policy 1s to hedge all fixed-rate loans and advances to customers using dernwvative instruments, or by matching with
other on-bhalance sheet interest rate exposures

Impairment loss allowances on loans and advances to customers

Detalls of the Group’s iImpairment loss allowances policy are set out 1n Note 1 to the Consohidated Financial Statements An
analysis of end-of-year imparment loss allowances on loans and advances to customers, movements In imparment loss
allowances, and Group non-performing loans and advances are set out 1n the "Loans and Advances” section of the Risk
Management Report on page 84 and Note 18 to the Consolidated Financial Statements

Santander UK plc 2011 Annual Report

a1




Business and Financial Review

Balance Sheet Business Review continued
Risk elements in the loan portfolio

The disclosure of credit risk elements in this section reflects US accounting practice and classifications The purpose of the
disclosure 15 to present within the US disclosure framework those elements of the loan portfolios with a greater risk of loss The
man classifications of credit nsk elements presented are

Impaired loans,

Unimpaired loans contractually past due 90 days or more as to interest or principal,
Forbearance,

Troubled debt restructurings,

Potential problem loans and advances, and

Cross border outstandings

VVVVVY

imparred loans
Loans are classified as impaired when there 15 cbjective evidence that not all contractual cash flows will be received Under IFRS,
separate disclosure 1s required of loans that are neither past due nor imparred, past due but not impaired and impatred This
disclosure may be found in Loans and advances section an page 79 in the “Credit Risk” section of the Risk Management Report
In accordance with IFRS, the Group recognises interest income on assets after they have been written down as a result
of an impairment loss Interest continues to be accrued on all loans and the element of interest that 15 not anticipated to be
recovered Is provided for Interest income recognised on impaired loans 15 set cut In the Consolidated Financial Statements The
income adjustment in respect of interest that s not anticipated to be recovered was £51m (2010 £60m, 2009 £46m)

Unimpaired loans contractually past due 90 days or more as to interest or pnincipal
In the Retail Banking business, loans and advances are classified as non-performing typically when the customer fails to make
payments when contractually due for three months ar longer In the Corporate Banking business, loans and advances are
classified as non-performing erther when payments are three months or more past due or where there are reasonable doubts
about full repayment (prinaipal and interest) under the cantractual terms

Details of the Group's non-performing loans and advances, including separate disclosure about urimpared loans
contractually past due 90 days or more as to interest or principal, are set out on page 85 in the "Group Non-performing loans
and advances” table in the “Credit Risk” section of the Risk Management Report

Forbearance

To support customers that encounter difficulties, the Group operates forbearance programmes to amend contractual amounts or
timings where a customer's financial distress indicates the potential that satisfactory repayment may not be made within the
ongnal terms and conditions of the contract A range of forbearance strategies are employed in order to improve the
management of customer relationships, maximise collection opportunities and, If possible, avoid foreclosure or repossession
Further mformation can be found on page 85 and in the "Credit Risk - Retall Banking” and “Credit Risk - Corporate Banking”
sections of the Risk Management Report

Troubled debt restructurings

The US Secunities and Exchange Commussion requwres separate disclosure of any loans whose terms have been modified by the
lender because of the borrower’s financial difficultes, as a concession that the lender would not otherwise consider These are
classified as troubled debt restructurings ('TDR’s) Under IFRS, disclosure 1s required of loans that would otherwise have been
classified as past due or impared whose terms have been renegotiated This disclosure may be found on page 86 1n the “Credit
Risk” section of the Risk Management Report

Potential problem loans and advances

Credit nisk elements also cover potential problem loans These are loans where information on possible credit problems among
borrowers causes management to seriously doubt their ability to comply wath the loan repayment terms There are no potential
problem loans other than those discussed above, and as discussed In disclosures by division given in the “Credit Risk” section of
the Risk Management Report

Cross border outstandings
Cross border cutstandings, as defined by bank regulatory rules, are amounts payable to Santander UK by residents of foreign
countres, regardless of the currency in which the clam 1s denominated, and local country clams in excess of local country
obligations Cross border outstandings consist mainly of loans and advances to customers and banks, finance lease debtors,
interest-bearing investments and other monetary assets

In addiion to credit nsk, cross border outstandings have the nsk that, as a result of political or economic condiions in a
country, borrowers may be unable to meet their contractual payment obligations of principal and or interest when due because
of the unavallability of, or restnctions on, foreign exchange needed by borrowers to repay their obhigations These cross border
outstandings are controlled through a well-developed system of country limits, which are reviewed to avoid concentrations of
transfer, economic or political risks
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(1) Cross border outstandings exceeding 1% of total assets

At 31 December 2011, 2010 and 2009, the Group had cross border cutstandings exceeding 1% of total assets as follows

31 December 2011

Governments and

Banks and other

offical instituttons financal institutions Other Total

£bn £bn £bn £bn

us 71 10 14 195

Spain - 55 a1 56

Switzerland 12 27 05 44

Germany 01 32 02 35
31 December 2010 Governments and Banks and other

offical institutions  financial institutions Other Total

£bn £bn £bn fbn

us 52 78 16 146

Switzerland 32 19 - 51

Span 02 32 06 40
31 December 2009 Governments and Banks and other

offical insttutions  financial institutions Cther Total

£bn fbn fbn £bn

Spain 03 93 15 11

us 09 64 17 90

Portugal 01 15 20 36

Germany 04 28 01 33

{n) Cross border outstandings between 0 75% and 1% of total assets

At 31 December 2011, 2010 and 2009, the Group had cross border outstandings between 0 75% and 1%

follows

31 December 2011

Governments and

Banks and other

of total assets as

official institutions finanaial institutions Other Total

£bn £bn £bn £bn

France 01 24 03 28
31 December 2010 Governments and Banks and other

official insututions  financial institutions Gther Total

fbn £bn fbn £bn

Germany 01 23 02 26

France 02 18 03 23

31 December 2009
None

(in} Cross border outstandings between 0 5% and 0 75% of total assets

At 31 December 2011, 2010 and 2009, the Group had cross border outstandings between 0 5% and 0 75% of total assets as

follows

31 December 2011
None

31 December 2010

None
31 December 2009 Governments and Banks and other
official insututions  financal institutions Other Total
fbn £bn fbn fbn
France 02 12 03 17
Ireland - 11 05 16
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Balance Sheet Business Review contnued
COUNTRY RISK EXPOSURE (audited)

The Group manages Its country risk exposure under its global imits framework Within this framework, the Group sets s
indwidual risk appetite for each country, taking into account any factors that may influence the nsk profile of each country,
including political events, the macro-economic situatian and the nature of the risk incurred Exposures are actively managed if it
is considered appropriate  Accordingly, and over the past two years, the Group has intensified its monitoring of exposures to
sovereigns and counterparties in eurozone countries, and has proceeded to selectively divest assets directly or indirectly affected
by events in those countries As a result, the Group has insignificant exposure to Greece (2011 £3m, 2010 £39m} Spanish
exposure 15 subject to ongoing monitoring, with reductions in non-parent related risk Parent-related risk 1s considered separately

The country risk exposure table below shows the total credit nsk exposures to central and local governments,
government guaranteed, banks, other financial nstitutions, retail customers and corporate customers at 31 December 2011 and
2010 Credit risk exposures consist of the total of balance sheet values and undrawn facilities and letters of credit, and are stated
gross of any related collateral, provisions, netting, guarantees, insurance or other mitigating arrangements

The country of exposure has been assigned based on the counterparty’s country of incorporation except where the
Group I1s aware that a guarantee 1s 1n place, in which case the country of incorporation of the guarantor has been used Credit
nsk exposures are presented by type of counterparty other than where the specific exposures have been guaranteed by a
savereign counterparty in which case they are presented within the ”Government guaranteed” category

Separate disclosure 15 presented indwidually for each country where the exposure exceeds £50m, and aggregated for
exposures of less than £50m The dormicile of an exposure 15 based on the country location of the ultimate nsk, wherever
possible Given the ongoing interest in eurozone economies, disclosures relating to those econormies are presented first and
highlighted separately

The tables exclude credit risk exposures to other Santander group comparies, which are presented separately

31 December 2011 Central and local  Government Other financal

governments™ guaranteed Banks institutions Retail Corporate Total™”
£bn £bn £bn £bn £bn £bn fbn

Eurozone countries
Germany - 01 32 - - 02 35
France - 01 14 10 - 03 28
Luxembourg - - - 04 - 06 10
The Netherlands - - 02 01 - 06 09
Spain - - 03 - 01 - 04
ireland - - 01 - - 02 03
Italy - - 02 - - - 02
Belgium - - 01 - - - 01
Portugal - - - - - 01 01
All other eurozone, each < £50m™ - - - - - - -
- 02 55 15 01 20 93

All other countries
UK 190 52 156 56 196 6 402 2822
uUs 71 - 99 11 01 13 195
Switzerland 12 - 23 04 . 05 44
Japan 06 - - 04 - - 10
Australia - 01 01 - 01 04 07
Denmark - 03 03 - - 01 07
Canada - - 05 - - - 05
isle of Man - - - - 02 - 02
Lichtenstein - - - - - 02 02
Cayman Islands - - - - . 01 01
China - - - - - 01 01
lersey - - - - - o1 01
Liberia - - - - - 01 a1
Norway - - 01 - - - 01
All others, each < £50m - - 01 - 02 01 04
279 56 289 75 197 2 43 2 3103

{1} Credit exposures exclude the macro hedge of nterest rate nsk intangible assets property plant and equipment current and deferred tax assets retrement
benefit assets and other assets Loans and advances to customers are included gross of loan loss allowarnces

(2) Excludes the exposure on margin given with respect to the Bank of England s Special Liquidity Scheme  Includes balances with central banks

(3) Excludes balances with central banks

(4) Includes Greece of £3m
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31 December 2010 Central and local Government Other financial

governments’® guaranteed Banks & institutions Retail Corporate Total™”
£bn £bn £bn £bn fbn £bn fbn

Eurczone countries
Germany - 01 23 - - 02 26
France - 02 18 - - 03 23
Spain 02 - 05 - 01 04 12
The Netherlands - - 02 - - 08 10
Luxembourg - - 02 - - 06 08
Ireland - - 01 - - 02 03
Belgium - - 01 - - 01 Q2
ltaly - - 02 - - - 02
Austna - - 01 - - - o1
Finland - - 01 - - - 01
Portugal - - - - - 01 01
All other eurozone each < £50m™ - - - - - - -
02 03 56 - 01 27 89

All other countries
UK 237 9B 188 100 1929 321 287 3
us 52 - 78 - 01 15 1486
Swtzerland 32 - 19 - - - 51
lersey - - - - - 11 11
Australia - 01 01 - 01 oS 03:)
Denmark - o4 01 - - 01 06
Canada - - 05 - - 01 06
isle of Man - - - - 02 03 05
British Virgin Islands - - - - - 03 03
Cayman Islands - - - - - 03 03
Guernsey - - - - - 03 03
Japan - - 02 - - - 02
Bermuda - - - - - 01 01
Norway - - 01 - - - 01
Singapore - - - - - 01 01
321 103 295 100 193 3 368 3120

(1) Crednt exposures exclude the macro hedge of interest rate nsk intangible assets property plant and equipment current and deferred tax assets retirement
benefit assets and other assets Loans and advances to customers are included gross of loan Yoss allowances

{2) Excludes the exposure on margin given with respect to the Bank af England s Special Liquidity Scheme includes balances with central banks

{3) Excludes balances with central banks

(4) Includes Greece of £39m

The assets held at amortised cost are principally classified as loans to banks, loans to customers and loan and recewable
securities The Group has no held-to-maturity secunties The assets held at fair value are classified as esther trading assets or have
been designated as held at far value through profit or loss The Group’s holdings of avallable-for-sale securities are not
significant The Group has made no reclassifications to/from the assets which are held at farr value from/to any other category

31 December 2011 compared to 31 December 2010
Key changes in sovereign and other country nisk exposures during the year ended 31 December 2011 were as follow

> A decrease of £5 1bn In exposure to the UK to £282 2bn This was primarily due to a reduction in the far value of
dervative assets as a result of upward moves in yield curves, combined with shightly lower reverse repurchase agreement
actwity

> An increase of £4 9bn 1n exposure to the US to £19 5Sbn This was primarily due to the growth in Central and Local

Government balances reflecting the increase in the Group’s holdings of iquid assets maintained with the US Federal
Reserve as part of the Group's hquidity management activity

> A decrease of £0 7bn n exposure to Switzerland to £4 4bn This was prnimanly due to lower holdings of Government
securities which were replaced with increased holdings at central banks as part of the Group's iquidity management
activity

> Movements In remaining country nsk exposures were minimal and exposures to these countries remained at low levels

Presented below separately for sovereign debt and other country nsk exposures 1s additional analysis of exposures into those that
are accounted for on-balance sheet (further analysed into those measured at amortised cost and those measured at fair value)
and those that are off-balance sheet
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Sovereign Debt (audited)

31 December 2011 Assets held at Amortised Cost Assets held at Fair Value
Central and Total at Central and Total at Total on Commitments
local Government amortised local Government fawr Balance and undrawn
governments™  guaranteed cost governments'" guaranteed value Sheet Asset faalities Total
£bn Ebn £bn £bn £bn £bn Ebn £bn £bn
Eurozone countries
France - - - - 01 01 01 - 01
Germany - - - - 01 01 01 - 01
- - - - 02 02 02 - 02
All other countnes
UK 180 - 180 10 52 62 242 - 242
us 70 - 70 01 01 71 - 71
Switzerland - - - 12 - 12 12 - 12
Japan - - - 06 - 06 06 - 06
Denmark - - - - 03 03 a3 - 03
Australia - - - - 01 01 01 - 01
250 - 250 29 56 85 335 - 335

(1) Excludes the exposure on margin given with respect to the Bank of England s Special Ligquidity Scherme
The Group has not recognised any impairment losses against sovereign debt which 1s held at amortised cost, as this sovereign

debt was all 1ssued by the UK or US Governments The Group has no exposures to credit default swaps {either written or
purchased) which are directly referenced to sovereign debt or other instruments that are directly referenced to sovereign debt

Other country risk exposures (audited)

31 December

201 Assets held at Amortised Cost Assets held at Fair Value
Total on
Other Other Balance Commitments
finangial financial Sheet and undrawn
Banks nsttubens  Retal Corporate Total Banks institutions Retall Corporate Total Asset faclites Total
£bn £bn £bn fbn £bn £fbn £bn £bn £bn £bn £bn £bn fbn
Eurozone ¢ountnes
Germany 01 - - 01 02 31 - - 01 32 34 - 34
France - - - 01 01 14 10 - - 24 25 02 27
Luxembourg - o4 . 06 10 - - - - - 10 - 10
The Netherlands 01 01 - o1 03 01 - - - 01 04 05 09
Spain 03 - 01 - 04 - - - - - 04 - 04
Ireland - - - 01 01 01 - - - 0 02 01 03
Italy 01 - - - 01 01 - - - 01 02 - 02
Belgiumn - - - - - 01 - - - 01 01 - 01
Portugal - - - 01 01 - - - - - 01 - 01
Other < £50m - - - - - - - - - - - - -
06 05 01 11 23 49 10 - 01 60 83 08 91
All other countnes
Ux 23 - 1747 241 2011 133 56 - 59 248 2259 321 2580
us - - 01 13 14 99 11 - - 110 124 - 124
Switzerland - - - 03 03 23 04 - - 27 30 02 32
Australia - - 01 03 04 a1 - - - 01 05 01 06
Canada - - - - - 05 - - - 05 05 - 05
Denmark - - - 01 01 a3 - - - 03 ca - 04
Japan - - - - - - 04 - - 04 04 - 04
Isle of Man - - 02 - 02 - - - - - 02 - 02
Lichtenstein - - - 02 02 - - - - - 02 - 02
Cayman Is - - - 01 01 - - - - - 01 - 01
China - - - 01 01 - - - - - 01 - 01
Jersey - - - 01 01 - - - - - 01 - 01
Liberia - - - 01 01 - - - - - 01 - 01
Norway - - - - - 01 - - - 01 01 - 01
Other < £50m - - 02 - 02 01 - - - 01 03 01 04
23 - 1753 267 2043 266 75 - 59 400 2443 325" 2768

(1) Of which £21 9bn s for Retail Banking and the remainder 1s for Corporate Banking

Comrritments and undrawn facihities principally consist of formal standby faciities and credit ines in the Group’s Retail Banking
and Corporate Banking operations Within Retall Banking, these represent credit card, mortgage and overdraft facilities Within
Corporate Banking, these represent standby loan faciities A summary of the key terms and a maturity analysis of formal standby
facilities, credit ines and other commitments are set out in Note 38 to the Consolidated Financial Statements

Maturity analyses of loans and advances to banks and customers, which represent almaost all of the Group's assets held
at amortised cost {(excluding cash and balances at central banks) by country are set out on pages 40 and 41
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Business and Financal Review

Balance Sheet Business Review continued

In addition, the Group enters into transactions with other Santander group companies In the ordinary course of business Such
transactions are undertaken in areas of business where the Group has a particular advantage or expertise and where Santander
group companies can offer commercial opportunities, substantially on the same terms as for comparable transactions with third
party counterparties These transactions also anse In support of the activities of or with larger multinational corporate chents and

financial institutions which may have relationships with a number of entities in the Banco Santander group

At 31 December 2011 and 2010, the Group had balances due fromAto) other Santander group companies as follows

31 December 2011

Banks Other financaal institutions Corporate Total
£bn £bn fhn £bn
Assets

- Spain 50 02 - 52
- Other < £50m - 01 - 01
50 03 - 53

Liabihities
- Spain (65) 02 - 67)
- Belgium - (06) - 08)
- Ireland - 02 - 02)
- UK - 21 - 21)
- Other < £50m - (©3) - {03)
(6 5} (34) - (s9)
31 December 2010 Banks Other financial institutions Corporate Total
£bn £bn £bn £bn

Assets

Spain 26 02 - 28

Liabulities
- Span (4 8) {05) (o 1) (54
- USA (03) - - (03)
- Ireland - (o)) - (02)
- Portugal (0 1) - - Q1)
- UK - {15) ()] (16)
{5 2) 22 02 (76)

The above balances with other Santander group companies at 31 December 2011 principally consisted of

>

Reverse repos of £2,071m (2010 £646m), all of which were collateralised by OECD Government (but not Spanish)
secunities The reverse repos were classified as “Loans and Advances to banks” in the balance sheet See Note 17 to the
Consolidated Finanoal Statements This was more than offset by repo liabilities of £3,082m (2010 £1,595m) with a
wider range of collateral being given See Note 29 "Deposits by banks’ to the Consolidated Financial Statements

Derwative assets of £2,710m (2010 £1,960m) subject to International Swaps and Derivatives Association ('ISDA’} Master
Agreements including the Credit Support Annex These balances were partially offset by dervative habilities of £2,179m
(2010 £1,526m) and cash collateral recewved, as described below These derwvatives are included in Note 15 to the
Consoldated Financial Statements

Cash collateral of £270m (2010 £12m) given in relation to dervatives futures contracts The cash coltateral was classified
as "Trading assets” In the balance sheet This was more than offset by cash collateral received in relation to other
dervatives of £67tm which was classified as “Trading labilities” in the balance sheet See Notes 14 and 31 to the
Consolidated Financial Statements

Floating rate notes of £123m (2010 £181m), which were classified within “Trading assets” and “Loan and recewvable
secunties” in the balance sheet See Notes 14 and 23 to the Consolidated Financial Statements

Asset-backed securiies of £51m (2010 £69m), which were classified as "Financial assets designated at far value” in the
balance sheet See Note 16 to the Consolidated Financial Statements

Deposits by customers of £531m (2010 £586m), which were classified as “Deposits by Customers” in the balance sheet
See Note 30 to the Consolidated Financial $tatements

Debt securittes in issue of £244m {2010 £167m), which were classified as “Debt Securities in Issue” in the balance sheet
See Note 33 to the Consolidated Financial Statements These balances represent holdings of debt secunties by the wider
Santander group as a result of market purchases and for hability management purposes

Other habilities of £464m (2010 £393m), principally represented dividends payable which were classified as “Other
Liabiltses” in the balance sheet See Note 35 to the Consolidated Financial Statements
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> Subordinated habilities of £2,697m {2010 £2,705m}, which were classified as “Subordinated Liabilitres” in the balance
sheet See Note 34 to the Consolidated Financial Statements These balances represent holdings of debt securities by the
wider Santander group as a result of market purchases and for liability management purpaoses

The above activities are conducted in a manner that appropriately manages the credit nsk arising against such other Santander
group companies within Imits acceptable to the UK Financial Services Authority The tables below further analyse the balances
with other Santander group companies at 31 December 2011 by type of financial instrument and country of the counterparty,
including the additional mitigating impact of collateral arrangements {which are not included in the summary tables above, as
they are accounted for off-balance sheet) and the resulting net credit exposures

(1) Spain
31 December 2011 Banks Cther finanaal institutions Cosporate Total
£bn £bn fbn £bn
Repurchase agreements
- Asset balance - reverse repo 21 - 21
- Impact of collateral held (off balance sheet) 21 - {21)
- Net repo asset - - -
- Liability balance - repo (25 - {25
- Impact of collateral given {off balance sheet) 27 - - 27
- Net repo 02 - - D02
Net repurchase agreement position 02 - - 02
Denvatives
- Derivative assets 27 - - 27
- Dernvative habilities {2 2) - - (22)
Cash collateral in relation to derivatives
- Cash collateral held 03 - - 03
- Cash collateral given 0 6) - - {0 &)
Net denvatives position 02 - - 02
Floating rate notes - 01 - 01
Asset-backed secunties - 01 - 01
Total assets, after the impact of collateral 04 02 - 06
Debt securities in 1ssue 01) {©1) - {02)
Other hablities (03) o1 - (04)
Subordinated habilities {0 9) - - (09)
Total habilities {13) (02) - (15}
{n) Belgium
31 December 2011 Banks  Other financal institutions Corporate Total
£bn £bn £bn £bn
Repurchase agreements
- Liability balance - repo - e - 06
- Impact of collateral given (off balance sheet) - 08 - o8
Net repurchase agreement position - 02 - 02
Total assets, after the impact of collateral - 02 - 02
(i) Ireland
31 December 2011 Banks Other financtal institutions Corporate Total
£bn £bn £bn £bn
Deposits by customers - (02) - (02)
Total liabilities - (02) - (02)
{iv) UK
31 December 2011 Banks  Other financal institutions Corporate Total
£bn £bn £fbn £bn
Deposits by customers - (03) - (03)
Subordinated habilities R (18) - (18)
Total habilittes - (21 - 21}
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DERIVATIVE ASSETS AND LIABILITIES

2011 2010 2009
£m fm £m
Assets

- held for trading 27,394 21,951 21,472
- held for fair value hedging 3,386 2426 1355
30,780 24,377 22,827

Liabiities
- held {or trading 27,787 20,390 16,775
- held for fair value hedging 1,393 2,015 2,188
29,180 22,405 18,963

Derwatives are held for trading or for nisk management purposes All derivatives are classified as held at fair value through profit
or loss For accounting purposes, the Group chooses to designate certain derwvatives as in a hedging relaticnship if they meet
specific criteria The main hedging dernvatives are interest rate and cross-currency swaps, which are used to hedge fixed-rate
lending and structured savings products and medium-term note 1ssuances, capital 1ssuances and other capital markets funding

Corporate Banking deals with commercial customers who wish to enter into derivative contracts Any market nsk
arising from such transactions 1s hedged by Markets Markets 1s responsible for implementing Group derivative hedging with the
external market together with its own trading actwities Further details about market rnisk are set out in the Risk Management
Report

A summary of the Group's derwvative activities, the related nisks associated with such actmities and the types of hedging
dervatives used i managing such risks, as well as notional amounts and assets and habiities analysed by contract type are
contained n Note 15 of the Consolidated Financial Statements

TANGIBLE FIXED ASSETS

2011 2010 2009

£m fm £m

Property, plant and equipment 1,596 1,705 1250
Capital expenditure incurred during the year 205 759 343

Details of capital expenditure contracted but not provided for in respect of tangible fixed assets are set out in Note 26 to the
Consolidated Financial Statements The Group had 1,570 property interests at 31 December 2011 (2010 1,554} The total
consisted of 401 freeholds (2010 401) and 1,169 operating lease interests (2010 1,153), occupying a total floor space of
558,501 square metres (2010 565,254 sguare metres)

The number of property interests 15 more than the number of individual properties as the Group has more than one
Interest 1n some properties The majonty of the Group’s property tnterests are retail branches Included in the above total are 31
properties (2010 33 properties} that were not occupied by the Group at 31 December 2011 Of the Group’s individual
properties, 1,241 are located in the UK (2010 1,247), 5 in Europe (2010 5) and 2 in the US (2010 2} There are no matenal
environmental 1ssues assocoated with the use of the above properties

The Group has 14 principal sites including 1ts headquariers They are used for its global business operations, including
Manufacturing, Human Resources, Retail, Corporate Banking, Markets, Telephone Sales and Servicing, Complaints handling,
Credit Card operations, Debt Management, Finance, Compliance, Marketing, and IT operations including Data Centres

Managerment believes its existing properties and those under construction, together with those 1t leases, are adequate
and sustable for its business as presently conducted and to meet future business needs All properties are adequately maintained

DEPOSITS BY BANKS!"

The balances below include deposits by banks that are classified in the balance sheet as trading habilities and financial hiabilities
designated at fair value

2011 2010 2009

£m fm £m

Year-end balance'™ 26,134 33,522 46,680
Average balance™ 33,628 37 626 34,597
Average interest rate® 079% 068% 164%

(1) The year-end deposits by banks balance includes non-interest beanng items in the course of transmission of £1 045m (2010 £1 274m 2009 £652m)
(2) Cakulated using monthly data

At 31 December 2011, deposits by foreign banks amounted to £7,912m (2010 £18,306m, 2009 £15,282m}
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The following tables set forth the average balances of deposits by banks by geography

Average year ended 31 December

2011 2010 2009

£m £m £m

UK 32,553 36,087 30,842
Non-UK 1,075 1,539 3755
33,628 37 626 34,597

DEPOSITS BY CUSTOMERS

The balances below include deposits by customers that are classified in the balance sheet as trading liabilities and financial
habilities designated at fair value

201 2010 2009

£m fm £m

Year-end balance 158,824 168,619 148,020
Average balance!” 165,871 155,612 155,623
Average interest rate™ 168% 159% 150%

(1) Calculated using monthly data
(2) Based on the year end balance

The following tables set forth the average balances of deposits by geography and customer type

Average year ended 31 December

2011 2010 2009
£m fm fm
UK

Retail demand deposits 70,887 73,367 73,060
Retall tme deposits 50,581 49,780 42 873
Wholesale deposits 33,241 24 002 32 587
154,709 147,149 148,520

Non-UK
Retall demand deposits 2,104 2,979 3170
Retal time deposits 6,566 4,914 3,724
Whalesale deposits 2,492 570 209
11,162 8,463 7 103
165,871 155,612 155,623

Retall demand and ume deposits are obtained either through the branch network, cahoot or remotely (such as postal accounts)
Retall demand and tme deposits are also obtaned outside the UK, principally through Abbey National International Limited They
are all interest beanng and interest rates are varied from time to time in respanse 1o competitive conditions

Demand deposits

Demand deposits consist of savings and current accounts Savings products comprise Individual Savings Accounts, instant saver
savings accounts, remote access accounts, such as those serviced by post, and a number of other accounts which allow the
customer a lmited number of notice-free withdrawals per year depending on the balance remaimning in the account These
accounts are treated as demand deposits because the entire account balance may be withdrawn on demand without penalty as
one of the notice-free withdrawals

Time deposits
Time deposits consist of notice accounts, which require customers to give notice of an intention to make a withdrawal, and bond
accounts, which have a mimimum deposit requirement In each of these accounts early withdrawal incurs an interest penalty

Wholesale deposits

Wholesale deposits are those which either are obtained through the money markets or for which interest rates are quoted on
request rather than being publicly advertised These deposits are of fixed matunty and bear interest rates that reflect the inter-
bank money market rates
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SHORT-TERM BORROWINGS

The Group includes short-term borrowings within deposits by banks, trading habilities, financial liabilities designated at fair value
and debt secunties in 1ssue and does not show short-term borrowings separately on the balance sheet Short-term borrowings
are defined by the US Securities and Exchange Commussion as amounts payable for short-term obligations that are US Federal
funds purchased and securities sold under repurchase agreements, commercial paper, borrowings from banks, borrowings from
factors or other financial institutions and any other short-term borrowings reflected on the Group’s balance sheet The Group’s
only significant short-term borrowings are securities sold under repurchase agreements, commercial paper, borrowings from
banks, negotiable certificates of deposit, and certan other debt securities in 1ssue  Additional information on short-term
borrowings 1s provided in the table below for each of the years ended 31 Decernber 2011, 2010 and 2009

2011 20%0 2009
£m £m £m

Secunttes sold under repurchase agreements
- Year-end balance 17.490 32,922 16,294
- Year-end interest rate 049% 029% 039%
- Average balance'” 30,551 28,414 22,963
- Average Interest rate™ 097% 064% 054%
- Maximum balance'” 36,842 32922 29816
Commeraal paper
- Year-end balance 6,908 5331 7,028
- Year-end Interest rate 2 56% 210% 183%
- Average balance'” 5,707 5,434 5,669
- Average nterest rate’” 207% 152% 164%
- Maximum balance'” 6,908 6,703 7 506
Borrowings from banks (Deposits by banks)?
- Year-end balance 3,141 8,202 10,570
- Year-end Interest rate 031% 070% 041%
- Average balance'” 3,368 10,038 10,908
- Average interest rate™ 0 29% 051% 072%
- Mawmum balance'" 4,177 12,211 12,739
Negotiable certificates of deposit
- Year-end balance 7.087 8925 9188
- Year-end interest rate 143% 131% 173%
- Average balance® 6.779 11,093 7.519
- Average Interest rate' 109% 141% 2 69%
- Magmum balancet” 8,083 14,694 9188
Other debt securities in issue
- Year-end balance 2,361 3,595 5,185
- Year-end interest rate 239% 164% 221%
- Average balance'” 2,827 6,023 4,133
- Average interest rate'” 199% 199% 2 69%
- Maximum balance' 3,413 7 269 7,265

{1) Calcutated using monthly data
(2) The year-end deposits by banks balance includes nen-interest beanng items in the course of transmussion of £1 045m {2010 £1,274m 2009 £652m)
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The Group issues commercial paper generally 1n dencrminations of not less than US$50,000, with matunties of up to 365 days
Commercial paper 15 1ssued by Abbey National Treasury Services plc and Abbey National North America LLC

Certificates of deposit and certain time deposits

The following table sets forth the maturiies of the Group’s certificates of deposit and other large whaolesale time deposits from
non-bank counterparties in excess of £50,000 {or the non-sterfing equivalent of £50,000) at 31 December 2011 A proportion of
the Group's retail time deposits also exceeds £50,000 at any given date, however, the ease of access and other terms of these
accounts means that they may nct have been in excess of £50,000 threughout 2011

Furthermore, the customers may withdraw their funds on demand upon payment of an interest penalty For these
reasons, no matunty analysis 1s presented for such deposits

in more than three tn meore than six
Hot more than months but not more months but not more In more than
three months than six months than one year one year Total
£m £m £m £m £m
Certificates of deposit

- UK 506 380 175 26 1,087
- Non-UK 4,280 662 485 574 6,001

Wholesale time deposits
- LUK 978 29 12 134 1,153
5,764 1,071 672 734 8,241

At 31 December 2011, an additional £12m (2010 £209m) of wholesale deposits were repayable on demand

DEBT SECURITIES IN ISSUE

The Group has 1ssued debt securities in a range of maturnities, interest rate structures and currenaes, for purposes of meeting
hgudity, funding and capital needs

2011 2030 2009

Note £m £m £m

Trading liabilities 3N 755 1,118 1,213
Financial habiiities designated at fair value 32 6,837 3,687 4,366
Debt securities in issue 33 52,651 51783 47,758
Subordinated habdities 34 6,499 6,372 6,949
66,742 52,960 60 286

Most of the debt securrties that the Group has issued are classified as “Debt secunties in i1ssue” in the balance sheet The
remaining debt secunties issued by the Group are classified separately in the balance sheet, either because they qualfy as
“Trading labihties” or were designated upon inttial recognition as “Financial habilities designated at fair value”, or there are key
differences in the legal terms of the securities, such as kguidation preferences, or subordination of the nghts of holders to the
nights of holders of certain other latulities (‘'Subordinated habilities’) Further information s set out in Notes 31 to 34 to the
Consolidated Financial Staternents

RETIREMENT BENEFIT ASSETS AND OBLIGATIONS

2011 2010 2009

£m fm £m

Retirement benefit assets 241 - -
Retsrement benefit obligations {216) {173 (1070)

The Group operates a number of defined contribution and defined benefit pension schemes, and post retirement medical benefit
plans Detalled disclosures of the Group's retirement benefit assets and obligations are contained in Note 37 to the Consolidated

Financial Statements
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CONTRACTUAL OBLIGATIONS

The amounts and maturities of contractual obhgations in respect of guarantees are descnbed in Note 38 to the Consolidated
Financial Statements QOther contractuai obhigations are

Payments due by penod

Total  Less than 1 year 1-3 years 3-5years Over 5 years

£m fm fm £m £m

Deposits by banks 26,134 19,550 2,832 3162 150
Deposits by custorners - repos'™ 5,519 5519 - - -
Deposits by customers - other™ 153,305 138,819 11,562 2,481 443
Dervative financial instruments 29,180 2,062 3,966 2,850 20,302
Debt secunties in 1ssue™® 60,243 10,898 10,216 7225 31,904
Subordinated habtlities 6,499 - - - B 499
Retirement benefit obligations 216 6 i3 i4 183
Operating lease obligations 572 a3 137 118 234
Purchase obligations 628 452 84 46 46
Total 282,296 177,829 28,810 15,896 58,761

(1) Secursties sold under repurchase agreements
(2) Includes deposits by banks and deposits by customers that are classified In the balance sheet as trading habilihes
{3) Includes debt securities in 1ssue that are classified in the balance sheet as trading labilities and financial habihties desigrrated at fair value

As the above table 1s based on contractual maturities, no account s taken of call features related to Subordinated habilities The
repayment terms of the debt securities may be accelerated in line with the covenants contained within the mdmdual loan
agreements Details of deposits by banks and deposits by customers can be found 1n Notes 29 and 30 to the Consolidated
Financial Statements The Group has entered into outsourcing contracts where, in some circumstances, there 1S no minimum
specified spending requirement In these cases, anticipated spending volumes have been included within purchase obligations

Under current conditions, the Group’s working caprtal 1s expected to be sufficient for its present requirements and to
pursue 1ts planned business strategies

OFF-BALANCE SHEET ARRANGEMENTS

In the ordinary course of business, the Group issues guarantees on behalf of customers The significant types of guarantees are

> Prior to 30 June 2011, 1t was customary for the UK banks to 1ssue cheque guarantee cards to current account customers
holding chequebocks, as historically retailers did not generally accept cheques without such form of guarantee In order
for the guarantee to be effective, the retailer had to see the cheque guarantee card at the time the purchase was made
The i1ssuing bank was liable to honour these cheques even where the customer did not have sufficent funds in his or her
acceunt The 1issuing bank’s guarantee hability was in theary the number of cheques written and deposited with retailers
multiplied by the amount guaranteed per cheque, which could be between £50 and £100 In practice most customers
only wrote cheques when they had funds in their account to meet the cheque, and cheqgues were frequently presented
without the benefit of the cheque guarantee

Followtng years of dechning cheque usage, extensive research and reducing acceptance amongst retailers, in
2009 the UK Payments Council agreed to a UK industry-wide withdrawal of the UK Cheque Guarantee Scheme from 30
June 2011 In line with this announcement, we have phased out cheque guarantee cards on replacement cards and
card renewals Customers can continue to use unguaranteed cheques, and cheque books will continue to be available
In the usual way
As a result, the Group’s guarantee exposure will reduce as new cards are 1ssued without the guarantee logo,

meaning that the Group will no longer be liable to honour cheques where the customer does not have sufficient funds
in hss or her account On this basis, management have assessed the nsk with respect to this guarantee as highly remote
and decreasing We consider the risk of loss as part of the impairment loss allowance requirement on bank accounts

> Standby letters of credit also represent the taking on of credit on behalf of customers when actual funding 15 not
required, normally because a third party 1s not prepared to accept the credit nsk of the Group’s customer These are also
included in the normal impairment loss allowance assessment alongside other forms of credit exposure

> The Group, as s normal in such actvity, gives representations, mdemnities and warranties on the sale of subsicianes,
businesses and other assets The maximum potential amount of any claims made agamnst these 15 usually significantly
higher than actual settlements Provisions are made with respect to management's best estimate of the likely outcome,
either at the time of sale, or subsequently if additional information becomes available

Further information regarding off-balance sheet arrangements can be found in the “Financial Instruments of Special Interest”
section of the Risk Management Report on page 135 See Note 38 to the Consolidated Financial Statements for additional
information regarding the Group's guarantees, commitments and contingencies In the ordinary course of business, the Group
also enters 1nto securitisation transactions as descnbed in Note 19 to the Conselidated Financial Statements The securitisation
companies are consolidated and the assets continue to be adrministered by the Group The securitisation companies provide the
Group with an important source of long-term funding
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CAPITAL MANAGEMENT AND RESOURCES

Capital management and capital allocation

The Group adopts a centralised capital management approach, based on an assessment of both regulatory requirements and the
economic capital impacts of our businesses Detais of the Group’s objectives, policies and processes for managing capital,
including the group capital table, can be found in Note 48 to the Consolidated Financial Statements

Capital and nsk management disclosures required by Pillar 3

Banco Santander, S A 1s supervised by the Banco de Esparia on a consolidated basis The Group has applied Banco Santander’s
approach to capital measurement and nsk management i 1its implementation of Basel I As a result, the Group has been
classified as a sigmificant sub-group of Banco Santander, S A at 31 December 2011 The relevant Piilar 3 disclosure requirements
for the Group are set out below Further information on the Basel Il sk measurement of the Group’s exposures 15 included in
Banco Santander, S A s Pillar 3 report

Scope of the Group’s capital adequacy
Santander UK plc and its subsidianies are a UK banking group effectively subject to two tiers of supervision Santander UK 15
subject to prudential supervision by both the FSA (as a UK authonsed bank) and the Banco de Espana (the Bank of Spain) (as a
member of the Santander group) As an FSA regulated entity, Santander UK 1s expected to satisfy the FSA hguidity and capital
requirements on a standalone basis Similarly, Santander UK must demonstrate to the FSA that it can withstand hquidity and
capital stress tests without parental support Reinforcing the corporate governance framework adopted by Santander UK, the
FSA exercises oversight through its rules and regulations on the Santander UK Board and sentor management appointments

The basis of consolidation for prudential purposes is the same as the basis of consolidation for financial statement
purposes Consequently, the results of significant subsidianes regulated by the FSA are included in the Group’s capital adequacy
disclosures Capital transferability between the Group’s subsidianes s managed in accordance with the Group's corporate
purpose and strategy, its nsk and capital management policies and with regard to UK legal and regulatory requirements There
are no other current or foreseen matenal practicat or legal iImpediments to the prompt transfer of capital resources or repayment
of habilities when due between the Company and its subsidiaries and associates

Regulatory capital resources

The table below analyses the composition of the Group's regulatory capital resources The calculations reflect the amounts
prepared on a basis consistent with the Group's regulatory filings

Note 2011 2010
£m £m
Shareholders’ equity
Shareholders equity per consolidated balance sheet 12,666 12,274
Preference shares 39 (597) (597)
Other equity instruments 39 (297) (297)
11,772 11 380
Regulatory adjustments
Own credit (70) (21}
Defined benefit pensicn adjustment (216) (221)
Unrealised profits on available-for-sale securities (9) {10}
(295) (252}
Core Tier 1 deductions
Goodwill and intangible assets (2,225) {2,265)
50% excess of expected losses over impairment {net of tax) (353) (274)
50% of secuntisation positions (38) (93)
(2,616} (2,632)
Core Tier 1 capatal 8.861 8,496
Other Tier 1 capital
Preference shares 860 845
Innovativeshybnd Tier 1 secunties 1,659 1,463
50% tax benefit on excess of expected losses over impairment 118 86
2,637 2,394
Total Tier 1 capital 11,498 10,890
Qualifying Tier 2 capital
Undated subordinated debt 34 2,250 2151
Dated subordinated debt 2,738 2,570
Unrealised gains on available-for-sale secunties 9 10
4,997 4,731
Tier 2 deductions
50% of securitisation positions {38) (93)
50% excess of expected losses over impairment {gross of tax) (470} (360}
(508) (453)
Total regulatory capital 15,987 15 168
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The Group’s Core Tier 1 capital consists of shareholders” equity at 31 December 2011 and 2010 after adjustment to comply with
the FSA's rules For capital management purposes and in accordance with the FSA's rules, Innovative Tier 1 capital instruments
are treated as Tier 1 capital The FSA’'s capnial geaning rules restrict the amount of Innovative Tier 1 capital included in Tier 1
capital to 15% of Core Tier 1 capntal after deductions The excess 1s classified as Tier 2

Total regulatory capital consists of

Shareholders’ equity

The Group’s shareholders’ equity at 31 December 2011 was £12,666m (2010 £12,274m) as per the Consolidated Balance
Sheet Preference Shares of £597m (2010 £597m) deducted from shareholders’ equity consist of the £300m fixedfloating rate
non-cumulative callable preference shares and the £300m Step-up Callable Perpetual Preferred Secunties These are included
within Other Tier 1 capital preference shares and Innovatwe/hybnd Tier 1 Instruments, respectively, as described below Other
equity instruments of £297m (2010 £297m) deducted from shareholders’ equity conssst of the £300m Step-up callable Perpetual
Reserve Capital Instruments

Regulatory adjustments

The Group’s own credit adjustment of £70m (2010 £21m) relates to changes in habilities designated at fair value through profit
or loss resulting from changes in the Group's own credit nisk Valuation adjustments relating to habilities designated at fair value
through profit or loss which are not attnbutable to changes in benchmark interest rates are excluded from regulatory capital
resources The defined benefit pension adjustment of £216m (2010 £221m) removes the pension surplus calcutated in
accordance with IFRS and replaces 1t, in the Group's regulatory fiings, with the next five years’ contributions

Core Tier 1 deductions

Goodwill and Intangible assets of £2,225m (2010 £2,265m) deducted from Core Tier 1 capital represent goodwill ansing on the
acquisition of businesses and certain capitalised computer software costs The regulatory value of goodwill and intangible assets
deducted 1s different from the accounting value in Note 25 to the Consolidated Financial Statements as certain regulatory
adjustments are made During 2011 and 2010, accounting valuation adjustments to Tier 1 and Tier 2 instruments (see below)
were also included in capital as permitted in accordance with FSA rules The Group has elected to deduct certain securtisation
positions of £38m (2010 £93m) from Tier 1 capital and of £38m (2010 £93m) from Tier 2 capital rather than treat these
exposures as a risk weighted asset The excess expected losses deduction of £353m (2010 £274m) net of tax from Tier 1 capital
and of £470m (2010 £360m) gross of tax from Tier 2 capnal represents the difference between expected loss calculated in
accordance with the Group’s Retall Internal Rating-Based ('IRB’) and Advanced Internal Rating-Based (‘AIRB’} models, and the
impairment loss allowances calculated in accordance with IFRS The Groug's accounting policy for impairment loss allowances s
set out In Note 1 to the Consolidated Finanaial Statements Expected losses are calculated using nsk parameters based on either
through-the-cycle, or economic downturn estimates, and are subject to conservatism due to the imposition of regulatory floors
They are therefore currently higher than the impairment loss allowances under IFRS which only reflect losses incurred at the
halance sheet date

Other Tier 1 capital
Preference Shares of £860m {2010 £845m) within Other Tier 1 capital conssst of the £325m Sterling Preference Shares, the
£175m FixedFloating Rate Tier One Preferred Income Capital Secunties and the £300m fixedfloating rate non-cumulative
callable preference shares Detalls of these instruments are set out in Notes 34 and 39 to the Consolidated Financial Statements
tnnovativehybnd Tier 1 Instrements of £1,659m (2010 £1,463m) within Other Tier 1 capital consist of the US$1,000m
Non-Cumulative Trust Preferred Secunties, £300m Step-up Callable Perpetual Reserve Capital Instruments and the £300m Step
Up Callable Perpetual Preferred Securities Detalls of these instruments are set out in Notes 34 and 39 to the Consolidated
Financial Statements

Qualifying Tier 2 capital

Detalls of the undated subordinated debt issues of £2,250m (2010 £2,151m} and the dated subordinated debt issues of
£2,738m (2010 £2,570m) that meet the FSA's definition of Tier 2 capital are set out in Note 34 to the Consolidated Financial
Statements In accordance with the FSA’s rules, in the last five years to matunty, dated subordinated debt 1ssues are amortised
on a straight line basis

Tier 2 deductions
During 2011 and 2010, accounting valuation adjustments to Tier 1 and Tier 2 instruments were also icluded in capital as
permitted in accordance with FSA rules, as described in "Core Tier 1 deductions” above

Risk weighted assets

The tables below analyse the composition of the Group's risk weighted assets The calculations reflect the amounts prepared on
a basis consistent with the Group's regulatory filings
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2011 2010

Risk weighted assets by nisk £m £m
Credit risk 64,167 60 963
Counterparty risk 2,226 1,488
Market nisk 2,813 3,462
Operational nsk 8,249 7.650
Total nsk weighted assets 77.455 73 563
2011 2010

Risk weighted assets by division £bn £bn
Retail Banking 401 381
Corporate Banking 249 231
Markets 57 52
Group Infrastructure 68 72
Total nsk weighted assets 775 736

The Group apphes Basel Il to the calculation of its capital requirement In addition, the Group apphes the Retail IRB and AIRB
approaches to its credit portfolios See the “Operational Risk” section of the Risk Management Report on page 128 for
dhscussion of future regulatory changes, including Basel Ill Residential lending capital resources requirements include securitised
residential mortgages In 2011, although core business volumes increased, these increases were offset by de-leveraging of certain
legacy portfolios in run-off

Key capital ratios

The catculations of Group capital are prepared on a basis consistent with the Group's regulatory filings Ratios are calculated by
taking the relevant capital resources as a percentage of risk weighted assets
The table below summarises the Group’s capital ratios

2011 2010
% %
Core Tier 3 114 115
Tier 1 148 148
Total capital 206 206
Movements in Core Tier 1 capital
Movements in Core Tier 1 capital during 2011 and 2010 were as follows
2011 2010
£m fm
Opening Cere Tier 1 capital 8,496 4,579
Contribution to Core Tier 1 capital from profit for the year
- Consolidated profits attributable to shareholders of the Company 903 1,544
- Other comprehensive income for the year (37) 25
- Tax on comprehensive income 9 {9
- Rermoval of own credit spread (net of tax) (49) )
Net dividends (482) (815}
Decreasefincrease) In goodwill and intangible assets deducted 40 (724)
Ordinary shares i1ssued
- Share capital - 693
- Share premium - 3,763
Pensions 5 (438)
Other
- Decrease/{increase} in securitisation positions 55 (18)
- {Increase)/decrease In expected losses (79) 51
- Acquisition of non-controlling interest - (153
Closing Core Tier 1 capital 8,861 8,436

The changes in the Group's Core Tier 1 capital reflect movements in ordinary share capstal, share premium and audited profits
for the years ended 31 December 2011 and 2010 after adjustment to comply with the FSA's rules Santander UK cornplied with
the FSA's capital adequacy requiremnents duning 2011 and 2010

During 2011, Core Tier 1 capital increased by £365m to £8,861m (2010 £8,496m) This increase was largely due to
audited profits for the year of £903m net of dwidends declared of £482m Dunng 2010, Core Tier 1 capital increased by
£3,917m to £8,496m This increase was largely due to ordinary share capital 1ssued during the year amounting to £693m with a
share premium of £3,763m and audited profits attnibutable to shareholders of the Company for the year of £1,544m This
increase was partially offset by dwdends declared of £815m and an mcrease in goodwiil and intangible assets of £724m
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FUNDING AND LIQUIDITY

The Board 1s responsible for the Group’s iquidity risk management and control framework and has approved key hguidity imits
In setting the Greup's iquidity nisk appetite Alorg with its internal Liquidity Risk Manuat, which sets out the hquidity risk control
framework and policy, the Group abides by the “Sound Practices for Managing Liquidity In Banking Orgarusations” set out by
the Basel Committee as 1ts standard for iquidity risk management and control The Group also complies with the FSA's hquidity
requirements, and has appropnate liquidity controls in place Liquidity risk 1s the potential that, although remaining in operation,
the Group does not have sufficient iguid financial resources to enable #t to meet its obligations as they fall due, or can secure
themn only at excessive cost In the Group's opinion, working capitat is sufficent for its present requirements

Under the subsidiary model, Santander UK primanly generates funding and liquidity through UK retall and corporate
deposits, as well as in the financial markets through its own debt programmes and facilities to support its business actwities and
hquidity requirements It does this in reliance on the strength of its balance sheet and profitability and s own network of
investors It does not rely on a guaraniee from Banco Santander, S A or any other member of the Santander group to generate
this funding or lquidity Santander UK does not raise funds to finance other members of the Santander group or guarantee the
debts of other members of the Santander group (other than certain of Santander UK plc's own subsidianes} As an FSA regulated
entity, Santander UK 1s expected 10 satisfy the FSA liguidity and caprtal requirements on a standalone basis Similarly, Santander
UK must demonstrate to the FSA that it can withstand hquidity and capitat stress tests without parental support

See the "Funding and Liquidity Risk” section of the Risk Management Report for more information

Sources of funding and liquidity

The Group 1s primanly funded by retail deposits This, together with corporate deposits, forms s commercial bank franchise,
which attracts deposits through a variety of entities More than three quarters of commercial bank customer lending 1s financed
by commercial bank customer deposits The retail sources primarily originate from the Retail Banking savings business Although
largely callable, these funds provide a stable and predictable core of funding due to the nature of the retal accounts and the
breadth of personal customer relationships Addiienally, the Group has a strong wholesale funding base, which 1s diversified
across product types and geography Through the wholesale markets, the Group has active relationships with more than 500
counterparties across a range of sectors, including banks, central banks, other financial instrtutions, corporates and investment
funds Other sources of funding include collateralised borrowings, mortgage securitisations and long-term debt ssuance While
there 15 no certainty regarding hines of credit extended to the Group, they are actvely managed as part of the ongoing business
No committed lines of credit have been purchased as such arrangements are not common practice In the European banking
industry Short-term funding 1s accessed through money market instruments, including time deposits, certificates of deposit and
commercial paper Medwm to long-term funding 15 accessed primarily through the Group's eurc medium-term note
programmes The major debt 1ssuance programmes are managed by Abbey Matienal Treasury Services ptc on rts own behalf
(except for the US commercial paper programme, which 1s managed by Abbey National North America LLC, a guaranteed
subsidiary of the Company) and are set out in Note 33 to the Consolidated Financial Statements

The ability to sell assets guickly 15 also an important source of liquidity for the Group The Group holds marketable
investment securities, such as central bank, eligible government and other debt securities, which could be disposed of, either by
entering into sale and repurchase agreements, or by being sold to provide additional funding should the need anse The Group
also makes use of asset securitisation and covered bond arrangements to provide alternative funding sources

Within the framework of prudent funding and liquidity management, the Group manages 1ts commercial banking
actmvities to minimise hguidity risk Dunng 2011, the Group's loan-to-deposit ratio increased by six percentage points to 138%
{2010 132%), largely due to the managed outflow of rate-sensitive deposits in the second half of 2011 given uncompetitive
pricing Medium-term funding issuances of £25bn strengthened the balance sheet position, offsetting the deposit outflow while
protecting profitabiity On 3 August 2010, Banco Santander § A, through a wholly-owned Spanish-based subsidiary Santusa
Holding, 5L, injected £4,456m of equity capital into Santander UK plc The capital was used to support the reorganisation of
certain Banco Santander, S A group companies in the UK and will be used to support further growth

Securitisation of assets and covered bonds
The Group has provided pnme retall mortgage-backed securitised products to a diverse investor base through its mortgage-
backed funding programmes Funding has historically been raised via mortgage-backed notes, both 1ssued to third partres and
retained (the latter being central bank eligible collateral, both via the Bank of England's Special Liquidity Scheme facility and for
contingent funding purpases in other Bank of England, Swiss Mational Bank, and US Federal Reserve facilities) The Group has
also established a covered bond programme, whereby securities are issued to investors and are secured by a pool of ning-fenced
residential mortgages

The Group remains a consistent 1ssuer in a number of secured funding markets, in particular securttisations and covered
bonds The Group’s level of encumbrance ansing from external issuance of securitisations and covered bonds increased shghtly in
2011 reflecting the Group’s strategy to utilise this form of term funding in place of shorter-term wholesale funding

At 31 December 2011, total notes issued externally from secured programmes (securitisations and covered bonds)
increased to £41,007m (2010 £30,355m), reflecting gross issuance of £17 1bn 1n 2011 At 31 December 2011, a total of
£46,111m (2010 £49,852m) of notes issued under securitisation and covered bond programmes had also been retained
internally, a proportion of which had been used as collateral for raising funds wia third party bilateral secured funding
transactions, which totalled £6 6bn at 31 December 2011, or for creating collateral which could 1n the future be used for
hquidity purposes
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it 15 expected that 1ssues to third parties and retained issuances will together represent a similar proportion of the Group's overall
funding in 2012 and 2013 In January and February 2012, the Group raised approximately £4 7bn through further ssuances
under its secuntisation and covered bond programmes

Bank of England Specal Liquidity Scheme

Along with other major UK banks and building societies, the Company participated in the Bank of England's Special Liquidity
Scheme whereby it exchanged seif-subscnibed-for asset-backed securnity 1ssuances for highly hquid Treasury Bills All major UK
banks and building societies were required to participate as part of the measures designed to imgrove the hquidity position of the
UK banking system in general Under the terms of the scheme the extent of usage s confidential The remaiming balances
outstanding under the Special Liguidity Scheme were repaid in January 2012 The Company did not participate in other voluntary
UK Government backed schemes, namely the Credit Guarantee Scheme and the Asset Purchase Scheme

Uses of funding and liquidity

The principal uses of hquidity for the Group are the funding of the lending of Retail Banking and Corporate Banking, payment of
interest expenses, dividends paid to shareholders, the repayment of debt and consideration for business combinations The
Group’s ability to pay dwvidends depends on a number of factors, including the Group's regulatory capital requirements,
distnbutable reserves and financial performance

Current market conditions

Wholesale market funding conditions remained volatile through the year From the Group's perspective, although short-term
unsecured money-market funding remained avallable, the Group moved towards more medium-term funding, reduang reliance
on the shori-term money markets and ssuing more medium-term funding in 2011 than in recent years However, spreads
continued to remain significantly above historical levels for both secured and unsecured issues These markets have traditionally
heen important sources of funding and continue to be so

During 2011, the Group issued £25bn of medium-term paper enabling it to comfortably meet day-to-day funding
requirements

For further information on quidity, including its nsk management and developments during the year, see the “Funding
and Liguidity Risk” secticn in the Risk Management Report on page 123

Cash flows
2011 2010 2009
£m £m fm
Net cash {outflow)/inflow from operating activities {7,052) 11,384 2,929
Net cash {outflow)/inflow from investing activities {104) (1,324) 1,433
Net cash inflowsloutflow) from financing actvities 4,947 8935 (4,621)
{Decrease)/increase in cash and cash equivalents (2,209) 18,995 (259)

For the year ended 31 December 2011, cash and cash equivalents decreased by £2,209m (2010 ncreased by £18,995m, 2009
decreased by £259m) The following discussion hightights the major activities and transactions that affected the Group's cash
flows during 2011, 2010 and 2009

In 2011, the net cash outflow from operating actvities of £7,052m resulted from the Group’s lending activities,
prinaipally corporate lending (particularly SMEs), offset by the continued de-leveraging process of legacy portfolios in run-off
Durning 2010, the increase resulted from the Group’s lending activities and the continued de-leveraging process which saw
significant disposals and matunities in the Treasury asset portfolio as well as the sale of the majonty of the Group's holdings of
AAA-rated prime mortgage-backed secunties During 2009, customer deposits exceeded net lending as a conseguence of an
increase in customer confidence

in 2011, the net cash outflow from investing activities of £104m resulted from the net outflow of £304m from the
purchase and sale of property, plant and equipment and intangible assets, offset by the inflow of £76m from the disposal of
subsidianes and £124m from the redemption of debt securities In 2010, the net cash outflow from investing actmities of
£1,324m resulted from the acquisition and disposal of subsidiaries of £1,168m and the net outflow of £782rn from the purchase
and sale of property, plant and equipment and intangible assets offset by the net inflow of £626m from the purchase, sale and
redemption of debt secunities In 2009, the net inflow from investing actvities of £1,433m reflected the cash ansing from the
sale and redemption of debt securities Due to ongoing market volatiity only a portion of the cash generated was used to
acquire new debt securities during the year

in 2011, the net cash inflow from finanaing activities of £4,947m reflected new i1ssues of loan capital of £48,449m
offset by repayments of loan caprtal maturing 1in the year of £43,071m In 2010, the net cash inflow from finanaing actwities of
£8,935m reflected new issues of loan capital of £21,409m offset by repayments of loan capital maturing in the year of
£15,973m and the receipt of £4,456m from the injection of addiwonal equity capital iInto the Company In 2008, the net outflow
from financing actvities of £4,621m reflected the repayment of loan caprtal that matured during the year, which was partially
offset by new issues of loan capital
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In 2011, cash and cash equivalents decreased by £2,209m, principally due to the increase from the Group’s lending activities
offset by the continued de-leveraging process of legacy portfolios in run-off and i1ssuing of new loan capital In 2010, cash and
cash equivalents increased by £18,995m, principally due to the Group holding significantly mare high quality hquid assets in
response to new UK regulatory requirements In 2009, net cash and cash equivalents decreased by £259m, largely reflecting cash
dividends on ordinary shares paid during the year

Cash Flows from Operating Activities
For the years ended 31 December 2011, 2010 and 2009, net cash {outflow)inflow from operating actmities was (£7,052m),
£11,384m, and £2,929m, respectively The Group’s operating assets and lhabilties support the Group's lending activities,
inclucing the ongmation of mortgages and unsecured personal leans During 2011, the increase from the Group’s lending
actvities, principally corporate lending (particularly SMEs), offset by the contmued de-leveraging process of legacy portfolios in
run-off contnibuted to the majonity of the cash outflow from operating actvities

Dunng 2010, the Group continued 1ts de-leveraging process which saw significant disposals and maturities in the
Treasury asset portfolio as well as the sale of the majonty of the Group’s holdings of AAA-rated prime mortgage-backed
secunties

During 2009, customer depostts exceeded net tending In 2009, the net cash inflow related largely to an ncrease n
deposits by banks and deposits by customers Our stalulity in the environment which contributed to an increase in customer
confidence resulted in the increase in deposits by banks and customer accounts The UK Government's efforts on quantitative
easing and reduced actwity In Markets also contnibuted to this increase This increase was partially offset by a substantial adverse
foreign exchange movernent which ss a consequence of sterling weakening aganst foreign currencies

The amount and timing of cash flows related to the Group’s operating actvities may vary significantly in the normal
course of business as a result of market conditions and trading strategies in the short term markets business of Markets

Cash Flows from Investing Activities
The Group's Investing activities pnmarnly involve the acquisition and disposal of businesses, and the purchase and sale of
property, plant and equipment and intangible assets

In 2011, there was a net cash outflow from investing actwities of £104m This outflow principally arose from the
purchases of property, plant and equipment and intangible assets totaling £397m Of this amount, £55m was spent on
additions to the Group's property portfolio, £192m was invested in the Group's [T platform, £86m on other office equipment
and furmiture and £64m on operating lease assets The additions to the Group's property pertfolio were principally both head
office and branch refurbishments These cutflows were partly offset by the cash received from the disposal of subsidianes of
£76m and the sale of avalable-for-sale securities of £124m and tangible fixed assets of £93m

In 2010, there was a net cash outflow of £1,324m from investing actvities This outflow principally arose from the
acquisition of Santander Cards and Santander Consumer (of which the group already held 49 9%, businesses and Santander PB
UK (Holdings) Limited and its subsidharies {of which the Group already held 51% of Santander Private Banking UK Limited) In
addition cash of £873m was used to fund the additions to property, plant and equipment and intangible assets Of this amount,
£556m was spent on additions to the Group's property portfolio, £240m was nvested In the Group’s proprietary IT platform
including software development of £114m, £45m of other office equipment and furniture and £32m on operating lease assets
The additions to the Group’s property portfolio were principally the acquisition of retail branches that the Group had previously
leased (See Note 26 to the Consolidated Financial Statements for further details) These outflows were partly offset by the sale of
the available-for-sale securities in order to partly fund the significant contributions made to the pension deficit dunng the year

In 2009, net cash of £1,433m was generated by nvesting activities, pnmanly as a result of proceeds of £3,004m in
respect of avalable-for-sale secunties that were sold or matured during the year In line with the Group's strategy to reduce
balance sheet assets in light of prevaling market conditions at that time, only part of the above cash inflows was used to
purchase new securities In an amount of £1,133m

Cash of £463m was used during 2009 to fund the acquisition of property, plant and equipment and intangible assets
Of the £463m invested, £120m was invested in furniture and fittings for the Retail Banking branch network as part of branch
refurbishments, a further £120m was invested in the conunuing development of Partenon, the Group’s proprietary IT platform,
£115m was used to acquire the head office bullding in London which had previously been leased, and £81m represented the
purchase of operating lease assets

Cash Flows from Financing Activities
The Group's finanaing actvities reflect transactions invalving the issuance and repayment of long-term debt, and the issuance of,
and payment of dwvidends on, the Company’s shares

In 2011, there was a net inflow of £5,378m in loan capital New issues (principally through mortgage-backed secunties
and covered bonds) totalled £48,449m with repayments of £43,071m Dwidends of £375m were paid during the year on the
ordinary share capital

In 2010, Banco Santander, S A through a Spanish-based subsidiary Santusa Holding, S L, injected £4,456m of equity
capttal into the Company in addition, there was a net inflow of £5,436m in loan capital New issues (pninaipally through
mortgage backed secunties and covered bonds) totalled £21,409m with repayments of £15,973m Dwmdends of £900m were
paid during the year on the ordinary share caprtal

In 2009, net cash outflow from financing activiies was £4,621m, principally due to repayment of loan capital There
were new issues for £1,556m of long-term debt (specifically mortgage covered bonds) in 2009 In addition, £225m of dividends
on ordinary shares were paid
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INTEREST RATE SENSITIVITY

Interest rate sensitvity refers to the relationship between interest rates and net interest income resulting from the periodic
repricing of assets and habilities The largest administered rate items in the Group’s balance sheet are residental mortgages and
retal deposits, the majority of which bear interest at vanable rates The Group 1s able to mitigate the impact of interest rate
movements on net interest income n Retaill Banking by repricing separately the varable rate morigages and vanable rate retail
deposits, subject to competitive pressures

The Group also offers fixed-rate mortgages and savings products on whch the interest rate paid by or to the customer
i1s fixed for an agreed period of time at the start of the contract The Group manages the margin on fixed-rate products by the
use of dervatives matching the fixed-rate profiles The rnsk of prepayment 15 reduced by mposing early termination charges If the
customers terminate therr contracts early

The Group seeks to manage the risks associated with movements in interest rates as part of its management of the
overall non-trading posrtion This is done within hmits as described in the Risk Management Report beginming on page 62

Changes in net interest income - volume and rate analysis

The following table allocates changes in interest income, interest expense and net interest income between changes i volume
and changes in rate for the Group for the years ended 31 December 2011, 2010 and 2009 Volume and rate vanances have
been calculated on the movement in the average balances and the change in the interest rates on average interest-earning assets
and average interest-bearing habilittes The vanance caused by changes in both volume and rate has been allocated to rate
changes

2011/2010 201072008
Total Changes due to Total Changes due to
change increase/{decrease) in change increaseAdecrease) in
Volume Rate Volume Rate
£m £m £m fm £m £fm
Interest income
Loans and advances to banks
- UK (49) (3) (46) - 37 (37
- Non-UK 15 21 {6) (1 84 (85)
Loans and advances to customers
- UK 627 292 3135 (23) 277 {300)
- Nen-UK n - 4] {n (n -
Other interest earning financial assets
- UK (21} (64) 43 (246} (154) (92)
Total interest income
- UK 557 225 332 (269) 160 {429)
- Non-UK 14 21 {(7) {2) a3 (85)
571 246 325 (271) 243 (514)
Interest expense
Deposits by banks
S UK 77 88 (n (279) (120 {159)
- Non-UK 4 4 - - - -
Deposits by customers - retall demand deposits
- UK 96 (39) 135 201 4 197
- Non-UK {21) (22) 1 4 4y 18
Deposits by customers - retail time deposits
- UK 14 15 (1) 2 151 (149)
- Non-UK 64 33 N 22 24 (2)
Deposits by customers - wholesale deposits
- UK 134 18 116 (71} 94 {165)
Subordinated debt
- UK (63) (21} (42) (7 (16) 9
- Non-UK 1 (2) 3 2 - 2
Debt securities in 1ssue
- UK 349 93 256 (554} 51 (503)
- Non-UK {15) (26) " S 17 (8)
Other interest-bearing liabilities
- UK {85) (84) (1) {12} 10 {22)
Total interest expense
- UK 522 70 452 (720) 72 (792)
- Non-UK 33 (13) 46 a7 37 10
555 57 498 {673) 109 {782)
Net interest income 16 189 (173) 402 134 268
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AVERAGE BALANCE SHEET "@

As year-end statements may not be representative of the Group’s actvity throughout the year, average balance sheets for the
Group are presented below The average balance sheets summarnise the significant categones of assets and liabilities, together
with average interest rates

2011 2010 2009
Average Average Average Average Average Average
balance Interest rate balance interest rate balance Interest rate
im £fm % fm fm % fm £m %
Assets
Loans and advances to banks
- UK 19,144 91 048 19 561 140 Q072 15,477 140 09
- Non-UK 10,791 29 027 4,345 i4 Q32 646 15 232
Loans and advances to customers ™
- UK 198,416 7,425 374 190,239 6,798 357 182,800 6,821 373
- Non-UK 10 - 392 12 1 833 18 2 11N
Debt securities
- UK 2,129 73 343 6,656 94 141 12,141 340 280
Total average interest-earning assets 230,490 7.618 33 220,813 7.047 319 211,082 7.318 347
interest iIncome
Impairment loss allowances (1,639) - - {1,526) - B {1,464) . -
Trading busmess 36,205 - - 28,593 - - 27,586 - -
Assets designated at fair value through 5.801 - - 8,171 - - 12,278 - -
profit and loss
Qther non-interest-earning assets 37,763 - - 39,708 - - 36,729 - -
Total average assets 308,620 - - 295,759 - - 286 211 - -
Non-UK assets as a % of total 350% - - 147% - - 023% - -
Liabilities
Deposits by banks
- UK (9.347) (164) 175 (4,651} (87) 187 {6,911) (366) 530
- Non-UK {153) (4) 261 - - - - - -
Deposits by customers - retal demand
- UK {70,887) (1,263) 178 (73,367) (1,167) 159 {73,060) (966) 132
- Non-UK (2,104) (54) 257 (2 979) {75) 252 (3170) {61) 192
Deposits by customers - retall time
- UK {50,581} (948) 187  (49,780) (934) 188 {42 B73) {932} 217
- Non-UK {6,566) (161) 245 (4,914) {97} 197 (3,724) (75) 20
Deposits by customers — wholesale
- UK {20,349) (285) 140 (18,159) (151) 083 (12,796) (222) 173
Bonds and medium-term notes
- UK {45,641) (656) 144 (35073) (307) 088 (37,292) (861) 231
- Non-UK (7.019) (38) 054 (13,825 (53) 038 (10 030) (44) 044
Dated and undated loan capital and
other subordinated liabihties
- UK {5,557) {156) 281 {6,158) (219) 356 (6,619) (226) 34
- Non-UK (633) (58} 316 (661) (57) 862 {651) (55) 8 45
Other interest-bearing habilities UK (24) (1} 417 {1,197) {85) 718 {1 045) (98) 9 38

Total average Interest-bearing habihties, (218,861) (3,788) 173 (210,764} (3,233) 153 (198,171} (3 906) 167
Interest expense

Trading business (41,615) - - (39,673) - - (49,157} - -
Liabilities designated at fair value (6,307) - - {5,740) - - {3 556) - -
through profit and loss

Non-interest-beartng liabilities

- Other (29.373) - - (29,991) - - (28,142) - -
- Shareholders' funds (12,464) - - (9591) - - {7,185) - -
Total average liabiities and (308,620} - - (295,759) - - (286 211) - -
shareholders' funds

Non-UK habilities as a % of total 534% - - 757% - - 6 14% - -
Interest spread - - 157 - - 166 R - 150
Net interest margin - - 166 - - 173 - - 162

(1) Average balances are based upon monthly data

(2) The ratwo of average interest-earming assets to interest bearing habilities for the year ended 31 Decernber 2011 was 105 31% (2010 104 77% 2009 106 52%;)
(3) Loans and advances to customers include non-performing loans See the Credit Risk” section of the Risk Management Report

(4) Demand deposits time depasits and wholesale deposits are defined under "Deposits by customers” above
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This Risk Management Report contains audited financial information and forms an integral part of the Consolidated Financial
Statements, except as marked on pages 91 and 97 and the Operational Risk and Other Risks sections on pages 128 to 134

SUMMARY

This Risk Management Report describes the Risk Governance Framework of Santander UK plc {the ‘Company’, and together with
its subsidianes, ‘Santander UK’ or the ‘Group’), and includes more detail on the Group’s key risks, on a segmental basis or

aggregated where relevant It is divided into the following sections

Page

Executive summary 63
Introduction 64
> Princtples of nsk management 64
> Risk Governance Framework 66
Economic capital 6%
> Risk appetite 69
> Living wwill 69
> Return on Risk-Adjusted Caprtal and value creation 69
Pnnapal Risks and Risk Management 70
> Principal Risks 70
> Responsibility for risk management, oversight and assurance 72
Credit Risk
> Befimtion 73
> Treatment of credit nsk 73
> Total credst risk exposures 73
> Measures and measurement tools 74
> Credit risk concentration and mitigation 78
> Loans and advances

> Credit quality of loans and advances that are neither past due nor indvidually tmpaired 81

> Maturity analysis of loans and advances that are past due but not indwvidually impaired 83

> Impairment loss allowances 84

> Non-performing loans and advances, collections including forbearance, and restructured loans 85
> Segmental disclosures about credit nisk

> Retail Banking, including forbearance &7

> Corporate 8anking, including forbearance 103

> Markets, including derivatives 113

> Group Infrastructure 116
Market Risk 118
> Cefinition 118
> Managing market nsk 118
> Segmental disclosures about market risk

> Retail Banking 120

> Corporate Banking 120

> Markets 120

> Group Infrastructure 122
Funding and Liquidity Risk 123
> Funding nisk, including wholesale funding 123
> Liquidity nisk, including liquid assets 124
Operational Risk (Unaudited) 128
Other Risks (Unaudited) 133
Financial Instruments of special interest 135
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Risk Management Report continued
EXECUTIVE SUMMARY

Santander UK'’s risk management principles
page 64

> Independence of the risk function from the business areas
> Involvement of senior management in decision-taking

> Risk dvision as a decision maker

> Definition of powers

> Risk measurement

> Limitation of risk

> Establishment of risk policies and procedures, and

> Definition and assessment of nsk methodologies

Credit risk
pages 73to 117

Santander UK 1s exposed to credit sk throughout its business The principal credit risk faced by the Group relates to UK mortgage
tending (including UK social housing associations), which represented 58% of the Group's total assets at 31 December 2011

> Santander UK's retall mortgage portfolio remains of good quality compared to peers with only 12% of the portfolio
having loan-to-value (‘'LTV'} ratios greater than 90%, wel! below the UK industry average of 17%
> Mortgage non-performing loans {'NPLs") as a percentage of mortgage assets (‘the mortgage NPL ratio’} increased to

1 46% at 31 December 2011 (2010 1 41%) but remained considerably below the UK industry average based on the
Counal of Mortgage Lenders published data However, the underiying performance remained stable with the overall
increase due to a technical change in the NPL definition Excluding the change in NPL definition, the mortgage NPL ratio
at 31 December 2011 was 137%, reflecting stable underlying performance The mortgage non-performing loan
performance reflected the high quality of the mortgage book, a lower than anticapated increase in unemployment and
prolonged low interest rates

> Imparrment loss allowances reduced to £478m (2010 £526m) with the coverage ratio remaining strong at 19 64%
(2010 22 45%) as a result of stable non-performing loans

Funding and Liquidity risk
pages 123 to 127

> Liguidity nsk 1s managed according to the Board's hquidity rnisk appetite including both the internal and FSA metncs on
the ratios of liquidity asset buffer and stress cash flow requirements
> Various stress scenarios are considered with the aim of ensuring that suffiaent iquid assets are avallable to cover the

potential outflows under the stresses The contingency funding plan contains the necessary management actions for
further funding needs in case of emergency

> The ratio of customer assets to customer deposits plus medium-term funding was 99% at 31 December 2011, an
increase from 95% at the end of 2010
> In 2011, £25bn was raised through new issues of medium-term whelesale funding at attractive rates across a range of

products and geographies, compared to £21bn in 2010

Market risk
pages 118 t0 122

The Group aims to actively manage and control market risk by hmiting the adverse impact of market movements whilst seeking to
enhance earnings within clearly defined parameters Market risk exists in both trading and non-traded portfolios

> Appetite for traded market risk remains low and the mamn exposures are from trading and hedging interest rate
exposures on the trading and non-traded portfolios

> The main banking book structural market nisks are generated from yield curve maturity transformation and basis nisk

> Market nsk 15 also generated by the creation and nisk management of equity structured products by Markets for the
personal financial services market and trading activities

> Credit spread exposure arises indirectly from trading actvities wathin Markets

Other risks

pages 133 and 134

The key other risk faced by the Group 1s pensions obligation nsk, which 1s discussed principally iIn Note 37 to the Consolidated
Financial Statements, including sensitivities
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INTRODUCTION

The Group accepts that risk anses from its full range of activities, and actively manages and controls it  The management of risk
1s an integral part of the Group's actvities Risk 1s defined as the uncertainty around the Group’s ability to achueve its business
objectves and execute its strategy effectively Specifically, nsk equates to the adverse impacts on profitabiity arising from
different sources of uncertainty The key risks Santander UK 15 exposed to are credit {including residual credit and concentration),
market (including trading and non-traded), funding and lquidity, operational and other nsks (including business/strategic,
reputational, pension abligation and residual value) Risk measurement 15 used to capture the source of the uncertainty and the
magnitude of its potential effect on the profitability and solvency of the Group Effective risk management and oversight s
therefore of fundamental importance to the Group’s long-term success

Understanding and controlling risk 1s ¢ritical for the effective management of the business The Group’s Risk Framework
aims to ensure that sk 1s managed and controlled on behalf of shareholders, customers, depasitors, employees and the Group's
regulators  Effective and efficient risk governance together with oversight provide management assurance that the Group's
business activities will not be adversely impacted by risks that could have been reascnably foreseen  This in turn reduces the
uncertainty of achieving the Group’s strategic objectives

PRINCIPLES OF RISK MANAGEMENT

Risk management at Santander UK is based on the following principles

> Independence of the risk function from the business areas The segregation of functions between the business
areas {which assume nisk) and the rnsk areas responsible for nsk management and oversight provides sufficient
Independence and autonomy for proper risk control

> Involvement of seruor management Santander UK's Risk Committee and the senior management committees are
structured so as to involve senior management in the overall sk oversight process This nisk oversight process by the
Risk dwision supports the Board's overall provision of risk oversight

> Risk division as a decasion maker Decisions on credit transactions jointly reviewed by the nisk and commercial
areas However, as the Risk division Is independent, it s ulimately the decisicn maker

> Definition of powers The type of activities to be performed, segments, risks to be assumed and nisk decistons to be
made are clearly defined for each risk taking unit and, «f appropriate, for each nsk management unst, based on their
delegated powers How transactions and products should be structured, arranged, managed and where they should
be accounted for 15 also defined

> Risk measurement Risk measurement takes into account all nsk exposures assumed across the business spectrum It
uses measures based on risk components and dimensions, over the entire risk cycle, for the management of risk at any
gwven time From a qualitative standpoint, this integrated vision translates into the use of certain integrating measures,
which are mainly the risk capital requirement and return on nsk-adjusted capital (RORAC")

> Limitation of nisk The imitation of risk 1s intended to mit, in an efficient and comprehensive manner, the maximum
levels of nsk for the various risk measures It 1s based on a knowledge of the risks incurred and supported by the
necessary infrastructure for nisk management, control and reporting It also ensures that no undesired risks are
assumed and that the risk-based-capital charge, risk exposures and losses do not exceed, in any case, the approved
maximum levels

> Establishment of nisk policies and procedures The risk policies and procedures represent the basic regulatory
framework, consisting of framewocrks, policies and operating rules, through which risk actvities and processes are
regulated

> Definition and assessment of risk methodologies Risk methodologies provide the definitions of the internal risk

models applicable to the Group and, therefore, stipulate the risk measures, product valuation methods, yeld curve
and market data senes building methods, calculation of risk-based capital requirements and other sk analysss
methods, together with the respective calibration and testing processes
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Phases of risk management

The nsk management and control process at Santander UK 1s structured into the following phases

>

Establishment of risk management frameworks and policies that reflect the pnnaples and standards governing the
general modus operand: of Santander UK's nisk actvities These are based on a corporate rnisk management
framework, which comprises the organisational model and the management model, and on a series of more specific
corporate frameworks of the functions reporting to the Risk Dwision The Risk Division transposes corporate risk
regulations into its internal policies and develops the procedures required to implement them

Defintion of the Group's nsk appetite by setting overall and specific hmits for the various types of nisks, products,
customers, groups, sectors and geographical locations

Identification of risks, through the constant review and monitoring of exposures, the assessment of new products,
businesses and the specific analysis of singular transactions, or events

Measurerent of nisks using methodologies and models implemented subject to a validation and approval process

Key techniques and tools

For many years, Santander UK has managed nisk using a number of techniques and tools which are described in detail in this Risk
Management Report The key techmiques and tools used are as follows

>

Internal ratings and scorings-based models which, by assessing the vanous qualitatve and quantitatve rnisk
components by customer and transaction or product, make it possible to estimate, initially, the probabihty of default
and, subsequently, the expected loss, based on estimates of loss given default For operational nsk, risks are assessed
by self-assessments, supplemented by use of loss data and subjected to review at least annually

Economic capital, as a homogeneous measure of the rnisk assumed and a basis for the measurement of the
management performed

Return on risk-adjusted caprtal {'RORAC’), which 15 used both as a transaction and product pricing tool {bottom-up
approach) and in the analysis of portfohos and units (top-down approach)

Value at Risk ('VaR?), which 1s used for controlling market risk and setting the market nsk limits for the various trading
portfolios

Scenario analysis and stress testing to supplement market, credit and operational risk analyses in order to assess the
impact of alternative scenarios, mcluding on imparment loss allowances and capital
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RISK GOVERNANCE FRAMEWORK

The Group adopts a three-tier risk governance framework that establishes responsibilities for

> Risk management,
> Risk oversight, and
> Risk assurance

This ensures segregation of duties between those who take on risk, those who control nsk and those who provide assurance The
framework 15 based on the following five principles

Clearly allocating accountablity for risk,

Embedded nsk culture, starting at the highest levels of our arganisation,

Creating shareholder value,

Independent nisk assurance and transparency, and

Embedding UK Financial Services Authonity ‘Treating Customers Farly’ principles into policies and processes

VVVVYyY

The diagram below shows the Risk Governance Framework in operation in respect of risk management, oversight and assurance
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Authority for nsk management flows from the Santander UK plc Board of Directors (the ‘Board’) to the Chief Executive Officer
and from her to specfic indviduals Formal standing committees are maintained for effective management or oversight Their
authority 1s derived from the person thaey are intended to assist

The Risk Dwvision at Banco Santander, S A reports to the President of the Comisitdn Delegada de Riesgos ('CDR’ or
Delegated Risk Committee)

The future of the framework
A new framework was approved in principle by the Board in November 2011 and the detailed operational structure 15 1n the
process of finalisation This revised framework will further strengthen the nsk management controls Once finalised,

implementation will be undertaken throughout 2012
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The main elements of risk governance within the Group are as follows
First tier of risk governance

Leadershup In nsk management is provided by the Board It approves the Group’s Risk Appetite Statement which is set principally
through economic caprtal measures for each nsk type in consultation with Banco Santander, S A as appropriate  The Board also
approves the strategy for managing risk and is responsible for the Group’s system of internal control The Board 1s supported by
the Chief Executive Officer and Executive Commuittee members, who have primary responsibility for understanding, wentifying,
and owning the rnisks generated by therr ines of business and establishing a framework for managing those risks within the
Board-approved nsk appetite of the Group In addition, understanding, identifying, and owning the risks generated by the
Group's operations are the responsibility of the Divisional Heads and central functions These functions provide techmical support
and advice to assist In the management and control of nsk Within this tier, there 1s a process for transaction review and approval
within certain thresholds, discharged by the Credit Approvals Committee (‘'CAC"), a speafic committee established under the
authonty of the Chief Executive Officer Transactions which exceed the threshold limits set are reviewed by the Risk Committee
and Banco Santander, S A 's Risk Dvision, following approval by the CAC

Risk Committee

The Risk Committee s a management committee, established under the authonty of and chaired by the Chief Executive Officer
The Risk Committee Is responsible for a more detailed allocation of the Group's risk appeuite, proposing the Group's
nsk policy for approval by the Chief Executive Officer, the Executive Committee and the Board It makes decisions on risk issues
within its governing and supervisory powers Furthermare, the Risk Commuittee ensures that the Group's activities are consistent
with 1ts sk tolerance level and establishes limits for the main rnisk exposures, which it reviews systematically
The Chief Risk Officer adwises the Risk Committee in connection with 1ts work on the following matters

a) Review
The Risk Committee reviews

> the Risk Report on a monthly basis The Risk Report 1s prepared by the Risk Division and ghlights all significant risk
1ssues affecting Santander UK,

> recommendations made by the Chief Risk Officer and the Risk Oversight Fora ('ROF’), and escalates them to the
Executive Commuttee or the Board as appropnate,

> risk mandates, where appropriate, on an annual basis,

> changes in risk policy or appetite that may be recommended by relevant part:es from time to time, and

> developments and changes in legal and regulatory requirements and their implications for nsk management and
contral

b} Advise and recommend
The Risk Committee gves adwvice and recommends action relating to all nisk 1ssues to Executive Committee members (individually
and collectively) After review, it recommends approval of the

> Risk Framework,

> Risk Appetite, and

> Escalation of risk policy issues that lie outside its authority to approve
<) Approve

The Risk Committee approves

> risk delegations,

> nsk pohcy changes that do not require Board approval, and

> risk mandates, where appropriate

In addition, with respect to the Basel Il Internal Rating Based ('IRB’) approach, the Risk Committee

> Approves all matenal aspects of the rating and estimation process, where an IRB model has been developed locally
and 1s therefore subject to local validation and local supervisory review,

> Reviews the roles and responsibilities of the relevant nisk functions and the internalfexternal audit functions, and

> Reviews the assocated management reports

Where an IRB model has been developed and approved by Banco Santander, $ A and therefore has been approved by Banco de
Espafia (the Bank of $pain, the Spanish Central Bank), the responsibility of the Risk Committee 1s to ratify the medel, noting its
applicability and relevance to the local environment With the emergence of the up and coming milestones for the
implementation of Basel Ill, there will be implications on the risk management processes relating to capital requirements,
leverage ratios and hquidity requirements New and updated processes are being constructed to ensure the Group's risk
management structure fully complies with the new standards
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Second tier of risk governance

Risk oversight is provided by the Board independently supported by the Risk Dvision The roles of the Chief Risk Officer, the
Deputy Chief Risk Officer and the Risk Dwision include development of risk measurement methodologies, risk approval, risk
maenitoring, risk reporting and escalation of risk 1ssues i ine with the relevant nsk policy for all risks across all lines of Retal
Banking, Corporate Banking, Markets and Group Infrastructure businesses

Dedicated Business ROFs adwvise and support the Chief Risk Officer in fulfilling his nsk oversight responsibiliies and help
to ensure that nisks are suitably understood

The Risk Division provides independent challenge to all business areas in respect of risk management and compliance
with policies and adwvises the business when they are approaching the limits of the Group's rnisk appetite

The Board, supported by the Risk Division, 1s responsible for ensuring compliance with Group polictes and limits imposed
by Banco Santander, S A including
> Santander group-wide risk pclicies,
Santander group-wide risk himits/parameters,
Approval processes relating to transactions that exceed local risk hmits,
The systematic review of large exposures to clients, sectors, gecgraphical areas and different nisk types, and
Risk reporting to Banco Santander, S A

VVVYy

Thurd tier of risk governance

Risk assurance provides independent objective assurance on the effectiveness of the management and control of nsk across the
Group This 1s provided through the Non-Executive Directors, Board Risk Committee, Board Audit Committee and the Internal
Audit function The Board Risk Committee also receives advice from the Board Audit Committee on any matters within its rermit
which impact on the Group's risk management, including the effectiveness of the Internal Audit function in the context of the
overall risk management system

Non-Executive Directors

The Non-Executive Directors are mernbers of the Board who have a particular responsibility for constructively challenging and
contributing to the development of strategy, scrutimising the performance of management in meeting agreed goals and
objectives and monitoring reporting performance, and assuring themselves that the financial controls and systems of risk
management are robust and defensible

Board Risk Committee

The Board Risk Committee consists of independent Non-Executive Directors, and 1s a farmally constituted committee of the
Board The Board Risk Committee has responsibility primarily for

> Oversight and advice to the Board con the overall nisk appetite, tolerance and nisk strategy of the Group,

Reviewing and advising the Board on the rnisk governance framework,

Reviewing the effectiveness of the risk management systems and internal controls,

Advising the Board on current nsk exposures and future risk strategy,

Reviewing the Group's capability to identify and manage new nisk types, and

Overseeing and challenging the design and execution of stress and scenano testing

VVVVY

Board Audit Committee

The Board Audit Committee consists of independent Non-Executive Directors, and 1s a committee of the Board In addition to the
responstbilities shown 1n the Director’s Report on page 142, the Board Audit Committee provides advice to the Board Risk
Committee on matters within its remit which impact on the Group’s nsk management including the effectiveness of the Internal
Audit function in the context of the overall risk management system

Internal Audit

The Internal Audit function supports the Board Risk Committee by providng independent and objective opinicns on the
effectiveness and integrity of the Group's nisk governance arrangements It does this via a systematic programme of risk-based
audits of the controls established and operated by the “first tier” nsk management functions and those exercised by the “second
tier” nsk oversight functions

The audit opinions and undertying rationale of findings and recommendations form the basis upon which the Board
Risk Committee can take reasonable (but not absolute} assurance that the risk governance arrangements are fit for purpose and
working properly The Board Risk Committee also receve reports from management, the Board Audit Committee, the nisk
control functions and other business functions to help them to discharge therr nsk oversight responsibilities
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ECONOMIC CAPITAL

Economic capital 15 an internal measure of the mintmum equity and preference capital required for the Group to maintain its
credit rating based upon its nisk profile The concept of economic capital differs from that of regulatory capital, the latter being
the capital required by capital adeguacy regulations Economtc capital 1s calculated using the Banco Santander, S A economic
capital model

The economic capital model enables the Group to quantufy the consolidated risk profile taking into account the
significant risks of the business, as well as the dersification effect inherent in a multi-business group such as Santander UK The
Group uses this model to prepare the economic capital forecasts as part of its internal capial adequacy assessment report in
accordance with the UK Financial Services Authority regulations within the framework of Pillar 2 of Basel I Santander UK
monitors the ecanomic capital utiisation and its sufficiency on a monthly basis at the Risk Committee

The concept of dversification 1s fundamental tc the proper measurement of the rnisk profile of a multi-business group
Diversification can be explained in terms of the imperfect correlation between the vanous risks, which means that the largest loss
events do not occur simultaneously in all portfolios or for all types of sk Consequently, the sum of the econemic capital of the
various portfolios and types of risk, taken separately, s higher than the Group's total economic capital In other words, the risk
borne by Santander UK as a whole 13 less than the rnsk ansing from the sum of its various components considered separately

The economic capital model also considers the concentration risk for corporate and markets portfolios, in terms of both
the size of ther exposure and therr sector or geographic concentration Product concentration in retall portfolios 1s captured
through the application of an appropriate correlation model

RISK APPETITE

The risk appetite 1s principally set by defining the economic capital limits by risk types The Board agrees on high level hmits for
each principal nsk type The authonity for managing and monitoring the risk appetite then flows to the Chief Executive Officer
and from her to specific indwiduals The Chief Risk Officer s responsible for setting other limits to support the monitoring of
Board-approved limits, which 1s In turn supported by the Risk Diwision and the Risk Oversight Fora

The Risk Appetite Statement 1s recommended by the Chief Executive Officer and appraved by the Board, under advice
from the Board Risk Committee The Risk Appetite Statement 1s reviewed by the Board at least annually or more frequently If
necessary (e g in the case of significant methodological change) This ensures that the risk appetite continues to be consistent
with Santander UK's current and planned business activities The Chief Executive Officer under advice from the Risk Committee
approves the detalled allocation of nsk appetite to different businesses or portfolios The Chief Risk Officer, supported by the Risk
Dwvision, 1s responsible for the ongoing maintenance of the Risk Appetite Statement

LIVING WILL

The Board 15 responsible for the Company's Recovery and Resolution Plan (‘RRP?) The RRP i1s required to be filed with the FSA and
the Bank of England by 30 June 2012 In 2010, the Company was requested to be part of a pilot exercise and to prepare a draft
RRP, following draft guidance issued by the FSA The draft RRP was submitted to the FSA and the Bank of England in instalments
dunng 2010 and early 2011

Following new gudance 1ssued by the FSA as part of a consultation paper in August 2011, the imtial draft has been
revised and re-submitied to the FSA and the Bank of England for their review The Board will be asked tc formally approve the
final version, i advance of the fiing deadline

RETURN ON RISK-ADJUSTED CAPITAL AND VALUE CREATION

Santander UK uses the RORAC methodology in its credit nsk management, with the following actwvities and objectives

> Calculation of economic capital requirement and of the return thereon for the Group's business umits and for
business segments and portfolios in order to faciitate an optimal allocation of economic capital

> Budgeting of capital requirement and RORAC of the Group's business units

> Analysis and setting of prices in the decision-making process for transactions or products, such as loan approval

The RORAC methodology faciitates the comparison, on a consistent basis, of the performance of transactions, customers,
portfolios and businesses It also dentifies those which achieve a risk-adjusted return higher than the Group’s cost of capital,
thus aligring nsk management and business management with the am of maximising value creation
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PRINCIPAL RISKS AND RISK MANAGEMENT

The principal nisks affecting the Group are discussed below Risks are generally managed through tailored management policies
within the business division or operating segment in which they are onginated Within Santander UK, these risks are dmvided into
two populations

> Population 1 Risks that are deemed tc be material and are mitigated by a combination of internal controls and
aliocation of capital (both regulatory and economig)
> Population 2 Risks that are deemed to be material but where Santander UK seeks to mitigate its exposure primarily by

its internal control arrangements rather than by allocation of capital

All nisks are classified as population 1 nisks except for Funding and Liquidity risk and Reputational risk which are classified as
population 2 rnisks

PRINCIPAL RISKS

The principal risks are

Risk type Definition

Credit Risk Credit nsk s the nsk of financial loss ansing from the default of a customer or counterparty to which the Group has
{including residual directly provided credit, or for which the Group has assumed a financial obligation, after realising collateral held

credit and Credit nsk includes residual credit risk, which arises when credit nsk measurement and mitigation techniques
concentration) prove less effective than expected

In addition, concentration risk which 1s part of credit nsk, includes large (connected) individual exposures, and
significant exposures to groups of counterparties whose likelihood of default is driven by common undertying factors,
e g sector, economy, geographical location or instrument type

Credit nsk in Corporate Banking Markets and Group Infrastructure 1s managed through the assignment of
dedicated credit analysts with responsibility over a portfolio of customers, a thorough understanding of the client's
financial strengths and weaknesses, the utlisation of market standard documentation, the implementation of nsk
mitigation where available to the Group, (e g collateral in the form of cash or secunties, assignment of assets, general
covenants) and the monitoring of trends in the quality of the portfolio through regular management reports

Credrt nisk in Retail Banking 1s managed through the use of a set of Board approved nisk appetite imits to cover
credit nsk ansing in Retall Banking Within these imits, credit mandates and policies are approved with respect to
products sold by the Group The largest area of exposure to credit sk i Retal Banking is in residential lending
Residential lending 1s subject to lending policy and lending authority levels Cnitenia for assessment include credit
references, Loan-to-Value {'LTV') ratio, borrower status and the martgage credit score and the implementation of credit
risk metigation by the fact that alt morigages provided are secured on UK or Isle of Man properties and that the quality of
the mortgage assets are monstored to ensure that they are within agreed portfolio limits

Market Risk Market nisk 15 the nsk of a reduction in economic value or reported (ncome resulting from a change in the variables of
(including trading financial instruments including interest rate, equity, credit spread, property and foreign currency risks
and non-traded) Market nsk consists of trading and non-traded market nsks Trading market nsk includes risks on exposures held

with the intention of benefiting from short term price differences in interest rate vanations and other market price shifts
Non-traded market risk includes interest rate nsk in investment portfolios

The Group aims to actively manage and control market nsk by imiting the adverse impact of market movements
whilst seeking to enhance earnings within clearly defined parameters The Market Risk Manual, which 15 reviewed and
approved by the Chief Risk Officer (supported by the Deputy Chief Risk Officer) on an annual basis, sets the framework
under which market nsks are managed and controlled Business area policies, risk imits and mandates are established
within the context of the Market Risk Manual

Funding and Funding nisk 15 the nisk that the Group does not have sufficiently stable and diverse sources of funding, that funding

Liquidity Risk structures are inefficient, or that a funding programme such as debt issuance subsequently fals For example a
securtisation arrangement may fail to operate as anticipated or the values of the assets transferred to a funding vehicle
do not emerge as expected creating additional nisks for the Group and its depositors Risks anising from the encumbrance
of assets are also included within thss definiion

Liguidity nsk is the nsk that the Group although solvent, either does not have available sufficient financial resources to
enable 1t to meet 1ts obligations as they fall due or can secure them only at excessive cost

In order to mitigate funding nsk the Group utilises stable sources of funding such as longer term retail or
corporate deposits to fund its commeraial balance sheet - consisting primanly of retall mortgages and corporate lending
In addiwon a range of wholesale funding sources are used to supplement customer deposits and provide dwersity of
tenor, size and market

Liguidity risk I1s also mitigated through maimntenance of a buffer of highly iquid secunties and cash that may be
reahsed at short notice and with mimimal cost Other marketable but less liguid secunties are alse held from which cash
may be realised over longer tme penods A series of management actions are dentified that can be taken 1n times of
stress tn order to further mitigate and manage liquidity nisk
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Operational Risk

Operational nisk is the nsk of loss to the Group resulting from inadequate or fatled internal processes, people and
systems, or from external events This includes regulatory, legal and compliance nisk, financial crime nisk, people nisk and
customer risk

Business areas use nisk control assessments and risk indicators to monttor the Iikelihood of nsks and give early
warntng signs of potential nsk events Control frameworks are reworked where presat nisk thresholds are breached
Operational Risk events which do materiatise are investigated to ensure the most appropniate actions are taken All loss
events are recorded and events above certain thresholds are mitgated Rapid escalation to the most senior staff 1s
mandatory for major incidents  Summaries of operational loss events are routinely reported to business committees, nsk
comrmittees, and quarterly to the Executive Commuttee, with commentary on all the key mitigating actions being
undertaken

Qther Risks

Other nsks consist of pension obligation risk, business/strateqic nisk, reputational risk and residual value nsk

Pension obligation risk s the risk of an unplanned increase in funding required by the Group's pension schemes either
because of a loss of net asset value or because of changes in legislatian or regulatory actien

Santander UK monitors the nisks around the potential for underfunding of the pension fund and this analysis 1s
regularly reported to management, for example wia the Risk Commuittee and Strategic Penssions Cornmittee The Trustees
of the defined benefit pension schemes undertake a funding valuation every three years and, where 1t I1s determined that
the schemes are underfunded a schedule of deficit funding contributions is agreed with Santander UK in order to reparr
the funding deficit over an appropriate time horizon

Reputational nsk is the nisk of financial loss or reputational damage arising from treating customers unfarrly, a fatlure to
manage rnsk a breakdown in internal controls, or poor communication with stakeholders Thus includes the risk of dechne
m the value of the Group’s iranchise potentizlly anising from reduced market share, complexity, tenor and performance
of products and distribution mechanisms The reputational nisk ansing from operational risk events is managed within the
operational nsk framework

The principal areas of reputational risk are managed through attention to customer and client interests, and
through ensuring adherence to laws and regulations

Business/strategic nisk 15 the current or prospective nisk to earnings and capital ansing from changes In the business
environment and from adverse business decisions, improper implementation of decisions or lack of responsiveness to
changes in the business environment This includes pro-cyclicality and capital planning sk The internal component (s the
nisk related to smplementing the strategy The external component is the nisk of the business environment change on the
Group's strategy

Economically driven nsks are assessed through management’s stress testing programme of the Group and
mitigation measures are implemented based on the resutting snformation Other business/strategic nsks are managed
through the operational nisk programme and the Risk Committee

Residual value nisk s the risk that the value of an asset at the end of a contract may be worth less than that required to
achieve the minimum return from the transaction that had been assumed at its inception

Residual value risk 1s controlled through asset specific policies and delegated authorities agreed by the Risk
Committee
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RESPONSIBILITY FOR RISK MANAGEMENT, OVERSIGHT AND ASSURANCE

Responsibibity for supporting the Board in risk management, oversight and nisk assurance may be summansed by principal nsk as

follows

Risk Management

Risk Oversight

Board

Risk Assurance

Credit (including residual
credit and concentration)

Retall Banking, Corporate Banking
Markets and Asset and Liability
Management {'ALM’ within Group
Infrastructura)

Risk Division — Credit Risk Department

Market {including trading
and non-traded)

Markets and ALM

Risk Division — Market Risk Department

Funding and Liquidity

- Funding ALM Risk Division — Market Risk Department
- biguidity ALM Risk Division — Market Risk Department Bgalr(d
15
Operational Committee
- Non-regulatory All Risk Division — Operational Risk Department" Board Audit
- Regulatory All Finance Department Committee
Compliance Department

Internal

Other Audrt

- Pension abhigation

- Business/strategic
- Reputational

- Residual value

CEQ supported by the Chief Financial
Officer and Strategic Pensions
Committee

CEO supported by Executive Committee
CEO supported by Executive Committee

CEO supported by Risk Committee

Risk Division — Market Risk Department

Chief Risk Officer
Chief Risk Officer

Risk Dwision — Credit Risk Department

[T) Known as Enterpnse and Operabional Risk Department pref 16 a restruciuring in July Z0T7

Use of outsourcing

Following the outsourcing of key 1T and operations processes {including information technology support, maintenance and
consultancy services in connection with Partencn, the global banking informational technology platform utiised by Banco
Santander, S A to which the Group transiioned 1n 2008) to Banco Santander, S A group companies, rnsk governance of these
entities 1s crucial The Group uses written service level agreements with these entities that include key service performance
metrics to support this governance The high-level governance processes include relationship management, service delivery
management and contract management Across these, there are a number of more detaited processes including

Policy processes acceptance, development and implementation,
Compliance,

Dispensation,

Performance management,

Business control,

Change control,

Environment management, and

Billing analysis and review

VVVVVYVY VY

The Group works closely, and continues to enhance its interaction, with outsourced service providers wia the apphication of
appropnate rnisk frameworks These frameworks include processes and procedures designed to ensure that, with appropriate
penodicity, arrangements are in place to ensure continuty of critscal services up to and including disaster scenarios and that these
plans are regularly validated through testing
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CREDIT RISK

Definition

Credit risk 15 the sk of financial loss ansing from the default of a customer or counterparty to which the Group has directly
provided credit, or for which the Group has assumed a financial obligation, after realising collateral held Credit nisk includes
residual credit risk, which anises when credit nisk measurement and mitigation technigues prove less effective than expected In
addition, concentration risk which 1s part of credit nisk, includes large (connected) individual exposures, and sigmificant exposures
to groups of counterparties whose lkelhood of default s driven by common underlying factors, e g sector, economy,
geographical location or instrument type

Treatment of credit nsk

The specialisation of Santander UK's Risk Dvision 1s based on the type of customer and, accordingly, a distinction 1s made
between non-standardised customers and standardised customers in the risk management process

> Non-standardised customers are defined as those to which a risk analyst has been assigned This category includes
medium and large corporate customers and financial institutions Risk management 1s performed through expert
analysis supplemented by decision-making support tools based on internal risk assessment models

> Standardised customers are those which have not been expressly assigned a risk analyst This category generally
includes indwiduals and small businesses not classified as non-standardised customers Management of these risks s
based on internal risk assessment and automatc decision-making models, and supported by teams of analysts
specialising in this type of risk

TOTAL CREDIT RISK EXPOSURES

The Group's exposures to credit nisk anse in the following businesses

> Retall exposures consist of residential mortgages, banking, and other personal financial services products and are
managed by the Retall Banking dwision
> Corporate exposures consist of loans, bank accounts, treasury services, asset finance, cash transmission, trade finance

and invotce discounting to large corporates, small and medium-sized ('SME’) UK companies and specialist businesses
Corporate exposures are managed by the Corpeorate Banking division

> Sovereign exposures consist of deposits with central banks, loans and debt securities issued or guaranteed by central
and local governments Sovereign exposures are managed and monitored by the Strategic Risk and Financial
Management Committee ("SRFM’) in the Group Infrastructure division and by the Short Term Markets desk in the
Corporate Banking division
Other exposures arise In connection with a variety of purposes

> As part of the Group’s treasury trading actwities, which are managed by the Corporate and Markets
disions,

> For yield and hquidity purposes, including Asset and Liability Management in Group Infrastructure, and

> In the Treasury asset portfolio which 15 being run down This 1s managed by the Group Infrastructure
division

Maximum exposure to credit risk

The following table presents the Group’s estimated maximum exposure to credit risk at 31 December 2011 and 2010 without
taking account of any collateral held or other credit enhancements

2011 2010

fm £m

Balances with central banks 24,956 25,569
Trading assets 12,497 21,034
Secunties purchased unders resale agreements 11,464 15,073
Dervative ftnancial instruments 30,780 24,377
Financial assets designated at far value 5,005 6777
Avallable-for-sale securities 46 175
Loan and recenvable securities 1,771 3,610
Loans and advances to customers 201,069 195,132
Loans and advances to banks 2,417 3,206
Other 1,281 1,951
Total exposure™ 291,286 296,904

(i) In addition the Group 15 exposed to credit nsk in respect of guarantees granted loan commitments and stock borrowing and lending agreements The estimated
maximum exposure to credit nsk 1s described wn Note 38 of the Consohdated Financial Statements
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MEASURES AND MEASUREMENT TOOLS

Rating tools

The Group uses proprietary internal rating models to measure the credit quality of a given customer or transaction Each rating
relates to a certain probahility of default or non-payment, determined on the basis of the Company’s historical experience, with
the exception of certain portfolios classified as "low default portfolios”, where the probability s assigned using external sources,
as descrnibed below

Banco Santander, S A global rating tools are applied to the sovereign, financial institution and large corporates
segments Management of the rating tools for these segments 15 centralised at Bance Santander, S A group level, with rating
calculation and nsk monitering devolved to the Group under Banco Santander, S A group supervision These tools assign a
rating to each customer, which 15 obtaned from a guantitative or automatic module, based on balance sheet ratios or
macroeconomic variables, suppiemented by the analyst’s expert judgement The ratings are reviewed at least annually or more
frequently in the case of watchlist counterparts

For non-standardised corparates and financial imstitutions, Banco Santander, S A has defined a single methodology for
the construction of a rating in each country, based on an automatic module which includes an initial participation of the analyst
that can be supplemented subsequently if required The automatic module determines the rating in two phases, a quantitative
phase and a qualitative phase The latter 1s based on a corrective questiannaire which enables the analyst to modify the
automatic score up or down n a controlled manner The quantitative rating 1s determined by analysing the credit performance of
a sample of customers and the correlation with their financial statements Ratings assigned to custormners are reviewed at |east
annually to include any new financial information available and the Group's experience in its banking relationship with the
customer The frequency of the reviews 1s increased when customers reach certain levels In the automatic warning systems or are
classified as requinng special monitoring  The rating tools are also reviewed in order to progressively fine-tune the ratings they
provide

For standardised customers, both legal entities and indviduals, the Group has scoring tools that automatically assign a
score to the proposed transactions The ratings are reviewed and updated periodically, depending on performance

Credit risk parameters

The assessment of customers or transactions using rating or scorng systems constitutes a jJudgement of ther credit quality, which
1s quantfied through the probability of default {'PD), \n accordance wiath Basel I terminology In addition to PD, the
quantification of crednt nsk requires the estimation of other parameters, such as exposure at default (‘'EAD’) and the percentage
of EAD that will not be recovered (loss given default or ‘LGD’) In estimating the risk involved in transactions, other factors such
as any off-balance sheet exposure and collateral valuations are also taken into account

The combination of these risk parameters (1€ PD, LGD and EAD) enables calculation of the probable loss or expected
loss ('EL’) The risk parameters also make it possible to calculate the Basel Il regulatory capital

For portfolios with limited internal default expenence (e g banks) parameter estimates are based on alternative sources,
such as market prices or studies conducted by external agencies gathering the shared experience of a sufficient number of
entities These portfolios are known as “low default portfolios”

For all other portfolios, parameter estimates are based on internal risk models The PD is calculated by observing the
cases of new defaults in relation to the final rating assigned to customers or to the scoring assigned to the related transactions
The LGD 15 calculated by observing the recoveries of defaulted loans, taking into account not only the income and expenses
associated with the recovery process, but also the timing therecof and the indirect costs arising from the recovery process EAD Is
calculated by comparing the use of committed facliies at the time of default and ther use under normal (e performing)
arcumstances, so as to estimate the eventual extent of use of the facilities in the event of default

The parameters estimated for global portfolios (e g banks) are the same throughout the Banco Santander, S A group
Therefore, a financial institution will have the same PD for a specific rating, regardless of the Banco Santander, S A group entity
in which the exposure 1s booked By contrast, local portfolios {e g residential mortgages) have specific score and rating systems
PDs are assessed specifically for each loca! portfolio
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Master scale of global ratings

The following tables are used to calculate regulatory capital They assign a PD on the basis of the internal rating, with a mimmum
value of 0 03% These PDs are applied uniformiy throughout the Santander group i accordance with the global management of
these portfolios As can be seen, the PD assigned to the internal rating 1s not exactly equal for the same rating in each portfolio,
although 1t 1s very similar in the tranches where most of the exposure 1s concentrated {i e n tranches with a rating of more than
six}

Probability of default

Large Corporate Banks

Internal Rating Probability of default Internal Rating Probability of default

% %
85t093 0030 85t093 0030
80toB5 0033 80to85 0039
75t 80 0056 75t080C 0 066
70tc75S 0095 70to75 a111
651070 G161 65t 70 0186
60tobS 0271 60to65 0311
55t060 458 55t60 0524
50055 1104 50t55 (874
45t050 2126 45t050 1465
40t0d45 3407 40tod5 2 458
35t040 5462 35t040 4117
30to35 8757 30tc35 691
25t030 14 038 25t030 11569
20to25 22 504 20to25 19 393
15t020 36077 15020 32 509
<15 57 834 <15 54 496

Credit nsk cycle

The nsk management process consists of identifying, measunng, analysing, controling, negotiating and decding on, as
appropnate, the nsks incurred in the Group’s operations The parties involved 1n this process are the risk-taking areas, sentor
management and the risk units

The process begins at senior management level, through the Board of Directors, the Executive Committee and the Risk
Commuittee, which establishes the nsk policies and procedures, and the limits and delegations of authorities, and approves and
supervises the scope of action of the nisk function

The nsk cycle comprises three different phases

> Pre-sale this phase includes the risk planning and target setting processes, determination of the Group’s rnisk appetite,
approval of new products, nsk analysis and credit rating process, and hmit setting per counterparty Limits can be
established either through the framework of pre-approved or pre-classified imits or by the granting of a specific

approval

> Sale this 15 the decision-making phase for both transactions under pre-classified linits and those which have recewved
specific approval

> Post-sale this phase compnises the risk momitonng, measurement and control processes and the recovery process

Risk limit planning and setting

Risk limit planming and setting 1s the first of the pre-sale nsk management procedures and 1s a dynamic process that identifies the
Group's risk appetite through the discussion of business proposals and the attitude to risk This process 1s defined in the global
risk imst plan, a comprehensive document for the integrated management of the balance sheet and its nherent nsks, which
establishes risk appetite on the basis of the vanous factors mvolved The nsk hrmits are founded on two basic structures
custorners/segments and products

For non-standardised risks, a top-level nsk limit 1s approved if the quantum of nsk requred to support the customer is
matenial when compared to 1its overall financing needs This imit covers a vanety of products (such as lending, trade finance or
derwvatives) enabling the Group to define a total nsk appetite with that customer based on its current and expected financial
needs For global corporate groups, a pre-classification model based on an economic capital measurement and momitoring
system 15 used For the large corporate customers, a simplified pre-classification model 15 applied for customers meeting certain
requirements

For standardised risks, the nisk limits are planned and set using the credit management programme, a document agreed
upen by the business areas and the Risk Division and approved by the Risk Committee, which contains the expected results of
transactions m terms of nsk and return, as well as the imits applicable to the activity and the related nisk management
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Risk analysis and credit rating process

Risk analysis 1s another key pre-sale procedure and 1s a pre-requisite for the approval of credit to customers by the Group This
analysis consists of examining the customer's ability to meet 1ts contractual obligations to the Group, which involves anatysing
the customer’s credit quality, its nisk transactions, its solvency and the return to be obtained in view of the risk assumed

The nsk analysis 1s conducted when a new customer or transaction arises or with a pre-established frequency,
depending on the segment involved Additionally, the credit rating s examined and reviewed whenever a warming 15 triggered or
an event affecting the credit nsk of the customer or transaction occurs

Transaction decision-making

The purpose of the transaction decision-making process 15 to analyse transactions and then make a decision about whether or
not 1o approve the transaction, taking into account the nsk appetite and any transaction elements that are important n
achieving a balance between nsk and return The Group uses, among others, the RORAC methodology for nsk analysis and
pricing in the deciston-making process on transactions and deals

Risk monitoring and control

In order to ensure adequate credit quality control in addition to the tasks performed by the Internal Audit Division, the Risk
Dwision has a specific sk morutoring function that covers all non-standardised portfolios and to which specific resources and
persons in charge have been assigned

This monitoring function s based on an ongeoing process of observation to enable early detection of any incidents that
might anise 1n the evolution of the risk, the transactions, the customers and ther environment, with a view to adopting
mitigating actions The nsk monitonng function 15 specialised by customer segment

For this purpose a system called “"companies under special watch” (FEVE, using the Spamish acronym) has been
designed that distinguishes four categories, three of which are considered as ‘proactive’ {extinguish, secure and reduce) and one
of which 1s considered ‘enbanced monitoning’ (monitor) The inclusion of a customer in the FEVE system does not mean that
there has been a default, but rather that it 1s deemed adwvisable to adopt a specific policy for this customer, to place a persen in
charge and to set the policy implementation pericd Customers classified as FEVE are reviewed monthly and the assigned rating 1s
reviewed at least every six months, or every three months for those classified in the proactive categories A customer can be
classified as FEVE as a result of the monitoning process itself, a review performed by Internal Audit, a decision made by the sales
manager responsible for that customer or the triggenng of the automatic warning system

For exposures to standardised customers, the key indicators are monitored In order to detect any vanance i the
performance of the loan portfolio compared to the forecasts contamed in the credit management programmes

Analysis of the mortgage portfolio

With regard to standardised exposures, the mortgage loan portfolio 1s particularly noteworthy because of its significance with
respect to the Group's total loans and recewables Disclosures relating to the mortgage portfolio are set out in the section
entitled Credit Risk - Retaill Banking

Risk control function

Supplernenting the management process, the nisk control function obtains a global view of the Group's loan portfolio, through
the various phases of the nisk cycle, with a sufficient ievel of detail to permit the assessment of the current nisk position and any
changes therein Changes in the Group’s fnisk position are controlled on an ongoing and systematic basis against budgets, imits
and benchmarks, and the impacts of these changes in future situations, both of an external nature and those arising from
strategic decisions, are assessed in order to establish measures that place the profile and amount of the loan portfolio within the
parameters set by the Group

The nsk control function assesses nsks from vanous complementary perspectives, including geographical location,
business area, management model and product and process, thus faciitating the detection of speafic areas of action requinng
management actions to control the nsk profite of the group

Within the corporate framework established in the wider Banco Santander, S A group for compliance with the US
Sarbanes-Oxley Act of 2002, a corporate tool 1s used for the documentation and certification of all the sub-processes, operational
risks and related mitigating controls The Risk Division assesses annually the efficiency of the internal control of 1ts actwities
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Scenarno analysis

As part of the ongoing risk management and oversight process, the Group performs simulations of the portfolio performance in
different adverse and stress scenarios ('stress testing’) which enable 1t to assess the Group's capital adequacy in certain future
situations These simulations cover the Group's main portfclios and are conducted sysiematically using a corporate methodology
which

> Determines the sensitivity of nsk factors (PD, LGD) to macroeconomic variables

> Characterises benchmark scenanos

> Identifies “break-off scenanos® (the levels above which the sensitiity of the nisk factors to macroeconomic vanables is
more accentuated) and the distance of these break-off scenarios from the current situation and the benchmark
scenarios

> Estimates the expected loss asscciated with each scenano and the changes in the nsk profile of each portfolio arising

from variations in macroeconomic vanables

The simulation models used by the Group use data of a full business cycle to calibrate the performance of risk factors, given
certain movements in macroeconomic vanables In the corporate banking area, since low-defauit portfolios are involved, there 1s
insufficient historical default data availlable to perform the calibration and, therefore, expert judgement 1s used

The main macroeconomic vanables contained In the Group’s scenaros are as follows

Unemployment rate,

Property prices,

Gross domestic product ('GDPY),
Interest rates, and

Inflation rate

VvV VVY

The scenario analysis enables management to better understand the expected performance of the portfolio given certain
changing market conditions and situations The analyses performed, both in benchmark and in stressed scenarios, with a time
horizon of five years, show the strength of the balance sheet against the macroeconomic situations simulated

Recovery management

Recovery management 1s defined as a strategic, tntegrated business activity Banco Santander, S A has a global model which 1s
apphed and implemented focally by the Group, considering the specific features of the business in each area of actwity
The objectives of the recovery process are as follows

> To collect payments in arrears so that accounts return to performing status If this 1s not possible within a reasonable
time penod, the am s to fully or partially recover debts, regardless of thewr status for accounting or management
purposes

> To maintain and strengthen the relationship with customers, paying attentron to customer payment behaviour

Specifically to ensure that the indmdual circumstances and reason for arrears are carefully considered when agreeing
solutions with customers to ensure that arrangements are affordable and support repayment of arrears in a timely and
sustainable manner

Santander UK plc 2011 Annual Report 77




Business and Financial Review

Risk Management Report continued
CREDIT RISK: CONCENTRATION AND MITIGATION

Certain areas and/or speafic views of credit nisk deserve specialist attention, complementary to global risk management
Significant concentrations of credit risk

The management of nsk concentration 1s a key part of nsk management The Group tracks the degree of concentration of its

credit nsk portfolios using various cniteria, including gecgraphic areas and countries, economic sectors, products and groups of
customers

During 2011, the Group’s most significant exposures to credit risk dernved from

> the residential mortgage portfolio and unsecured personal lending portfolio in Retail Banking,

> secured lending and derivatives exposures to companies, real estate entities and social housing associations, as well as
portfolios of assets inconsistent with the Group’s future strategy such as shipping and aviation in Corporate Banking,

> dervatives exposure to financal institutions in Markets, and

> the Treasury asset portfolio in run down within Group Infrastructure

In Retaif Banking, the business consists of a relatively large number of homogenous loans where a problem with one customer
will have a relatively small impact In Corporate Banking, the business consists of a relatvely small number of high value balances
where a problem with one customer may cause a relatively large impact

The residential mortgage portfolio comprises foans to private indwiduals secured against residential properties tn the
UK, including UK social housing associations This 1s a pnime portfolio with total exposure of £173 Sbn at 31 December 2011 (31
December 2010 £172 4bn) The Unsecured Personal Loan portfolio compnises unsecured loans to private indwiduals in the UK
Total exposure stcod at £2 9bn at 31 December 2011 (31 Decernber 2010 £3 3bn}

The corporate and SME portfolios in Corporate Banking are largely unsecured, and the real estate and social housing
portfolios in Corporate Banking comprise loans and associated derivatives secured on UK property The total committed facilities
exposure to these portfolios was £52 8bn at 31 December 2011 (31 December 2010 £54 Obny)

The derwatives exposures n Markets are mitigated by collateralisation as descnbed in the section on Markets -
Derwvatives

The holdings 1in the Treasury asset portfolio benefit from senior posiions in the creditor cascade or are covered by
dervatives with well rated market counterparties with additional protection given by daily collateralisation under market standard
documentation

Although the operations of Corporate Banking, Markets and Group Infrastructure are based mainly in the UK, they
have built up exposures to varicus entities around the world and are therefore exposed to concentrations of risk related to
geographic area These are further analysed below

2011 2010

Markets Markets
Corporate Dervatives® Group  Corporate Non Dervatives™ Group
Banking Non dervatives infrastructure Banking dervatives Infrastructure
Country % % % % % % % %
UK 86 68 23 66 86 60 56 77
Rest of Europe 8 18 11 8 10 25 30 6
us 2 14 28 26 1 6 g 16
Other, including non-OECD 4 - 8 - 3 9 S 1
100 100 100 100 100 100 100 100

(1) Denvauve counterparty exposures are managed and reported on a group basis

Geographical exposures are governed by country imits set by Banco Santander, S A centrally and deterrmined according to the
classification of the country (whether 1t 15 a developed Orgamisation for Economic Co-operation and Development (‘OECD")
country or not), the rating of the country, its gross domestic product and the type of business actmities and products the Banco
Santander, S A group wishes to engage in within that country The Group 1s constrained in its country risk exposure, within the
Banco Santander, S A group imits, and by its capital base

Credit nsk mitigation

In managing Its gross exposures, the Group uses the policies and processes described in the Credit Risk sections below
Collateral, when recewed, can be held in the form of secunty over mortgaged property, debentures over a company’s assets and
through market-standard collateral agreements {(cash or highly hquid securities)
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The following tables categorise the Group’s loans and advances into three categories as neisther past due nor impaired, past due
but not indwidually impaired, or individually impared For certain homogeneous portfolios of loans and advances, impairment 15
assessed on a collective basis and each loan 1s not indwidually assessed for impairment Loans in this category are classified as
neither past due nor impaired, or past due but not ndwidually impaired, depending upon their arrears status The impairment
loss allowances incfude allowances aganst financial assets that have been indwvidually assessed for impairment and those that are
subject to collective assessment for impairment

Group
Neither past Past due but Impairment Total
due nor  not individually Individually loss carrying
2011 impaired impared impaired Total allowances value
Statutory balance sheet line items £m £m £m £m £m £m
Trading assets
- Loans and advances to banks 6,144 - - 6,144 - 6,144
- Loans and advances to customers 6,687 - - 6,687 - 6,687
Finanaial assets designated at fair value
through profit and loss
- Loans and advances tc customers 4,376 - - 4,376 - 4,376
Loans and advances to banks
- Placements with other banks 2,405 - - 2,405 - 2,405
- Amounts due from parent 2,082 - - 2,082 - 2,082
Loans and advances to customers
- Advances secured on residential property 161,767 4,143 937 166,847 (478) 166,369
- Corporate loans 20,746 306 850 21,902 (432) 21,470
- Pinance leases 2,937 - 7 2,944 (37 2,907
- Other secured advances 3411 144 155 3,710 (107) 3,603
- Other unsecured advances 6,745 186 266 7,197 (509) 6,688
- Amounts due from fellow subsidiaries 32 - - 32 - 32
Loans and receivables securities 1,756 - 21 1,777 (6} 1,71
Total loans and advances 219,088 4,779 2,236 226,103 {1,569) 224,534
Company
Neither past Past due but impairment Total
due nor  not individually Indvidually loss carrying
2011 impaired impaired imparred Tatal allowances value
Statutory balance sheet line items fm £ £m £m £m £m
Financal assets designhated at fair value
through profit and loss
- Loans and advances to customers a5 - - 45 - a5
Loans and advances to banks
- Placements with other banks 1,192 - - 1,192 - 1,192
- Amounts due from subsidiaries 89,524 - - 89,524 - 89,524
Loans and advances to customers
- Advances secured on residential property 161,741 4,142 937 166,820 477) 166,343
- Corporate loans 7,687 211 589 8,487 {134) 8,353
- Other secured advances 2,847 144 155 3,146 {107) 3,039
- Other unsecured advances 3,433 91 208 3,732 {249) 3,483
- Amounts due from felfow subsidiaries 27 - - 27 - 27
- Amounts due from subsidiaries 727 - 244 Al (244) 727
Loans and receivables securities 5,187 - 21 5,208 (6) 5,202
Total loans and advances 272,410 4,588 2,154 279,152 (1,217) 277,935
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Group
Neither past Past due but Impairment Total
due nor not individually Indmvidually loss carrying
2010 impaired impaired impaired Total allowances value
Statutory balance sheet line items fm £m fm fm fm fm
Trading assets
- Loars and advances to banks 8,281 - - 8,281 - 8,281
- Loans and advances to customers 8,659 - - 8,659 - 8 659
Financial assets designated at fair value
through profit and loss
- Loans and advances to banks " - - H - 1
- Loans and advances to customers 5468 - - 5,468 - 5 468
Loans and advances to banks
- Placements with other banks 3,206 - - 3,206 - 3206
- Amounts due from parent 646 - - 646 - 646
Loans and advances to customers
- Advances secured on residential property 161,168 3,735 1170 166 073 (526) 165,547
- Corporate loans 15,395 256 677 16 328 {396) 15,932
- Finance leases 2,600 21 32 2,653 (19) 2,634
- Other secured advances 3,607 274 61 3,942 (77 3,865
- Other unsecured advances 7131 233 370 7,734 (637) 7,097
- Amaounts due from fellow subsidiaries 57 - - 57 - 57
Loans and receivables securities 3,591 - 25 3616 {B) 3,610
Total loans and advances 219,820 4,519 2 335 226,674 {1,661) 225,013
Company
Nerither past Past due but Impairment Total
due nor not indvidually Indwidually loss carrying
2010 impaired impaired impared Total allowances value
Statutory balance sheet line items fm £m £m £m £m £m
Financal assets designated at fair value
through profit and loss
- Loans and advances to banks 55 - - S5 - 5SS
- Loans and advances to customers 44 - - 44 - 44
Loans and advances to banks
- Placernents with other banks 1148 - - 1,118 - 1118
- Amounts due from parent 3 - - 3 - 3
- Amounts due from sucbsidianies 114,836 - - 114,836 - 114 836
Loans and advances to customers
- Advances secured on residential property 161,152 3,735 1,170 166 057 (524) 165,533
- Corporate loans 5075 160 494 5,729 (140) 5,589
- Other secured advances 3175 242 53 3,470 (77) 3393
- Cther unsecured advances 3,642 118 258 4,018 (399) 3,619
- Amounts due from fellow subsidianes 15 - - 46 - 456
- Amounts due from subsidiaries 1,043 - 316 1,359 (316) 1,043
Loans and recevables secunties 5,350 - 25 5,384 (6) 5,378
Total loans and advances 295,548 4,255 2,316 302,119 (1 462) 300,657
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Credit quality of loans and advances that are neither past due nor individually impaired

The credit quality of loans and advances that are neither past due nor individually impaired 1s as follows

Group
Good Satisfactol Higher Risk Total
2011 tm o e £m
Trading assets
- Loans and advances to banks 5,647 486 11 6,144
- Loans and advances to customers 6,678 9 - 6,687
Financial assets designated at fair value through profit and loss
- Loans and advances to customers 4,376 - - 4,376
Loans and advances to banks
- Placements with other banks 2,405 - - 2,405
- Amounts due from parent 2,082 - - 2,082
Loans and advances to customers
- Advances secured on residential property 148,799 12,537 431 161,767
- Corporate loans 17,376 3,165 205 20,746
- Finance leases 2,582 351 4 2,937
- Other secured advances 1,662 1,671 78 3,41
- Other unsecured advances 972 5,580 193 6,745
- Amounts due from fellow subsidiaries 32 - - 32
Loans and receivables securities 1,208 153 395 1,756
Total loans and advances 193,819 23,952 1.317 219,088
Company
Good Satisfactory Higher Risk Total
2011 £m fm £m m
Financial assets designated at fair value through profit and loss
- Loans and advances 1o customers a5 - - 45
Loans and advances to banks
- Placements with other banks 1,192 - - 1,192
- Amounts due from parent - - - -
- Amounts due from subsidiaries 89,524 - - 89,524
Loans and advances to customers
- Advances secured on residential property 148,775 12,535 431 161,741
- Corporate loans 6,843 802 42 7,687
- Other secured advances 1,387 1,395 65 2,847
- Other unsecured advances 495 2,840 98 3,433
- Amounts due from fellow subsidiaries 27 - - 27
- Amounts due from subsicharies 727 - - 727
Loans and receivables secunties 4,756 105 326 5,187
Total loans and advances 253,771 17,677 962 272,410
Group
Goad Satisfactol Higher Risk Total
2010 £m fg ¢ £m £m
Trading assets
- Loans and advances to banks 8,035 191 ss 8,281
- Loans and advances to customers 8,659 - - 8,659
Financial assets designated at fair value through profit and loss
- Loans and advances to banks " - - 1"
- Loans and advances to cusiomers 5,468 - - 5468
Loans and advances to banks
- Placements with other banks 3193 - 13 3,206
- Amounts due from parent 646 - - 646
Loans and advances to customers
- Advances secured on residential property 148,086 12542 540 161,168
- Corporate loans 10,211 4,768 416 15,395
- Finance leases 1,165 1,370 65 2,600
- Other secured advances 1,670 1,655 282 3,607
- Dther unsecured advances 1,086 5,805 240 7.13%
- Amounts due from fellow subsidiaries 57 - - 57
Loans and receivables securities 2,457 486 548 3,591
Total loans and advances 190,744 26817 2,258 215,820
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Company
Good Satisfacto Higher Risk Total

2010 £m Er?: s £m £m
Finanaal assets designated at fair value through profit and loss
- Loans and advances to banks 55 - - 55
- Loans and advances to customers 44 - - 44
Loans and advances to banks
- Placements with other banks 1,105 - 13 1,118
- Amounts due from parent 3 - - 3
- Amounts due from subsidiaries 114 836 - - 114,836
Loans and advances to customers
- Advances secured on residential property 148,072 12,540 540 161,152
- Corporate loans 1,576 3,320 179 5,075
- Other secured advances 1,470 1,456 249 3,175
- Other unsecured advances 555 2,965 122 3,642
- Amounts due from fellow subsidiaries a6 - - 46
- Amounts due from subsidiaries 1,043 - - 1,043
Loans and receivables securibes 4,256 486 617 5,359
Total loans and advances 273,081 20,767 1,720 295,548

Internal measures of credit quahty have been used in the table analysing credrt quality, above Different measures are appled to
retall and corporate lending, as follows

Retasl Lending Corporate Lending
Expected loss Probability of default Probabiity of default

Financial statements description Unsecured’ Secured
Good 00-05% 00-05%"™ 00-05%
Satsfaciory 05-125% 05-125% 05-125%
Higher Risk 12 5%+ 12 5%+ 12 5%+

(1) Unsecured consists of other unsecured advances to individuals
(2) Secured consists of advances to individuals secured on residential property
(3) Or a loan-to-value { LTV } ratio of less than 75%

Summarised descriptions of credit quality used in the financial statements relating to retail and corporate lending are as follows

Good

Satisfactory

Higher Risk

82

There 15 a very high Iikelhood that the asset will not default and will be recovered in full The exposure has a
neghgible or low probability of default Such exposure also exhibits a strong capacity to meet financial
commitments and only exceptionally shows any period of delinquency

There 1s a high likelihood that the asset wilt be recovered and s therefore of no cause for concern to the Group
The asset has low to moderate probability of default, strong recovery rates and may typically show only short
pericds of delnquency Moderate to high application scores, credit bureau scores or behavioural scores
characterise this credit quality

All rated accounts that are not viewed as Good or Satsfactory are rated as Higher Risk The assets are
characterised by some cancern over the obligor's ability to make payments when due There may also be doubts
over the value of collateral or secunty provided However, the borrower or counterparty 1s continuing to make
payments when due 1e the assets have not yet converted to actual delinquency and 1s expected to settle all
outstanding amounts of principal and interest
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Maturity analysis of loans and advances that are past due but not individually impaired

A maturity analysis of loans and advances that are past due but not indwvidually impaired 1s set out below

In the retail loan portfolio, a loan or advance Is considered past due when any contractual payments have been missed
and for secured loans, when they are more than 30 days in arrears The amounts disclosed in the table are the total financial asset
of the account, not just the past due payments All retall accounts are classified as non-impaired as 'mpairment loss allowances are
raised collectively with the exception of properties In possession, where an impairment loss allowance 15 raised on a case by case
basis and hence are not included In the table below

In the corporate loan portfolio, a loan or advance is considered past due when 1t 15 90 days or more in arrears, and also
when the Group has reason to believe that full repayment of the loan 1s in doubt

Group
Past due up Past due 1-2 Past due 2-3 Past due 3-6 Pastdue 6 Total
2011 to 1 month months months months months and over
£m £m £m £m £m £m
Loans and advances to customers
- Advances secured on residential property - 1,451 899 1,121 672 4,143
- Corporate loans - - - 306 - 306
- Finance leases - - - - - -
- Other secured advances - 24 25 71 24 144
- Other unsecured advances 47 81 23 24 11 186
Total loans and advances 47 1,556 947 1,522 707 4,779
Company
Past due up Past due 1-2 Past due 2-3 Past due 3-6 Pastdue 6 Total
2011 to 1 month months months months months and over
£m fm £fm £m £m £fm
Loans and advances to customers
- Advances secured on residential property - 1,451 899 1,120 672 4,142
- Corporate loans - - - 211 - 21
- Other secured advances - 24 25 M 24 144
- Other unsecured advances 43 18 8 12 10 91
Total loans and advances 43 1,493 932 1,414 706 4,588
Group
Past due up Past due 1-2 Past due 2-3 Past due 3-6 Past due 6 Total
2010 to 1 month months months manths months and over
£m £m fm fm fm fm
Loans and advances to customers
- Advances secured on residential property - 1,444 827 1,031 433 3735
- Corporate loans - - - 256 - 256
- Finance leases - 16 2 3 - 21
- Other secured advances - 43 40 72 114 274
- Other unsecured advances 59 108 29 23 14 233
Total loans and advances 59 1616 898 1385 561 4,519
Company
Past due up Past due 1-2 Past due 2-3 Past due 3-6 Past due 6 Total
2010 to | menth months months manths  months and over
£fm £m £m £m £m £m
Loans and advances to customers
- Advances secured on residential property - 1,444 827 1031 433 3735
- Corporate loans - - - 160 - 160
- Other secured advances - 42 35 64 101 242
- Other unsecured advances 54 25 14 11 14 118
Total loans and advances 54 1,511 2876 1,266 548 4,255
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Impairment loss allowances on loans and advances to customers
The Group’s impairment loss allowances pelicy 1s set out in Note 1 of the Consolidated Financial Statements
Year-end impairment loss allowances on loans and advances to customers

An analysis of the Group's imparrment toss allowances on loans and advances to customers 1s presented below The gecgraphical
analysis presented in the tables below is based on the location of the office from which the loans and advances to customers are
made, rather than the domicile of the borrower Further geographical analysis, showing the country of domicile of the borrower
rather than the office of lending i1s contained within the “Country Risk Exposure” tables on page 44

2011 2010 2009 2008 2007
£fm fm £m fm fm
Observed impairment loss allowances

Advances secured on residential properties - UK 381 369 313 174 74
Corporate loans - UK 325 271 185 13 -
Finance leases - UK 6 2 1 - -
Other secured advances - UK 83 55 50 37 32
Unsecured personal advances - UK 330 381 341 227 250
Total observed impairment loss allowances 1.125 1,078 890 451 356

Incurred but not yet observed impairment loss allowances
Advances secured on residental properties - UK 97 157 171 184 102
Corporate loans - UK 107 125 172 289 -
Finance leases - UK n 17 1 1 -
Other secured advances - UK 24 22 12 1" 8
Unsecured personal advances - UK 179 256 53 65 85
Total incurred but not yet observed impairment loss allowances 438 577 409 550 195
Total impairment loss allowances 1,563 1,655 1,289 1001 551

Movements in impairment loss allowances on loans and advances to customers

An analysis of movements in the Group's impairment loss allowances on loans and advances is presented below

2011 2010 2009 2008 2007
£fm £m fm £m £m
Impairment loss allowances at 1 January 1,655 1,289 1,001 551 536
Amounts written off
Advances secured on residential properties - UK (92) {42} 84 {32} (9)
Corporate loans - UK (124) (68) - - -
Finance leases - UK 9) {5} (4) - {1)
Other secured advances - UK (48) (48) (n {9 (24)
Unsecured personal advances - UK (458) (448) (425) (262) (339)
Total amounts wnitten off (731) {611) {530) {303) (373)
Observed /mpairment losses charged aganst profit
Advances secured on residential properties - UK 104 a8 223 132 38
Corporate loans - UK 178 154 172 13 -
Finance leases - UK 14 6 5 - -
Qther secured advances - UK 76 53 30 14 (17
Unsecured personal advances - UK 407 488 539 239 346
Total observed impairment losses charged against profit 779 799 969 398 367
Incurred but not yet observed impairment losses charged against profit (140) (53) (141) (4} 21
Total impairment losses charged against profit 639 746 828 394 388
Assumed through transfers of entities under common control - 221 - 359 -
Impairment loss allowances at 31 December 1,563 1,655 1,299 1,001 551
Recoveries
An analysis of the Group's recoveries 1s presented below
2011 010 2009 2008 2007
£m £m £m fm £fm
Advances secured on residential properties - UK 3 1 1 1 2
Corporate loans - UK 2 12 23 - -
Finance leases - UX 3 1 1 - -
Other secured advances - UK 10 - - 12 &
Unsecured personal advances - UK 56 20 30 33 36
Total amount recovered 74 34 55 46 44
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Group non-performing loans and advancest"*

An analysis of the Group's non-performing loans and advances 1s presented below

20Mm 2010 2009 2008 2007

£m £fm £m £m £m

Non-performing loans and advances that are impaired - UK 1,725 1,843 1,613 1,143 296
Non-performing loans and advances that are not impaired - UK 2,254 1,874 2000 1.235 596
Total non-performing loans and advances” 3,979 3,717 3,613 2,378 292
Total Group Icans and advances to customers® 206,311 202091 190,067 183,345 118,399
Total Group impairment loss allowances 1,563 1,655 1,299 1001 551
% % % % %

Non-performing loans and advances as a % of customers assets 193 134 190 130 075
Coverage ratio™ 39 29 44 53 3595 47 09 6177

{1) Loans and advances are classified as non-performing typically when the counterparty fails 1o make payments when contractually due for three months or longer
{2) All non-perfarming leans continue accruing interest

(3} Accrued interest 1s excluded for purposes of these analyses

{4) Loans and advances to customers include socal housing loans and finance leases, and exclude trading assets

{5) tmpairment loan loss allowances as a percentage of non-performing loans and advances

2011 compared to 2016
In 2011, the value of non-performing loans increased to £3,979m (2010 £3,717m) and non-performing loans as a percentage of
loans and advances to customers increased to 1 93% (2010 1 84%) Non-performing loans increased as a result of further stress
in the legacy portfalio of shipping, structured finance and real estate, as well as other legacy commeraial real estate exposures
written pre 2008 and residential mortgages, where a technical definition change resulted n more cases being classified as NPLs
The addrtional NPLs arose from cases sole deceased and past maturity, where the mortgage or part of the mortgage 1s still
outstanding Sole deceased cases fall into arrears as the sole mortgage account holder has died and the monthly instalments
continue to accrue resulting in arrears, until the customer’s estate settles the outstanding mortgage and the associated arrears
Past matunty refers to loans that have reached matunity date when the morigage should have been repad but stll remains
outstanding, with the customer continuing to pay the normal monthly instalments

The overall coverage ratio decreased 10 39 29%from 44 53% due to lower impairment loss allowances, offset shghtly
by the increase in non-performing loans and advances Despite a decrease from 2010, secured coverage has remained relatively
strong at 20% (2010 229%) as a result of stable non-performing loans

2010 compared to 2009
In 2010, the value of non-performing loans increased shghtly to £3,717m (2009 £3,613m) while non-performing loans as a
percentage of loans and advances to customers decreased to 1 84% (2009 1 90%) Mortgage and unsecured non-performing
loans have decreased by £113m relatwe to 2009 (this included £84m of additional non-performing loans resulting from the
acquisition of the Santander Cards and Santander Consumer businesses {the 'Perimeter companies’) in October and November
2010, respectively) This was offset by an increase in corporate non-performing loans due to the deterioration of the economic
condiions in this market The mortgage NPL ratio of 1 41% remained below the industry average

The overall coverage ratio increased to 44 53% from 35 95% (of this increase 6 1% was generated from the Permeter
companies acquired in 2010}, reflecting our conservative stance, given unpredictabiity of future market conditions Secured
coverage was relatively strong at 22%, reflecting the point in the economic cycle

Further analyses on the Group non-performing loans and advances are set out in the Retall Banking and Corporate Banking
credit sk discussions below

Group loan collections, including forbearance

The Collections and Recoveries Department (‘Collections & Recovenies’) 1s responsible for debt management intiatives by the
Retal Banking dmision The Workouts and Collections Department (‘Workouts & Collections’) 15 responsible for debt
management activities on the other portfolios Debt management strategies, which indude affordability assessment, use of
collection tools, negotiation of appropriate repayment arrangements and debt counselling, <an start prior to actual payment
default or as early as the day after a repayment 1s past due and can continue until legal action Different collection strategies are
applied to different segments of the portfolio subject to the perceived levels of nsk

Forbearance

To support customers that encounter actual or apparent financial difficulties, the Group may grant a concession whether
temporary or permanent to amend contractual amounts or timings where a customner’s financial distress indicates the potential
that satisfactory repayment may not be made within the onginal terms and conditions of the contract These arrangements are
known as forbearance
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A range of forbearance strategies are employed in order to improve the management of customer relationships, maximise
collection opportunities and, If possible, avoid foreclosure or repossession The Group’s pelices and practrces are based on
critena which, in the judgement of management, indicate that repayment i1s likely to continue

The Group also aims to ensure that after the initial period of financial difficulties the customer can revert to the previous terms,
with appropniate support where necessary These agreements may be iniiated by the customer, the Group or by a third party

> Retail - In the retall portfolios, forbearance strategies can include approved debt counselling plans, payment
arrangements, capitalisation, term extensions and switches from capital and interest repayments to interest-only
payments For further information, refer to the discussions of forbearance and restructured loans in “Credit Risk -
Retail Banking”

> Corporate - In the corporate portfolios, forbearance strategies can include term extensions, interest only concessions,
provision of additional secunity or guarantees, resetting of covenants, seeking additional equrty and debt for equity
swaps For further information, refer to the discusstons of forbearance and restructured loans In “Credit Risk -
Corporate Banking”

Other support for customers

In addition, the Group participates in the following UK Government-sponscred programmes

> Income Support for Mortgage Interest This is a medium-term Government initiative that provides certain defined
categories of customers, principally those who are unemployed, access to a benefit scheme, paid for by the
Government, which covers all or part of the interest on the mortgage Qualfying customers are able to clam for
mortgage interest on up to £200,000 of the mortgage, and the benefit 1s payable for @ maximum of two years All
decisions regarding an indwvidual's eligbility and any amounts payable under the scheme rest solely with the
Government Payments are made directly to the Group by the appropriate Government department

> Mortgage Rescue Scheme This is a short-term Government tative for borrowers in difficulty and facing
repossession, who would have priority for re-housing by a local authonity (e g the elderly, disabled, single parents)
Eligible customers can have therr groperty bought n full or part by the social rented sector and then reman in thewr
home as a tenant or shared equity partner If the property 1s sold outnight the martgage 1s redeemed in full

> Delay Repossession Under this initiative lenders will not begin repossession proceedings for at least three months
when a customer 15 in arrears This does not apply to fraud cases The undertaking 1s in addition to the procedures of
the Pre-Action Protocol, under which mortgage providers are obliged to explore a range of options to avowd
repossession and substantiate actions they have taken before submitting a court application for a Possession Order

> HomeBuy Direct This scheme covers certain newly built homes on specific housing developments across England The
scheme 15 provided through *HomeBuy agents’” HomeBuy agents are housing associations that have been authorised to
run schemes for people who have difficulty buying a home Customers can only buy a home through HomeBuy Direct if
their household earnings are no more than £60,000 per annum, and they cannot otherwise afferd to buy a home in
therr area The HomeBuy Direct scheme 1s open to pecple who rent counal or housing association properties, ‘key
workers’ in the public sector (e g teachers) and first-time buyers The scheme provides up to 30% of the purchase price
through an equity loan that has no repayments for the first five years After this there 1s an annual fee of 1 75%, which
will increase annually with inflation The customer can increase their share of ownership at any time

> ‘Breathing space’ imitiative This 1s a Government led initiative (targeted at unsecured products) which requires the
banking industry to allow a ‘breathing space’ of up to 60 days to allow borrowers in difficulty to agree a repayment
plan through a debt advice chartty prior to any action being taken by the bank to recover the outstanding debt

In addition to these retail-related initiatives, the Group participates in a number of other inmtiatives designed to assist borrowers

These incfude

> Statement of Principles The Group through a number of its businesses has signed up to the Statement of Principles
outhning an agreed approach to working with micro-enterprises (entities with fewer than 10 employees and having a
turnover of less than euro 2m) The principles include how to ensure that the night relationship i1s established from the
start, how to help if the business faces difficulties and how businesses can work most effectively with therr bank As
part of the Group's commitment to the Statement of Principles, 1t 1ssues a Letter of Concern to customers when it has
concerns about therr business or the Group's relationship with them This ensures that the customer understands the
Group's concerns The approach aims to generate early dialogue between the customer and the Group, so that a joint
approach to the situation can be developed

> The Lending Code The Lending Code Is a voluntary set of commitments and standards of good practice, ntroduced
by the British Bankers’ Association, to ensure that lenders act farly and reasonably in all dealings with customers
> Business Lending Taskforce The Group 15 actively involved in the Business Lending Taskforce, which has committed

to 17 actions In three broad areas (i) improving customer relationships, (1) ensuning better access to finance, and (i)
providing better information and promoting understanding

Group restructured loans

At 31 December 2011, the carrying amount of financial assets that would otherwise be past due or impaired whose terms have
been renegotiated was £1,914m (2010 £1,595m, 2009 £894m)
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CREDIT RISK - RETAIL BANKING

Definition

Credit nisk 1s the nisk of financial loss ansing from the default of a customer or counterparty to which the Group has directly
provided credit, or for which the Group has assumed a financial obligation, after realising collateral held Credit nisk anses
principally in connection with Retail Banking’s loan and investment assets (including residential mortgages, unsecured lending,
and finance leases and credit cards}

MANAGING CREDIT RISK

Retall Banking aims to actively manage and control credit nsk The Greup 1s prinapally a retail pnme lender and has no appetite
or product offering for any type of sub-pnme business The Group’s credit policy explioitly prohibits such lending and s
specifically designed to ensure that any business written 1s responsible, affordable (both imtially and on an on-going basis) and of
a good credit quality

The Board has approved a set of nsk appetite imits to cover credit nisk ansing in Retal Banking Within these limits,
credit mandates and policies are approved with respect to products sold by the Group

RETAIL BANKING CUSTOMER ASSETS

Retail Banking offers a comprehensive range of banking products and related financial services to customers throughout the UK,
including residential mortgages, other banking and consumer credit products such as current account facilities and coverdrafts,
and provides unsecured personal loans, credit cards, finance leases and other secured loans

An analysis of Retail Banking customer assets i1s presented below

2011 2010 2005

£bn fhn fbn
Advances secured on residential properties™ 166 2 1658 160 6
QOther secured advances - 04 -
Unsecured loans
- Overdrafts™ 0s 05 06
- Unsecured Personal Loans? ¥ 29 33 42
- Qther loans (cards and consurner)? 28 38 -
Finance leases™ 30 15 -
Other loans - 01 01
Total 1754 1754 1655

{1) Excludes loans to UK Social Housing Associations which are managed within Corporate Banking accrued interest and other items
(2) Overdrafts UPLs and other loans relating to cards and consumner are disclosed withun unsecured loans and other loans in Note 18
{3) Includes cahoot UPLs of £0 1bn (2070 £0 2bn 2009 £0 3bn)

(4) Addiuonal finance leases of £1 1bn (2010 £1 2bn} are managed and classified within Corporate Banking

Further discussion and analysis 1s set out below on the main products and services offered by Retall Banking, consisting of
residential mortgages, and banking and consumer credit, including current account faclities, unsecured personal loans, finance
lease arrangements and credit cards

RESIDENTIAL MORTGAGES

Retail Banking grants mortgage loans for house purchases as well as home improvement loans to new and existing mortgage
customers

Residential mortgage lending‘"

An analysis of movements in Retall Banking mortgage balances 1s presented below

2011 2010 2009

£bn £bn £bn

At 1 January 1658 1606 1532
Gross mortgage lending in the year 230 239 261
Redemptions and repayments in the year {22 6) (18 6) (188)
Other® - - 01
At 31 December 166 2 1659 160 6

{1} Excludes loans to UK Soaal Housing Assocations, which are managed wathin Corporate Banking, accrued interest and other items
{2) Transfers between segments
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Managing Credit Risk

Retall Banking lends on many types of property but cnly after a credit nisk assessment of the borrower, including affordability
modelling {1 e an assessment of the customer's capacity to repay) and an assessment of the property 1s undertaken The quality
of the mortgage assets are monitored to ensure that they are within agreed portfolio imits Residential lending 1s subject to
lending policy and lending authonty levels, which are used to structure lending decisions to the same standard across the retall
network, a process further improved by mortgage credit scoring, underwnter accreditation and regular compliance reviews
Cetals concerning the prospectve borrower and the mortgage are subject to a criteria-based decision-making process Criteria
for assessment include credit references, Loan-to-Value LTV} ratio, barrower status and the mortgage credit score

All mortgages provided by Retall Banking are secured on UK or Isle of Man properties All properties must be
permanent in construction, mobile homes are not acceptable The Group can provide a loan for the purchase of properties
outside the UK where the property 1s a second home and the |oan 1s secured on the main property located in the UK

Collateralisaticn

Prior to granting any first mortgage loan on & property, the Group has the property valued by an approved and gqualified
surveyor The valuation 15 based on Group guidelines, which bulld upen the Royal Institution of Chartered Surveyors (‘RICS")
guidance on valuation methods In the case of re-mortgages, where the LTV s 75% or lower, the rnsk judged by the size of the
advance requested 1s medwum to low, the credit score of the applicant 1s considered medwm or high, and an accurate, reputable
automated valuation 1s available, this may substitute for a surveyor’s valuation

For existing mortgages, the current values of the properties on which individual mortgages are secured are estimated
quarterly For each indmidual property, details such as address, type of property and number of bedrooms are supplied to an
independent agency that estimates current property valuations using mformation from recent property transactions and
valuations in that local area All additional loans require an automated valuation or surveyor's valuaton The use of an automated
valuation depends upon the availability of a reliable automated valuation, and the level of credit risk posed by the proposed loan

31 December 2011 2010 2009

£m £m fm
Advances secured on residential properties carrying value 166,369 165,547 159 982
Collateral value of residential properties 164,679 164,434 157,543

U7 The collateral Reld excludes the impact of over collateratsation — where the collateral held 15 6F @ igher value than the loan Balance held

Higher nisk loans

The Group 15 principally a retail prime lender and does not originate second charge mortgages Certain mortgage products may
be considered higher nsk Operating as a prime lender in the UK mortgage market, the Group does not have any matenal sub-
portfolio demonstrating very poor performance The portfolio’s arrears performance has continued to be relatively stable and
favourable to industry benchmarks Arrears rates and loss rates continued to be very low Nonetheless, there are some mortgage
types that present higher nsks than others These products consist of

a) Interest-only loans
Interest-only mortgages require menthly interest payments and the repayment of principat at maturity This can be arranged via
investment preducts including Individual Savings Accounts and pension policies, or by the sale of the property It 1s the
customer’s responsibility to ensure that they have sufficient funds to repay the principal in full at maturity

Interest-only mortgages are well-established and common in the UK market Lending policies to mitigate the risks
inherent In this repayment structure are i place and mature While the risks are higher than capital repayment mortgages, they
are only modestly so The performance of this significant sub-portfolio has been in line with expectations and stable

b) Flexible loans

Flexible mortgages allow customers to vary therr monthly payment, or take payment holidays, within predetermined criteria
and/or up te an agreed credit imit Customers are also permitted to draw down additional funds at any time up to the imit or
redraw amounts that have been previcusly overpaid

¢) Loans with onginal loan-to-value >100%

Progressively stricter fending criteria are appled to mortgages above a loan-to-value of 75% Prior to 2009, in Imited
arcumstances, customers were able to borrow more than 100% of the value of the property against which the loan was
secured, within certain Imits  Since 2009, no loans were made with a loan-to-value of more than 100% Durning 2011, 2010 and
2009, less than 0 1% of new secured loan advances were made with a loan-to-value of more than 90% Loans with higher loan-
to-value ratios carry a higher nisk due to the increased likelihood that liquidation of the collateral will not yield sufficient funds to
cover the loan advanced, arrears and the costs of hquidation

d) Sub-prime lending

The Group has no appetite or product offering for sub-prime business The Group's credit pelicy explicitly prohibits such lending
and s designed to ensure that any business written Is responsible, affordable {both initially and on an on-going basis} and of a
good credit quakity
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Mortgage credit quality and credit risk mitigation — loan-to-value analysis'”

Loan-to-value analysis 2011 2010 2008
New business
< 75% 70% 74% 83%
75% - 90% 30% 256% 17%
> 90% - . -
100% 100% 100%
Average loan-to-value of new business (at inception} 64% 62% 61%
Stock
< 75% 66% 67% 61%
75% - 90% 22% 22% 22%
90% - 100% 7% 7% 10%
>100% 1 e negative equity 5% 4% 7%
100% 100% 100%
Average loan-to-value of stock (iIndexed) 52% 51% 52%
Average loan-to-value of impaired loans 67% 67% 70%
Average loan-to-value of unimpaired loans 52% 51% 52%

(1) Excludes any fees added to the loan and only includes the drawn Ican amount not drawdown imits

Dunng 2011, LTV on new business completions rose from 62% to 64%, due to policy and price changes allowing high quality,
higher LTV applications to be accepted At 31 December 2011, 4 8% of the retall mortgage portfolic was over 100% LTV
compared with 4 3% at 31 December 2010 This increase was due to a decrease in house prices, however, both the >100% and
90-100% LTV stock 1s considerably Iower than in 2009 Additionally, the percentage of the portfolio with LTV greater than 30%
(12%) remains well below the UK industry average of 17% (CACI Mortgage Market Data)

At 31 December 2011, the indexed stock LTV increased to 52% from 51% at 31 December 2010, agawn mainly due to
decreasing house prices The average LTV of impaired loans 1s higher than that of urimparred loans due to higher LTV business
being inherently nskier and hence more likely to go Into arrears From 2010 to 2011 the LTV of impaired loans was unchanged at
67% The vast majonity of the mortgage loan portfolio 1s unimpaired, reflected by the fact that the LTV of unimparred loans s

the same as that of the entire portfclio

Mortgage credit quahity and credit nsk mitigation - borrower profite!”

Borrower profile 2011 2010 2008

New business

First-ime buyers 21% 21% 17%

Home movers 48% 47% 37%

Remortgagers 31% 32% 46%
100% 100% 100%

Of which @

- Interest-only loans 29% 34% 36%

- Flexi loans 9% 19% 9%

- Loans with original LTV >100% - - -

Stock

First-time buyers 19% 18% 17%

Home movers 39% 39% 38%

Remortgagers 2% 43% 45%
100% 100% 100%

Of which ?

- Interest-only loans 4% 42% 43%

- Flexs loans 18% 19% 18%

- Loans with onginal LTV >100%

(1) Excludes any fees added to the loan and only includes the drawn loan amount not drawdown hrmits
(2) Where a loan exhibits more than one of the hrgher risk cotena it is included in all the appiicable categones

During 2011, the proportion of new business from first-ime buyers, home movers and remortgagers was relatively unchanged
compared to 2010, due to conditions In the market remaining relatively static A lower percentage of new interest-only and
flexible loans were written 1n 2011 compared with 2010 For interest-only loans this was, In part, due to no longer accepting
interest-only applications with an LTV greater than 75%

During 2010, the propertion of new business from remortgages continued to decrease This trend continued to be seen
across the UK market as low interest rates and stncter lending critenia continued to reduce the incentives for customers to
remortgage to anocther lender During 2009, the proportion of new business from remortgages began to decrease This trend
was seen across the UK market as lower interest rates and stricter lending criternia began to reduce incentives for customers to
remortgage to another lender
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Average earmings multiple (at inception)

2011 2010 2009
Average earnings multiple (at inception) 30 29 28

The average earnings multiple (at inception) increased slightly durning 2011 This was due to accepting a shghtly increased
number of higher income multiple but good qualty (low nisk) customers During 2010, the average earmings muluple (at
Inception} increased as compared to 2009 due to a higher proportion of lending to first-ime buyers which generally have higher
earnings multiples

Mortgages — Non-performing loans and advances

2011 2010 2009
£m £m fm
Total mortgages non-performing loans and advances ™ - UK 2,434 2,343 2,436
Total mortgage toans and advances to customers’? 166,201 165,772 160,552
Total impairment loan loss allowances for mortgages - UK 478 526 484
% % %

Mortgages non-performing loans and advances as a percentage of total mortgage loans and
advances to customers 146 141 152
Coverage ratio? 19 64 2245 19 87

(1) Mortgages are classified as non-performing when the counterparty fails to make a payment when contractually due for typically three months or longer
{2) Excludes accrued interest
(3) Imparment loan loss allowances as a percentage of non-performing loans and advances

At 31 December 2011, mortgage non-performing loans as a percentage of mortgage loans and advances to customers increased
10 146% (2010 1 41%) However, the underlying performance remained stable with the overall increase due to a change in the
NPL definiion resulting in more cases classified as NPLs The additional NPLs arose from cases past maturity and sole deceased,
where the mortgage or part of the mortgage was still outstanding Past matunty loans refer to loans that have reached the
maturity date when the mortgage should have been repaid but stll remains outstanding, with the customer continuing to pay
the normal monthly instalments Sole deceased cases fall into arrears as the sole mortgage account holder has deceased and the
monthly instalments continue to accrue resulting in arrears until the customer’s estate setiles the outstanding mortgage and the
associated arrears Excluding the impact of the change in NPL definition, the NPL ratio at 31 December 2011 was 1 39%,
reflecting stable underlying performance, comparatives in the table above are not restated for the change The mortgage NPL
ratio of 1 46% remained considerably below the UK industry average based on Councl of Mortgage Lenders ('CML'} published
data The mortgage non-performing loan and advances performance reflects the high quahty of the mortgage book, a lower
than anticipated increase in unemployment and prolonged low interest rates Imparment loss allowances decreased to £478m
{2010 £526m) with the coverage ratio remaming relatively strong at 193 64% (2010 22 45%) as a result of stable non-
performing loans Given the favourable underlying NPL performance and the early performance of new business written in 2011,
the impairment reserves have decreased, resulting in a reduction in coverage

In 2010, mortgage non-performing loans as a percentage of mortgage loans and advances to customers decreased to
141% (2009 1 52%), despite the growth In the mortgage loans and advance to customer, as a result of effective collection
processes, the high quality of the mortgage portfolio, stable unemployment and persistently low interest rates Similarly, the level
of mortgage non-performing loans and advances reduced to £2,343m at 31 December 2010 (2009 £2,436m} However,
impairment loss allowances ncreased to £526m (2009 f484m), principally due to the tigher number of loans and advances
subject to the Group's forbearance process, which require higher levels of i/mparrment loss allowances to reflect their increased
nsk characteristics At 31 December 2010, the coverage ratio mncreased to 22 45% (2009 19 879%), as a result of both the
Increase in imparrment loss allowances and the decline in the level of mortgage non-performing loans and advances

Mortgages - non-performing loans and advances by higher nisk loan type®”

2011 2010 2009

£m fm £fm

Total mortgages non-performing loans and advances 2,434 2 343 2,436
Of which

- Interest only loans 1.557 1,608 1,665

- Flexi loans 232 226 251

- Loans with oniginal LTV > 100% 20 22 25

(1) Where a loan extubits more than one of the higher nisk cnteria 1t is included n all the applicable categories

90 Santander UK plc 2011 Annual Report




Business and Financial Review
Risk Management Report continued

Mortgages ~ Arrears

The following table analyses the residential mortgage arrears status at 31 Cecember 2011 and 31 December 2010 for Retail
Banking by volume and value

2011 2010 2009

Volume Valuel Volume Valug? Volume Value™

‘000 £m ‘000 £m ‘000 £m

Performing 1,558 161,145 1,588 160 867 1,564 155,380
Early arrears™ 24 2,488 23 2,439 25 2625
Late arrears™* 26 2,434 21 2 343 22 2,436
Properties in possession 1 134 1 123 1 110
1,609 166,201 1,633 165,772 1,612 160 551

(1) Excludes accrued interest

(2) Early arrears refer to martgages that are between 31 days and 90 days in arrears
(3) Late arrears refer to mortgages that are typically over S0 days in arrears

(4} Volumes exclude past matunty loans

In 2011, arrears and repossession levels remained significantly better than UK industry benchmarks from the Counal of
Mortgage Lenders Mortgage arrears increased slightly, supported by continued low interest rates and a high qualhty boock
coupled with effective handing procedures Properties in possession increased shightly but remained stable at 0 06% of the total
mortgage book by volume Properties in possession by value increased slightly duning the year and the ratio of properties in
possession to the total mortgage book was considerably better than the industry average This was due to stable sales
performance of repossessed assets and strong rehabilitation rates for the cases in litigation

In 2010, arrears and repossession levels were significantly better than tndustry benchmarks from the Counal of
Mortgage Lenders Mortgage arrears decreased due to forbearance initiatives, low interest rates and Government policies Both
early and late arrears remained broadly stable as a result of the high quality mortgage book and effectwe collection handling
hmiting flow of entries to late arrears Properties in possessicn remamned broadly flat with intake stable

The following table set forth information on UK residential mortgage arrears by volume of accounts (separately for
higher risk loans and the remaining loan portfolio) at 31 December 2011, 2010 and 2009 for Retail Banking compared to the
industry average as provided by the Council of Mortgage Lenders ('CML’)

M
Group”  (unaudited)
Higher risk loans'” R g
interest-only Flexible Loans with onginal loan
Mortgage arrears loans loanhs LTV > 100% portfolia Total?
(Percentage of total mertgage loans by number)
31 to 60 days in arrears
31 December 2005 045 007 00 05i 100 -
31 December 2010 oM o006 - 047 092 -
31 December 2011 044 007 oM 049 095 -
61 to 90 days in arrears
31 December 2009 027 004 - 029 058 -
31 Decemnber 2010 023 003 - 026 051 -
31 December 2011 027 004 - 028 0 56 -
Over 3 to 6 months in arrears
31 December 2009 041 005 001 036 080 098
31 December 2010 036 005 - 033 072 089
31 December 2011 040 0 06 - 036 077 086
Over 6 to 12 months in arrears
31 December 2009 022 004 - 016 040 082
31 December 2010 020 003 - 315 037 070
31 December 2011 024 004 - 017 042 064
Over 12 months in arrears
31 December 2009 009 003 - 007 017 060
31 December 2010 o1 002 - 008 020 056
31 December 2011 013 002 - 010 023 048

{4) Group data 5 not readily avadable for arrears less than 31 days

(2) Council of Mortgage Lenders data 15 not avalable for arrears less than three months

(3) Where a loan exhibits more than one of the higher risk critena 1t is included in all the applicable ¢ategones As a result, the total of the mortgage arrears for higher risk loans and remaining
loan parttolo will nat agree to the total mortgage arrears percentages

With the exception of the “over 12 months” category, arrears decreased across all time categonies between 2009 and 2010
Arrears rates increased slightly duning 2011, increasing beyond 2009 levels for late arrears but remaining below 2009 levels for
early arrears Overall the arrears rate remained well below the industry average as provided by the Council of Mortgage Lenders

In addition to the accounts in payment arrears, at 31 December 2011, 016% of loans had a capital balance
outstanding 90 days after the contractual maturity date of the loan These loans are not included in the table above The balance
remaining on these accounts i1s generally low, with an average balance of approximately £14,600
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Mortgages - arrears management

When a mortgage 1s n arrears, the account 1s considered due and classified in the Collections category Collections & Recoveries
15 responsible for all debt management initiatves on the secured loan portfolio for Retasl Banking Debt management strategies,
which include affordability assessment, negotialing appropriate repayment arrangements and concessions and debt counselling,
can start as early as the day after a repayment is past due and will continue until legal action Different collection strategtes are
apphed to different segments of the portfolio subject to the perceived levels of risk for example, loan-to-value, collections score
and account charactenstics Policies and processes are designed to ensure that collections staff tallor repayment arrangements to
suit the indwidual arcumstances and financial situation of the customer

Collections & Recoveries’ actvities exist to ensure customers who have failed to make ther contractual or required
minimum payments or have exceeded their agreed credit imits are encouraged, subject to assessment of arcumstances and
affordability, to enter into appropnate arrangements to pay back the required amounts, and in the event they are unable to do
s0 10 pursue recovery of the debt 1n order to maximise the net recovered balance The overall aim 1s to mimimise losses by helping
customers repay their debts in a timely but affordable and sustainable manner whilst not adversely affecting brand, customer
loyalty, fee income, or comphiance with relevant legal and regulatory standards

Collections & Recoveries activity 1s performed within erther

> Santander UK, by Collections & Recoveries, utilising the Group's operational centres and involves the use of selected
third party specialists where appropriate, or
> additonal outsourced providers, using operational centres approved by the Group as sufficiently capable to deal with

the Group customers to the high standards expected by the Group

The Collections & Recoveries department follows the Collections & Recoveries policies and makes use of vanous collection and
rehabilitation tools with the aim to bring the customer account up to date as soon as possible The policies comply with the UK
Financial Services Authonty Treating Customers Fairly (‘'TCF?) and Mortgage Conduct of Business ({MCOB’) rules and principles
The MCOB rules govern the relationship between mortgage lenders and borrowers in the UK, and are designed to improve the
information available to consumers and increase their ability to make informed choices in the mortgage market

General principles of collections
The general principles of the Group's collections consist of

> Wherever possible, rehabilitation tools are used to encourage customers to find their own way out of difficulties but this
solutton should be agreeable to the Group,

> The Group will be sympathetic and not make unreasonable demands of the customer,

> Customer retention, where appropriate, 1s important and hetping customers through difficult times can improve loyalty,

> Guarantors are pursued only after 1t is estabhshed that the borrower is unable or unwilling to fulfil ther contractual
arrangements or If contact with the borrower cannot be made, and

> Litigation and repossession 1s the last resort

Effective collections and recovenes activity 1s dependent on

> Predicting customer behaviours and treating customers fairly By momtoring and modelling customer profiles
and designing and implementing appropriate customer communication and repayment strateqies, the Group’s
strategies are designed to balance treating customers fairly with prioritising monies owed to the Group by customers

> Negotiation Ongoing communication and negotiation with the customer are the dominant critera in recovery
management at any time during the life of the account {even the legal phase) so as to meet the objective of
recovering the arrears In the shortest affordable and sustainable period and at the least cost

> Monitonng customer repayment promises It 1s essential that agreements or prormises agreed with the customer
for the repayment of debts are monitored and evaluated to ensure that they are reducing the indebtedness of the
customer and are cost effective for the orgarusation {1 e adding positive financial value over operational costs)

An agreement or promise s defined as any transaction in which a firm commitment 15 made with the
customer, in relation to a specific payment schedule in most instances, where repayment 18 mamntained in accordance
with the promise, fees and charges to the account are withheld Where the customer fails to meet their obligations,
enforcement actvity will resume where appropniate This will involve statutory notice of default, terrmunation of
agreement and the account may be referred to debt recovery agents

> Management aimed at the customer Effective collections management 1s focussed on assisting customers in
finding workable and sustainable repayment solutions based on ther financial crcumstances and needs This
approach builds customer loyalty and the prionty of repayment to the Group, and enables the Group to arrange
repayment solutions which are best for the customer while meeting the Group's financial objectives
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> Customer relationship management Collections & Recovenes will have sight of information about some of a
customer’s other Santander UK retal products (e g banking, unsecured persenal loan and mortgage} and this will be
taken nto consideration when agreeing repayment plans For example, a repayment plan for unsecured personal
leans will not be agreed if such a pfan compromises the customer's ability 1o repay ther Santander UK bank account
This approach reduces the nisk of duplicating collections and recovenes activity and assocated costs (e g payment of
fees to external comparies and the fees of lawyers taking the same measures)

> Standardisation and automation of recovery proceedings Standard processes are defined based on the number
of payments or cycles of delinquency Strategies are defined to automate the production of legislatively required
documentation (such as Consumer Credit Act {"CCA’) statutory notices of default) and to automate, so far as s
possible, the transfer of customers to appropriate post write-off recovery action at pre-defined strategy stages

> Ongoing management and coordination between all parties involved Appropnate coordination 1s required
between Santander UK internal collection departments, outsource and in-source collections services providers and in-
house and outsourced post write-off collection agents in order to assure a smooth transfer of cases from one area to
another and to quickly resolve any problems which might arise

If the agreed repayment arrangement i1s not maintained, legal proceedings may be undertaken and may result m the property
being taken Into possession The Group sells the repossessed property in a reasonable time frame for the best possible price
based on far market value and uses the sale proceeds, net of costs, to pay off the outstanding value of the morigage The stock
of repossessed properties held by the Group vanes according to the number of new possessions and the buoyancy of the
housing market

Collection tools
The Group uses the following collection tocls to recover mortgage arrears

a) Use of external agents — external agents may be engaged to trace customers during the collection and recoveries
phase Remuneration is on a fixed fee basis The Group manages external agents and suppliers to ensure that they
follow a consistent approach to any collections and recoveries actvity, and relevant management information 1s receved
from them in a consistent style In addition, suppliers are audited and reviewed to ensure that they are fully compliant
with TCF, MCOB and other UK Financial Services Authority requirements

b) Field collections - Field visits are undertaken by agents acting on behalf of Santander UK visiting a mortgaged property
In perscn  Field visits are only used where the borrower 1s two or more instalments in arrears and has not responded
satisfactonly to other forms of communication Customers are pre-notified of such visits to enable them to contact us in
arder to cancel or make other arrangements Where unauthorised letting or abandonment of the property I1s suspected,
a field vistt may be made irrespective of the arrears situation

o] Exercise the legal nght of set-off — other designated bank accounts may be combined to clear the arrears and any
other fees, charges or sums which are due but not to make pnnapal repayments Right of set-off may only be
performed on available funds, this does not include funds in a bank account intended for priority debts such as councll
tax If a payment arrangement 1s in place, nght to set-off will not apply The repayment period cannot be extended to
defer collection or arrears

d) Arrears fees - An arrears fee charge Is typically raised on the anniversary of a missed payment 1 e when payment has
not been recenved before the next payment 1s due and/or on the anniversary of a missed payment when the customer
has not kept to an agreed repayment plan with Collections & Recoveries {1 e a broken promise} A customer will only be
charged a maximum of one fixed fee per month

Entry and exit critena from the collections category

There are specific criteria for entry into and exit from the collections category The entry and exit criteria vary according to
mortgage product The tngger for entry will vary from the account being one penny in arrears for flexible mortgages, to a fixed
number of days after the arrears are equal to or greater than one instalment Generally, the trigger for exit will vary from arrears
being cleared for flexible mortgages, to arrears being reduced to below £100 or the account being restructured or entening the
forbearance process, as described below

Mortgages - forbearance

Forbearance or repayment arrangements allow a mortgage customer to repay a monthly amount which 1s lower than their
contractual monthly payment for a short period This period 1s usually for no more than 24 months (although shorter
concessionary penods may be agreed where appropriate and sutable for the given circumstances of the customer) and 1s
negotiated with the customer by the morigage collectors During the period of forbearance, arrears management actwity
continues with the aim to rehabilitate accounts There 1s no clearing down of arrears such that unless the customer 1s paying
more than ther contractual mintmum payment, arrears balances will remain When customers come to the end of therr
arrangement period they wili continue to be managed as a mainstream collections case and if Santander UK 1s unable to recover
any remaining arrears, then the account will move toward possession proceedings
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Mortgages restructured or renegotiated

Capitahsation 1s the process whereby outstanding arrears are added to the loan balance to be repaid over the remaining loan
term Capitalisation can be offered to borrowers under the forms of payment arrangements and refinancaing {either a term
extension or an interest only concession), subject to customer negotiation and agreement

a)

)

Payment arrangements — discretion exists to vary the repayment schedule to allow customers to bring the account
up to date The objective 1s to bring the account up to date as soon as possible

i a customer has repeatedly broken prewvious arrangements to the extent that the advisor does not believe
the payment arrangement will be adhered to, payment arrangements are not agreed without an upfront payment If a
payment arrangement Is refused, the customer is notified of this in writing, as per requirements under the pre-action
protocol In the event a customer breaks an arrangement, Santander UK will wait at least 15 business days before
passing them to [itigation / continutng with litigation, as per requirements under the pre-action protocol  New
arrangements will not be agreed in these fifteen days, however the orniginal arrangement may be reinstated
Refinanaing - Collections & Recoveries may offer to pay off an existing mortgage and replace it with a new one, only
to accounts in arrears or with sigmificant finanaal difficuities or 1if customer 1s up to date but states they are
expenencaing finanaal hardship  Collections & Recoveries may offer a term extension or interest only concession The
eligibility cnteria for refinancing are

> If the account s at least one instalment in arrears, or

> If the customer has been consistently underpaying their instalment {for at least the last two months) then this
can be taken as evidence of financial hardship, or

> If the customer claims a medium-term temporary change i financial arcumstances has caused financial

distress Pre-delinguent customers are not required to submit evidence of finanoal hardship

To qualify for either a term extension or an interest only concession, affordability 15 assessed, and the custorner must

also meet the specific critena detalled below, 1In addition to the eligibility criteria for refinancing The customer must

confirm that he or she 15 aware of the implications of refinancing

> Term Extensions - the repayment period/program may be extended to reduce monthly repayments if all
other collections tocls have been exhausted Customers may be offered a term extension where they are up-
to-date but showing evidence of financial difficulties, or are already in the Collections & Recoveries process,
and no other refinancang has been performed in the last 12 months The term can be extended to no more
than 40 years and the customer must be no more than 75 years old at the end of the revised term of the
mortgage

> Interest Only Concessions — the monthly repayment may be reduced to interest payment only with capital
repayment deferred if all other collections tools have been exhausted and a term extension i1s either not
possible or affordable Customers may be offered an mnterest only concession where they are up-to-date but
showing evidence of financial difficulties, or are already in the Collections & Recovertes process [nterest only
congessions are offered up to a two year maximum period (although shorter concessionary pericds may be
agreed where appropriate and suitable for the given arcumstances of the customer), after which a review 1s
carried out The expectation 1s that the customer will return to repayment on a capital and interest basis after
the expiry of this concession, however, In excepticnal circumstances, a further extenston may be granted
Agreements are made through the use of a data driven tool including such factors as affordability and
customer indebtedness Penodic reviews of the customer financial situation are undertaken to assess when
the customer can afford to return to the repayment method

> Capitalisation — the customer's arrears may be capitalised and added to the mortgage balance where the
customer I1s consistently repaying the agreed monthly amounts {typically for a minimum perncd of 6 months)
but where they are unable to increase repayments 10 repay these arrears over a reasonable penod

The inaidence of the main types of arrangements described above which occurred during the year ended 31 December 2011 and

2010 was

2011 2011 2010 2010
£m % of loans by £m % of loans by
value value
Capitalisation 386 51 459 50
Term extensions 53 7 12 12
Interest only concessions 318 42 354 38
757 100 925 100
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The status of the cumulative number of accounts in forbearance at 31 December 2011 when they onginally entered forbearance,
analysed by type of forbearance applied, was

Interest onty Term extension Capitalisation Total

No fm No £m No £m No £m
Performing 2,966 335 765 78 4,644 447 8,375 860
In arrears 6,054 622 1,493 121 10,606 1,004 18,153 1.747
Total 9,020 957 2,258 199 15,250 1.451 26,528 2,607

The current status of accounts in forbearance analysed by type of forbearance applied, at 31 December 2011 was

2011 imparrment
Interest only Term extension Capstalisation Tetal allowance
No £m No £m No fim No £m £m
Performing 4,940 518 1,295 120 11,393 1,114 17,628 1,752 a7
In arrears 4,080 439 963 7% 3.857 337 8,900 855 45
Total - 2011 9,020 957 2,258 199 15,250 1,451 26,528 2,607 92
Proportion of portfolic (%) 06% 06% 01% 01% 09% 09% 16% 16% -
2010
Total 6,789 710 1,691 161 13,212 1,197 21692 2 068 80
Proportion of portfolio (%) 0 4% 0 4% Q1% 0 1% 0 8% 07% 13% 12% -

In 2011, the value of accounts in forbearance decreased, reflecting changes to the Group's policies to focus the application of
forbearance activities

At 31 December 2011, 66 5% of the accounts in forbearance were performing in accordance with the revised terms
agreed under the Group's forbearance arrangements When forbearance activities began, only 31 6% of these accounts were
performing In accordance with the onginal centractual terms A customer's ability to adhere to any revised terms agreed 15 a
significant indicator of the sustainability of the Group's forbearance arrangements The improvement in the percentage of
accounts performing supports the Group’s view that its forbearance arrangements provide a valuabie tool to imprave the
prospects of recovery of amounts owed Those accounts that reach the end of the concessionary forbearance period show a
good propensity to return 1o full repayments in accordance with the original contractual terms after the period of financial
difficulty has passed

At 31 December 2011, impairment loss allowances as a percentage of the balance of accounts for the Group's overall
mortgage portfolio was 0 3% The equwvalent ratio for accounts in forbearance which were performing was 2 6%, and for
accounts in forbearance which were In arrears was 5 6% The higher ratios for accounts in forbearance reflect the higher levels
of impairment loss allowances held against such accounts, as a result of the higher rnisk characteristics inherent in such accounts

The tables below provide a further analysis of the accounts in forbearance at 31 December 2011 that are classified as
perforrming by length of time since they entered forbearance

Dto6 > 6to 12 >12to0 18 >18t0 24 More than 24 Total

2011 - Values manths months months months months
£m £m £m £m £m £m
Capitalisation 143 173 197 126 474 1,113
Term extensions 8 17 28 40 28 121
Interest only concessions 54 66 100 98 200 518
Total 205 256 325 264 702 1,752
Proportion of forborne performing accounts (%) 12% 15% 18% 15% 40% 100%
0toé >6to12 »>12to 18 »>18to24 More than 24 Total

2011 - Volumes months months months months months
No No No No No No
Capialisation 1,277 1,495 1,737 1.234 5,650 11,393
Term extensions 98 174 304 404 315 1,295
Interest only concessions 455 6520 871 907 2,087 4,940
Total 1,830 2,289 2,912 2,545 8,052 17,628
Proportion of forborne performing accounts (%) 10% 13% 17% 14% 46 % 100%

The sustainability of the Group's forbearance arrangements 1s further demonstrated by the fact that 60% and 55% by volume
and value, respectively, of the accounts in forbearance classified as performing arose from forbearance undertaken more than 18
months ago
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The table below analyses residential mortgages that have been restructured or renegotiated by capitalising the arrears on the
customer’s accaunt, as a result of a revised payment arrangement (1 e adherence to a repayment plan over a specfied period) or
a refinancing {either a term extension or an interest only concession)

2011 2011 2010 o

Em % £m %

Mortgages restructured during the year™ & 757 100 925 100
of which®

- Interest only loans 430 57 463 S0

- Flexi loans 63 8 60 B

- Loans with onginal LTV >100% 2 - 2 -

(1) All mortgages originated by the Group are first charge
(2) Mortgages are included within the year that they were restructured
(3) Where a loan exhibits more than one of the higher nisk cnitena 1t s included in all the applicable categories

At 31 December 2011, the stock of mortgage accounts that had either had therr term extended or converted to interest only
amounted to less than 1% of all mortgage accounts, both by number and value (2010 less than 1%)

Levels of adherence to revised payment terms remained high during the year and remained in line with the level seen
during 2010 at approximately 71% (2010 70%) by value

Litigation and recovery

The account 15 escalated to the litigation and recovery phase when a customer 1s unwilling or unable to adhere to an agreement

regarding arrears that is acceptable to Santander UK, after the above options have been exhausted In most cases, this will occur

when a customer reaches three instalments in arrears and has been in the collections category for at least 90 days The following

specifically trigger customers to be referred to lihgation

> Three or more missed instalments and having reached the end of strategy

> Upon breaking an agreement while having more than three missed instalments Accounts are given at least 15
business days to make up the payment rmissed under the agreement before being passed to htigation as per the pre-
action protocol

> Legal disputes

> Voluntary repossession

Santander UK will consider delaying referral to liugation, or delaying action once n litigation under certain circumstances, such as
where the customer presents evidence that the mortgage will be redeemed or the arrears cleared, or where the mortgage has a
very low balance and arrears, or where the customer is making a regular payment of at least the instalment amount These
policies exist to ensure that repossession 1s only used as a last resort for customers with an ability to repay and where mortgage
arrears pose reduced risks to the Group

Application of impairment loss methodology to accounts in arrears and collection

Customer accounts that have had restructuring or forbearance policies applied continue to be reported in arrears until the arrears
are capitalised As a result, the impairment foss allowances on these accounts are calculated in the same manner as any other
account that 1s 1n arrears Once arrears are capitalised, the account is reclassified as a performing asset

The accounts within the collections category classified as ‘performing assets’” continue to be assessed for imparrment
collectively under the Group's normal collective assessment methodology, as described in ‘Collective assessment’ in Note 1 of the
Consolidated Financial Statements The accounts within the collections category classified as “performing assets’ have the loss
propensity factor for the IBNO segment apphed, rather than the loss propensity factor for the observed segment

The remaining accounts in the collections category have the loss propensity factor for the observed segment appled, as
they are indwvidually impaired The loss propensity factor for the observed segment 15 normally higher than for the IBNO segment

Accounts that have had forbearance policies applied, and accounts within certain regions, are assessed separately from
other accounts within the IBNQ and observed segments Different 1oss propensity factors and loss factors are used in order to
reflect the different risk charactenstics which are inherent within these loans

Separate adjustments to the loss propensity factors are made to the performing accounts within the collections
category that were previously in arrears and the performing accounts within the collections category that have always been
performing, to reflect therr differing nsk profiles The full observed loss propensity factors are not applied to these accounts, as 1t
15 not expected that all accounts in the collections category will default, partcularly as the Group’s lending pohcies only permit a
mortgage restructure, refinance or forbearance in arcumstances where the customer 1s expected to be able to meet the related
requirements and ultimately repay in full
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Repossessed collateral

The following tables set forth infarmation on properties in possession, at 31 December 2011, 2010 and 2009 for Retall Banking
compared to the industry average as provided by the Counal of Mortgage Lenders, as well as the carrying amount of assets
obtaned as collateral Two independent valuations are requested on all possessions and form the basis for imparrment reserving
Where the valuations are still pending, the latest losses expenenced are used to assess the impairment reserves This, together
with the additional disposal costs considered, ensures that anticipated losses inherent in the stock of possession are realistic in
relation to the current econemic conditions

Industry Average CML

(unaudited)

Number of Vatue Percentage of total mortgage loans by number

Properties I1n possession properties £m % %
31 December 2009 820 110 008 014
31 December 2010 873 123 00s 012
31 December 2011 965 134 006 012

Banking and Consumer Credit

Retail Banking also grants current account facilities and overdrafts, and prowides unsecured personal loans, credit cards, finance
leases and other secured loans

Unsecured personal lending®

Retall Banking uses systemns and processes 1o manage the risks involved in unsecured personal lending These tnclude the use of
application and behavioural sconng systems to assist in the granting of credit facilities as well as regular monitoring of scorecard
perfarmance and the quality of the unsecured lending portfolios

Unsecured personal loans (‘UPLs’} are assessed by the use apphication sconng and control policies to determine lending
decsions In combination with other relevant critenia, such as the loan amount, these determine the price offered to the
custormner as well as acceptreject decisions No revolving or flexible facilities are available to customers through UPL products

Current account facilities rely on behavioural scorning in addition to the application scoring systems Behavioural scoring
examines the lending relationshups that a customer has with Retall Banking and how the customer uses therr bank account This
information generates a score that is used to assist in decding the level of nsk (in terms of overdraft facility amount facilities
granted) for each customer that Retall Banking 1s willing to accept Indmidual customer scores are normally updated on a monthly
basis

An analysis of movements in Retail Banking's unsecured personal lending balances is presented below

2011 2010 2009

fbn fbn £on

At 1 January 33 42 53

Gross lending in the year 15 13 15

Redemptions and repayments in the year {19) 22) (2 6)

Acquired through business combinations - - -

At 31 December 29 33 42

{1} Excludes overdrafts and credit cards

Unsecured personal loans — Non-performing loans and advances

2011 2010 2009

fm fm fm

Total unsecured non-performing loans and advances - UKD 2 155 169 257

Total unsecured loans and advances to customerst? 4721 5,240 4,914

Total impairment loan loss allowances for unsecured loans and advances -UK 297 451 389

% % %

Non-performing loans as a percentage of unsecured loans and advances to customers 327 322 524

Coverage ratio™* 191 99 267 23 151 22

(1) Unsecured personal loans and advances are classified as non-performing when the counterparty fails to make a payment when contractually due for three
months or longer

(2) Includes UPLs, averdrafts cahoot and consumer finance {excluding finance leases) Accrued interest 1s excluded for purposes of these analyses

{3) Impairment loan loss allowances as a percentage of non performing foans and advances

(4) The coverage ratio, as recagnised across the industry, 1s based on the total impairment loan loss allowances relative to the stock of NPLs Total loan loss
allowances will relate to early arrears as well as performing assets and hence the ratio exceeds 100%
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During 2011, UPLs non-performing loans and advances as a percentage of unsecured loans and advances to customers increased
slightly to 3 27% (2010 3 22%) as a result of lower asset balances held The level of UPLs non-performing loans and advances
decreased to £155m at 31 December 2011 (2010 £169m)  This reflects the improved quality of the unsecured lending book
Impairment loss allowances decreased to £297m {2010 £451m) The coverage ratio decreased to 191 99% at 31 December
2011 (2010 267 23%) due to marked improvement in the quality of new business

In 2010, UPLs non-performing loans and advances as a percentage of unsecured loans and advances to customers
decreased to 3 22% (2009 524%) The decrease was predorminantly driven by an improvement in the quality of new business
written in 2010 and the latter part of 2009 The level of UPLs non-performing loans and advances decreased to £169m at 31
December 2010 (2009 £257m) However, impairment loss allowances increased to £451m (2009 £389m) The coverage ratio
increased to 267 23% in 2010 (2008 151 22%) due to both higher impairment loss allowances and the decrease in UPLs non-
performing loans and advances

Unsecured personal loans - forbearance
If a customer with an unsecured personal loan expenences financial difficuties then the man type of forbearance strategy
offered has typically been by way of a term extension as descrbed in “Mortgages - forbearance” above Durng 2017,
forbearance options for UPLs were reviewed and the process Is now to agree an affordable repayment plan rather than to extend
the term See the accounting policy “Impairment of Financial Assets” on pages 177 to 180 for detalls of how imparment losses
are calculated for these loans subject to forbearance

At 31 December 2011 and 2010, the proportion of the stock of unsecured personal loans for which term extensions
had been agreed was less than 2% by number and value

Credit cards

Credit card applications are assessed via a combination of credit pohicy rules and scoring models to determine acceptance
decisions and assign approprate credit hmits Behavioural scoring and trigger events identified through a wide variety of internal
performance and credit bureau data are utilsed to inform ongoing portfolio management decisions such as credit line
management and transaction authaorisation

Credit cards — Non-performing loans and advances

2011 2010 2009

£m fm fm

Total credit cards non-performing loans and advances - UK # 48 68 2
Total credit cards loans and advances to customers? 2,733 2918 65
Total iImpairment loan loss allowances for credit cards loans and advances - UK 212 186 5
% % %

Nen-performing Toans as a % of credit cards loans and advances to customers 175 231 346
Coverage ratio™*¥ 44127 27542 21225

(1} Credit card loans and advances are classified as non-performing when the counterparty fails to make a payment when contractually due for three months or

longer

{2) Includes Santander Cards and cahoot credit cards Accrued interest 1s excluded for purposes of these analyses

(3) Impairment loan loss allowances as a percentage of non performung loans and advances

(4) The coverage ratio as recognised across the industry 1s based on the total impairment loan loss allowances relative to the stock of NPLs Total loan loss allowances
will relate to early arrears as well as performing assets and hence the ratio exceeds 100%

Durng 2011, credit cards non-performing loans and advances as a percentage of the credit cards loans and advances to
customers decreased to 1 75% {2010 2 31%) mainly due to reduced levels of non-performing lcans following risk initiatives that
have improved the quality of the book The coverage ratio increased to 441 27% (2010 275 42%) due to lower non-performing
loans and higher reserves as post-acquisition reserves were recognised with respect to the Penmeter companies acquired in 2010

In 2010, credrt cards non-performing loans and advances as a percentage of the credit cards loans and advances to
customers decreased 10 2 31% (2009 3 46%) The coverage ratic increased 1o 275 42% from 212 25% The changes were
driven primarily by the inclusion of the Perimeter companies in 2010
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Credit cards - forbearance

Forbearance arrangements allow credit card customers to manage repayments when they experience financial difficuities The
forbearance arrangements may be available to credit card customers are

a) Reduced repayments via a Debt Management Plan — where customers expenence financial difficulty collection
activities and fees and interest can be frozen for up to 60 days A reduced payment plan 1s agreed and If payments
mainiained then the fees and interest will not be reinstated

b) Informal reduced payment arrangements — the same flexibility as noted above 15 offered where a customer does
not have a formal Debt Management Plan in place but 1s experiencing financial difficulties
] Reduced settlement — a reduced lump sum payment may be accepted with the remaining balance written off

In addition to these forbearance strategtes, the Group complies with insolvency solutions which are governed by refevant
regulations and codes of practice Insolvency solutions are not considered forbearance as they are not at the discretion of the
Group but rather are complied with when applicable

The accounts to which forbearance 1s applied are a small proportion of the total loan portfolio, with less than 1% by
volume and yust over 2% by value of accounts being in forbearance at 31 December 2011

Finance Leases

Retail Banking enters into finance leasing arrangements pnmarily for the finanaing of motor vehicles The leasing arrangements
are collateralised on the vehicles themselves In addition, customers pay a cash deposit, so the majority of the loans are over-
collateralised In arrangements where the Group retains an interest in the residual value of a vehicle then industry standard
valuations for the value of the vehicle at the end of the lease period are used to ensure that the collateral value i1s appropriate

Finance leases - Non-performing loans and advances

2011 2010 2009
Em fm £m
Total finance leases non-performing loans and advances'! #
-UK 7 7 8
Total finance leases loans and advances to customers'® 1,760 1,559 -
Total impairment loan loss allowances for finance leases loans and advances
-UK 36 18 -
% % %
Non-performing loans as a % of finance leases loans and advances to customers 039 046 -
Coverage ratio™* 53237 24873 -

(1) Finance leases are classified as non-performing when the counterparty fails to make a payment when contractually due for three months or fonger

(2) Accrued interest 1s excluded for purposes of these analyses

(3) Impairment loan !oss allowances as a percentage of non perferming loans and advances

(4) The coverage ratio as recognised across the industry 1s based on the total impairment loan loss allowances relative to the stock of NPLs Total loan loss allowances
will relate to early arrears as welt as performing assets and hence, the ratio exceeds 100%

Dunng 2011, finance leases non-performing loans and advances as a percentage of the finance leases loans and advances to
custorners decreased to 0 39% (2010 0 46%) as a result of asset growth and the increasing quality of the book where the
business mix 1s changing more towards new cars The coverage ratio increased to 532 37% (2010 248 73%) due to higher
reserves as post acquisition reserves were recognised with respect to the Perimeter companies acquired in 2010

In 2010, finance leases non-performing loans and advances as a percentage of the finance leases loans and advances to
customers increased to 0 46% (2009 nil%) The increase was driven by the inclusion of the Permeter comparues in 2010 The
level of finance leases non-performing loans and advances reduced slightly to £7m (2008 £8m} Impairment loss allowances
Increased to £18m (2009 £nil} The coverage ratio increased from nil% to 248 73%

Finance leases - forbearance
There 15 no significant forbearance actvity within the finance lease business
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Impairment losses on loans and advances to customers

The Group's iImpairment loss allowances pohcy for retail assets 1s set out In Note 1 of the Consolidated Financial Statements
Retall Banking analysis of impairment loss allowances on loans and advances to customers

An analysis of the Retail Banking impairment loss allowances on loans and advances to customers is presented below

2011 2010 2009 2008 2007
£m £m £fm fm fm
Observed impairment loss allowances
Advances secured on residential properties - UK 381 369 313 174 74
Finance leases - UK & 2 - - -
Unsecured advances - UK 330 3 341 227 250
Total observed impairment loss allowances ' 717 752 654 401 324
Incurred but not yet cbserved impairment loss allowances
Advances secured on residential properties - UK 97 157 171 184 102
Finance leases - UK 30 16 - - -
Unsecured advances - UK 179 256 53 65 85
Total incurred but not yet observed impairment loss allowances 306 429 224 248 187

Total |mga|rment loss allowances 1,023 1,181 878 650 511
Impa&rment Iowance Conysts 0F the required level of provIcning On aCCounts in early arreans as well as S an nce the total can igher than ute value o 5

Retail Banking movements in impairment loss allowances on loans and advances

An analysis of movements in the Retaill Banking impairment loss allowances on loans and advances is presented below

2011 2010 2009 2008 2007
£m £m fm fm £m

Impairment loss allowances at 1 January 1.181 878 650 511 460
Amounts wnitten off
Advances secured on residential properties - UK (92) (42) (84) (32) (9)
Finance leases - UK {9) (2) - - -
Unsecured advances - UK {458) (448) {3%9) {262) {(339)
Total amounts written off {559) (492) {483) (294) (348)
Observed impairment losses charged against profit
Advances secured on residential properties - UK 104 98 223 132 38
Finance leases - UK 14 4 - - -
Unsecured advances - UK 407 488 513 239 346
Total observed impairment losses charged against profit 525 590 736 371 384
Incurred but not yet observed impairment losses charged against profit {124) {16) (25) {20) 15
Total impairment losses charged against profit 401 574 711 351 399
Assumed through transfers of entities under common control - 221 - 82 -
Impairment loss allowances at 31 December 1,023 1,181 878 550 511
Retail Banking recoveries |
An analysis of the Retaill Banking recoveries 1s presented below

2011 2010 2009 2008 2007

£m £m fm £m £fm

Advances secured on residential properties - UK 3 1 i 1 2 |
Finance leases - UK 3 1 - - -
Unsecured advances - UK 56 20 30 33 36 |
Total amount recovered 62 22 3 34 38
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Retail Banking non-performing loans and advances‘?

An analysis of Retail Banking's non-performing loans and advances i1s presented below

2011 2010 2009 2008 2007

£m fm £m fm fm

Retall Banking non-performing loans and advances that are impaired™ 834 1,062 836 653 264
Retall Banking non-performing loans and advances that are not impaired 1,809 1,524 1,768 1,234 596
Total Retail Banking non-performing loans and advances™® 2,643 2,586 2,704 1,887 860
Total Retall Banking loans and advances to customers™ 175,416 175,489 165,531 159,534 108 485
Total Retall Banking impairment foan loss allowances 1.01% 1184 878 653 540
% % % % %

Non-performing loans and advances as a % of customers assets 151 147 163 118 Q79
Coverage ratio™ 38 69 45 66 32 47 34 61 62 79

{1) Loans and advances are classified as non-performing typically when the counterparty fails to make payments when contractually due for three manths or langer
{2} Non-performing loans against which an impairment loss allowance has been established

(3} All non-performing loans are UK and continue accruing snterest

{4) Excludes accrued nterest

(5) Impairment foan loss allowances as a percentage of non-performing loans and advances

Durng 2011, non-performing loans and advances as a percentage of loans and advances to customers increased to 151%
(2010 147%) The relatively stable increase in NPLs was driven by the change in mortgage NPL definition that has resulted in
more cases classified as NPLs The additional NPLs arise from cases past matunty and scle deceased, where the mortgage or part
of the mortgage sull remains cutstanding although stll performing Past maturity cases refer to loans that have reached the
maturity date when the mortgage should have been repaid but still remains outstanding, with the customer continuing to pay
the normal monthly instalments Sole deceased cases fall into arrears as the sole mortgage account holder has deceased and the
monthly instalments continue to accrue resulting in arrears until the customer’s estate settles the outstanding mortgage and the
associated arrears Excluding the impact of the change in NPL defimtion, the NPL ratio at 31 December 2011 would be 1 45%
The movement reflected an increase in non-perferming loans and advances to £2,643m {2010 £2,586m) across the main Retall
Banking products (1e mortgages, unsecured loans and finance leases) The performance reflected the high quality of the
mortgage portfolio, a lower than antiipated increase in unemployment and persistently low interest rates Imparment loss
allowances reduced shghtly to £1,019m (2010 £1,184m) The coverage ratio decreased to 3869% (2010 45 66%) due to
lower impairment loss allowances, offset slightly by the increase in non-performing loans and advances

In 2010, non-performing loans and advances as a percentage of customers assets decreased to 1 47% (2009 1 63%)
The decrease reflected a reduction In non-performing loans to £2,586m (2009 £2,704m) across the main Retall Banking
products (e mortgages, unsecured loans, and finance leases) This was principally driven by effective mortgage collection
processes, the high qualty of the mortgage portfolio, stable unemployment and persistently low interest rates However,
imparrment loss allowances increased to £1,184m (2009 £878m}, principally due to the higher number of loans and advances
subject to the Group’s forbearance process, which require higher levels of impairment loss allowances to reflect thew increased
rnisk characteristics The coverage ratio increased 10 45 66% (2009 32 47%) due to both huigher imparrment loss allowances and
the decrease in non-performing loans and advances The amounts writien off on unsecured advances increased from £399m to
£448m at 31 December 2010 reflecting the combined effect of the transferred Allance & Leicester portfolio in 2009 and further
acguisitions in 2010

In 2009, non-performing loans and advances as a percentage of loans and advances to customers increased to 1 63%
{2008 118%) This primarily reflected the impact of the continued market detertoration on the performance of the residential
mortgage portfolio This also further increased the proportion of nen-performing loans secured agamst residential property in the
non-performing loan balance, which in turn further reduced the overall impairment loss allowances coverage as the distribution
shifted towards mortgages that require a lower level of coverage due to inherent securities held against the non-performing
loans

In 2008, non-performing loans and advances as a percentage of loans and advances to customers increased to 1 18%
(2007 0 79%) This prmarily reflected the impact of the deteriorating market environment on the performance of the residential
morigage portfolio This also increased the proporticn of non-performing loans secured against residential property in the non-
performing loan balance, which in turn further reduced the average impawment loss allowances coverage required in respect of
the eventual credit losses expected to emerge from these loans

Interest income recognised on impaired loans amounted to £95m in 2011 (2010 £125m, 2009 £96m}
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Retail Banking restructured loans

As described abave, loans have been restructured or renegotiated by capitalising the arrears on the customer’s account, as a
result of a revised payment arrangement (1 ¢ adherence to a repayment plan over a specified penod) or a refinancing (either a
term extension or an interest only concession} The value of capitalised arrears on these toans duning 2011 was £11m (2010
£13m, 2009 £6m)

The table below shows Retall Banking’s loans not included in non-performing loans that have been restructured or
renegotiated by capitalising the arrears

201 2010 2009
£Em fm fm
Restructured loans' 612 607 514

(1) Loans are included within the year that they were restructured

At 31 December 2011, the carrying amount of financial assets that would otherwise he past due or impaired whose terms have
been renegotiated was £1,784m (2010 £1,435m, 2008 £806m)
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CREDIT RISK - CORPORATE BANKING

Definition

Credit risk ts the rnisk of financial loss anising from the default of a customer or counterparty to which the Group has directly
provided credit, or for which the Group has assumed a financial obhigation, after realising collateral held Credit nsk arises by
Corporate Banking making loans, investing in other financial instruments or entering into financing transactions or dervatives

MANAGING CREDIT RISK

Corporate Banking aims to minimise and control credit nsk The Board has approved a set of risk appetite hmits to cover different
types of nsk, including credit nsk, arsing in Corporate Banking The Group's credit risk appetite 1s measured and controlled by a
maximum Economic Capital value, which 1s defined as the maximum level of unexpected loss that the Group 1s willing to sustain
over a one-year penod Within these hmits, credit mandates and polictes are approved to cover detailed industry, sector and
product limits  All transactions falling within these mandates and policies are accommodated under credit hiits approved by the
appropnate credt authority Specfic approval 1s usually reguired by the senior Credit Approvals Committee (‘CAC'} for any
transaction that falls outside the mandates Transactions or expasures above this local imit wall be referred by the CAC to the
relevant approval authorities in Banco Santander, S A The Credit Risk Department is responsible for controling credit nsk i the
portfolios

Analysis of credit exposures and credit nisk trends are provided each month to Risk Oversight Fora, with key i1ssues
escalated to the Risk Commuttee as required Large Exposures {as defined by the UK Financial Services Authority} are reported
guarterly to the Risk Committee and the UK Financial Services Authonity Credit risk on derivative instrurnents 1s calculated using
the potential future mark-to-market exposure of the instruments at a 97 5% statistical confidence level and adding this value to
the current value The resulting “loan eguwalent” or credit nsk is then included against credit imits, along with other non-
dervative exposures In addition, there 15 a pohcy framework to enable the coliateralisation of derivative instruments including
swaps If collateral 1s deemed necessary to reduce credit nsk, any unsecured risk threshold, and the nature of any collateral to be
accepted, 15 determined by management’s credit evaluation of the counterparty

Corporate Banking 1s an area where the Group aims to achieve controlled growth, mainly through the expansion of a
regional business centre network supporting lending to the Mid Corperate, SME and Real Estate sectors as well as within the
large corporate market Focus 1s continuing to be given to the control of credit risks wiathin this expansion based on rohust Credit
Policy Mandates and models covering both nisk appetite and ratings

CORPORATE BANKING ASSETS

2011 2010 2009
£bn £bn f£on
Large Corporate 147 111 182
Sovereign 717 1413 102
SME™ 106 86 67
Social housing® 73 66 63
Real estate’™ 40 33 29
Other! P 29 26 27
472 46 5 47 0

Legacy portfolios in run-off
- Aviaticn 08 09 10
- Shipping 09 12 17
- Other 112 15 14 18
32 35 45
Total @ 504 500 515

(1) indudes corporate loans classified as Loans and advances to customers in Note 18

{2} Includes loans held at amortised cost shown in Note 18 and loans designated at fair value through profit or loss Excludes socral housing bonds of £0 3bn (2010
£0 2bn 2009 {0 3bn) designated at fair value through profit or loss

{3 Includes finance leases classified as Loans and advances to customers in Note 18

(4} Includes Operating lease assets in Note 26

(5} Excluchng provisions
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In Corporate Banking, credit nisk anses on assets and off-balance sheet transactions Consequently, the credit nsk exposure
below anses from on balance sheet assets, and off-balance sheet transactions such as committed and undrawn credit facilities or

guarantees

CORPORATE BANKING CUSTOMER COMMITMENTS

2011 2010
Ebn £bn
Large Corporate 88 62
Sovereign 78 157
Mid Corporate 54 38
SME 75 67
Social housing 89 92
Real estate " 92 72
48 6 48 8

Legacy portfolios 1n run-off
- Aviatien 08 10
- Shipping 11 14
- Structured Finance 19 21
- Other 04 Q7
42 52
Total 528 540

(1) In this table commercral mortgages are inctuded within Real Estate which reflects the type of nsk being monitcred, whereas in the table above they are included

within SME ta reflect the status of the borrower

Corporate Banking committed facilities by credit rating of the issuer or counterparty?

Large Mid Corporate Legacy portfelio

Sovereign Corporate and SME Real Estate  Soaal Housing in run-off Total

2011 £m £m £m Em £m £m £m
AAA 6,965 63 a2 - - - 7,070
Al 819 51 146 219 2,651 - 4,346
A 25 3.326 1,063 1,395 5,990 195 11,994
BBB - 4,770 4,608 2,905 1,300 1,748 15,331
BB - 108 2,990 3,088 - 1,565 7.751
B - - 125 176 - 237 538
CCcc - - 24 23 - 78 125
M) - - 136 284 - 370 790
Other™ - - 3,684 1,146 - - 4,830
Total ¥ 7,809 8,778 12,818 9,236 9,941 4,193 52,775

Large Mid Corporate Legacy portfolio

Sovereign Corporate and SME Real Estate Social Housing in run-gff Total

2010 £m im im fm £m £m fm
AAA 15,651 9 26 g2 - - 15,778
AA 86 315 182 - 1,865 - 2 448
A - 2,312 795 795 6,153 322 10,381
BBB - 3,410 3116 2527 1,206 2,207 12,466
B8 - 169 2255 2,478 10 1,882 6,794
B - - 147 82 - 334 563
CCC - - 36 7 - 63 106
D - - 36 84 - 354 474
Other” - - 3,833 1,158 - - 4,991
Total ¥ 15,737 6,215 10,426 7,227 9234 5,162 54 001

(1) The committed facilities exposure includes OTC dervatives
(2) All exposures are intemnally rated External ratings are taken into consideration in the rating process, where available

(3) Indmdual exposures of £1m or less

(4) Of the totat exposure £2 539m (2010 £1 327m} are off-balance sheet transachons Large Corporates represent 52% of this with the remaining 48% occurning

in the Mid Corporate and Real Estate portfolios
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Corporate Banking committed facilities by geographical area

Legacy

Large  Mid Corporate pertfolio
Savereign Corporate and SME Real Estate  Social Housing n run-off Total
2011 £m £m £m £m £m fm fm
UK 5.477 5,946 12,457 9,236 9,941 2,184 45,241
Rest of Europe 1,591 1,536 318 - - 836 4,281
us - 857 - - - 385 1,242
Other, including non-CECD 741 439 43 - - 788 2,011
Total 7,809 8,778 12,818 9,236 9,941 4,193 52,775

Legacy

Large Mid Corporate portfolso in run-
Soveraign Corporate and SME Real £state Social Housing off Total
2010 £m fm £m fm f£m £fm fm
UK 11,997 5541 10,291 7,227 G 234 2 563 46,853
Rest of Eurcpe 3484 585 122 - - 1155 5,346
us - 10 - - - 505 515
Other, including non-OECD 256 79 13 - - 938 1,287
Total 15,737 6,215 10 426 7,227 9,234 5,162 54,001

The increases in Large Corporate, Mid Corporate and SME, and Real Estate exposures in 2011 arose from the continued
development of a UK corperate banking franchise and were partially offset by a reduction 1n the legacy portfolios in run-off, both
in the UK and overseas The decrease in sovereign exposures principally reflected changes in holdings of UK and Organisation of
Economic Co-cperation and Development {{OECD’) government securities as part of the Group’s hquidity management actvity

Credit risk mitigation
Collaterahsation

Santander UK provides a range of banking services to UK compantes via a broad range of banking products including loans, bank
accounts, deposits, treasury services, asset finance, cash transmission, trade finance and invoice discounting The specialist
businesses within Corporate Banking service customers in various business sectors including Real Estate and Social Housing
Corporate Banking 1s also responsible for certan legacy portfolios in run-off, including aviation and shipping

Corporate Banking lends to these different types of business after undertaking a credit risk assessment of the borrower,
including consideration of the customer’s capacity to repay, and an assessment, where collateral 15 taken, of its likely realisable
value At 31 December 2011, the Group held collateral against impaired loans amounting to 49% (31 December 2010 56%]) of
the carrying amount of impaired loan balances

a) Sovereigns
Assets held with Sovereign counterparties are mainly with issuers or counterparties with a AAA rating It 1s normal market
practice that there is no collateral associated with these financial assets

b) Large Corporates
The Large Corporate portfolio 1s pnmarily unsecured but credit agreements are underpinned by both financial and non-financial
covenants Typically for this type of business the iniial, and ongoing, lending decision s based upon factors relating to the
financial strength of the client, its posibon within its industry, its management strengths and other factors as evaluated by the
specialised analyst assigned to each customer

There 15 also a small number of acquistion or project finance transactions with a total value at 31 December 2011 of
£292m (2010 £1,072m) where collateral 1s held in the form of a charge over the assets being acquired This type of assignment
of all assets 1s combined with other covenants to prowvide security to the lenders

<) Mid Corporate and SME
The Mid Corporate and SME portfolio typically incorporates guarantee structures underpinned by both financal and non-
financial covenants and debenture secunty Typically for this type of business these guarantees are not classified as collateral and
value Is not attnbuted to them unless supported by tangible security Lending decisions to these businesses are assessed against
trading cash flows and in the event of a default the Group does not typically take possession of the assets of the busmess,
although an Administrator may be appomted in more severe cases

In addition the portfolio includes commercial mortgage lending where collateral 1s taken in the form of a charge over
the property being mortgaged A professional valuation of the real estate secunty 1s undertaken at the point of lending but no
contractua! nght of revaluation exists However, revaluations are undertaken in the event that cases become distressed Collateral
15 rarely taken mto possession The Group seeks to ensure the disposal of the collateral, either consensually or wia an insolvency
process, as early as practical in order to mimmse the loss to the Group

The Group also provides asset as well as invoice finance to certain UK corporate clients The assets financed (typically
vehicles, and egquipment) are reviewed pricr to lending and therr value assessed In the case of mvoice finance, the companies’
ledgers are subject to penodic reviews with funding provided against eligible debtors meeting pre-agreed critena  In the event of
a defautt, these assets and debtors wifl be repossessed and sold, or collected out respectively
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d) Social Housing

The Social Housing portfolio 1s secured on residential real estate owned and let by UK Housing Associations This collateral s
revalued at least every five years and the valuation 15 based on standard housing methodologies, which generally involve the
properties’ continued use as social housing, if the valuation were based upon normal residential use the value would be
considerably higher To date, Santander UK has suffered no defaulis or losses on this type of lending and has not had to take
possesston of any collateral  Of the Social Housing portfolio of £10bn, the value of the collateral i1s m all cases in excess of the
loan balance Typically, the loan balance represents between 25% and 50% of the implied market value of collateral using the
Group’s approved LGD methodology

¢} Real Estate

In the real estate portfolio, collateral 1s in the form of commercial real estate assets Lending to commercial real estate 15
undertaken against an approved mandate setting minimum criteria including such aspects as the quality (¢ g condition and age)
and location of the property, the qualty of the tenant, the terms and length of the lease, and the experience and
creditworthiness of the sponscrs  Properties are viewed by the Group prior to lending and annually thereafter An independent
professional valuation 1s obtaned pnor to lending, providing both a value and an assessment of the property, the tenant and
future demand for the property {e g market rent compared to the current rent) Loan agreements typically permit bi-annual
valuations thereafter or more frequently if it 1s likely that the covenants may be breached

When a commeraal real estate loan is transferred to FEVE or Workouts & Collections, the Group typically undertakes a
revaluation of the collateral as part of the process for determining the strategy to be pursued (e g whether to restructure the
loan or to realise the collateral) An assessment 1s made of the need to establish an impairment loss allowance based on the
valuation i relation to the loan amount outstanding while also taking into consideration any loan restructuning solution to be
adopted (e 9 whether provision of additional security or guarantees 1s available, the prospects of additional equity and the ability
to enhance value through asset management initiatives etc )

Of the non-standardised cornmercial real estate portfolio of £7 2bn at 31 December 2011, 90% had a value In excess
of the loan balance and the average value of collateral represented 163% of the loan balance Collateral s rarely taken into
possession  Where collateral has been taken into possession, the Group would seek to dispose of the collateral as early as
practical in order to munimise the oss to the Group

f) Legacy portfolio
Within the legacy portfolio in run-off, which comprises assets inconsistent with the Group’s future strategy, collateral 1s regularly
held through a charge over the underlying asset and in some arcumstances in the form of cash At 31 December 2011, the
Group held £612m (2010 £535m) of cash collateral There are also a small number of Private Finance Initiative ('PFIY
transactions where collateral 1s held in the form of a charge over the underlying concession contract

The Group obtains independent third party valuations on other fixed charge security such as aircraft or shipping assets
These valuations are undertaken in accordance wath industry guidelines An assessment 1s made of the need to establish an
imparment loss allowance based on the valuation in relation to the loan amount outstanding (e the LTV) This takes into
account a range of factor including the future cashflow generation capability and the age of the assets as well as whether the
loan In question continues to perform satisfactonly, whether or not the reduction in value (s assessed to be temporary and
whether other forms of recourse exist

Of the aviation porticlio of £0 8bn, 91% of the loans are collaterahsed by arcraft and 90% of these loans have
collateral valued in excess of the loan balance Typically, the value of collateral represents between 45% and 90% of the loan
balance The Group would seek to ensure the disposal of the collateral, either consensually or via an insolvency process, as early
as practical in order to minimise the loss to the Group but has not to date taken any planes nto possession

Of the shupping portfolio of £0 9bn, loan balances are in excess of the value of the collateral for 20% of the portfolio
Typically, the value of collateral represents between 50% and 120% of the loan balance Collateral 15 rarely taken into
possession, £34m in 2011 (2010 £ril) and the Group would seek to ensure the disposal of the collateral, either consensually or
via an nsolvency process, as early as practical in order to minimise the loss to the Group

The collateral held against the remainder of the legacy portfolio in run off 1s iImmaterial
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Corporate Banking — Watchlist

In order to ensure adequate credit quality control, in addition to the tasks performed by the internal audit dwision, the Group
monitors expasures within these portfolios through an ongoing process of cbservation to enable early detection of any incidents
that might anise in the evolution of the risk, the transactions, the customers and their environment, with a view to implement
mtigating actions

summaries of the watchlist and workout cases at 31 December 2011 and 2010 by partfolio and assessment of risk are

impairment loss
atlowances'?

Enhanced Enhanced Pro-  Pro-

Portfolio Monitoning Monitonng active active Workout Workout NPLY NPL  Observed IBNO
2011 £m £m % £m % fim % £m % £m £m
Large Corporates 16,587 87 o5 29 02 - - - - - -

(including Soveraign)
Mid Corporate and SME 12,818 548 43 326 25 490 18 461 36 114 68
Real Estate 9,236 243 26 401 a3 573 62 497 54 143 22
Social Housing 9,941 212 21 - - - - - - - -
Legacy portfolio In run-off 4,193 678 162 38 88 465 11 435 104 148 42
Total 52,775 1,768 33 1,124 21 1,528 29 1,393 26 405 132

Impairment loss
allowances?
Enhanced  Enhanced Pro- Pro-

Portfoho  Monitaring  Monitoring actve  actve Workout  Workout NPL NPL  Observed IBNO
2010 fm £m % fm % £m % £m % £m £m
Large Corporates 21,953 709 32 545 25 - - - - - -

{including Sovereign)
Mid Corporate and SME 10 426 490 47 301 29 462 44 356 34 79 47
Real Estate 7226 537 74 437 61 662 92 468 ) i12 30
Socral Housing 6,234 179 18 - - - - - - - .
Legacy portfolio in run-cff 5,162 1096 212 377 73 424 82 353 68 139 71
Total 54,001 3,011 56 1.660 ER 1,548 29 1177 22 330 148

(1) Includes commutted facilities and swaps
(2) Excludes Insurance Funding Soluttons ('IFS ) and First National Motor Finance ( FNMF )

Exposures are classified as ‘workout’ f they are non-performing loans or have been passed to the Risk Dwision for intensive
management Exposures are classified as ‘proactive’ if they are included in the three categories (extinguish, secure and reduce)
being actively managed Exposures are classified as ‘enhanced monitoring’ where they are subject to more intense and frequent
menitoring These are described in ‘Risk menitoring and control’ above Non-performing loans are chiscussed in 'Corporate
8anking non-performing loans and advances’ below

There are a range of indicators that may trigger a case being added to FEVE, including downturn in trade, covenant
breaches, major contract loss, and resignation of key management Such cases are assessed to determine the potential financial
impiications of these trigger events and in consultation with the borrower, a range of options avallable 1s considered which may
include temporary forbearance

In 2011, assets classified as ‘enhanced monitoring’ decreased due to the rehabilitiation of certain large corporate and
real estate chents, together with ongoing exits through repayment of a number of legacy real estate deals as well as the legacy
portfolios in run-off Assets classified as ‘proactive’ decreased due largely to the successful execution of manage down strategies
within the large corporate portfolio which saw exposure significantly reduced in this FEVE category Assets classified as ‘workout’
were broadly flat with entries and exits into the category offsetting each other Assets classified as ‘NPL' increased at a rate
shghtly faster than the portfolio growth outside large corporates (an increase of 18% and 13% respectively} This reflected the
challenging environment seen, especially In the UK care sector within the Mid Corporate and SME portfolio as well as the legacy
portfolios in run-off
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Corporate Banking arrears

2011 2010 2009

£m £m £m

Total Corporate Banking loans and advances to customers in arrears 1,240 975 827
Total Corporate Banking loans and advances to customers'"” 30,895 26,601 24,537
Corporate Banking loans and advances to customers in arrears as a % of Corporate Banking loans and 401% 367% 337%

advances to customers

{#) Corparate Banking loans and advances to customers include soctal housing loans and finance leases
Accrued interest 1s excluded for purposes of these analyses

In 2011, lcans and advances to customers In arrears ncreased to £1,240m {2010 £975m) due to ongoing stress In the legacy
portfolios in run-off, including legacy commercial real estate exposures written pre 2009, particularly within the care home and
lessure industry sectors In 2011, loans and advances to customers in arrears as a percentage of loans and advances to customers
increased to 4 01% (2010 3 67%;) as a result of the increased arrears as described above

In 2010, loans and advances to customers in arrears increased to £975m (2009 £827m) due to elevated stress w1 the
legacy portfolios in run-off, including legacy commeraal real estate exposures wnitten pre 2009 The options available for
managing the arrears were also reduced 10 2010 compared to 2009 In 2010, loans and advances to customers in arrears as a
percentage of [oans and advances to customers increased to 3 67% (2009 3 37%) due to increased arrears as described above

Corporate Banking - restructuring (a form of forbearance)

Restructurings (a form of forbearance) allow & custormer by negotiation to vary the amount of therr contractual payments for an
agreed penod (such as interest-only period or term extensions) Duning the penod of forbearance, arrears management activity
continues with the am to rehabilitate accounts When customers come to the end of ther arrangement period they will either
be returned to the performing portfalio or continue to be managed as a mainstream workout or collections case, which may
include the use of other restructunng or collections options

Corporate Banking — arrears management

The Workouts & Collections department, as well as credit partners, are respansible for debt management intiatives on the
Corporate Banking loan portfolio Debt management strategies, which include negotiating restructuring or repayment
arrangements and concessions, often commence prior o actual payment default Different collection strategies are applied to
different segments of the portfolio subject to the perceved levels of nisk and the individual aircumstances of each case

Workouts & Collections activities exist to ensure customers who have faited or are likely to fail to make thewr contractual
payments when due or have exceeded their agreed credit imits are encouraged to pay back the required amounts, and in the
event they are unable to do 50 to pursue recovery of the debt in order to maximise the net recovered balance

The overall aim 13 10 minimise losses whilst not adversely affecting brand, customer loyalty, fee income, or compliance
with relevant legal and regulatory standards

Probtern debt management actvity 1s performed within Santander UK

> Imtially by the relationship manager and, for non standardised cases, the credit partner, and for standardised cases,
the Business Support Unit,
> Subsequently by Workouts & Collections where the circumstances of the case become more critical or specialist

expertise is required

Santander UK seeks to detect weakening financial performance early through close menitoning of regular financial and trading
information, penodic testing to ensure comphiance with both finanaal and non-financial covenants and regular dialogue with
corporate clients

The FEVE process 1s used proactwely on cases which need enhanced management actwvity ranging from increased
frequency and intensity of monitoring through to more specific activities to reduce the Group's exposure, enhance the Group's
security of In some cases seek to exit the position altogether

Once categonised as FEVE, a strategy 1s agreed with Credit Risk and this 1s monitored through monthly FEVE meetings
for each portfollo Where crcumstances dictate a more dedicated debt management expertise 1s required or where the case has
been categonsed as non-performing (be that through payment arrears or through management judgement that a payment
default 1s likely), the case 15 transferred to Workouts & Collections
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Corporate loans restructured

Loans may be restructured by following strategies that are bespoke to each individual case and achieved through negobiation

with the customer The awn of agreeing to a restructuning with a customer s to bring the Group’s exposure back within

acceptable nsk levels by negotiating suitable revised terms, conditions and pricing, including reducing the amount of the

outstanding debt or increasing the amount of collateral provided to the Group The Group seeks to retain the customer

relationship where possible, provided the Group’s nsk position s not unduly compromised Loans are considered to be a

“refinancing” If non-performing at the time of the restructuring and a “renegotiation” If In early arrears or up to date

Solutions In a restructuring, whether a refinancing or renegotiation, may include

> Term Extensions - the term of the credit facility may be extended to reduce the regular periodic repayments, and where
as a mintmum, the interest can be serviced and there 1s a realistic prospect of full or improved recoveries in the
foreseeable future Customers may be offered a term extension where they are up-to-date but showing evidence of
financial difficulties, or where the matunty of the loan 1s about to fall due and near term refinancing 1s not possible on
current market terms

> Interest Only Concessions — the regular periodic repayment may be reduced to interest payment only for a hmited
period with capital repayment deferred where other options, such as a term extension, are not appropriate Customers
may be offered an interest only concession where they are up-to-date but showing ewidence of financal difficulties, or are
already In the Workouts & Collections process Periodic reviews of the customer financial situation are undertaken to
assess when the customer can afford to return to the repayment method

The Group may offer a term extension or interest only concession prowided that the forecasts indicate that the borrower wall be
able to meet the revised payment arrangements

The table below also includes debt-for-equity swaps where, on occasion, the Group may agree to exchange a proportion of the
amount owed by the borrower for equity in that borrower In circumstances where a borrower's balance sheet 1s materially over-
leveraged but the underlying business 1s viewed as capable of being turned around, the Group may agree to reduce the debt by
exchanging a partion of 1t for equity in the company This will typically only be done alongside new cash equity being raised, the
implementation of a detalled business plan to effect a turnaround In the prospects of the business, and satisfaction with
management’s ability to deliver the strategy

The incidence of the main types of restructures above at 31 December was

201 2011 2010 2010
fm % fm %
Refinancing 427 29 243 18
Renegctiations 1,025 68 1,109 79
Debt-for-equity swaps 48 3 48 3
1,500 100 1,400 100

wWithin the total portfolio above, the incidence of the main types of restructures apphied to Commeraal Real Estate loans were
2011 2011 2010 2010
£m % fm %
Refinancing 130 21 181 26
Renegotiations 469 77 494 72
Debt-for-equity swaps 12 2 12 2
611 100 687 100

In 2011, the level of restructures increased by £100m  The level of refinancing {1 e of cases in NPL} increased which reflected the
increasingly chalfenging economic environment with more imited options to achieve consensual outcomes giving rise to more
cases requinng forbearance, especially in the care home sector The level of renegotiations however fell shghtly over the year as a
result of a number of cases being successfully repaid and higher incidence of NPL cases due to the econormic conditions resulting
in refinancing rather than renegotiations

The level of debt-for-equity swaps remained modest and stable

In Commercial Real Estate there was an overall reduction in the level of restructured cases, both refinancong and
renegotiations, which was due to a number of earlier restructurings working through to an ext outweighing the new cases
requiring restructunng  Again, debt-for-equity swaps remamed modest and stable

Where a refinancing has been agreed, the case 1s mtially retamed in the ‘non-performing’ loan category, until evidence
of consistent compliance with the new terms 1s demonstrated (typically a minimum of three months) before being reclassified as
‘substandard’

For renegotiations, the case i1s reclassified to substandard Once a substandard case has demonstrated continued
compliance with the new terms and the nsk profile is deemed to have improved, it may be reclassified as *performing’ Under the
Group’'s restructuring methodology, a case will remain as a restructured asset until full repayment 1s made even when full
payments are recommenced
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The majority of corporate loan restructurings to date have been by way of term extensions and payment re-profiling (e g interest
only concessions), with only a imited number of debt for equity swaps Loan loss allowances are assessed on a case-by-case basis
taking intc account amongst other factors, the value of collateral held as confirmed by third party professional valuations as well
as the cash flow avallable to service debt over the period of the restructuring These loan loss allowances are assessed regularly
and are independently reviewed baoth at quarterly provision review forum, as well as by the internal audit department In the case
of a debt for equity canversion, the converted debt s written off against the existing loan loss allowance upon completion of the
restructuning The value of the equity acquired 1s intially held at mil value and reassessed penodically in ight of subsequent
performance of the restructured company

Other forms of debt management

In addition to the restructunings and debt-for-equity swaps, the Group also uses other forms of debt management which can

Include

> Provision of additional security or guarantees — Where a borrower has unencumbered assets, these may be charged
as new or adduonal security In return for the Group restructunng existing facilities Alternatively, the Group may take a
guarantee from other companies within the borrower’s group and/or major shareholders provided 1t can be established
the proposed guarantor has the resources to support such a commitment

> Resetting of covenants and trapping surplus cash flow — Financal covenants may be reset at levels which more
accurately reflect the current and forecast trading position of the borrower This may also be accompanied by a
requirement for all surplus cash after operating costs to be trapped and used in reduction of the Group’s lending

> Seeking additional equity — Where a business 1s over-leveraged, fresh equity caprital will be sought from existing or new
investors to adjust the capital structure in conjunction with the Group agreemg to restructure the residual debt

Exit the position consensually
Where 1t 13 not pessible to agree a restructuring, the Group may seek to exit the position consensually by

> Agreeing with the borrower an orderly sale of assets outside insolvency to pay down the Group's debt,
> Arranging for the refinance of the debt with another lender, or
> Sale of the debt where a secondary market exists (either individual loans or on aoccasion as a partfolio sale)

Litigation and recovery
Where 1t 15 not possible to agree a restructuning or to exit the position consensually, the Group will pursue recovery by

> Pursuing its rights through an insolvency process,
> Optimising the sale proceeds of any collateral held, and
> Seeking compensaticn from third parties, as appropriate

Where the Group has to pursue recovery through the appointment of an Administrator (or a Recewer under the Law of Property
Act in the case of real estate secunty), the Group’s shortfall 1s assessed against the Admiristrator's estimate of the outcome and
an appropnate loan loss allowance is raised In cases where a sale of the debt 1s deemed to offer the optimum recovery outcome,
the shortfall, «f the debt 15 sold below its par value, 1s written off upon sale

110 Santander UK plc 2011 Annual Report




Business and Finanqal Review

Risk Management Report continued

Impairment losses on loans and advances to customers

The Group’s impairment loss allowances policy for corporate assets (s set out in Note 1 of the Consolidated Financial Statements
Corporate Banking analysis of impairment loss allowances on loans and advances to customers

An analysis of the Corporate Banking impairment loss allowances on loans and advances to customers Is presented befow

2011 2010 2009 2008 2007
£m £m £m fm £fm
Observed impairment loss allowances
Corporate |oans - UK 325 27 185 13 -
Finance leases - UK - - 1 - -
Other secured advances - UK 83 55 50 37 32
Total observed impairment loss allowances 408 326 236 50 32
Incurred but not yet observed impairment loss allowances
Corporate loans - UK 107 1258 172 289 -
Finance leases - UK 1 1 1 1 -
Other secured advances - UK 24 22 12 11 8
Total incurred but not yet observed impairment loss allowances 132 148 185 301 8
Total impairment loss allowances 540 474 421 351 40

Corporate Banking movements in impairment loss allowances on loans and advances

An analysis of movements in the Corporate Banking impairment loss allowances on loans and advances 1s presented below

2011 2010 2009 2008 2007
fm £m fm £m £fm
Impairment loss allowances at 1 lanuary 474 421 35 40 76
Amounts wntten off
Corporate loans - UK (124) {68) - - -
Finance leases - UK - (3) (4 - -
Qther secured advances - UK {48) (48) (17 (9) (25)
Total amounts wnitten off (172) {119) (21) (9) (25)
Cbserved impairment losses charged against profit
Corporate loans - UK 178 154 172 13 -
Finance leases - UK - 2 5 - -
QOther secured advances - UK 76 53 30 14 (17)
Total observed impairment losses charged against profit 254 209 207 27 (17)
Incurred but not yet observed imparrment losses charged aganst/ (16) (37 (116) 16 6
(released into} profit
Total impairment losses charged against profit 238 172 91 43 (11}
Assumed through transfers of entities under common cantrol - - - 277 -
Impairment loss allowances at 31 December 540 474 421 351 40
Corporate Banking recoveries
An analysis of Corporate Banking recoveries is presented below
2011 2010 2009 2008
£m £m £m £m
Corporate loans - UK 2 12 23 -
Finance Leases - UK - - 1 -
Other secured advances - UK 10 - - 12
Total amount recovered 12 12 24 12
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Corporate Banking non-performing loans and advances™

An analysis of Corporate Banking's non-performing loans and advances Is presented below

2011 2010 2009 2008

£m fm Em £m

Corporate Banking non-performing loans and advances that are impaired - UK 888 780 677 493
Corporate Banking non-perforrming loans and advances that are not impaired - UK 445 349 232 i
Total Corporate Banking non-performing loans and advances™ 1,333 1,128 909 454
Total Corporate Banking loans and advances to customerstt 30,895 26,601 24,537 23,750
Total Corporate Banking impairment loan loss allowances™ 540 474 421 351
% % % %

Non-performing loans and advances as a % of loans and advances to customers 431 424 370 208
Coverage ratio®™ 40 55 4196 46 32 7112

(1) Loans and advances are classified as non-performing typically when the counterparty fails to make payments when contractually due for three months or longer
ar where 1t s deemed unlikely that the counterparty will be able to maintain payments

{2) All non performing loans continue accruing Interest

{3) Corporate Banking loans and advances to custemers Include socal housing loans and finance leases
Accrued interest 1s excluded for purposes of these analyses

(4) Includes Insurance Funding Solutions ( IF$'} and First Natianal Motor Finance ( FNMF)

(5) Impairment loan Joss allowances as a percentage of non-performing loans and advances

At 31 December 2011, non-performing loans and advances as a percentage of loans and advances to customers increased
shightly to 4 31% from 4 24% at 31 December 2010 This increase reflects the continuing challenges faced by corporate chents
in the current economic condiions particularly in the care home sector and certain parts of the commercial real estate market
This has been partially offset by several larger real estate loans moving out of non-performing status esther via a full exit by way
of a sale of the underlying collateral or the debt or a successful restructuring and return to performing status

The level of new non-performing loans was broadly in ine with expectations and the options available for managing
them, particularly the ability to raise equity capital, to sell assets or to conclude refinancing, remain hmited The real estate
market continued to be challenging with reduced sales actvity, especially for development finance and land-bank transactions
and for older transactions underwritten in near the market peak The Group’s real estate development finance exposure
represented less than 8% (2010 less than 8%) of the total core real estate book The shipping sector continued to expernence
stress especially with regards to older vessels where achieving sufficiently profitable re-employment on expiry of charters has
proven to be difficult which together with a imited number of buyers and the shortage of finance for purchasers, has 1mpacted
on potential recovery levels for distressed assets

In 2010, non-performing loans and advances as a percentage of loans and advances to customers increased to 4 24%
from 3 70% at 31 December 2009 due to some detenoration ansing from market conditions This particularly affected customars
in the real estate and certam aviation and shipping sectors, many of which were classified in the legacy portfolio in run-off

(n 2010, both non-performing loans and advances and impairment loss allowances increased While the level of new
non-performing loans was broadly in line with expectations, the options available for managing them were reduced compared to
2009 The real estate market became more challenging as the year progressed, with reduced sales acuvity, especially for
development finance and land-bank transactions and for older transactions underwritten in 2008 and earler years The year-end
posiion was also influenced by a small number of large value transactions which defaulted late in the year but were expected to
be restructured during 2011 In the aviation sector, “incurred but not yet observed’ impairment losses were associated with an
anticipated reductton In the value of collateral at the matunty of deals where the final bullet repayment was dependent on
refinance or sale of the arrcraft

The shipping sector continued to experience stress especially with regards to the older vessels and tanker segments,
where achieving sufficiently profitable re-employment on expiry of charters has proven to be challenging and the mited number
of buyers and the shortage of finance which has impacted on potential recovery levels for distressed assets The increase m write-
offs in 2010 compared to 2009 prinaipally reflected the matuning of the former Alliance & Leicester Corporate lending business
which included assets with generally higher risk charactenistics as well as the continued challenging economic environment

In 2009, non-performing loans and advances as a percentage of loans and advances to customers increased o 3 70%
as market conditions continued to deteriorate This reflected the conschdation of the Alhance & Leicester Carporate lending
business which included assets with generally higher sk characteristics as well as the more challenging economic enviranment
on customers especially in the real estate and shipping markets

interest iIncome recognised on impaired loans amounted to £21m (2010 £17m, 2009 £10m)

Corporate Banking restructured loans

As described above, loans may be restructured or renegohiated At 31 December 2011, the carrying amount of financial assets
that would otherwise be past due or impaired whose terms have been renegotiated was £130m (31 December 2010 £160m)
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CREDIT RISK — MARKETS

The wholesale actvities of the Group are undertaken by the Markets diviston and the Group Infrastructure division Each division
15 responsible for managing its on balance sheet credit exposures Off balance sheet exposures {through derwvatives, repos,
reverse repos and stock borrow or stock lending contracts) entered into with Financial Institutions are managed under a single
limit structure for each counterparty and are mainly managed by the Markets dvision

Definition

Credit nsk 1s the nsk of financial loss ansing from the default of a customer or counterparty to which the Group has directly
provided credit, or for which the Group has assumed a financial obligation, after realising collateral held Credit nisk anses by
Markets making loans, investing in debt securities or other financial instruments or enternng into financing transactions or
dervative contracts

MANAGING CREDIT RISK

Markets aims to actively manage and control credit sk The Board has approved a set of nsk appetite hmits to cover different
types of risk, including credit nsk, ansing in Markets The Group’s credit nisk appetite 15 measured and controlled by a maximum
Economic Capital value, which is defined as the maximum level of unexpected loss that the Group 15 willing to sustain over a
one-year period Markets exposures, including intra-group items, are captured on the global rsk management systems

All transactions are accommodated under credit irmits approved by the appropniate credit authonty For transactions
that fall under Santander UK's delegated authonty, approval 1s required from the CAC or those mndviduals directly mandated by
the CAC Transactions or exposures above this local hmit will be referred by the CAC to the relevant approval authorities in
Banco Santander, S A The Wholesale Credit Risk Department Is responsible for controlling credit nisk in Markets portfolios
Analysis of credit exposures and credit risk trends are provided each month to the Wholesale Risk Oversight and Control Forum
with key issues escalated to the Risk Commuttee as required Large Exposures (as defined by the UK Financial Services Authority)
are reported monthly to the Risk Committee and quarterly to the UK Financial Services Authority

MARKETS ASSETS
2011 2010 2009
fbn fon fbn
Denvatives 275 158 156
UK Treasury bills, eguities and other 12 23 08
Total 28 7 221 16 4

Markets 1s a business focused on providing value added financial services to financial institutions (banks, insurance companies
and funds) and corporates, as well as treasury products to the rest of Santander UK’s business (including the Retall Banking and
Corporate Banking divistons)

in 2011 Markets continued 10 be actwe in the financial markets focusing its actvities on dervative products (as analysed
in the section on counterparty nisk} while imiting the direct lending to finanaial institutions

Markets commitments by credit rating of the issuer or counterparty '@®®

Sovereign Credit Derivatives Total

2011 £m Em £m £m
AAA 71 - 26 97
AA - 2 1,572 1,574
A - 72 3,375 3,447
BBB and below - 1 259 260
Total 71 75 5,232 5,378
Soveregn Credit Derivatives Tatal

2010 fm £m £m £m
AAA 177 - - 177
AA - 16 391 407
A - 19 1,296 1,315
BBB and below - 29 129 158
Total 177 64 1,816 2,057

(1) External ratings are applied %o all exposures where available

(2) Credit inctudes core finanang facilities to Insurance companies

(3) Exposure 1o Sovereigns 1S incurred when entering into dervative contracts under market standard documentation

(4) The increase tn exposure from 31 December 2010 15 due to a change of internal risk measurement methodology for OTC denvatves
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Markets commitments by geographical area "

Sovereign Credit Denvatives Total

2011 £m fm fm £m
UK 34 66 1196 1,296
Rest of Eurcpe 17 9 2,168 2,194
uUs 20 - 1.460 1,480
Rest of the world - - 408 408
Total 71 75 5.232 5.378
Sovereign Credn Denvatives Total

2010 £m fm £m fm
UK 144 1 1,008 1,153
Rest of Europe 12 48 545 605
us - 15 171 186
Rest of the world 21 - 92 113
Total 177 64 1816 2,057

Markets — Watchlist

In order to ensure adequate credit quality control, in addition to the tasks performed by the internal audit dwision, the Wholesale
Credit Risk Department analysts monttor the exposures within their assigned portfolios through an ongoing process of
observation to enable early detection of any incidents that might arise in the evolution of the risk, the transactions, the customers
and therr environment, with a view to implement mitigating actions

For this purpose, the Wholesale Credit Risk Department follows the Group’s nisk monitoring and control processes for
FEVE, where nsks are classified into four levels of monitoring, three of which are considered as ‘Proactive’ (through the
implementation of actions that can be classified as extinguish, secure and reduce) and one of which 1s considered ‘enhanced
monitoring’ {(monitor) This 1s further explained in the ‘Credit nsk cycle — Risk monitoring and control’ section above Markets
Banks and Financial Institutions exposures are managed at the Wholesale FEVE forum

At 31 December 2011 and 31 December 2010, there were no impaired or non-performing loans or exposures and the
assets in the Proative category were £40m (31 December 2010 £29m)

Restructured loans

At 31 December 2011 and 31 December 2010, there were no financial assets that would ctherwise be past due or impaied
whose terms have been renegotiated
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DERIVATIVES

Dervatives are financial instruments whose value 1s derived from the price of one or more underlying items such as equities,
equity ndices, interest rates, foreign exchange rates, property indices, commodities and credit spreads Dervatives enable users
to manage exposure to credit or market nsks The Group sells dervatives to its customers and uses derivatives to manage 1Its own
exposure to credit and market rnisks

For details about the Group's use of derwvatives, trading dervatives and hedging derivatives, see Note 15 to the
Consolidated Financial Staterments

Corporate Banking deals with commercial customers who wish to enter into dervatve contracts Any market sk
ansing from such transactions 1s hedged by Markets Markets is responsible for implementing Group derivative hedging with the
external market together with its own trading activities For trading activities, its objectives are to gain value by

> Marketing derwvatives to end users and hedging the resulting exposures efficiently, and
> The management of trading exposure reflected on the Group’s balance sheet

Markets — Derivatives

Credit sk on derwvative instruments {OTC derwvatives, repos and stock borrowing/lending) 1s taken under specific limits approved
for each counterparty for this type of activity This credit risk s controlled by the Wholesale Risk department, and managed and
reported on a counterparty basis, regardless of whether the exposure 15 incurred by the Markets or the Group Infrastructure
dwvisions

Credit risk on denvative instruments s calculated using the potential future mark-to-market exposure ('PFE?) of the
instruments at a 97 5% statistical confidence level and adding this value to the current mark-to-market value The resuling PFE
or credit nisk 15 then included against the credit hmits approved for indwidual counterparties (financial institutions, corporates or
structured finance}, along with other non-derivative exposures

In addiion, there 15 a policy framework to enable the collateralisation of dervative instruments If collateral 1s deemed
necessary to reduce credit nsk, any unsecured nsk threshold, and the nature of any collateral to be accepted, 15 determined by
the Wholesale Risk department’s management’s ¢redit evaluation of the counterparty

Credit nsk mitigation 1n derivative transactions

{1) Netting arrangements for derivative transactions
The Group resteicts 1ts credit nsk by entering into transactions under industry standard agreements which facilitate netting of
transactions in the jurisdictions where netting agreements are recognised and have legal force The netting arrangements do not
generally result in an offset of balance sheet assets and liabilities for accounting purposes, as transactions are usually settled on a
gross basis

However, there 1s scope for the credit nsk associated with favourable contracts to be reduced by netting arrangements
embodied in the agreements to the extent that if an event of default occurs, all amounts with the counterparty under the
specific agreement can be terminated and settled on a net basis In hne with industry practice, the Group executes the standard
documentation according 1o the type of contract being entered into For example, derwatives will be contracted under the
International Swaps and Dervatives Association {'ISDA’) Master Agreements), repurchase and reverse repurchase transactions will
be governed by Global Master Repurchase Agreement ('GMRA’), stock borrowinglending transactions and other secunties
financing transactions are covered by Global Master Securities Lending Agreement (*GMSLA")

(1) Collateralisation for derivative transactions

The Group alsc mitigates its credit risk to counterparties with which 1t primarly transacts financial instruments through
collateralisation, using industry standard collateral agreements (1 e the Credit Support Annex ('CSA’)) tin conjuncuon with the
ISDA Master Agreement Under these agreements, net exposures with counterparues are collateralised with cash, securities or
equities Exposures and collateral are generally revalued daily and collateral 1s adjusted accordingly to reflect deficits/surpluses
Collateral taken must comply with the Group’s collateral parameters policy This policy 1s designed to control the quality and
concentration risk of collateral taken such that collateral held can be hquidated when a counterparty defaults Cash collateral in
respect of dervatves held at the year-end was £1 3bn (31 December 2010 £0 9bn), not all dervative arrangements being
subject to collateral agreements Coliateral obtained during the period in respect of purchase and resale agreements (including
securities financing) 1s equal to at least 100% of the amount of the exposure

{11} Use of Centra! Counterparties
The Group continues o use Central Counterparties ('CCPs’) as an additional means to mitigate counterparty credit nsk in
dervative transactions
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CREDIT RISK IN GROUP INFRASTRUCTURE

Definition

Credrt risk 1s the nsk of financial loss arsing from the default of a customer or counterparty to which the Group has directly
provided credit, or for which the Group has assumed a financia! obligation, after realising collateral held Credit nsk arises by
Group Infrastructure making loans (including to other businesses within the Group) and investing in debt secunties Credit nisk
also arises by Group Infrastructure investing in other financial instruments {(iIncluding assets held for lquidity purposes and assets
held in the Treasury asset portfolio which is being run down) or entering into finanaing transactions or dervative contracts

MANAGING CREDIT RISK

Group Infrastructure aims to actively manage and control credit nsk Credit sk is controlled by the Wholesale Credit Risk
Department in accordance with hmits, asset quality plans and criteria approved by the Board with respect to nsk appetite
parameters, and as set out In other relevant policy statements All exposures, including intra-group items, are captured in the
global nsk management systems and fall within limits approved by the appropriate credit authority For transactions that fall
under Santander UK's delegated authority, approval Is required from the CAC or those individuals directly mandated by the CAC
Transactions or exposures above this local hmit will be referred by the CAC to the relevant approval authorities in Banco
Santander, S A

The Treasury asset portfalio 1s monitored for potential impairment through a detailed expected cashflow analysis taking
into account the structure and underlying assets of each indwvidual securty Once specfic events give rise to a reasonable
expectation that future anticipated cash flows may not be received, the asset oniginating these doubtful cash flows will be
deemed to be imparred Objective evidence of loss events includes significant financial distress of the issuer and default or
delinquency m interest and principal payments {breach of contractual terms}

GROUP INFRASTRUCTURE ASSETS

2011 2010 2003

£bn £bn £bn

Balances at central banks 250 256 35
Treasury asset portfolio 25 51 96
Collateral " 35 108 60
Qther assets 74 86 282
Total 384 501 47 3

{T) Includes inter-segmental collateral balances

The Group Infrastructure assets table above comprises gross asset balances The table below shows the exposures in Group
infrastructure after taking mto account the credit mitigation procedures descrnibed in Markets on page 115 above

Group Infrastructure exposure by credit rating of the issuer or counterparty®”

Sovereign Credit Dervatives Total

2011 £fm £m £m £m
AAA 25,720 704 - 26,424
AA - 348 587 935
A - 380 842 1.222
BBB and below - 319 - 319
Total 25,720 1,751 1,429 28,900
Sovereign Credit Dervatives Total

2010 £m £m fm £m
AAA 33,954 2,180 - 36,134
AA 183 296 102 581
A - 1,007 356 1,363
BBB and below - 800 - 800
Total 34,137 4,283 458 38 878

(1) External ratings are applied to all exposures where available
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Group Infrastructure exposure by geographical area

Sovereign Credit Dernvatives Total

2011 £m £m £m £m
UK 18,671 234 - 18,905
Rest of Europe - 1,126 1,110 2,236
us 7,049 286 319 7,654
Rest of world - 105 - 105
Total 25,720 1,751 1,429 28,900
Savereign Credit Derwvatives Total

2010 im fm fm fm
UK 28,629 1,057 204 29,830
Rest of Europe 183 2,063 106 2 352
us 5,139 834 148 6,121
Rest of world 186 329 - 515
Total 34 137 4283 458 38,878

The exposure to soveraigns in the UK and US principally reflects the holdings of iquid assets

Groug Infrastructure consists of Asset and Liability Management ('ALM’), which is also responsible for Group capital and funding,
and the Treasury asset portfolio that i1s being run down ALM 1s responsible for managing the Group’s structural balance sheet
composition and strateqic and tactical iqudity nsk management This includes short-term, medium-term, covered bond and
secuntisation funding programmes

Treasury asset portfolio

These assets were acquired as part of the transfer of Alliance & Leicester plc to the Group in 2008 and as part of an alignment of
portfolios across the Banco Santander, SA group in 201C and are being run down The Treasury asset portfolio principally
contains floating rate notes ('FRNs"), asset-backed securities {('ABS") and loans to banks [t also contains Collateralised Loan
Obligations ("CLOs’} and certain credit derivatives The assets In the Treasury asset porifolio are principaily classified as loan and
recewable secunties, as set out in Note 23 to the Consolidated Financial Statements, and debt securities designated at far value
through profit or toss, as set out In Note 16 to the Consolidated Financial Statements The following disclosures relate to the
credit denvatives contained in the portfolio Further informaticn on all the Group’s holdings of derwvatives (including these credit
dervatives) 1s set out In Note 15 to the Consolidated Financial Statements

Treasury asset portfolio - credit derivatives by geographical location of issuer or counterparty

31 December 2011 31 Decernber 2010

Contract/notional amount Fair value Contractnotional amount Fair value

Country £m % £m fm % £m
UK - - - -

Spain - - - 559 85 21

Rest of Europe 22 34 5 25 4 4

Us 42 66 12 73 11 13

Total 64 100 17 657 100 38

Losses of £2m were recognised in the income statement in respect of these credit dervatives in 2011 (2010 nil) as a result of
changes in fair value The credit rating of the issuer or counterparty of all holdings at 31 December 2011 was A (2010 85% AA,
15% A)

Group Infrastructure — Watchlist

Group Infrastructure exposures are managed by the Wholesale Credit Risk Department using the same process as for the Markets
Banks and Financial Institutions and Global Corporates exposures described in ‘Markets — Watchlist’ above Structured Assets
exposures are managed by the Wholesale Credit Risk Department on a separate basis

At 31 December 2011 there was one nen-performing foan (31 December 2010 none) which had been fully provided
for and the remaining balance of euroc 2 6m was fully written off Assets in the ProActive category were £1m {31 December
2010 £13m)

Restructured loans

At 31 December 2011 and 31 December 2010, there were no financial assets that would otherwise be past due or impaired
whose terms have been renegotiated
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MARKET RISK

Defimtion

Market risk 1s the nsk of a reduction in economic value or reported income resulting from a change In the vartables of financial
instruments including interest rate, equity, credit spread, property and foreign currency nsks Market nisk consists of trading and
non-traded market rnisks Trading market nisk inctudes risks on exposures held with the intention of benefiting from short-term
price differences in interest rate variations and other market price shifts Non-traded market risk includes, inter alia, interest rate
risk in investment portfolios

Interest rate nsks primarily result from exposures to changes in the level, slope and curvature of the yeld curve, the
volatility of interest rates and mortgage prepayment rates Equity risks result from exposures to changes in prices and volatilities
of indwvidual equities, equity baskets and equity indices Credit spread nsk arises from the possibility that changes in credit
spreads will affect the value of financial instruments Property risks result from exposures to changes in property prices Foreign
currency risks result from exposures to changes in spot pnices, forward prices and volatilities of currency rates The Group accepts
that market rnisk anses from its full range of activities

MANAGING MARKET RISK

Activities giving rise to market risk

Market nsk anses in connection with the following activities

> Trading this includes financial services for customers and the buying and selling and postioning mainly in fixed-
income, equity and foreign currency products Trading activities are undertaken by the Markets and Corporate Banking
divisions

> Balance sheet management Interest rate and fiquidity risk arises from mismatches between matunties and repricing

of assets and labilities For a discussion of liquidity nisk, see “Liguidity Risk” in “Funding and Liqguidity Risk” The
exchange rate nsk related to funding raised in currencies other than sterling in excess of balance sheet requwements is
swapped back into sterling Balance sheet management activities are undertaken by the Group Infrastructure division

The Group aims to actively manage and control market nsk by imiting the adverse impact of market movements whilst seeking
to enhance earnings within ctearly defined parameters The Market Risk Manual, which 1s reviewed and approved by the Chief
Risk Officer (supported by the Deputy Chief Risk Officer) annually, sets the framework under which market nsks are managed
and controlled Business area policies, risk imits and mandates are established within the context of the Market Risk Manual

Executive directors are responsible for ensuring that they have sufficent expertise to manage the nisks onginated and
retained within their business divisions The business areas are responsible for ensuning that they have sufficent expertise to
manage the risks associated with their operattons The independent Risk function, under the direction of the Chief Risk Officer
(supported by the Deputy Chuef Risk Officer), ams to ensure that nsk-taking and risk control occur within the framework
prescribed by the Market Risk Manual The Risk function also provides oversight of all nsk-taking activities through a process of
reviews

The Group aims to ensure that exposure to market risks 1s measured and reported on an accurate and timely basis to
senior management In addition to the regular reporting for the purposes of active sk management, the Board also receves
reporting of all significant market nsk exposures on a meonthly basis where actual exposure levels are measured against limits
Market activity and liquidity of financial instruments are discussed in the relevant monthly Risk Forum Semior management
recogmise that different nsk measures are required to best reflect the nsks faced in different types of business actwities In
measuring exposure to market nisk, the Group uses a range of complementary measures, coverng both value and income as
appropriate

Trading market nsk exposure arises only i the Abbey National Treasury Services plc group Exposures are managed on
a continuous basis, and are marked to market daily

Methodologies

Trading Activittes

For trading actwities the standardised nsk measure adopted 1s VaR This Is calculated at a 99% confidence level over a one-day
time horizon 1n accordance with the standard used throughout the Banco Santander, S A group In 2012, to further align with
the Banco Santander, S A group, the Group has moved to using a 52¢ day dataset period for VaR from the existing 250 day
dataset methodology
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On a daily basis, market risk factor sensitivities, VaR measures and stress tests are produced, reported and monitored against
hmits for each major activity and at the aggregate dwisional level These imits are used ta align nsk appetite with the business’
risk-taking activities and are reviewed on a regular basis

Measurement of risks can involve the use of complex guantitative methods and mathematical principles to model and
predict the changes n instruments and portfolio valuation These methods are essential tools to understand the nisk exposures

The range of possible statistical modelling technigues and assumptions mean these measures are not precse indicators
of expected future losses, but are estimates of the potential change in the value of the portfolio over a specfied time horizon
and within a given confidence interval Historical simulation models are used with appropriate add-ons to reflect unobservable
Inputs

From time to time, losses may exceed the amounts stated where the movements 1n market rates fall outside the
statistical confidence interval used in the calculation of the VaR analysis The 99% confidence interval means that the theoretical
loss at a risk factor level is [Ikely to be exceeded in one period in a hundred This nsk is addressed by monitoring stress-testing
measures across the different business areas For trading instruments the actual, average, highest and lowest VaR exposures
shown below are all calculated to a 99% level of confidence using a simulation of actual ene day market movements over a one-
year period The effect of histonc correlations between nsk factors 1s additionally shown below The use of a one-day time
herizon for all nsks associated with trading instruments reflects the horizon over which market movements will affect the
measured profit and loss of these actwities

The Group's risk performance with regards to trading activity in financial markets in both the Corporate Banking and
Markets dwvisions during 2011 was as follows

Back-testing of business portfolios 2011: daily results versus previous day's VaR

12
£ 585 BB F EE 3 FEEESEZZ9328588883%835 83
8 5 - 38 83 ¥ 3~z a5 4 v s g a8 25 o R

[ e Hypothetcal PaL vaR 99% |

VaR 1s not the only measure used by the Group It 1s used because 1t 1s easy to calculate and because It provides a gocd reference
of the level of risk incurred by the Group However, other measures are also used to enable the Group to exercise greater risk
control In the markets in which 1t operates

One of these measures 15 scenario analysis, which consists of defining behaviour scenarios for vanious financial variables
and determining the impact on results of applying them to the Group's activities These scenarios can replicate past events {such
as nses) or determine plausible scenanos that are unrelated to past events A minimum of three types of scenarios are defined
{plausible, severe and extreme) which, together with VaR, make it possible to obtain a more complete spectrum of the nsk
profile In addion, the market nsk area, in accordance with the principle of independence of the business units, monitors daily
the positions of each unit through an exhaustive control of changes in the portfolios, the aim being to detect possible incidents
and correct them immediately The daily preparation of an income statement 1s an important nsk indicator, insofar as 1t allows
the Group to identify the impact of changes in financial vaniables on the portfolios

All actvities are controlled dally using specific measures Sensitivities to price fluctuations are calculated for cash
instruments, while sensitivities to changes in underlyings, volatilities, correlations and time {theta) are calculated for dervatives

Balance sheet management

The Group analyses the sensitivity of net interest margin {'NIM’) and market value of equity ('MVE’) to changes in interest rates
See “Managing market risk” in "Market Risk — Group Infrastructure” below

Santander UK plc 2011 Annual Report 1s




Business and Financal Review

Risk Management Report continued
MARKET RISK - RETAIL BANKING

Market risks are oniginated in Retail Banking only as a by-product of wnting customer business and are transferred out of Retall
Bankirg insofar as possible Only prepayment and launch risk exposures are retained within Retaill Banking, as these behavioural
nsks are influenced by internal marketing and pricing activity and are managed by the Products Committee Other market risks
are transferred to the ALM operation within Group Infrastructure, where they can be managed in conjunction with exposures
ansing from the funding, hiquidity or capital management actmvities of ALM Funds received with respect to deposits taken are
lent on to Group Infrastructure on matching terms as regards interest rate re-pncing and matunty Strmilarly, loans are funded
through matching borrowings from Group Infrastructure Market risks arsing from structured products, including exposure to
changes in the levels of equity markets, are hedged within Markets

MARKET RISK - CORPORATE BANKING

Non traded market risk

Market nisks originated in the Corporate Banking division are transferred from the onginating business to ALM within Group
Infrastructure, where they can be managed in conjunction with exposures ansing from the funding, lquidity or capital
management activities of ALM Funds received with respect to deposits taken are lent on to Group Infrastructure on matching
terms as regards interest rate repricing and maturnity Similarly, loans are funded through matching borrowings from Group
Infrastructure Any permitted retained market risk exposure 1s miimal, and 1s monitored against limits approved by the Deputy
Chief Risk Officer

Trading market nisk
For trading activities the standardised rnisk measure adopted 15 VaR, as described above The following table shows the VaR-based
consohdated exposures for the major risk classes at 31 December 2011, 2010 and 2009, together with the highest, lowest and
average exposures for the year Exposures within each nsk class reflect a range of exposures associated with movements in that
financial market For example, interest rate nsks include the impact of absolute rate movernents, movements between interest
rate bases and movements in implied volatility on interest rate cptions

The amounts below represent the potential change in market values of trading instruments Since trading instruments
are recorded at market value, these amounts also represent the potential effect on income

Actual exposure at 31 December

2011 2010 2009

Trading instruments fm £m £m
Interest rate risks 19 21 10
Equity nisks 05 07 -
Credrt spread nsks 02 06 15
Correlation offsets’” (0 6) (03 (09
Total correlated one-day VaR 20 31 16
Exposure for the year ended 31 December

Average exposure Highest exposure Lowest exposure

2011 2010 2009 2011 2010 2009 2011 2010 2009

Trading instruments fm £m £m £m £m fm £m fm £m
Interest rate risks 19 21 36 26 44 71 14 09 08
Equity nisks 05 Q7 - 07 a7 - 02 Q7 -
Credit spread risks 06 11 35 09 16 49 02 06 15
Correlation offsets™ (0 6) 09 zn - - - - - -
Tota! correlated one-day VaR 24 30 50 36 50 B4 16 22 14

{1) The highest and lowest exposure figures reported for each nsk type did not necessary occur on the same day as the highest and lowest total correlated one-
day Value-at-Risk A carresponding correlation offset effect cannot be caleulated and 1s therefore omitted from the above tables

MARKET RISK - MARKETS

Market nsk-taking 1s performed within the framework established by the Market Risk Manual A major portion of the market risk
anses from exposures to changes in the levels of interest rates, equity markets and credit spreads Interest rate exposure is
generated from most trading activities Exposure to equity markets I1s generated by the creation and nsk management of
structured products by Markets for the personal financial services market and trading activiies Credit spread exposure arises
indirectly from trading activities within Markets

Managing market risk

Risks are managed within mits approved by the Chief Risk Officer (supported by the Deputy Chief Risk Officer) or Banco
Santander, 5 A 's Board Risk Committee and within the risk control framework defined by the Market Risk Manual For trading
activities the pnmary nisk exposures for Markets are interest rate, equity, credit spread and residual exposure to property indices
Interest rate nisks are managed via interest rate swaps, futures and options (caps, floors and swaptions)
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Equity risks are managed via equity stock, index futures, options and structured equity derwatves Credit spread nsks are
rmanaged via vanilla credit dervatives Property index risk 1s managed via insurance contracts and property derivatives

To facitate understanding and communication of different nsks, risk categories have been defined Exposure to all
market nisk factors is assigned to one of these categories The Group considers two categories

> Short-term hquid market nisk covers activities where exposures are subject to frequent change and could be closed
out over a short-time harizon Most of the exposure 15 generated by Markets

> Structural market risk includes exposures arising as a result of the structure of portfolios of assets and liabilities, or
where the liquidity of the market is such that the exposure could not be closed out over a short-time hornizon The nisk
exposure I1s generated by features inherent i either a product or portfalio and normally presented over the life of the
portfolio or product Such exposures are a result of the decision to undertake specific business activities, can take a
number of different forms, and are generally managed over a longer-time horizon

Markets operates within a market risk framework designed to ensure that it has the capability to manage nisk in a well-controlled
manner A comprehensive set of policies, procedures and processes have been developed and implemented to identify, measure,
report, monitor and control risk across Markets

Trading market risk
For trading activities the standardised nsk measure adopted 1s VaR, as described above The following table shows the VaR-based
consolidated exposures for the major nisk classes at 31 December 2011, 2010 and 2009, together with the highest, lowest and
average exposures for the year Exposures within each nisk class reflect a range of exposures associated with movements in that
financial market

The amounts below represent the potential change in market values of trading instruments Since trading instrurnents
are recorded at market value, these amounts also represent the potential effect on income

Actual Exposure at 31 December

2011 2010 2009

Trading instruments fm f£m fm
Interest rate nsks 16 20 30
Equity risks 53 i1 12
Property risks 21 29 85
Other risks'" 19 02 05
Correlation offsets'? (24) 07) amn
Total correlated one-day VaR 85 55 121
Expesure for the year ended 31 December

Average exposure Highest exposure Lowest exposure

2011 2010 2009 2011 2010 2009 2011 2010 2009

Trading instruments fm fm £m fm fm fm £m £m £m
Interest rate risks 23 24 30 38 52 48 12 12 20
Equity nsks 26 12 27 69 18 a6 06 o7 11
Property nisks 22 55 86 29 g1 95 19 29 77
Other risks™ 04 03 07 19 08 12 02 02 o4
Correlation offsets? {11 (09 {1 6 - - - . - n
Total correlated one-day VaR 64 85 134 100 146 155 39 48 111

{1) Other nsks include foregn exchange risk
(2} The highest and lowest exposure figures reported for each nsk type did not necessanly occur on the same day as the highest and lowest total correlated one-
day Value-at-Risk A corresponding correlation offset effect cannot be calculated and is therefore omitied from the abaove tables

Denvatives held for Trading Purposes
Markets 1s responsible for implementing Group derwvative hedging with the external market together with its own trading
actvities For trading activities, 1ts objectives are to gain value by

> Marketing derwvatives to end users and hedging the resulting exposures efficiently, and
> The management of trading exposure reflected on the Group’s balance sheet

Trading dervatives include interest rate, Cross currency, equity, property and other index related swaps, forwards, caps, floors,
swaptions, as well as credit default and total return swaps, equity index contracts and exchange traded interest rate futures and
equity index options

Under IAS 39, all dervatives are classified as “held for trading” {except for derivatives which are designated as effective
hedging instruments 1n accordance with the detatled requirements of IAS 39) even if this 1s not the purpose of the transaction
The held for trading classtfication therefore includes two types of derwvatives those used in sales activities, and those used for nsk
management purposes but, for various reasons, ether the Group does not elect to claim hedge accounting for or they do not
meet the qualifying critersa for hedge accounting See Note 15 to the Consolidated Financial Statements
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Dernwvatives held for Hedging Purposes

The Group uses dervatives (principally interest rate swaps and cross-currency swaps) for hedging purposes in the management of
its own asset and hiability portfolios, including fixed-rate lending, fixed-rate asset purchases, medium-term note 1ssues, capital
1ssues, and structural positions This enables the Group to optimise the overall cost to it of accessing debt capital markets, and to
mitigate the market risk which would otherwise anise from structural imbalances in the matunty and other profiles of its assets
and habiliies See Note 15 to the Consolidated Financial Statements

MARKET RISK - GROUP INFRASTRUCTURE

Most market risks ansing from the Retall Banking and Corporate Banking divisions are transferred from the oniginating business
to the ALM function within Group Infrastructure, where they can be managed In conjunction with exposures arising from the
funding, hquidity or capital management actvities of ALM As a consequence, non-trading risk exposures are substantially
transferred to Group Infrastructure Market risks mainly arise through the provision of banking products and services to personal
and corporate/business customers, as well as structural exposures arising 1in the Group’s balance sheet These risks impact the
Group's current earmngs and economic value

The most significant market risk in Group Infrastructure 1s interest rate risk which includes yield curve and basis risks
Yield curve risk anses from the timing mismatch in the repncing of fixed and varable rate assets, liabilities and off-balance sheet
instruments, as well as the investment of non-interest-beanng habilities in interest-bearing assets Basis risk arises, to the extent
that the volume of administered variable rate assets and labilities are not precisely matched, which exposes the balance sheet to
changes in the relationship between administered rates and market rates

Other risks that are inherent in Group Infrastructure include credit spread, foreign currency, prepayment and launch
nsks Credit spread risk arises principally on Group Infrastructure’s holdings of mortgage-backed secunities Foreign exchange rnisk
arises from differences in the present value of existing foreign—currency denominated assets and habilities, and future known
cashflows The Group 15 also exposed to risks ansing from features in retall products that give customers the nght to alter the
expected cash flows of a financial contract This creates prepayment nsk, for example where customers may prepay loans before
therr contractual matunty In addition, the Group 1s exposed to product launch sk, for example where the customers may not
take up the expected volume of new fixed rate mortgages or other loans

Managing market risk

The SRFM Committee, on the recommendation of ALCO, 1s responsible for managing the Group's overall balance sheet position

Natural offsets are used as far as possible to mitigate yield curve exposures but the overall balance sheet posiion 1s generally

managed using dervatives that are transacted through Markets and with external counterparties The Finance Director s

responsible for managing risks in accordance with the SRFM Committee’s direction and on behalf of the Chief Financial Officer
Risks are managed within a three-tier hmit structure defined by the Market Risk Manual

> Global imits approved by Banco Santander, S A ‘s Board Risk Commitiee,
> Limits and triggers approved by the Deputy Chief Risk Officer, and
> Local sub-limits set to control the exposures retained within individual business areas

The key risk metrics, NIM and MVE, measure the Group's exposure 1o yield curve risk The following table shows the results of
these measures at 31 December 2011 and 2010

2011 2010

fm £m

Net interest Margin sensitivity to +100 basis points shuft in yeld curve 225 309
Market Value of Equity sensitivity to +100 basis points shift in yield curve 387 410

NIM and MVE sensitivities are calculated based on market rate paths implied by the current yield curve, and based on contractual
product features including re-pncng and matunity dates The NIM and MVE sensitivities reflect how the base case valuations
would be affected by a 100 basis point parallel shift applied instantaneously to the yield curve, and provide complementary views
of the Group’s exposure to interest rate movements

MVE sensitivity provides a long-term view cavering the present value of all future cash flows, whereas NIM sensitivity
considers the impact on net interest margin over the next 12 months The calculations for NIM and MVE sensitivities involve
many assumptions, including expected customer behaviour (e g early repayment of loans) and how interest rates will evolve The
assumptions are reviewed and updated on a regular basis

Group Infrastructure — Derivatives

Group Infrastructure enters into derivative contracts with Markets to manage the risks associated with its activities Medum term
funding may also be hedged directly wath third parties See Note 15 of the Consolidated Financial Statements
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FUNDING AND LIQUIDITY RISK

The Group views the essential elements of funding and ligwdity nsk management as controlling potential cash outflows,
mantaining prudent levels of highly hquid assets and ensuring that access to funding 1s available from a diverse range of sources
The Board targets a funding strategy that avoids excessive reliance on wholesale funding and attracts enduring commercial
deposits by understanding the behavioural aspects of customer deposits under different scenanos, appropriately reflecting
product features and types of customers The funding strategy ams to provide effective dwersification 1n the sources and tenor
of funding as well as establishing the capacity to raise additional unplanned funding from those sources quickly An excessive
concentration i either liguid assets or contractual habilities alsc contributes to potential igquidity risk, and so hmits have been
defined under the Liguidity Risk framework

The Group primarily generates funding and liquidity through UK retad and corporate deposits, as well as in the financial
markets through 1ts own debt programmes and faciities to support its business activities and hquidity requirements It does this
in reliance on the strength of its balance sheet and profitability and its own network of investors It does not rely on a guarantee
from Banco Santander, S A or any other member of the Santander group to generate this funding or liquidity The Group does
not raise funds to finance other members of the Santander group or guarantee the debts of other members of the Santander
group {other than certain of Santander UK plc’s own subsidiaries)

Whilst the Group manages 1ts funding and maintains adequate hiquidity on a stand-alone basis, the Group co-ordinates
issuance plans with Banco Santander, S A, where appropriate In addition to the Group's iquidity risk being consolidated and
centrally controlled, liquidity nsk Is also measured, monitored and controlled within the specific business area or the subsidiary
where It arnses

FUNDING RISK

Definttion

Funding nsk s the nsk that the Group does not have sufficiently stable and diverse sources of funding or the funding structure 1s
inefficient or a funding programme such as debt 1ssuance subsequently falls For example, a securitisation arrangement may fail
to operate as antiapated or the values of the assets transferred to a funding vehicle do not emerge as expected creating
additional risks for the Group and its depositors Risks ansing from the encumbrance of assets are also included within this
definiion Primary sources of funding include

> Customer deposits,

> Secured and unsecured money-market funding (including unsecured cash, repo, CD and CP issuance),
> Senior debt 1ssuance (ncluding discrete bond 1ssues and MTNs),

> Mortgage-backed funding (including securnitisation and covered bond 1ssuance), and

> Subordinated debt and capuital 1ssuance (although the pnimary purpose 1s not funding)

For accounting purposes, wholesale funding comprises deposits by customers, deposits by banks, debt securities in 1ssue and
subordinated habihties Retail Banking and Corporate Banking funding primanly comprises deposits by customers

Managing funding risk

Funding risk 15 managed by the Finance Director, who 1s responsible for the production of strategic and tactical funding plans as
part of the Group's planning process These funding plans are approved by the Board and the SRFM Committee and are
controlled on a day-to-day basis by the Finance Director and within the framework of the Liquidity Risk Manual The plans are
stressed to ensure adverse conditions can be accommedated via a range of management levers Funding and liquidity
management Is the responsibility of the Chief Financial Officer who delegates day-to-day responsibility to the Finance Director
Liquidity nsk control and oversight are provided by the Chief Risk Officer, supported by the Risk Dwision

Finanaal adaptability

The Group also considers its ability to take effective action to alter the amounts and timing of cash flows so that it ¢an respond

to unexpected needs or opportunities In determining its financial adaptability, the Group has considered its ability to

> Obtain new sources of finance
The Group minimises refinancing risk by sourcing funds from a vanety of markets as appropriate and subject to
consideration of the appropriate leverage ratio and funding mix for the Group, and in particular customer deposit
levels and medium-term funding The Group actively manages its relationships with existing prowiders of funding and
considers new sources of funds as and when they anse

Day-to-day sources of finance consist primarily of retall deposits To the extent that wholesale funding 1s

required, a variety of sources are usually available from a range of markets, including

> money markets both unsecured (including interbank and customer deposits, and 1ssuances of certificates of
deposit and commercial paper) and secured (including repos in open market operations),

> debt capital markets (including discrete bond issues and medium term notes),

> mortgage-backed funding (including secuntisation and covered bond issuance}, and

> capital instruments (although primanly 1ssued to maintain capital ratios)

In addition to day-to-day funding sources, the Group has access 10 contingent sources from central banks, including
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the Bank of England, the Swiss National Bank, and the US Federal Reserve The Group ensures that it has access to
these contingent facilities as part of its prudent iquidity nsk management The Group minimises reliance on any one
market by maintaining a diverse funding base, and avoiding concentrations by maturity, currency and institutional
type

Obtain financial support from other Santander group companies
For capital, funding and hquidity purposes, the Group operates on a stand-alone basis However, 1n case of stress
conditions, it would consult with its ultimate parent company, Banco Santander, S A about financial support

Continue business by making fimited reductions in the level of operations or by making use of alternative
resources

The Group maintains and regularly updates a Contingency Funding Plan to cover potential extreme scenarios  In
addition, the 3-Year Plan 15 stressed, as part of the ICAAP process, to ensure that the Group can accormnmodate
extreme scenarios and the impact this would have on the 3-Year Plan and profits In accommodating these extreme
scenanos, vanous management actions wouid be utilised, including the encashment of certain liquid assets and a
reduction tn new business in Retail Banking and Corporate Banking

Wholesale funding

Cunng 2011, the Group continued reducing its dependence on short-term wholesale markets and funding a conservative
proportion of retail assets in wholesale markets, as well as benefiting from a sound liquidity position The Group's whalesale
funding 1s managed by ALM within Group Infrastructure, to maintain a balanced duration At 31 Decermnber 2011, 73% (2010
46%) of wholesale funding had a matunty of greater than one year with an overall residual duration for wholesale funding of
1,028 days (2010 762 days) In 2011, £25bn (2010 £21bn} of medium-term funding was issued, which funded maturities of
medium-term funding and repayments of the Bank of England’s Special Liquidity Scheme

201 2010

£bn fhn

Money market funding™ 111 201
Securitisation®? 223 181
Covered bonds? 166 98
Securities sold under agreements to repurchase and other funding™ 66 146
Senior unsecured funding® 10 9B
Capital instruments®™ 59 64
Total Wholesale funding 735 788

(1) Includes deposits by banks and customers (accounted for as trading habiities) certificates of deposit and commercial paper

(2} Includes dervatives hedging debt 1ssuances

(3) Compnises securities sold under agreements to repurchase {including retained mortgage backed notes) primarly used for medium term funding
(4) includes debt securities in issue excluding secunitisation, covered bond commercial papers and certificate of deposits

(5) Includes subordinated debt and certain instruments iIncluded n equity

LIQUIDITY RISK

Definition

Liqudity nsk 1s the risk that the Group, although solvent, either does not have avallable sufficient financial resources to enabte 1t
to meet 1ts obligations as they fall due, or can secure them only at excessve cost Liquidity nisks anse throughout the Group The
Group’s pnimary business actvity 1s commercial banking and, as such, it engages in maturity transformation, whereby callable
and short-term commercial deposits {including retail and corporate) are invested in longer-term custorner loans
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Managing liquidity risk

Liquidity nsk 1s managed under a comprehensive and prudent hquidity nisk management framewark The primary objective of the
framework 15 10 ensure that Santander UK s Iiquidity risk residient by holding sufficient financial resources to withstand a senes of
stresses as well as complying with regulatory requirements at all times

The stress tests that Santander UK runs on a frequent basis to ensure it 1s holding sufficient financial resources are

> Santander UK ILAA stress test A comprehensive stress test considering all risk drivers applicable to Santander UK
during an idiosyncratic shock expenienced during a protracted market-wide stress
> Funding plan stress tests A set of stress tests performed on the base-case strategic funding plan aimed at assessing

the sensitvity of Santander UK's structural funding position to the different growth assumptions applied to each
funding source and the impact of undershooting the targets set

> Santander UK credit ratings downgrade This stress test assesses the impact on the Group of a downgrade of the
credit ratings of Santander UK, including its effects on the Group’s collateral requirements and hquidity position
> Eurozone stress test Given the continuing interest in the eurozone, Santander UK also stress tests a more extreme

scenano where eurozone contagion or collapse results in significant retail, corporate and wholesale deposit outflows,
combined with a reduction in the management actions avallable to it

The key ongoing hquidity risks are

Key liquidity nsk Definition

Retall funding risk Risk of toss of retall deposits

Corporate funding nsk Risk of loss of corporate deposits

Wholesale secured and unsecured Risk of wholesale unsecured and secured deposits failing to roll over

funding risk

Intra day hguidity risk Risk of dislocation in payment and settlement systems in which the Group 1s either a direct or

indirect participant

Ofi-balance sheet hquidity nisk Risk of insufficent financial resources required to service off-balance sheet assets or commitments

Derwatives and contingent liquidity nisks ~ Risk of ratings downgrades that could trigger events leading to increased outflows of financial
resources, for example, to cover additional margin or coliateral requirements

Liquidity risk appetite

The Board’s nsk objective I1s to be a nsk resilhent institution at all times, and to be percewved as such by stakeholders, preserving
the short and long-term wiability of the nstitution While recognising that a bank engaging in matunty transformation cannot
hold sufficient lquidity to cover all possible stress scenarios, the Board requires the Group to hold sufficient liquidity to cover
extreme situations The requirements ansing from the FSA’s regulatory liguidity regime are reflected in the Board's liquidity nisk
appetite The hquidity risk appetite has been recommended by the Chief Executive Otficer and approved by the Board, under
advice from the Board Risk Commuttee The liquidity nsk appetite, within the context of the overall Risk Appetite Statement, 1s
reviewed and approved by the Board at least annually or more frequently if necessary (eg in the case of sigmificant
methodological or business change} This s designed to ensure that the hguidity risk appetite will continue to be consistent with
the Group's current and planned business activities

The Chief Executive Officer, under advice from the Board Risk Commuttee, approves more detailed allocation of hquidity
risk imits The Chief Risk Officer, supported by the Risk Division (including the Deputy Chief Risk Officer, and the Director of
Liquidity and Banking Market Risk), 1s responsible for the ongoing maintenance of the iquidity risk appetite

Governance and oversight

All key hquidity nsks are identified and encompassed within the Group's Risk Framework and subject to the Group’s three-tier
risk governance framework The Board delegates day-to-day responsibility for iquidity nsk to the Chief Executive Officer The
Chief txecutive Officer has in turn delegated the responsibilities for Liquidity Management to the Chief Financial Officer who in
turn delegates to the Finance Director, and Liguidity Risk Oversight to the Chief Risk Officer

Risk Framework

Adherence to the Group’s iquidity risk appetite 1s monitored on a daily, weekly and monthly basis through different commuttees
and leveis of management including the SRFM Committee and the Risk Committee, and quarterly by the Board and other Board
Committees SRFM 1s responsible for overseeing the management of the Group’s balance sheet in accordance with the Board-
approved funding plan and adequacy of hquidity, consistent with the hquidity nsk appetite This includes consideration of
relevant macro-economic factors and conditions in the financial markets
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Operating Framework

The Group operates centralised liquidity gavernance and control processes The Director, Funding 15 responsible for the day-to-
day management of the Group’s balance sheet, including the adequacy of iquidity ALM operates two dedicated teamns within a
unified management and reporting structure one focuses on the management of strategic lquidity risk (1 e over one year) and
the other focuses on the management of tactical iquidity (1 e within one year)

Management also monitors the Group’s compliance wath hmits set by the FSA Actual liguidity positions are tracked and
reported daily against approved imits, triggers and other metrics through both liguidity management and hiquidity nsk oversight
Any breaches are escalated according to the Group's Risk Framework The adequacy of the agreed hquidity buffer 1s monitored
through stress testing which 1s undertaken daly Resilience 1o the defined stresses is reported daily to management, and monthly
to ALCO, SRFM and Risk Committee, or more frequently depending on market conditions

Liquid assets

The Group holds, at all tmes, an unencumbered hquid asset buffer to rmitigate hquidity nsk The size and composition of this
buffer 15 determined both by internal stress tests as well as the FSA's iquidity regime
The table below shows the liguid assets held by the Group

2011 2010

fbn fbn

Cash at central banks 25 25
Government bonds 3 15
Core hiquid assets 28 40
High quality bonds 2 6
Other liquid assets™ 26 16
Total hquid assets 56 62

{1) Includes own i1ssuances held by the Group of £24 4bn at 31 December 2011 {2010 £14 6bn)

Total liquid assets remained at satisfactory levels, although reducing shightly to £56bn (2010 £62bn) The reduction of core hquid
assets was due to a decrease in short-term funding against which core liguid assets need to be held The reduction in high quality
bonds was due to matunties Other liquid assets increased with addiional own securitisation paper being created and held as
part of the Group’s iquidity nsk management strategy

The key element of the Group’s iquidity nsk management 1s focused on holding sufficient iquidity to withstand a series of stress
tests Within the framework of prudent funding and hquidity management, Santander UK manages its activities to mimimise
Iiquidity nsk, differentiating between short-term and strategic actvities

Short-term, tactical hiquidity management

> Liquid assets - a buffer of hquid assets is held to cover unexpected demands on cash in extreme but plausible stress
scenanos In the Group's case, the most significant stress events include large and unexpected deposit withdrawals by
retail customers and a loss of unsecured wholesale funding

> Intra-day collateral management — to ensure that adequate collateral 1s avallable to support payments in each
payment or settlement system in which the Group participates, as they fall due

Strategic funding management

> Structural balance sheet shape — to manage the extent of matunity transformation {investment of shorter term
funding in longer term assets), the funding of non-marketable assets with wholesale funding and the extent to which
non-marketable assets can be used to generate hquidity

> Wholesale funding strategy - to avoid over-reliance on any indwidual counterparty, currency, market or product, or
group of counterparties, currencies, markets or products that may become highly correlated in a stress scenario, and to
avord excessive concentrations In the maturity of wholesale funding

> Wholesale funding capaaty — to mantan and promote counterparty relationships, monitor ine availabilty and
ensure funding capacity 1s maintained through ongoing use of lines and markets

Collateral calls on dernvatives positions can pose a significant iquidity nsk Collateral calls may arise at tmes of market stress and
when asset iquidity may be tightening The timing of the cash flows on a dervatwe hedging an asset may be different to the
uming of the cash flows of the asset being hedged, even if they are similar in all other respects Collateral calls may be trnggered
by a credit downgrading The Group manages these risks by including collateral calls in stress tests on hquidity, and by
maintaining a portfolio of assets held for managing iquidity risk

Risk mits and triggers are set for the key tactical and strategic hquidity nisk drivers These are monitored by the Risk
Dwision and reported monthly to ALCO, SRFM, Risk Committee and the Board
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Maturities of financial liabilities

The table below analyses the maturities of the undiscounted cash flows relating to financial liabilities of the Group based on the
remaining period to the contractual maturity date at the balance sheet date Deposits by customers are largely made up of Retal
Deposits In particular, the 'Demand’ grouping includes current accounts and other vanable rate savings products The ‘Up to 3
months’ grouping largely constitutes wholesale funding of wholesale assets of a similar maturnty  There are no significant
financial iabilities related to financial guarantee contracts This table 1s not intended to show the lquidity of the Group

At 31 December 2011 Group
Upto3 3-12 1-5 Over 5

Demand months maonths years years Total

£m £m £m £m £m £m

Deposits by banks 2,980 3,061 37 5,887 - 11,965

Deposits by customers 104,113 10,063 21,135 13,575 475 149,361

Trading liabilities 7,781 14,488 1,415 1,564 656 25,904

Financial liabiles designated at fair value - 1,632 1,635 3,074 1,015 7,356

Debt securities in 1ssue - 5133 4,177 18,245 48,156 75,711

Loan commitments 16,013 1,847 4,044 7,846 7.730 37,480

Subordinated hab:lities - 194 293 1,554 9,023 11,064

130,887 36,418 32,736 51,745 67,055 318,841

Dervative financial instruments - ] 24 504 974 1,508

Total finanaal habilities 130,887 36,424 32,760 52,249 68,029 320,349

At 31 December 2011 Company
Upto3 3-12 1-5 Over 5

Demand months months years years Total

£m £m £m £m £m £m

Deposits by banks 19,251 40,403 9,975 37,091 8,665 115,385

Deposits by customers 97,127 8,739 15,979 11,470 48,502 181,817

Financial liabilities designated at fair value - - 1 - - 1

Debt securities in issue - 54 915 669 - 1,638

Loan commitments 1,788 1,780 3,189 1,257 5,343 13,357

Subordinated labilities - 194 293 1,622 9,023 11,132

Total financal habilities 118,166 51,170 30,352 52,109 71,533 323,330

At 31 December 2010 Group
Upto3 312 1-5 Cver S

Demand months months years years Total

£m £m fm £m £fm £m

Deposits by banks 3,478 876 48 3,230 211 7,843

Deposits by customers 104,664 9,124 24 282 15,146 526 153,742

Trading liabiities 1,329 35,088 4229 1770 705 43,121

Financial habkilives designated at fair value - 1,331 542 861 1,058 3,792

Debt securities In 1ssue - 12,138 4998 12,526 24,286 53,948

Loan commitments 14,886 3149 815 3,165 8,643 30,658

Subordinated habilities - 533 308 1639 9,733 12,214

124,357 62,239 35,223 38 337 45,162 305,318

Derivative financial instruments - 74 19 201 2,070 2 364

Total financial habilities 124,357 62,313 35,242 38,538 47,232 307,682

At 31 December 2010 Company
Up w0 3 3-12 1-5 Over 5

Drermnand manths months years years Totai

£m fm fm £m fm fm

Deposits by banks 25,556 40 329 29,439 42,223 10,621 148 168

Deposits by customers 97,850 7,528 21,13% 8,945 40,871 176,329

Financial habilities designated at fair value - 32 - 1 - 33

Debt securities in ssue - 1,337 214 1,633 - 3,184

Loan commitments 2,535 3,067 188 1,140 3,315 10,245

Subordinated labilities - 533 309 1639 8,681 11 162

Total finanaal habilities 125,941 52,826 51,285 55,581 63,488 349,121

As the above table is based on contractual matunties, no account 15 taken of call features related to subordinated liabihities The
repayment terms of debt secunities may be accelerated in line with the covenants described in Note 34 to the Consohdated
Financial Statements In addition, no account 1s taken of the possible early repayment of the Group’s mortgage-backed non-
recourse finance which i1s redeemed by the Group as funds become available from redemptions of the residential mortgages
The Group has no control over the timing and amount of redemptions of residential mortgages

The maturity analyses above for denvative financial liabiliies include the remaming contractual maturities for those
dervative financial habilsties for which contractual maturities are essential for an understanding of the timing of the cash flows
These consist of interest rate swaps and cross-currency swaps which are used to hedge the Group’s exposure to interest rates
and exchange rates, and all loan commitments
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OPERATIONAL RISK (Unaudited)

Definition

Operational nsk 15 the nsk of loss to the Group, resulting from nadeguate or faled internal processes, people and systems, or
from external events This includes regulatory, legal and compliance nisk Such nisks can materialise as frauds, process fallures,
system downtime or damage to assets due to fire, floods for example When such risks matenalise they have not only immediate
financial consequences for the Group but also an effect on its business objectives, customer service and regulatory
responsibilities

Objective

As operational risk 15 Inherent in the processes the Group operates in order to provide services to custormners and generate profit
for investors, an objective of Operational Risk managerment is not to remove operational nsk altogether but to manage the risk to
an acceptable level, taking into account the cost/benefits of minimisation as opposed to the inherent nsk levels

The Operational Risk Framework

Operational nisk exposures anse across the Group’s business divisions and operating units, and are managed on a consistent
basis The aim pursued by the Group in operational nisk management is to identify, measure/assess, control/mitigate and inform
regarding this risk The Group's prionty 15 to 1identify and minimise the nisk of loss wherever appropriate, irrespective of whether
losses have occurred Measurement of the risk also contributes to the establishment of prioriies in operational nsk management,
and includes the use of such methods as

Scenario analysis,

Risk and control self-assessment,

Capture and analysis of losses and incidents, and

The use of key nsk indicators to momitor nsks and set tolerance levels

VvV VvV

The Operational Risk Framework creates the consistent approach to how the Group controls and manages its operational risks
and helps everyone understand thewr responsibilities within this approach The Operational Risk Framework 1s a core component
of the overall Risk Framework and crucially involves the setting of nisk appetite, nsk and issue escalation processes, and underpins
management approaches 1o the control environment The Framewaork facilitates the ongoing reassessment of risk, appetites and
controls, In order ta ensure that the Group manages its risks at all times in line with 1ts business objectives

Work to further strengthen this Framework began in 2011 and will continue In 2012 As part of this development the
Group has used the services of a third party, approved by the regulator, to challenge and venfy the content of the policy
standards that compnse the Operational Risk Framework The intention s to extend the methods for managing operational risks,
increase the transparency of risk management and produce a tighter internal control framework which enhances the assurance
that risks are being managed consistently and appropriately across the business

For the purpose of calculating capital for operational nisk, the Group employs the standardised approach provided for
under Basel Il rutes in line with the Banco Santander, S A group The Group also uses its operational nsk data and especially its
stress and scenarnto data to assess its capital adequacy

Managing operational risk

The Framework defines the Operational Risk requirements to be adhered to The Group obtains assurance that the appropriate

standards of rnisk management are being mamntaned through the application of the Group’s three ter Risk Governance

Framework as follows

> In the first line, the day-to-day management of operational risk i1s the responsibility of business managers who
identify, assess and monitor the nsks in line with the processes described m the Framework The Group undertakes
extensve activity to mimimise the impact operational risks may have on business areas  Within the first ine, a specialist
operational sk function (IT & Operational Risk) co-ordinates this actvity They are responsible for challenging the
adequacy of the nisk and control processes operating In the business and monitoring adherence to the Operational Risk
Framework They are also responsible for co-ordinating the implementation and maintenance of the operational risk
framework tools and methodologies and ensuring that all key nisks are regularty reported to business line Risk Fora, Risk
Comrnittee and the Executive Committee

> In the second line, an independent central cperational nsk function has responsibility for establishing the Framework
within which the nisks are managed, providing the direction for delivering effective operational nsk management, as
well as overseeing 1ts implementation to ensure consistent approaches are applied across the Group The primary
purpose of the Framework is to define and articulate the Group-wide policy, processes, rales and responsibilities The
Framework incorporates industry practice and regulatory requirements

> In the third line, the Internal Audit function provides an independent assurance around the design, implementation,
and effectiveness of the Group’s Operational Risk Framework
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The “three lines of defence” model applies throughout the Group and s implemented taking account of the materality and
percewved nsk of the different business areas by using the following key operational nsk management techniques

Scenarno Analysis

The Group performs simulations of control failures that may cause the most extreme loss events These simulations are developed
around tigh impact nsks likely to exceed the Group’s future appetite The scenario analysis allows management to better
understand the potential impacts and remediate issues

> identifying the huigh impact events that would most damage the Company financally and reputationally,
> ensuring that the business 1s focused on its most critical nsks, and
> faciitating the assessment of capital adequacy

Risk and Control Self Assessments

Business units identify and assess their operational nsks to ensure they are being effectively managed and controlled, and actions
pricritised and aligned to the Group’s nsk appetite

Key Risk Indicators

The Group uses Key Risk Indicators to monitor, and mitigation strategies to manage, cperational rnisks Indicator metrics are used
to provide insight into the changing risk profile of the organisation and are also used to assess the performance of key controls

Key Risk Indicator performance 1s monitored against tolerances and trigger points that prompt an early warning to
potential exposures, whilst the creation of mitigation strategtes help address potential concerns

Loss Data Management

Loss data capture and analysis processes exist 1o capture all operational risk loss events The data 1s used to identify and correct
control weaknesses using events as opportunities to prevent or reduce the impacts of recurrence, 1dentify emerging themes,
inform nisk and control assessments, scenano analysis and risk reporting  Escalation of single or aggregated events to senror
management and risk fora i1s determined by threshold breaches

Reporting

Reporting forms an integral part of operational risk management ensuring that ssues are identified, escalated and managed on a
timely basis Exposures for each business area are reported through monthly risk and control reports which include details on risk
exposures and mitigating plans Events that have a maternal impact on the Group’s finances, reputation, or customers are
pricritised and reported immediately to key executives

Measurement

A high proportion of the Group's operational nisk events have a low financial cost associated with them and only a very small
proportion have a matenal impact Operational Risk loss events are categornsed using the international Basel standards as follows

2011 operational risk loss profile
The percentage distribution of the value and number of loss events by category was

Event type °
I Internal Fraud & o
m % of overall value of loss (A S
Il External Fraud events by category 8
Il Employment Practices 2% of overall number of loss
events by category
IV Chents Products & Business
Practices
v e Disrupt s R 3
usiness Disruption s E g §
= = - =]
V1 Damage To Physical Assets 8 £ 3 £ § § 8 S
- a - o 2 2 e =
VIl Execution, Delivery & Process - - -
Management | It n Y Y Vi Vi
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In 2011, 69% of the events fell within the execution, delivery and process management category and yet accounted for only
11% of the losses by value In contrast, over 75% of losses by value were caused by only 16% of the events These principally
represented payouts on the sales of payment protection insurance (‘PPI) products under the ‘clients, products and business
practices’ category See Note 36 to the Consolidated Financial Statements for more information on PPI

Key operational risk activity in 2011

During 2011, Santander UK continued to manage its key operational nisk in the interest of all its stakeholders, responding to
critical developments both within the Group and in the environment in which 1t operated Below are some of key risks and the
activities undertaken to manage them dunng 2011

Financial Crime

Financial cnme nisk 1s the risk of reductions in earmings and/or value, through financal or reputational loss, assocated with
financial cnme and failure to comply with related legal and regulatory obligations, these losses may include censure, fines or the
cost of litigation

The Group has continued to invest In staff education and improved fraud detection and prevention systems, processes
and controls in order to counter the increasing threat of financial crme and to safeguard the investments of the Group's
customers and assets The introduction of sophisticated chip and pin terminals at counters in the Group's retail branches, for
example, has reduced the nisk of fraudulent account takeovers by orgamised cnminals by enhancing our customer identification
protocols tn a customer-friendly manner

The Group Financial Cime Team and Fraud Oversight function continually monitor emerging fraud trends and losses on
a case-by-case basis Action plans are formulated and tracked to ensure root causes have been identified and effective
remadiation conducted

Losses and prevention strategies deployed i response to financal cnme are reported to the Retail Banking Risk Forum,
Risk Committee and Executive Committee

During 2011, a speafic Ant-Bribery and Corruption Unit was formed to provide assurance that the Group has the
appropriate centrols in response to the introduction of the UK’s Bribery Act

People

The nsk of reductions in earnings and/or value, through financial or reputational loss, from inappropriate colleague actions and
behaviour, industrial action, legal action in relation to people, or health and safety issues Loss can also be incurred through
failure to recruit, retain, train, reward and incentivise appropriately skilled staff to achieve business objectives and through failure
to take appropriate action as a result of staff underperformance

The Group takes a robust approach to managing people nsk i full alignment with the operational risk framework The
Group has a mandatory training suite and policies which set out mimimum standards and aim to mittgate risk in the areas of

Attracticn and retention of surtable employees, using appropnate recrutment and pre-employment checks,
Reward,

Performance Management, Training & Development of employees,

Successton Planning and continuing investment in people,

Whstleblowing, Disciplinary & Grievance Management,

Gathering employee opinion and managing employee engagement,

Hiring former employees of the statutory auditor, and

Health and Safety

VVVVVVYVY

Conformance to policies 15 monitored through a comprehensive committee structure which reviews and actions enhancements
on an ongoing basis Risks are identified, managed and mitigated through ongoing nsk management practices  Signmificant risks
are reported to the HR Operational Loss Commitiee and the Executive Committee

The Group has a robust employee relations governance framework 1n place that enables regular consultation at both
national and local levels with its recognised trade unions enabling the Group to maintain a stable employee relations chmate
minimising any nsk of disruption

During 2011, the Group reviewed its approach to complying with the FSA Remuneration Ceode, and in 2012 intends to
further review 1ts pay management framework and remuneration governance arrangements Significant progress has been made
on harmonising terms and conditions from the Group's legagy acquisiions, and prepaning for the acquisiion and integration
from the Royal Bank of Scotland group of a number of branches, regional offices and associated customers to ensure strong risk
controls are maintained

In 2011, the Group worked to develop its employer brand to embed an identity and a set of recognisable cultural values
In a sector that 1s dominated by established brand names The outcomes of this actwity will underpin the Group’s recruitment
proposition and communications, to support attracting new talent into the organisation
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Customers

The nisk of reductions in earnings and/or value, through financial or reputational loss, from inapprepnate or poor customer
treatment {customer treatment risk) or reductions resulting from poor externally-facing business processes (customer process
risk} Customer process risk includes customer transaction and processing errors due to incorrect capturing of customer
information and/or system failure

Customer risks are pnmarily managed through the Group Service Quality framework Service Quality 1s an independent
function which guides, supports, reviews and reports on customer satisfaction as measured through surveys (20,000 retail
customers each month), agreed service levels and feedback via complaints There 1s regular weekly and monthly reporting to
Executive Committee members and other senior directors across the business Payments arising from complaints and root cause
improvement initiatives are managed within the operational risk and losses framework

Over recent years, the Group has grown significantly It has integrated Abbey, the Bradford & Bingley savings business
and Alhlance & Leicester into 1ts UK operations 2011 has seen further focus on embedding the new integrated businesses In
addition, preparations are continuing for the acquisition and integration of a number of branches, regional offices and associated
customers from the Royal Bank of Scotland group This period of growth and business change has been challenging in a time of
turbulence in financial markets and many actions have been taken to mimmise the operational nsks ansing whilst meeting key
customer requirements by enhancing the network including expanding the number of branches and customer faang roles as
well as providing more dedicated customer help lines to resolve any customer problems that might arise

Regulatory, legal and compliance risk

Regulatory, legal and compliance risk s the risk of reductions in earnings and/or value, through financiat or reputational loss,
from failing to comply with the laws, regutations or codes applicable

Regulatory, legal and compliance exposure 1s driven by the significant volume of current legislation and regulation with
which the Group has 1o comply, along with new legislation and regulation which needs to be reviewed, assessed and embedded
into day-to-day operational and business practices across the Group as a whole Following the financial crisis, the pace and
extent of regulatory reform proposals, both in the UK and internationally, have increased significantly, and can be expected to
remain at high levels Future changes in regulation, fiscal or other polices are unpredictable and beyond the control of the
Group, but could for instance affect the Group’s future business strategy, structure or approach to funding Further uncertainties
anse where regulations are principles-based without the regulator defiming supporting minimum standards esther for the benefit
of the consumer or firms This gives rise 10 both the risk of retrospection from any one regulator and also to the nsk of differing
Interpretation by individual regulators

For legal and regulatory 1ssues there are significant reputational impacts associated with potential censure which drive
the Group's stance on the appetites referred to above There are clear accountabilities and processes In place for reviewing new
and changing requirements Each diision and significant business areas have a nominated indvidual with ‘comphiance oversight’
respensibility under UK Financial Services Authority rules The role of such indwiduals 1s to advise and assist management to
ensure that each business has a control structure which creates awareness of the rules and regulations, to which the Group is
subject, and to monitor and report on adherence to these rules and regulations

Basel il

Santander UK’s nisk management complies with Basel prinaples Throughout 2010 and 2011, the Group applied the retail
internal ratings-based approach for credit nsk to its key retall portfolios A combination of the advanced and foundation internal
ratings-based approaches was employed for the principal portfolios For the remaining credit exposures, currently on the Basel Il
standardised approach, a rolling programme of transition to the appropnate [RB approach continues The standardised approach
for Operational Risk continued to be applied during 2011

The Group applied Basel Il to its capital disclosures made to the market The Group has applied Banco Santander, S A’s
approach to rsk management in its apphcation of Basel Il Further information on the Group’s capital position under Basel |l 1s
included in Note 48 to the Consolidated Financial Statements

Further information on the Basel !l nsk measurement of the Group's exposures i1s included in Banco Santander, SA'’'s
2010 Pillar 3 disclosures report The Group's Pillar 3 disclosures are set out in the Balance Sheet Business Review section on pages
54 10 56
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Forthcoming regulatory changes

In forecasting the Group’s capital and hguidity positions, the implications of forthcoming regulatory changes (commonly referred
to as Basel ), have been taken into account In cases where proposed rules are still in the formative stage, the Group has
applied appropriately conservative assumptions Similarly, a conservative approach has been adopted in respect of the proposed
implementation timescales, to allow for acceleration by the regulatory authonties

For further information on Base! Il and additional potenuial forthcoming regulatory changes, specfically the
Independent Commussion on Banking ('ICB’), see “Other Regulatory Developments” in the Directors’ Report

Cyber security risk

Cyber security nisk 1s the risk of reductions in earnings and/or value, through financial or reputational loss, associated with the
fallure of electronic information security or fallure to comply with related legal and regulatory cbhigations These losses may
include censure, fines or the cost of litigation

All customer, employee and Group data 1s considered confidential and appropriate secunity 1s applied to protect it The
Group continues 1o invest in the protection of customer, employee and Group information to reduce the risks associated with
the loss of confidenuality, integrity and of availabiiity of this information Measures taken to reduce the nsks include staff
education, data encryption and the deployment of specialist software such as Rapport which identifies when internet banking
customers are at risk of disclosing information to unauthorised parties

Losses and pravention strategies deployed in response to cyber secunty are reported to the Retall Banking Risk Forum,
Risk Committee and Executive Committee
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OTHER RISKS (Unaudited)

PENSION OBLIGATION RISK

Definition

Pension obligation nisk 15 the nisk of an unplanned increase in funding required by the Group’s pension schemes, erither because
of a loss of net asset value or because of changes in legislation or regulatory action

Managing pension obligation risk

The Group has statutory funding obligations as the sponsoring employer for a number of defined benefit pensicn schemes The
schemes are managed by independent trustees in accordance with legislation and trust deeds and rules, for the benefit of
members The Group accepts that it 15 exposed to pension obligation risk that could give nise to an unexpected increase in the
Group’s obhgations to fund the schemes, either because of a loss of net asset value or because of changes in legislation or
regulatory action The principal nsks to the net asset value of the schemes arise from an increase i the value of the habilities due
to reductions in the discount rate, increases in inflation, adverse changes in the longewty assumptions, and the scheme assets
being adversely affected by market movements

The Chief Financial Officer 1s responsible for managing the Group’s exposure to pension obligation risk, In conjunction
with the trustees Further information on pensions can be found 1n ‘Critical Accounting Policies' in Note 1 and :n Note 37 to the
Consolidated Financial Statements

BUSINESS/STRATEGIC RISK

Definition

Business/strateqic risk 1s the current or prospective risk to earnings and capital ansing from changes in the bustness environment
and from adverse business decisions, improper implementation of decsions or lack of responsiveness to changes in the business
erwironment This includes pro-cychicalty and capital planming nsk The internal component s the nsk related to implementing
the strategy The external component is the nsk ¢f the business environment change on the Group’s strategy

Managing business/strategic nsk

Business/strategic risk s managed on a monthly basis by the Risk Committee via the Economic Capital model This 1s further
discussed in the “Economic Capital® section In addition, economically driven risks are assessed through the Group's stress-testing
programme

REPUTATIONAL RISK

Defimtion

Reputational risk 1s the risk of financial loss or reputational damage arising from treating customers unfairly, a failure to manage
risk, a breakdown in internal controls, or poor communication with stakeholders This includes the risk of decline in the value of
the Group's franchise potentially ansing from reduced market share, a change in business develepment expectations, complexity,
tenor and performance of products and distnbution mechanisms Reputational nisk also relates to judicial, economic-financial,
ethical, scaial and environmental aspects, amongst others
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Managing reputational risk

Reputational nisk 1s managed within the operational nsk framework and other internal control and approval processes, and 1s
undertaken by various governance structures, depending on where the nsk onginated from

The management of reputational nsk which could anse from an inadequate product sales process or an inappropnate
provision of service, or non-comphance 1s undertaken by the following bodies

a) The Risk Committee

As the senior body responsible for the management of nisk, the committee assesses reputational nsk whenever it 1s relevant to its
activities and decision-making

b) The Product Approval and Oversight Committee

This commuttee 15 currently chared by the Chief Financial Officer and has representatives from Risk, Product Development and
Marketing, Requlatory Affairs, Campliance, Manufacturing, Custormner Experience, Finance, Legal, Human Resources, and Internal
Governance and Control as members It 1s the decision-making body which approves and monitors products and services The
scope of the Product Approval and Oversight Committee in respect of new products is as follows

Approving all new products,

Ensuring each Division has stated 1ts opmion and given the required approvals,

Ensuring adherence to all applicable new product approval policies,

Reviewing pohoies established for the control of all new product approvals,

Defining the Company’s culture in terms of managing conduct risk, and

Ensuring the policy for approving the launch of new products 1s complied with across all business areas

VVVVYVY

The Products Committee pays particular attention to adjusting the product or service to the framework where it I1s going to be
sold and especially to ensuring that

> Each product or service 1s sold by someone who knows how to sell it,

> The client knows what he or she 1s investing in and the nsk of each product or senice and this can be accredited with
the relevant documents,

> The product or service fits the customer’s nsk profile,

> Each product or service 15 sold where 1t can be, not only for legal or tax reasons (1 e it fits Into the legal and tax regime
in the UK}, but also on the basis of the prevailing finanaal culture, and

> When a product or service 1s approved the maximum hmits for placement are set

RESIDUAL VALUE RISK

Definition

Residual value nisk 15 the nsk that the value of an asset at the end of a contract may be worth less than that required to achieve
the minimum return from the transaction that had been assumed at its inception Residual value risk relates to the operating
lease assets of the Group, which consist of commeraal vehicles and other assets to its corporate customers, of which the Group
15 the lessor, and the finance lease assets, which consist mainly of office fixtures and equipment of which the Group 15 the lessee

Managing residual value nsk

Residual value risk 15 controlled through asset speafic policies and delegated authonties agreed by the Risk Commuittee The
residual value nisk 1s reassessed each time a new lease 1s written or an existing lease renewed and extended In addition, portfolio
imparment reviews are undertaken and independently evaluated and signed-off by the Risk Dwision, with impairment loss
allowances being raised where appropriate
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FINANCIAL INSTRUMENTS OF SPECIAL INTEREST

This section summarises the types of financial instruments which have been of special interest as a result of the economic
environment of the last few years The table below shows the type of financial instrument and where they are classified on the
Group's Consohdated Balance Sheet It also provides cross references to the Notes to the Consolidated Financial Statements
containing additional analysis of the significant assets

The Group’s financial instruments which are considered to have been most affected by the current credit environment
include floating rate notes {'FRNs’), asset-backed securities ('ABS’) {including mortgage-backed secunties ('MBS’) and the Group’s
exposures to monoline nsurers), Collateralised Debt Obligations ('CDOs’), Collateralised Loan Obligations ("CLOs), loans to
banks, certain credit dervatives in the Treasury asset portfolio, and off-balance sheet entiies The Group has no holdings in
Structured Investment Vehicles

The Group ams to actwvely manage these exposures Additional information on the Group's exposures by country 1s
disclosed in ‘Balance Sheet Business Review - Country risk exposure’

CLASSIFICATION IN THE CONSOLIDATED BALANCE SHEET

The classification of these assets in the Group's Consolidated Balance Sheet, and cross references to the Notes to the
Consolidated Financial Statements containing additional analysis of the significant assets, 1s as follows

2011 Type of Financial Instrument
Derv- OECD Govt

Note FRNs ABS (DO CLO Loans atives!” debts Bank CDs Other Total
Balance sheet hine item £m £m £fm m £m fm £m £m £m £m
Trading assets — debt securities t4 5,768 - - - - - 2,943 - - 8,711
Derivatives — equity & credit contracts 15 - - - - - 16 - - - 16
Financial assets designated at fair i6 - 379 - - - - - - 250 629

value — debt secunities
Loans and advances to banks 17 - - - - 4,487 - - - - 4,487
Available-for-sale — debt secunties 22 - - - - - - - - - -
Loans and recewables securities 23 515 1,142 3 90 - - - - 21 1,771
6,283 1,521 3 90 4487 16 2,943 - 271 15,614
2010 Type of Financial Instrument
Dernv- QECD Govt

Nate FRNs ~ ABS (DG ClO  loans  atwes™ debts  Bank CDs Other Total
Balance sheet line item fm fm £m im £m fm ifm £m fm £m
Trading assets - debt secunties 14 10,901 - - - - - 6,630 290 - 17.821
Dervatives - equity & credit contracts 15 - - - - - 38 - - - 38
Financial assets designated at fair 16 - 1,046 12 - - - - - 240 1,298

value — debt secunties
Leans and advances to banks 17 - - - - 3,852 - - - - 3,852
Available-for-sale — debt secunties 22 - - - - - - 125 - - 125
Loans and recevables securities 23 1,646 1,778 37 112 - - - - 37 3,610
12,547 2,824 49 112 3,852 38 6,755 290 277 26,744

{1) Credit denvatves - Treasury asset portfolio In November 2010 the Group acquired a portfolio of loans 1o banks asset-backed secunities and related credit
derivatives as part of an aignment of portfolios across the Banco Santander S A group Disclosures regarding the geographic location of the counterparties o the
credit dervatives recogrused as a result of the acquisiion of that portfolio are set out In the “Group Infrastructure” section within "Credit Risk™ on page V17
Further information on all the Group s holdings of dervatives (including these credit dervatives) 1s set out in Note 15 to the Consolidated Financal Statements

EXPOSURE TO OFF-BALANCE SHEET ENTITIES SPONSORED BY THE GROUP

Certain Special Purpose Entities {'SPEs’) are formed by the Group to accomplish specrfic and well-defined objectives, such as
secunitising financial assets The Group consolidates these SPEs when the substance of the relationship indicates control, as
descnbed in Note 1 of the Consolidated Financial Statements Details of SPEs sponsored by the Group (including SPEs not
consolidated by the Group) are set out in Note 20 and Note 21 to the Consolidated Financial Statements

The only SPEs sponsored but not consohdated by the Group are SPEs which issue shares that back retal structured
products The Group's arrangements with these entities comprise the provision of equity dervatives and a secondary market-
making service 1o those retall customers who wish to exit early from these products
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Directors

BOARD OF DIRECTORS

At 31 December 2011

CHAIRMAN

Lord Burns

Lord Burns (age 68) was appeinted foint Deputy Chairman on 1 December 2001 and Chairman on 1 February 2002 He 1s aiso
Charman of Channel 4 Television Corporation and a Non-Executive Director of Banco Santander, S A His current professional
roles include President of the Society of Business Economists, a Non-Executwe Member of the Office for Budget Responsibility
and Chairman of the Governing Body of the Royal Academy of Music He was formerly Permanent Secretary to the Treasury and
charred the Parlamentary Financial Services and Markets Bill Joint Committee in 1999 He was a Non-Executive Director of British
Land plc (2000-2005), Pearson plc (1999-2010) and Legal & General Group plc {(1991-2001} He was also Charrman of the
National Lottery Commuission {2000-2001), Marks and Spencer Group plc {2006-2008), Glas Cymru Cyfyngedig (Welsh Water)
(2000-2010} and President of the National Institute of Economic and Social Research (2002-2011)

EXECUTIVE DIRECTORS

Ana Botin

Chief Executive Officer

Ana Botin {age 51) was appointed as Chief Executive Officer on 1 December 2010 She joined the Banco Santander, S A group
in 1988, directed Banco Santander, S A ‘s Latin American international expansion in the 1990's and was responsible for the Latin
American, Corporate Banking, Asset Management and Treasury areas Ana was Chief Executive Officer of Banco Santander de
Negocios and has been a member of Banco Santander, S A's Board and Executwe Committee since 1989 and of its
Management Committee since 1994 From 2002 to 2010, Ana was Executive Charman of Bance Espafiol de Credito, S A 1n
Spain

José Maria Nus

Chief Risk Officer

José Marfa Nus {age 61) was appointed as an Executive Director and Chief Risk Officer on 17 March 2011 and 1s responsible for
the Risk Division Previously, José Marla was Chief Risk Officer at Banco Espafiol de Credito, S A, where he was a member of the
Board and member of the Executive Committee Prior to joining Banco Espafiol de Credito, SA he held senior positions at
Bankinter, S A and Banco de Negocios Argentaria, S A where he was Managing Director of Risk

Steve Pateman

Executive Director

Steve Paternan {age 48) was appointed as an Executive Director on 1 June 2011 and 1s responsible for Corporate, Commeraal
and Business Banking On 6 March 2012, he assumed additional responsibiity for Retaill Banking and Retall Products and
Marketing in his capacity as Head of UK Banking He joined the Company in lune 2008 as Head of UK Corporate and
Commercial Banking and an Executive Committee member Previously with Naticnal Westminster Bank plc and the Royal Bank of
Scotiand plc where he was CEQ of Business Banking, Managing Director of Commercial 8anking and Managing Director of
Corporate Banking, he has experence running businesses with revenues in excess of £1 0bn with over 5,000 staff Steve has also
worked on a vanety of financings, restructurings, capital market and equity 1ssues during his time in NatWest Markets where he
speaalised in the leisure and retail sectors

APPOINTMENTS POST 31 DECEMBER 2011

EXECUTIVE DIRECTOR

Stephen Jones

Chief Financial Officer

Stephen Jones (age 47) was appointed as an Executve Director and Chief Financial Officer on 6 March 2012 Stephen Jones
Jjoined Santander UK from Barclays where he was Managing Director, Head of Investor Relations, served on the Governance and
Control Committee for its UK Retail and Business Banking and was a member of the Regulatory and Public Policy Group  Prior to
this he was Managing Director, Head of Corporate Debt Capital Markets and Equity Capital Markets and Co-Head of Corporate
Investment Banking, Barclays Capital EMEA Before joining Barclays in 2002 he spent 14 years at Schroders {later Schroder
Salomon Smith Barney) He gualified as a solicitor in 1988
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NON-EXECUTIVE DIRECTORS

Juan Rodriguez Incilarte

Deputy Chairman

Juan Inciarte (age 59) was appointed Non-Executive Director on 1 December 2004 He joined Banco Santander, S A in 1985 and
has served within Banco Santander, S A as Head of Retail Banking, Head of Wholesale, Corporate Banking and Head of
Santander Consumer Finance He has also headed up the Treasury and Markets area and the Risk Management dvision He has
been deeply involved in Banco Santander’s global expansion in positions as Head of the Former International Dvision and of the
European Alllances He 1s currently a member of the Boards of Banco Banif, S A, Santander Consumer Finance S A, and Banco
Santander’s International Advisory Board He was a Director of the Royal Bank of Scotland plc and Naticnal Westminster Bank
plc {1998-2004} and has served on the Board of Directors of RFS Holdings, First Fidelity Bancorp and First Union Corporation
(now part of Wells Fargo), San Paclo ~ IMIin Italy, Sovereign Bancorp i the US {(2006-2008), NIBC Bank N V in The Netherlands
{2005-2007), ABN AMRO Holding NV and Comparila Espariola de Petroleos, S A of Spain Mr Inciarte 1s Chairman of the US-
Spain Council, Member of the Spain-Japan Councl Foundation, Member of the Board of Trustees of the Carlos V International
Centre of the Autonomous Unwversity of Madrid and a Fellow of The Chartered Institute of Bankers in Scotland

Jane Barker (Resigned on 31 December 2011)

Jane Barker (age 62) was appointed Non-Executive Director on 21 Qctober 2008 She 1s Chief Executive Officer of Equitas
Limited, the company set up to re-insure and run-off the 1992 and prior years’ non-life Tiabifities of Lioyd's of London syndicates
and a Non-Executive Director of Marsh Limited She 1s Deputy Chairman of the Royal College of Music, an external member of
the Appeal Pane! for Scotland and Northern Irefand Banknote Regulation Regime and was previously a member of the councit
and charr of the Audit Committee of the Open University Her other previous roles have included being Finance Director of the
London Stock Exchange

Roy Brown

Roy Brown (age 65) was appointed Non-Executive Director on 21 October 2008 He 1s a Chartered Engineer, Graduate of the
Harvard Business School and 1s Chairman of GKN plc, Governcr of Tonbridge School and Charman of the Tonbridge School
Foundation Formerly, he was an Executive Director of Unilever plc and NV and a Non-Executive Director of Brambles Industries
plc, the British United Provident Assoaiation Ltd (BUPA) and the Franchise Board of Lioyd's of London

José Maria Carballe

José Mania Carballo (age 67) was appointed Non-Executive Director on 1 December 2004 He 1s Chairman of La Unién Resinera
Espanola, Charman of Vista Desarrollo, Director of Vista Capital Expansion S A SG ECR and Director of Teleférico Pico del
Teide SA He 1s also Vice President and Honorary Treasurer of the lberoamerican Benevolent Society (UK) He was Executive
Vice President of Banco Santander, S A from 1989-2001 and Chief Executive Officer of Banco Santander de Negocios from 1989
to 1933 Until 1989 he was Executve Vice President responsible for Europe at Banco Bilbao Vizcaya He was also Executive Vice
President of Banco de Bilbao tin New York until 1983

José Maria Fuster

José Maria Fuster (age 53) was appointed Non-Executive Drrector on 1 December 2004 He 15 Executive Vice President of
Operations and Technology, and Chief Information Officer of Banco Santander, S A and Non-Executive Director of Banco
Espanol de Credito, $ A He joined Banco Espafiol de Credito, S A in 1998 and was appointed as Chief Information Officer of
Banco Santander, SA n 2003 He started his professional career with International Business Machines, S A and Arthur
Andersen as a consuitant He has also worked for Cittbank Espana, S A and National Westminster Bank plc

Rosemary Thorne

Rosemary Thorne (age 60) was appointed Non-Executive Director on 1 July 2006 She is also a Non-Executive Director on the
Board of Smurfit Kappa Group plc She was Group Finance Director of Ladbrokes plc until Apnl 2007, Non-Executive Director of
Cadbury Schweppes plc until September 2007 and Sentor Independent Director on the Board of Virgin Radio Holdings Limited
unt! june 2008 Previously, she was Group Financia! Controller of Grand Metropolitan Public Limited Company {prior to Its
merger with Guinness plc to become Diageo plc) and spent almost exght years as the Group Finance Director of J Sainsbury plc
She joined the Board of Bradford & Bingley plc in 1999 as Group Finance Director, initially working on its demutualisation and
flotation, resulting in a place in the FTSE 100 Index in December 2000 She remained in this role for a further five years She was
a member of the Financiat Reporting Counal and Financial Reporting Review Panel for nine years and a member of The Hundred
Group of Finance Directors Main Commuttee for 15 years

Keith Woodley (Resigned on 31 December 2011)

Keith Woodley (age 72} was appointed Non-Executive Director on 5 August 1996 He was made Senior Independent Non-
Executive Director in April 1993 and was Deputy Chairman from April 1999 untll Novemnber 2004 He 1s a former Non-Executive
Director of Nationat & Provinaal Building Society and a former partner of Deloitte Haskins & Sells A past President of the Institute
of Chartered Accountants in England and Wales, he 1s a Counal Member and Pro-Chancellor of the University of Bath
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Santander UK plc {the "‘Company’) 15 a subsichary of Banco Santander, S A The ordinary shares of the Company are not traded
on the London Stack Exchange Banco Santander, S A 1s incorporated in Spain and has its registered office at Paseo de Pereda S-
12, Santander, Spain Note 24 to the Consolhdated Financial Statements provides a bst of the pnnapal subsidianes of the
Company, the nature of each subsidiary’s business and details of branches Note 39 to the Consolidated Financial Statements
provides detadls of the Company’s share capitat

CORPORATE GOVERNANCE

The Company 15 subject to the Listing Rules and the Disclosure & Transparency Rules of the UK Financial Services Authority
('FSA"), because it has preference shares listed on the London Stock Exchange As a result of having only preference shares listed,
the Company s not required to make certain disclosures that are normally part of the continuing obligations of equity listed
companies in the UK However, a number of voluntary disclosures have been presented in this Directors’ Report relating to
remuneration (see pages 143 to 145) Addiionally, the Company complies with the remuneration disclosure requirements in the
FSA's Prudential Sourcebook for Banks, Building Societies and tnvestment Firms

The Company's corporate governance model ensures that the Board and the management of the Company make therr
own decisions on liquidity, funding and caprtal, having regard to what 15 appropriate for the Company’s businass and strategy

NYSE Corporate Governance - differences in UK/New York Stock Exchange corporate governance
practice

Under the NYSE corporate governance listing standards the Company must disclose any significant ways in which its corporate
governance practices differ from those followed by US companies under the NYSE listing standards We believe the following to
be the significant differences between our current corporate governance practices and those applicable to US companies under
the NYSE hsting standards

Under the NYSE listing standards, independent drrectors must comprise a majonity of the Board Our Board s currently
comprised of a Chairman (who 1s also a non-executive director), four executive directors (ncluding the Chief Executive Officer)
and five non-executive directors Three of the non-executive directors are independent as defined in the NYSE listing standards
The ather two non-executive directors are not independent as they are employees of our parent company, Banco Santander, S A

The NYSE lsting standards requue that non-management directors meet on a regular basis without management
present and that, in certain circumstances, independent directors meet separately at least once a year Neither applicable UK
rules nor our internal policies require such meetings, and such meetings do not occur on a regutar basis

The NYSE listing standards require that US listed companies have a nominating or corporate governance committee
composed entirely of independent directors and with a wntten charter addressing certain corporate governance matters
Applicable UK rules do not require companies without equity shares listed on the London Stock Exchange, such as the Company,
to have a nominating committee However, we established a Normination Committee with effect from 27 September 2011,
which leads the process for Board appointments This committee has written terms of reference setting out its role 1o identify
and nominate candidates for Board and committee appointments The following directors make up the Nomination Committee
Terence Burns, Ana Botin, Roy Brown, Rosemary Thorne and Juan Inciarte Of these directors, two are independent non-
executive directors

In addition, the Board s responsible for meonitoring the effectiveness of the Company's governance practices and
making changes as needed to ensure the alignment of the Company’s governance system with current best practices The Board
monitors and manages potential conflicts of interest of management, Board members, shareholders, external advisors and other
service providers, 1ncluding misuse of caorporate assets and abuse i related party transactions

The NYSE Iisting standards require that US listed companies have a compensation committee composed entirely of
independent directors and with a wnitten charter addressing certain corporate governance matters The Remuneration Oversight
Committee was established with effect from 1 January 2010 Under its written terms of reference, this committee 1s primarnly
responsible for overseeing and supervising the Group’s policies and frameworks covenng remuneration and reward The
Remuneration Oversight Committee 1s made up of three independent non-executive directors Roy Brown (Chairman), José Marfa
Carballo and Rosemary Thorne

The NYSE lIisting standards require that US listed companies have an audit committee that satisfies the requirements of
Rule 10A-3 under the US Exchange Act of 1934, as amended, with a written charter addressing certain corporate governance
matters, and whose members are all independent As a wholly-owned subsidiary of a parent that satisfies the requirements of
Rule 10A-3(c)2), the Company 15 exempt from the requirements of Rule 10A-3 The Company does have a Board Audit
Committee composed of three independent non-executive directors Rosernary Thorne (Chairperson), José Marfa Carballo and
Roy Brown, however the scope of the Board Audit Committee’s terms of reference as well as the duties and responsibilities of
such commuttee are more imited than that required of audit committees under the NYSE listing standards For example, the
Board Audit Commuttee does not provide an audit committee report as required by the NYSE histing standards to be included n
the Company‘s annual proxy statement
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The NYSE listing standards require that US hsted companies adopt and disclose corporate governance guidehines, including with
respect to the qualification, traiming and evaluation of ther directors The NYSE listing standards also require that the Board
conduct a setf-evaluation at least annually to determine whether 1t and s committees are functioning effectively The Board
undertakes a review of Board effectveness every two years through an internal process led by the Chairman The most recent
Board effectiveness review occurred in the fourth quarter of 2010

A chief executive officer of a US company listed on the NYSE must annually certify that he or she 1s not aware of any
viclation by the company of NYSE corporate government standards In accordance with NYSE listing rules applicable to foreign
private 1ssuers, our CEQ 1s not required to provide the NYSE with such an annual compliance certification

In addition, as a wholly-owned subsidiary of an NYSE-listed company, we are exempt from two NYSE listing standards
otherwise apphcable to foreign hsted companies as well as US listed companies The first requires the CEO of any NYSE-listed
foreign company to notify promptly the NYSE in writing after any executive of the issuer becomes aware of any material non-
compliance with any applicable NYSE corporate governance standards The second requires NYSE-iisted foreign companies to
submit executed Written Affirmations annually to the NYSE

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW

The principal actvity of Santander UK plc, company number 2294747, and its subsidiaries {together ‘Santander UK’ or the
"Group’), continues to be the prowision of an extensive range of personal financial services In addiion, Santander UK provides a
wide range of banking and financial services to business and public secter customers The Company 1s authornsed and regulated
by the FSA

The Company I1s required to set out in this report a fair review of the development and performance of the business of
the Group during the year ended 31 December 2011 and of the position of the Group at the end of the year, as well as factors
Iikely to affect its future development, performance and position The information that fulfils this requirement can be found in
the Chief Executive Officer’s Review on pages 2 to 5 and the relevant sections of the Business and Financial Review referred to
below, which are incorporated into and form part of this Directors’ Report When reading the Chief Executive Officer’s Review
and the Business and Financial Review, reference should be made to the Forward-looking Statements section on page 6

Information on the development and performance of the business of the Group, both at a consolidated level and
analysed by division can be found in the Chief Executive Officer’s review and in the following sections

> An analysis of the Group’s development and performance during the year is contained in the "Business Review —
Summary” on pages 12 to 16
> Further detailed analysis of the development and performance of the business divisions 1s contained in the “Business

Review ~ Divisional Results” on pages 19 1o 29

Infermation on the position of the Group at the end of the year can be found in the Chief Executive Officer’s review
and in the following sections

> Business volumes are discussed in the “Business Review — Divisional Results” on pages 20 to 21

> The Balance Sheet Business Review can be found con pages 32 to 61, including detalls of capital expenditure on page
49, contraciual obhigations and off-balance sheet arrangements on page 53, a review of capital management and
resources on pages 54 to 56, and funding and hquidity on pages 57 to 59

> Key performance indicators are described in the “Business Review — Key Performance Indicators” on pages 17 to 18

The Company 15 also required to describe the principal risks and uncertainties facing the Group Finanaal risks are described 1n
the Risk Management Report by type of nisk, with further analysis by segment on pages 62 to 135, and matenal rnisk factors are
described in the Risk Factors section on pages 278 to 290

RESULTS AND DIVIDENDS

The results of the Group are discussed abave The Directors do not recommend the payment of a final dvidend for 2011 (2010
fri} An intenm dvidend of £425m was declared on 24 May 2011 on the Company's ordinary shares in 1ssue and 1s expected to
be paid later in 2012 An intenm dividend of £375m was declared in 2010 and paid in 2011

EVENTS AFTER THE BALANCE SHEET DATE

None
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GOING CONCERN

The Directors confirm that they are satisfied that the Group has adequate resources to continue in business for the foreseeable
future For this reason, they continue to adopt a going congern basis of accounting in preparing the financial statements

As outlined abave, the Group's business actwities, together with the factors hkely to affect 1ts future development,
performance and paosttion are set out n the Chief Executive Officer's Review on pages 2 to 5 and in the Business Review on
pages 12 to 31 The financial posiion of the Group, its cash flows, hiquidity position and borrowing facilities are described in the
Balance Sheet Business Rewview on pages 32 to 61 In addition, Note 48 to the Consolidated Financial Staterments includes the
Group's objectives, policies and processes for managing its capital, 1ts financial nsk management objectives, details of its financial
instruments and hedging activities, and 1ts exposures 1o credit nsk and hquidity nsk As also outlined above, In respect of the
principal risks and uncertainties facing the Group, finanaal risks are described in the Risk Management Report on pages 62 to
135, and matenal risk factors are described in the Risk Factors section on pages 278 to 290

In assessing going concern, the Directors take account of all information of which they are aware about the future,
which 13 at least, but s not imited to, 12 months from the date that the balance sheet is signed This information includes the
Group's results forecasts and projections, estimated capital, funding and liquidity requirements, contingent liabilities, and possible
economic, market and product developments, taking account of reasonably possible changes in trading performance

> Budgets and forecasts

Since the acquisition of the Company by Banco Santander, S A, the Group has a history of profitable operations

Management prepares a 3-year plan (the '3-Year Plan’) that forecasts balance sheet, income and margin, by product,

with a particular focus on the forthcoming year

> Review and reforecast
The 3-Year Plan, its assumptions, forecast results and key sensitvities are reviewed by senior managernent and
presented to the Executive Committee, the Board of Directors and to senior executives of Banco Santander,
SA The budget s reforecast frequently and reviewed by the Executive Commrttee and the Board of
Directors As part of the budget and planning process, a particular emphasis 1s placed on ensunng the
sustainability of earnings, and achieving and maintaining a mgh level of operating efficency in the Group
{measured by the trading ¢ost Income ratio) to enable competitive products to be developed for customers

> Stress testing
To assess the Group's ability to adapt to various market challenges, the budgets are “stress tested” as part of
the Group's internal capital adequacy assessment process (ICAAPY) under Basel Il Different scenanos are
modelled, including a severe scenano, and senior management makes an assessment of how this would affect
the Group's profit and funding plans

> Borrowing requirements and habilhity management

The Group's financial plans are constructed to ensure that they allow the Group to meet sts financial obligations as they
fall due, both with respect to matuning existing habilities and future borrowing requirements On 3 August 2010, Banco
Santander, S A through a Spanish based subsidiary Santusa Holding, S L, injected £4,456m of equity capital into the
Company The capital was used to support the reorgamsation of certain Banco Santander, S A group companies in the
UK as described in Note 46 to the Consolidated Financial Statements and will be used to support further growth,
including the transaction with the Royal Bank of Scotland Group also descnbed in that Note

The Group’s funding requirements are met from a variety of sources, with a significant majonty being sourced
from customer deposits (1 e retail and corporate deposits) At 31 December 2011, customer assets as a percentage of
customer labililies were 138% (2010 132%) The balance of the Group's funding 15 sourced from the wholesale
markets with reference to prevailing and expected market conditions and the desired balance sheet structure The
Board considers 1t appropriate to balance cost effective short-term financing with medwum and long-term funds, which
have less refinancing risk, within the context of maintaining a diverse range of sources of wholesale funding At 31
December 2011, the ratio of customer assets 1o customer deposits plus medwm-term funding was 99%, an increase
from 95% at the end of 2010

Asset and Liability Management produce strategic and tactical funding plans as part of the Group's planning
process These funding plans are approved by the Board and the Strategic Risk and Financial Management Committee
and are controlled on a day-to-day basis by the Director, Funding and within the framework of the Liquidity Risk
Manual The plans are stressed to ensure adverse conditions can be accommodated via a range of management levers
Funding and liqusdity management 1s the responsibility of the Finance Director who delegates day-to-day responsibility
to the Director, Funding Liquidity risk contro! and oversight are provided by the Chief Risk Officer, supported by the
Risk Division See the Risk Management Report for further details on hquidity nsk management

> Contingent liabilities
The Directors, via the Board Audit Commuttee, also consider the Group’s exposure to contingent habilities This
consideration addresses contingent habiites expenenced by the Group in the past, such as legal proceedings,
guarantees, operating lease commitments, customer remediation habilities, tax contingencies, and those ansing n
respect of the UK Financal Serwices Compensation Scheme, but also addresses whether there are any new
contingencies Contingent liabilities are captured on a timely basis for purposes of disclosure in the Annual Report and
Accounts and the half-yearly financal report
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Non-trading guarantees require the approval of the Chief Executive Officer or the Chief Financial Officer or, in ther
absence, any two Company Executive Directors or one Company Executive Director and the Company Secretary This
provision forms part of the Company’s Corporate Governance Framework {other Financial Delegated Authonties)

> Products and markets

The Directors review information about the major aspects of the economic environment wathin which the Group
operates at monthly Board meetings This information includes an economic update which contains data on key
economic and market trends  In addition, the Group’s Economic Analysis team monitors and provides infarmation to
the Board on current and prospective economic and market developments Retail financial markets, such as the housing
market, are a major focus for analysing current trends and potential developments The Directors also receive regular
briefings on market share for the Group’s major products and six-monthly competitor analyses Wholesale market
conditions are reviewed daily by the Director, Funding and an update presented on a monthly basis to the Asset and
Liability Management Committee and the Strategic Risk and Financial Management Committee The tactical and
strategic funding plans are updated, If necessary, with reference to current and expected market conditions

> Financial nsk management
The Group's nsk management focuses on major areas of sk, namely credit risk, market nsk, funding and hquidity risk,
and operational risk The Risk Management Report sets out in detail how the Group manages these nsks

> Finanaal adaptabibty
The Directors also consider the ability of the Group to take effective action to alter the amounts and tming of cash
flows so that it can respond to unexpected needs or cpportunities Such financial adaptability mitigates the areas of
financial nsk above in considering the appropriateness of the going concern presumption in relation to the Group In
deterrmining the financial adaptability of the Group, the Directors have considered the ability of the Group to
> Obtain new sources of finance
The Group minimises refinancing risk by sourcing funds from a variety of markets as appropriate and subject
to consideration of the appropniate leverage ratio and funding mix for the Group, and in particular customer
deposit levels and medium-term funding The Group actively manages its relationships with existing providers
of funding and considers new sources of funds as and when they arise
Day-to-day sources of finance consist pnimanly of retall deposits To the extent that wholesale
funding 1s required, a vanety of sources are usually available from a range of markets, including

> money markets both unsecured {including interbank and customer deposits, and issuances of
certificates of depost and commercial paper) and secured {(including repos in open market
operations),

> debt capital markets {including discrete bond issues and medium term notes),

> mortgage-backed funding (iIncluding securitisation and covered bond issuance), and

> caprtal instruments (although primarily 1ssued to mamtain capital ratios)

In addition to day-to-day funding sources, the Group has access to contingent sources from central banks,
including the Bank of England, the Swiss Nationa! Bank, and the US Federal Reserve The Group ensures that
it has access to these contingent facilities as part of its prudent hiquidity nsk management See the Risk
Management Report for further details on kquidity nsk management The Group mirinises rehance on any
one market by mamntaning a diverse funding base, and avoiding concentrations by matunty, currency and
institutional type

> Obtain financal support from other Santander group companies
For capital, funding and liquidity purposes, the Group operates on a stand-alone basis However, in case of
stress conditions, 1t would consult with its ultimate parent company, Banco Santander, S A about financal
support

> Continue business by making imited reductions in the level of operations or by making
use of alternative resources
The Group mantains and regularly updates a Contingency Funding Plan to cover potential extreme
scenanos  In addition, the 3-Year Plan s stressed, as part of the ICAAP process, to ensure that the Group
can accommodate extreme scenarios and the impact this would have on the 3-Year Plan and profits In
accommodating these extreme scenarios, various management actions would be utiised, mncluding the
encashment of certain liquid assets and a reduction in new business in Retail and Corporate Banking

As part of their enguines, the Directors have considered the fact that, as a subsidiary of a bank domiciled in the eurozone, the
perception of Santander UK plc 15 affected by interest in and concerns over the eurozone The Group's exposure 1o eurozone
soveraign debt 15 insignificant, amounting to less than 0 1% of the Group's total assets For further information on country nsk
exposures, consisting of sovereign debt exposures, other country nsk exposures and balances with other Santander companies,
see the “Country Risk Exposure’ section of the 'Balance Sheet Business Review'

After making enguinies, the Directors have a reasonable expectation that the Company and the Group have adequate
resources to continue in operational existence for the foreseeable future Accordingly, they continue to adopt the going concern
basis of accounting in prepanng the Annual Report and Accounts
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The members of the Company’s board of directors (the ‘Board’} at 31 December 2011 are named on pages 136 to 137 For each
Director, the date of appointment i1s shown At 31 December 2011 the Board compnsed a Charman, four Executive Directors
including the Chief Executive Officer, and seven Non-Executive Directors At the date of publication of this report, the Board
composttion comprised a Chawrman, four Executwe Directors including the Chief Executive Officer and five Non-Executive
Directors The roles of Chairman and Chief Executve Officer are separated and clearly defined The Chairman 1s primarily
responsible for the working of the Board and the Chief Executive Officer for the running of the business and implementation of
Board strategy and policy During the year, the following directors resigned

Director Title Date of resignatton
Alison Brittain Executive Director, Retall Distribution 22 March 2011

Jane Barker Non-Executive Director 31 December 2011
Keith Woodley Nen-Executive Director 31 December 2011

Non-Executive Directors have been appointed for an indefinite term {(other than Roy Brown and Rosemary Thorne who have been
appointed for a three-year term, after which their appointments may be extended upon mutual agreement)

When they were appointed, the appointments of Ana Botin, Juan Rodriguez Inciarte, José Marla Fuster, José Maria
Carballo and José Marfa Nus were all proposed by Banco Santander, S A The Company may pay an Executive Director instead of
requiring them to work during their notice period

Following the resignations of Jane Barker and Keith Woodley, the Company 15 conducting a search for a Deputy
Charrman and additicnal Independent Non-Executive Directors

COMMITTEES OF THE BOARD

The Board maintains four standing committees, which operate within wnitten terms of reference
Board Audit Committee

With effect from 1 January 2012, the Audit and Risk Committee was separated into standalone Board Audit and Board Risk
committees, recognising the recommended position under the Walker Report Membership of the Board Audit Committee 15
restnicted to Independent Non-Executive Directers The Board Audit Committee’s prmary tasks are to review the scope of
external and internal audit, to receve reports from the external auditors {currently Deloitte LLP) and the Chief Internal Auditor,
and to monitor and review the integrity of the financial statements of the Company including its annual and half-yearly reports
before they are presented to the Board, focusing in particular on accounting policies, compliance and areas of management
judgement and estimates The Board Audit Committee’s scope also includes the review of the procedures in place for employees
to raise concerns about possible wrongdoing in financial reporting and other matters For a further discussion of the nisk-centrol
responsibilives of the Board Audit Committee, see the Risk Management Report of the Annual Report and Accounts on page 68

The Board Audit Committee also conducts a review of the remit and reports of the internal audit function {which is a
Banco Santander S A group function) in so far as 1t relates to the Group as well as the internal audit function’s effectiveness,
authority, resources and standing within the Group and management’s response to therr findings and recommendations

The Board Audit Committee monitors the Group's relationship with, and the experience and qualifications of the
external auditors, and reviews the extermal auditor’s audit plans and audit findings A framework for ensuning auditor
independence has been adopted, which defines unacceptable non-audit assignments, pre-approval of acceptable non-audit
assignments and procedures for approval of acceptable non-audit assignments

The Board Audit Committee may make any recommendations to the Beard as it sees fit and the Chairperson of the
Board Audit Commuttee reports formally to the Board after each meeting The Chairperson, Rosemary Thorne, has over 15 years
of expenence as Finance Director of FTSE 100 Index companies and was a member of the Financial Reporting Council, The
Financial Reporting Review Panel and The Hundred Group of Finance Directors Main Committee The Board has determined that
Rosemary Thorne has the necessary qualfications and experience to qualify as a board audit committee financial expert as
defined in the rules promulgated under the US Secunities Exchange Act of 1934, as amended, and the Board considers that she 1
independent in accordance with Section 303A 02 of the New York Stock Exchange Corporate Governance Rules

The other members of the Board Audit Committee are losé Maria Carballo and Roy Brown During 2011 the members
of the Audit and Risk Committee compnised Rosemary Thorne, Jane Barker, Roy Brown, José Marfa Carballo and Keith Woodley
Pursuant to SEC Rule 10A-3(c¥2), which provides a general exemption from the requirement to have a board audit committee
for subsidiaries that are listed on a national securities exchange or market where the parent satisfies the requirement of SEC Rule
10A-3, the Company 1s exempt from the requirements of SEC Rule 10A-3 According to SEC Rule 10A-3(c)(2), addiional hstings
of an ssuer’s securities are exempt from the board audit committee requirements of the issuer 15 already subject to them as a
result of isting any class of securities on any market subject to SEC Rule 10A-3 This exemption extends to listings of non-equity
secunties by a direct or indirect subsichary that 1s consohdated or at least 50% beneficially owned by a parent company, if the
parent 1s subject to the requirements as a result of the listing of a class of its equity secunities
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Consequently, as apphed to the current shareholding structure of the Company, (as a subsidiary of Banco Santander, S A), the
Company 1s exempt from the board audit committee requirements of SEC Rule 10A-3 since (1) the Company Is a subsichary of
Banco Santander, $ A, (1) Banco Santander, S A has equity securities listed on the New York Stock Exchange and s therefore
subject to SEC Rule 10A-3, and (1) the Company does not have any equity secunties listed on the New York Stock Exchange or
any other national secunties exchange in the United States of America

Board Risk Committee

The Board Risk Cornmittee was established with effect from 1 January 2012 The Board Risk Commuttee 1s primarily responsible
for advising the Board on the Company’s overall nsk appetite, tolerance and strategy, reviewing the nsk framework and
recommending 1t to the Board for approval, reviewing the effectiveness of the nsk management systems and internal controls,
overseeing and advising the Board on current nisk exposures and future nsk strategy, reviewing the Company’s capability to
identfy and manage new risk types, and overseeing and challenging the design and execution of stress and scenano testing
Membership of the Board Risk Committee I1s restricted to Independent Non-Executive Directors, and comprises Rosemary Thorne
(Chairperson}, José Maria Carballo and Roy Brown Prior to 1 January 2012, the functions of the Board Risk Committee were
included in those of the Board Audit Committee which had been titled the Audit and Risk Committee

Remuneration Oversight Committee

The Rermuneration Oversight Committee was established with effect from 1 January 2010 The Remunerauon Oversight
Commuttee 15 primanly responsible for overseeing and supervising the Group's polices and frameworks covering remuneration
and reward as applied in, or devolved to the UK It provides governance and strategic input into the Company’s executive and
employee remuneration and reward activities During 2011, the members of the Remuneration Oversight Committee were Roy
Brown {Chairman}, José Marla Carballo, Keith Woodley, Rosermary Thorne and lane Barker Keith Woodley and Jane Barker
resigned on 31 December 2011

Nomination Committee

The Nomination Committee was established with effect from 27 September 2011 The Nommation Committee’s primary
responsibility 1s to lead the process for Board appointments, including the identificaticn, nomination and recommendation of
candidates for appointment to the Board of the Company The members of the Nomination Committee are Terence Burns
(Charrman), Ana Botin, Roy Brown, Rosemary Thorne and Juan Inciarte

DIRECTORS’ REMUNERATION (audited)

The aggregate remuneration received by the Directors of the Company in 2011 was

201 2010

£ £

Salanes and fees 5,013,374 4,270,326
Performance-related payments " 3,744,619 500 000
Other taxable benefits - -
Total remuneration excluding pension contributions 8,757,993 4,770,326
Pension contrnbutions - -
Compensation for loss of office - -
8,757,993 4,770 326

{1} In hne with the FSA Remuneration Code a proportion of the performance-related payment was deferred Further details can be found in “FSA Remuneration
Disclosures” and in Note 44 to the Consclidated Financal Statements

FSA REMUNERATION CODE

In accordance with the FSA Revised Remuneration Code {the ‘Code’), the Company operates a remuneration pohcy designed to
promote effective risk management, applicable to all employees including a number of semior staff whose professional activities
have a matenal impact on the Company’s nsk profile (known as ‘Code Staff’) In accordance with the Code, an element of the
2011 and 2010 vanable remuneraton of Code Staff was deferred  For Code Staff earning more than £500,000 in variable
remuneration {compnsing the annual bonus and Lang-Term Incentive Plan {('LTIP) in 2010 and annual bonus in 2011), at least
60% was deferred, and for Code Staff earning less than £500,000 in vanable remuneration, at least 40% was deferred, both for
a penod of three years Further detais can be found in the additional FSA Remuneration Disclosures on pages 152 to 156, which
do not form part of this Directors’ Report
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The table below reports the remuneration of each Director for the year ended 31 December 2011

Salary and Other Performance related LTIP Total 2010
fees Benefits™ payments®
Paid Deferred
£000 £000 £000 £'000 £000 £000 £ 000

Executive Directors
Ana Botin 1,702 52 926 1,388 - 4,068 -
José Marfa Nus {(appo:nted 17 March 2011} 1,103 19 249 24% - 1,620 -
Steve Paternan (appointed 1 June 2011) 405 - 373 560 - 1,338 -
Alison Brittain {resigned 22 March 2011) 660 - - - - 660 1,175
Juan Colombas (resigned 1 December 2010) - - - - - - 638
Anténio Horta-Oséno (resigned 1 Decernber 2010) - - - - - - 1462
Antonio Lorenzo (resigned 1 Decernber 2010) - - - - - - 536
Sub total 3,870 71 1,548 2,197 - 7.686 3,811
Chairman
Terence Burns 520 - - - - 520 520
Non-Executive Directors
Jane Barker (resigned 31 December 2011) 100 - - - - 100 100
Roy Brewn 120 - - - - 120 120
losé Marfa Carballo 100 - - - - 100 100
Jose Marla Fuster - - - - - - -
Juan Rodriguez Inciarte - - - - - - -
Rosemary Thorne 131 - - - - 131 130
Keith Wocdley (resigned 31 December 2011) 100 - - - - 100 100
Sub total 1,071 - - - - 1,071 1,070
Total 4,941 71 1,548 2,197 - 8,757 4,881

(1)  Other benehits compnse cash and non-cash benefits

{2) Intine with the FSA Remuneration Code a proportion of the performance-related payment was deferred Further detarls can be found in  FSA Remuneration
Disclosures” and in Note 44 to the Consolidated Financial Statements

These totals exclude emoluments received by Directors in respect of therr primary duties as Directors or Officers of Banco
Santander, S A In respect of which no apportionment has been made

SANTANDER LONG-TERM INCENTIVE PLAN (audited)

In 2011, no Directors (2010 Alison Bnittain} were granted a conditional award of shares in Banco Santander, S A under the LTIP
(2010 £110,706 based on a share price of euro 5 57)

Under the LTIPs granted on 1 july 2010, 1 July 2009, 21 June 2008 and 31 December 2007, certain Executive Directors,
Key Management Personnel (as defined in Note 44 to the Consolidated Financal Statements) and other nominated indwviduals
were granted conditional awards of shares in Banco Santander, S A The number of shares participants receve depends on the
performance of Banco Santander, S A during this penod  All awards under the LTIP depend on Santander's Total Shareholder
Return performance against a competitor benchmark group Awards made prior to 2009 also depend on Santander's Earnings
Per Share performance against a competitor benchmark group Further details can be found in Note 44 to the Censolidated
Financial Statements

From 1 July 2011, the eligibility cntenia of the LTIP changed Under the LTIP granted on 1 July 20117, only Key
Management Personnel (as defined in Note 44) and other nominated individuals who were not classified as Code Staff under the
FSA's Remuneration Code were granted conditional awards of shares in Banco Santander, SA Instead, for Code Staff, an
amount equivalent to the target value of the LTIP for 2010 was included within the cash bonus target level for 2011 and as such
1s subject to fwancial, non-financal and nsk based performance measures and deferral as determined by the Code This
arrangement was devised in response to discussions between Banco Santander, S A and the Bank of Span

REMUNERATION OF HIGHEST PAID DIRECTOR (audited)

In 2011, the remuneration, excluding pension contributions, of the highest paid Director, was £4,067,594 (2010 £1,462,066) of
which £2,313,819 (2010 £nil) was performance related There was no accrued pension benefit for the highest pad Director
(2010 £nil), other than that accrued by, or treated to be accrued by a Spanish subsidiary of Banco Santander, SA  No
conditional award of shares was made to the lghest paid Director under the Long-Term Incentve Plan during 2011

RETIREMENT BENEFITS (audited)

Defined benefit pension schemes are provided to certain of the Group's employees See Note 37 to the Consolidated Financial
Statements for a description of the schemes and the related costs and obligations No retirement benefits are accruing for any
directors under a defined benefit scheme (2010 nil) in respect of therr qualifying services to the Group
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NON-EXECUTIVE DIRECTORS (audited)

Fees were paid to Non-Executive Directors in 2011 totalling £550,555 (2010 £550,360), this amount 1s included above in the
table of Directors’ remuneration

DIRECTORS’ INTERESTS AND RELATED PARTY TRANSACTIONS (audited)

In 2011, loans were made to three Directors (2010 no Directars), waith a principal amount of £32,976 outstanding at 31
December 2011 (2010 £ni} In 2011, loans were made to seven members of the Group’s Key Management Persannel (2010
three), with a pnncipal amount of £3,855,781 outstanding at 31 December 2011 {2010 £677,823)

See Notes 43 and 44 to the Consolidated Financial Statements for disclosures of deposits and investments made and
Insurance policies entered into by the Directors, Key Management Personnel and ther connected persons with the Group at 31
December 2011 Note 44 to the Consolidated Financial Statements also includes details of other related party transactions

In 2011 and 2010, there were no other transactions, arrangements or agreements with the Group in which Directors or
Key Management Personnel ar persons connected with them had a matenal interest No Director had a matenal interest in any
contract of significance cther than a service contract with the Group at any time duning the year (2010 no Dwector)

No Director held any interest in the shares of any company within the Group at any tme duning the year (2010 no
Director) and no Director exercised or was granted any nights to subscribe for shares in any company within the Group (2010 neo
Director) During 2011, no Directors exercised share options over shares in Banco Santander, S A, the parent company of the
Company (2010 no Dwector}

The Group engaged in certain transactions with 1ts parent company, Banco Santander, S A, and certan of its
subsidiaries in the ordinary course of business These transactions were made substantially on the same terms as for comparable
transactions wath third party counterparties for a full description of these transactions in 2011, 2010 and 2009, see Note 44 t¢
the Consolidated Financial Statements

OTHER REMUNERATION DISCLOSURES (audited)

The remuneration of the eight highest paid semior executive officers 1s detaled below Senior executive officers are defined as
members of the Company’s Executive Committee (excluding Executive Directors)

Indviduals

1 2 3 4 5 6 7 a8

£000 £'000 £'000 £'000 £'000 £000 £'000 £'000

Fixed remuneration (including any non-cash and 633 71 802 399 678 638 560 378

taxable benefits)

Vanatle remuneration {cash — paid) 33 297 176 250 190 166 181 286
Vanable remuneration {cash — deferred) 497 198 117 375 127 111 121 190
2011 Remuneration 1,461 1.216 1,095 1,024 995 915 862 854

Sign-on award - - - - - - . N
Severance award - - - - - - . -

No members of the Company’s Executive Commutiee were granted conditional awards of shares in Banco Santander, S A

THIRD PARTY INDEMNITIES

Enhanced indemnities are provided to the Directors of the Company, its subsidiaries and associated companies by Santander UK
plc against habilities and asscciated costs which they could incur in the course of ther duties to the Company All of the
indemnities remain n force at the date of this Annuai Report and Accounts A copy of each of the indemnities I1s kept at the
registered address shown on page 292
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FINANCIAL INSTRUMENTS

The financial nsk management objectves and policies of the Group, the policy for hedging each major type of forecasted
transaction for which hedge accounting I1s used, and the exposure of the Group to credit nisk, market rnisk, and funding and
hquidity nisk are outlined in the Risk Management Report on pages 62 to 135

PENSION SCHEMES

The assets of the pension schemes are held separately from those of the Group and are under the control of trustees

Three of the Group's pension schemes have a common corporate trustee which, at 31 December 2011, had nine
directors, comprising six Group-appointed directors {one of whom 1s an independent trustee director) and three member-elected
directors The National & Provincial Buslding Society Pension Fund has a different corporate trustee, the Board of which at 31
December 2011 comprised three Group-appointed directors {one of whom 15 an independent trustee director), and three
member-elected directors The above four pension schemes were, at 31 December 2011, invested 1n a Common Investment
Fund which has a corporate trustee, compnsing four Group-apponted directors and two scheme trustee-appointed directors

At 31 December 2011 the Scottish Mutual Assurance plc Staff Pension Scheme had six trustees, of whom four are
selected by the Group {two of whom are members and one of whom 1s an independent trustee) and two are elected by eligible
members In the case of the Scottish Provident Institution Staff Pension Fund, at 31 December 2011, there were eight trustees,
of whom five (one of whom 1s a member and one of whom 15 an independent trustee) are selected by the Group and the
remaining three are elected by eligible members

At 31 December 2011 the Allance & Leicester Pension Scheme had eight trustees, of whom four are selected by the
Group (one of whom s an independent trustee) and four are elected by eligible members

Asset management of the schemes 1s delegated to a number of fund managers and the trustees recewe independent
professional advice on the performance of the managers Legal advice to the trustees of the various schemes 15 provided by
externa! firms of solctors The audits of the pension schemes are separate from that of the Group The audits of the
Amalgamated, Associated Bodies, Group and The National & Provincial Bullding Society Pension schemes are undertaken by
Grant Thornton UK LLP The audits of the Scottish Mutual Assurance plc Staff Pension Scheme, the Scottish Provident Institution
Staff Pension Fund and the Alliance & Leicester Pension Scheme are undertaken by KPMG LLP

In 2010, the Group and the trustees agreed a scheme-speofic funding target, statement of funding principles, and a
schedule of contributions for the principal pension schemes This agreement forms the basis of the Group’s commitment that the
schemes have sufficient assets to make payments to members in respect of therr accrued benefits as and when they fall due
Further information is provided in Note 37 to the Consclidated Financial Statements

MARKET VALUE OF LAND AND BUILDINGS

On the bass of a penodic review process, the estmated aggregate market value of the Group’s land and buildings was not
significantly different from the fixed asset net book value of £957m (2010 £941m), as disclosed in Note 26 to the Consclidated
Financial Statements 1t 1s considered that, except where impairment losses have been recognised, the Group’s land and buildings
have a value in use that exceeds the estimated market value, and the net bock value 1s not impaired

DISABILITY

The Group 15 committed to equality of access and qualty of service for disabled pecple and embraces the spirt of the UK Equality
Act 2010 throughout its business operations The Group has processes in place to help train, develop, retan and promote
employees with disabilities 1t 1s commutted to gving full and far consideration to applications for employment made by disabled
persons, and for continuing the employment of employees who have become disabled by arranging appropriate traimning and
making reasonable adjustments within the workplace

GENDER DIVERSITY

Lord Davies’ report, “Women on Boards”, was published in 2011 and set an aspirational target of 25% female representation on
Boards of FTSE 100 companies by 2015

The Company strives to adhere to best practice and at 31 December 2011 (prior to the retirement of Jane Barker and
Keith Woodley), 27% of the Board was female At the date of this Directors’ Report, 20% of the Board 1s female This
demonstrates the Company's commitment to ensuring that its Board of directors 15 sufficently well balanced in terms of skill,
expertence and diversity, to run the Company successfully
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EMPLOYEE INVOLVEMENT

Employee share ownership

The Group currently operates three share schemes for eligible employees, which include the Sharesave Scheme, the Share
Incentive Plan ("SIP), which includes Free and Partnership shares, and the Long-Term Incentive Plan In addition, arrangements
remain outstanding under the closed Executive Share Option scheme and the closed Alllance & Leicester Share Incentive Plan All
the share options and awards relate to shares in Banco Santander, S A See Note 42 to the Consolidated Financial Statements
for a descnption of the plans and the related costs and obhgations

Communication

The Group wants to involve and inform employees on matters that affect them The intranet 1s a focal point for communications
with daily updates on what 15 happening across the Group, an online question and answer site and ‘The Village” — a site for staff
to share mformation, 1deas and best practice The Group also uses face-to-face communication, such as team meetings, regional
roadshows and annual staff conventions for strategic updates, as well as a quarterly online and print staff magazine with 1n-
depth business features All these channels are designed to keep employees fully informed of news and developments which may
have an impact on them, and also to keep them up to date on financal, economic and other factors which affect the Group’s
performance The Group considers employees’ opimions and asks for their views on a range of issues through regular company-
wide surveys

Consultation

The Group has a long history of trade union recognition governed by a partnership agreement with Advance, the independent
trade union that It recognises 10 act as the voice of Santander UK employees Within the former Allance & Leicester parts of the
business, the Group also works closely with its recogmsed independent trade union, the Communication Workers Union {{CWU')
Advance and CWU are affiliated to the Trades Union Congress The Group consults senior trade umion officials on sigrificant
proposals within the business at both national and local levels The Group holds regular Joint Consultatve and Negotiating
Committee meetings to enable collaborative working and ensure that communication 15 open and two-way

DONATIONS

Santander UK made total cash charitable donations during the year of £6,928,535 {2010 £5,030,907) This included cash
donations of £2,194,059 (2010 £2,492,200) made by the Santander UK Foundation Limited (the ‘Foundation’) which supported
disadvantaged people throughout the UK through the charitable prionties educatton and financial capability In addition, 1,656
staff donations to chariies amounting to £1,844,000 (2010 £1,590,979) were matched dunng the year under the Staff
Matched Donation Scheme through this Foundation Other cash donations included further educational and enterpnse charities
of £1,951,462 (2010 £1,057,452), the British Heart Foundation of £225,472 (2010 £117,500) and Great Ormond Street
Hospital of £80,000 (2010 £80,000)

In addition to 1ts charitable donations, Santander UK made total cash contributions towards community projects during
the year of £6,156,922 (2010 £4,462,192)

POLITICAL CONTRIBUTIONS

No contributions (2010 none) were made for political purposes and no political expenditure was incurred
SUPPLIERS

The Group has a Cost Management & Procurement Policy and process that 1s enforced across all significant purchases from
suppliers to provide a consistent approach Checks are made that our suppliers act in an ethical and responsible way, as part of
the supplier selection process and by requinng suppliers to adhere to the Group’s Corporate Sociat Responsibility Protocol, unless
1t 15 not relevant to the type of work being undertaken The protocol covers human nghts, labour standards, environment and
anti-carruption, n line with the principles in the UN Global Compact

Policy and Practice on Payment of Creditors

It 15 the Group's policy to make payments in accordance wath the terms and conditions agreed, except where the supplier fails to
comply with those terms and conditions The Group’s practice on payment of creditors has been quantified under the terms of
Schedule 7 of The Large and Mediumn-sized Companies and Groups (Accounts and Reports) Regulations 2008 Based on the ratio
of the aggregate amounts owed to trade creditors at the end of the year to the aggregate amounts invoiced by suppliers durning
the year at 31 December 2011, trade creditor days for the Group were 28 days (2010 27 days)
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CODE OF CONDUCT

The Group is committed to maintaining high ethical standards — adhernng to laws and reguiations, conducting business in a
responsible way and treating all stakeholders with honesty and integnty These princaiples are further reflected n Banco
Santander, $ A 's General Code of Conduct applicable to the Group

Under their terms and conditions of employment, staff are required to act at alt tirmes with the highest standards of
business conduct in order to protect the Group's reputation and ensure a company culture which 1s free from any nsk of
corruption, compromise or conflicts of interest Staff are also required to comply with all Company policies, including the
recently-implemented Anti-Bribery and Corruption Policy

These terms and conditions require that employees must

Abide by all relevant laws and regulations,

Act with integnity in all therr business actions on the Group’s behalf,
Not use their authonty or office for personal gain,

Conduct business relationships 1n a transparent manner, and

Reject all improper practices or dealings they may be exposed to

VVVVY

The SEC requires companies to disclose whether they have a code of ethics that applies to the Chief Executive Officer and senior
financial officers that promotes honest and ethical conduct, full, far, accurate, tmely and understandable disclosures,
compliance with applicable governmental taws, rules and regulations, prompt internal reporting violations and accountability for
adherence to such a code of ethics The Group meets these requirements through the Banco Santander, S A General Code of
Conduct, the Anti-Bribery and Corruption Policy, the Whistleblowing Policy, the FSA's Principles for Business, and the FSA's
Principles and Code of Practice for Approved Persons, wath which the Chief Executive Officer and sentor financial officers must
comply These include requirements to manage conflicts of interest appropnately and to disclose any information the FSA may
want to know about The Group provides a copy of these documents to anyone, free of charge, on application to the address on
page 292

SUPERVISION AND REGULATION

As a firm authorised by the FSA, the Company 1s subject to UK financial services laws and regulattons, which are discussed
below Recent significant regulatory developments which will affect the Group are also highhghted below

UK
In the UK, the FSA Is the single independent regulator for the regulation of deposit taking, investment business, mortgages and
insurance The FSA was set up by the government and exercises statutory powers under the Financial Services and Markets Act
2000 ('FSMA’} The Company, together with several of sts subsicharies, 1s authorised by the FSA to carry on a range of regulated
actvities in the UK, which include mortgages, banking, insurance and investment business The FSA must adhere to four
regulatory objectives, as prescribed in FSMA, which set out the parameters of regulation market confidence, public awareness,
the protection of consumers, and the reduction of financial cnme Based on these regulatory objectives, the FSA has formulated
an extenswve handbook of rules and guidance to which authorised firms are subject

Banks, insurance companies and other finanaal institutions In the UK are subject to the UK Financial Services
Compensation Scheme {the 'FSCS} The FSCS covers claims made against authonsed firms {or any participating EEA firms)
where they are unable, or likely to be unable, to pay claims against them In relation to both investments and mortgage advice
and arranging, the FSCS provides cover for 100% of the first £50,000 of a claim, with £50,000 being the maximum amount
payable per customer In relation to deposits the FSCS provides cover for 100% of the first £85,000 of a claim, with £85,000
being the maximum amount payable per custorner The FSCS also extends (up to various amounts) to certain long-term and
general insurance contracts, including general insurance advice and arranging

The UK Government has announced a new regulatory framework which will take effect in 2012 The FSA will be
replaced by two regulatory bodies, the Prudential Regulatory Authonty ('PRAY), which will have responsibility for the capital and
liguiity of banks and insurance companies, and the Financial Conduct Authonty (‘'FCAY), which will supervise conduct of
business and maintain orderly financial markets for consumers The FSA began transition to the new structure on 4 Apnl 2011

European Union

The Group 15 drrectly affected by laws emanating from the European Union, prnimarily through directives that must be
implemented by the UK as a Member State of the European Union
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Basel Il
Basel Il 15 a supervisory framework for the nisk and capital management of banks and 1s structured around three pillars Pillar 1
specifies mirimum capital requirements for banks and new methodologies for calculating nisk weighted assets Pillar 2 describes
the supervisory review process and outlines the ICAAP required by banks applying Pillar 1 methodologies Pillar 3 requires
disclosure of nsk and caprtal information The Group's capital and risk management disclosures are set out in Note 48 to the
Consohdated Financial Statements

In the European Unign, Basel Il was implemented by the Capital Reguirements Directive (‘CRD') with effect from 1
January 2007 In the UK, the FSA implemented the CRD by including 1t in FSA rules These new FSA rules took effect from 1
January 2007 Throughout 2011, the Group applied the Basel Il framework to its capital calculations, its ICAAP and to its risk and
caprtal disclosures to the market

Liquidity

Duning 2009 Santander UK commenced a comprehensive programme of work to ensure compliance with the requirements of
the FSA's new liquidity regime as laid out in PS09/16 As part of this, during 2011 Santander UK completed an Individual
Liquidity Adequacy Assessment as part of the FSA’s Supervisory Liguidity Review Process This includes an assessment of iquidity
requirements using the FSA prescribed stresses The sources of iguidity nisk that are currently analysed within the liguidity risk
and control framework are covered by the FSA stresses

Other Changes to Capital Adequacy and Liquidity Arrangements

A number of consultations are currently underway on proposals to change regulatory capital reguirements in both a UK and
international context These include proposals from the Basel Commutiee on Banking Supervision, (commonly referred to as Basel
Il as described below) in respect of capital and liquidity as well as the proposition for recovery and resolution plans in the UK
Taken in aggregate, there 1s a potential for these reforms to have a significant effect The Group s currently engaged in the
assessment of their possible iImpact and any response that could be required

Other Regulatory Developments

(1) Independent Commussion on Banking ('1CB)

In June 2010, the UK Chancellor of the Exchequer announced the creation of the ICB The ICB was asked to consider structural
and related non-structural reforms to the UK banking sector to promote financial stability and competition, as well as conducting
a review of a proposal to separate retail and investment banking (the ‘retall nng fence’) The ICB published its final report mn
September 2011 which included a proposed retail nng fence (under which the UK and EEA retall banking activities of a UK bank
or building society should be placed in a legally distinct, operationally separate and economically independent entity), increased
capital requirements, a leverage requirement and improvements of competition and faciitation of easier account switching In
December 2011, the UK Government published their response to the ICB report, broadly endorsing the ICB recommendations
and indicated that primary and secondary legislation relating to the proposed ning-fence will be completed by May 2015, with
UK banks and building societies expected to be compliant as soon as practicable thereafter The UK Government has indicated
that it may modify the recommendations in the report and 1s proposing to undertake extensive consultation in two stages during
2012 The Group 1s currently engaged n the assessment of the possible iImpact of the ICB’s recommendations and any response
that could be required

(1) Basel HI

Basel Il 1s a comprehensive set of reform measures, developed by the Basel Commuittee on Banking Supervision, to strengthen the
regulation, supervision and risk management of the banking sector These measures aim to {)) improve the banking sector's
ability to absorb shocks ansing from financial and economic stress, whatever the source () improve risk management and
governance, and () strengthen banks' transparency and disclosures The reforms target (a) bank-level, or micro-prudential,
regulation, with the aim of helping raise the resihence of individual banking mstitutions to perods of stress, and (b) macro-
prudential, system-wide risks that can buld up across the banking sector as well as the pro-cyclical amplification of these risks
over ime These two approaches to supervision are complementary as greater resilience at the indwidual bank level reduces the
nsk of system-wde shocks The European Commission published its proposed legislation for the CRD and the Capial
Requirements Regulation, which together form the CRD IV package, in July 2011 As well as reflecting the Basel Il capital
proposals, the CRD IV package also includes new proposals on sanctions for non-comphance with prudential rules, corporate
governance and remuneration These changes are due to be implemented beginning in January 2013 The Group 15 currently
engaged in the assessment of the impact of the Basel [l measures

(1) Other

There are a number of other regulatory developments going through a consultation and implementation process which may have
sorne effect on the Group's business  These include the FSCS arrangements, consumer credit regulations, financial stabiity, and
conduct of business arrangements such as those resulting from the Retail Distnbution Review, and the Mortgage Market Review
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DISCLOSURE CONTROLS AND PROCEDURES

The Group has evaluated with the partaipation of its Chief Executive Officer and Chief Financial Officer, the effectiveness of the
Group's disclosure controls and procedures as of 31 December 2011 There are inherent iimitations to the effectiveness of any
system of disclosure controls and procedures, including the possibiity of human error and the arcumvention or overriding of the
controls and procedures Accordingly, even effective disclosure contrels and procedures can only provide reasonable assurance of
achieving their control objectves

Based upon the Group’s evaluation, the Chief Executive Officer and the Chief Financial Officer have concluded that, as
of 31 December 2011, the Group's disclosure controls and procedures were effective to prowide reasonable assurance that
information required to be disclosed by the Group i the reports that the Group files and submits under the US Securities
Exchange Act of 1934 1s recorded, processed, summarised and reported within the time periods specified in the applicable rules
and forms, and that 1t 1s accumulated and communtcated to the Group’s management, including the Group's Chief Executive
Officer and Chief Financial Officer, as appropriate, to allow timely deasions regarding disclosure

There has been no change in the Group’s internal control over financial reporting during the Group’s 2011 fiscal year
that has materially affected, or 1s reasonably [ikely to matenally affect the Group’s internal controls over financial reporting

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Internal control over financial reporting 1s a component of an overall system of internal control The Group's internal control over

financial reporting 1s a process designed to provide reasonable assurance regarding the rehiability of financial reporting, the

preparation and fair presentation of financial statements for external purposes in accordance with International Financial

Reporting Standards ('IFRS') as 1ssued by the International Accounting Standards Board, and as endorsed by the European Union
The Group's internal control over financial reporting includes

> Policies and procedures that relate to the maintenance of records that farrly and accurately reflect the transactions and
disposition of assets

> Controls providing reasonable assurance that transactions are recorded as necessary to permit the preparation of
finanaial 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 unauthonsed acquisition, use or

disposition of assets that could have a matenal effect on the financial statements

Becsuse of ts inherent imitations, internal control over financial reporting may not prevent or detect misstaternents 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 comphiance with policies or procedures may deteriorate

Management 15 responsible for establishing and maintaining adequate internal control over the financal reporting of
the Group Management assessed the effectiveness of the Group's internal control over financial reporting as of 31 December
2011 based on the ¢ritena established in the Internal Control - Integrated Framework 1ssued by the Committee of Sponsoring
Organizations of the Treadway Commission  Based on this assessment, management befieves that, as of 31 December 2011, the
Group's internal control over financial reporting is effective

RELEVANT AUDIT INFORMATION

Each of the Directors at the date of approval of this report confirms that

> So far as the Director 1s aware, there 1s no relevant audit information of which the Group's auditer 1s unaware, and
> The Director has taken all steps that he/she ought to have taken as a Director to make himself/herself aware of any
relevant audit information and to establish that the Group's auditors are aware of that information

This confirmation 15 given and should be nterpreted in accordance with the provisions of Section 418 of the UK Companies Act
2006

BRITISH BANKERS' ASSOCIATION CODE FOR FINANCIAL REPORTING DISCLOSURE

In Septemnber 2010, the British Bankers' Association published a Code for Financial Reporting Disclosure The Code sets out five
disclosure principles together with supporting gquidance The principles are that UK banks will provide high quality, meaningful
and decision-useful disclosures, review and enhance their financial instrument disclosures for key areas of interest to market
participants, assess the applicability and relevance of good practice recommendations to their disclosures acknowledging the
importance of such guidance, seek to enhance the comparability of financial staternent disclosures across the UK banking sector,
and dlearly differentiate in their annual reports between information that 1s audited and information that 1s unaudited

The Group and other major UK banks voluntarly adopted the Code in therr 2011 and 2010 finanaal statements The
Group's 2011 financial statements have therefore been prepared in comphance with the Code’s principles
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Directors’ Report continued

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for prepanng the Annual Report and Accounts including the financial statements in accordance
with applicable law and regulations

Company law requires the Directors to prepare finanaal statements for each financial year The Directors are required
by the International Accounting Standards ("IAS’) Regulation to prepare the group finanaal statements under IFRS, as adopted by
the European Union, and have ako elected to prepare the parent company financial statements in accordance with IFRS, as
adopted by the European Union The financial statements are also required by law to be properly prepared in accordance with
the UK Companies Act 2006 and Article 4 of the IAS Regulation In addition, m order to meet certain US requirements, the
Directors are required to prepare the Group financial statements in accordance with IFRS, as 1ssued by the International
Accounting Standards Board

The Directors acknowledge ther responsibility to ensure the financial statements give a true and fair view of the assets,
hatilities, financial position and profit or loss presented and that the management report, which 1s incorporated into ths report,
includes a far review of the development and performance of the business and a description of the principal nisks and
uncertainties the business faces

International Accounting Standard 1 requwes that financial statements present fairly for each financial year the
Company’s financial position, financial performance and cash flows This requires the faithful representation of the effects of
transactions, other events and conditions in accordance with the definitions and recognition criteria for assets, liabilities, income
and expenses set out in the International Accounting Standards Board's ‘Framework for the preparation and presentation of
financial staterments’

In virtually all circumstances, a fair presentation will be achieved by compliance with all applicable IFRS However, the
Directors are also required to

> Properly select and apply accounting pohces,

> Present information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information,

> Provide additional disclosures when compliance with the specific requirements in IFRS are insufficient to enable users to

understand the impact of particular transactions, other events and conditions on the entity’s financal position and
financial performance, and
> Make an assessment of the Company’s ability to continue as a going concern

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any time the financial position of the Company and enable them to ensure
that the financial statements comply with the UK Companies Act 2006 They are also responsible for safequarding the assets of
the Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregulanties

The Directors are responsible for the maintenance and integrity of the corporate and financial information included on
the Company’s website Legislation in the United Kingdom governing the preparation and dissemination of financial statements
may differ from legislation in other jurisdictions

AUDITOR

Deloitte LLP have expressed ther willingness to continue in office as auditor and a resolution to reappoint them will be proposed
at the Company's forthcorming Annual General Meeting

By Order of the Board

Karen M Fortunato

Company Secretary

15 March 2012

2 Tnton Square, Regent’s Place, London NW1 3AN
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The undernoted disclosures are prepared in accordance with the UK Financial Service Authority’s handbook for banks, building
societies and investment firms {“BIPRU™) 11518 (1) tc {7} More detaled information on the Group’s remuneration processes
and policies 1s contained in the Directors’ Report

ROLE OF THE REMUNERATION OVERSIGHT COMMITTEE

The Santander UK Remuneration Qversight Commuttee (the "Committee™) was established with effect from 1 January 2010
The Committee 15 prmarily responsible for overseeing and supervising the Banco Santander, S A group's policies and
frameworks covening remuneration and reward as applied in, or devolved to the UK 1t provides governance and strategic input
into the Company's executive and employee remuneration and reward activities

The Commuttee operates according to formal terms of reference which are reviewed regularly in light of best practice
and to take into account legal, regulatory and corporate governance developments The Committee met formally seven times
during 2011 (2010 three times)

DECISION-MAKING PROCESS FOR DETERMINING REMUNERATION POLICY

Santander UK’s remuneration policies are agreed locally by the Company’s Executive Committee in conjunction with the
Company’s Central Reward team Where such policies may have a matenal impact on the success of the business andfor require
regulatory or comphance approval, decisicns are then subject to formal approval by the Committee For UK executive directors
and first tier senior management, remuneration policies and practices are aligned to those of the Banco Santander, S A group
generally

Santander UK ensures that when determining remuneration policies and practices, the Company’s rsk appetite 15 taken
Into account as well as the economic capital consumption involved in order to generate sustainable target profits

COMPOSITION OF THE REMUNERATION OVERSIGHT COMMITTEE

The members of the Commuitee throughout 2011 and 2010 were Roy Brown {Chairman), jane Barker, José Maria Carballo,
Rosemary Thorne and Keith Woodley Jane Barker and Kerth Woodley resigned on 31 December 2011 The members of the
Remuneration Oversight Commuttee are all non-executive directors and considered by the Company to be independent and free
from any business or other relationship that could matenally affect the independence of their Judgement

EXTERNAL CONSULTANTS

Throughout 2011 and 2010, the Committee’'s work was not supported by any retamed independent professional advice In
January 2012, PncewaterhouseCoopers LLP were appointed to provide independent professional advice to the Committee

THE ROLE OF THE RELEVANT STAKEHOLDERS

The Chairman, the Company Secretary, the Chief Risk Officer, the Human Rescurces Director and the Director of Compliance
also advise the Committee No Company employee 1s permitted to participate in the discussions or decisions of the Committee
relating to his or her own remuneration

CODE STAFF CRITERIA

The following groups of employees have been identified as meeting the FSA’s cnitena for Code Staff subject to the mandatory
requirements of the FSA Remuneration Code Code Staff broadly includes the following groups of employees

members of the Company’s Executive Commuttee (which includes the Company’s Executve Directors),
senwor managers of significant dwisions and control functions such as legal, audit and sk,

other senor managers reporting to the Board and heads of major dvisions,

employees whose total remuneration takes them into the same bracket as senior executwes, and

nsk takers, whose professional activities may have a matenal impact on the firm's nsk profile

VVVVY

The categories above include all serior level management across the Company as well as those responsible for the management
of the main businesses and control function heads
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FSA Remuneration Disclosures {audited) continued
LINK BETWEEN PAY AND PERFORMANCE

Remuneration at Santander UK 1s made up of fixed and vanable pay designed to reward performance Performance related pay is
designed to reflect actual achrevement against the range of targets which are set for our employees, taking into account the
context in which results were achieved The Company operates a range of incentive siructures, focussed to each particular
business area, which are designed to reinforce each area’s strategic objectives and how that links to what its employees are
being asked to delver and to reward increasing performance There 15 a clear focus on achieving successful performance so that,
individually and by business area, the best performers and the best performance will continue to be the best rewarded

The key cbjective in determining bonus awards 1s 1o Incentivise and motwvate the desired performance whilst ensuring
pay 15 justified given business and individual performance, which includes financial and non financial measures, nsk performance
and any other relevant factors Dependent upon the nature of an indwidual’s role, the size and weighting of the vanous elements
may differ to ensure that the overall package s competitive, relevant and performance enhancing However, overall, the
remuneration package for each of our employees is designed to reflect market practice for their role

Under the Banco Santander, S A group’s deferral arrangements, a significant proportion of annual incentve awards for
the more senior employees 1s deferred over a three year penod The purpose of deferred awards 1s to support a performance
culture where employees recognise the importance of sustainable Group, Company, business and individual performance

The Banco Santander, S A group’s long-term incentive scheme, in which semor Company executives and employees
not classified as Code Staff participate, 1s designed to Yink reward with the long-term success of the Banco Santander, S A group
and recognise the responsibility participants have in dreving its future success and delivening value for shareholders Long-term
incentive awards are conditional on the satisfaction of corporate perfaormance measures

DESIGN AND STRUCTURE OF REMUNERATION

Santander UK remuneration policies are designed to encourage a high-performance culture where people are rewarded and
recognised for their performance and ability, and the impact they have on the Company’s success

The indvidual elements of employees’ remuneration packages comprise fixed pay (base salary, retrement and other
benefits) and performance-related pay {consisting of annual incentwves, deferred awards and long-term incentives) The size and
weighting of the various reward elements will differ, dependent upon the nature of an indwvidual’s role, to ensure that the
package 1s competitive, relevant and performance enhancing Taking into account the expected value of long-term incentives, or
bonus deferred in to shares as applicable, the performance-related elements of the package make up an appropriate and
considerable proportion of the total rernuneration of the Company’s senior executives and seruor employees, while maintaining
an appropriate balance between fixed and vaniable elements

Reward processes are underpinned by a robust performance management system which drives appropnate behaviours
The key aspects of the remuneration components are set out below

a) Base Salary

Base salaries are set around market median levels, and with reference to the specific market for the business in which an
indvidual works and the skills and competencies that the individual brings to their business area The level of fixed pay ams to be
sufficient so that inappropriate nsk-taking 1s not encouraged

b) Annual Bonus

Santander UK's policy in respect of short-term incentives is to reward good finanaial and non-financial performance, which
supports the Company and relevant business area’s business strategy, and takes into account the Company’s risk appetite and
personal contribution In a clear and transparent way Specific and measurable targets are set at the beginning of the year and
communicated to employees

Robust design principtes have been established, alongside strict governance procedures to that ensure that all existing
and future annual bonus schemes support Santander UK's business strategy and nsk appetite

¢} Long-term Incentives

Banco Santander, S A operates a Long-Term Incentive Plan {"LTIP") for its senior executives and other nominated employees not
classified as Code Staff across the Banco Santander, S A group including participants from the Group The LTIP is designed to
reinforce the alignment of the Group’s employees in achieving the common objectives of the Banco Santander, S A group, the
¢reation of value over the long term and to align the reward of participants with the return to shareholders The Banco
Santander, S A group has in recent years introduced an annual cycle to the grant of conditional LTIP awards and, subject to
shareholder approval, plans to continue that practice in future years The performance measures and rules of the plan are
reviewed on an annual basis and approved at Banco Santander, S A ‘s Annual General Meeting

Santander UK plc 2011 Annual Report 153




Report of the Directors
FSA Remuneration Disclosures (audited) contnued

Particpants in each annual cycle of the LTIP are granted conditional awards of shares in Banco Santander, S A aganst
performance over a three year period The number of unconditional shares a participant actually receives depends on the
performance of Banco Santander, S A aganst the performance critena measured after the completion of the performance
period

All unconditional awards under the LTIP vesting and actually transferred to participants in 2011 and 2010 were
dependent on Banco Santander S A 's Total Shareholder Return and the growth of Earnings per Share performance against a
competitor benchmark group All conditional awards granted to participants in 2011 {for the performance penod 1 January 2011
to 31 December 2013} and 2010 (for the performance period 1 January 2010 to 31 December 2012} depend on Banco
Santander, S A's Total Shareholder Return performance against a competitor benchmark group Specific detals of the
conditonal awards made in 2011 and 2010 to certain partictpants in the Company can be found in Note 44 to the Consolidated
Financial Statements

d) Deferral and vesting

To ensure the interests of the Company and its employees are aligned with those of the shareholders of Banco Santander, S A,
and the Company’s approach to risk management supports the interests of all stakeholders, the vesting of deferred annual
bonus awards and long-term incentive awards s subject to continued employment {which may be terminated i the event of
gross or serous misconduct) and, in the case of deferred bonus awards, subject to the Company’s rules on performance
adjustment and claw-back

Santander UK ensures that it 1s comphant in its mandatory deferral requirements for 1ts Code Staff and the amount of
bonus to be deferred 1s based on the total vanable pay receved The FSA Remuneration Code prescribes that at least 40% of
variable pay must be made over a penod of at least three years and, for staff earning more than £500,00C in varnable
remuneration, at least 60% of a bonus must be deferred over the same period Santander UK meets these requirements

Following a review of the approach to deferral of bonus awards, 1t 1s proposed that all UK bonus awards will be subject
to deferral principles that have been set at Banco Santander, S A group level Such pnnaples, as applied to the Company, are
subject to ratification by the Committee and can ke overndden by UK national requirements to meet any critena set by the FSA
or other regulatorlaw However, the general deferral principles are as follows

> a proportion of an indwidual’s bonus (on a slkding scale) will become subject 1o deferral if the bonus exceeds certain
levels depending on the nature of the role,

> any deferred amount will be 1ssued 1n shares over a three year period {in three equal deferral tranches), and

> deferrals are subject to continued employment with the Banco Santander, S A group n the UK and on the condition

that none of the prescribed circumstances of forfeiture occur

Following implementation of this approach, Santander UK will continue to ensure that the requirements of the FSA
Remuneration Code are met for its employees and particularly for Code Staff

Santander UK will prevent vesting of all or part of the amount of deferred remuneration in any of the following
creumstances

> evidence of employee misbehaviour or matenal error,
> matenal downturn in the Company or relevant business unit’s performance, or
> the Company or relevant business urit suffers a matenal faiure of risk management

In such crcumstances, the Commuttee will have discretion to determine the amount of deferred remuneration that will not vest
or extinguish an award altogether, following recommendations from Banco Santander, S A ‘s Commuitee for Evaluation of Risk &
Remuneration

e) Allocation into shares

The FSA Remuneration Code requires at least 50% of vanable remuneration of Code Staff to be paid in shares or other specific
mstruments This requirement applhes to both deferred and non-deferred vaniable remuneration, such that no more than 30% of
total remuneration, or 20% of vaniable remuneration, can be awarded up front in cash

From 2011, Santander UK complied in full with the FSA Remuneration Code reguirements in this regard for its Code
Staff and pays the non deferred element of annual bonus as 50% in cash and 50% in shares or share-linked instruments, the
necessary approvals from shareholders having been cbtatned

For annual bonus awards for the 2010 bonus year, the FSA made allowance for Santander UK 1o complete a special
one-off arrangement to ahgn with the strict requirements of the revised FSA Remuneration Code for the non-deferred bonus
element, 50% was paid in the first quarter of 2011, and the remainder was retamned for six months and paid in cash at the end
of that period {1 e in the third quarter of 2011) This was due to the timing of the introduction on the revised FSA Remuneration
Code and the Articles of Association of Banco Santander, S A reserving the power to award shares by way of remuneration to
the shareholders of Banco Santander, S A 1n general meeting
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f) Risk adjustments

Santander UK's remuneration policies are set to ensure the value and make up of remuneration scheme design is linked to the
Company’s risk appetite  For example, the allocation of an aggregate bonus pool for the Company’s annual bonus awards 1s
linked to the performance of the Company, measured agamst a balanced scorecard of performance metrics Including in respect
of its return on risk-adjusted capital This measure encourages the Company to consider nsks and therefore the economic capital
consumption Involved to generate profits and also ensures that inappropriate incentives are removed at a Company level

Members of the Committee are also members of the Company's Board Audit Committee In addition, the Company’s
Chief Risk Officer 15 an attendee at the Committee's meetings and 1t 15 supported by the Company’s Risk Function as required
This framework ensures the Committee 1s engaged with the nsk management of the business and s provided with rnisk
information on an ongoing basis

QUANTITATIVE REMUNERATION DISCLOSURE

The Company is required to disclose aggregate guantitative remuneraticn information for its Code Staff in the years ended 31
Decerber 2011 and 2010 At 31 December 2011, there were 22 Code Staff (2010 14) who have been identified as Key
Management Personnel and 33 other Code Staff (2010 28)

Aggregate Remuneration Expenditure

Aggregate remuneration 15 made up of iotal fixed and vanable remuneration awarded in respect of the 2011 and 2010
performance years as follows

Business Area 201 2010

£'000 £ 000
Markets 5,240 7,929
Qther 32,742 22 557

Amounts and form of fixed and vanable remuneration
a) Fixed remuneration

Total fixed remuneration paid 1n 2011 and 2010 included all benefits and allowances, including pensions contributions by
employer, pension cash allowance, housing and energy altowances, car allowances and miscellaneous benefits (net) was as
follows

2011 2010

£°000 £ 000

Key Management Personnel 11.805 7185
Other Code Staff 8,206 5,193

b) Vanable remuneration

Variable remuneration payab'e 1n respect of 2011 and 2010 performance consisted of cash bonuses, share awards, long-term
incentives and other discretionary one-off awards was as follows

Variable remuneration awarded in respect of 2011 performance year

Key Management Personnel Other Code Staff
£'000 £'000
Vanable remuneration
- Bonus In cash 5,094 4,023
- Bonus in shares* 5,094 3,756
- Long-term ncentives 1n shares'? - -
Total vanable remuneration 10,188 7,779
Deferred remuneration
Amount deferred In cash 2,533 1,937
Amount deferred in shares™ 2,533 1,938
Total deferred remuneration 5,066 3,875

(1) Value of bonus in sharaes awarded for performance in 2031 based on share price at award
(2) Value of long-term incantive shares awarded for perfarmance in 2011 based on share price at grant
(3) Value of bonus in deferred shares for performance in 2010 and long-term incentwve shares for performance in 2011
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Variable remuneration awarded in respect of 2010 performance year
Key Management Persannel

Other Code Staff £'000

£'000

Vanable remuneration

- Bonus In cash 3465 8,612
- Bonus In sharest" 308 2354
- Long-term incentives in shares' 1 879 1,490
Total vanable remuneration 5 652 12 456
Deferred remuneration

Amount deferred in cash 828 2,898
Amount deferred in shares® 2,187 3,844
Total deferred remuneration 3,015 6,742

{1} Value of bonus in shares awarded for performance 1n 2010 based on share price at award
(2} Value of long-term incentive shares awarded for performance in 2010, based cn share price at grant
(3} Value of bonus in deferred shares for performance 1n 2010 and long-term incentive shares for performance in 2010

¢} Outstanding deferred remuneration

This refers 1o deferred remuneration awarded in respect of the 2011 and 2010 performance years, as well as that paid out
during the year in respect of previous years deferrals and all unvested remuneration on 31 December 2011 and 31 December
2010 This includes deferred bonus awards and long-term incentwve plans contingent on mult-year performance Deferred
remuneration reduced duning the year relates to long-term incentives lapsing when performance conditions are not met or

deferred awards being reduced due to claw-back

2011 Category of Deferred Remuneration

Key Management Personnel

Other Code Staff

£7000 £'000
Awarded in year'" 5,066 3,875
Paid cut from prior years'™ 1.590 4,402
Amount by which payouts from prior years were reduced by performance adjustments™ 220 144
Unvested at year end” 5.162 9,441

{1} Value of deferred and long-term incentwe shares granted in 2011 based on share price at award/grant plus deferred cash from 2011 bonus
{2}  Value of long-term incentive shares that vested in 2011 based on share price at vesting plus deferred cash frem 2008 bonus paid i 2011
{3} Value of long term incentive shares or deferred cash delivered In 2011 that have either lapsed or been reduced as a result of performance conditions rot being

satisfied or claw back policy

{4)  Value of both deferred and long-term ncentwe shares unvested at December 201% based on a share pnce at 31 December 2011, plus deferred cash

outstanding from previous bonuses Does not include remuneration awarded in respect of 2011 performance

2010 Category of Deferred Remuneration
Key Management Personnel

Other Code Staff

£ 000 £ 000
Awarded 1n year™ 3,015 6,742
Paid out from prior years® 2,195 2,620
Amount by which payouts from prior years were reduced by performance adjustments™ 215 1M
Unvested at year end™ 6,898 8 580

(1) Value of deferred and lang-term incentive shares granted in 2010 based on share price at award/grant plus deferred cash from 2010 bonus
(2)  Value of long-term incentive shares that vested in 2010 based on share price at vesting plus deferred cash from 2007 bonus paid in 2010
(3} Value of long-term incentrve shares or deferred cash delvered in 2010 that have erther lapsed or been reduced as a result of performance condrions not being

satsfied or claw back poticy

(4)  Value of both deferred and long-term incentive shares unvested at Decenber 2010, based on a share pnce at 31 December 2010, plus deferred cash

outstanding from previous banuses Does not include remuneration awarded in respect of 20110 performance

d) Sign-on and severance payments

No sign-on payments were made to Code Staff during the year, severance payments of £746,111 were made to Code Staff

durng the year (2010 no payments)

By Order of the Remuneration Oversight Committee

2 ® S

Roy Brown

Chairman

i5 March 2012

2 Trton Square, Regent's Place, London NW1 3AN
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Auditor’'s Report

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF SANTANDER UK PLC

We have audited the financial statements of Santander UK plc (the “Company” and together with its subsidianies the “Group”) for the
year ended 31 December 2011 which comprise the Consolidated Income Statement, the Consolidated and Company Statement of
Comprehensive Income, the Consolidated and Company Balance Sheets, the Consolidated and Campany Cash Flow Statements, the
Consolidated and Company Statemments of Changes in Equity, the related Notes 1 to 50, the audited information in the Risk
Management report in the Business and Financial Review (pages 62 to 135) and the information in the Balance Sheet Business Review
marked audited (pages 44 to 48) The financial reporting framework that has been applied in therr preparation 1s applicable law and
International Finanaial Reporting Standards ('IFRSs’) as adopted by the European Umion and, as regards the Company financial
statements, as applied in accordance with the provisions of the Companies Act 2006

This report 1s made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies
Act 2006 Our audit work has been undertaken so that we rmght state to the Company s members those matters we are required to
state to them n an auditor's report and for no other purpose To the fullest extent permrtted by law, we do not accept or assume
responsibility to anyone other than the Company and the Company’s members as a body, for our audit work, for this report, or for the
opinions we have formed

Respective responsibilities of directors and audrtor

As explained more fully in the Directors’ Responsibiliies Statement, the directors are responsible for the preparation of the financial
statements and for being satisfied that they give a true and fair view Our responsibiity 15 to audit and express an opinion on the
financial statements in accordance with applicable law and International Standards on Auditing (UK and lIreland) Those standards
require us to comply with the Auditing Practices Board's Ethical Standards for Audrtors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the finanaal statements sufficient to give reasonable
assurance that the financal statements are free from matenal misstaternent, whether caused by fraud or error This includes an
assessment of whether the accounting policies are appropnate to the Group's and the Company's arcumstances and have been
consistently applied and adequately disclosed, the reasonableness of significant accounting esimates made by the directors, and the
overall presentation of the financial statements In addition, we read all the financial and non-financial infoermation in the annual report
to identfy matenal inconsistencies with the audited financial statements If we become aware of any apparent matenal misstatements or
inconsistencies we consider the implications for our report

Opinon on financial statements

In our opinion

> the financial staternents give a true and fair view of the state of the Group’s and of the Company's affairs as at 31 December
2011 and of the group's profit for the year then ended,

> the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the Eurcpean Union (the
“EU"),

> the Company financial statements have been properly prepared in accordance with IFRSs as adopted by the EU and as applied
in accordance with the provisions of the Companies Act 2006, and

> the finanaal statements have been prepared in accordance with the requirements of the Companies Act 2006 and, as regards

the group finanaal statements Article 4 of the JAS Regulation

Separate opinton in relation to IFRSs as 1ssued by the IASB

As explained in Note 1 to the group financial statements, the group in addtion to applying IFRSs as adopted by the EU, has also applied
IFRSs as ssued by the International Accounting Standards Board (IASB) In our opinion the Group financial statements comply with IFRSs
as 1ssued by the IASB

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Dwectors' Report for the financial year for which the finanaal statements are prepared 1s
consistent with the finanaial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 reguires us to report to you if, in our
opinien

> adequate accounting records have not been kept by the Company, or returns adequate for our audit have not been recewved
from branches not visited by us, or

> the Company financial statements are not in agreement with the accounting records and returns, or

> certain disclosures of directors’ remuneration specified by law are not made, or

> we have not received all the infarmation and explanations we require for our audit

Ca—vM«-éM\

Caroline Britton {Senior statutory audstor)

for and on behalf of Delaitte LLP

Chartered Accountants and Statutory Auditor
London, United Kingdem

15 March 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board Members of Santander UK pic

We have audited the accompanymng consohdated financial statements of Santander UK plc and subsidiaries {the “Group™) for the
year ended December 31, 2011 which comprise the Consolidated Balance Sheets as of December 31, 2011 and 2010 and the
related Consolidated Statements of Income, Comprehensive Income, Cash Flows and Changes in Equity for each of the three
years in the period ended December 31, 2011, the related Notes 1 to 50, the audited information n the Risk Management report
in the Business and Financial Review {pages 62 to 135) and the information 1n the Balance Sheet Business Review marked audited
(pages 44 10 48) These finanaial statements are the respensibility of the Group's management Our responsibility s to express an
opinion on these financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States) Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of matenal misstatement The Group 15 not required 1o have, nor were we engaged to perform, an audit of
its Internal control over financial reporting Our audits included consideration of internal control over financial reporting as a basis
for designing audit procedures that are appropriate in the circumstances, but not for the purpese of expressing an opinion on
the effectiveness of the Group's internal control over financial reporting Accordingly, we express no such opinion An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting prnciples used and significant estimates made by management, as well as evaluating the overall financial statement
presentation We believe that our audits provide a reasonable basis for our opimion

In our opinien, such consolidated finangial statements present fairly, In all matenal respects, the financial position of the
Group at December 31, 2011 and 2010, and the results of their operations and ther cash flows for each of the three years in the
period ended December 31, 2011, in conformity with International Financial Reporting Standards (“IFRS”) as adopted for use In
the European Union and IFRS as 1ssued by the International Accounting Standards Board (the “1ASB”}

Detere A

DELOITTE LLP
London, United Kingdom
March 15, 2012
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CONSOLIDATED INCOME STATEMENT

For the years ended 31 December 2011, 2010 and 2009

2011 2000 2009
Notes im fm £m
Interest and similar income 3 7,618 7047 7.318
Interest expense and similar charges 3 {3.788) (3,233} (3,906)
Net interest income 3,830 3,814 3,412
Fee and commission income 4 1,138 902 986
Fee and commission expense 4 {220} {203) (162)
Net fee and commission iIncome 918 699 824
Net trading and other income 5 437 521 460
Total operating income 5,185 5,034 4 696
Adrinistration expenses 6 {1,995) {1793) (1,848)
Depreciation, amortisation and impairment 7 {447) (275) (260)
Total operating expenses excluding provisions and charges (2.442) {2,068) (2,108)
Impairment losses on loans and advances 9 {565) (712) (842)
Provisions for other liabilities and charges ] {917) (129) (56)
Total operating provisions and charges (1.482) (841) {898)
Profit before tax 1,261 2125 1690
Taxation charge 10 (358) (542) (445)
Profit for the year 903 1,583 1,245
Attnbutable to
Equity holders of the parent 903 1,544 1,190
Non-controlling interest - 35 55
All profits during the year were generated from continuing operations
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
For the years ended 31 December 2011, 2010 and 2009
2011 2010 2009
Nates £m £fm £m
Profit for the year 903 1583 1,245
Other comprehensive (expense)/income
Actuarial {losses)/gains on retirement benefit obligations 37 37) 25 (606)
Losses on avallable-for-sale securities 22 (3) (n {6)
Exchange differences on translation of foreign operations - - 1G]
Tax on above 1tems 10 " (9) 171
Net (loss)/gain recognised directly In equity {29) 15 {445)
Gains on availlable-for-sale secunties transferred to profit or loss on sale - (2 (2
Tax on items transferred to profit or loss 10 - 1 1
Net transfers to profit - (1 (1
Total other comprehensive (expense)/income for the year before tax (40) 22 (618)
Tax relating to components of other comprehensive (expense)/income 10 11 (8) 172
Total comprehensive income for the year 874 1,597 799
Attrnbutable to
Equity holders of the parent 874 1,558 744
Non-controlling interest - 39 55

The accompanying Notes on pages 167 to 274 and the audited sections of the Risk Management Report on pages 62 to 135 and
the information in the Balance Sheet Business Review marked audited (pages 44 to 48) form an integral part of these

Consohdated Financial Statements
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Finanaal Statements

Primary Financial Statements continued
CONSOLIDATED BALANCE SHEET

At 31 December 2011 and 2010

2011 2010
Notes £m fm
Assets
Cash and balances at central banks 12 25,980 26,502
Trading assets 14 21,891 35,461
Derwvative financial instrurments 15 30,780 24,377
Financial assets designated at fair value 16 5,005 6,777
Loans and advances to banks 17 4,487 3,852
Loans and advances to cusiomers i8 201,069 195,132
Avallable-for-sale securities 22 46 175
Loans and receivables securities 23 1,771 3610
Macro hedge of interest rate risk 1.221 1,091
Intangible assets 25 2,142 2178
Property, plant and equrpment 26 1,596 1,705
Current tax assets - 277
Deferred tax assets 27 257 566
Retirement benefit assets 37 241 -
Other assets 28 1,088 1,157
Total assets 297,574 302,860
Liabilrties
Deposits by banks 29 11,626 7784
Deposits by customers 30 148,342 152,643
Derwvative financial instruments 15 29,180 22405
Trading habilities 3 25,745 42,827
Financial liabilities designated at fair value 32 6,837 3,687
Debt securities in 1ssue 33 52,651 51,783
Subordinated Liabilities 34 6,499 6,372
Other abihties 35 2,571 2,026
Provisions 36 970 185
Current tax liabilities 27 492
Deferred tax habilities 27 - 209
Retirement benefit abligations 37 216 173
Total habilities 284,908 250,586
Equity
Share capital and other equity instruments 39 3,999 3959
Share premmum 39 5,620 5,620
Retained earnings 3,021 2,628
QOther reserves 26 27
Total shareholders’ equnty 12,666 12,274
Total habilities and equity 297,574 302 860

The accompanying Notes on pages 167 to 274 and the audited sections of the Risk Management Report on pages 62 to 135 and
the information in the Balance Sheet Business Review marked audited (pages 44 to 48) form an integral part of these
Consolidated Financial Statements

The Financial Statements on pages 160 to 274 were approved and authorised for 1ssue by the Board on 15 March 2012 and
signed on its behalf by

§Q{l""" e Nrz—

Stephen Jones
Chief Financial Officer

Company Reqistered Number 2294747
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Financial Statements

Primary Financial Statements continued
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the years ended 31 December 2011, 2010 and 2009

Other reserves

Foreign
Availahbie currency Non-
Share Share for sale translation Retained controlling
capital premium reserve reserve earnings Total interest Total
Notes £m £m fm fm £m £m £m fm
1 January 2011 3,999 5.620 10 17 2,628 12,274 - 12,274
Total comprehenswe incomef{expense)
- Profit for the year - - - - 903 903 - 903
- Other comprehensive incomeAexpense)
for the year - - {3) - (37) {40) - (40)
- Tax on other comprehensive income - - 2 - 9 11 - 11
- - (1 - 875 874 - 874
Dwidends and ather distnbutions 13 - - - - (482) (482) - (482)
31 December 2011 3,999 5,620 9 17 3,021 12,666 - 12,666
1 January 2010 2,708 1,857 12 17 1,911 6 506 716 7222
Total comprehensive incorme/(expense)
- Profit for the year - - - - 1,544 1,544 39 1,583
- Other comprehensive Income/{expense)
for the year - - (3) - 25 22 - 22
- Tax on other comprehensive
income/(expense) - - 1 - )] (8) - &
- - {2) - 1,560 1,558 39 1,597
Dwvidends and other distnibutions 13 - - - - (815) (815) (17) (832)
Issue of preference shares 39 300 - - - - 300 - 300
Redemption of A&L preference shares - - - - {294) (294)
Reclassification of Perpetual Preferreds 39 297 - - 297 {297) -
Issue of crdinary shares 39 693 3,763 - - 4,456 - 4,456
Acquisition of non-controlling interest 46 - - - - (28} (28) (147) (175)
31 December 2010 3,599 5,620 10 17 2,628 12,274 - 12,274
1 January 2009 1,148 3128 18 21 1678 5986 711 6,697
Total comprehensive income/{expense)
- Profit for the year - - - 1190 1,190 55 1,245
- Other comprehensive income/{expense)
for the year before tax - - 3) (4) (606) {618) - {618}
- Tax on ather comprehensive
income/{expense) - - 2 - 170 172 - 172
- - (6) {4} 754 744 55 799
Dwidends and other distributions - - - - (521) (521) (50 (571)
Reclassification of RCls 297 - - - 297 - 297
Transfer to share capital 1264 {1,264) - - - - - -
31 December 2009 2,709 1,857 12 17 1,911 6,506 716 7222

The accompanying Notes on pages 167 to 274 and the audited sections of the Risk Management Report on pages 62 to 135 and
the information 1n the Balance Sheet Business Review marked audited (pages 44 to 48) form an integral part of these

Consohdated Financial Statements
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Finanaal Statements

Primary Financial Statements continued

CONSOLIDATED CASH FLOW STATEMENT

For the years ended 31 December 2011, 2010 and 2009

2011 2010 2009
Notes fm £m £m
Net cash flow {used in)/from operating activities
Profit for the year 903 1,583 1,245
Adjustments for
Nen cash ttems included in net profit 3,668 3,136 (24)
Change In operating assets 2,219 6,239 7.776
Change in operating labilities (12,015) 1,557 (2,351)
Income taxes (paid)/received {(165) (131} 2
Effects of exchange rate differences {1,662) (1,000) {3,719)
Net cash flow (used in)/from operating activities 40 (7,052) 11,384 2,929
Net cash flow {used in)/from investing activities
Acquisition of businesses, net of cash acquired 40 46 - {1418} -
Investment In associates - - (35)
Disposal of subsidiaries, net of cash disposed 40 76 250 -
Purchase of property, plant and equipment and intangible assets 2526 (397) (873) {463)
Proceeds from sale of property, plant and equipment and intangible assets 93 91 60
Purchase of non-trading securities - {1,225 {1,133
Proceeds from sale of non-trading secunties 124 1,851 3004
Net cash flow (used in)/from investing activities (104) {1 324) 1,433
Net cash flow from/{used n) finan<ing activities
Issue of ordinary share capital 39 - 4,456 -
Issue of loan capital 48,449 21 409 1,556
Repayment of loan capital (43,070) (15,973) (5,895)
Dividends paid en ordinary shares 13 (375) (500) (225}
Dwvdends paid on preference shares classified 1n equity 13 {19) (19 -
Dwvidends paid on Reserve Capital Instruments 53 (21) (21) {(21)
Interest paid on preference shares classified in non-controlling interest - - {19}
interest paid on Perpetual Preferred Secunties classified in non-controlling interest - (7} {17)
Didends paid on Perpetual Preferred Securities 13 {17) - -
Net cash flow from/{used in) financang activities 4,947 8,935 (4,621)
Net {decrease)/increase in cash and cash equivalents (2,209) 18,995 (259)
Cash and cash equivalents at beqinning of the year 45,500 26,364 27,675
Effects of exchange rate changes on cash and cash equivalents {345) 141 (1,052)
Cash and cash equivalents at the end of the year A0 42,946 45,500 26,364

The accompanying Notes on pages 167 to 274 and the audited secticns of the Risk Management Report on pages 62 to 135 and
the information in the Balance Sheet Business Review marked audited (pages 44 to 48) form an integral part of these

Consolidated Financial Statements
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Financial Statements

Primary Financial Statements continued
COMPANY BALANCE SHEET

At 31 December 2011 and 2010

2011 2010
MNotes im £m
Assets
Cash and balances at central banks 12 18,958 21408
Denvative financial instruments 15 6,001 2994
Financial assets designated at fair value 16 45 5126
Loans and advances to banks 17 90,716 115957
Loans and advances to customers 18 181,972 179,223
Avallable-for-sale securities 22 34 38
Loans and recevables secunties 23 5,202 5,378
Macro hedge of interest rate risk 32 14
Investment 1n subsidiary undertakings 24 6,995 6,859
Intangible assets 25 1,458 1,407
Property, plant and equipment 26 1,182 1,204
Current tax assets 154 212
Deferred tax assets 27 275 379
Retirement benefit assets 3 237 -
Other assets 28 965 1,006
Total assets 314,226 341,315
Liabilities
Deposits by banks 29 112,278 146,240
Deposits by customers 0 175,067 170,579
Denvative financial instruments 15 1,207 1,099
Financial labilities designated at far value 32 1 30
Debt securities in issue 33 1,609 3,177
Subordinated habilities 34 6,564 6438
Other Labilities 35 2121 1,796
Provisions 36 912 156
Current tax liabilites - 14
Retirement benefit obligations 37 216 177
Total habilities 299,975 329 706
Equity
Share capital and other equity instruments 39 3,999 3,999
Share premium 3% 5,620 5620
Retained earnings 4,625 1,983
Avallable for sale reserve 7 7
Total shareholders’ equity 14,251 11 609
Total liabilities and equity 314,226 341,315

The accompanying Notes on pages 167 to 274 and the audned sections of the Risk Management Report on pages 62 o 135 and
the information in the Balance Sheet Business Review marked audited (pages 44 to 48) form an integral part of these Financial
Statements

The Financial Statements on pages 160 to 274 were approved and authonised for issue by the Board on 15 March 2012 and
signed on its behalf by

g&@” ANV

Stephen Jones
Chief Financial Cfficer

Company Reqgistered Number 2294747
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COMPANY STATEMENT OF COMPREHENSIVE INCOME

For the years ended 31 December 2011, 2010 and 2009

Financial Statements

Primary Financial Statements continued

2011 2010 2009
Notes fm £m fm
Profit for the year 3,153 1,391 747
Other comprehensive {(expense)/income
Actuanal {losses)/gains on retirement benefit obligations 37 (38) 67 (414)
Losses on avallable-for-sale secunties 22 {2) - -
Tax on rtems taken directly to equity 11 {20) 116
Net (loss)/gain recognised directly in equity (29) 47 (298)
Gains on avallable-for-sale securities transferred to profit or loss on sale - - -
Tax on items transferred to profit - - -
Net transfers to profit - ~ -
Total other comprehensive (expense)/income for the year before tax (40) 67 (414)
Tax relating to components of other comprehensive (expense)/income 1" (20) 116
Total comprehensive income for the year 3124 1,438 449
Attributable to
Equity holders of the parent 3,124 1,438 449
COMPANY STATEMENT OF CHANGES IN EQUITY
For the years ended 31 December 2011, 2010 and 2009
Share Share Available for Retained
Caprtal Premium sale reserve earnings Total
Notes £m £m £m £m fm
1 January 2011 3,999 5,620 7 1,983 11,609
Tota) comprehensive income/{expense)
- Profit for the year - - - 3,153 3,153
- Other comprehensive Incomef{expense) for the year - - (2) (38) (a0$)
- Tax on other comprehensive incomeAexpense) - - 2 9 1
- - - 3,124 3.124
Other movements - - - - -
Dividends i3 - - - (482) (482)
31 December 2011 3,999 5,620 7 4,625 14,251
1 January 2010 2,709 1,857 7 1,350 5,923
Total comprehensive income/{expense)
- Profit for the year - - - 1,391 1,391
- Other comprehensive iIncome/{expense) for the year - - 67 67
- Tax on other comprehensive incomeAexpense} - - (20) (20}
- - - 1,438 1,438
Issue of preference shares 39 300 - - - 300
Reclassification of Perpetual Preferred Securities 39 297 - - - 297
Issue of ordinary shares 39 693 3,763 - - 4,456
Other movernents - - - 10 10
Dividends 13 - - - (815} (815)
31 December 2010 3,999 5,620 7 1,983 11,609
1 January 2008 1,148 1,857 7 1,422 4,434
Total comprehensive income/(expense}
- Profit for the year - - - 747 747
- Other comprehensive income/expense) for the year - - - (414) (414}
- Tax on other comprehensive incomeXexpense) - - - 116 116
- 449 449
Capital contnbution 1,264 - - - 1,264
Dividends - - - (521) (521)
Reclassification of Reserve Capital Instruments 297 - - - 297
31 December 2009 2,709 1,857 7 1,350 5923

The accompanying Notes on pages 167 to 274 and the audited sections of the Risk Management Report on pages 62 to 135 and
the information in the Balance Sheet Business Review marked audited {pages 44 to 48) form an integral part of these Financial

Statements
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Financial Statements

Primary Financial Statements continued

COMPANY CASH FLOW STATEMENT

For the years ended 31 Decernber 2011, 2010 and 2009

2011 2010 2009

Notes £m fm £m
Net cash flow (used in}/from operating activities
Profit for the year 3,153 1391 747
Adjustments for
Non cash items included in net profit 1,760 2,580 (207)
Change In operating assets 5712 (35.575) 1103
Change In operating habtlities {29,053) 43,708 (6,166)
Income taxes (paid)/receved (121} (99) 23
Effects of exchange rate differences {47) (27} (268)
Net cash flow (used in)/from operating activities 40 (18,596} 11,578 (4,770)
Net cash flow used in investing activities
Increase in investment 1n subsidiaries 24 - {1,451) B
Investment In associates - - (35)
Disposal of subsidianies, net of cash disposed - 772 -
Purchase of property, plant and equipment and intangible assets 2526 (340) (783) (209}
Proceeds from sale of property, plant and equipment and mtangible assets 5 47 18
Purchase of non-trading secunties - - (9)
Proceeds from sale and redemption of non-dealing securities - - 3
Net cash flow used in investing activities (335) (1,415} {232}
Net cash flow (used in)/from finanung activities
Issue of ordinary share capital 39 - 4,456 -
Repayment of foan capital (1,957) (2,804) (557)
Dvidends paid on ordinary shares 13 (375) {300) (225)
Dvidends paid on Perpetual Preferred Secunties 13 “n - -
Dwidends paid on preference shares classified in equity 13 (19 (19) -
Dividends paid on Reserve Capital instruments 13 (21) (21) {21}
Net cash flow (used in)/from financing activities {2,389) 712 (803}
Net (decrease)/increase in cash and cash equivalents (21,320) 11,275 {5,805)
Cash and cash equivalents at beginrng of the year 66,673 55,398 61,203
Effects of exchange rate changes on cash and cash equivalents - - -
Cash and cash equivalents at the end of the year 40 45,353 66,673 55 398

The accompanying Notes on pages 167 to 274 and the audited sections of the Risk Management Report on pages 62 to 135 and
the information in the Balance Sheet Business Review marked audited (pages 44 to 48) form an integral part of these Financial

Statements
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Financial Statements

Notes to the Financial Statements

1. ACCOUNTING POLICIES

These financial statements are prepared for Santander UK plc (the *Company’) and the Santander UK plc group (the *Group’)
under the Companies Act 2006 The principal actvty of the Group 15 the provision of an extensve range of personal financial
services, and a wide range of banking and financial senaces to business and public sector customers

Santander UK plc 1s a public imited company, incorporated in England and Wales, having a registered office in England
and is the holding company of the Group

BASIS OF PREPARATION

The Consohdated Financial Statements have been prepared under the historical cost convention, as modified by the revaluation
of avallable-for-sale financial assets, financial assets and financial abilities held at fair value through profit or loss and all
dervative contracts, and on the going concern basis of accounting as disclosed in the Directors’ statement of going concern set
out in the Directors’ Report on pages 140 and 141

Compliance with International Financial Reporting Standards
The Consolidated Financial Statements have been prepared in accordance with International Financial Reporting Standards
{'IFRS"} as issued by the International Accounting Standards Board (‘1ASB’), and interpretations issued by the IFRS Interpretations
Committee ('IFRIC"Y of the IASB that, under European Union Regulations, are effective and available for adoption at the reporting
date The Company and the Group have complied with IFRS as issued by the IASB in addition to complying with its legal
obhgation to comply with IFRS as adopted for use in the European Union

Disclosures required by IFRS 7 “Financial Instruments Disclosure” relating to the nature and extent of risks anising from
financial instruments can be found in the Risk Management Report on pages 62 to 135 which form an integral part of these
Consohdated Fnancial Statements

Recent accounting developments
In 2011, the Group adopted the following significant new or revised standards or amendments to standards

a) 1AS 24 “Related Party Disclosures”- In November 2009, the IASB i1ssued amendments to 1AS 24 which clanfied the
definition of a related party, introduced a partial exemption from some disclosure requirements for government-related
entiies and ncluded an exphat requirement to disclose commitments involving related parties 1AS 24 {2009) was
adopted with effect from 1 January 2011 Retrospective application s required The adoption of 1AS 24 (2009) did not
affect the Group's disclosures

b} There are a number of other changes to IFRS that were effective from 1 January 2011 Those changes did not have a
sigruficant impact on the Group's finanoial statements

Future accounting developments
The Group has not yet adopted the following significant new or revised standards and interpretations, and amendments thereto,
which have been 1ssued but which are not yet effective for the Group

a) IAS 1 ‘Presentation of Financial Statements’ — In June 2011, the IASB 1ssued amendments to 1AS 1 that retain the option
to present profit or loss and other comprehensive income n either a single statement or in two separate but
consecutive statements However, the amendments to |AS 1 require addtional disclosures to be made i the other
comprehensive income section such that items of other comprehensive income are grouped Into two categories ()
items that will not be reclassified subsequently to profit or loss, and {1} items that wall be reclassified subsequently to
profit or loss when specific condiions are met Income tax on items of other comprehensive income 1s required to be
allocated on the same basis The amendments to 1AS 1 are effective for annual perods beginming on or after 1 July
2012

The Group antiapates that 1IAS 1 (2011) will be adopted 1n the Group's financial statements for the annual
period beginning on 1 January 2013 and that the application of the new Standard will modify the presentation of items
of other comprehensive income accordingly Retrospective application s required The Group does not anticipate that
these amendments to tAS 1 will have a significant iImpact on the Group's disclosures

b) IFRS 10 ‘Conschdated Financial Staterments’, IFRS 11 ‘Joint Arrangements’, IFRS 12 'Disclosure of Interests in Other
Entities’, IAS 27 ‘Separate Financial Statements’ and [AS 28 ‘Investments in Associates and Joint Ventures’ — in May
2011, the 1ASB 1ssued new and amended guidance on conschidated financial statements and jont arrangements IFRS
10, IFRS 11 and IFRS 12 were new standards issued while 1AS 27 and 1AS 28 were amended Each of the standards
issued 1s effective for annual penods beginning on or after 1 January 2013 wath earler application perrmitted as long as
each of the other standards 1s also applied earler

Santander UK plc 2011 Annual Report 167




Financial Statements

Notes to the Financial Statements continued

Q

d)

168

> Under IFRS 10 ‘Consolidated Financial Statements’, control is the single basis for consolidation, irrespective of
the nature of the investee, this standard therefore ehminates the nsks-and-rewards approach IFRS 10
identifies the three elements of control as power over the Investee, exposure, or rights, to vanable returns
from involvernent with the investee and the ability to use power over the investee to affect the amount of
the investor's returns An investor must possess all three elements to conclude that it controls an investee
The assessment of control 1s based on all facts and circumstances, and the conclusion 15 reassessed if there
are changes to at least one of the three elements Retrospective application 1s required subject to certain
transitional provisions

> IFRS 11 applies to all entities that are parties to a joint arrangement A joint arrangement 1S an arrangement
of which two or more parties have joint control [FRS 11 establishes two types of joint arrangements, joint
operations and joint ventures, which are distinguished by the nghts and obligations of the parties to the
arrangement In a Jjoint operation, the parties to the joint arrangement (referred to as ‘jont operators’) have
rights to the assets and obhgations for the labilities of the arrangement By contrast, in a joint venture, the
parties 1o the arrangement (referred to as ‘joint venturers’) have rnights to the net assets of the arrangement
IFRS 11 requires that a joint operator recogruse its share of the assets, liahilties, revenues, and expenses in
accordance with applicable IFRSs, however, a joint venturer would account for its interest by using the equity
method of accounting under 1AS 28 (2011) Transitional provisions vary depending on how an nterest Is
accounted for under IAS 31 and what its nature Is under IFRS 11

> IFRS 12 integrates the disclosure requirements on interests in other entities, currently included in several
standards to make 1t easier to understand and apply the disclosure requirements for subsidiaries, joint
arrangements, associates and unconsolidated structured entities The standard also contains additional
requirements on a number of topics Under IFRS 12, an entity should disclose information about significant
Judgements and assumptions {and any changes to those assumptions) made in determining whether 1t has
control, joint control, or significant influence over another entity and the type of joint arrangement IFRS 12
also requires additional disclosures to make it easier to understand and evaluate the nature, extent, and
financial effects of the Group’'s transactions with its subsidiaries, joint arrangements, associates and
unconsolidated structured entities as well as any changes in and risks associated with these entities or
arrangements Disclosures shall be aggregated or disaggregated so that useful information 1s not obscured by
either the inclusion of a large amount of insignificant detaill or the aggregation of stems that have different
charactenstics The standard apphes prospectively from the begmning of the annual period in which 1t 15
adopted

The Group anticipates that IFRS 10, IFRS 11 and IFRS 12 will be adopted in the Group's financal

statements for the annual period beginming on 1 January 2013 and that the application of the new standards
may have a significant impact on the Group's disclosures and on amounts reported in respect of the Group's
financiat assets and financial habiities However, 1t s not practicable to provide a reasonable estimate of that
effect until a detailed review has been completed

> 1AS 27 was amended for the issuance of IFRS 10 but retains the current guidance on separate financial
statements
> IAS 28 was amended for conforming changes on the basis of the issuance of IFRS 10 and IFRS 11

The Group anucipates that 1AS 27 (2011) and 1AS 28 (2011} will be adopted in the Group's financal
statements for the annual period beginning on 1 January 2013 The Group does not anticipate that these
amendments to IAS 27 and IAS 28 will have a significant impact on its disclosures and on amounts reported
In respect of the Group’s financial assets and financial liabilities However, it 1s not practicable to prowide a
reasonable estimate of that effect until a detalled review has been completed

IFRS 13 'Fair Value Measurement’ - In May 2011, the IASB issued (FRS 13, which estabiishes a single source of guidance
for fair value measurement [FRS 13 defines farr value, establishes a framework for measuring farr value, and requires
disclosures about farr value measurements IFRS 13 applies to both financial instrument nems and non-financial
instrument items for which other IFRSs require or permit fair value measurements and disclosures about farr value
measurements, except in specified crcumstances In general, the disclosure requirements in IFRS 13 are more extensive
than those required in the current accounting standards IFRS 13 1s effective for annual penods beginning on or after 1
January 2013, with early adoption permitted, and apphes prospectively from the beginning of the annual penod in
which 1t 1s adopted

The Group anticipates that IFRS 13 will be adopted in the Group's finangial statements for the annual period
beginning on 1 January 2013 and that the application of the new standard may affect the amounts reported in the
financial staterments and result tn more extensive disclosures in the finanaial statements However, 1t 1s not practicable to
provide a reasonable estimate of that effect untl a detalled review has been completed

IFRS 7 ‘Financial Instruments Disclosures’ — In October 2010, the 1ASB 1ssued amendments to IFRS 7 that increase the
disclosure requirements for transactions involving transfers of financial assets The amendments are intended to provide
greater transparency around nsk exposures when a financial asset 1s transferred but the transferor retains some level of
continuing exposure In the asset The amendments also require disclosures where transfers of financial assets are not
evenly distributed throughout the period The amendments to IFRS 7 are effective for annual penods beginning on or
after 1 July 2011, with earber application permitted Disclosures are not required for comparative penods before the
date of intial application of the amendments
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Finanaal Statements

Notes to the Financial Statements continued

The Group anticipates that IFRS 7 (2010) will be adopted in the Group's financial statements for the annual penod
beginning on 1 January 2012 The Group does not anticipate that these amendments to IFRS 7 will have a sigmificant
impact on its disclosures regarding transfers of financial assets (see Note 21) However, if the Group enters into other
types of transfers of financial assets in the future, disclosures regarding those transfers may be affected

e) IFRS 9 *Financial Instruments’ — In November 2009, the IASB 1ssued IFRS 9 and in October 2010, 1ssued an amendment
to IFRS 9 which introduce new requirements for the classification and measurement of financial assets and financial
habilities and for derecognition In Novernber 2011, the Board reached a tentative agreement to change the mandatory
effective date of IFRS 9 to annual periods beginming on or after 1 January 2015 rather than being required to apply
them for annual penods beginming on or after 1 January 2013 as 15 currently the case Early apphication would continue
to be permitted

> IFRS 9 requires ali recognised financial assets that are within the scope of 1AS 39 ‘Financial nstruments
Recognition and Measurement’ to be subsequently measured at amortised cost or far value Specifically,
debt investments that are held within a business model whose objective 1s to collect the contractual cash
flows, and that have contractual cash flows that are solely payments of principal and interest on the principal
outstanding are generally measured at amortised cost at the end of subsequent accounting periods All other
debt investments and equity investments are measured at ther far values at the end of subsequent
accounting penods

> The most significant effect of IFRS 9 regarding the classification and measurement of financial habilities
relates to the accounting for changes in fair value of a financial lability {(designated as at fair value through
profit or loss) attributable to changes in the credit nsk of that lability Specfically, under IFRS 9, for financia!
habihties that are designated as at far value through profit or loss, the amount of change in the fair value of
the financial hability that 15 attnibutable to changes in the credit nsk of that lability 1s presented in other
comprehensive income, unless the recognition of the effects of changes in the lability's credit nsk in other
comprehensive income would ¢reate or enlarge an accounting mismatch in profit or loss Changes in far
value attributable to a financial hability's credit nisk are not subsequently reclassified to profit or loss
Previousty, under 1AS 39, the entire amount of the change in the fair value of the financial liability designated
as at fair value through profit or loss was presented in profit or loss

The Group anticipates that IFRS ¢ will be adopted n the Group’s financial statements for the annual period beginning
on 1 January 2015 and that the apphcation of the new Standard may have a significant impact on amounts reported In
respect of the Group's financial assets and financial habilities However, it 1s not practicable to provide a reasonable
estimate of that effect until a detalled review has been completed

f) 1AS 19 ‘Employee Benefits' — In June 2011, the 1ASB ssued amendments to IAS 19 that change the accounting for
defined benefit plans and termination benefits The most significant change relates to the accounting for changes in
defined benefit obligations and plan assets The amendments require the recogmtion of changes in defined benefit
obligations and in farr value of plan assets when they occur, and hence eliminate the ‘corndor approach” permitted
under the previcus version of IAS 19 and accelerate the recognition of past service costs The amendments reguire all
actuanal gains and losses to be recognised immediately through other comprehensive income i order for the net
pension asset or liability recogmsed in the consclidated statement of financial position to reflect the full value of the
plan deficit or surplus The amendments to 1AS 19 are effective for annual periods beginning on or after 1 January 2013
and require retrospective application with certain exceptions

The Group anticipates that IAS 15 (2011) will be adopted in the Group's financial statements for the annual
period begnning on 1 January 2013 The Group does not anticipate that these amendments to IAS 19 will have a
significant impact on its profit or loss or financial position as the Group does not utiise the ‘corndor approach’

Q) There are a number of other standards which have been 1ssued or amended that are expected to be effective In future
periods However, 1t 15 not practicable to provide a reasonable estimate of ther effects on the Group's financial
statements until a detalled review has been completed

Comparative information

As required by US public company reporting requirements, these Consolidated Financial Statements include two years of
comparative information for the consolidated income statement, consolidated statement of comprehensive income, consolidated
statement of changes in equity, consolidated statement of cash flows and related Notes

CONSOLIDATION

a) Subsidiaries

Subsidianes, which are those companies and other entities {including Special Purpose Entities ('SPES”)) over which the Group,
directly or indirectly, has power to govern the financial and operating policies, are consohdated The existence and effect of
potential voting rights that are presently exercisable or presently convertible are considered when assessing whether the Group
controls another entity The Company recognises investments in subsidiaries at cost less impairment
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Subsidiaries are consolidated frorm the date on which control is transferred to the Group and are no longer consohdated from the
date that control ceases The purchase method of accounting is used to account for the acquisition of subsidiaries The cost of an
acquisibon 15 measured at the fair value of the assets given up, shares issued or liabilities undertaken at the date of acquisition
Acquisition related costs are expensed as incurred The excess of the cost of acquisition, as well as the far value of any interest
previously held, over the farr value of the Group's share of the dentifiable net assets of the acquired subsidiary, asscciate or
business at the date of acquisition 15 recorded as goodwill Inter-company transactions, balances and unrealised gains on
transactions between Group companies are eliminated, unrealised losses are also elimenated unless the cost cannot be recovered
The accounting reference date of the Company and its subsidiary undertakings 15 31 December, with the exception of those
leasing, investment, insurance and funding companies which, because of commercial considerations, have various accounting
reference dates The financial statements of these subsidianies have been consolidated on the basis of intenm financial
staterments for the perod to 31 December

In the context of SPE's, the following crcumstances may indicate a relatonship in which, in substance, the Group
controls and consequently consohdates an SPE

> the activities of the SPE are being conducted on behalf of the Group according to the Group’s specific business needs
so that it obtains benefits from the SPE’s operation,

> the Group has the decision-making powers to obtain the majority of the benefits of the actvities of the SPE or, by
setting up an "autopilot’ mechanism, the Group has delegated those decision-making powers,

> the Group has nghts to obtamn the majonty of the benefits of the SPE and therefore may be exposed to nsks arising
from the actwities of the SPE, or

> the Group retains the majority of the residual or ownership risks related to the SPE or its assets in order to obtain

benefits from its activities

Assessments of control are made based on the imitial arrangements in place, but are reconsidered 1If there are subsequent
changes 1o the substance of the arrangements, such as the nature of the Group's involvement, the contractual arrangements or
the governing rules of the SPE

Transactions between entities under common control, 12 fellow subsidiaries of Banco Santander 5 A (the "ultmate
parent”) are outside the scope of IFRS 3 - "Business Combinations”, and there 1s no other guidance for such situations under
IFRS The Group elects to account for transactions between entities under common control for cash consideration in a manner
consistent with the approach under IFRS 3R, except for the continued disclosure of those IBNO provisions for a portfolio that
cannot easily be allogated to indvidual loans, unless the transaction represents a reorganisation of entities within the Group, in
which case the transaction 1s accounted for at its historical cost Business combinations between entities under common control
transacted for non-cash consideration are accounted for by the Group in a manner consistent with group reconstruction relief
under UK GAAP (merger accounting)

b) Associates
Investments 1n associates are accounted for by the equity method of accounting and are initially recognised at cost Under this
method, the Group's share of the post-acquisition profits or losses of associates is recognised in the income statement, and its
share of post-acquisiion movements in other comprehensive income and equity 1s recognised in other comprehensive income
and equity, respectively The cumulative post-acquistion movements are adjusted against the cost of the investment The
Company recognises investments in associates at cost less impairment

Associates are entiies over which the Group has significant influence, but which 1t does not control A holding by the
Group of between 20% and 50% of the voting nghts 1s a usual indicator of this influence The existence and effect of potential
voting nghts that are presently exercisable or presently convertible are considered when assessing whether the Group has
significant influence over another entity Unrealised gains on transactions between the Group and its associates are ehminated
to the extent of the Group's interest in the associates, unreahsed losses are also ehrminated unless the transaction provides
evidence of an imparrment of the asset transferred The Group’s tnvestment in associates in¢cludes goodwill on acquisition When
the Group's share of losses in an associate equals or exceeds its interest in the associate the Group does not recogmise further
losses unless the Group has incurred obligations or made payments on behalf of the associates

Following the Company's acguisiion in 2010 of Santander Consumer (UK) plc (of which the Company already held
49 9%}, the Company no longer has any significant investments in associates

FOREIGN CURRENCY TRANSLATION

Items included in the finanaial statements of each entity (including foreign branch operations) in the Group are measured using
the currency that best reflects the economic substance of the underlying events and circumstances relevant to that entity (the
‘functional currency’) The Consclidated Financial Statements are presented in pounds sterling, which 1s the functional currency
of the parent

Income statements and cash flows of foreign entities are translated into the Group’s reporting cuirency at average
exchange rates for the year and ther balance sheets are translated at the exchange rates ruling on 31 December Exchange
differences arising from the translation of the net investment in foreign entities are recognised in other comprehensive income
When a foreign entity 1s sold, such exchange differences are recogmised in the income statement as part of the gain or loss on
sale
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Foreign currency transactions are translated into the functional currency of the entity involved at the exchange rates prevailing at
the dates of the transactions Foreign exchange gains and losses resulting from the settiement of such transactions and from the
transtation of monetary assets and liabilities denominated in foreign currencies are recogrused in the income statement unless
recognised in other comprehensive income in connection with a cash flow hedge

Exchange rate differences recognised in profit or loss on items not at far value through profit and loss were £1,814m
income {2010 £1,356m income, 2009 £2,570m income) This was offset by income/charges on items held at fair value

REVENUE RECOGNITION

{a) Interest Income and expense

Income on financial assets that are classified as loans and recevables or avallable-for-sale, and interest expense on financiat
lhabrities other than those at fair value through profit and loss are determined using the effective interest method The effectve
Interest rate Is the rate that discounts the estimated future cash payments or receipts over the expected life of the instrument or,
when appropriate, a shorter period, to the net carrying amount of the financial asset or financial iability When calculating the
effective interest rate, the future cash flows are estimated after considering all the contractual terms of the instrument excluding
future credit losses The calculation includes all amounts paid or recewed by the Group that are an integral part of the overall
return, direct incremental transaction costs related to the acquisition, issue or disposal of the financial instrument and all other
premiums or discounts  Interest income on assets classified as loans and recewvables, available-for-sale, or iIncome on investments
In equity shares, interest expense on habilities other than those at farr value through profit and loss, and interest income and
expense on hedging denvatives are recognised In interest and similar income and interest expense and similar charges in the
tncome statement In accordance with [FRS, the Group recognises interest income on assets after they have been wnitten down
as a result of an impairment loss Interest continues to be accrued on all loans and the element of interest that 1s not anticipated
to he recovered 15 provided for

(b) Fee and commission income and expense
Fees and commissions that are not an integral part of the effective interest rate are recogrised when the service 1s provided For
retail products, fee and commission income consists principally of collection services fees, commission on foreign currencies,
commission and other fees received from retailers for processing credit card transactions, fees recewved from other credit card
issuers for providing cash advances for therr customers through the Group’s branch and ATM networks, annual fees payable by
credit card holders and fees for non-banking financial products Revenue from these income streams (s recognised when the
service 15 provided

For insurance products, fee and commussion income consists principally of commissions earned on the sale of building
and contents insurance, ife protection insurance and payment cover insurance Revenue from these income streams s
recognised when the service 1s provided

Asset management fee and commission income comprises portfolio and other management advisory and service fees,
investment fund management fees, and fees for private banking, financial planning and custody services Portfolio and other
management advisory and service fees are recognised based on the applicable service contracts Asset management fees related
to mvestment funds are recognised rateably over the period the service s prowded The same principle Is applied for private
banking, financial planning and custody services that are continuously provided over an extended period of time

Fee and commission incame which forms an integral part of the effective interest rate of a financial nstrument (e g,
certain loan commutment fees) 1s recognised as an adjustment to the effective interest rate and recorded in “Interest income”

(¢) Dividend income
Except for equity secunities classified as trading assets or financial assets held at far value through profit or loss, described below,
dividend income s recognised when the nght to receve payment 15 established This 15 the ex-dividend date for equity secunties

(d) Net trading and other income
Net trading and other income comprises all gains and losses from ¢hanges in the fair value of financal assets and habilities held
at far value through profit or less {(including financial assets and financial habilities held for trading and designated as fair value
through profit or loss), together with related interest income, expense and dwvidends It also includes income from operating
lease assets, and profits/losses) on the sales of property, plant and equipment and subsidiary undertakings

Changes in the farr value of financial assets and liebilities held for trading, including trading derwvatives, are recognised
In the income statement as net trading and other income together with dividends and interest recevable and payable Changes
in the farr value of assets and labilities designated as fair value through profit or loss are recognised in net trading and other
income together with dividends, interest recevable and payable and changes in fair value of derwvatives managed 1n conjunction
with these assets and habilities Changes in farr value of dervatives in a hedging relationship are recogmised 1n net trading and
other income along with the fair value of the hedged item if designated in a fair value hedge or macre hedging relationship

BORROWING COSTS

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, including computer
software, which are assets that necessarily take a substantial penod of time to develop for their intended use, are added to the
cost of those assets, until such time as the assets are substantially ready for ther intended use All other borrowing costs are
recogmsed in profit or loss 1n the penod mn which they occur
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PENSIONS AND OTHER POST RETIREMENT BENEFITS

The Group operates vanous pension schemes The schemes are generally funded through payments to insurance companies or
trustee-administered funds as determined by penodic actuanal calculations A defined benefit plan 1s a pension plan that
guarantees an amount of pension benefit to be provided, usually as a function of one or more factors such as age, years of
service or compensation A defined contribution plan 1s a pension plan under which the Group pays fixed contributions as they
fall due into a separate entity (a fund) The pension paid to the member at retirement 1s based on the amount in the separate
fund for each member The Group has no legal or constructive obhigations to pay further contributions into the fund to “top up”
benefits to a certain guaranteed level Pension costs are charged to the line item ‘Administration expenses’, with the interest cost
on habilities and the expected return on scheme assets included within ‘Net interest income’ in the income statement

a} Defined benefit plans
The asset or liability recogrised in respect of defined benefit pension plans 1s the present value of the defined benefit obligation
at the balance sheet date, less the far value of plan assets The defined benefit obligation Is calculated annually by independent
actuaries using the projected unit credit method The assets of the schemes are measured at therr fair values at the balance sheet
date Full actuana! valuations of the Group’s principal defined benefit schemes are carried out on a tnennial basis Each scheme’s
Trustee 15 responsible for the actuanal valuations and in doing so considers or relies in part on a report of a third party expert

The present value of the defined benefit ocbligation is estimated by projecting forward the growth in current accrued
pension benefits to reflect inflation and salary growth to the date of pension payment, then discounted to present value using an
interest rate applicable to high-quality AA rated corporate bonds of the same currency and which have terms to maturity closest
to the terms of the scheme habilities, adjusted where necessary to match those terms In determining the value of scheme
liabilities, demographic and financtal assumptions are made by management about mortality, inflation, discount rates, pension
increases, and earnings growth, based on past expenence Financal assumptions are based on market conditions at the balance
sheet date and can generally be derived objectively Demographic assumptions require a greater degree of estimation and
judgement to be applied 1o externally derved data Any surplus or defict of scheme assets over habilities 1s recognised in the
balance sheet as an asset {surplus) or habilty {deficit) An asset 1s only recognised to the extent that the surplus can be recovered
through reduced contributions in the future or through refunds from the scheme

The income statement includes the current service cost of providing pension benefits, the expected return on schemes’
assets net of expected administration costs, and the interest cost on the schemes’ habilities Actuanal gains and losses ansing
from experience adjustments and changes tn actuanal assumptions are recognised (n other comprehensive income  Past-service
costs are charged immediately to the income statement, unless the charges are conditional on the employees remaining n
service for a specified period of time, known as the vesting period In this case, the past-service costs are amortised on a straight-
line basis over the average penod until the benefits vest Gains and losses on curtailments are recognised when the curtailment
occurs This 1s when there 15 a demonstrable commitment to make a significant reduction in the number of employees covered
by the plan, or amendments have been rnade to the terms of the plan so that a significant element of future service will no
longer qualify for benefits or will qualify only for reduced benefits The gain or loss comprises any resulting change in the present
value of the defined benefit obligation, any resulting change In the fair value of the plan assets and any related actuarial gain or
loss Curtailment gains and losses on sold businesses that meet the defintion of discontinued operations are inciuded in
operating expenses In profit or loss for the year from discontinued operations

b) Defined contribution plans

For defined contnbution plans, the Group pays contributions to publicly or privately administered pension insurance plans on a
mandatory, contractual or voluntary basis Once the contributions have been paid, the Group has no further payment obligation
The regular conirbutions constitute net penodic costs for the year in which they are due and are included in staff costs

<) Post-retirement medical benefit plans

Post-retirement medical benefit habilties are determined using the Projected Unit Credit Method, with actuanal valuations
updated at each year-end The expected benefit costs are accrued over the period of employment using an accounting
methodology similar to that for the defined benefit pension scheme

SHARE-BASED PAYMENTS

The Group engages in cash-settled and equity-settled share-based payment transactions in respect of services recewed from
certain of 1ts employees Shares of the Group’s parent, Banco Santander, S A are purchased in the open market by the Group
(for the Employee Sharesave scheme} or are purchased by Banco Santander, S A or ancther group company {for awards granted
under the Long Term Incentive Plan and the Deferred Shares Bonus Plan) to satisfy share options as they vest

Options granted under the Employee Sharesave scheme are accounted for as cash-settled share-based payment
transactions Awards granted under the Long Term Incentive Plan and Deferred Shares Bonus Plan are accounted for as equity-
settled share-based payment transactions

The fair value of the services received 1s measured by reference 1o the farr value of the shares or share options initially
on the date of the grant for both the cash and equity settled share-based payments and then subsequently at each reporting
date for the cash settled share-based payments The cost of the employee services receved in respect of the shares or share
options granted 1s recognised in the income statement within admiistration expenses, over the period that the services are
recewved, which 1s the vesting penod
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A liabihty equal to the portion of the goods or services recerved 1s recognised at the current fair value determined at each balance
sheet date for cash-settled, share-based payments A lability equal to the amount to be reimbursed to Banco Santander, S A 15
recogrised at the current far value deterrminad at the grant date for equity-settled share based payments

The fair value of the options granted under the Employee Sharesave scheme s determined using an option pricing
model, which takes into account the exercise price of the option, the current share price, the rnisk free interest rate, the expected
voiatility of the Banco Santander, S A share price over the life of the option and the dwvidend growth rate The fair value of the
awards granted for the Lang Term Incentive Plan was determined at the grant date using an option prnicing model, which takes
into account the share price at grant date, the nisk free interest rate, the expected volatility of the Banco Santander, S A share
pnce over the hfe of the award and the dvidend growth rate Vesting conditions included in the terms of the grant are not taken
into account 1n estimating fair value, except for those that include terms related to market conditions Non-market vesting
conditions are taken into account by adjusting the number of shares or share options included in the measurement of the cost of
employee service so that ultimately, the amount recognised in the income staternent reflects the number of vested shares or
share options

Where an award has been modified, as a mimmum, the expense of the onginal award continues to be recognised as if
it had not been modified Where the effect of a modification 5 to increase the fair value of an award or increase the number of
equity instruments, the incremental fair value of the award or incremental far value of the extra equity instruments 1s recognised
in addition to the expense of the original grant, measured at the date of modification, over the modified vesting penod

A cancellation that occurs during the vesting period 1s treated as an acceleration of vesting, and recognised immediately
for the amount that would otherwise have been recognised for services over the vesting period

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the excess of the cost of an acquisition, as well as the farr value of any interest previously held, over the fair
value of the Group's share of the identifiable net assets of the acquired subsidiary, associate, or business at the date of
acquisition Goodwill on the acquisition of subsidiaries and businesses is included in Intangible assets Goodwill on acquisitions of
associates 15 included as part of Investment in associates Goodwill 1s tested for impairment at each balance sheet date, or more
frequently when events or changes in circumstances dictate, and carrnied at cost less accumulated impairment losses Gains and
losses on the disposal of an entity or business include the carrying amount of goodwill relating te the entity or business sold

Other intangible assets are recognised if they anse from contracted or other legal nghts or if they are capable of being
separated or divided from the Group and sold, transferred, licensed, rented or exchanged The value of such intangible assets 1s
amortised on a straight-hine basis over the useful economic life of the assets in question, which ranges from 3 to 7 years Other
intangible assets are reviewed annually for impairment indicators and tested for impatrment where indicators are present

Marketing rights are capitalised when they are separately identifiable contractual agreements that are expected to
provide future economic benefits and the costs are separately identifiable The value of the marketing rnights s classified in
intangible assets on the balance sheet and amortised on a straight-line basss over their useful life of 5 to 7 years

Software development costs are capitalised when they are direct costs associated with identifiable and unique software
products that are expected to provide future economic benefits and the cost of these products can be measured rehably These
costs include payroli, the costs of matenals and services, and directly attnbutable overheads Internally developed scftware
meeting these ¢niteria and externally purchased software are classified in intangible assets on the balance sheet and amortised on
a straight-line basis over their useful Ife of 3 to 7 years, unless the software i1s an integral part of the related computer hardware,
in which case it 15 treated as property, plant and equipment as described below Capitalisation of costs ceases when the software
15 capable of operating as intended Costs associated with maintaining software programmes are expensed as incurred

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment include owner-occupied properties (including leasehold properties), office fixtures and equipment
and computer software Property, plant and equipment are carried at cost less accumulated depreciation and accumulated
imparrment losses A review for indications of impairment 1s carned out at each reporting date Gains and losses on disposal are
determined by reference to the carrying amount and are reported tn net trading and other income Repaws and renewals are
charged to the 1ncome statement when the expenditure 1s incurred Internally developed software meeting the critena set out in
“Goodwill and other intangible assets” above and externally purchased software are classified in property, plant and equipment
on the balance sheet where the software is an integral part of the related computer hardware
Classes of property, plant and equipment are depreciated on a straight-hine basis over therr useful life, as follows

Owner-occupled properties Not exceeding 50 years
Office fixtures and equipment 3to 15 years
Computer software 3to 7 years

Depreciation 15 not charged on freehold land and assets under construction
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FINANCIAL ASSETS

The Group dassifies its financial assets as financial assets at fair value through profit or loss, loans and recewables, available-for-
sale and held to maturity financial assets Management determmes the classification of its investments at imtial recognition
Financial assets that are classified at fair value through profit or loss, which have not been designated as such or are not
accounted for as derwvatwves, or assets classified as avallable-for-sale, may subsequently in rare circumstances, be reclassified from
the fair value through profit or loss category to the loans and recewvables, available-for-sale or held to matunty categories In
order to meet the critena for reclassification, the asset must no longer be held for the purpose of seling or repurchasing in the
near term and must also meet the definition of the category into which it is to be reclassified had it not been required to classify
it at fair value through profit or loss at mitial recogmition  The reclassified value is the fair value of the asset at the date of
rectassification  The Group has not utihsed this option and therefore has not reclassified any assets from the fair value through
profit or loss category that were classified as such at initial recognition

(a} Finanaial assets at fair value through profit or loss
Financial assets are classified as fair value through profit or loss If they are either held for trading or otherwise designated at farr
value through profit or loss on inttial recogmtion A financial asset is classified as held for trading if 1t 13 a dervative or 1t s
acquired prninapally for the purpose of selling in the near term, or forms part of a portfolio of financial instruments that are
managed together and for which there 1s evidence of short-term profit taking

In certain circumstances financial assets other than those that are held for trading are designated at fair value through
profit or loss where this results 1n more relevant information because it significantly reduces a measurement inconsistency that
would othenwise arise from measuring assets or recogrising the gains or losses on them on a different basis, where the assets are
managed and ther performance evaluated on a farr value basis, or where a financial asset contains one or more embedded
dernvatives which are not closely related to the host contract

Trading assets, derwvative financial instruments and financial assets designated at fair value are classified as far value
through profit or loss, except where in a hedging relationship They are derecognised when the rights to receive cash flows from
the asset have expired or when the Group has transferred substantially ali the nisks and rewards of ownership

(b) Loans and receivables

Loans and recewables are non-derivative financial assets with fixed or deterrminable payments, that are not quoted in an active
market and which are not classified as avalable-for-sale or fair value through profit or loss They arise when the Group provides
money or services directly to a customer with no intention of trading the lcan Loans and recewables are initially recogrused at
farr vatue including direct and incremental transaction costs They are subsequently valued at amortised cost, using the effectve
interest method They are derecognised when the nghts to recewe cash flows have expired or the Group has transferred
substantially all of the nsks and rewards of ownership Loans and recevables consist of Loans and advances to banks, Loans and
advances to customers and Loan and recevable securities

(c) Available-for-sale financial assets
Avalable-for-sale financial assets are non-derivative financial assets that are designated as available-for-sale and are not
categonised Into any of the other categones described They are initially recognised at farr value including direct and incremental
transaction costs They are subsequently held at far value Gains and losses arising from changes n fair value are recognised in
other comprehensive income until sale when the cumulative gain or loss I1s transferred to the mcome statement Where the
financial asset 15 interest-bearing, interest 15 determined using the effective interest method

Income on nvestments in equity shares, debt instruments and other similar interests 15 recogmsed in the income
statement as and when diwvidends are declared and interest I1s accrued Impairment losses and foreign exchange translation
differences on monetary items are recognised in the ingome statement The investments are derecogrised when the nghts to
receve cash flows have expired or the Group has transferred substantially all the risks and rewards of cwnership

(d) Held to maturity investments

Held to maturity investments are non-derivative financial assets with fixed or determinable payments and fixed matunty that an
entity has the positive intention and ability to hold to maturity Held to maturity investments are initially recognised at farr value
including direct and incremental transaction costs They are subsequently valued at amortised cost, using the effective interest
method They are derecognised when the rights to receive cash flows have expired or the Group has transferred substantially all
of the nsks and rewards of ownership Were the Group to sell other than an insignificant amount of held to matunty assets, the
entire category would be tainted and reclassified as available-for-sale

The Group does not hold any held to matunty financial assets

VALUATION OF FINANCIAL INSTRUMENTS

Financial instruments that are classified at fair value through profit or loss, including those held for trading purposes, or avallable-
for-sale, and all derivatives, are stated at farr value The fair value of such financial instruments 15 the estimated amount at which
the instrument could be exchanged in a current transaction between willing, knowledgeable parties, other than in a forced or
quidation sale

Changes in the valuation of such financial instruments, including dervatives, are included in the line stem 'Net trading
and other income’ in the income statement
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a) lmitial measurement

The best evidence of the far value of a finanaial instrument at initial recogniion 1s the transaction price unless the valuation is
evidenced by comparison with other observable current market transactions in the same instrument or based on a valuation
technique whose variables include significant data from observable markets Any difference between the transaction price and
the value based on a valuation technique where the inputs are not based on data from observable current markets 15 not
recogmised in profit or toss on iniial recognition  Subsequent gains or losses are only recognised to the extent that they arise
from a change in a factor that market participants would consider in setting a price

b} Subsequent measurement
The Group applies the following farr value hierarchy that prioritises the inputs to valuation techniques used in measuning farr
value The hierarchy establishes three categones for valuing financial instruments, giving the highest priority to unadjusted
quoted prices in active markets for identical assets or liabilities and the lowest priorty to unobservable inputs The three
categories are quoted prices in active markets {Levei 1), internal models based on observable market data {Level 2} and internal
models based on other than observable market data {Level 3) if the inputs used to measure an asset or a habiity fall to different
levels within the hierarchy, the classification of the entire asset or hability will be based on the lowest level input that 1s significant
to the overall fair value measurement of the asset or liability

The Group categonses assets and Tabilities measured at fair value within the farr value hierarchy based on the inputs to
the vatuation techmiques as follows

Level 1 Unadusted quoted prices for identical assets or habilities in an active market that the Group has the ability to access at
the measurement date Level 1 positions include debt secunities, equity securities, exchange traded derwatives and
short positions in secunties

Level 2 Quoted pnces in markets that are not active, quoted prices for similar assets or liabilities, recent market transactions,
Inputs other than quoted market prices for the asset or hability that are observable either directly or indirectly for
substantially the full term, and inputs to valuation techmgques that are denved principally from or corroborated by
observable market data through correlation or other statistical means for substantially the full term of the asset or
lability Level 2 posttions include loans and advances to banks, loans and advances to customers, equity securities,
exchange rate derivatives, interest rate dervatives, equity and credit derwatives, debt securities, deposits by banks,
deposits by customers and debt secunties in issue

Level 3 Inputs to the pricing or valuation technigues that are significant to the overall farr value measurement of the asset or
lability are uncbservable Level 3 positions include exchange rate derivatives, equity and credit dervatives, loans and
advances to customers, debt securities, and debt secunities in 1ssue

The Group assesses active markets for equity instruments based on the average daily trading volume both in absolute terms and
relative to the market capitalisation for the instrument The Group assesses active markets for debt instruments based on both
the average daily trading volume and the number of days with trading activity The Group assesses active markets for exchange
traded dervatives based on the average dally trading volume both in absolute terms and relative to the market capitalisation for
the instrument

Market activity and hquidity 15 discussed in the relevant monthly Risk Forum as well as being part of the daily update
given by each business at the start of the trading day This information, together with the observation of active trading and the
magnitude of the bid-offer spreads allow consideration of the liquidity of a financial instrument

Underlying assets and habilities are reviewed to consider the appropnate adjustment to mark the mid price reported in
the trading systems to a reahsable value This process takes into account the liquidity of the position in the size of the adjustment
required These hquidity adjustments are presented and discussed at the monthly Risk Forum

In determuning the appropriate measurement levels, the Group performs regular analyses on the assets and liabilities
Underlying assets and habilities are regularly reviewed to determine whether a position should be regarded as ilhigquid, the most
important practical consideration being the observability of trading Where the bid-offer spread 1s observable, this i1s tested
against actual trades Changes in the observability of significant valuation inputs dunng the reporting period may result in a
reclassification of assets and habilities within the fair value hierarchy

Financial instruments valued using observable market prices
If a quoted market price In an active market i1s avaifable for an instrument, the far value s calculated as the current bnd price
multiplied by the number of units of the instrument held

Financial instruments valued using a valuation technique

In the absence of a quoted market price in an active market, management uses internal models to make its best estimate of the
price that the market would set for that financial instrument In order to make these estimations, various techniques are
employed, including extrapolation from observable market data and cbservation of similar financial instruments with similar
characteristics Wherever possible, valuation parameters for each product are based on prices directly observable in active
markets or that can be derived from directly observable market prices Valuation parameters for each type of financial instrument
are discussed In Note 47
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Unrecognised gains as a result of the use of valuation models using unobservable inputs (‘Day One profits’)

The timuing of recognition of deferred day one profit and loss is determined indmdually It 1s deferred until esther the instrument’s
fair value can be determined using market observable inputs or 1s realised through settlement The financial instrument s
subsequently measured at fair value, adjusted for the deferred day one profit and loss Subsequent changes in fair value are
recognised immediately tn the consolidated income statement without immediate reversal of deferred day one profits and losses

“"REGULAR WAY"” PURCHASES OF FINANCIAL ASSETS AND ISSUES OF FINANCIAL LIABILITIES

A regular way purchase 1s a purchase of a financial asset under a contract whose terms require delivery of the asset within the
timeframe established generally by regulation or convention in the market place concerned

Reqular way purchases of financial assets classified as loans and recevables are recognised on settlement date, all other
reqular way purchases are recognised on trade date The assets are derecognised when the rights to recewve cash flows have
expired or the Group has transferred substantially all the nsks and rewards of ownership

Issues of equity or financial Tiabilities measured at amortised cost are recognised on settlement date, all other regular
way 1ssues are recognised on trade date The labilities are derecogrused when extinguished

OFFSETTING FINANCIAL ASSETS AND LIABILITIES

Financial assets and hiabilities including derwatives are offset and the net amount reported in the balance sheet when there Is a
legally enforceable nght to set off the recogrised amounts and there 1s an intention to settle on a net basis, or realise the asset
and settle the liabihty simultaneously

The Group I1s party to a number of arrangements, including master netting arrangements under industry standard
agreements which facihitate netuing of transactions in junsdictions where netting agreements are recogrised and have legal force
The netting arrangements do not generally result in an offset of tbalance sheet assets and ilabtities for accounting purposes, as
transactions are usually settled on a gross basis

SALE AND REPURCHASE AGREEMENTS (INCLUDING STOCK BORROWING AND LENDING)

Securities sold subject to a commitment to repurchase them at a predetermined price {‘repos’) under which substantially alt the
risks and rewards of ownership are retained by the Group remain on the balance sheet as trading assets and a hability 15 recorded
in trading habilities in respect of the consideration received Securities purchased under commitments to resell (‘reverse repos’)
are not recognised on the balance sheet and the consideration paid is recorded in trading assets The difference between the sale
and repurchase price i5 treated as trading income In the tncome statement

Securities lending and borrowing transactions are generally secured, with collateral taking the form of secunttes or cash
advanced or received Secunties lent or borrowed are not reflected on the balance sheet Collateral in the form of cash recewved
or advanced 15 recorded as a deposit or a loan Collateral in the form of securities Is not recogrised

DERIVATIVE FINANCIAL INSTRUMENTS

Derwvative frinancial instruments (‘dervatives’) are contracts or agreements whose value 1s derved from one or more underlying
indices or asset vatues inherent In the contract or agreement, which require no or little mitial net investrment and are settled at a
future date Transactions are undertaken in interest rate, cross currency, equity, residential property and other index-related
swaps, forwards, caps, floors, swaptions, as well as credit default and total return swaps, equity index contracts and exchange
traded interest rate futures, and equity index options

Dervatives are held for trading or for risk management purposes Dernvatives are classified as held for trading unless
they are designated as being in a hedge relationshup The Group chooses to designate certain dervatives as in a hedging
relationship if they meet specific critena, as further described within “hedge accounting” below

Derwatives are recognised intially (on the date on which a derwative contract 15 entered nto), and are subsequently
remeasured, at therr fair value Fawr values of exchange-traded denivatives are obtained from quoted market prices Fair values of
over-the-counter denvatives are obtained using valuation technigues, including discounted cash flow and option pricing maodels

Dervatives may be embedded in other financial instruments, such as the conversion option in a convertible bond
Embedded derwatives are treated as separate denvatives when their economic characteristics and risks are not closely related to
those of the host contract, the terms of the embedded derivative would meet the definition of a stand-alone dervative if they
were contaned 1n a separate contract, and the combined contract 1s not held for trading or designated at far value These
embedded derivatives are measured at far value with changes in farr value recogmised in the income statement Contracts
containing embedded dervatives are not subsequently reassessed for separation unless either there has been a change in the
terms of the contract which significantly modifies the cash flows (in which case the contract s reassessed at the time of
modification) or the contract has been reclassified (in which case the contract 1s reassessed at the time of reclassification)

All dervatives are carried as assets when thewr fair value is positive and as liabiities when their fair value 1s negative,
except where netting 1s permitted The method of recognising fair value gains and losses depends on whether dervatives are
held for trading or are designated as hedging instruments and, if the latter, the nature of the nsks being hedged All gains and
losses from changes in the fair value of derivatives held for trading are recognised in the income statement, and included within
net trading and other Income
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HEDGE ACCOUNTING

In certain carcumstances, derivatives may be designated as hedges and classified as (1) hedges of the change in fair value of
recognised assets or habilities or firm commitments (‘fair value hedges’), (i) hedges of the variabihity n highly probable future
cash flows attributable to a recogrised asset or hability, or a forecast transaction {‘cash flow hedges’), or () a hedge of a net
investment In a foreign operation (‘net investment hedges’) The Group enters into derivatives as fair value hedges, but not as
cash flow hedges or net investment hedges Hedge accounting 15 used for derivatives designated in this way provided certain
criteria are met

At the ume a financial instrument 1s designated as a hedge (1 e, at the inception of the hedge), the Group formally
documents the relationship between the hedging instrument(s) and hedged item(s), its risk management objective and strategy
for undertaking the hedge The documentation includes the identification of each hedging instrument and respective hedged
item, the nature of the nsk being hedged (including the benchmark interest rate being hedged in a hedge of interest rate risk)
and how the hedging instrument’s effectiveness in offsetting the exposure to changes in the hedged item’s fair value attnbutable
to the hedged sk 1s to be assessed Accordingly, the Group formally assesses, both at the inception of the hedge and on an
ongoing basis, whether the hedging derivatives have been and will be highly effective in offsetting changes in the farr value
attnbutable to the hedged nisk during the peried that the hedge Is designated A hedge is normally regarded as highly effective
if, at mception and throughout its life, the Group can expect, and actual results indicate, that changes in the far value
{determined by discounting the contractual cash flows by the current forward benchmark interest rate) of the hedged items are
effectively offset by changes in the fair value of the hedging instrument

The main derivatives held for nsk management purposes are interest rate and cross-currency swaps, which are used to
hedge fixed-rate lending and structured savings products and medium-term note issuances, capital 1ssuances and other capital
markets funding

The Group discontinues hedge accounting when 1t 1s determined that a derivative 1s not, or has ceased to be, highty
effective as a hedge, when the denvative expires, or 1s sold, terminated or exercised, or when the hedged item matures or 15 sold
or repard  On discontinuance of hedge accounting, amortisation of the adjustment to the hedged item 1s included in net trading
and other income

The hedge adjustment for fair value hedges 1s dassified in the balance sheet in the same category as the hedged item,
unless 1t relates to a macro hedging relationship where the hedge adjustment 1s recognised as a macro hedge on the face of the
balance sheet Fer fair value hedges, changes in the fair value of the hedging instrument and hedged item are recognised In net
trading and other income Hedge ineffectiveness represents the amount by which the changes in the farr value of the hedging
derwvative differ from changes in the fair value of the hedged item Such gains and losses are recorded in current period earnings
within net trading and other income

Gams and losses on components of a hedging derivative that are not part of the hedging relationship and are therefore
excluded from the hedge effectiveness assessment are also included in net trading and other income

SECURITISATION TRANSACTIONS

The Group has entered into certain arrangements where undertakings have ssued mortgage-backed and other asset-backed
securities or have entered into funding arrangements with lenders in order to finance speaific loans and advances to customers
As the Group has retained substantially all the nsks and rewards of the underlying assets, such financial instruments continue to
be held on the Group balance sheet, and a hability recogrised for the proceeds of the funding transaction

IMPAIRMENT OF FINANCIAL ASSETS

At each balance sheet date the Group assesses whether, as a result of one or more events occurnng after initial recognition,
there 15 objective evidence that a financial asset or group of financial assets classified as loans and recewvables, available-for-sale
or loan and recewvable securities have become impaired Evidence of impairment vanes across different portfolios and may
mclude indications that the borrower or group of borrowers have defaulted, are expertencing significant financial difficulty, or
the debt has been restructured potentially reducing the burden to the borrower Impairment losses are recorded as charges in
the income statement and the carrying amount of the financial asset or group of financial assets s reduced by establishing an
impairment loss allowance Impairment loss allowances are maintained at the level that management deems sufficient to absorb
probable incurred losses in the Group's loans Losses expected from future events are not recognised

Impawment losses are assessed indwidually for financial assets that are indwvidually significant and indwvidually or
collectively for assets that are not individually significant An tmpatrment loss allowance for observed losses 15 estabhshed for all
past due loans after a spectfied period of repayment default where 1t 1s probable that some of the capntal or interest will not be
repad or recovered through enforcement of any applicable secunty An allowance for inherent losses is established for loans for
which no evidence of loss has been speafically identified on an indwidual basis because the loans are not yet past due (1 e
incurred but not observed ("IBNQ")) but are known from past expenence to have deteriorated since the initial decision to lend
was made An example of this situation 15 where a borrower has not yet missed a payment but 1s experiencing financial
difficulties at the reporting date, e g due to loss of employment or divorce In these circumstances, an inherent loss had been
incurred at the reporting date
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Impairment loss allowances for loans and advances, less amounts released and recoveries of amounts written off are charged to
the line item ‘Impairment losses on tcans and advances’ in the income statement The impairment loss allowances are deducted
from the ‘Loans and advances to banks’, 'Loans and advances to customers’ and ‘Loans and recevables securities’ ine rtems on
the balance sheet

(a) Loans and receivables
{1} Retail assets

Retad assets are assessed either indwidually or collectively for impairment An impairment loss s incurred 1f there 15 objective
evidence that a loss event has occurred since initial recognition of the assets that has an impact on the estimated future cash
flows of the assets

Potential indicators of loss events

Potential indicators of loss events which may be evidence of financial difficulty for a retail borrower may include a request from a
borrower to change contractual terms, the borrower notifying the Group of current or likely financial distress, contact from a
debt management company, a change in payment source, lump sum payments and changes in activity Or arrears on cther
accounts held by the borrower

Individual assessment
For indvidually assessed assets, the Group measures the amount of the loss as the difference between the carrying amount of

the asset and the present value of the estimated future cash flows from the asset discounted at the onginal effective interest rate
of the asset

Collective assessment
Impairment 15 assessed on a collective basis In two crcumstances to cover losses which have been

> Incurred but have not yet been identified (1 e IBNO losses), and
> Observed

In making a collective assessment for imparrment, financial assets are grouped together according to ther credit risk
charactenstics These can include grouping by product, brand, geography and type of customer For each such portfolio, future
cash flows are estimated through the use of historical loss experience The histoncal loss expenence 1s adjusted for current
observable data, including estimated current property prices, to reflect the effects of current conditions not affecting the period
of histonical expenence The loss 1s discounted at the effective interest rate, except where portfolios meet the criteria for short-
term recevables The unwind of the discount over tme 1s reported through interest recevable within the iIncome statement, with
the impairment loss allowances on the balance sheet increasing

For each portfolio, the impairment loss allowance is calcufated as the product of the number of accounts In the
portfolio, the estimated proportion of accounts that will be written off, or repossessed in the case of mortgage loans (the ‘loss
propensity’), the estimated proportion of such cases that will result n a loss {the ‘loss factor’} and the average toss Incurred (the
‘loss per case’) Separate assessments are performed with respect to observed losses and IBNO losses

The loss propenstty for the observed segment represents the percentage of cases that will ultimately be written off For
the IBNC segment (1 e where the account 15 currently up to date), the loss propensity represents the percentage of such cases
that are expected to miss a payment in the appropnate emergence perniod and which will ultimately be wntten off The loss
propensities are based on recent historical experience, typically cavering a perntod of no more than the most recent six months in
the year under review

The loss per case 15 based on actual cases using the most recent six menth average data of losses that have been
incurred during the most recent month for which data i1s available in the year under review {typically December), and 1s then
discounted using an appropnate rate Based on historical expertience, the gross loss per case 1s realised In cash several months
after the customer first defaults, during which ttme interest and fees continue to accrue on the account As a result, the future
fees and interest included 1 the gross loss per case are removed and the balance discounted so as to calculate the present value
of the loss per case The discounted loss per case for accounts where a payment has already been missed (1 e observed losses) is
higher than for accounts that are up to date {1 e IBNO losses) because the discounting effect 1s lower reflecting the fact that the
process 1o recover the funds 1s further advanced
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incurred but not observed imparment loss allowances
Indmidually assessed loans for which no evidence of loss has been specifically \dentified on an indwidual basis are grouped
together according to their credit nsk characteristics for the purpose of calculating an estimated allowance for inherent losses
Such losses wiil only be individually dentified in the future As scon as information becomes available which identifies losses on
indvidual loans within the group, those loans are removed from the group and assessed for observed losses

The allowance for inherent losses 1s determined on a portfolio basis by applying the impairment loss allowances
methodology outlined above to these accounts after taking inte account

> historical loss experience in portfolios of similar credit nisk charactenistics (for example, by product),

> the estimated penod between impairment occurnng and the loss being identified and ewidenced by the estabhishment
of an observed loss allowance against the individual loan (known as the emergence period, as discussed below}, and

> management’'s judgement as to whether current economic and credit conditions are such that the actual level of

inherent losses at the balance sheet date 1s kely to be greater or less than that suggested by historical experience

The emergence period

This 15 the period which the Group's statistical analysis shows to be the penod in which losses that had been incurred but have
not been separately identified at the balance sheet date, become evident as the loans turn into past due Based on the Group's
statistical analysis at 31 December 2011 and 2010, the emergence period was two to three months for unsecured lending and
twelve months for secured lending The longer emergence pened for secured lending reflects the fact that a customer I1s more
Iikely to default on unsecured debt before defaulting on secured lending The factors considered in deterrmining the length of the
emergence period for unsecured lending are recent changes in customers’ debit/credit payment profiles and credit scores The
factors considered for secured lending are the frequency and duration of exceptions from adherence to the contractual payment
schedule

Observed impawment loss allowances
An impairment loss allowance for observed fosses 1s established for all past due loans after a specified penod of repayment
default where 1t 1s probable that some of the capital will not be repaid or recovered through enforcement of any applicable
secunty Loans for which evidence of loss has been specifically identified are grouped together according to ther credit risk
charactenistics for the purpose of calculating an estimated allowance for observed losses

The allowance for observed losses 1s determined on a portfolio basis by applymg the impairment loss allowances
methodology outlined above for IBNO to these accounts, with the exception that no consideration 15 given to an emergence
period, as the losses are already observed

Generally, the length of tme before an asset is placed on default status for an imparrment loss review 1s when at least
one payment 15 missed Repayment default periods vary depending on the nature of the collateral that secures the advances On
advances secured by residential or commercial property, the default pencd 15 three months For advances secured by consumer
goods such as cars or computers, the default pericd 1s less than three months, the exact penod beng dependent on the
particular type of loan in this category On unsecured advances, such as personal term loans, the default period 1s generally four
missed payments (three months in arrears) Exceptions to the general rule exist with respect to revolving facilities, such as bank
overdrafts, which are placed on default upon a breach of the contractual terms goverming the applicable account, and on credit
card accounts where the default period 1s three months

Reversals of impairment

If in a subsequent penod, the amount of an imparment loss reduces and the reduction can be related objectively to an event
occurnng after the impairment was recognised, the excess 15 written back by reducing the impairment loss allowance account
accordingly The write-back 1s recognised in the income statement

Write-off
For secured loans, a write-off 15 onty made when all collection procedures have been exhausted and the security has been sold or
from claiming on any mortgage indemnity guarantee or other insurance Security 1s realised in accordance with the Group's
internal debt management programme For unsecured loans, a write-off 1s only made when all internal avenues of collecting the
debt have been exhausted and the debt 1s passed over to external collection agencies Contact 1s made with customers with the
aim to achieve a realistic and sustainable repayment arrangement Litigation and/or enforcement of secunity 1s usually carried out
only when the steps described above have been undertaken without success

All write-offs are on a case by case basis, taking account of the exposure at the date of write-off, after accounting for
the value from any collateral or insurance held against the lcan Except on fraud, where the exposure s written off once full
investigations have been completed and the probability of recovery 1s mimimal The time span between discovery and wnite-off
will be short and may not result in an imparment loss allowance being raised The write-off policy 1s reqularly reviewed Wnite-
offs are charged agamnst previously established impairment loss allowances

Recoveries

Recoveries of impairment losses are not included in the impairment loss allowance, but are taken to income and offset against
impairment losses Recoveries are classified in the income statement as 'impairment losses on loans and advances’
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Impairment losses on restructured/renegotiated retail assets (forbearance)
To support retail customers that encounter actual or apparent financial difficulties, the Group may grant a concession, whether
temporary or permanent, to amend contractual amounts or timings where a customer’s financial distress tndicates a potential
that satisfactory repayment may not be made within the onginal terms and conditions of the contract These arrangements are
known as forbearance

There are different nisk charactenstics associated with loans that are subject to forbearance as compared to loans that
are not A range of forbearance arrangements may be entered into by the Group, reflecting the different risk charactenstics of
such loans The Group’s forbearance programmes are described in the credit risk section in the Risk Management report

- Mortgages
On advances secured by residential property, the main types of forbearance offered are capitalisation, under the forms of
payment arrangements, and refinancing (either a term extension or an interest only concession), supject to customer negotiation
and vetting Such accounts are classified in the "collections” category and continue to be reported in arrears until the arrears are
capitahsed

The imparrment loss allowances on these accounts are calculated in the same manner as on any other account, using
the Group's collective assessment methodology In making a collective assessment for impairment, loans that are subject to
forbearance are grouped together according to therr credit nsk charactenstics Separate assessments are performed for loans in
forbearance that are performing and non-performing, and for each type of forbearance applied to reflect therr differing nsk
profiles The loss propensities are based on recent historical expenence, typically covering a period of no more than the most
recent six months in the year under review For each portfolio of loans in forbearance, the loss propensity factor applied in the
collective assessment calculation 1s higher reflecting the higher nsk of default attached to these accounts

Where accounts undergoing forbearance are in arrears prior to entering forbearance they continue to be reported In
ther onginal delinquency cycle until any arrears are capitalised, at which point the accounts wall be transferred to the
“performing” category The impairment provision on these accounts ts based on the delinguency cycle in which the account was
classified when 1t entered forbearance, unless the account's status has deteriorated further since then, in which case the
impairment provision will be based on the current status

It 1s not expected that all accounts in the collections category will default particularly as the Group's lending pohicies
only permit a mortgage restructure, refinance or forbearance 1n circumstances where the customer 15 expected to be able to
meet the related requirements and ulumately repay in full

- Unsecured Personal Loans
For unsecured personal loans ("UPLs’), the main type of forbearance offered 1s term extension, subject to customer negotiation
and vetting UPL forbearance methodologies are consistent with those applied for mortgages

- Credit Cards

For credit card lending, the main types of forbearance offered are reduced repayment arrangements and reduced settlement
arrangements Reduced settlement arrangements have no impact on the provisioning level as the agreed remamning balance 15
written off at the point of settlement

(1i) Corporate assets

Corporate assets are assessed either individually or collectively for impairment An impairment loss 1s incurred if there 1s objective
evidence that a loss event has occurred since Initial recognition of the assets that has an impact on the estimated future cash
flows of the assets

Potential indicators of loss events

Potential indicators of loss events which may be evidence of financial difficulty for a corporate borrower may include the
borrower notifying the Group of current or [kely financial distress, corporate results not meeting forecasts, missed repayments,
requests for additional funding, breaches of covenants and changes in business plans

Individual assessment
Impairment reviews are conducted monthly for those assets on the Group's ‘Watchlist’ of new, emerging and serous
circumstances relating to the asset, with a particular focus on the following scenancs

> where an asset has a payment default which has been outstanding for 90 days or more,

> where non-payment defaults have occurred andfor where 1t has become evident that a workout or rescheduling
exercise 15 1o be undertaken, or

> where it has become evident that the value of any secunty i1s no longer considered adequate

In such situations the asset 1s transferred to the Corporate Banking Workouts & Collections team As part of ther impairment
reviews, an assessment I1s undertaken of the expected future cash flows (including a revaluation of collateral held) in relation to
the relevant asset, appropriately discounted The result 1s compared to the current net book value of the asset Any shortfall
evidenced as a result of such a review results in an observed impairment loss allowance
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Collective assessment
Collective impairment assessment 1s used for portfolios classified as "performing assets’ where 1t is believed that market events
are likely to have determined that losses are already inherent in a portfolio (1 e IBNO) notwithstanding that these events may not
have manifested themselves in specific defaults or other triggers that would lead to an individual impairment assessment The
amount of any such collective impairment loss allowance, for each portfolio concerned represents management's best estimate
of Iikely loss fevels and takes into account, amongst other factors, the total exposure and antiapated stressed levels in the
relevant industry sector, estimates of probability of defauit and loss given default rates

The level of IBNO for each portfolio 1s calculated, based on these factors, and is applied to the total value of unimparred
assets within the portfolio (1e excluding any assets for which an observed impairment loss allowance already exists) The
imparment loss allowance assessment 1s regularly reviewed for any matenal change in the dynamics of the portfolio (e g
volume, mix, observed losses) and market conditions (including cormpanson of the current IBNO impairment loss allowance level
to the range of IBNO impairment loss allowances across similar loans in the industry)

Reversals of impairment

If in a subsequent penod, the amount of an impairment loss reduces and the reduction can be related objectively to an event
occurring after the impairment was recognised, the excess 1s written back by reducing the impairment loss allowance account
accordingly The write-back 1s recogrised in the income statement

Write-off

For secured loans, a write-off 1s made when all collection procedures have been exhausted and the security has been sold For
unsecured loans, a write-off 1s made when all avenues for collecting the debt have been exhausted There may be occasions
where a write-off occurs for other reasons, for example, following a consensual restructure of the debt or where the debt 1s sold
for strategic reasons into the secondary market at a value lower than the face value of the debt Wnite-offs are charged against
previously established impairment loss allowances

Recoveries
Recoveries of impairment losses are not included n the impairment loss allowance, but are taken to income and offset against
impairment losses Recoveries are classified 1n the income statement as ‘Impairment losses on lcans and advances’

Impairment losses on restructured/renegotiated corporate assets (forbearance)
To support corporate customers that encounter actual or apparent financial difficulties, the Group may grant a concession,
whether temporary or permanent, 1o amend contractual amounts or timings where a customer’s financial distress indicates the
potential that satisfactory repayment may not be made within the onginal terms and condtions of the contract These
arrangements are known as forbearance

There are different risk characternistics associated with loans that are subject to forbearance as compared to loans that
are not A range of forbearance arrangements may be entered into by the Group, reflecting the different nsk charactenstics of
such loans The Group's forbearance programmes are described in the credit risk section in the Risk Management report

For corporate borrowers, the main types of forbearance offered are payment arrangements, refinancing {pnincipally,
either a term extension or an nterest only concession) and in hmited crcumstances other forms of restructuring policies
{principally a debt for equity swap), subject to customer negotiation and vetting

If such accounts were ¢lassified in the “non-performing” loan category prior to the restructuring, they conunue to be
classified as non-performing untit evidence of compliance with the new terms is demonstrated (typically over a period of at least
three months) before being reclassified as “substandard” If the account was not categorised as non-performing at the time the
revised arrangements were agreed, the case 15 considered to be a renegotiation and s reclassified to “substandard” upon
completion of the restructuring agreement

Once a substandard asset has demonstrated continued compliance with the new terms and the nsk profile 1s deemed to
have improved 1t may be reclassified as a “performing asset” When such accounts are reclassified as performing assets, they
continue to be assessed for imparment collectively for inherent losses under the Group's normal collective assessment
methodology Until then, impairment loss allowances for such restructured loans are assessed individually, taking into account
the value of collateral held as confirmed by third party professional valuations and the available cashflow to service debt over the
period of the restructuring These impairment loss allowances are assessed and reviewed regularly In the case of a debt for
equity conversion, the converted debt 15 written off against the existing impairment loss allowance upon completion of the
restructuring The value of the equity acquired 15 reassessed penodically in hght of subsequent performance of the restructured
company

Where an account 15 in forbearance, its additional nisk charactenstics are reflected by way of management’s hest
estimate as the only practical means of factonng recent conditions into impairment calculations until the Group’s models can be
recalibrated As more comprehensive data on the performance of loans in forbearance i1s gathered, the Group’s medels will be
recalibrated

{in} Loans and receivables securities

Loans and recevables securities are assessed indwidually for impairment An impawrment loss is incurred if there 1s objectve
evidence that a loss event has occurred since initial recognition of the assets that has an impact on the estimated future cash
flows of the loans and recevables securities Potential indicators of loss events include significant financial distress of the issuer
and default or delinquency in interest and principal payments {breach of contractual terms)
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Loans and recewvables securities are monitored for potential impairment through a detailed expected cashflow analysis taking into
account the structure and underlying assets of each indidual securty Once specific events give nse to a reasonable expectation
that future anticipated cash flows may not be received, the asset originating these doubtful cash flows will be deemed to be
impaired

(b) Available-for-sale financial assets

The Group assesses at each balance sheet date whether there is objective evidence that a financial asset or a group of financial
assets 15 imparred In assessing whether assets are impaired, a significant or prolonged decline in the far value of the secunty
below 1ts cost 1s considered evidence The cumulative loss 1s measured as the difference between the acquisition cost and the
current farr value, less any impairment loss previously reported in the income statement and is removed from other
comprehensive income and recogmsed in the income statement

If In a subsequent pericd, the far value of a debt instrument classified as availlable-for-sale increases and the mncrease s
due to an event occurring after the impairment loss was recognised In the income statement {with objective evidence to support
this), the imparrment loss 1s reversed through the income statement

If 1n a subsequent period, the farr value of an equity instrument classified as available-for-sale increases, all such
increases in the far value are treated as a revaluation, and are recognised in other comprehensive income Imparrment losses
recognised on equity instruments are not reversed through the income statement

IMPAIRMENT OF NON-FINANCIAL ASSETS

At each balance sheet date, or more frequently when events or changes in circumstances dictate, property plant and equipment
(ncluding operating lease assets) and intangible assets (including goodwill) are assessed for indicators of imparrment If
indications are present, these assets are subject to an imparrment review

The impawment review comprises a comparison of the carrying amount of the asset or cash generating umit with its
recoverable amount the higher of the asset’s or cash-generating umit's fair value less costs to sell and its value in use The cash-
generating umit represents the lowest level at which goodwill 1s monitored for internal management purposes and 1s not larger
than an operating segment

The net selling price I1s calculated by reference to the amount at which the asset could ke disposed of in a binding sale
agreement In an arm’s length transaction evidenced by an active market or recent transactions for similar assets, less costs to sell
Value in use 15 calculated by discounting management’s expected future cash flows obtainable as a result of the asset's
continued use, Including those resulting from its ultimate disposal, at a market based discount rate on a pre tax bass The
recoverable amounts of goodwill have been based on value 1n use calculations

The carrying values of property, plant and equipment and goodwill are written down by the amount of any impairment
and the loss 15 recognised in the income statement in the period in which 1t occurs Impairment of a cash generating unit s
allocated first to goodwill and then to cther assets held within the unit on a pro-rata basis An impairment loss recognised in an
intenm period 15 not reversed at the balance sheet date A previously recognised impairment loss relating to property, plant and
equipment may be reversed i part or in full when a change in crcumstances leads to a change in the estimates used to
determine the property, plant and equipment’s recoverable amount The carrying amount of the fixed asset will only be
increased up to the amount that would have been had the onginal imparment not been recogrised Impairrment losses on
goodwill are not reversed For conducting goocdwill impairment reviews, cash generating umits are the lowest level at which
management monitors the return on investment on assets

LEASES

The Group as lessor

Operating lease assets are recorded at deemed cost and depreciated over the Iife of the asset after taking into account
antiapated residual values Operating lease rental income and depreciation 1s recognised on a straight-line basis over the hfe of
the asset Amounts due from lessees under finance leases and hire purchase contracts are recorded as recewvables at the amount
of the Group's net investment in the leases Finance lease income is allocated to accounting periods so as to reflect a constant
periodic rate of return on the Group’s net Investment outstanding in respect of the leases and hire purchase contracts

The Group as lessee

The Group enters into operating leases for the rental of equipment or real estate Payments made under such leases are charged
to the income statement on a straight-hne basis over the period of the tease When an operating lease i1s terminated before the
lease period has expired, any payment to be made to the lessor by way of penalty i1s recognised as an expense in the period in
which termination takes place If the lease agreement transfers the risk and rewards of the asset, the lease 1s recorded as a
finance lease and the related asset 15 capitalised At inception, the asset is recorded at the lower of the present value of the
minimum lease payments or fair value and depreciated over the lower of the estimated useful ife and the life of the lease The
corresponding rental obligations are recorded as borrowings The aggregate benefit of incentives, if any, 15 recognised as a
reduction of rental expense over the lease term on a straight-line basis
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INCOME TAXES, INCLUDING DEFERRED TAXES

The tax expense represents the sum of the income tax currently payable and deferred income tax

Income tax payable on profits, based on the applicable tax law in each junsdiction, 1s recogrised as an expense 1n the
pericd in which profits anse Taxable profit differs from net profit as reported in the income statement because it excludes items
of income or expense that are taxable or deductible in other years and 1t further excludes items that are never taxable or
deductible The hability for current tax 1s calculated using tax rates that have been enacted or substantvely enacted by the
balance sheet date

Deferred income tax 1s the tax expected to be payable or recoverable on income tax losses available to carry forward
and on temporary differences arising between the tax bases of assets and hatulities and ther carrying amounts in the
Consohdated Financial Statements and s accounted for using the balance sheet liability method Deferred tax habilities are
generally recognised for all taxable temporary differences and deferred 1ax assets are recognised to the extent that «t 15 probable
that taxable profits will be available against which the assets may be utilised as they reverse Such deferred tax habilities are not
recognised 1f the temporary difference arises from the initial recognition of goodwill Deferred tax assets and liabilities are not
recognised from the initial recognition of other assets {other than in a business combination) and habilites in a transaction that
affects neither the taxable profit nor the accounting profit

Deferred tax 1s calculated at the tax rates that are expected to apply in the period when the hability is settled or the
asset 15 realised based on rates enacted or substantively enacted at the balance sheet date Deferred tax 1s charged or credited in
the income statemert, except when 1t relates to items recognised in other comprehensive income or directly in equity, in which
case the deferred tax is also recognised 1in other comprehensive income or cirectly in equity Deferred tax habilities are recognised
for taxable temperary differences ansing on investments in subsidiaries except where the Group s able to control reversal of the
temporary difference and 1t 1s probable that it will not reverse in the foreseeable future The Group reviews the carrying amount
of deferred tax assets at each balance sheet date and reduces 1t to the extent that it 1s no longer probable that sufficient taxable
profits will be available to allow all or part of the asset to be recovered

Deferred and current tax assets and liabilities are only offset when they arise in the same tax reporting group and where
there 15 both the legal right and the intention to settle on a net basis or to realise the asset and settle the lability simuttaneously

CASH AND CASH EQUIVALENTS

For the purposes of the cash flow statement, cash and cash equivalents comprise balances with less than three months’ matunty
from the date of acquisition, including cash and non-restricted balances with central banks, treasury bills and other eligible bills,
loans and advances to banks and short-term investments in securities

FINANCIAL LIABILITIES

Financial habiities are initially recognised when the Group becomes contractually bound to the transfer of economic benefits in
the future Financial labilities are derecognised when extinguished

{a) Financial habilities at fair value through profit or loss
Financial hiabilities are classified as fair value through profit or loss if they are either held for trading or otherwise designated at
fawr value through profit or loss on inibial recogmition A financial liabihity is classified as held for trading if 1t 1s a derivative or 1t 1s
incurred principally for the purpose of repurchasing or being unwound In the near term, or forms part of a portfolio of financial
Instruments that are managed together and for which there 15 evidence of short-term profit taking

In certain arcumstances financial labilities other than those that are held for trading are designated at far value
through profit or loss where this results in more relevant information because it significantly reduces a measurement
inconsistency that would otherwise anise from measuning assets and liabilities or recognising the gans or losses on them on a
different basis, or where a financial iability contains one or more embedded dervatives which are not closely related to the host
contract These habilities are initially recognised at fair value and transaction costs are taken directly to the income statement
Gains and losses ansing from changes in fair value are included directly in the income statement Derwvative financal instruments,
Trading liabilities and Financial habilties destgnated at fair value are classified as fair value through profit or foss

{b) Other financial liabilities

All other financial habilities are intially recognised at fair value net of transaction costs incurred They are subsequently stated at
amortised cost and the redemption value recognised in the income statement over the penod of the Lability using the effective
interest method Deposits by banks, Depesits by custorners, Debt securities in i1ssue {unless designated at far value) and
Subordinated liabilities are classified as amortised cost

Equity index-linked deposits

Contracts involving the receipt of cash on which customers recewve an index-linked return are accounted for as equity index-
linked deposits, and classified as deposits by customers within trading hatilities Equity index-linked deposits are managed within
the equity derivatives trading book as an integral part of the equity derivatives portfolio
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There are two principal product types
(1) Capital at Risk
These products are designed to replicate the investment performance of an equity index, subject to a floor |n the event the index
falls under a predetermined level, customers forfert a predetermined percentage of principal up 16 a predetermined amount
() Caprtal Guaranteed/Protected
These products give the customers a imited participation in the upside growth of an equity index In the event the index falls in
price, a cash principal element 15 guaranteed/protected

Equity index-linked deposits are remeasured at farr value at each reporting date with changes in fair values recognised
in the income statement The equity index-linked deposits contain embedded dervatives These embedded derivatives, in
combination with the principal cash deposit element, are designed to replicate the investment performance profile talored to the
return agreed in the contracts with cusiomers Other than new capital guaranteed products, which are treated as deposits by
customers with any associated embedded derwvatives bifurcated, embedded derivatives are not separated from the host
instrument and are not separately accounted for as a derivative instrument, as the entire contract embodies both the embedded
dervative and the host instrument and 15 remeasured at far value at each reporting date As such, there 1s no requirement to
bifurcate the embedded derivatives in the equity index-linked deposits

BORROWINGS

Borrowings (which include deposits by banks, deposits by customers, debt securities in issue and subordinated liabilities) are
recognised initially at fair value, being their 1ssue proceeds (fair value of consideration receved) net of transaction costs incurred
Borrowings are subseguently stated at amortised cost or fair value dependent on designation at initia! recognition

Preference shares which carry a contractual obligation to transfer econemic benefits are classified as financial liabilities
and are presented in subordinated labilities The coupen on these preference shares is recognised in the income statement as
interest expense on an amortised cost basis using the effective interest method

PROVISIONS

Provisions are recognised for present obligations arising as consequences of past events where 1t 1s more likely than not that a
transfer of economic benefits will he necessary to settle the obligation, and it can be reliably estimated

Provision 1s made for the estimated cost of making redress payments with respect to the past sales of products, based
on conclusions regarding the number of claims that will be receved, including the number of those that will be upheld, and the
estmated average settlernent per case Provision 1s made for the anticipated cost of restructuning, including redundancy costs,
when an obligation exists An aobligation exists when the Group has a detailed formal plan for restructuring a business, has raised
valid expectations in those affected by the restructuring, and has started to implement the plan or announce its main features

When a leasehold property ceases to be used in the business, provision 1s made where the unavoidable costs of the
future obligations relating to the lease are expected to exceed anticipated rental income The net costs are discounted using
market rates of interest to reflect the long-term nature of the cash flows

Provision 1s made for loan commitments, other than those classified as held for trading, within impairment loss
allowances If it 1s probable that the facility will be drawn and the resulting loan will be recognised at a value less than the cash
advanced Contingent habilities are possible obligations whose existence will be confirmed only by certain future events or
present obligations where the transfer of economic benefit 1s uncertain or cannot be rehably measured Contingent habilities are
not recognised but are disclosed unless they are remote

FINANCIAL GUARANTEE CONTRACTS

Financial guarantee contracts are contracts that require the issuer to make specified payments to reimburse the hotder for a loss
It incurs because a specified debtor fails to make payments when due in accordance with the terms of a debt instrument The
Group accounts for guarantees that meet the defimition of a financial guarantee contract at far value on initial recogrition In
subsequent peniods, these guarantees are measured at the higher of the initial fair value less cumulatve amortisation and the
amount that would be recognised as an impairment loss allowance as described in the accounting policies above

SHARE CAPITAL
Incremental external costs directly attributable to the issue of new shares are deducted from equity net of related income taxes
DIVIDENDS

Dwidends on ordinary shares are recogrused in equity In the penied in which the right to receive payment 1s established
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CRITICAL ACCOUNTING POLICIES AND AREAS OF SIGNIFICANT MANAGEMENT JUDGEMENT

The preparation of the Group’s Consolidated Financial Statements requires management 1o make estimates and judgements that
affect the reported amount of assets and liabilities at the date of the financial statements and the reported amount of income
and expenses during the reporting penod Management evaluates its estimates and judgements on an ongoing basis
Management bases 1ts estimates and judgements on historical expenience and on vanous other factors that are believed to be
reasonable under the crcumstances Actual results may differ from these estimates under different assumptions or conditions

The following accounting estimates and judgements are considered impertant to the portrayal of the Group's financial
results and financial condition because {1) they are highly susceptible to change from period to period as assumptions are made
to calculate the estimates, and (1) any sigmificant difference between the Group’s estimated amounts and actual amounts could
have a matenal impact on the Group's future financial results and financial condrtion

In calculating each estimate, a range of outcomes was calculated based principally on management’s conclusions
regarding the input assumptions relative to histonc experience The actual estimates were based on what management
concluded to be the most probable assumptions within the range of reasonably possible assumptions

(a) Impairment loss allowances for loans and advances

The Group estimates impairment losses for loans and advances to customers, loans and recewvables securties, and loans and
advances to banks as described in the accounting policy “Impairment of financial assets” on page 177 The Group's assumptions
about estimated losses are based on past performance, past customer behaviour, the credit quahty of recent underwritten
business and general economic conditions, which are not necessanly an indication of future losses

{1) Loans and advances to customers
The net impairment loss {1 e after recovenes) for loans and advances to customers in the Retall Banking segment recognised in
2011 was £339m (2010 £552m), and in the Corporate Banking segment was £226m {2010 £160m) In cafculating the Retal
Banking and Corporate Banking impairment loss allowances, a range of outcomes was calculated, either for each individual lean
or by portfolio, based on management’s conclusions regarding the estimated number of accounts that will be written off or
repossessad (the ‘loss propensity’), the estimated proportion of such cases that will result in a loss (the ‘loss factor’}) and the
average loss incurred (the 'loss per case’) relative 1o histonc experience

Had management used different assumptions, a larger or smaller impairment loss allowance would have resulted that
could have had a material impact on the Group’s reported profit before tax Specifically, if management’s conclusions as to the
loss propensity, the loss factor and the estimated loss per case were different, but within the range of what management
deemed to be reasonably possible, the impairment loss for loans and advances in the Retall Banking segment could have
decreased in 2011 from an actual impairment loss of £339m (2010 £552m, 2009 £680m) by up to £120m (2010 £99m, 2009
£122m), with a potential corresponding increase In the Group's profit before tax in 2011 of up to 10% (2010 5%, 2009 8%),
or mncreased by up to £41m {2010 £49m, 2009 £110m), with a potential corresponding decrease in the Group's profit before
tax in 2011 of up to 3% (2010 3%, 2009 7%) Similarly, the impairment loss for loans and advances in the Corporate Banking
segment could have decreased in 2011 from an actual impairment loss of £226m (2010 £160m) by up to £53m (2010 £38m),
with a potential corresponding increase in the Group's profit before tax in 2011 of up to 4% (2010 1%), or increased by up to
£50m (2010 £28m), with a potential corresponding decrease in the Group’s profit before tax in 2011 of up to 4% (2010 1%)

(n) Loans and receivables securities

In 2011, the Group did not incur any impairment losses in respect of loans and recevables secunties (2010 £nil, 2009 £69m)
Based on the conditions at the balance sheet date, management determined that a reasonably possible change in any of its
assumptions would nct cause an impairment loss to be recognised

(i) Loans and advances to banks

In 2011, 2010 and 2009, the Group did not incur any impairment losses in respect of loans and advances to banks Based on the
conditions at the balance sheet date, management determined that a reasonably possible change in any of its assumptions
would not cause an impairment loss to be recognised

(b) Valuation of financtal instruments

The Group trades in a wide variety of financial instruments in the major financial markets When estimating the value of its
financial instruments, including derivatives where quoted market prices are not available, management therefore considers a
range of interest rates, volatility, exchange rates, counterparty credit ratings, valuation adjustments and other similar inputs, all of
which vary across maturity bands These are chosen to best reflect the particular characteristics of each transaction

Had management used different assumptions, a larger or smaller change in the valuation of financial nstruments
including dervatives where quoted market prices are not available would have resulted that could have had a material impact on
the Group’s reported profit before tax

Detaled disclosures on financial instruments, including sensitivities, can be found in Note 47 Further information about
sensitvities to market nsk {including Value-at-Risk ('VaR")) ansing from financat instrument trading actvities can be found in the
Risk Management Report on page 118
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(c) Goodwill impairment

A goodwill imparment loss of £60m was recognised in 2011 (2010 £nil, 2009 £nil} The carrying amount of goodwill was
£1,834m at 31 December 2011 (2010 £1,894m) The Group evaluates whether the carrying value of goodwill 1s impared and
performs imparrment testing annually or more frequently if there are impairment indicators present Details of the Group’s
approach to identifying and guantifying impairment of goodwill are set out in Note 25 Assumptions about the measurement of
the estimated recoverable amount of goodwill are based on management’s estmates of future cash flows and growth rates of
the cash-generating units The Group's assumptions about estmated future cash flows and growth rates are based on
management's view of future business prospects at the time of the assessment and are subject to a high degree of uncertainty

Had management used different assumptions, a larger or smaller goodwill imparrment loss would have resulted that
could have had a matenal impact on the Group's reported profit before tax Detailed disclosures on the assumptions used,
including sensitivittes, can be found in Note 25

(d) Provision for customer remediation, princapally payment protection insurance (‘PPI’)

The provision charge for customer remediation, principally PP, relating to products sold recognised in 2011 was £751m (2010
£120m, 2009 £10m} before tax The balance sheet provision amounted to £671m (2010 £185m, 2009 £43m) Detailed
disclosures on the provision for customer remediation can be found in Note 36

The prowision represents management’s best estimate of the anucipated costs of related customer contact and/or
redress, including administration expenses However, there are still a number of uncertainties as to the eventual costs from any
such contact and/or redress given the inherent difficulties in assessing the impact of detaled implementation of the FSA Policy
Statement of 10 August 2010 for all PPl complaints, uncertainties around the ultimate emergence period for complaints, the
availabiity of supporting evidence and the activities of claims management companies, all of which will significantly affect
complaints volumes, uphold rates and redress costs

The provision requires significant judgement by managernent in deterrining appropriate assumptions, which include
the level of complaints, of those, the number that will be upheld, as well as redress costs for each of the different populations of
customers identified by the Group in its analyses used to determine the best estimate of the anticipated costs of redress

Had management used different assumptions, a larger or smaller provision charge would have resulted that could have
had a matenal impact on the Group’s reported profit before tax Specfically, if the level of complaints had been one percentage
point higher/lower} than estimated for all policies written then the prowision at 31 December 2011 would have
increasedf{decreased) by approximately £36m There are a large number of inter-dependent assumptions under-pinning the
provision, this sensitivity assumes that all assumptions, other than the level of complaints, remain constant

The Group will re-evaluate the assumptions underlying its analysis at each reporting date as more information becomes
avallable As noted above, there 15 Inherent uncertainty in making estimates, actual results in future pertods may differ from the
amount provided

(e} Pensions

The Group operates a number of defined benefit pension schemes as described in Note 37 and estimates therr far values as
described in the accounting policy “Pensions and other post retirement benefits” on page 172

The defined benefit service cost recognised in 2011 was £34m {2010 £35m, 2009 £44m} The defined benefit pension
schemes which were 1n a net asset position had a surplus of £241m and the defined benefit pension schemes which were in a
net hiabibity position had a deficit of £216m (2010 defiat of £173m) The current year service cost was broadly unchanged from
the previous year

Accounting for defined benefit pension schemes requires management to make assumpticns, principally about
mortality, but also about price inflation, discount rates, penston Increases, and earrungs growth Management's assumptions are
based on past experience and current economic trends, which are not necessanly an indication of future expenence

Detailed disclosures on the current year service cost and surplus, including sensitiviies and the date of the last formal
actuanal valuations of the assets and liabibities of the schemes can be found in Note 37
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2. SEGMENTS

The principal actvity of the Group s financial services The Group’s business 1s managed and reported on the basis of the
following segments

Retall Banking,
Corporate Banking,
Markets, and

Group Infrastructure

VvV VYV

In 2011, as the Group moved towards becoming a full-service commerciat bank, management wanted a fuller view in Corporate
Banking of the results of the range of services offered to corporate customers, a view which management sees as increasingly
valuable As a result, Santander Business Banking, which offers a range of banking services to small businesses in the UK, was
managed and reported as part of Corporate Banking in 2011 rather than Retall Banking as in 2010 In addition, large
multinationals were also managed and reported as part of Corporate Banking in 2011, rather than Global Banking & Markets as
in 2010 As a result of the changes, Global Banking & Markets was renamed Markets Prior years’ segmental analyses have been
adjusted to reflect the fact that reportable segments have changed

The Group’s segments are strategic busiess units that offer different products and services They are managed
separately because each business requires different technology and marketing strategies The Group has four segments

> Retail Banking offers a comprehenswe range of banking products and related finanaal services (residential mortgages,
savings and banking, and other personal financial services products) to customers throughout the UK It serves
custorners through the Santander UK network of branches and ATMs, as well as through telephone, internet channels
and intermediaries 1t also includes the private banking business which offers private banking and other specalist
banking services in the UK and international banking

> Corporate Banking provides a range of banking services principally to UK companies, with a focus on services for

SMEs, providing a broad range of banking products including loans, bank accounts, deposits, treasury services, Involce
discounts, cash transmission and asset finance Small businesses with a turnover of less than £250,000 are serviced
through the Business Banking dwision, while a network of 28 regionally-based Corporate Business Centres offers
services to businesses with a turnover of £250,000 to £150m In addition, Corporate Banking includes specialist teams
servicing Real Estate, Social Housing and UK infrastructure clients

Within Corporate Banking, the Large Corporates business 15 responsible for larger multinational corperate
clients, including related activities principally compnsing foreign exchange, meoney market and credit actvities These
related activities are structured into two main product areas Foreign exchange and money markets, and Credit Foreign
exchange offers a range of foreign exchange products and money markets runs the securties lending/borrowing and
repo businesses Credit ongnates loan and bond transactions in primary markets as well as therr intermediation in
secondary markets

Legacy portfolios in run-off are also managed within Corporate Banking

> Markets 1s a financial markets business focused on providing value added financial services to financial institutions, as
well as to the rest of Santander UK's business It 1s structured into two main product areas Fixed income and Equity
Fixed income covers sates and trading actiity for fixed income products Equity covers equity derivatives, property
dervatives and commodities Equity dervatives’ activities include the manufacture of structured products sold to both
the Group and other financial institutions who sell or distribute them on to their custormers

> Group Infrastructure consists of Asset and Liability Management ('ALM’), which 15 responsible for the Group’s capital
and funding, and the Treasury asset portfolio  ALM is responsible for managing the Group’s structural balance sheet
composttion and strategic and tactical hquidity nsk management This includes short-term and medium-term funding,
covered bond and secuntisation programmes ALM's responsibilities also include management of Santander UK's
banking products and structural exposure to interest rates The Treasury asset portfolio is being run down
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The Company’s board of directors (the ‘Board’) 1s the chief operating decision maker for the Group The segment information
below 15 presented on the basis used by the Board 1o evaluate performance and allocate resources The Board reviews discrete
financial information for each segment of the business, Including measures of operating results, assets and liabilities

The segments are managed primarily on the basis of their results, which are measured on a ‘trading’ basis The trading
basis differs from the statutory basis (described in Note 1) as a result of the application of vanous adjustments Management
considers that the trading basis provides the most appropriate way of reviewing the performance of the business

The adjustments are

> Penimeter companies pre-acquisttion trading basis results — Following the acquisition of the Santander Cards

business and the shareholdings in the Santander Consumer and Santander Private Banking businesses not already
owned by the Group (the ‘Perimeter companies’) in October and Novemnber 2010, as described in Note 46, the
statutory results for the year ended 31 December 2011 include the consolidated results of all the Penimeter companies
for the full year, whereas the statutory results for the year ended 31 December 2010 do not

The statutory results for the year ended 31 December 2010 only included 49 9% of the profit before tax of
Santander Consumer, reflecting the Group's shareholding at that tme The statutory results for the year ended 31
December 2010 included 100% of the profit before tax of Santander Private Banking but also a non-controlling
interest, pnor to the acquisition of the remaining 49% shareholding

In order to enhance the comparability of the results for the two periods, management reviews the 2010
results including the pre-acquisition results of the Perimeter companies for that period

> Reorganisation, customer remediation and other costs — These comprise implementation costs in relation to the
strategic change and cost reduction process, costs m respect of customer remedration, and certain write-offs and
impairment losses taken centrally Management needs to understand the underlying drivers of the cost base and
therefore adjusts for these costs, which are managed independently

> Hedging and other vanances - The Balance Sheet and Income Statement are subject to mark-to-market volatiity
including that ansing from the accounting for elements of derivatives deemed under IFRS rules to be ineffective as
hedges Volatility also anses on certain assets previously managed on a fair value basis, and hence classified as far value
through profit or loss under IFRS, that are now managed on an accruals basis Where appropriate, such volatiity 1s
separately 1dentified to enable management to view the underlying performance of the business In addition, other
vanances include the reversal of coupon payments on certain eguity instruments which are treated as interest expense
In the trading results but are reported below the profit after tax line for statutory purposes

> Profit on part sale and revaluation of subsidiaries - These profits are excluded from the results to allow
management to understand the underlying performance of the business In 2011, there were no such profits In 2010,
the profit that arose on the revaluation of the Group's orginal holding in Santander Consumer (UK} pic on the
acquisitron of the remaining shares by the Group was excluded from the trading results In addition, profits on the sale
of James Hay and certain other businesses were excluded from the trading results In 2009 there were no such profits

> Depreciation of operating lease assets - The operating lease businesses are managed as financing businesses and,
therefore, management needs to see the margin earned on the businesses Residual value risk 1s separately managed
As a result, the depreciation 1s netted aganst the related income in the trading results

> Capital and other charges — These principally comprise internal nominal charges for capital invested in the Group's
businesses Management implemented this charge to assess the effectiveness of capital investments

Transactions between the business segments are on normal commeraal terms and conditions The accounting policies of the
segments are the same as those described In the summary of significant accounting palicies Internal charges and transfer pricing
adjustments have been reflected in the performance of each business Revenue sharing agreements are used to allocate external
customer revenues to a business segment on a reasonable basis Funds are ordinanly reallocated between segments, resulting in
funding cost transfers disclosed in total trading income  Interest charged for these funds 1s based on the Group’s cost of capital

Interest recevable and interest payable have not been reported separately The majonty of the revenues from the
segments presented below are interest income in nature and the Board relies pnmarily an net interest revenues to both assess
the performance of the segment and to make decisions regarding allocation of segmental resources
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Retal Corporate Group
Banking Banking Markets infrastructure Total Adjustments Group Total
2011 £m £m £m £fm £m £m £m
Net interest iIncome/{expense;) 3,399 427 (3) (51) 3,772 58 3,830
Nor-interest income/(expense) 753 a11 162 (53) 1,273 82 1.355
Total trading income/(expense) 4,152 838 159 {104) 5.045 140 5.185
Admunsstration expenses {1.582) (250) (108) (50) {1.990) {5) (1.995)
Depreciation, amortisaticn and impairment (206) {12 (3) - {221) (226) (447)
Total trading expenses (1,788) (262 (111) (50) (2,211) (231) (2,442)
Impairment losses on loans and advances (339) (226 - - {565) - (565)
Provisions for other habilities and ¢charges - 3) {3) {151} {157) (760) (917)
Trading profit before tax 2,025 347 45 (305) 2,112 (851) 1,261
Adjust for
- Reorg n, customer remediation and other costs (937) - - - (937)
- Hedging and other variances (31} - - 117 86
- Capital and other charges {141) {35) - 176 -
Profit before tax 916 312 45 {(12) 1,261
Revenue from external customers 5,305 844 159 {1.263) 5,045
Inter-segment revenue (1,153) {6} - 1,159 -
Total trading Income 4,152 838 159 (104) 5,045
Customer assets 175,416 30,895 - - 206,311
Total assets™ 180,443 50,057 28,652 38,422 297,574
Customer deposits 120,052 29,139 - - 149,191
Total habilities 126,153 46,927 29,618 82,210 284,908
Average number of staff 18,590 1,936 260 133 20,919
(1} Includes customer assets, net of impairment loss allowances
The non-trading adjustments between the trading basis and the statutory basis may be analysed further as follows
Net Non- Depreciation Impairment Pravisions for Profit
interest interest  Administration amortisation losses onloans other habilities before
Income ncome expenses and impairment  and advances and charges tax
2011 £m £m £m fm £m £fm £fm
Reorg n custormer remediation and other costs - - (5) (172) - (760) (937)
Deprecration of operating lease assets - 54 - (54) - - -
Hedging and other variances 58 28 - - - - 86
58 82 {5) (226) - {760) (851)

Incfuded within the Group Totals above are the following statutory results from the Penmeter companies which were included on
a statutory basis for the full year in 2011 following their acquisition in 2010

Perimeter companies statutory basis results for the year ended 31 December 2011

Retail Corporate Group

Banking Banking Markets Infrastructure Total

fm £m £m £m £m

Net interest income 472 - - - 472
Nonanierest meome 44 - - - a4
Total operating iIncome 516 - - - 516
Administration expenses (205) - - - (205)
Depreciabion, amortisation and smpalrment (14) - - - {14)
Total operating expenses excluding provisions and charges {(219) - - - (219)
Imparrment losses on loans and advances {165) - - - (165)
Provision for other liabilities and charges {(10) - - - (10)
Total operating prowvisions and charges {175) - - - (17%)
Profit before tax 122 - - - 122
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Retail Corporate Group

Banking Banking Markets  Infrastructure Total Adjustments Group Total
2010 £m £m £m £m £m fm £m
Net interest income 3,494 357 - 302 4,153 {339} 3814
Non-interest income/(expenses} 652 347 221 (80) 1,140 20 1,220
Total trading income 4,146 704 221 222 5293 {259) 5,034
Administration expenses (1,615) (246) (74) (48) {1,983) 190 (1,793}
Depreciation amortisation and impatrment (175) {11) 23] - (188) (87) {275}
Total trading expenses (1 790) (257) (76) (48) {2171) 103 (2,068}
Impairment losses on loans and advances (703} (168) - (40) (911) 199 (712}
Prowvisions for other habilities and charges - - - - - (129) {129)
Trading profit before tax 1,653 27% 145 134 221 {86) 2,125
Adjust for
- Perimeter co pre-acquisition trading basis results {95) - - 25 (70)
- Reorg n, customer remediation and other costs (155) - - 40 {115)
- Profit on part sale and revaluation of subs - - - 126 126
- Hedging and other variances 31 - - 4 27
- Capital and other charges (81) (32) - 13 -
Profit hefore tax 1,291 247 145 442 2,125
Revenue from external customers 5,796 929 2 (1,653) 5,293
Inter-segment revenue {1,650) {225) - 1,875 -
Total trading income 4,146 704 221 222 5293
Customer assets 175431 26,660 - - 202,091
Total assets'” 180, 672 49,718 22,070 50 400 302,860
Customer deposits 125721 27,776 - - 153,497
Total habilities 130,778 50,229 22,835 86 744 290,586
Average number of staff 16,714 1927 184 122 18,947

{1} Includes customer assets net of iImpairment loss allowances

The non-trading adjustments between the trading basis and the statutory basis may be analysed further as follows

Net Non- Deprectation Impairment Provisions for Profit

nterest interest  Administration amortisation  losses on loans  other liabihities before

Income Income expenses and impairment and advances and charges tax

2010 £m £m £m im £m £m £m
Penmeter co pre-acquisition trading basis resuits (396) (27) 182 1 159 1 (70)
Reorg n, customer remediation and other costs - - 8 (33) 40 {130) (115)
Depreciation of operating lease assets - 65 - (65) - - -
Profit on part sale and revaluation of subs - 126 - - - 126
Hedging and other varances 57 (84) - - - - (27}
{339) 20 190 {87) 199 (129) {86)

The trading basis segmental results analyses above for the year ended 31 Decemnber 2010 include the pre-acquisition trading
basis results for the Perimeter companies for the reasons described in the section entitled “Perimeter companies pre-acguisition
trading basis results” on the previous pages The Perimeter companies were not part of the Group for the full year in 2010, and
the inclusion of ther pre-acquisition trading hasis results in the 2010 comparatives in the internal segmental information
reviewed by the Board 15 intended only to enhance the comparability of the trading basis results for 2011 and 2010 These pre-
acquisition trading basis results do not form part of the statutory results of the Group for the year ended 31 December 2010 The
inclusion of these results in the internal segmental information reviewed by the Board is not intended to imply that the Penmeter
companies were part of the Group at that time, and should not be interpreted as attempting to do 5o
Details of the pre-acquisition trading basis financial nformation included above, by segment, are as follows

Perimeter companies pre-acquisition trading basis results for the year ended 31 December 2010

Retad Banking  Corparate Banking Markets Group Infrastructure Total

£m £m Em fm £m

Net interest income 396 - - - 396
Non-interest incomef(expense) 52 - - {25} 27
Total trading income/{expense) 448 - - (25) 423
Administration expenses (182) - - - (182)
Depreciation, amortisation and impairment {11) - - - {11}
Total operating expenses excluding provisions and charges (193 - - - (193}
Impairment losses on loans and advances {159) - - - (159)
Provisions for other liabiliies and charges {1) - - - (1)
Total operating provistons and charges {160} - - - (160)
Trading profit/(loss) befare tax 95 - - {25) 70

The full year trading basis results for the year ended 31 December 2010 comprised £471m net interest income, £60m non-
interest mcome, £217m administration expenses, £13m depreciation and amertisation, £192m imparrment losses on loans and
advances, £nil provisions for other habilities and charges, and £109m trading profit before tax
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Retail Carporate Group

Banking Banking Markets Infrastructure Teral Adjustments Group Total
2009 £m fm £m fm fm £m £m
Net interest income 2,746 359 - 236 3,34 71 3,412
Non-interest income 694 332 204 87 1317 (33) 1,284
Total trading ncome 3,440 691 204 323 4,658 38 4,696
Administration expenses (1422} (267) (57) (46) {1,792) (56) (1,848)
Depreciation, amortisation and impairment (132) (17) (3) - (152) {108) {260)
Total trading expenses (1,554) (284) (60) (46) (1,944) {164) (2,108)
Impairment losses on loans and advances (672) (73) - (57) (802} (40) {842)
Provisions for other habilities and charges - - - - - (56) (56}
Trading profit before tax 1,214 334 144 220 1,912 (222) 1,690
Adjust for
- Reerg n, customer remediation and other costs (146) - - (40) (186)
- Hedging and other variances a7 - - (19) (36)
- Capital and other charges 47 (34) - 81 -
Profit before tax 1,004 300 144 242 1,690
Revenue from external customers 5,590 795 204 (1,931 4,658
Inter-segment revenue {2,150) (104) - 2,254 -
Total trading income 3,440 691 204 323 4,658
Customner assets 165,450 24,617 - - 180 067
Total assets' 169,748 54 773 16,441 47 329 285,291
Custorner deposits 119,399 24 491 - - 143,850
Total habilities 123,055 47,333 17,689 89,992 278,069
Average number of staff 18,375 2 087 141 118 20,721

{1} Includes customer assets net of impairment loss allowances

The non-trading adjustments between the trading basis and the statutory basis may be analysed further as follows

Net Non- Depreciaticn Impairment losses  Provisions for Profit
Interest interest  Administration amortisation and on loans and  other habities before
income Income expenses impairment advances and charges tax
2009 £m im £m fm £m £m fm
Reorg n, customer remediation and other costs - - (56) (34) (40) (56} {186)
Depreciation of operating lease assets - 74 - (74) - - -
Hedging and other varances 71 {107} - - - - {36)
71 (33 {56) {108) (40) (56) (222)
Revenue by products and services
Details of revenue by product or service are disclosed in Notes 310 5
Geographical information
A geographical analysis of total operating income 1s presented below
Group
201 2010 2009
£m £m fm
United Kingdom 5,124 4,989 4,625
Other 61 45 71
5.185 5,034 4,696

A geographical analysis of total assets other than financial instruments, current and deferred tax assets and post-employment

benefit assets 1s presented below

2011 2010

£m £m

United Kingdom 3,796 3,854
Other 6 6
3,802 3,960
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3. NET INTEREST INCOME

Group
2011 2010 2008
fm fm fm
Interest and similar income
Loans and advances to banks 120 154 155
Loans and advances to customers 7,425 6,799 6,823
Other interest-earning financial assets 73 94 340
Total interest and similar income 7.618 7 047 7.318
Interest expense and similar charges
Deposits by banks (168) (87 (366)
Deposits by customers (2,711) {(2,424) (2,256)
Subordinated debt (214) (276) {281)
Debt securities 1n issue (694) (360) (905)
Other interest-bearing financial habilites ) (86} (98)
Total interest expense and similar charges (3,788) (3.233) (3,906)
HNet interest income 3,830 3,814 34i2
4. NET FEE AND COMMISSION INCOME
Group
2011 2010 2009
£m fm £fm
fee and commission Income
Retail and corporate products 896 662 674
Insurance products 169 134 158
Asset management 73 106 154
Total fee and commission income 1,138 802 986
Fee and commssion expense
Other fees pad (220) (203) {162)
Total fee and commission expense (220) (203) {162)
Net fee and commission income 918 699 824
5. NET TRADING AND OTHER INCOME
Group
2011 2010 2009
£m fm £m
Net trading and funding of other items by the trading book 255 3 187
Income from operating lease assets 68 84 g5
Income on assets designated at fair value through profit or toss 530 245 g5
Expense on liabilites designated at fair value through profit or loss (105} 11y (117
{Losses)/gains on dervatives managed with assets/Miabilibes held at fair value through profit or loss (458) {154) 230
Share of profit from associate 1 25 5
Profit/{loss) on sale of avallable-for-sale assets - - -
Profit on revaluation of associate (See Note 46} - 87 -
Profit on sale of subsidiary undertakings - 39 -
Loss on sale of property, plant and equipment and intangible fixed assets {2) (2) -
Hedge ineffectiveness and cther 148 (83) (35)
437 521 460
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6. ADMINISTRATION EXPENSES

Group
2011 2010 2009
Em £m £fm

Staff costs
Wages and salanes 608 508 552
Performance-related payments - cash 1 126 145
- shares 2 15 5
Social security costs 77 65 7
Pensions costs - defined contribution plans 30 42 20
- defined benefit plans 24 25 55
Other share-based payments {1) (3 5
Bank payroll tax - - 15
Other personnel costs 86 57 52
956 835 920
Property plant and equipment expenses 190 214 227
Iinformation technology expenses 413 337 n
Other administratton expenses 436 407 390
1,995 1,793 1,848

“Performance-related payments — shares” consist of bonuses paid in the form of shares and awards granted under the Long-
Jerm Incentive Plan, as described in Note 42 Included in "performance-related payments — shares” 1s £9m (2010 £8m, 2009
£5m) which arose from equity-settled share-based payments, none of which related to option-based schemes “Other share-
based payments” consist of options granted under the Employee Sharesave scheme, as described in Note 42, which comprnise the
Group's cash-settled share-based payments

Performance-related payments above include amounts related to deferred performance awards as follows

Costs recogmised 1n 2011 Costs expected to be recognised in 2012 or later
Ansing from awards in Anising from awards in Total Ansing fram awards Ansing from awards Total
current year prior year In current year IR ProfF year
£m fm £m £m £m Em
Cash 2 1 3 3 1 4
Shares 7 10 17 El 9 18
Total 9 1 20 12 10 22

The following table shows the amount of bonus awarded to employees for the performance year 2011, together with the
number of beneficianes for each type of award granted In the case of deferred cash and share awards, the final amount pad to
an employee 1s influenced by forfeiture provisions and any performance conditions to which these awards are subject The
deferred share award amount 1s based on the fair value of these awards at the date of grant

Expenses charged Expenses deferred to future Total
ih the year periods

2011 2010 2011 2010 2011 2030
fm fm £m fm £fm £m
Cash award - not deferred 108 125 - - 108 125
- deferred 3 1 4 2 7 3
Shares award — not deferred 4 - - - 4 -
- deferred 17 15 18 18 35 33
Totzl discretionary bonus 132 141 22 20 154 161
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7. DEPRECIATION, AMORTISATION AND IMPAIRMENT

Group

2011 2010 2009

£m £m fm

Depreciation of property, plant and equipment 224 220 238
Amortisation and impairment of intangible assets 223 55 22
447 275 260

In 2011, amortisation and impairment of intangible assets included £112m and £60m in respect of the impairment of software
and goodwill, respectively, as set out in Note 25

8. AUDIT AND OTHER SERVICES

The fees for audit and other services payable to the Company’s auditor, Deloitte LLP, are analysed as follows

Group
2011 2010 2009
£m fm £m
Audit fees
- Fees payable to the Company's auditor for the audit of the Group’s annual accounts 21 21 25
- Fees payable to the Company's auditor and its associates for the audit of the Company's 16 17 23
subsidiaries pursuant to legislation
Total audit fees 37 38 48
Non-audit fees
Other assurance services
- Cther services pursuant to legislation 03 - 06
- Tax compliance services - - -
- Other assurance 08 09 04
Totat other assurance services 11 09 10
Other services
- Tax services 05 05 Q7
- Other services - 01
Total other services 05 06 07
Total non-audit fees 16 15 17

Other services pursuant to legislation relate to services performed in connection with statutory and regulatory filings of the
Company and its assoclates Of this category, £0 3m (2010 £nd, 2009 £0 3m) accords with the definition of *Audit fees’ per US
Securities and Exchange Commussion {'SEC’) guidance The remamning £nit 2010 £nil, 2009 £0 3m) accords with the definition
of ‘Audit related fees’ per that guidance Other assurance relates to services performed in connection with secuntisation and
debt 1ssuances which accords with the definition ‘Audit related fees’ per SEC guidance

No information technology, internal audit, valuation and actuanal, Itigation, recruitment and remuneration or
corporate finance services were provided by the external auditor dunng these years A framework for ensunng auditor’s
independence has been adopted which defines unacceptable non-audit assignments, pre-approval of acceptable non-audit
assignments and procedures for approval of acceptable non-audit assignments by the Board Audit Committee Services provided
by the Group's external auditor are subject 1o approval by the Board Audit Commitiee

9. IMPAIRMENT LOSSES AND PROVISIONS

Group
2011 2010 2009
fm fm fm

Impairment losses on loans and advances
- loans and advances to customers (Note 18) 639 746 828
- loans and advances to banks (Note 17) - -

- loans and recewvables securrties {Note 23) - - 69
Recoveries of lpans and advances (Note 18) {73) (34) (55)
565 712 842
Impairment losses on available-for-sale financial assets (Note 22) - - .
Provisions for other habilities and charges {Note 36)
- New and increased allowances 929 131 59
- Prowvisions released {12) (2) (3)
917 129 S6
Total impairment losses and provisions charged to the income statement 1,482 841 898
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10. TAXATION CHARGE
Group
2011 2010 2009
fm fm fm
Current tax
UK corporation tax on profit of the year 232 185 124
Adjustments in respect of prior years {3) {33) {(117)
Total current tax 229 152 7
Deferred tax
Ongination and reversal of temporary differences 112 377 388
Change In rate of UK corporation tax 21 1 -
Adjustments in respect of pricr years (4} 2 50
Total deferred tax 129 380 438
Tax on profit for the year 358 542 445

UK corporation tax 13 calculated at 26 5% (2010 28%, 2009 28%) of the estimated assessable profits for the year The
standard rate of UK corporation tax was reduced from 28% to 26% with effect from 1 Apnl 2011 Taxauon for other
jurisdictions 1s calculated at the rates prevailing in the relevant junisdictions

The Finance Act 2011, which provides for a reduction in the main rate of UK corporation tax to 25% effectve from 1
April 2012, was enacted on 19 July 2011 As this change In rate was substantively enacted prior 10 31 December 2011, 1t has
been reflected in the deferred tax asset at 31 December 2011 The effect of the rate reduction was to increase the corporation
tax expense by £21m and to reduce the deferred tax asset by the same amount The UK Government has also indicated that it
intends to enact future reductions in the main rate of UK corporation tax of 1% each year down to 23% by 1 April 2014 These
changes in the main rate have not been substantively enacted at the balance sheet date and, therefore, are not included in these
financial statements The estimated financial effect of these changes 1s insignificant

The tax on the Group's profit before tax differs from the theoretical amount that would anise using the basic
corporation tax rate of the Company as follows

Group

20Mm 2010 2005

fm £m fm

Profit before tax 1,261 2,125 1,690
Tax calculated at a tax rate of 26 5% {2010 28%, 2009 28%) 334 595 473
Non taxable gain on sale of subsidiary undertakings - {11} (5
Nen deductible preference dvidends paid 8 8 8
Non taxable gain on revaluation of investment in Santander Consurmer (UK) plc - (24) -
Non deductible UK Bank Levy 13 - -
Other non-equalised tems 4 - 51
Non-taxable dividend income - - (4)
Effect of non-UK profits and losses n (6) 8)
Utilisation of capital losses for which credit not previously recognised - - (3)
Effect of change in tax rate on deferred tax provision 21 " -
Adjustment to prior year provisions (7) (31) (67)
Tax expense 358 542 445

The effectve tax rate for 2011, based on profit before tax, was 28 4% (2010 25 5%, 2009 26 3%) The effectve tax rate
differed from the UK corporation tax rate of 26 5% (2010 28%, 2009 28%) principally because of the reduction in deferred tax
asset as a result of the change in the tax rate and the )/mpact of the non deductible UK Bank Levy
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In addiion to the corporation tax expense charged to profit or loss, tax of £11m (2010 £(8)m, 2008 £172m) has been
creditedf(charged) in other comprehensive mcome in the year, as follows

2011 Group

Before tax After tax

amount Total tax amount

£in £fim £m

Actuarial losses on retirement benefit obligations 3N [) {28)
Movements in available-for-sale financial assets

- Losses due to changes in farr value (3) 2 {1}

Other comprehensive income {40) 1 (29)

2010 Group

Before tax After tax

amount Total tax amount

fm £m £m

Actuanal gains on retirement benefit obligations 25 (9 16
Movements in available-for-sale financial assets

- Losses due to changes in fair value (1} - {1}

- Gains transferred to profit or loss on sale (2) 1 (1)

Other comprehensive income 22 (8} 14

2009 Group

Befare tax After tax

amount Total tax amaunt

£m fm fm

Actuanal losses on retirement benefit cbligations (606) 170 (436)
Moverments in available-for-sale financial assets

- Losses due to changes in fair value (6) 1 5

- Gans transferred to profit or loss on sale {2) 1 {1

Exchange differences on translation of foreign operations {4) - (4)

Qther comprehensive iIncome {618) 172 (446)

Further information about deferred tax 15 presented in Note 27

11. PROFIT ON ORDINARY ACTIVITIES AFTER TAX

The profit after tax of the Company attributable to the shareholders was £3,153m (2010 £1,391m, 2009 £747m) As permitted
by Section 408 of the UK Companies Act 2006, the Company's indmidual income statement has not been presented in these
Consolidated Financial Statements

12. CASH AND BALANCES AT CENTRAL BANKS

Group Company

2011 2010 2011 2010

£m £m £m £m

Cash in hand 1,024 933 1,016 927
Balances with central banks 24,956 25,569 17,942 20,481
25,980 26,502 18,958 21,408

For regulatory purposes, certan mimimum cash balances are required to be maintamned with the Bank of England At 31
December 2011, these amounted to £195m (2010 £198m) for the Group and £178m (2010 £185m} for the Company

Balances with central banks above represent amounts which are held with the Bank of England and the US Federal
Reserve as part of the Group’s policy of managing hquidity nisk and mantaining core Iiquid assets as required by the UK Financial
Services Authonity This 1s described further in pages 123 to 126 of the Risk Management Report
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13. DIVIDENDS

Ordinary dividends declared and authonised during the year were as follows

Group Group
2011 2010 2009 2011 2010 2009
Pence per Pence per Pence per £m £m £m

share share share

Ordinary shares (equity)

In respect of current year — first intenm 137 129 207 425 400 500
In respect of current year — second intenm - 121 - - 375 -
137 2 50 207 425 775 500

In addition, £19m (2010 £19m) of dvidends were declared and paid on the £300m fixedfloating rate non-cumulative callable
preference shares, £21m (2010 £21m) of dividends were declared and paid on the Step-up Callable Perpetual Reserve Capital
Instruments and £17m (2010 £nil) of dividends were declared and paid on the £300m Step-up Callable Perpetual Preferred

Securities In 2010, the £300m Step-up Callable Perpetual Preferred Securities were classified as non-controlling interests

14. TRADING ASSETS

Group
2011 2010
£m fm
Loans and advances to banks - secunities purchased under resale agreements 3,056 5775
- other” 3,088 2,506
Loans and advances to customers - securities purchased under resale agreements 6,338 8,652
- other® 349 7
Deht securities 8,711 17.821
Equity securities 349 700
21,891 35,461
(1) Comprises short-term loans of £84m (2010 £98m) and cash collateral of £3 004m {2010 £2 408m)
(2} Compnises short-term loans
Debt secunties can be analysed by type of ssuer as follows
Group
2011 2010
£m fm
Issued by public bodies
- Government secunties 2,943 6,630
Issued by other 1ssuers
- Fixed and floating rate notes'” Government guaranteed 5,666 10,586
- Fixed and floating rate notes’” Other 102 315
- Bank and building society certificates of deposit Other - 250
8711 17,821
{1) The FRNs are all AAA rated
Debt securities and equity securities can be analysed by histing status as follows
Group
2011 2010
fm £m
Debt securities
- Listed (n the UK 5,904 11,392
- Listed elsewhere 1,165 1,467
- Unlisted 1,642 4,962
871 17,821
Equity securities
- Listed In the UK 335 698
- Listed elsewhere 14 2
349 700

The Company has no trading assets {2010 £nil) Included in the above balances are amounts owed to the Group by the ultimate

parent undertaking and by fellow subsidianes of £270m (2010 £12m) and £14m (2010 £14m) respectively
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15. DERIVATIVE FINANCIAL INSTRUMENTS

Derivatives are financial instruments whose value 1s derived from the price of cne or more underlying items such as equities,
equity indices, interest rates, foreign exchange rates, property indices, commodities and credit spreads Derivatives enable users
to manage exposure to credit or market risks The Group sells derivatives 10 its customers and uses derivatives to manage i1ts own
exposure to credit and market risks

Use of dernivatives

The Group transacts derivatives for four primary purposes

to create nsk management solutions for customers,

to manage the portfolio risks arising from customer business,
to manage and hedge the Group’s own risks, and

to generate profits through sales activities

VVVYV

Under tAS 39, all denivatives are classified as “held for trading” (except for denvatives which are designated as effective hedging
instruments In accordance with the detailed requirements of 1IAS 39) even if this 1s not the purpose of the transaction The held
for trading classification therefore includes two types of derwatives

> those used i sales actwities, and

> those used for nisk management purposes but, for various reasons, either the Group does not elect to clam hedge
accounting for or they do not meet the qualifying critena for hedge accounting These consist of
> non-qualifying hedging derivatives (known as “economic hedges”), whose terms match other on-balance

sheet instruments but do not meet the technical cntena for hedge accounting, or which use natural offsets
within other on-balance sheet instruments containing the same nsk features as part of an integrated approach
to risk management, and hence do not require the application of hedge accounting to achieve a reduction in
income statement volatility,

> derivatives managed in conjunction with financial instruments designated at fair value (known as the “farr
value option”) The farr value option Is described more fully in the Accounting Policy “Financial assets” and
Notes 16 and 32 The Group’s business model 1s primarily structured to maximise use of the fair value option,
rather than electing to apply hedge accounting, in order to reduce the administrative burden on the Group
associated with complying with the detailed hedge accounting requirements of 1AS 39,

> denvatives that do not meet the qualifying critena for hedge accounting, including ineffective hedging
derivatives and any components of hedging dervatives that are excluded from assessing hedge effectiveness,
and

> derivative contracts that represent the closing-out of existing positions through the use of matching deals

The following table summarises the actvities undertaken, the related risks associated with such activities and the types of
dervatives used in managing such risks These nsks may also be managed using on-balance sheet instrurmnents as part of an
integrated approach to risk management

Activity Risk Type of denvative

Management of the return on variable rate Reduced profitab:lity due to falls in interest rates
assets financed by shareholders’ funds and net
non-interest-bearing habilities

Receive fixed Interest rate swaps

Management of the basis between
administered rate assets and habilives and
wholesale market rates

Reduced profitability due to adverse changes in the
basis spread

Basis swaps

Management of repricing profile of wholesale Reduced profitability due to adverse movement in Farward rate agreements

funding

wholesale interest rates when large volumes of
wholesale funding are repriced

Fixed rate lending and investments

Sensitvity to Increases In interest rates

Pay fixed Interest rate swaps

Fixed rate retal and wholesale funding

Sensitvity to falls in interest rates

Receive fixed interest rate swaps

Equity-linked retall funding

Sensitivity to increases in equity market indices

Receive equity swaps

Management of other net interest income on
retall actwities

Sensitvity of income to changes In tnterest rates

Interest rate swaps

Issuance of products wath embedded equity
options

Sensitvity to changes in underlying index and index

volatihty causing option exercise

Interest rate swaps combined with
equity options

tending and investments

Sensitivity to weakening credit quality

Purchase credit default swaps and
total return swaps

Lending and issuance of products with
embedded interest rate cptions

Sensitvity to changes in underlying rate and rate

volatility causing option exercise

Interest rate swaps plus caps/floors

Investment 1n, and 1ssuance of, bonds with
put/call features

Sensitivity to changes (n rates causing option exercise  Interest rate swaps combined with

swaptions” and other matched
options

{1} A swaption 15 an option on a swap that gives the holder the nght but not the obligation to buy or sell a swap
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The Group’s derivative activities do not give nise to significant open positions in portfolios of derivatives Any residual position 1s
managed to ensure that it remams within acceptable nisk levels, with matching deals being utiised to achieve this where
necessary When entering intc dervative transactions, the Group employs the same credit nsk management procedures to assess
and approve potential crecht exposures that are used for traditional lending

The hedging classification consists of denvatives that the Group has chosen to designate as in a hedging relationship
because they meet the specific critena in 1AS 39

All derivatives are required to be held at fair value through profit or loss, and shown in the balance sheet as separate
totals of assets and liabilities A description of how the fair values of derivatives are derived is set out in Note 47 This 1s described
In maore detall in the accounting policies “Dervative financial instruments” and “Hedge accounting” on pages 176 and 177
Derwvative assets and liabilities on different transactions are only set off if the transactions are with the same counterparty, a legal
nght of set-off or netting exists and the cash flows are intended to be settled on a net basis

Trading denvatives

Most of the Group's derivative transactions relate to sales actvities and derwvative contracts that represent the closing-out of
existing positions through the use of matching deals Sales activities include the structuning and marketing of derivative products
to customers to enable them to take, transfer, modify or reduce current or expected nsks Limited positions may be traded
actively or be held over a pericd of time to benefit from expected changes in exchange rates, interest rates, equity prices or other
market parameters Trading includes market-making, positioning and arbitrage actvities Market-making entails quoting bid and
offer prices to other market participants for the purpose of generating revenues based on spread and volume, positioning means
managing market risk posiions in the expectation of benefiting from favourable movements in prices, rates or indices, arbitrage
involves identifying and profiting from price differentials between markets and products

Trading derivatives include interest rate, cross currency, equity, property and other index related swaps, forwards, caps,
floors, swaptions, as well as credit default and total return swaps, eguity index contracts and exchange traded interest rate
futures and options and equity index options

Corporate Banking deals with commeraal customers who wish to enter into dervatve contracts Any market risk
ansing from such transactions 15 hedged by Markets Markets I1s responsible for implementing Group denvative hedging with the
external market together with its own trading activities For trading activities, its objectives are to gain value by

> Marketing derwvatives to end users and hedging the resulting exposures efficiently, and
> The management of trading exposure reflected on the Group's balance sheet

As mentioned above, other dervatives classified as held for trading include non-gualifying hedging derivatives (economic
hedges), ineffective hedging derwvatives and any components of hedging derwvatives that are excluded from assessing hedge
effectiveness, dervatives managed in conjunction with financial instruments designated at far value and derivative contracts that
represent the closing-out of existing positions through the use of matching deals

Hedging denvatives

The Group uses derwvatives {principally interest rate swaps and cross-currency swaps) for hedging purposes in the management of
its own asset and liability portfolios, including fixed-rate lending, fixed-rate asset purchases, medium-term note issues, capital
1ssues, and structural positions This enables the Group to optimise the overall cost to 1t of accessing debt capital markets, and to
mitigate the market risk which would othenwise anse from structural imbalances in the matunty and other profiles of its assets
and labilities

The accounting for these derwatives is described in the accounting policy “Hedge accounting” on page 177 Such risks
may also be managed using natura!l offsets within other on-balance sheet instruments as part of an Integrated approach to risk
management

Dervative products which are combinations of more basic derwvatives {such as swaps with embedded option features),
or which have leverage features, may be used in arcumstances where the underlying position being hedged contains the same
nsk features In such cases, the dervative used will be structured to match the nisks of the underlying asset or hability Exposure
to market nsk on such contracts 1s therefore hedged

The far values of derivative instruments classified as held for trading and hedging purposes are set out 1n the following tables
The tables show the contract or underlying principal amounts, and positive and negative fair values of derwvatves analysed by
contract The contract/notional amounts of derivatives indicate the nominal value of transactions outstanding at the balance
sheet date, they do not represent actual exposures The fair values represent the amount at which a contract could be exchanged
In an arm’s length transaction, calculated at market rates at the balance sheet date

As described above, derwvatives classified as held for trading in the table below consist of those used in sales and trading
actmities, and those used for risk management purposes but which, for vanous reasons, either for which the Group does not
elect to clam hedge accounting or which do not meet the qualifying critena for hedge accounting Derwatives classified as held
for hedging 1n the table below consist of those that have been designated as in a hedging relationship i accordance with 1AS
34
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201 Group
Contract/notional amount Fair value assets Fair value habilities
Denivatives held for trading £m £m fm
Exchange rate contracts
- Cross-currency swaps 89,457 1,556 1.077
- Foreign exchange swaps, options and forwards 19,866 155 253
109,323 .71 1,330
Interest rate contracts
- Interest rate swaps 475,853 20,625 20,221
- Caps, floors and swaptions™ 62,907 3,485 3,523
- Futures 32,503 54 41
- Forward rate agreements 78,090 21 E)
649,353 24,185 23,816
Equity and credit contracts
- Equity index swaps and similar preducts 32421 1,034 1,369
- Equity Index options 43,708 407 1,240
- Credit default swaps and similar products 1,455 45 21
77,584 1.486 2,630
Commodity contracts
- OTC swaps 542 12 1
542 12 1
Total denvative assets and habilities held for trading 836,802 27.394 27,787
201 Group
Contract/notional amount Fair value assets Fair value liabilittes
Denvatives held for fair value hedging £m £im £m
Exchange rate contracts
- Cress-currency swaps 7,992 1,094 61
Interest rate contracts
- Interest rate swaps 46,447 2,292 1,332
Total denvative assets and liabilities held for fair value hedging 54,439 3,386 1,393
Total recognised denvative assets and habilities 891,241 30,780 29,180
201 Compary
Contract/notional amount Fair value assets Fair value habilites
Dernvatives held for trading £m fm £m
Exchange rate contracts
- Cross-currency swaps 915 44 32
- Foreign exchange swaps, options and forwards 386 7 6
1,301 51 39
Interest rate contracts
- Interest rate swaps 59,612 3,952 939
- Caps flooss and swaptions'” 2,190 21 21
651,802 3,973 960
Equity and credit contracts
- Equity index swaps and similar products 309 20 208
- Credit default swaps and similar products 62 - -
371 20 208
Total dernivative assets and habilities held for trading 63,474 4,044 1,207
2011 Company
Contract/notional amount Fair value assets Fair value habilities
Denvatives held for fair value hedging £m fm im
Exchange rate contracts
- Cross-currency swaps 1,496 1,259 -
Interest rate contracts
- Interest rate swaps 3,398 698 -
Total denvative assets and habilities held for fair value hedging 4,894 1,957 -
Total recognised denvative assets and habilites 68,368 6,001 1,207

(1) A swaption ts an option on a swap that gives the holder the nght but not the obligation 1o buy or sell a swap
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2010 Group
Contract/notional amount Farr value assets Fair value habilities
Derivatives held for trading £m £m £m
Exchange rate contracts
- Cross-currency swaps 53,357 2,539 564
- Fareign exchange swaps, options and forwards 17,106 S0 384
70 463 2,629 948
Interest rate contracts
- Interest rate swaps 479 527 14 471 13,671
- Caps, floors and swaptions™ 69 223 2 682 2,748
- Futures 39,840 3 10
- Forward rate agreements 37479 8 18
626,069 17,164 16,447
Equity and credit contracts
- Equity index swaps and similar products 41,482 1,033 2,557
- Equity index options 40,279 741 145
- Credit default swaps and similar products 3134 384 293
84 875 2 158 2 995
Total denvative assets and habilities held for trading 781 407 21,95 20,390
2010 Group
Contract/notional amount Far value assets Fair value habilitres
Denvatives held for fair value hedging £m £m £m
Exchange rate contracts
- Cross-currency swaps 6,729 9056 108
Interest rate contracts
- Interest rate swaps 46 081 1 520 1,907
Total derivative assets and habilities held for fair value hedging 52 810 2,426 2,015
Total recognised derivative assets and habilities 834,217 24,377 22,405
2010 Company
Contract/notonal amount Far value assets Fair value habilities
Denvatives held for trading fm fm £m
Exchange rate contracts
- Cross-currency swaps 876 107 27
- Foreign exchange swaps, options and forwards 324 S 4
1,200 112 Ell
Interest rate contracts
- Interest rate swaps 47,416 1,587 846
- Caps, floors and swaptions' 1,646 24 24
49,062 1,621 870
Equity and credit contracts
- Equity Index swaps and similar products 363 37 197
- Credit default swaps and similar products 111 - i
474 37 198
Total derivative assets and habilities held for trading 50,736 1,770 3,099
2010 Company
Contract/noticnal amount Far value assets Fair value habiities
Denvatives held for fair value hedging fm fm £m
Exchange rate contracts
- Cross-currency swaps 1823 830 -
Interest rate contracts
- Interest rate swaps 5,406 334 -
Total derivative assets and habilities held for fair value hedging 7,229 1,224 -
Total recogmised dernivative assets and labilities 57,965 2,994 1,099

(1) A swaption 1s an option on a swap that gives the holder the nght but not the obligation to buy or sell a swap

Included in the above balances are amounts owed to the Group by the utumate parent undertaking and by fellow subsidianes of
£2,644m (2010 £1,934m) and £66m (2010 £26m) respectively and amounts owed by the Group to the ulimate parent
undertaking and to fellow subsidiaries of £2,144m (2010 £1,497m) and £35m (2010 £29m)
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Net gains or losses ansing from fair value hedges included in net trading and other income

Group
2011 2010 2009
£m fm £m

Net ({losses)/gains
- on hedging instruments (1,438) 13) 647
- on hedged items attributabie to hedged risks 1,454 38 (579}
16 25 68

The Group hedges 1ts exposures to vanous risks, including interest rate risk and foreign currency nsk, in connection with certain
mortgage assets, covered bond 1ssuances, and subordinated and serior debt securities in issue  The gains/{losses) ansing on these
assets and labilities are presented in the table above on a combined basis

In addition, in the ordinary course of business, the Group entered into long-term interest rate hedging contracts with
five investment vehicles whose underlying assets comprise debt securities, bank loans and energy and infrastructure financings
Although the vehicles themselves are not externally rated, the counterparty exposure ranks super-senior to the most senior notes
issued by the vehicles and these notes are rated AAA or AA The total mark-to-market exposure at 31 December 2011 was £67m
(31 December 2010 £81m) These long-term mterest rate hedging contracts are included within derivatives held for fair value
hedging - interest rate contracts shown above

16. FINANCIAL ASSETS DESIGNATED AT FAIR VALUE

Group Company

2011 2010 2011 2010

£m im Em fm

Loans and advances to barks - " - 55
Loans and advances to customers 4,376 5,468 45 44
Debt securities 629 1298 - 5,027
5,005 6,777 45 5,126

Financial assets are designated at fair value through profit or loss where this results in more relevant information because it
significantly reduces a measurement mconsistency that would otherwise arise from measuring the assets or liahbilities or
recognising gains or losses on them on a different basis, or where the assets are managed and their performance evaluated on a
fair value basis, or where a contract contains one or more embedded derivatives which would otherwise require bifurcation and
separate recognition as derwvatives

The following assets have been designated at fair value through profit or loss

> Loans and advances to banks, which were managed and thewr performance evaluated on a farr value basis in
accordance with a documented investment strategy Information about them was provided on that basis to the Group's
key management personnel
> Loans and advances to customers, representing certain loans secured on residential property to housing associations
Since 2009 the Group‘s policy has been not to designate similar new loans at farr value through profit or loss These
would otherwise have been measured at amortised cost with the assooated derivatives used to economically hedge the
nisk held for trading and measured at fair value through profit or loss
> Debt secunities, representing holdings of asset-backed secunties of £379m (2010 £1,046m) and other debt securities
of £250m (2010 £252m}
> Mortgage-backed securities of £328m (2010 £977m) are managed and ther performance evaluated on a far
value basis in accordance with a documented strategy, and information about them 1s provided on that basis
{0 management
> Other asset-backed secunties of £51m (2010 £69m) which, at the date of ther acquisition, were managed,
and therr performance evaluated, on a far value basis in accordance with a documented investment strateqy,
and information about them was provided on that basis to management Almost all of these securities are
now managed on an accruals basis, but are not eligible for reclassification under 1AS 39 These secunities were
issued by Banco Santander entities in Spain
> Other debt secunties of £250m (2010 £252m) principally representing reversionary UK property securities
The reversionary property securities are managed and their performance evaluated on a fair value basis n
accordance with a documented investment strategy Information about them is provided on that basis to
management

Included In the above balances are amounts owed to the Group by the ulumate parent undertaking and by fellow subsidiaries of
£ml (2010 £rul) and £51m (2010 £69m) respectively

The maximum exposure to credit risk on loans and advances designated as held at far value through profit or loss at
the balance sheet date was £4,376m {2010 £5,468m) for the Group and £45m (2010 £99m) for the Company The maximum
exposure was mitigated by a charge over the residential properties in respect of lending to housing associations amounting to
£4,735m (2010 £6,026m) for the Group and £47m (2010 £60m) for the Company
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The net loss during the year attributabte to changes in credit risk for loans and advances designated at far value was £26m
{2010 net loss of £26m) The cumulative net loss attributable to changes in credit nsk for loans and advances designated at far
value at 31 December 2011 was £257m (2010 cumulative net loss of £231m)

Debt securities can be analysed by type of issuer as follows

Group Company
2011 2010 2011 2010
£m fm £m fm
Bank and building society ceruficates of deposit - - - 5,015
Other issuers

- Mortgage-backed securnities 328 859 - -
- Other asset-backed securities 51 187 - -
379 1,046 - 5015
Other securittes 250 252 - 12
629 1,298 - 5,027

Debt secunities can be analysed by listing status as follows
Group Campany
2011 2010 2011 2010
fm fm £m fm
Listed in the UK - 646 - 5,015
Listed elsewhere 58 75 - -
Unlisted' " 571 577 - 12
629 1,298 - 5,027

(1) Includes Social Housing

Asset-backed securities can be analysed by the geographical location of the issuer or counterparty as follows

31 December 2011

31 December 2010

Income statement

Nominal Book Fair Fair value as Nominal Book Far Fatr value as 2011 2010
value value value % of nominal value value value % of nominal
Country £m £m £m % fm im fm % £m £m
UK
ABS - B - - 79 76 76 96 - -
MBS 187 263 263 141 686 726 726 106 26 22
187 263 263 M 765 802 802 105 26 22
us
MBS 8 9 9 113 9 14 14 156 {4) &
8 9 9 113 9 i4 i4 156 {4) 6
Rest of Europe
ABS 80 51 51 64 115 11 11 97 1 35
MBS 35 56 56 160 0 17 17 85 11 -
115 107 107 93 135 i28 128 95 12 35
Rest of world
MBS - - - - 116 102 102 88 - -
- - - - 116 102 102 88 - -
Total 310 379 379 122 1025 1 046 1,046 102 34 63

Asset-backed securities can be analysed by the credit rating of the 1ssuer or counterparty as follows

31 Decembers 2011

31 December 2010

Income statement

Nominal Book Fasr Fair value as Norminal Book Fair Farr value as 2011 2010
value value value % of nominal value value value % of nominal
Credit rating £m £m £m % £m fm £m % fm fm
AAA
ABS 28 16 16 57 114 104 104 91 - 27
MBS 175 247 247 141 685 725 725 106 18 26
203 263 263 130 768 829 829 104 18 53
AA+
ABS 46 30 30 65 80 B3 83 104 1 7
MBS - - - - 145 134 134 92 - 3
46 30 30 65 226 217 217 96 1 10
AA
ABS 3 3 3 100 - - - - - -
Mas 46 76 76 165 - - - - 15 -
49 79 79 161 - - - - 15 -
A
ABS 3 2 2 67 - - - - -
3 2 2 67 - - - - - -
Below BBB
MBS 9 5 5 56 - - - - - -
9 5 5 56 - - - - - -
Total 310 379 379 122 1025 1,046 1 046 102 34 63
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17. LOANS AND ADVANCES TO BANKS

Group Company
20m 2010 201 2010
£m £m £m £m
Placements with other banks - securities purchased under resale agreements - - - -
- other™ 2,405 3206 1,192 1,118
Amounts due from Banco Santander - securrties purchased under resale agreements 2,071 645 - 3
- other 11 - - -
Amounts due from Santander UK Group undertakings - - 89,524 114,836
4,487 3,852 90,716 115,857
(1) Prncipally comprises pnimanly ime deposits cash in the course of coltection, cash held with foreign banks and unsettled financial transactions
During the year, no impairment losses were ncurred (201G £rul, 2009 £nil)
Loans and advances to banks are repayable as follows
Group Company
2011 2010 2011 2010
Repayable £m fm £m £m
On demand 1,467 1250 5,395 2,680
In naot more than 3 months 1,952 1,529 21,178 42,910
In more than 3 months but not more than 1 year 149 53 19,030 21 958
In more than 1 year but not more than S years 63 529 30,267 32,921
In more than 5 years 856 491 14,846 15,488
4,487 3852 90,716 115 957
Loans and advances to banks can be analysed by the geographical location of the issuer or counterparty as follows
Group
Country 2011 2010
£m £m
UK 1.727 1461
Spain 2,07 646
france - 727
Rest of Europe 117 24
us 257 970
Rest of world 315 24
Total 4,487 3,852
Loans and advances to banks can be analysed by the credit rating of the 1ssuer or counterparty as follows
Group
Credit rating 2011 2010
£m fm
AAA 235 939
AA 2 1,704
AA- 3,265 36
A+ k3 151
A 54 1,007
A- 896 -
BB+ 1 2
D - 13
Total 4,487 3,852
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18. LOANS AND ADVANCES TO CUSTOMERS

Group Company
2011 2010 2011 2010
£m £m £m £m
Advances secured on residental properties 166,847 166 073 166,820 166,057
Corporate loans
- SME 7,455 4,842 3,515 1,199
- Soctal housing 3,287 1,687 16 87
- Real estate 3,954 3,304 2,436 1,690
- Large Corporates 3,026 2,085 1,608 2,085
- Other 1,430 1,172 912 658
- Legacy portfolios in run-off
- Aviation 762 918 - -
- Shipping 944 1,151 - -
- Other 1,044 1,159 - -
21,902 16,328 8,487 5,729
Finance leases
- Consumer finance 1.765 1,556 - -
- Other corporate 697 602 - -
- Legacy portfolios in run-off Other 482 4385 - -
2,944 2,653 - -
Other secured advances 3,710 3,942 3,148 3,470
QOther unsecured loans
- Overdrafts 762 505 762 505
- UPLs 3,655 4,146 2,902 3,242
- Other loans 2,780 3,083 68 271
7,197 7,734 3,732 4,018
Amounts due from fellow group subsidiaries 32 57 27 46
Amounts due from subsidiarnes - - 971 1,359
Loans and advances to customers 202,632 196,787 183,183 180 679
Less smpairment loss allowances {1,563) (1,655) {1,211) (1,456)
Loans and advances to customers, net of impairment loss allowances 201,069 195,132 181,972 179,223
Group Company
2011 2010 2011 2010
Repayable fm fm £m fm
On demand 1,170 1,160 1,153 1,172
In no more than 3 months 5,489 4,282 3,634 2,660
In more than 3 months but not more than 1 year 6,424 6,709 4,160 4,802
In mgre than 1 year but not more than 5 years 32,322 32,056 23,093 23 668
In more than S years 157,227 152,580 151,143 148,377
Loans and advances to customers 202,632 196,787 183,183 180,679
Less impairment loss allowances {1,563) {1 655} 1.211) (1,456)
Loans and advances to customers, net of timpairment loss allowances 201,069 195,132 181,972 179,223
Finance lease and hire purchase contract receivables may be analysed as follows
Group Company
2011 2010 2011 2010
Gross investment im £m £m fm
Within 1 year 1,388 736 - -
Between 1-5 years 1.814 1,752 - -
In mare than 5 years 624 877 - -
3,826 3,365 - -
Less wunearned future finance income {882) {712) - -
Net investment 2,944 2,653 - -
The net investment in finance leases and hire purchase contracts represents amounts recoverable as follows
Group Campany
2011 2010 2011 2010
£m £m £m fm
Within 1 year 1,142 622 - -
Between 1-5 years 1.436 1,469 - -
In more than S years 366 562 - -
2,944 2653 - -

The Group enters into finance leasing arrangements pnimarily for the financing of motor vehicles and a range

of assets to ifs

corporate customers Included in the carrying value of net investment in finance leases and hire purchase contracts 1s £47m (2010
£13m) of unguaranteed residual value at the end of the current lease terms, which 15 expected to be recovered through re-letting
or sale Contingent rent mcome of £16m (2010 £30m) was earned during the year, which was classified in “Interest and similar

income”
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Finance lease recewvable balances are secured over the asset leased The Group Is not permitted to sell or repledge the asset in the
absence of default by the lessee The Directors consider that the carrying amount of the finance lease recevables approximates to
their fair value

Included within loans and advances to customers are advances assigned to bankruptcy remote special purpose entities
and Abbey Covered Bonds LLP These loans provide security to issues of covered bonds and asset or mortgage backed securities
made by the Group See Note 19 for further details

Loans and advances to customers have the following interest rate structures

Group Company
2011 2010 2011 2010
£m £m £m £m
Fixed rate 75,352 75 452 69,418 70998
Vanable rate 127,280 121,335 113,765 109,681
Less wmpairment loss allowances {1,563) {1,655} (1,211) (1,456}
201,069 195,132 181,972 175,223
Movement in impairment loss allowances
Group
Loans secured Other Other
on residential Corparate Finance secured unsecured
property Loans |leases advances advances Total
201 £m £m £m £m im £m
At 1 January 2011
- Observed 369 21 2 55 381 1,078
- Incurred but not yet observed 157 125 17 22 256 577
526 396 19 77 637 1,655
Charge/{release) to the iIncome statement
- Observed 104 178 14 76 407 779
- Incurred but not yet chserved {60) (18) 13 2 (77) (140)
44 160 27 78 330 639
Write offs (92) (124) {9) {48) (458) (731)
At 31 December 2011
- Observed 381 325 6 83 330 1,125
- Incurred but not yet observed 97 107 31 24 179 438
478 432 37 107 509 1,563
Group
Loans secured Other Other
on residential Corporate Finance secured unsecured
property Loans leases advances advances Total
2010 fm £m im fm fm fm
At 1 January 2010
- Observed 313 185 1 50 341 B3O
- Incurred but not yet abserved m 172 1 12 53 409
484 357 2 62 354 1299
Chargef{release) to the iIncome statement
- Observed 98 154 ] 53 488 799
- Incurred but not yet observed (14) (47) (1) 10 (1) (53)
84 107 5 63 487 746
Write offs (42) (68) (5) (48) {448) (611}
Assumed via transfers of entities under common control - . 17 - 204 221
At 31 December 2010
- Observed 369 271 2 55 381 1,078
- Incurred but not yet observed 157 125 17 22 256 577
526 396 19 77 637 1655
Group
Loans secured Other Cther
on residential Corporate Finance secured unsecured
property Loans feases advances advances Total
2009 £m £m fm fm fm fm
At 1 January 2009
- Observed 174 13 - 37 227 451
- Incurred but not yet cbserved 184 289 1 11 65 550
358 302 1 48 292 1,001
Chargef(retease) to the income statement
- Observed 223 172 5 30 539 969
- Incurred but not yet observed {13) (117) - 1 {12) (141)
210 55 5 31 527 828
Write offs (84) - (4 aan (425) (530)
At 31 December 2009
- Observed 313 185 1 50 341 890
- incurred but not yet observed i71 172 1 12 53 409
484 357 2 62 394 1,299
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Compary

Loans secured Amounts Other Cther

on residential due from  Corporate Finance secured unsecured
property subsidianes Loans leases advances advances Total
£m £m £m £m £m £m £m
At 1 January 2011 524 316 140 - 77 399 1,456
Charge/(release) to the income staternent 45 (72) 39 - 78 162 252
Write offs {92) - (45) - (48) (312) (457)
At 31 December 2011 477 244 134 - 107 249 1,211
At 1 January 2010 395 a8 - - 55 351 899
Chargef(release) to the income statement 53 (43) 16 - 63 437 526
Transfer from Alliance & Leicester plc 118 261 146 - - 16 S71
Whnte offs (42) - (22) - {41) (435) (540}
At 31 December 2010 524 316 140 - 77 399 1,456
At 1 lanuary 2009 297 13 - - 42 270 722
Charge/{release) to the income statement 182 {15) - - 31 an 619
Write offs (84) - - - (18) (340} {442)
At 31 December 2009 395 S8 - - 55 351 899

Recoveries

Group

Loans secured Gther Qther

onresidential  Corporate Finance secured unsecured
property Loans leases advances advances Total
£m £m £m £m £m £m
201 3 2 3 10 56 74
2010 1 12 1 - 20 34
2009 1 23 1 - 30 55

19. SECURITISATIONS AND COVERED BONDS

The Group uses Special Purpose Entities ('SPEs’} to securitise some of the mortgage and other loans to customers that it originated
The Group also 1ssues covered bonds, which are guaranteed by a pool of the Group’s mortgage loans that it has transferred into
Abbey Covered Bonds LLP The Group issues mortgage-backed securities, other asset-backed secunties and covered bonds mainly
in order to obtain dwerse, low cost funding, but also to be used as collateral for raising funds via third party biateral secured
funding transactions or for creating collateral which could in the future be used for iquidity purposes The Group has succassfully
used bilateral secured transactions as an additional form of medium term funding, this has allowed the Group to further diversify
its medium term funding investor base The Group’s principal secuntisation programmes and covered bond programme, together
with the balances of the advances subject to secuntisation and the carrying value of the notes in 1ssue at 31 December 2011 and
2010 are listed below The related notes in 1ssue are set out In Note 33

Loans and advances to customers include portfolios of residential mortgage loans, and receivables derved from credit
agreements with retail customers for the purchases of financed vehicles, which are subject to non-recourse finance arrangements
These Ioans and recevables have been purchased by, or assigned to, SPEs or Abbey Covered Bonds LLP, and have been funded
primarily through the issue of mortgage-backed securities, asset backed securities or covered bonds No gain or loss has been
recognised as a result of these sales The SPEs and Abbey Covered Bonds LLP are consolidated in the Group financial statements as
subsicharies The Company and its subsidiaries do not own directly, or indirectly, any of the share capital of any of the SPEs

a) Securitisations
The balances of advances subject to secunitisation at 31 December 2011 and 2010 were

2011 2010
Gross assets @Gross assets
secuntised securntised
£m £m
Master Trust Structures

- Holrmes 10,247 13,359
- Fosse 18,717 14,045
- Langton 45,449 41,915

Other securitisation structures
- Bracken - 5,948
- Motor 813 -
75,226 75,267
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(1) Master Trust Structures
The Group makes use of a type of securitisation known as a master trust structure In this structure, a pool of assets 1s assigned to
a trust company by the asset onginator A funding entity acquires a beneficial interest in the poo! of assets held by the trust
company with funds borrowed from qualifying SPEs, which at the same time 1ssue asset-backed securities to third-party nvestors
or the Group The trust company holds the pocl of assets on trust for the funding entity and the onginator The onigmator holds a
beneficial interest over the share of the pool of assets not purchased by the funding entity, known as the seller share

The Company and its subsidiaries are under no obligation to support any losses that may be incurred by the secuntisation
companies or holders of the secunities and do not intend to provide such further support Holders of the securities are only entitled
to obtain payment of principal and interest to the extent that the resources of the securiisation companies are sufficient to
support such payments, and the holders of the secunties have agreed i writing not to seek recourse 1n any other form

The Company and its subsichanes receive payments from the securitisation companies in respect of fees for administening
the loans, and payment of deferred consideration for the sale of the loans The Company and its subsicianes have no nght or
obligatton to repurchase any securitised loan, except if certain representations and warranties given by the Company or its
subsidiaries at the time of transfer are breached and, in certain cases, if there 1s a product switch

Holmes
Qutstanding balances of assets securiised and notes in issue {non-recourse finance) under the Holmes secunitisation structure at 31
December 2011 and 2010 were

2011 2010
Issued to Issued to
Gross Santander Gross Santander
assets Notesin UK plc as assets Notes in UK plc as
Closing date secuntised I1ssue collateral secuntised 1ssue collateral
Secuntisation company of secunitisation £fm im £m fm £m ]
Holmes Master (ssuer plc — 2007/1 28 March 2007 515 644 - 3148 4001 -
Holmes Master Issuer plc — 2007/2 20 June 2007 377 483 - 2271 2,852 -
Holmes Master (ssuer plc - 2010/1 12 November 2010 2,623 2,035 600 2930 2,339 600
Holmes Master Issuer plc ~ 2011/1 QS February 2011 2,194 2,070 450 - - -
Holmes Master issuer plc —2011/2 24 March 2011 250 251 - - - -
Holmes Master Issuer ple —2011/3 21 September 2011 2,399 2,437 - - - -
Beneficial interest in mortgages held
by Holmes Trustees Ltd 1,889 - - 5010 - -
10,247 7,920 1,050 13 359 9,192 600
Less Held by the Group {91) (496)
Total securitisations (See Note 33) 7,829 2,690

Using a master trust structure, the Company has assigned portfolios of residential mortgages and therr related secunty to Holmes
Trustees Limited, a trust company that helds the portfolios of mortgages on trust for the Company and Helmes Funding Limited
Proceeds from notes i1ssued to third party investors or the Group by SPE’s under the Holmes master trust structure have been
loaned to Holmes Funding Limited, which in turn used the funds to purchase its referred beneficial interests in the portfolio of
assets held by Holmes Trustees Limited As part of a restructure in October 2010 to return the Holmes secuntisation structure to a
third party 1ssuance programme a £5 7bn existing note redemption reserve fund with Holmes Trustees Limited was ¢reated The
existing note redernption reserve fund can in certain arcumstances be used to fund any shortfall of principal receipts in relation to
the scheduled redemption of the Holmes Master Issuer plc Series 2007-1 and Senes 2007-2 notes on an interest payment date

The minimum value of assets required to be held by Holmes Trustee Limited 1s a function of the notes in issue under the
Holmes master trust structure and the Company's required mimimurn share The Halmes securitisation companies have placed cash
deposits totaling £0 1bn (2010 £0 3bn), which have been accumulated to finance the redemption of a number of secunties
issued by the Holmes securitisation companies The share of Holmes Funding Limited in the trust assets 1s therefore reduced by this
amount

Holmes Funding Limited has a beneficial interest of £8 4bn (2010 £8 4bn} in the residential mortgage loans held by
Holmes Trustees Limited, the remaining share of the beneficial interest in residential mortgage loans held by Holmes Trustees
Limited belongs to Santander UK plc, and amounts to £1 9bn (2010 £5 Obn)

In 2011, £5 1bn of mortgage-backed notes were i1ssued from Holmes Master Issuer ple Mortgage-backed securities
totalling £5 1bn equivalent were redeemed during the year

208 Santander UK plc 2011 Annual Report




finanaal Statements
Notes to the Financial Statements continued
Fosse

Outstanding balances of assets secuntised and notes in 1ssue {non-recourse finance) under the Fosse secunitisatton structure at 31
December 2011 and 2010 were

2011 2010
Issued to Issued to
Gross Santander Gross Santander
assets Notes in UK plc as assets Notes in UK plc as
Closing date  secuntised 15sue coliateral securiused 1ssue collatera)
Securitisation company of secuntisation £m £m £im fm £m £m
Fosse Master Issuer ple 28 November 2006 652 601 - 1,538 1,622 -
Fosse Master Issuer ple 1 August 2007 1,713 1.579 - 1,677 1,768 -
Fosse Master Issuer plc 21 August 2008 218 201 - 230 243 -
Fosse Master Issuer plc 12 March 2010 1,509 1,391 390 1,695 1,406 389
Fosse Master Issuer plc 3 June 2010 1,439 1,326 252 1,576 1,441 251
Fosse Master [ssuer plc 27 uly 2070 3,810 3,510 502 3,799 3,507 500
Fosse Master Issuer plc S September 2010 1,372 1,265 - 1,212 1,282 -
Fosse Master Issuer plc 25 May 2011 4,162 3,835 968 - - -
Fosse Master Issuer plc 6 Decemnber 2011 1.207 1,113 234 - - -
Beneficial interest in mortgages held
hy Fosse Master Trust Lid 2,635 - - 2,318 - -
18,717 14,821 2,346 14,045 11239 1,140
Less Held by the Group (102) (171)
Total secuntisations (See Note 33) 14,719 11,068

Alliance & Leicester plc established the fosse Master Trust securitisation structure n 2006 Notes were 1ssued by Fosse Master
Issuer plc to third party investors and the proceeds loaned to Fosse Funding {No 1) Limited, which in turn used the funds to
purchase benefiaal interests in mortgages held by Fosse Trustee Limited Alliance & Leicester plc's roles in the Fosse transaction
were transferred to the Company wath effect from 28 May 2010 under a business transfer scheme under Part Vil of the Financial
Services and Markets Act 2000 as descnibed in Note 45

Both Fosse Funding (No 1) Limited and the Company have a beneficial interest in the mortgages held in trust by Fosse
Trustee Limited The minimum value of assets required to be held by Fosse Trustee Limited 1s a function of the notes in 1ssue under
the Fosse master trust structure and the Company’s required minimum share

Fosse Master Issuer plc has cash deposits totalling £350m (2010 £85m), which have been accumulated to finance the
redemption of a number of securities 1ssued by Fosse Master Issuer plc Fosse Funding {(No 1) Limited’s beneficial interest in the
assets held by Fosse Trustee Limtted 1s therefore reduced by this amount

In 2011, £6 1bn of mortgage-backed notes were 1ssued from Fosse Master issuer plc Mortgage-backed notes totalling
£1 1bn {2010 £0 6bn) equivalent were redeemed during the year

Langton
Outstanding balances of assets securitised and notes in issue (non-recourse finance) under the Langton securitisation structure at
31 December 2011 and 2010 were

2011 2010

Issued to Issued to

Gross Santander Gross Santander

assets Notes in UK plcas assets Notes in UK pic as

Closing date  securitised Is5ue collateral secuntised 1ssue collateral

Secuntisation company of securiisation £m fm fm £m fm £m

Langton Securities (2008-1) plc (1) 25 January 2008 - - - 1,166 - 1,191

Langton Secunties (2008-2) plc S March 2008 - - - 1,388 - 1418

Langton Secunties (2008-3) plc 17 lune 2008 - - - 3,327 - 3,400

Langton Securities (2010-1) plc (1) 1 October 2010 7,726 - 7,928 10,063 - 10 286

Langton Securities (2010-1) plc {2} 12 October 2010 9,895 - 10,153 13,005 - 13,292

Langton Securities (2010-2) plc 12 Qctober 2010 5,591 - 5,737 6625 - 6,772

Langton Securities (2010-2) plc {2} 28 July 2011 1,661 - 1.704 - - .

Langton Securities (2008-1) plc {2) 23 March 2011 15,999 - 16,417 - - -
Beneficial interest in mortgages held

by Langton Master Trust Ltd 4,577 - - 6,341 - -

45,449 - 41,939 41,915 - 36,360

Albance & Leicester pic established the Langton Master Trust securitisation structure on 25 January 2008 Notes were 1ssued by
Langton Securities {2008-1) plc, Langton Securities {2008-2) plc and Langton Securities (2008-3) plc to Alliance & Lewcester plc, for
the purpose of creating collateral to be used for funding and liquidity Alllance & Leicester plc’s roles in the Langton transaction
were transferred to the Company with effect from 28 May 2010 under a business transfer scheme under Part VIl of the Financial
Services and Markets Act 2000 as described in Note 45

Each entity loaned the proceeds of the Notes 1ssued to Langton Funding (No 1) Limited, which in turn used the funds to
purchase a benefictal interest in the mortgages held by Langton Mortgages Trustee Limited

Both Langton Funding (No 1) Limited and the Company have a beneficial interest in the mortgages held in trust by
Langton Mortgages Trustee Limited The mimimum value of assets required to be held by Langton Mortgages Trustee Limited 15 a
function of the notes in 1ssue under the Langton master trust structure and the Company’s required mimimum share
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The Langton secuntisation companies have cash deposits totaltng £45m (2010 £49m), which have been accumulated to finarnce
the redemption of a number of securities issued by the Langton securtisation companies Langton Funding (No 1} Limited's
beneficial interest in the assets held by Langton Mortgages Trustee Limited 1s therefore reduced by this amount

In 2011, £%8 2bn of mortgage-backed notes were issued by Langton Secunties (2008-1) plc and Langton Securities
{2010-2) ple to the Company for the purpose of creating collateral to be used for funding and iquidity Mortgage-backed notes
totalling £12 3bn (2010 £0 8bn) equivalent were redeemed during the year

Langton Securities (2008-2) plc ceased trading following the redemption of its mortgage-backed securities and was put
into hquidation in December 2011 Langton Securities (2008-3) plc was renamed Langton Securittes (2012-1) pic in January 2012

{n) Other securitisation structures

Bracken Securities plc
In October 2007, Allance & Leicester plc securitised £10,367m of residential mortgage assets to Bracken Securities plc Notes of
£10,367m were issued by Bracken Secunties plc to Alhance & Lewcester ple, for the purpose of creating collateral to be used for
funding and iquidity Alhance & Leicester plc’s roles in the Bracken transaction were transferred to the Company with effect from
28 May 2010 under a business transfer scheme under Part VIl of the Financial Services and Markets Act 2000 as described in Note
45

Qutstanding balances of assets securitised and notes i 1ssue {non-recourse finance) under the Bracken secuntisation
structure at 31 December 2011 and 2010 were

201 2010

Issued to Issued to

Gross Santander Gross Santander

assets Notes in UK ple as assets Notes in UK plc as

Clesing date secuntised I1ssue collateral secuntised 1ssue collateral

Secuntisation company of securitisation Em fm £m fm £m £m
Bracken Secunities plc 11 October 2007 - - - 5948 - 6070

Bracken Secunities plc has cash deposits totalling £nil (2010 £126m)
Mortgage-backed notes totalling £6 1bn (2010 £0 8bn) equivalent were redeemed during the year Bracken Securities
plc ceased trading following the redemption of its mortgage-backed securities and was put into iquidation in December 2011

Motor 2011 plc
in April 2011, the Group 1ssued £1 3bn notes through Motor 2011 plc, a pass-through stand-alone vehicle for the secuntisation of
receivables derived from credit agreements with retail customers for the purchases of financed vehicles

Qutstanding balances of assets securitised and notes in 1ssue (non-recourse finance) under the Maotor 2011 securitisation
structure at 31 December 2011 and 2010 were

2011 2010

issued to Issued to

Santander Santander

Gross Consumer Gross Consumer

assets Notes in {UK) ple as assets Notes in {UK) plc as

Closing date secuntised Issue collateral secuntised Issue collateral

Securitisation company of securitisaton Em fm £m £fm fm fm

Motor 2011 ple 21 Apnl 2011 813 268 583 - - -
Less Held by the Group - -
Total securtisations {See Note 33) 268 R

b) Covered Bonds
The Group also 1ssues covered bonds In this structure, Abbey National Treasury Services plc (the ‘Issuer’) issues covered bonds,
which are a direct, unsecured and unconditional obhgation of the Issuer The covered bonds benefit from a guarantee from the
Company and Abbey Covered Bonds LLP The Issuer makes a term advance to Abbey Covered Bonds LLP equal to the sterling
proceeds of each 1ssue of covered bonds Abbey Covered Bonds LLP uses the proceeds of the term advance to purchase portfolios
of residential mortgage loans and their security from the Company Under the terms of the guarantee, Abbey Covered Bonds LLP
has agreed to pay an amount equal to the guaranteed amounts when the same shall become due for payment but which would
otherwise be unpaid by the Issuer or the Company

Outstanding balances of loans and advances assigned to the covered bond programme at 31 December 2011 and 2010

were

2011 2010

Gross
assets Notes in Gross assets Notes In
assigned 1ssue assigned 1ssue
£fm fm fm £m
Euro 35bn Global Covered Bond Programme {increased during the year from euro 25bn) 25,081 18,191 23 440 15,606
tess Held by the Group - (5,015)
Total Covered Bonds (See Note 33) 18,191 10,591

For further information on the euro 35bn Global Covered Bond Programme, see Note 33
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20. SPECIAL PURPOSE ENTITIES

Speaial Purpose Entities are formed by the Group to accomplish spearfic and well-defined objectives The Group consolidates these
SPEs when the substance of the relationship indicates control, as described in Note 1

Consolidated specal purpose entities

In addition to the SPEs disclosed in Note 19 which are used for secuntisation and covered bond programmes, the only other SPEs
sponsored and consolidated by the Group are described below All the external assets in these entities are included in the relevant
Notes in these Consolidated Financiat Statements

a) Guaranteed Investment Products 1 PCC

Guaranteed Investment Products 1 PCC Limited 1s a Guernsey-incorporated, closed-ended, protected cell company The objective
of each cell s to achieve capital growth In order to achieve the investment objective, Guaranteed Investrment Products 1 PCC
Limited, on behalf of the respective cells, has entered into transactions with the Group Santander Guarantee Company, a Group
company, also guarantees the shareholders of cells a fixed return on their investment and/or the investment amount Guaranteed
Investment Products 1 PCC Limited has no thwd party assets

b) Marylebone Road 3 CBO BV

Marylebone Road 3 CBO B V was established with the specific purpose of housing Collateralised Bond Obligation structures under
which the Group raises funds, and transfers credit nsk to third parties Tms entity issues credit hinked notes to third parties and
1ssues repos and credit default swaps to other Group companies Marylebone Road 3 CBO B V' has no third party assets

c) Santander UK Foundation Limited
Santander UK Foundation Limited supports disadvantaged people throughout the UK through the following three charitable
prionties education, financial capability and community regeneration

d) Abbey National Pension (Escrow Services) Limited
Abbey National Pension (Escrow Services) Limited 15 an investrnent company, holding investments to collateralise certain obligations
of Santander UK plc in terms of agreed future funding of pension schemes

e} Trust Preferred entities

Abbey National Capital Trust | and Abbey National Capital LP | are 100%-owned finance subsidianes of the Company These
entities issue debt to third parties and lend the funds on to other Group companies The Trust Preferred entities have no third pany
assets Further information about these entities 15 set out In Note 34

The total conschidated assets held by SPEs by balance sheet classification are set out in the table below

Group Group
2011 2010

Santander UK Abbey National Santander UK Abbey National
Foundation Pension Total Foundation Pension Total
£m £m £m £m fm £m
Loans and advances to banks - - - - 2 2
Available for sale secunities " - 1" 11 125 136
Qther assets - - - - 1 1
Total assets 1 - 11 Il 128 139

Off balance sheet special purpose entities

The only SPEs sponsored but not consolidated by the Group are SPEs which issue shares that back retail structured products At 31
December 2011, the total value of products 1ssued by these SPEs was £36m (2010 £111m) The Group's arrangements with these
entiies comprise the provision of equity denvatives and a secondary market-making service to those retail customers who wish to
exit early from these products

The maximum exposure to the SPEs sponsored but not consolidated by the Group is set out below

Group

201 2000

£m fm

Trading assets (Repurchases held by the Group) 17 39
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21. TRANSFERS OF FINANCIAL ASSETS NOT QUALIFYING FOR DERECOGNITION

The Group enters Into transactions In the normal course of business by which it transfers recogrised financial assets directly to
third parties or to SPEs These transfers may give rise to the full or partial derecognition of the finanaial assets concerned

> Full derecognition occurs when the Group transfers 1ts contractual nght to recewve cash flows from the financal assets, or
retains the right but assumes an obligation to pass on the cash flows from the asset, and transfers substantially all the
nisks and rewards of ownership The nsks include credit, interest rate, currency, prepayment and other price risks

> Partial derecognition occurs when the Group sells or otherwise transfers financial assets in such a way that some but not
substantially all of the risks and rewards of ownership are transferred but control 1s retained These financial assets are
recognised on the balance sheet to the extent of the Group’s continuing involvement

Financial assets that do not qualify for derecognition consist of (1} secunities held by counterparties as collateral under repurchase
agreements, (1) secunties lent under secunties lending agreements, and (i) loans that have been secuntised under arrangements
by which the Group retains a continuing involvement in such transferred assets The following table analyses the carrying amount
of financial assets that did not qualify for derecognition and therr associated financial habilities

Group
2011 2011 2070 201C
£m £m im fm
Carrying Carrying Carrying Carrying
amount of amount of amount of amount of
transferred associated transferred associated
Nature of transaction assets liabihtves assets labiles
Sale and repurchase agreements (See Note 41) 3,678 3,905 8092 9,018
Securities lending agreements 2,913 2,964 4,293 5.007
Securitisations (See Notes 19 and 33) 75,226 22,816 75 267 19 764
81,817 29,685 87,652 33 789
22. AVAILABLE-FOR-SALE SECURITIES
Group Company
2011 2010 2011 2010
£m £m £ fm
Debt securities - 125 - -
Eguity securities 46 50 34 38
46 175 34 38
Debt securties and equity secunties can be analysed by listing status as follows
Group Company
201N 2010 2011 2010
£m fm £m fm
Debt securities
- Listed in the UK - 125 - -
- 125 - -
Equity securities
- Listed in the UK 11 12 - -
- Listed elsewhere 25 14 25 14
- Unlisted 10 24 9 24
46 50 34 38
Debt secunties at 31 December 2010 by contractual matunty and the related yield
2010 In not more In movye than 3 In more than 1 In mere than five
On than 3 months but not year but not more years but not more In more than
demand manths more than 1 year than 5 years than ten years ten years Total
fm fm £m fm fm fm im
Issued by public bodies
- UK Government - - 125 - - - 125
Weighted average yield
for year % - - 057 - - - 057
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The movement in available-for-sale securities can be summarised as follows

Group Company
£m fm
At 1 January 2011 175 38
Redemptions and maturities (126) 2)
Movement in fair value (3) (2)
At 31 December 2011 46 34
Group Company
fm fm
At 1 January 2010 797 30
Additions 1225 -
Transfer from Alkrance & Leicester plc - 8
Redemptions and maturities (1,846} -
Movement in fair value ] -
At 31 December 2010 175 38
Group Company
£m fm
At i January 2009 2663 25
Additions 1,133 8
Redemptions and maturities (3,001) (3
Amortisation of discount 8 -
Moverment in fair value (6) -
At 31 December 2009 797 30
23. LOAN AND RECEIVABLE SECURITIES
Group Company
201 2010 2011 2010
Em £m £m fm
Floating rate notes 521 1,652 521 1.652
Asset-backed securibies 1,142 1,778 4,454 3546
Collateralised debt cbligations 3 37 3 37
Collateralised |oan obligations 90 112 90 12
Other"” 21 37 140 37
Loan and receivable securnties 1777 3616 5,208 5,384
Less Impairment allowances (6) (6) {6) {6
Loan and receivable secunties, net of impairment allowances 1,711 3,610 5,202 5378

(1) Compnses £21m prncipal protected notes (2010 £37m)

These assets were acquired as part of the transfer of Allance & Leicester plc to the Group in 2008 and as part of an alignment of
portfolios across the Banco Santander, S A group in 2010 and are being run down Detailed analysis of these securities 1s set out
below

included in the above balances are amounts owed to the Group by the ultimate parent undertaking and by fellow
subsidianies of £mi1 (2010 £mil) and £109m (2010 £167m) respectively

Movement in impairment allowances

Group Company

2011 2070 201 2010

£m fm £m im

At 1 January 6 6 6 -
Transfer from Alllance & Leicester plc - - - &
At 31 December 6 [ 6 6
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Floating rate notes

Floating rate notes can be analysed by the geograptuc location of the i1ssuer or counterparty as follows

31 December 2011

31 December 2010

Income statement

Nomtnal Book Fair

Fair value as Nominal Book Fair Fair value as

value value value % of nomnal value value value % of nominal 2011 2010
Country £m £m fm % £fm f£m fm % £m £m
UK 37 37 27 73 208 202 190 91 1 5
Italy 80 80 7 89 141 139 134 95 1 3
Spain 256 255 247 96 584 579 561 96 4 10
Rest of Europe 123 115 101 82 432 416 400 93 3 10
us 30 28 26 87 139 131 125 90 1 3
Rest of world - - - 180 179 179 59 - 4
Total 526 515 471 90 1 684 1 646 1 585 94 10 35
Floating rate notes can be analysed by the credit rating of the issuer or counterparty as follows

31 December 2011 31 December 2010 Income statement
Nominat Book Faur Fair value as Nominal Book Fair Fair value as

value value value % of nominal value value value % of nominal 2011 2010
Credit rating £m £m im % £fm fm £fm % £m £m
AA 165 165 159 86 540 535 526 97 a4 1
A 273 270 252 92 810 797 770 95 5 18
BEB 75 73 61 81 302 295 277 92 1 5
Below BEB 13 7 - - 32 19 16 50 - 1
Total 526 515 472 90 1684 1 646 1 589 94 10 EE]

Asset-Backed Securities
Asset-backed secunties can be analysed by the geographic location of the

31 December 2011

Issuer or counterparty as follows

31 December 2010

Income staternent

Nominal Book Fair Fair value as Nominal Book Fair Fair value as
value value value % of nominal value value value % of nommal 2011 2010
Country £m £m fm % fm fm fm % Em fm
UK
ABS 74 74 74 100 139 150 150 108 - 1
MBS 223 211 169 76 255 227 184 72 3 12
297 285 243 82 394 377 334 85 3 13
us
ABS 330 304 273 83 520 474 439 84 3 3
MBS 49 41 33 67 218 167 111 51 1 1
37% 345 306 81 738 641 550 75 4 4
Rest of Europe
ABS 112 112 99 88 137 134 122 as 1 1
MBS 377 364 305 81 557 537 459 82 10 5
489 476 404 83 654 671 581 B4 11 6
Rest of world
ABS 17 15 15 a8 43 35 35 8i 4 -
MBS 22 21 18 82 55 54 51 93 1 3
39 36 33 85 98 B89 86 B8 5 3
Total 1,204 1,142 986 82 1924 1778 1551 B1 23 26
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Asset-backed securities can be analysed by the credit rating of the I1ssuer or counterparty as follows

31 December 2011 31 December 2010 Income statement
Nominal Book Fair Fair value as Nominal Book Fair Fair value as
value  value value % of nomnal value value value % of nominal 2011 2010
Credit rating im £m fm % Em fm fm % £m fm
AAA
ABS 367 346 305 83 628 585 548 87 ] 3
MBS 416 396 324 78 648 602 520 80 9 18
783 742 629 BO 1276 1187 1 068 34 15 23
AA+
ABS - - - - 28 23 23 82 -
MBS 102 97 94 92 88 84 80 91 3
102 97 94 92 116 167 103 89 3
AA
ABS 9 8 5 56 12 0 7 58 - -
MBS 109 103 75 59 133 120 93 70 1 1
118 111 80 68 145 130 100 59 1 1
A
ABS 88 B6 86 98 75 86 84 106 2 -
MBS 35 31 27 77 47 40 30 64 - -
123 117 113 92 126 126 114 50 2 -
BBB
ABS - - - - 19 17 15 79 - -
MBS & 5 4 67 20 15 12 60 - 2
[ 5 4 57 39 32 27 69 - 2
Below BBB
ABS 69 65 65 94 74 72 71 96 1 -
MBS 3 3 1 33 148 124 £8 46 1 -
72 70 66 92 222 196 139 63 2 -
Total 1,204 1,142 986 82 1924 1778 1551 83 23 26

Asset-backed securities above include the following

> ALT-A US asset-backed securities -~ secunties with book values of £22m (31 December 2010 £111m) and farr values of
£16m (31 December 2010 £75m)
> Monoline insurer exposures - The Group has a £73m (31 December 2010 £99m) exposure to corporate bonds and

securitisations which are wrapped by monoline wmsurers The princpat nsk exposures are recorded against the
securisations, with the monoline wraps being viewed as contingent exposures

Collateralised Debt Obligations (‘CDOs’)

The Group acquired a portfolio of CDOs as part of the acquisition of Alliance & Leicester plc in 2008 This portfolio 15 being run
down At 31 December 2011, the Group had an exposure to CDOs of only £3m

Collateralised Loan Obligations ("CLOs")

The Group acquired a portfolio of CLOs as part of the acquisition of Alliance & Leicester plc in 2008 This portfolio 1s being run
down At 31 December 2011, the Group had an exposure to CLOs with a nominal value of £99m (2010 £127m), a book value of
£90m (2010 £112m) and a far value of £72m (2010 £94m) In 2011, impairment losses of £rul (2010 rul) were recogmised in the
income statement The geographical locations of the issuer or counterparty of the CLO exposures are the UK, the rest of Europe
and the US  51% of the nominal values are rated BBB (2010 47%) with 2% rated AAA (2010 2%), 25% rated AA (2010 21%,
20% rated A {2010 28%) and 2% related below BBB (2010 2%)

24, INVESTMENT IN SUBSIDIARY UNDERTAKINGS

Investrments in subsicianes are held at cost subject to imparrment The movernent in investments in subsicdiaries was as follows

Company

Cost tmpairment Net book value

fm £m £m

At 1 January 2011 7,234 (365) 6,869
Additions 198 - 198
Disposals {72) - (72)
At 31 December 2011 7,360 (365) 6,995
Company

Cost Impairment Net book value

fm £m fm

At i January 2010 7,343 (305) 7,038
Additions 1,826 {7) 1,819
Reduction in investment in A&L plc as a result of FSMA transfer (See Note 45) {1,159 {57) (1,216)
Disposals /repayment of investment (776) 4 (772)
At 31 December 2010 7,234 {365) 6,869
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In 2011, addtions and disposals represented changes in the capital invested tn certain subsidianies as a result of an internal
reorganisation within the Group

In Qctober and November 2010, in order to bring certain interests of Banco Santander, S A in the UK under the
corporate structure of the Group in furtherance of the Group's objective to become a full-service commercial bank, Banco
Santander, S A transferred all of its shares in Santander Cards Limited, Santander Cards {(UK) Limited, Santander Cansumer (UK)
plc {of which the Group already held 49 9%) and Santander P8 UK {Holdings) Limited {and its subsidianes) {of which the Group
already held 51% of its subsidiary Santander Private Banking UK Limited) to the Company in exchange for £1,451m, as described
iIn Note 46 The cost of the Company’'s onginal investment in 49 9% of Santander Consumer (UK) plc of £75m was also
reclassified

On 28 April 2010, the Company injected £300m of equrty capital into Allance & Leicester plc On 28 May 2010, Alliance
& Leicester plc transferred its business and certain associated liabilities to the Company pursuant to a court-approved business
transfer scheme under Part VIl of the Finanaial Services and Markets Act ('FSMA’) 2000, as described in Note 45

On 10 March 2010, Santander Private Banking UK Limited completed the disposal of James Hay Holdings Limited,
together with its five subsidhary companies, by the sale of 100% of James Hay Holdings Limited's shares to IFG UK Holdings
Limited, a subsichary of IFG Group pk for a cash consideration of approximately £39m The IFG Group provides independent
financial adwisory, fund management and pension administration services in Ireland, the UK and internationally

The prinapal subsidiaries of the Company that comprise related undertakings under the UK Companies Act 2006 {and so
exclude certain securitisation companies) at 31 December 2011 are shown below The Directors consider that to give full
particulars of all subsidiary undertakings would lead to a statement of excessive length In accordance with Section 410(2) of the
UK Compantes Act 2006, the following information refates to those subsidiary undertakings whose results or financial position, In
the opinion of the Directors, principally affect the results of the Group Full particulars of all subsidiary undertakings will be
annexed to the Company’s next annual return in accordance with Section 410(3)(b) of the UK Compantes Act 2006

Principal subsidiary Nature of business % Interest held Country of incorporation or registration
Abbey National International Limited Personal finance 100 lersey
Abbey National North America LLC* Commeraial paper tssue 100 United States
Abbey National Treasury Services plc Treasury operations 100 England & Wales
Alliance & Leicester Internaticnal Limited* Offshore deposit taking 100 Isle of Man
Cater Allen Limited* Bank, deposit taker 100 England & Wales

* Held indirectly through subsidiary comparues

All the above compantes are included n the Consclidated Financial Statements The Company holds directly or indirectly 100% of
the 1ssued ordinary share capital of its principal subsidiaries All companies operate principally in their country of incorporation or
registration  Abbey National Treasury Services plc also has a branch office in the US and the Cayman Islands The Company has a
branch in the Isle of Man The ability of Alliance & Leicester Internaticnal Limited to pay dividends to the Company s restricted by
regulatory capital requirements Abbey National International bmited had a branch in the Isle of Man, which was closed on 1 April
2010

25. INTANGIBLE ASSETS

a) Goodwill
Group Company
2011 2010 20m 2010
£m fm fm £m
Cost
At 1 January 1,916 1,285 1,194 419
Transfer from Alliance & Leicester plc - - - 774
Acquisitions - 631 - 1
At 31 December 1,916 1,916 1,194 1,184
Accumulated impairment
At 1 January 22 22 - -
Irnpairment charge 60 - - -
At 31 December 82 22 - -
Net book value 1,834 1,854 1,194 1,194

In October 2010, the Group acguired Santander Cards Limited and Santander Cards (UK) bimited {and 1ts subsidiarnies}, which
conduct Santander’s provision of store cards to retalers, credst cards and related financial products and other unsecured consumer
finance products in the UK, and Santander Cards Ireland Limited, which conducts Santander’s provision of credit card finance by
way of credit cards and store cards in the Republic of Ireland The acquisition price was £1,091m as described in Note 46 In
connection with the acquisition, goodwill of £456m was recognised, which 15 attnbutable to the anticipated increase in revenues
ansing from a strengthened market position and greater critical mass, and the anticipated future operating cost synergies arising
from the elimination of duplicated back office and support functions
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In Novernber 2010, the Group acquired Santander Consumer (UK) ple {of which the Group already held 49 9%}, which carries on
Santander’s provision of finance facilities and the contract purchase of motor vehicles and equipment in the UK and also provides
wholesale funding facilives to preferential dealers in the UK The acquisiion price was £185m as described in Note 46 In
connection with the acquisition, goodwill of £88m was recognised, which 1s attributable to the anticipated increase in revenues
arising from a strengthened market position and greater critical mass, and the anticipated future operating cost synergies arising
from the elmination of duplicated back office and support functions Additional goodwill of £87m was recognised on the
revaluation of the Group's existing holding of 43 9%

Impairment of goodwill
During the year there was a £60m impairment of goodwill (2010 £nil, 2009 £nil) The smpairment arose in respect of goodwil!
related to Cater Allen Private Bank as a result of a reassessment of the value of certain parts of the business in hght of recent
market conditions and regulatory developments

Impairment testing in respect of goodwill allocated to each cash-generating unit is performed annually or more frequently
if there are iImparment indicators present For the purpose of impairment testing, the cash-generating units are based on customer
groups within the relevant business divisicns

The cash flow projections for each cash-generating unit are based on plans approved by the Company’s Board The
assumptions included in the expected future cash flows for each cash-generating unit take into consideration the UK economic
environment and financial outlook within which the cash-generating unit operates Key assumptions include projected GDP growth
rates, the level of interest rates and the level and change in unemployment rates in the UK The discount rate used to discount the
cash flows 15 based on a pre-tax rate that reflects the weighted average cost of capital {WACC") allocated by the Group to
investments in the business dwision within which the cash-generating unit operates The growth rate used reflects management’s
five-year forecasts, with a terminal growth rate of 2% applied thereafter, in line with the estimated long-term average UK GDP
growth rate

Except as set out below, based on the conditions at the balance sheet date, management deterrmined that a reasonably
possible change m any of the key assumptions described above would not cause an impairment to be recogrised In respect of
goodwill arising on the Group’s business combinations However, a reasonably possible change in the key assumptions at 31
December 2011 would reduce or increase the recoverable amount of goodwill related to Cater Allen Private Bank by £10m

The following cash-generating units include in their carrying values goodwill that comprises the goodwill reported by the
Group The cash-generating units do not carry on their balance sheets any other intangible assets with indefinite useful lives

20M
Goodwill Key Discount Growth
Business Division Cash-Generating Unit fm Basis of valuation assumptions rate rate'"
Retail Banking Personal financial services 1,169 Value in use cash flow 5 year plan 11 2% 1%
Retall Banking Santander Cards 456 Value in use cash flow 5 year plan 11 2% 38%
Retail Banking Santander Consumer 175 Value in use cash flow 5 year plan 112% 5%
Retail Banking Cater Allen Private Bank 30 Value in use cash flow S year plan 1 2% 2%
Retai! Banking Other 4 Value in use cash flow 5 year plan 11 2% 2%
1,834
{1) For five years, with a terminal growth rate of 2% appled thereafter
2010
Goodwill Key Discount Growth
Business Division Cash Generating Unit £fm Basis of valuation assumptions rate ratet”
Retall Banking Personal financial services 1469 Value in use cash flow 3 year plan 116% 10%
Retail Banking Santander Cards 456 Value in use cash flow 3 year plan 11 6% 10%
Retail Banking Santander Consumer 175 Value in use cash flow 3 year plan 11 6% 10%
Retail Banking Cater Allen Private Bank 90 Value in use cash flow 3 year plan 11 6% 10%
Retail Banking Other 4 Value in use cash flow 3 year plan 11 6% 10%
1,894

(1) For three years, with a termunal growth rate of nil applied thereafter

In 2011, the Group updated its models and based its calculations on the cash flow projections in its 5 Year Plan, consistent with
the pericd for which management 1s required to prepare detalled plans for UK requlatory purposes, rather than a 3 Year Plan as
used in previcus years In 2011, the discount rate decreased by 0 4 percentage points to 11 2% (2010 11 6%) The decrease
reflected changes i current market and economic conditions In 2011, the change in growth rates reflected the revised strategic
objectives for the Group set in the second half of the year in the context of forecast economic conditions
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b) Other tntangibles

Group Company
2011 2010 2011 2010
£m £m £m fm
Cost

At 1 lanuary 368 212 320 i51
Additions 192 114 202 a2
Acquired through business combinations - 45 - -
Transferred from Allance & Leicester plc - - - 87
Disposals (10) (3) n -
At 31 December 550 368 515 320

Accumulated amortisatton / impairment
At 1 January 84 29 107 18
Transferred from Alliance & Leicester plc - . - 4
Impairment 112 - 112 -
Disposals {5) - (4) -
Charge for the year 51 55 36 48
At 31 December 242 84 251 107
Net book value 308 284 264 213

Other intangible assets of the Group and the Company consist of computer software, and marketing nghts acquired by the Group
during 2010 as described below The marketing rights had a cost of £16m Accumulated amortisation at the start of the year was
£im and amortisation of £4m (2010 £1m) was charged in the year, gving a net book value of £11m (2010 £15m) at the year
end

In connection with the acquisition of the Penimeter companies in Qctober and November 2010, respectively, as described
in Note 46, mtangible assets in respect of marketing nghts and computer software were identified The value of the marketing
nghts was £16m and of the computer software was £29m, which were separately recognised No other intangible assets were
wdentified, including any relating to brands, customer lists, key employees, patents or intellectual property nights

In 2011, an impairment loss charge of £112m was recognised 1n respect of software as a result of a reduction in the
related expected future economic benefits

26. PROPERTY, PLANT AND EQUIPMENT

Group
Office fixtures Computer Operating lease
Property and equipment software assets Total
£m £m £m £m fm
Cost

At 1 January 2011 1,012 698 400 252 2,362
Additions 55 86 - 64 205
Disposals {15) (14) (10} {133) (172)
At 31 December 2011 1,052 770 390 183 2,395

Accumulated depreciation
At 1 January 2011 71 350 219 17 657
Charge for the year 35 90 45 54 224
Disposals (11) {14) (4) (53) (82)
At 31 December 2011 95 426 260 18 799
Net book value 957 344 130 165 1,596
Group

Office fixtures Computer Operating iease
Property and equipment software assets Total
£m fm im fm £m
Cost

At 1 January 2010 471 639 387 328 1.825
Acquired through business combinations - 6 1 - 7
Disposed of through disposal of business (3 (N - - (4)
Additions 556 159 12 32 759
Disposals (12 (105) - {108) {225}
At 31 Decernber 2010 1,012 698 400 252 2,362

Accumulated depreciation
At 1 January 2010 51 342 166 16 575
Disposed of through disposal of business {2) (1 - - (3
Charge for the year 24 78 53 65 220
Disposals {2) (69) - (64) (135)
At 31 December 2010 71 350 219 17 657
Net book value 941 348 181 235 1,705
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Company
Office fixtures Computer
Property and equipment software Total
fm £m £m £m
Cost

At 1 January 2011 916 838 322 2,076
Additions a4 94 - 138
Disposals (8) (12) - {20)
At 31 December 2011 952 920 322 2,194

Accumulated deprecation
At 3 January 2011 215 510 147 872
Charge for the year 30 84 45 159
Disposals (8) {11) - (19)
At 31 December 2011 237 583 192 1,012
Net book value 715 337 130 1,182
Company

Office fixtures Computer
Property and equipment software Total
£m fm £m fm
Cost

At 1 January 2010 123 597 318 1,035
Transfer from Alliance & Leicester plc 256 201 - 457
Additions 549 145 7 701
Disposals {12) (105) - (117)
At 31 December 2010 916 838 322 2,076

Accumulated depreciation
At 1 January 2010 30 349 95 474
Transfer from Allance & Leicester ple 170 160 - 330
Charge for the year 17 68 52 137
Disposals (2} (67) - {69)
At 31 December 2010 215 510 147 872
Net book value 701 328 175 1,204

in Qctober 2000, the Company entered into a sale and leaseback of substantially all of its freehold and leasehold properties The
resulting teases of the properties to the Company were accounted for as operating leases On 1 October 2010, the Company
completed a buy-back of certain of these properties for a total consideration of £526m
At 31 December 2011, capital expenditure contracted, but not prowvided for was £nil 2010 £nil) in respect of property,
plant and equipment Of the carrying value at the balance sheet date, £176m (2010 £154m} related to assets under construction

Operating lease assets

The Group’s operating lease assets cansist of motor vehicles and other assets leased to sts corporate customers The Company has
no operating lease assets Future mimtmum lease receipts under non-cancellable operating leases are due over the following

periods
Group
2014 2010
£m f£m
In no more than 1 year 36 49
In more than 1 year but no more than 5 years 57 77
In more than 5 years 1 9
94 135

No contingent rent income {2010 £nil) for the Group was recognised in the year
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27. DEFERRED TAX

Deferred taxes are calculated on temporary differences under the hability method using the tax rates expected to apply when the
liability 15 settled or the asset 1s realised The movement on the deferred tax account was as follows

Group Company
2011 2010 201 2010
£m £m £m £m
At 1 January 357 610 379 428
Income statement charge (129) (390) (113) (272)
(Charged)/credited to other comprehensive income
- retirement benefit obhgations 9 (9) 9 (20)
- avallable-for-sale financial assets 2 - 2 -
n 9 11 {20)
Acgquired through business combinations - 5¢ {2 -
Transfer of Alhance & Leicester ple - - - 243
Disposal of subsidiary undertaking 18 96 - -
At 31 December 257 357 275 379
Deferred tax assets and hatilities are attributable to the following items
Group Company
2011 2010 2011 2010
Em £m £m fm
Deferred tax habilities
Pensions and other post retirement benefits (S) - (5) -
Accelerated tax depreciation 97 (122) - -
Other temporary differences {60) (87) - -
(162) {209) {5) -
Deferred tax assets
Pensions and other post retirement benefits - 50 - 49
Accelerated book depreciation 93 137 39 48
145 32 and IAS 39 transitional adjustments 73 91 38 48
Impairment loss allowances and other provisions - 12 - -
Cther temporary differences 97 30 a7 (12)
Tax losses carried forward 156 246 156 246
419 566 280 379

Deferred tax balances are presented in the balance sheet after offsetting assets and habilities where the Group and Company has
the legal nght to off set and intends to settle on a net basis, as follows

Group Company

2011 2010 2011 2010

£m £m £m fm

Deferred tax assets 419 566 280 379
Deferred tax liabilities (162) {209) (5) -
Net deferred tax asset 257 357 275 379

The deferred tax assets scheduled above have been recognised in both the Company and the Group on the basis that sufficient
future taxable profits are forecast within the foreseeable future, in excess of the profits ansing from the reversal of existing taxable
temporary differences, to allow for the utihsation of the assets as they reverse Based on the conditions at the balance sheet date,
management determined that a reasonably possible change in any of the key assumptions underlying the estimated future taxable
profits in the Group's 3 Year plan would not cause a reduction in the deferred tax assets recognised

The Group and Company recognise deferred tax assets in respect of trading losses relating to the former Alliance &
Letcester plc business which was transferred to Santander UK plc in May 2010 under Part VI of the Financial Services and Markets
Act 2010 HM Revenue & Customs confirmed in 2010 that the avallability of losses was unaffected by the transfer Under current
UK tax legislation, the tax losses do not time expire and the benefit of the tax losses carried forward may only be realised by the
utilisation against the future taxable profits of the former Alliance & Leicester plc business The tax losses will be utilised as soon as
practical taking into account discussions with HM Revenue & Customs over the level of profits attributable to the former Alliance &
Leicester business Management currently expect that these tax losses will be fully utihsed within three years

At 31 December 2011, the Group had UK capital losses carmed forward of £66m (2010 £112m} These losses are
available for offset agamst future UK chargeable gains and under current UK tax legislation do not time expire No deferred tax
asset has been recognised In respect of these capital losses on the basis that the timing of any benefit 1s uncertain
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The deferred tax charge in the iIncome statement comprises the following temporary differences

Group
2011 2010 2009
£m £m fm
Accelerated tax depreciation (37 32 {133
Pensions and other post-retirement benefits (64) (223) {104)
Impairment loss allowances and other provisions - {1 -
1AS 32 and |AS 39 transition adjustments {18) (21) Sk
Tax losses carred forward {90) (38) (63)
Other temporary differences 80 {75} {(127)
(129) (390) (438)
28. OTHER ASSETS
Group Company
2011 2010 2011 2010
£m fm £m fm
Trade and other receivables 933 984 842 871
Prepayments 62 74 49 54
Accrued income 19 24 - 6
General insurance assets 74 75 74 75
1,088 1,157 965 1,006
29. DEPOSITS BY BANKS
Group Campany
2011 2010 2011 2010
im fm £m fm
Items in the course of transmission 4,045 1,274 1,028 1,248
Deposits by banks - securities sold under agreements to repurchase 5.574 2548 620 -
Amounts due to Santander UK subsiciares - - 110,119 143,952
Amounts due to ultimate parent - secunties sold under repurchase agreements 2,517 949 - 101
Amounts due to feliow Banco Santander subsidiaries — securities sold under
repurchase agreements 565 646 2 -
- other 40 - - -
Other deposits 1,885 2,367 509 939
11,626 7,784 112,278 146,240
Group Company
2011 2010 2011 2010
£m fm £m £m
Repayable
On demand 2,980 3,478 19,251 25,556
In not more thars 3 months 3,030 871 40,087 40 115
In more than 3 months but not more than 1 year - 41 9,625 29,177
In more than 1 year but not more than 5 years 5616 3,188 35,284 41,168
In more than & years - 206 8,031 10,224
11,626 7,784 112,278 146,240
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30. DEPOSITS BY CUSTOMERS

Group Company
201 2010 201 2010
£m £m £m £m
Current and demand accounts
- Interest-bearing 30,843 29,616 24,677 23,501
- nen interest-bearing 948 2,085 879 2,017
Savings accounts 72,729 74 608 71,319 71,397
Time deposits 42,873 45,748 30,851 33,023
Securities sold under repurchase agreements 418 - - -
Amounts due to Santander UK subsidiaries - . 47,155 40 412
Amounts due to fellow Banco Santander subsidiaries 531 586 186 229
148,342 152 643 175,067 170,579
Repayable
On demand 104,113 104 664 97,127 97,850
I no more than 3 months 9,888 8,938 841 7,220
In more than 3 months but no more than 1 year 20,902 24,027 15,507 20,689
In more than 1 year but pot more than 5 years 13,000 14,527 9,157 70
In more than 5 years 439 487 44,865 37,799
148,342 152,643 175,067 170,579
Savings accounts and time deposits are interest-bearing
31. TRADING LIABILITIES
Group Company
2011 2010 2011 2010
£m £fm £m £m
Deposits by banks - secunities sold under repurchase agreements 10,105 21,411 - -
- other? 4,403 4,327 - -
Ceposits by customers - securities sold under repurchase agreements 5,519 11,112 - -
- other’® 4,963 4859 - -
Short positions in secunities and unsettled trades 755 1,118 - -
25,745 42 827 - -

(1) Compnises cash collateral of £2,401m (2010 £1,149m) and short-term deposits of £2,002m (2010 £3 178m}
(2) Compnses short-term depasits of £3 662m (2010 £3 202m) and eguity Index-linked deposits of £1 301m (2010 £1 657m)

included in the above balances are amounts owed by the Group to the ulumate parent undertaking of £620m and to fellow

subsidiaries of £51m

32. FINANCIAL LIABILITIES DESIGNATED AT FAIR VALUE

Group Company
201 2010 2011 2010
£m fim £m f£m
Deposits by customers - 5 - 5
Debt secunties in issue - US$10bn Eurc Commercial Paper Programme 429 898 - -
- US$40bn Euro Medium Term Note Programme - 24 - 24
- US$20bn Euro Medium Term Note Programme 4,594 1,741 - -
- Euro 10bn Structured Notes 1,744 930 - -
- Other bonds 62 80 1 1
Warrants 8 9 - -
6,837 3,687 1 30

Financial liabihties are designated at far value through profit or loss where this results in more relevant information because it
significantly reduces a measurement inconsistency that would otherwise anise from measunng assets and liabilities or recognising
the gans or losses on them on a different basis, or where a contract contains one or more embedded derwvatives that would
otherwise require separate recogmtion The “farr value option’ has been used where deposits by banks, deposits by customers, debt
securities i Issue and warrants would otherwise be measured at amortised cost, and any embedded derivatives or associated

dervatives used to economically hedge the risk are held at fair value
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Where the Group records its own debt securities in issue at fair value, the far value is based on quoted prices in an active market
for the speafic instrument concerned, if available When quoted market prices are unavailable, the own debt security in Issue is
valued using valuation techniques, the inputs for which are either based upon quoted prices in an inactive market for the
nstrument, or are estimated by comparison with quoted prices in an active market for similar instruments In both cases, the far
value includes the effect of applying the credit spread which 1s approprate tc the Group’s habilities The change in farr value of
issued debt securties attributable to the Group’s own credit spread 1s computed as follows for each secunty at each reporting
date, an externally verdiable price 1s obtamed or a price 15 derved using credit spreads for similar securities for the same issuer or
credit default swaps Each secunty 1s then valued using discounted cash flows, incorporating a LIBOR-based discount curve The
difference in the valuations is attributable to the Group’s own credit spread This methodology s applied consistently across all
securities where 1t 15 believed that counterparties would consider the Group’s creditworthiness when pricing trades

Gains and losses ansing from changes in the credit spread of liabiliies ssued by the Group reverse over the contractual
life of the debt, provided that the debt 1s not repaid at a premium or a discount

The net gain during the year attnbutable to changes in the Group’s own credit nsk on the above debt securities in issue
was £64m (2010 net gain of £2m) The cumulative net gain attributable to changes in the Group's own credit nsk on the above
debt securities in 1ssue at 31 December 2011 was £83m (2010 net gan of £29m)

The amount that would be required to be contractually paid at maturity of the deposits by banks, deposits by customers,
and debt securities in issue above 1s £439m (2010 £145m) higher than the carrying value

US$10bn Euro Commercal Paper Programme
Abbey National Treasury Services plc may from time to time i1ssue commercial paper under the US$10bn Euro Commercial Paper
Programme that may be denominated in any currency as agreed between Abbey National Treasury Services plc and the relevant
dealer The commercial paper ranks at least pan passu with all other unsecured and unsubordinated obligations of Abbey National
Treasury Services plc The payments of all amounts due in respect of the commercial paper have been unconditionally and
irrevocably guaranteed by the Company

The commercial paper 15 1ssued in bearer form, subject to a mimimum maturity of 1 day and a maxumum maturity of 364
days The commercial paper may be issued on a discounted basis or may bear fixed or floating rate interest or a coupon calculated
by reference to an index or formula The maximum aggregate nominal amount of all commercial paper outstanding from tme to
time under the Programme will not exceed US$10bn (or its equivalent in other currencies) This was increased from US$4bn in
January 2011 The commercial paper 1s not listed on any stock exchange

US$40bn Euro Medium Term Note Programme
In January 2009, it was decided that no further issuance would be made under the US$40bn Euro Medium Term Noete Programme
At 31 December 2011, no notes remained outstanding under the Programme

Alliance & Leicester plc 1ssued both seruor notes and subordinated notes and from time to time issued notes denominated
In any currency as agreed with the relevant dealer under the US$40bn Euro Medwrn Term Note Programme The Programme
provided for 1ssuance of fixed rate Notes, floating rate notes, ndex linked notes, dual currency notes and zero-coupon notes The
notes are listed on the London Stock Exchange or may be listed on any other or further stock exchange(s) or may be unlisted, as
agreed

The notes were 1ssued in bearer form The maximum aggregate nominal amount of all notes from time to time
outstanding under the Programme did not exceed US$40bn {or its equivalent in ather currencies), subject to any modifications in
accordance with the terms of the Programme agreement

The notes were direct, unsecured and unconditional obligations of Allance & Leicester plc The notes transferred to the
Company with effect from 28 May 2010 under a business transfer scheme under Part VIl of the Financial Services and Markets Act
2000 as described in Note 45 As a result, the notes are now direct, unsecured and unconditional obligations of the Company

US$20bn Euro Medium Term Note Programme
Abbey National Treasury Senvices plc and the Company may from time to time issue notes denominated 1n any currency as agreed
between the relevant issuer and the retevant dealer under the US$20bn Euro Medium Term Note Programme The payment of all
amounts payable in respect of the senior notes 1s unconditionally and wrevocably guaranteed by the Company The programme
provides for 1ssuance of fixed rate notes, floating rate notes, index linked notes, credit inked notes, equity hnked notes and any
other structured notes, and also dual currency notes, zero-coupen/discount notes and non-interest bearing notes

The maximum aggregate nominal amount of all notes outstanding under the programme may not exceed US$20bn (or
its equivalent 1n other currencies) subject to any modifications in accordance with the terms of the programme agreement Notes
may be 1ssued in bearer or registered form and can be listed on the London Stock Exchange or any other or further stock
exchange(s) or may be unlisted, as agreed

Euro 10bn structured notes

Abbey National Treasury Services plc may from time to time issue structured notes denomunated in any currency as agreed
between Abbey National Treasury Services plc and the relevant dealers under the euro 10bn structured note programme
Structured notes are direct, unsecured and unconditional obhgations of Abbey National Treasury Services plc that rank pan passu
without preference among themselves and, subject as to any applicable statutory provisions or judicial order, at least equally with
all other present and future unsecured and unsubordinated obligations of Abbey National Treasury Services plc The payments of
all amounts due in respect of the structured notes have been unconditionally and irrevocably guaranteed by the Company
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The structured note programme provides for the issuance of commodity inked notes, credit inked notes, currency linked notes,
equity linked notes, equity index linked notes, fixed rate notes, floating rate notes, fund linked notes, inflation linked notes,
property linked notes, zero-coupan/discount notes and any other structured notes as agreed between Abbey National Treasury
Services plc and the relevant dealers Structured notes may be issued in bearer or registered {or nscribed) form and may be hsted
on the London Stock Exchange or any other or further stock exchange(s) or may be unlisted, as agreed between Abbey National
Treasury Services plc and the relevant dealers Structured notes i1ssued in bearer form may also be issued in new global note form

The maximum aggregate nominal amount of all structured notes from time to time outstanding under the programme
will not exceed euro 10bn {or its equivalent 1in other currencies) This was increased from euro 2bn in March 2011

Warrants programme
Abbey National Treasury Services plc may from time to time i1ssue warrants denominated in any currency as agreed between 1t and
the relevant dealer under the warrants programme Warrants are direct, unsecured and unconditional obligations of Abbey
National Treasury Services plc that rank pan passu without preference among themselves and, subject as to any applicable
statutory provisions or Judicial order, rank at least equally with all other present and future unsecured and unsubordinated
obligations of Abbey National Treasury Services plc The payments of all amounts due in respect of the warrants have been
unconditionally and irrevocably guaranteed by the Company

The warrants programme provides for the 1ssuance of commodity linked warrants, currency linked warrants, equity inked
warrants, equity iIndex linked warrants, fund linked warrants, inflation index linked warrants, property index Iinked warrants, debt
Linked Warrants and any other warrants as agreed with the relevant dealer Warrants are 1ssued in globat form and can be listed
on the London Stock Exchange or any other or further stock exchange(s) as agreed with the relevant dealer

33. DEBT SECURITIES IN ISSUE

Group Company
2011 2010 2011 2010
£m fm £m £m
Bonds and medium term notes
- Eure 35bn Global Covered Bond Programme 18,191 10,591 - -
- US$20bn euro Medium Term Note Programme (See Note 32) 4,295 4,893 - -
- US$40bn euro Medwm Term Note Programme (See Note 32) 1.609 3177 1,609 3177
- US$20bn Commercial Paper Programme 3,069 4,433 - -
- Certificates of deposit In issue 2,671 8,925 - -
29,835 32,015 1,609 3,377
Securitisation programmes
- Holmes 7.829 8,696 -
- Fosse 14,719 11,068 -
- Motor 268 - - -
52,651 51,783 1,609 3,177

Included 1n the above balances are amounts owed by the Group to the ultimate parent undertaking and to fellow subsidiaries of
£107m (2010 £38m) and £137m (2010 £129m) respectively

Euro 35bn Global Covered Bond Programme
Abbey National Treasury Services plc 1ssues covered bonds under the euro 35bn Global Covered Bond Programme that may be
denormnated in any currency as agreed between Abbey National Treasury Services plc and the relevant dealers under the
programme The programme provides that covered bonds may be listed or admitted to trading, on the official Iist of the UK Listing
Authority and on the London Stock Exchange’s Regulated Market or any other stock exchanges or regulated or unregulated
markets Abbey National Treasury Services plc may also 1ssue unlisted covered bonds and/or covered bonds not admitted to
trading on any regulated or unregulated market

The payments of all amounts due in respect of the covered bonds have been unconditionally guaranteed by the
Company Abbey Covered Bonds LLP (the 'LLP?), together with the Company, has guaranteed payments of interest and principal
under the covered bonds pursuant to a guarantee which 1s secured over the LLP's portfolio of mortgages and its other assets
Recourse against the LLP under its guarantee Is imited to its portfolio of mortgages and such assets

Covered bonds may be issued in bearer or registered form The maximum aggregate nominal amount of all covered
bonds from tme to time outstanding under the programme will not exceed euro 3Sbn (or its equivalent in other currencies),
subject to Increase in accordance with the programme This was increased from euro 25bn in September 2011

On 11 November 2008, Abbey National Treasury Senvices plc was admitted to the register of 1ssuers and the programme
and the covered bonds issued previously under the programme were admitted to the register of regulated covered bonds,
pursuant to Regulation 14 of the Regulated Covered Bonds Regulations 2008 (S| 2008/346)
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US$20bn Commercial Paper Programme

Abbey National North Amenca LLC may from time to urme 1ssue unsecured notes denominated in United States dollars as agreed
between Abbey National North Amenca LLC and the relevant dealers under the US$20bn commercial paper pregramme The
Notes will rank at least pan passu with all other unsecured and unsubordinated indebtedness of Abbey National North America LLC
and the Company The payrents of all amounts due in respect of the Notes have been unconditionally and irrevocably guaranteed
by the Company The Notes are not redeemable prior to maturity or subject to voluntary prepayment The maximum aggregate
nominal amount of all Notes from time to time outstanding under the Programme will not exceed US$20bn (or its equivalent in
other currencies)

Securtisation Programmes
The Group has prowided prime retall mortgage-backed secuntised products and other asset-backed securiised products to a
diverse investor base through its mortgage and other asset-backed funding programmes, as described in Note 19

Funding has historically been raised via mortgage-backed notes, both issued to third parties and retained (the latter being central
bank eligible collateral, both via the Bank of England's Special Liquidity Scheme facihty and for contingent funding purposes in
other Bank of England, Swiss National Bank and US Federal Reserve facilities) In addition, in April 2011, the Group provided other
asset-backed securitised products to investors through the secuntisation of auto loan recevables

An analysis of the above debt securities in issue by 1ssue currency, interest rate and maturity 1s as follows

Group Company
201 2010 2011 2010
Issue currency Interest rate Maturity £m fm £m fm
euro 000% - 3 99% Up to 2011 - 1858 - 574
2011 - 2012 1.591 859 836 859
2013-2019 11,208 7,938 539 556
2020 - 2029 221 1,083 - -
2030 - 205% 5,325 5,876 - -
400% - 499% 2011 - 2019 23 - - -
2020 - 2028 2,893 1316 - -
2030 - 2039 106 - - -
US dollar 000% - 399% Up to 2011 - 11,783 - 635
2011 - 2012 4,833 1,200 - -
2013 - 2019 1,940 966 -
2020 - 2029 456 1,252 -
2030- 2039 579 577 -
2040 - 2058 6.579 3,186 - -
400% -599% 2013 - 2019 712 35 36 35
2040 - 2059 161 - - -
Pounds sterling 000% -399% Up to 2011 - 1,646 - 12
2071 - 2012 1,927 1,110 70 70
2013 - 2019 1,459 1,234 1 -
2020 - 2029 - 437 - -
2040 - 2059 7.284 6,757 - -
400% - 599% Up to 2017 - 21 - 209
2013-2019 1.013 - - -
2020 - 2029 2,658 - . -
2040 - 2059 933 1,884 - -
6500% - 6 99% 2013 - 2019 88 87 88 87
Other currencies 000% -5 9%% Up to 2011 - 9 - -
2011 -2012 39 - 39 -
2013-2019 445 289 - 40
2020 - 2029 178 177 - -
600% - 687% Up to 2011 - 8 - -
2013- 2019 - S - -
52,651 51,783 1,609 3,177
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34. SUBORDINATED LIABILITIES

Group Company

2011 2050 2011 200

£m £m fm fm

£325m Sterling Preference Shares 344 344 344 344
£175m Fixed/Floating Rate Tier One Preferred Income Capital Securities 216 201 216 201
US$1,000m Non-Cumulative Trust Preferred Securities 1,065 870 - -
Undated subordinated lrabilities 2,250 2151 2,250 2,151
Dated subordinated lrabilities 2,624 2,806 3,754 3,742
6,499 6,372 6,564 6,438

The securities 1n this Note will, 1n the event of the winding-up of the issuer, be subordinated to the clams of depositors and all
other creditors of the issuer, other than creditors whose claims rank equally with, or are junior to, the ¢laims of the holders of the
subordinated labilities The subordination of specific subordinated lhabilities 15 determined In respect of the issuer and any
quarantors of that liability The claims of holders of preference shares and preferred securities are generally junior to those of the
holders of undated subordinated labilities, which in turn are junior to the claims of holders of the dated subordinated habiities
The subordination of the preference shares and preferred secunties ranks equally with that of the £300m fixed/floating rate non-
cumulative callable preference shares, £300m Step-up Callable Perpetual Preferred Securities and £300m Step-up Callable
Perpetual Reserve Capital Instruments classified as share capital, as described in Note 39

The Group has not had any defaults of principal, interest or other breaches with respect to its subordinated liabilities
during the year (2010 none) No repayment or purchase by the issuer of the subordinated habilities may be made prior to therr
stated maturity without the consent of the UK Financial Services Authonty

Included in the above balances are amounts owed by the Group to the ultimate parent undertaking and to fellow
subsidiaries of £919m (2010 £911m) and £1,778m (2010 £1,794m} respectively

£325m Sterling Preference Shares
Holders of sterling preference shares are entitled to recewe a biannual non-cumulative preferential dividend payable in sterling out
of the distnibutable profits of the Company The rate per annum will ensure that the sum of the dmidend payable on such date and
the associated tax credit (as defined in the terms of the sterling preference shares) represents an annual rate of 8 5/8% per annum
of the nominal amount of shares ssued 1n 1997, and an annual rate of 10 3/8% for shares ssued in 1995 and 1996

On a return of capital or on a distribution of assets on a winding up, the sterling preference shares shall rank pan passu
with any other shares that are expressed to rank pari passu therewith as regards participation in assets, and otherwise in priority to
any other share capital of the Company On such a return of capital or winding up, each sterling preference share shall, out of the
surplus assets of the Company available for distribution amongst the members after payment of the Company’s habilities, carry the
right to receive an amount equal to the amount paid up or credited as paid together with any prermiurmn paid on 1ssue and the fult
amount of any dividend otherwise due for payment  Other than as set out above, no sterling preference share confers any rnight to
participate on a return of capital or a distribution of assets of the Company

Holders of the sterling preference shares are not entitled to receve notice of or attend, speak and vote at general
meetings of the Company unless the business of the meeting includes the consideration of a resolution to wind up the Company
or any resolution varying, altering or abrogating any of the nghts, privileges, hmitations or restrictions attached to the sterling
preference shares or If the dvidend on the steriing preference shares has not been paid in full for the three consecutive dividend
penods immediately prior to the relevant general meeting In any such case, the sterling preference sharehciders are entitled to
receive notice of and attend the general meeting at which such resolution 15 proposed and will be entitled to speak and vote on
such a resolution but not on any other reselution

£375m Fixed/Floating Rate Tier One Preferred income Capital Securities
The Tier One Preferred Income Capital Secunities were ssued on 9 August 2002 by the Company and have no fixed redemption
date The Company has the nght to redeem the Tier One Preferred Income Capital Securities whole but not in part on 9 February
2018 or on any coupon payment date thereafter, subject to the prior approval of the UK Financial Services Authonty The Tier One
Preferred Income Capital Secunties bear interest at a rate of 6 984% per annum, payable semi-annually in arrears From (and
ncluding) 9 February 2018, the Tier One Preferred Income Capital Secunties will bear interest, at a rate reset semi-annually of
1 86% per annum above the six-month sterling LIBOR rate, payable sermi-annually in arrears (nterest payments may be deferred in
limited circumstances, such as when the payment would cause the Company to become insolvent or breach applicable Capital
Regulations

The Tier One Preferred income Capital Secunties are not redeemable at the option of the holders and the helders do not
have any nghts against other Group comparies Where interest payments have been deferred, the Company may not declare or
pay dividends on or redeem or repurchase any junior securities until it next makes a scheduled payment cn the Tier One Preferred
Income Capital Securities and the Reserve Capital Instruments

The Tier One Preferred Income Capital Securities are unsecured securities of the Company and are subordinated to the
claims of unsubordinated creditors and subordinated creditors holding loan capital of the Company Upon the winding up of the
Company, holders of Tier One Preferred Income Caprtal Securities will rank pari passu with the holders of the most senior class or
classes of preference shares (f any) of the Company then in 1ssue and in priority to all other Company shareholders

226 Santander UK plc 2011 Annual Report




Finanaal Statements

Notes to the Financial Statements continued

US$1,000m Non-Cumulative Trust Preferred Securities
Abbey National Capital Trust | and Abbey National Capttal LP | are 100% owned finance subsidianes of the Company On 7
February 2000, Abbey National Capital Trust | 1ssued US$1bn of 8 563% Non-cumulative Trust Preferred Securities, which have
been registered under the US Securities Act of 1933, as amended Abbey National Capital Trust | serves solely as a passive vehicle
holding the partnership preferred securities 1ssued by Abbey National Capital LP | and each has passed all the rights relating to such
partnership preferred securities to the holders of trust preferred securities issued by Abbey National Capital Trust | All of the trust
preferred securities and the partnership preferred securities have been fully and uncondwionally guaranteed on a subordinated
basis by the Company The terms of the securities do not include any significant restrictions on the ability of the Company to
cbtain funds, by dvidend or loan, from any subsidiary After 30 June 2030, the distnbution rate on the preferred securities will be
2 825% per annum above the three-month US dollar LIBOR rate for the relevant distribution penod

The trust preferred securnities are not redeemable at the option of the holders and the holders do not have any rights
against other Group companies There 15 no fixed redemption date for the partnership preferred secunities The partnership
preferred securities may be redeemed by the partnership, in whole or in part, on 30 June 2030 and on each distribution payment
date thereafter Redemption by the partnership of the partnership preferred secunities may also occur n the event of a tax or
regulatory change Generally, holders of the preferred securities wall have no voting nights

Upon the return of capital or distrbution of assets in the event of the winding up of the partnership, holders of the
partnership preferred securities will be entitled to recewve, for each partnership preferred security, a hquidation preference of US
$1,000, together with any due and accrued distributions and any additional amounts, out of the assets of the partnership available
far distrbution

Undated subordinated habilities

Group Company

2011 2010 2011 2010

£m £m £m fm

10 0825% Exchangeable subordinated capital securities 205 205 205 205
5 56% Subordinated guaranteed notes (Yen 15,000m) 145 142 145 142
5 50% Subordinated guaranteed notes {Yen 5,000m) a8 47 48 a7
Fixed/Floating Rate Subordinated notes (Yen 5,000m} 48 46 48 46
10 Year step-up perpetual callable subordinated notes 336 318 336 318
7 50% 15 Year step-up perpetual callable subordinated notes 513 507 513 507
7 375% 20 Year step-up perpetual callable subordinated nctes 235 215 235 215
7 125% 30 Year step-up perpetual callable subordinated notes 385 327 385 327
Fixed to floating rate perpetual callable subordinated notes 335 344 335 344
2,250 2,151 2,250 2,151

The 10 0625% exchangeable subordinated capital secunties are exchangeable into fully paid 10 375% non-cumulative non-
redeemable sterling preference shares of £1 each, at the option of the Company Exchange may take place on any interest
payment date providing that between 30 and 60 days notice has been given to the holders The holders will receve one new
sterling preference share for each £1 prinaipal amount of capital securities held

The 556% Subordmated guaranteed notes are redeemable at par, at the option of the Company, on 31 January 2015
and each fifth anniversary thereafter

The 5 50% Subordinated guaranteed notes are redeemable at par, at the option of the Company, on 27 June 2015 and
each fifth anniversary thereafter

The Fixed/Floating Rate Subordinated notes are redeemable at par, at the option of the Company, on 27 December 2016
and each interest payment date (quarterly) thereafter

The 10 Year step-up perpetual callable subordinated notes are redeemable at par, at the option of the Company, on 28
September 2010 and each fifth anniversary thereafter The Company did not exercise 1ts option to call the notes on 28 September
2010 The coupon payable on the notes Is 4 8138% from 28 September 2010 to 28 September 2015

The 7 50% 15 Year step-up perpetual callable subordinated notes are redeemable at par, at the option of the Company,
on 28 September 2015 and each fifth anniversary thereafter

The 7375% 20 Year step-up perpetual callable subordinated notes are redeemable at par, at the option of the
Company, on 28 September 2020 and each fifth annwersary thereafter

The 7 125% 30 Year step-up perpetual callable subcrdinated notes are redeemable at par, at the option of the
Company, on 30 September 2030 and each fifth annwersary thereafter

The Fixed to Floating rate perpetual callable subordinated notes are redeemable at par, at the option of the Company, on
28 Septemmber 2010 and each interest payment date thereafter The Company did not exeraise its options to call the notes during
the year

In commaon with other debt secunties issued by Group companies, the undated subordinated liabilities are redeemable in
whole at the option of the Company, on any interest payment date, in the event of certain tax changes affecting the treatment of
payments of interest on the subordinated liabilities in the UK, at their principal amount together with any accrued interest
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Dated subordinated habilities

Group Company

2011 2010 2011 2010

£m fm £m £m

4 625% Subordinated notes 2011 (eura 500m) - 449 - 449
10 125% Subordinated guaranteed bond 2023 231 225 231 -
11 50% Subordinated guaranteed bond 2017 230 225 230 -
11 59% Subordinated loan stock 2017 - - - 226
10 18% Subordinated loan stock 2023 - - - 225
7 95% Subordinated notes 2029 {U5$1,000m) 1,038 891 1,038 B91
6 50% Subordinated notes 2030 213 182 213 182
Subordinated notes 2030 (US$1,000m) - - 1,065 870
Subordinated floating rate EURIBOR notes 2016 - - 65 65
5 875% Subordinated notes 2031 127 92 127 92
5 25% Subordinated notes 2023 148 130 148 130
Subordinated floating rate EURIBOR notes 2017 125 129 125 129
Subordinated floating rate EURIBOR notes 2017 84 836 84 86
9 625% Subordinated notes 2023 428 397 428 397
2,624 2,806 3,754 3,742

The subordinated floating rate notes pay a rate of interest related to the LIBOR of the currency of denomination

The dated subordinated habilities are redeermable in whole at the option of the Company, cn any interest payment date,
in the event of certain tax changes affecting the treatment of payments of interest on the subordinated liabilities in the UK, at therr
principal amount together with any accrued interest

On 11 February 2011, all of the outstanding euro 500m 4 625% Subordinated Notes were redeemed at a redemption
price equal to 100% of the prinaipal amount thereof, together with accrued interest thereon

Subordinated habiities are repayable

Group Company
2011 2010 2011 2010
£m £m £m fm
In no more than 3 months - 449 - 449
In mare than 1 year but no more than 5 years - - - -
In more than 5 years 2,624 2,357 3,754 3,293
Undated 3,875 3,566 2,810 2,696
6,499 6372 6,564 6,438

35. OTHER LIABILITIES
Group Company
2011 2010 2011 2010
fm £m £m fm
Trade and other payables 1,815 1,164 1,624 1,138
Accrued expenses 706 798 495 658
Deferred income 50 64 2 -
2,571 2026 2,121 1,796

Included 1n the above balances are amounts owed by the Group to the ultimate parent undertaking and to fellow subsidianies of
£337m (2010 £296m) and £127m (2010 £97m) respectively

Finance lease obligations
Trade and other payables for the Group and Company include £4m (2010 £6m) and £34m (2010 £39m), respectvely, of finance
lease obligations mainly relating to a lease and leaseback of Group property

The maturity of net obligations under finance leases 1s as follows

Group Company

201 2010 2011 2010

Leases which expire £m fm £m £m
Within 1 year 1 2 5 5
Between 1-5 years 3 4 24 22
In more than S years - - S 12
4 6 34 35
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Future minimum lease payments under finance leases are

Group Company

201 2010 2011 2010

Leases which expire £m £m £m fm
Within 1 year 1 3 7 7
Between 1-5 years 3 4 28 28
In more than 5 years - - 6 13
4 7 a1 48

During the year, £3m (2010 £2m) was incurred as a finance lease interest charge The contingent rent expense recognised during

the year was £rul (2010 £nil)

At the balance sheet date, the Group had contracted with lessees for the following future minimum lease payments

expected to be receved on non-cancellable sub-leases

Group Company
2011 2016 2011 2010
Leases which expire fm fm £m fm
Within 1 year 1 3 - -
Between 1-5 years 3 4 - -
4 7 - -
36. PROVISIONS
Group
Custamer
remediation Other™ Total
£m £m fm
At 1 January 2011 139 46 185
Additional provisions 753 176 929
Provisions released - {(12) (12)
Used durning the year {145) (33) (178)
Reclassifications - 46 46
At 31 December 2011 747 223 970
To be settted
Within 12 moenths 231 170 401
In more than 12 months 516 53 569
747 223 970
{1) Includes regulatory-related provisions of £176m n respect of the Financial Services Compensation Scheme and the UK Bank Levy at 31 December 2011
Company
Customer
remediation Other Total
£m £m fm
At 1 January 2011 124 32 156
Additional provisions 749 142 891
Prowisions released - {4) {4)
Used during the year (143) (34) (177)
Reclassifications - 46 46
At 31 December 2011 730 182 912
To be settled
Within 12 months 226 139 365
In more than 12 months 504 43 547
730 182 912
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Group
Customer

remediation Other Total

fm £m £m

At 1 January 2010 59 32 S1

Additional provisions 131 - 13

Acquired through business combinations - 31 £y

Provisions released - {2) (2)

Disposal of subsidiary undertakings - {1 {(n

Used during the year (58} (29) (87)

Reclassifications - 22 22

At 31 December 2010 132 53 185
To be settled

Within 12 months 132 33 165

In more than 12 months - 20 20

132 53 185

Company

Customer

remediation Qther Total

fm £m fm

At 1 January 2010 59 15 74

Additional provisions 130 - 130

Used during the year {57 (13) {70

Reclassifications - 22 22

At 31 December 2010 132 24 156
To be settled

Within 12 months 132 24 156

In more thar 12 menths - - -

132 24 156

The charge disclosed in the income statement In respect of provisions for other habilities and charges of £317m {2010 £129m),
compnises the additional provisions of £929m (2010 £131m), less the provisions released of £12m {2010 £2m) in the table above
Provisions principally comprise amounts in respect of customer remediation, regulatory-related provisions, itigation and related
expenses, restructuring expenses and vacant property costs

Customer remediation including Payment Protection Insurance (‘PPI’)
The amounts 1n respect of customer remediation comprise the estimated cost of making redress payments with respect to the past
sales of products In calculating the customer remediation provision, management’s best esimate of the provision was calculated
based on conclusions regarding the number of daims, of those, the number that will be upheld, and the esumated average
settlement per case Further information on the prowision for customer remediation can be found in “Cntical Accounting Policies
and Areas of Significant Management Judgement” in Note 1

Payment protection insurance 15 an insurance product offering payment protection on unsecured personal loans (and
credit cards) The nature and profitability of the product has changed materially since 2008, in part due to customer and regulatory
pressure The product was sold by alt UK banks — the mis-selling 1ssues are predominantly related to business wnitten before 2009

On 1 July 2008, the UK Financial Ombudsman Service ('FOS’) referred concerns regarding the handling of PPl complaints
to the UK Financial Services Authonity {'FSA’) as an issue of wider implication On 29 September 2009 and 9 March 2010, the FSA
1ssued consultation papers on PPl complaints handling The FSA published its Policy Statement on 10 August 2010, setting out
evidential provisions and guidance on the far assessment of a complaint and the calculation of redress, as well as a requirement
for firms to reassess histonically rejected complaints which had to be implemented by 1 December 2010

On 8 October 2010, the Bntish Bankers™ Association ('BBAY), the principal trade association for the UK banking and
financial services sector, filed an application for permission to seek judicial review against the FSA and the FOS The BBA sought an
order quashing the FSA Policy Statement and an order quashing the decision of the FOS to determine PP sales in accordance with
the guidance published on its website in November 2008 The Judicial Review was heard in January 2811 and on 20 Apni 2011
judgement was handed down by the High Court dismissing the BBA's application

Santander UK did not participate in the legal action undertaken by other UK banks and has been consistently making a
provision and settling cdaims with regards to PPl complaints liabilities since they began to increase in recent years However, a
detalled review of the prowvision was performed n the first half of the year in hght of current conditions, including the High Court
rubng in Apri 2011, the BBA's subsequent decision not to appeal it and the consequent increase in actual claims levels As a result,
the provision was revised to reflect the new information The overall effect of the above was a substantial increase in the provision
requirement for the year

The prowision represents management’s best estmate of the anticipated costs of related customer contact and/or redress,
including administration expenses However, there are stll a number of uncertanties as to the eventual costs from any such
contact and/or redress given the inherent difficulties In assessing the impact of detalled implementation of the FSA Policy
Staternent of 10 August 2010 for all PPl complaints, uncertainties around the ultimate emergence period for complants, the
avallability of supporting evidence and the actvities of claims management companias, all of which will significantly affect
complaints volumes, uphold rates and redress costs
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Regulatory-related provisions

Included 1n other provisions at 31 December 2011 were regulatory-related provisions of £176m in respect of the Financial Services
Compensation Scheme and the UK Bank Levy

Bank levy
The Finance Act 2011 introduced an annual bank levy in the UK The levy 1s collected through the existing quarterly Corporation
Tax collection mechanism starting with payment dates on or after 19 July 2011

The levy 1s based on the total chargeable equity and Labilities as reported in the balance sheet at the end of a chargeable
period The first chargeable period for the Group was the year ended 31 December 2011 in determining the chargeable equity
and habidities the following amounts are excluded adjusted Tier 1 caprtal, certain “protected deposits” {for example those
protected under the Financaial Services Compensation Scheme), liabilities that anise from certain insurance business within banking
groups, habilities in respect of currency notes in arculation, Financial Services Compensation Scheme liabilities, habilities
representing segregated client money, and deferred tax habilities, current tax liabilities, habilities in respect of the levy, revaluation
of property liabilities, liabilities representing the revaluation of business premises and defined benefit retirement liabilites 1t 1s also
permitted in specified arcumstances to reduce certain liabilities by netting them against certan assets, offsetting assets on the
relevant balance sheets that would qualify as hugh quality hquid assets {in accordance with the FSA definition), and repo liabilities
secured against sovereign and supranational debt

The levy will be set at a rate of 0 088% from 2012 Three different rates apphed during 2011, these average to 0 075%
Certain liabilities are subject to only a half rate, namely any deposits not otherwise excluded, {except for those from financial
institutions and financial traders) and habilities with a maturity greater than one year at the balance sheet date The levy 15 not
charged on the first £20bn of chargeable liabilties The cost of the levy to the Group for 2011 was £48m  Of this, the Group pad
£26m in 2011 and provided for a hability of £22m at 31 December 2011

37. RETIREMENT BENEFIT ASSETS AND OBLIGATIONS

The amounts recognised in the balance sheet were as follows

Group Company
2011 2010 2011 2070
£m fm fm fm

Assets/{habilities)
Funded defined benefit pension scheme 241 43 237 39
Funded defined benefit pension scheme (180) {189) (180) (189)
Unfunded defined benefit pension scheme (20) (14) (20) (14
Net defined benefit asset/{obligation) a4 {160) 37 (164)
Post-retirement medical benefits (unfunded) (16) {13} {16) (13)
Total net assets/{liabilities) 25 (173} 21 (177)

Actuaral (losses)/gains recognised in other comprehensive income dunng the year were as follows

Group Company
2011 2010 2011 2000
Em fm £m £m
Actuanal lossesf{gains) on defined benefit schemes 36 (28) 53 (14)
Actuanal loss on unfunded medical benefit plans 1 3 1 3
Total net actuanal losses/(gains)™ 37 {25) 54 (1

(1) The total net actuartal gain for the Company differs from the actuanal loss of £38m (2010 gain of £67m) disclosed 1n the Statement of Comprehensive Income due
1o a recharge of Company contnibutions to subsidianes dunng the year

a) Defined Contribution Pension schemes
The Group operates a number of defined contribution pension schemes The Santander Retirement Plan, an occupational defined
contribution scheme 1s the plan into which eligible employees are enrolled automatically The defined contribution section of the
Alliance & Leicester Pension Scheme was closed to new members employed from 29 May 2010

The assets of the schemes are held and administered separately from those of the Company For both the Santander
Retirement Plan and the Allhance & Leicester Pension Scherme, the assets are held in separate trustee-administered funds

An expense of £30m (2010 £42m, 2009 £20m) was recognised for defined contribution plans in the year, and s
included 1n staff costs classified within administration expenses in the Income Statement None of this amount was recogrised in
respect of key management personne! for the years ended 31 December 2011, 2010 and 2009

b) Defined Benefit Pension schemes

The Group operates a number of defined benefit pension schemes The principal pension schemes are the Abbey National
Amalgamated Pension Fund, Abbey National Group Pension Scheme, Abbey National Associated Bodies Pension Fund, the National
& Provincial Building Society Pension Fund, the Scottish Mutual Assurance Staff Pension Scheme, the Scottish Provident Institution
Staff Pension Fund and the Alhance & Leicester Pension Scheme (DB Section)

Santander UK plc 2011 Annual Report 231




Finanaal Statements
Notes to the Financial Statements continued

The schemes cover 20% (2010 20%, 2009 27%) of the Group’s employees, are all funded defined benefit schemes and are all
closed schemes Under the projected umit method, the current service cost when expressed as a percentage of pensionable salanes
will gradually increase over time

Formal actuanal valuations of the assets and liabilities of the schemes are carried out on at least a triennial basis by
independent professionatly qualified actuanes and valued for accounting purposes at each balance sheet date The latest formal
actuanial valuation was made at 31 March 2010 for the Abbey National Amalgamated Pension Fund, Abbey National Group
Pension Scheme, Abbey National Associated Bodies Pension Fund, the National & Provinaial Building Society Pension Fund and the
Alhance & Leicester Pension Scheme, and at 31 December 2009 for the Scotuish Mutual Assurance Staff Pension Scheme and the

Scotush Provident Institution Staff Pension Fund

The total amount {credited)/charged to the income statement, including amounts classified as redundancy costs, was as

follows
Group
2011 2010 2009
£m £m £m
Current service cost 34 35 44
Past service cost 1 5 50
Gain on settlements or curtallments {1) - -
Expected return on pension scheme assets (388) 317 (285)
Interest cost 362 357 326
8 80 135
The net asset{liability) recognised in the balance sheet 1s determined as follows
Group
2011 2010 2009 2008 2007
£m fm im £m fm
Present value of defined benefit obligation (7,056) (6,716) (6,308} (5,175) (4,581)
Fair value of plan assets 7,097 6,556 5,248 a4 372 3,602
Net defined benefit asset{obligation) 41 {160} (1 060) (803) (979)
Company
2011 2010 2009 2008 2007
£m im £m fm im
Present value of defined benefit obligation {7,045) {6,705) {4,805) {3,944) (4,559)
Fair value of plan assets 7,082 6,541 3883 3147 3577
Net defined benefit asset{obligation) 37 (164) (922) (797) (982)
Movements in the present value of defined benefit obhgations during the year were as follows
Group Company
2011 2010 2011 2010
£m fm £m fm
Balance at 1 January (6,716) (6,308) (6,705) (4 805)
Current senvice cost (34} (35) (18) (14)
Interest cost (362) {357) (361) (356)
Employee centributions 3) (8) (3) (8)
Employer salary sacrifice contributions (4) (2) {4) (2
Past service cost 1 {9) {1 (5)
Settlernent 1 - 1 -
Actuarial loss (147) (207) {158) (220)
Actual benefit payments 204 206 204 206
Transfer from Alllance & Leicester plc - - - (1,501)
Balance at 31 December (7.056) (6,716) (7,045) (6,705)
Movements In the fair value of scheme assets dunng the year were as follows
Group Company
2011 2010 2011 210
£m fim £m fm
Balance at 1 January 6,556 5,248 6,541 3,883
Expected return on scheme assets 388 317 388 N3
Actuanal gain on scheme assets 105 235 105 234
Company contributions pard 237 882 237 885
Contributions paid by subsidiaries and fellow group subsidianies 12 72 12 72
Employee contributions 3 8 3 8
Actual benefit payments (204) (206) {204) (206)
Transfer from Alliance & Leicester pk - - - 1,352
Balance at 31 December 7,097 6 556 7,082 6,541
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The amounts recognised in the Consolidated Statement of Comprehensive Income for each of the five years indicated were as
follows

Group

2011 2010 2009 2008 2007

fm £m £m fm fm

Actuanal {gain)loss on scheme assets {105) (235) (330) 862 (33)
Expenence loss/(gain) on scheme liabilities 136 (76} (34) 81 80
tossKgain) from changes in actuanal assumptions 5 283 969 (869) 66
Actuarial lossfgain) on scheme liabilities 141 207 935 (818) 146
Total net actuanal loss/{gain) 36 (28) 605 a4 113
Comparny

2011 2010 2009 2008 2007

£m £m £m fm £m

Actuanal {gain}loss on scheme assets (105) (234 (309) 836 (33)
Expenence lossf{gain) on scheme labilities 152 (65) (33) 51 81
Loss{gain) from changes in actuanal assumptiens 6 285 756 (844) 68
Actuanial loss/{gain) on scheme liabilities 158 220 723 (793} 149
Total net actuarial loss/{gain) 53 (14) 414 43 116

Cumulative net actuarial losses are £780m (2010 £743m, 2009 £768m) The annual movement is recogrised in the Consolidated
Statement of Comprehensive Income The actual gain/loss) on scheme assets for the Group and Company were £493m (2010
£552m, 2009 £614m) and £493m (2010 £547m, 2009 £518m), respectively

The Group’s pension schemes did not directly hold any equity securities of the Company or any of 1ts related parties at 31
December 2011, 2010 and 2005 The Group’s pension scheme assets do not include any property or other assets that are
occupted or used by the Group In addition, the Group does not hold insurance policies over the schemes, and has not entered into
any significant transactions with the schemes

The assets of the funded plans are held independently of the Group's assets in separate trustee administered funds The
principal duty of the trustees 1s to act in the best interests of the members of the schemes Ultimate responsibility for investment
strategy rests with the trustees of the schemes who are required under the Pensions Act 2004 to prepare a statement of
investment principles
The trustees of the Group's schemes have developed the following investment principles

> To maintain a portfalio of suitable assets of appropnate quality, suitability and quidity which will generate income and
capital growth to meet, together with new contributions from members and the employers, the cost of current and future
benefits which the pension scheme provides, as set out in the trust deed and rules,

> To mit the risk of the assets failling to meet the liabilities, over the long-term and on a shorter-term basis as required by
prevalling legislation, and
> To mimimise the long-term costs of the pension scheme by maximising the return on the assets whilst having regard to the

objectives shown above

Investment strategy across the schemes remains under regular review

At present, the strategic benchmark wn the statement of investment principles for the Abbey National Amalgamated
Pension Fund, Abbey National Group Pension Scheme, Abbey National Assocrated Bodies Pension Fund, and the National &
Provincial Bullding Society Pension Fund remains as follows 40% Equities, 40% Fixed Interest, 10% Property and 10% alternatve
return seeking assets At the end of 2011, the fixed interest allocation was somewhat higher than this, and property and
alternatives somewhat lower, although progress has been made in increasing these holdings

The statement of investment principles for the Alhance & Leicester Pension Scheme set the long-term target allocabion of
plan assets at 25% Equities, 25% alternative return-seeking assets (including Property), 25% Bonds and 25% Gilts The Scheme
was broadly in ine with this target at the end of the year The Scottish Mutual Assurance Staff Pension Scheme and the Scotuish
Provident Institution Staff Penston Fund continue to have a 40% equity and 60% bonds benchmark and were invested closely in
line with this at 31 December 2011

Following investment of the special contributions of approximately £1bn made by the Company In late 2010 and early
2011, the overall asset allocation at 31 December 2011 was Bonds 53%, Equities 30%, and Other 17%

The focus within fixed interest investment has been to improve labihty matching and over £500m was invested Into
longer-dated conventional and index linked gilts to this end In addition, the existing gilts portfolio 15 being restructured to further
enhance the portfolio-matching characteristics

During 2011, nominal gilt yrelds reached low levels not seen for at least 50 years, while long-term real interest rates have
fallen to virtually zero, unprecedented by histonical standards In this environment, any additional hedging of interest rate and
inflation risk needs careful assessment Restructuning of the equity portfolios was completed during the first half of 2011,
dwersifying the portfolio using a mix of index-tracking and actively managed portfolios, together with derivative overlays These
include a futures position backed by cash to replicate equity market exposure, and an option structure to manage equity volatility
This position was enhanced in December 2011, extending the maturity peniod of the protection strategy as well as the extent of
coverage In addition to improving the hability hedge position, the fixed interest portfolio is being reviewed with a focus on
dversifying the sources of return and nsk The property porifolio continues to be expanded as opportunities arise at appropriate
prices
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The categones of assets in the scheme by value and as a percentage of total scheme assets, and the expected rates of return were

Group

Expected rate Expected rate

Fair value of scheme assets of return Fair value of scheme assets of return

2011 2011 2011 2010 2010 2010

£m % % fm % %

UK eguities 631 ) 8 1,008 15 8
Overseas equities 1,480 21 4 1,196 18 8
Corporate bonds 1,519 21 5 1,404 22 S
Government fixed interest bonds 730 10 4 1,515 23 4
Government index linked bonds 1,544 22 4 869 13 4
Property funds 137 2 b 77 1 6
Cash 663 9 4 187 3 5
Other assets 393 6 8 299 5 8
7,097 100 6 6 556 100 6

Company

Expected rate Expected rate

Fair value of scheme assets of return Fair value of scheme assets of return

2011 2011 20Mm 2010 2010 2010

fm % % fm % %

UK equities 629 9 8 1,006 15 ]
Overseas equities 1,478 21 8 1,194 18 8
Corporate bonds 1,516 21 5 1403 22 s
Government fixed interest bonds 728 10 4 1,595 23 4
Government index linked bonds 1,544 22 4 869 13 4
Property funds 137 2 6 77 1 &
Cash 662 9 4 183 3 5
Other assets 388 6 8 294 5 8
7.082 100 6 6,541 100 6

Other assets consist of asset-backed securities, annuities, funds (including private equity funds) and denivatives that are used to
protect against exchange rate, equity market, inflaton and interest rate movements Private equity funds are dassified as equities

The expected return on plan assets 1s deterrmined by considerng the expected returns avallable on the assets underlying
the current investment policy, as follows

> Equities Long-term medhan real rate of return expenenced after considenng projected moves in asset indices
> Corperate bonds Gross redemption yields at the balance sheet date, less a margin for default risk

> Government bonds  Gross redemption yields at the balance sheet date

> Property funds Average of returns for UK egurties and government bonds

> Cash Expected long-term bank rate, after considering projected inflation rate

The fallowing tables summarise the fair values at 31 December 2011 and 2610 of the financial asset classes accounted for at far
value, by the valuation methodology used by the investment managers of the schemes assets to determine therr far value The
tables also disclose the percentages that the recorded fair values of financial assets represent of the schemes total financial assets
that are recorded at farr value

At 31 December 2011

Group
Internal models based on
Quoted prices in active markets market observable data Total

Category of plan assets £m % £m % £m %
UK equities 614 10 17 - 631 10
Overseas equities 1,480 23 - - 1,480 23
Corporate bonds 1,519 24 - - 1.519 24
Government fixed interest bends 730 1" - - 730 1
Government index linked bonds 1,544 24 - - 1,544 24
Property funds - - 137 2 137 2
Other 378 6 15 - 393 6
Total 6,265 98 169 2 6,434 100
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At 31 December 2010

Group
Internal models based on

Quoted prices In active markets market observable data Total
Category of plan assets fm % fm % fm %
UK equities 991 15 18 - 1,009 15
Overseas equities 1,196 16 - - 1,196 19
Corporate bonds 1404 22 - - 1,404 22
Government fixed interest bonds 1,515 24 - - 1,515 24
Government index linked bands 869 14 - - B69 14
Property funds - - 77 2 77 2
Other 284 4 15 - 299 4
Total 6,259 a8 110 2 6 369 100

At 31 December 2011
Company
tnternal models based on

Quoted prices tn active markets market observable data Total
Category of plan assets £m % £m % £m %
UK equities 612 10 17 - 629 10
Querseas eguities 1,478 23 - - 1,478 23
Corporate bonds 1,516 24 - - 1,516 24
Government Fixed Interest 728 11 - - 728 1
Government Index Linked 1,544 24 - - 1,544 24
Property funds - - 137 2 137 2
Other 378 [ 10 - 388 6
Total 6,256 98 164 2 6,420 100

At 31 December 2010
Company
Internal models based on

Quoted prices in active markets market observable data Total
Category of plan assets fm % fm % fm %
UK eguities Q88 15 18 - 1,006 15
Overseas equities 1184 19 - - 1,194 19
Corporate honds 1403 22 - - 1,403 22
Government Fixed Interest 1515 24 - - 1,515 24
Gaovernment Index Linked 869 14 - - 869 14
Property funds - - 77 2 77 2
QOther 284 4 10 - 294 4
Total 6,253 a8 105 2 6 358 300

Plan assets are stated at far value based upon quoted prices In actve markets with the exception of property funds and those
classified under “Other” The property funds were valued using market valuations prepared by an independent expert Of the
assets in the "Other” category, investments 1n absolute return funds and foreign exchange, equity and interest rate derwatives
were valued by investment managers by reference to market observable data Private equity funds were valued by reference to
therr latest published accounts whilst the insured annuities were valued by scheme actuarnies based on the habilities insured
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Actuanal assumptions
The principal actuanial assumptions used for the defined benefit schemes were as follows

Group and Company

2011 2010 2009
% % %
To determine benefit obligations
- Discount rate for scheme liabilitres 50 54 58
- General price inflation 31 35 34
- General salary increase 31 35 34
- Expected rate of pension increase 30 34 33
To determine net periodic benefit cost
- Discount rate 54 58 654
- Expected rate of pension increase 34 34 30
- Expected rate of return on plan assets 57 61 64
Medical cost trend rates
- Iniial rate 52 60 55
- Ulbmate raie 52 60 45
- Year of ultimate rate 2013 2013 2013
Years Years Years
Longevity at 60 for current pensianers, on the valuation date
- Males 288 287 276
- Females 294 29 3 300
Longewity at 60 for future pensioners currently aged 40, on the valuation date
- Males 311 310 297
- Females 310 309 313

The rate used to discount the retirement benefit obligation 1s determined to reflect duration of the liabilities based on the annual
yield at 31 December of the sterling 15+ year AA Corporate Bond 1Boxx Index, representing the market yield of high quality
corperate bonds on that date, adjusted to match the terms of the scheme liabiities The inflation assumption 1s set based on the
Bank of England projected inflation rates over the duration of scheme liabilities weighted by projected scheme cash flows

In 2011 and 2010, the mortality assumption used in the preparation of the valuation was based on the Continuous
Mortahty Investigation Table S1 Light with a future improvement underpin of 1 5% for males and 1% for females (2009
Continuous Mortality Investigation Table PXA 92MCC 2009 with a future improvement underpin of 1% for males and 0 5% for
fernales} The table above shows that a participant retiring at age 60 at 31 December 2011 1s assumed to live for, on average, 28 8
years in the case of a male and 29 4 years in the case of a female In practice, there will be vaniation between indvidual members
but these assurnptions are expected to be appropriate across all participants 1t 1s assumed that younger members will Ive longer in
retirement than those retiring now This reflects the expectation that mortality rates will continue to fall over time as medical
science and standards of Iving improve To illustrate the degree of improvement assumed the table also shows the life expectancy
for members aged 40 now, when they retire in 20 years’ time at age 60

The Group determined its expense measurements above based upon long-term assumptions taking into account target
asset allocations of assets set at the beginning of the penod, offset by actual returns dunng the period Penod-end cbligation
measurements are determined by reference to market conditions at the balance sheet date Assumptions are set in consultation
with third party adwisors and in-house expertise

Actuanal assumption sensitivities

The discount rate I1s sensitive to changes in market conditions ansing during the reporting period The mortality rates used are
sensitve 10 experience from the plan member profile The following table shows the potential effect of changes in these and the
other key assumptions on the principal pension schemes of the Group

Increasefdecrease)

2011 2010

£m £m

Discount rate Change In pension obligation at year end from a 25 bps increase (365) (370}
Change in pensicn cost for the year from a 25 bps increase (4) 5

General price inflation Change in pension obligation at year end from a 25 bps increase 332 359
Change in pension cost for the year from a 25 bps increase 20 19

Expected rate of return on plan assets  Change :n pension cost for the year from a 25 bps increase 18 17
Mortahty Change n pension obligation at year end from each additional 242 193

year of longevity assumed
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The benefits expected to be paid 1n each of the next five years, and in the aggregate for the five years thereafter are

Year ending 31 December fm
2012 216
2013 230
2014 246
2015 262
2016 280
Five years ended 2021 1,716
Funding

In 2010, in compliance with the Pensions Act 2004, the Group and the trustees agreed a scheme-speafic funding target,
statement of funding principles, and a schedule of contributions for the principal pension schemes This agreement forms the basis
of the Group’s commitment that the schemes have sufficient assets to make payments to members in respect of therr accrued
benefits as and when they fall due In accordance with the terms of the agreement, the Group contributed £209m to the schemes
in 2011 The agreed schedule of the Group’s remaining contributions to the schemes 1s as set out below

Year ending 31 December fm
2012 84
2013 70
2014 70
2015 70
2016 70
2017 70
2018 70
2019 70

As part of the previous arrangements relating to the funding of the Group's defined benefit pension schemes, £14m (2010
£174m, 2009 £814m) of secuniies and other assets have been pledged to cover the Group's obligations

¢) Post-Retirement Medical Benefit Plans
The Group also operates unfunded post retrement medical benefit plans for certain of its former employees The post retirement
medical benefit plans in operation are accounted for in the same manner as defined benefit pension plans

Formal actuanal valuations of the lhabilities of the schemes are carned out on a tnennial basis by an independent
professionally qualified actuary and updated for accounting purposes at each balance sheet date The latest formal actuanal
valuation was made at 31 December 2011 by a qualified independent actuary

Actuarial assumptions used for the Group's post retirement medical benefit plans are the same as those used for the
Group's defined benefit pension schemes There was an actuanal loss during the year of £3m (2010 £3m) on the Group’s post-
retirement medical benefits liability A one percentage point movement in medical cost trends would increase or decrease the post-
retirement medical benefit liability and interest cost by £1m (2010 £1m)

38. CONTINGENT LIABILITIES AND COMMITMENTS

The estimated maximum exposure in respect of contingent habilities and commitments granted 1s

Group Company

2011 2010 2011 2010

£m £m £m £m

Guarantees given to subsidiaries - - 1874 121,241

Guarantees gven to third parties 553 210 79 82
Formal standby facilites, credit ines and other commitments with onginal term to matunty of

- One year or less 3,841 3289 2,666 2,584

- More than one year 29,153 24,388 6,206 4,682

Other contingent labilities 8 8 8 8

33,555 27895 127,673 128,597

Guarantees given to subsidiaries

The Company has fully and unconditionally guaranteed the obligations of each of Abbey Nationa! Treasury Services plc, Cater Allen
Limited, Abbey National International Limited, Alliance & Leicester International Limited, A&L Services Limited (formerly Bradford &
Bingley International Limited) and Abbey National North Amenca LLC, all of which are wholly owned subsidianes of the Company,
that have been or will be incurred before 31 July 2012
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Formal standby faclities, credit lines and other commitments
Standby facilities, credit ines and other commitments are granted by Retal Banking and Corporate Banking {including the Large
Corporates business) Retall facilittes comprise undrawn faclives granted on flexible mortgages, bank overdrafts and credit cards
On flexible mortgages, the credit imit 1s set at the point of granting the loan through property value and affordability assessments
Subsequent assessments are made to ensure that the hmit remains appropriate considering any change in the security
value or the customer’s financial crcumstances On bank accounts and credit cards, the facihties are granted based on new
business risk assessment and are reviewed more frequently based on internal, as well as, external data The delinquency status of
the account would result in the withdrawal of the faciity Corporate facihties comprise standby faciities which are subject to
ongoing comphiance with covenants and the prowision of agreed security Failure to comply with these terms can result in the
withdrawal of the unutilised faciity headroom

Financial Services Compensation Scheme ('FSCS’)
The FSCS 15 the UK's independent statutory compensation fund for customers of authonised financial services firms and pays
compensation if a firm 15 unable to pay claims against it The FSCS is funded by levies on the industry {and recoveries and
borrowings where approprate) The levies raised comprise both management expenses levies and, where necessary, compensation
levies on authorised firms

Following the default of a number of deposit takers since 2008, the FSCS borrowed funds from HM Treasury to meet the
compensation costs for customers of those fums The borrowings with HM Treasury, which total approximately £20bn, are on an
interest-only basis until 31 March 2012 and, with effect from 1 Apnl 2012, the interest on the borrowings will increase to 12
month LIBOR plus 100 basis points Each deposit-taking institution contributes towards the management expenses levies in
proportion to thewr share of total protected deposits on 31 December of the year preceding the scheme year, which runs from 1
Apnl to 31 March In determining an appropriate accrual in respect of the management expenses levy, certain assumptions have
been made including the proportion of total protected deposits held by the Group

whilst 1t 15 expected that the substantial majonty of the principal will be repaid from funds the FSCS receives from asset
sales, surplus cash flow or other recoveries in relation to the assets of the firms that defaulted, to the extent that there remamns a
shortfall, the FSCS expects to recover any shortfall of the principal by levying the deposit-taking sector in three approximately equal
instalments beginning i scheme year 2013/14 The FSCS and HM Treasury have agreed that the terms of the repayment of the
borrowings will be reviewed every three years in light of market conditions and of the actual repayment from the estates of failed
banks The ulumate amount of any compensation levies to be charged in future years also depends on a number of factors
including the level of protected deposits and the population of deposit-taking particpants and wilt be determined at a later date
As such, the Group’s share of such compensation levies could be significant

For the year ended 31 December 2011, the Group charged £108m (2010 £56m) to the income statement in respect of
the costs of the FSCS

Mortgage Representations and Warranties

In connection with the Group's residential mortgage and auto loan securitisations and covered bond transactions descnbed in Note
19, the Group makes various representations and warranties relating to the mortgage loans sold as of the date of such safe which
cover, among other things

The Group's ownership of the loan

The validity of any legal charge securing the loan

The effectiveness of title insurance on any property securing the loan

The loan's compliance with any applicable loan criteria establhshed under the transaction structure
The loan's comphance with applicable laws

Whether the mortgage property was occupied by the borrower

Whether the mortgage loan was onginated in conformity with the origmator's lending critena

The detailed data concerning the mortgage loan that was included on the mortgage loan schedule

VVVVYVYVVY

The speafic representations and warranties in relation to the mortgage loans made by the Group depend on the nature of the
transactton and the requirements of the transaction structure The Group is principally a retall prime lender and has no appetite or
product offering for any type of sub-prme business The Group's credit policy explcrtly prohiubits such lending Market conditions
and credit-rating agency requirements may also affect representations and warranties the Group may agree to make upon the sale
of the mortgage loans

Detalls of the cutstanding balances under mortgage-backed securitisation transactions sponsored by the Group's Special
Purpose Entities ('SPEs’) are described in Note 19 These outstanding transactions are collateralised by prime residential mortgage
loans

The Group’s representations and warranties regarding the sold mortgage loans are generally not subject to stated limits
in amount or time of coverage However, contractual lability may arise when the representations and warranties are breached In
the event of a breach of these representations and warranties, the Group may be required to either repurchase the mortgage loans
(generally at unpaid principal balance plus accrued interest) with the identified defects or reduce its share in the trust holding the
mortgage loans by an amount equivalent to the repurchase price In the case of a repurchase, the Group may bear any subsequent
credtt loss on the mortgage loan

The Group manages and monitors its secunitisation actwities closely to mimimise potential claims To date, the Group has
only identified a small number of non-compliant martgage loans in its securitisation transactions
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Overseas tax claim

A claim was filed against Abbey National Treasury Services plc by tax authorities abroad in relation to the refund of certain tax
credits and other assocated amounts Following modiftcations to the demand, 1ts nominal amount stands at £69m at the balance
sheet exchange rate (2010 £71m) At 31 December 2011, addhtional interest in relation to the demand could amount to £37m at
the balance sheet exchange rate (2010 £35m) A favourable judgement for Abbey National Treasury Services plc was handed
down at first instance in September 2006 which was appealed against by the tax authorities in January 2007 In June 2010, the
Court ruled i favour of the tax authorities Abbey National Treasury Services plc appealed against the ruling and in Decermnber
2011 the tax authorities confirmed their intention (o contest the appeal Although this matter remains 1in dispute, in January 2012,
£67m was pad in respect of this matter further to a demand from the tax authorities, which had previously been provided

Regulatory

The Group engages m discussion, and fully co-operates with the UK Finanaial Services Authority in therr enguines, including those
exercised under statutory powers, regarding its interaction with past and present customers and policyholders both as part of the
UK Financial Services Authority's general thematc work and in relation to specific products and semices, including payment
protection insurance

Other

As part of the sale of subsidiaries, and as 1s normal in such circumstances, the Group has given warranties and indemnnities to the
purchasers

Obligations under stock borrowing and lending agreements
Obligations under stock borrowing and lending agreements represent contractual commitments to return stock borrowed These
obligations are offset by a contractual nght to receve stock under other contractual agreements See Note 41

Other off-balance sheet commitments
The Group has commitments to lend at fixed interest rates which expose 1t to Interest rate risk

Operating lease commitments

Group Company
2011 2010 2011 2010
£m £m £m £m

Rental commitments under non-cancellable operating leases expirng
- No later than 1 year 83 78 73 Il
- Later than 1 year but no later than 5 years 255 262 232 236
- Later than 5 years 234 273 215 248
572 613 520 555

Under the terms of these leases, the Group has the opportunity to extend its occupation of properties by a minimum of three years
subject to 12 months’ notice and lease renewal being available from external landlords during the term of the lease At expiry, the
Group has the option to reacquire the freehold of certain properties

Graoup rental expense comprises

Group

2011 2010 2009

fm £m £m

In respect of mimimum rentals 77 108 116
Less sub-lease rentals - - -
77 108 116

Included in the above Group rental expense was £4m (2010 £14m) relating to contingent rent expense

Appropriate provisions are maintamned to cover the above matters

39. SHARE CAPITAL AND OTHER EQUITY INSTRUMENTS

Group ang Company

2011 2010

fm £m

Ordinary share capital 3,105 3,105
£300m fixedfloating rate non-cumulative callable preference shares 300 300
£300m Step-up Callable Perpetual Reserve Caputal Instruments 297 297
£300m Step Up Callable Perpetual Preferred Securities 297 297
3,999 3999
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a) Share capitai

Movements in share capital during the year were as follows

Ordinary shares £300m Preference £325m Preference Preference shares Preference shares

Issued and fully pad of £0 10 each shares of £1 each  shares of £1 each  of US$0 01 each  of euro 0 01 each Total
share capital £m £m fm £m £m £m
At 1 January 2010 2412 - 325 - - 2,737
Shares i1ssued 693 300 - - - 983
At 31 December 2010 3,105 300 325 - - 3,730
Shares i1ssued - - - - - -
At 31 December 2011 3,105 300 325 - - 3,730

The Company’s £325m sterling preference shares are classified as Subordinated Liabilities as described in Note 34

Group Company

2011 2010 2011 2010

Share premium £m fm fm fm
At 1 January 5,620 1857 5,620 1,857
Shares I1ssued - 3,763 - 3 763
At 31 December 5,620 5,620 5,620 5,620

The Company has one class of ordinary shares which carries no nght to fixed income

On 3 August 2010, Banco Santander, S A through a Spamsh-based subsidiary Santusa Holding, S L, injected £4,456m of
equity capital into the Company The capital was used to support the reorganisation of certain Banco Santander, S A group
companies in the UK as described in Note 46 and will be used to support further growth, including the transaction with the Royal
Bank of Scotland Group described in Note 46

£300m Fixed/Floating Rate Non-Cumulative Callable Preference Shares

On 28 April 2010, the Company 1ssued £300m fixedfloating rate non-cumulative callable preference shares {(pursuant to a scheme
of arrangement under Part 26 of the UK Companies Act 2006) on substantially ssmilar terms to, and in exchange for, the £300m
fixedffloating rate non-curmulative callable preference shares previously 1ssued by Alliance & Leicester plc The preference shares
entitle the helders to a fixed non-cumulative dividend, at the discretion of the Company, of 6 22% per annum payable annually
from 24 May 2010 until 24 May 2019 and quarterly thereafter at a rate of 1 13% per annum above three month sterling LIBOR
The preference shares are redeemable only at the option of the Company on 24 May 2019 or on each quarterly dividend payment
date thereafter No such redemption may be made without the consent of the UK Financial Services Authornity

b) Other equity Instruments

£300m Step-up Callable Perpetual Reserve Capital Instruments
The £3C0 million Step-up Callable Perpetual Reserve Capital Instruments were i1ssued in 2001 by the Company Reserve Capital
Instruments are redeemable by the Company on 14 February 2026 or on any coupon payment date thereafter, subject to the prior
approval of the UK Financial Services Authority and provided that the auditers have reported to the trustee within the previous six
months that the solvency condition 1s met The Reserve Capital Instruments bear interest at a rate of 7 037% per annum, payahle
annually in arrears, from 14 February 2001 to 14 February 2026 Thereafter, the reserve capital instruments will bear interest at a
rate, reset every five years, of 3 75% per annum above the gross redemption yteld on the UK five-year benchmark gilt rate Interest
payments may be deferred by the Company

The Reserve Capital Instruments are not redeemable at the option of the holders and the holders do not have any nghts
against other Group companies Upon the occurrence of certain tax or regulatory events, the Reserve Capital Instruments may be
exchanged, their terms varied, or redeemed Where interest payments have been deferred, the Company may not declare or pay
dwvidends on or redeem or repurchase any jumor secunitigs until & next makes a scheduled payment on the Reserve Capital
Instruments and Tier One Preferred Income Capital Securities

The Reserve Capital Instruments are unsecured secunties of the Company and are subordinated to the clams of
unsubordinated creditors and subordinated creditors holding loan capital of the Company Upon the winding up of the Company,
holders of Reserve Caprtal Instruments will rank pan passu with the holders of the most senior class or classes of preference shares
(if any) of the Company then in i1ssue and in priority to all other Company shareholders

£300m Step-up Callable Perpetual Preferred Securities

The £300m Step Up Callable Perpetual Preferred Securities were originally issued by Alllance & Leicester plc and were transferred
to the Company with effect from 28 May 2010 under a business transfer scheme under Part VIl of FSMA 2000 as descnibed in
Note 45 The Perpetual Preferred secunties are perpetual securities and pay a coupon on 22 March each year At each payment
date, the Company can deade whether to declare or defer the coupon indefinitely If a coupon 1s deferred then the Company may
not pay a dividend on any share until it next makes a coupon payment (ncluding payment of any deferred coupons) The Company
can be obliged to make payment in the event of winding up The coupon i1s 5 827% per annum until 22 March 2016 Thereafter
the coupon steps up to a rate, reset every five years, of 2 13% per annum ahove the gross redemption yield on a UK Government
Treasury Security The Perpetual Preferred secunties are redeemable at the option of the Company on 22 March 2016 or on each
payment date thereafter No such redemption may be made without the consent of the UK Financial Services Authority
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40. CASH FLOW STATEMENT

a) Reconcaliation of profit after tax to net cash (outflow)/inflow from operating activities

Group Company
2011 2010 2009 2011 2010 2009
fm fm £m £m £m fm
Profit for the year 903 1,583 1245 3,153 1,391 747
Non-cash items included in net profit
Depreciation and amortisation a4z 275 260 307 185 132
{Increase)/decrease in prepayments and accrued income (24) (43) 262 85 (243} 1,024
{Decrease)/increase tn accruals and deferred iIncome {250) 1212 {2171) (648) 1,425 {2,016)
Profit on sale of subsidiary and associated undertakings - (39) - - - -
Amertisation of discounts on debt securities - - (8) - - -
Provisions for habilites and charges 917 129 56 886 130 a1
Impatrment losses 639 746 897 227 829 830
Corporation tax charge 358 542 445 179 247 288
Other non-cash items 1,581 314 235 724 7 (506)
Net cash flow from trading activities 4,51 4719 1,221 4,913 397 540
Changes in operating assets and liabilities
Net decreaseAincrease) in cash and balances held at central banks 3 {14) - 7 {47) -
Net decrease/(increase) in trading assets 11,021 (1,453) (1,636) - - -
Net (increase)/decrease In derivative assets (6,403) {1,550) 12,298 (3.007) (455) 196
Net decrease/(increase} in financial assets designated at farr value 1,770 5,609 (S81) 5,081 32 020 10,218
Net decrease In debt securities, treasury bilis and other eligible bills 7 - - 7 - -
Net (increase)/decrease In loans and advances to banks & customers (4,915) 2310 (3,008} 3,11% (66,521} (10,146}
Net decrease/(increase) in other assets 736 837 1,103 505 (172) 835
Net (decrease)/increase in deposits by banks and customers (327 5,705 6,647  (29,040) 40,146 {2,731)
Net increase/(decrease) In derivative liabilities 6,775 3,442 (8,847} 108 (2,253) {2,041)
Net (decrease)/increase in trading liabilrties {17,068) (3,323) 5,533 - - {739)
Net (decrease)/increase in financial habilities designated at fair value {187} (723) {1,238) 3) 24 -
Net (decrease)increase in debt secunties in issue (1,223) {1,258) (3,077) 14 6,238 1
Net (decrease)fincrease in other lhabilities 15 {2,286) {1,369) (132) (447) {656)
Effects of exchange rate differences {1.662) {1,000} {3,719) (47} 27 (268)
Net cash flow (used in)/from operating activities before tax (6,887) 11515 2927 (18,475) 12,077 (4,791)
Income tax {paid)/recerved {165) {131} 2 (121) {99) 21
Net cash flow (used in)/from operating activities (7,052) 11,384 2,929  (18,596) 11,978 (4,770}

b) Analysis of the balances of cash and cash equivalents in the balance sheet

Group Company

2011 2010 2009 2011 2010 2009

£fm £m £m fm £m £m

Cash and balances with central banks 25,980 26,502 4,163 18,958 21,408 3,266
Less regulatory minimum cash balances (See Note 12) {195) (198) (184) {178) {185) {138)
25,785 26,304 3,879 18,780 21,223 3,128

Debt securities 4,093 2,604 1,966 - - -
Net trading other cash equivalents 9,500 13,814 13,708 - - -
Net non trading other cash equivalents 3,568 2778 6,711 26,573 45,450 52,270
Cash and cash equivalents 42,946 45,500 26 364 45,353 66,673 55,398

¢) Sale of subsidiaries

In 2011, a subsichary of the Company completed the dispasal of certain leasing companies for cash consideration of approximately
£3m The net assets disposed of consisted of net investment in finance leases of £93m and provisions for habilities and charges of
£18m in addition, debt of £72m was repaid

On 10 March 2010, Santander Private Banking UK Limited completed the disposal of James Hay Holdings Limited,
together with its five subsidiary companes, by the sale of 100% of James Hay Holdings Limited's shares to IFG UK Holdings
Limited, a subsidiary of IFG Group plc, for a cash consideration of approximately £25m In addition, in 2010 the Group completed
the disposal of certain leasing companies for cash consideration of approximately £221m
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The net assets disposed of during 2010 consisted of

Group
2010
Net assets disposed of fm
Loans and advances to banks 50
Loans and advances to customers 518
Property plant & equipment 1
Other assets 4
Deposits by banks {26)
Deposits by customers (222)
Other lrabilities 7
Other provisians {1}
Current tax habilities (10
Deferred tax habiliues (96)
21
Profit on disposal 39
250

Satisfied by
Cash and cash equivalents 250
Less Cash and cash equivalents in subsidiaries sold -
Net cash inflow of sale 250

d} Acquisitions of subsidiaries and businesses

Acquisition of Santander Cards and Santander Consumer in 2010
Details of the assets and habilities acquired, the consideration paid and the resulting goodwill identified, together with the cash
payment made to satisfy the consideration are set out tn Note 46

41. ASSETS CHARGED AS SECURITY FOR LIABILITIES AND COLLATERAL
ACCEPTED AS SECURITY FOR ASSETS

The following transactions are conducted under terms that are usual and customary to collateralised transactions, including, where
relevani, standard securities lending and repurchase agreements

a) Financial assets pledged to secure Labilities

The financial assets below are analysed between those assets accounted for on the balance sheet and off-balance sheet in
accordance with IFRS

Group

2011 2010
£fm fm

On balance sheet
Treasury bills and other eligible securities 6,141 11 800
Cash 3,004 2,458
Loans and advances to customers - secunitisations and covered bonds (See Note 19) 100,307 98,707
Debt securities 129 282
Equity securities 321 427
109,902 113,674

Off batance sheet
Treasury bills and other eligible secunities 16,245 24,332
Debt securities 7.779 10993
Equity securities 195 116

24,219 35 441

The Group provides assets as collateral in the following areas of the business

Sale and repurchase agreements

Subsidianes of the Company enter into sale and repurchase agreements and similar transactions cf equity and debt securities,
which are accounted for as secured borrowings Upon entering into such transactions, the subsidaries provide collateral equal to
100%-131% of the borrowed amount The carrying amount of assets that were so provided at 31 December 2011 was £26,232m
(2010 £39,636m), of which £6,160m (2010 Enil) were classified as “loans and advances to customers — secuntisations and
covered bonds” in the table above
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Securitisations and covered bonds

As described in Note 19, the Company and certain of its subsidiaries enter into securitisation transactions whereby portfolios of
residential mortgage loans and other loans are purchased by or assigned to special purpose securnitisation companies, and have
been funded through the 1ssue of mortgage backed securities Holders of the securities are only entitled to obtain payments of
principal and interest 1o the extent that the resources of the securitisation companies are sufficient to support such payments and
the holders of the secunties have agreed In writing not to seek recourse in any other form At 31 December 2011, £75,226m
(2010 £75,267m) of loans were so assigned by the Group

A subsidiary of the Company has also established a covered bond programme, whereby securities are issued to investors
and are secured by a pool of ring-fenced residential mortgages At 31 December 2011, the pool of nng-fenced residential
mortgages for the covered bond programme was £25,081m (2010 £23,440m)

At 31 December 2011, total notes issued externally from secured programmes (secuntisations and covered bongds)
increased to £41,007m (2010 £30,355m), reflecting gross 1ssuance of £17 tbn in 2011 At 31 December 2011, a total of
£46,111m (2010 £49,852m) of notes 1ssued under secuntisation and coverad bond programmes had also been retained internally,
a proportion of which had been used as collateral for raising funds via third party bilateral secured funding transactions, which
totalled £6 6bn at 31 December 2011, or for creating collateral which could in the future be used for iquidity purposes

Defined benefit pension schemes
As part of arrangements relating to the funding of the Group's defined benefit pension schemes, £nil (2010 £174m) of assets
have been pledged to cover the Group's cbhgations

Stock borrowing and lending agreements

Asset balances under stock borrowing and lending agreements represent stock lent by the Group These balances amounted to
£14,380m at 31 December 2011 (2010 £32,451m) and are offset by contractual commitments to return stock borrowed or cash
receved

Derivatives business

In addrion to the arrangements described above, coilateral 15 also provided in the normal course of derwative business to
counterparties At 31 Decernber 2011 £2,642m (2010 £1,832m) of such collateral in the form of cash had been provided by the
Group and 15 Included in the table above

b) Collateral held as security for assets

Group
201 2010
fm fm

On balance sheet
Trading labilities 2,401 1,149
2,401 1,149

Off balance sheet
Trading liabilities 23,357 47,501
Deposits by banks 2,054 1,660
25,411 49,161

Purchase and resale agreements

Subsicharies of the Company also enter into purchase and resale agreements and simitar transactions of equity and debt securities,
which are accounted for as collateralised loans Upon entering into such transactions, the subsidiaries receive collateral equal to
100%-105% of the loan amount The level of collateral held 1s monitored dary and if required, further calls are made to ensure
the market values of collateral remains equal to the loan balance The subsidianes are permitted to sell or repledge the collateral
held in the absence of default At 31 December 2011 the far value of such collateral received was £11,776m (2010 £22,171m)
Of the collateral received, almost all was sold or repledged The subsidiaries have an obligation to return collateral that they have
sold or pledged

Structured transactions

As part of structured transactions entered into by subsidiartes of the Company, assets are received as collateral At 31 December
2011, the fair value of such collateral was £526m (2010 £1,003m) Of the collateral receved, £526m (2010 £1,003m) was sold
or repledged, which the subsidiaries have an abligation to return

Stock borrowing and lending agreements

Obligations under stock borrowing and lending agreements represent contractual commitments to return stock borrowed These
abligations totalling £13,109m at 31 December 2011 (2010 £25,986m) and are offset by a contractual nght to recewve stock lent
by the Group
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Denvatives business
In addison to the arrangements described above, collateral 1s also recewved in the normal course of dervative business from

counterpariies At 31 December 2011, £2,401m (2010 £1,149m) of such collateral in the form of cash had been recewed by the
Group and 15 included i the table above

Lending activities
In addition to the above collateral held as security for assets, the Group may obtan a charge over a customer's property in
connection with its lending activities See the “Credit Risk” section of the Risk Management Report for each business segrment

42. SHARE-BASED COMPENSATION

The Group operates share schemes and arrangements for ehgible employees The main current schemes are the Sharesave
Schemes, the Long-Term Incentive Plan and the Deferred Shares Bonus Plan The Group's other current arrangement and scheme,
respectively, are free shares awarded to eligible employees and partnership shares In addition, a small number of arrangements
remain outstanding under the closed Executive Share Option scheme and the closed Alliance & Lexcester Share Incentive Pian All
the share options and awards relate to shares in Banco Santander, S A

The amount charged to the income statement in respect of share-based payment transactions 15 set out in Note 6 The
total carrying amount at the end of the penod for habilities arising from share-based payment transactions was £0 2m (2010 £2m,
2009 £7m}, none of which had vested at 31 December 2011 (2010 nil) Cash receved from the exercise of share options was
£02m {2010 £2m, 2009 £1m)

The main current schemes are

Sharesave Schemes

The Group launched its fourth HM Revenue & Customs approved Sharesave Scheme under Banco Santander, S A ownership in
September 2011 The first three Sharesave Schemes were launched in September 2008, 2009 and 2010 under similar terms as the
2011 Scherne  Under these schemes, eligible employees may enter into contracts to save between £5 and £250 per month At the
expiry of a fixed term of three or five years after the grant date, the employees have the option to use these savings to acquire
shares (n Banco Santander, S A at a discount, calculated in accordance with the rules of the scheme The discount 1s currently
20% of the average middle market quoted price of Banco Santander, S A shares over the fist three dealing days prior to
mviiation The vesting of awards under the scheme depends on continued employment with the Banco Santander, S A group
Participants i the scheme have six months from the date of vest in which the option can be exercised

Prior to the Company's acquisition by Banco Santander, S A in 2004, the Company operated similar Sharesave schemes
All the remaining options granted under those schemes were exercised or forfeited dunng 2011 The options previously
outstanding under those Sharesave schemes were included in the disclosures below

The fair value of each Sharesave option for 2011, 2010 and 2009 has been esbmated at the date of acquisition or grant
using a partial differential equation model with the following assumptions

2011 2010 2009
Risk {ree interest rate 17%-52% 17%-52% 2 5%-3 5%
Dividend growth (2 6%) 8% 10%
Expected volatiity of underlying shares based upon histonical volatiity over 5 years 203%-422% 20 3%-35 4% 29 0%-34 4%
Expected lives of options granted under 3 & 5 year schemes 3 & 5 years 3 & 5 years 38&5 years

With the exception of vesting conditions that include terms related to market conditions, vesting conditions included in the terms
of the grant are not taken into account in estimating fawr value Non-market vesting condiions are taken into account by adyusting
the number of shares or share options included in the measurement of the cost of the employee service so that ulumately, the
amount recognised in the income statement reflects the number of vested shares or share options

Where vesting conditions are related to market conditions, the charges for the services receved are recognised regardless
of whether or nct the market related vestng conditions are met, provided that the non-market vesting conditions are met Share
price volatility has been based upon the range of implied volatility for the Banco Santander, S A shares at the strikes and tenors in
which the majority of the sensitivities lie

The following table summarnses the movement in the number of share options during the year, together with the
changes in weighted average exercise price over the same penod

Weighted

Number of options average

2011 '000s exercise price
£

Options outstanding at the start of the year 8,927 709
Options granted duning the year 7,725 446
Options exercised during the year (43) 409
QOptions forfeited dunng the year {5.,348) 692
QOptions outstanding at the end of the year 11.261 537
QOptions exeraisable at the end of the year 1.205 769
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Wesghted average

Nurnber of options exercise price
‘00Cs £

2010
Options outstanding at the start of the year 8713 724
Options granted dunng the year 3,360 6 46
Options exercised durtng the year {73) 754
Options forferted duning the year (3073 6 82
Options outstanding at the end of the year 8,927 7 08
Options exercisable at the end of the year - -

2009
Options outstanding at the start of the year 6 142 7 00
Cptions granted during the year 4,528 726
Options exercised during the year {679) 385
Options forferited dunng the year {1,278) 7 48
Options outstanding at the end of the year 8,713 724

Options exercisable at the end of the year - -

The weighted average grant-date fair value of options granted under the Employee Sharesave scheme during the year was £0 79
(2010 £1 70, 2002 £309) The weighted average share price at the date the share options were exerased was £7 36 (2010
£801, 2009 £827)

The following table summanses the range of exerase prices and weighted average remaining contractual hfe of the
options outstanding at 31 December 2011 and 2010

Options outstanding

Waeighted average remaiming Weighted average

contractual hife exercise price

Range of exercse prices years £
2011

Between £4 and £5 4 446

Between £6 and £7 3 6 46

Between £7 and £8 1 753
2010

Between £3 and £4 1 384

Between £6 and £7 5 645

Between £7 and £8 3 7 48

Long-Term Incentive Plan

Under the Santander Long-Term Incentive Plans granted on 1 July 2011, 1 July 2010, 1 july 2009, 21 June 2008 and 31 July 2007,
certain Executive Directors, Key Management Personnel {as defined in Note 44) and other nominated individuals were granted
conditional awards of shares in Banco Santander, S A The amount of shares participants will receive depends on the performance
of Banco Santander, S A dunng this penod The vesting of awards under the Santander Long-Term Incentive Plan depends on
Santander's Total Shareholder Return ('TSR’) performance against a competitor benchmark group Awards made prior to 2009 also
depend on Santander's Earrmings Per Share ('EPS’) performance against a competitor benchmark group, as follows

The deferred share-based vanable remuneration 1s implemented through a multiannual incentive plan, which 1s payable in
shares of Banco Santander, S A This plan involves successive three-year cycles of share deliveries to the beneficiaries, so that each
year one cycle will begin and, from 2009 onwards, another cycle will end The airm was to estabhish an appropnate sequence
between the end of the incentive programme linked to the previous plan and the successive cycles of this plan

The first two cycles commenced in July 2007, the first cycle having a duration of twa years, known as Incentivos Largo
Plazo ('ILP") 09 and the second cycle having a standard three year term (LP10) The first cycle (ILPOS) vested in July 2009, the
second cycle (ILP1Q) vested in July 2010 In June 2008, june 2003, July 2010 and July 2011 the third, fourth, fifth and sixth cycles
of the performance share plan (ILP11, ILP12, ILP13 and ILP14 respectively), all of which were to run for three years, were approved

For each cycle, a maximum number of shares was established for each beneficary who remains in the Group’s
employment for the duration of the plan The targets, which, if met, will determine the number of shares to be delwered with
respect to the cycles approved until June 2008, were defined by comparing the Banco Santander, S A group’s performance with
that of a benchmark group of financial mstitutions and were hnked to two parameters, namely Banco Santander, S A TSR and
growth in Banco Santander, S A EPS The targets, which, if met, wili determine the number of shares to be delivered under Plan
ILP12, ILP13 and ILP14 are defined by comparing the Banco Santander, S A group’s performance with that of a benchmark group
of financial institutions and are inked to only cne parameter, namely Banco Santander, $ A TSR

The ultimate number of shares to be delivered will be determined in each of the cycies by the degree of achievement of
the targets on the third annwersary of commencement of each cycle (with the exception of the first cycle, for which the second
annwersary was considered), and the shares will be delivered within a maximum period of seven months from the end of the cycle
At the end of the cycles of Plans ILP10 and ILP11, the TSR and the EPS growth will be calculated for Banco Santander, S A and
each of the benchmark entities and the results will be ranked from first to last Each of the two cntena (TSR and EPS growth) will
be weighted at 50% in the calculation of the percentage of shares to be delivered, based on the following scale and in accordance
with Banco Santander, S A 's relative position among the group of benchmark financial institutions

Santander UK plc 2011 Annual Report 245




Finanaal Statements

Notes to the Financial Statements continued

Banco Santander, S A ‘s place in the Percentage of maximum  Banco Santander S A 's place In the Percentage of maxmum shares to be
TSR ranking shares to be delivered  EPS growth ranking delwered

% %
o 6F 50 1Ttog™ 50
7 43 * 43
g" 3 8" 36
g 29 o 29
10" 22 o 22
il 15 11® 15
12" and below - 12" and below -

In the case of Plans ILP12, ILP13 and ILP14, the TSR critenon will determine the percentage of shares to be delivered, based on the
following scale and in accordance with Banco Santander, S A ‘s relatve positon among the group of benchmark financial
institutions

ILP12 2nd [LP13 ILP14

Banco Santander S A s place in the Percentage of maximurn shares to be Percentage of maximum shares to be
TSR rarking delvered delwvered
% %

1 tg 5" 1000 1000
gh 825 860
™ 650 720
gh 475 580
o 300 440
10% - 300

117 and below - -

Any benchmark group entity that 1s acquired by another company, or whose shares cease trading or that ceases to exist will be
excluded from the benchmark group In an event of this or any similar nature, the comparison with the benchmark group will be
performed in such a way that, for each of the measures considered (TSR and EPS growth, as appropriate), the maximum
percentage of shares will be delivered if Banco Santander, § A ranks within the first quartile (including the 25th percentile) of the
benchmark group, no shares will be delvered f Banco Santander, S A ranks below the median (50th percentile), 30% of the
maximum amount of shares will be delivered if Banco Santander, S A 15 placed at the median The linear interpolation method will
be used for calculating the corresponding percentage for positions between the median and the first quartile

Plans 1LPO9, ILP10 and ILP11 matured in 2009, 2010 and 2011, respectively As established in the plans, the number of
shares received by each benefiniary was determined by the degree of achievement of the targets to which each plan was tied and,
since they fell short of the maximum number established, the unearned options were cancelled

The fair value of each award under the Long-Term Incentie Plans for 2011, 2010, 2009 and 2008 has been estimated at
the date of acquisition or grant using the same methodology used to value the Sharesave options The expected hives of awards
granted have been estimated as 3 years

The following table summarises the movermnent in the number of conditional share awards during 2011 and 2010

Number of awards

Long Term Incentive Plan 000s
2011

Conditional awards outstanding at the beginning of the year 6,098
Conditicnal awards granted durnng the year 1.786
Conditional awards exercised duning the year (1.560)
Conditional awards forfeited or cancelled during the year amn
Conditicnal awards outstanding at the end of the year 6,147
2010

Conditional awards outstanding at the beginning of the year 571
Condmienal awards granted dunng the year 2,264
Conditional awards exercised during the year (1,644)
Conditional awards forferted or cancelled during the year {233)
Conditional awards outstanding at the end of the year 6098

See Note 44 for details of conditional share awards made to certain Executive Directors, Other Key Management Personnel and
other nominated indwiduals under the Long-Term incentive Plan

The weighted average grant-date fair vatue of conditional share awards granted during the year was £3 91 (2010 £4 79)
At 31 December 2011, the weighted average remaining contractual ife was two years (2010 two years)
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Deferred Shares Bonus Plan

Deferred incentive awards are designed to align employee performance with shareholder value and encourage increased retention
of senior employees During 2011, in compliance with the FSA remuneration Code, Santander UK introduced the First Cycle of the
Deferred Bonus Share Plan which includes Conditional Awarding Employees who are awarded an annual performance incentive
over a threshold level receve part of the incentive as a deferred award  Any deferred awards, including those in Banco Santander,
S A shares, are dependant on future service Deferral of the award 1s over a 3 year penod, with delivery taking place on or around
the annwversary of the initial incentive For Code Staff, shares are subject to an additional one year retention period from the point
of delivery

Code Staff are required to defer either 40% or 60% of any incentive award (40% for annual performance incentives of
no more than £500,000, 60% for incentives above this amount) Non-Code Staff employees are subject to a graduated system
which ensures that those who recewve higher value annual performance incentives are required to defer a greater proportion of the
annual performance incentive award Certain employees have a lower threshold, meaning that a higher portion of vanable pay is
subject to deferral

Vesting of both deferred incentive awards and long-term ncentive awards is subject to claw back n the event of deficient
performance and prudent financial control prowisions in accordance with the FSA Code

The Group's other current arrangements and schemes are
Free Shares

Following the acquisition of the Bradford & Bingley savings business in September 2008, the related eligible employees who
transferred {0 the Group were given 100 free shares tn Banco Santander, S A on 8 April 2009 A total of 0 1 million free shares
were awarded, with a weighted average fair value of £0 5m

In recognition of the Banco Santander, S A acquisition of Allance & Leicester plc, all Allance & Leicester eligible
employees were given 100 free shares in Banco Santander, SA on 1 December 2008 A total of 0 7 million free shares were
awarded, with a weighted average farr value of £3 5m These shares were granted using an HM Revenue & Customs approved
Share Incentive Plan

All awards of free shares are held in trust on the employees’ behalf for a mimmum of three years There are no vesting
conditions attached to these shares, however if an employee resigns from the Group after three years but within five years from
the date of the award, they will be hable for the taxable benefit received when the shares are taken out of the trust If an
employee resigns from the Group after five years or more from the date of the award, the employee will receve the shares as a tax
free benefit

Partnership Shares

In January 2006, the Group introduced a Partnerstup Shares scheme for eligible ernployees, which also operates under the SIP
umbrella Participants can elect to invest up to £1,500 per tax year from pre-tax salary to purchase Banco Santander, S A shares
Shares are held in trust for the participants There are no vesting conditions attached to these shares, and no restrictions as to
when the shares can be removed from the trust However, (f a participant chooses to sell the shares before the end of five years,
they will be liable for the taxable benefit received when the shares are taken out of the trust The shares can be released from trust
after five years free of income tax and national insurance contributions 614,126 shares remamed outstanding at 31 December
2011 (2010 601,014 shares)

In addton, 12,000 options remain outstanding and exeraisable under the closed Executive Share Option Scheme with a weighted
average exercise pnce of £4 54, and 98,641 shares remain outstanding under the closed Alliance & Leicester SIP partnership share
scheme

43. DIRECTORS’ EMOLUMENTS AND INTERESTS

Ex gratia pensions paid to former Directors of the Company in 2011, which have been provided for previously, amounted to
£14,211 (2010 £14,211, 2009 £22,341) In 1992, the Board decided not to award any new such ex gratia pensions

There were no loans, quasi loans and credit transactions entered into or agreed by the Company or its subsidianies with
persons who are or were Directors, Other Key Management Personnel and each of their connected persons duning the year except
as described below

Number of Aggregate amount
Persons outstanding
No £000

Other Key Management Personnel* - loans
201 10 3,889
2010 3 678

* Cther Key Management Personnel are defined as the Board and the Executive Committee of the Company who served dunng the year The above excludes any
overdraft facihties provided to Directors Other Key Management Personnel and their connected persons in the erdinary course of business
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Secured and unsecured foans are made to Directors, Other Key Management Personnel and therr connected persons in the
ordinary course of business, with terms prevailing for comparable transactions and on the same terms and conditions as applicable
to other employees within the Group Such loans do not involve more than the narmal nisk of collectability or present any
unfavourable features

44. RELATED PARTY DISCLOSURES

a) Transactions with Directors, Other Key Management Personnel and each of their connected persons

Directors, Other Key Management Personnel and therr connected persons have undertaken the following transactions with the
Group In the course of normal banking and life assurance business

Number of directors Amounts in respect of directors,

and Other Key Other Key Management Personnelt"
2011 Management Personnel'” and their connected persons
No £000
Secured loans, unsecured loans and overdrafts
At 1 January 3 678
Net movements 1n the year 7 3,211
At 31 December 10 3,889
Deposit, bank and instant access accounts and investments
At 1 January 13 10,100
Net movements in the year 6 (2,384)
At 31 Decemnber 19 7.716

Life assurance policies
At 1 January
Net movements in the year

At 31 December*?

Number of directors

Amounts in respect of directors

and Other Key Other Key Management Personneft!

2010 Management Personnef’ and therr connected persons
No £000

Secured loans, unsecured loans and overdrafts
At 1 January 4 838
Net movements in the year (1) {160)
At 31 December 3 678
Deposit, bank and instant access accounts and investments
At { January 15 7.379
Net movements In the year (2) 2721
At 31 December 13 10 100
Life assurance policies
At 1 January 3 1,888
Net movements in the year {3) (1,888}

At 31 December™

(1} Other Key Management Personnel are defined as the Board and the Executive Committee of the Company who served dunng the year

{2} On 10 March 2010 Santander Private Banking UK Limited completed the disposal of James Hay Holdings Limited, together with its five subsidiary companies by
the sale of 100% of James Hay Holdings Limited's shares to IFG UK Holdings Limited a subsidiary of IFG Group As a result any hfe assurance policies held with
James Hay Holdings Limited or any of its subsidiaries are no longer considered related party transactions

During the year ended 31 December 2011, no Directors undertook sharedealing transactions through the Group’s execution only
stockbroker (2010 no Directors) with an aggregate net value of £nil (2010 £nil}

Secured and unsecured loans are made to Directors, Other Key Management Personnel and their connected persons, in
the ordinary course of business, with terms prevaling for comparable transactions and on the same terms and conditions as
applicable to other employees within the Group Such loans do not involve more than the normal rnisk of collectability or present
any unfavourable features Amounts deposited by Directors, Other Key Management Personne! and therr connected persons earn
interest at the same rates as those offered to the market or on the same terms and conditions applicable to other employees
within the Group

Life assurance policies and investments are entered into by Directors, Other Key Management Personnel and their
connected persons on normal market terms and conditions, or on the same terms and conditions as applicable to other employees
within the Group
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b) Remuneration of Key Management Personnel

The remuneration of the Directors, and Other Key Management Personnel of the Group, 1s set out In aggregate for each of the
categories specified in IAS 24 Related Party Disclosures Further information about the aggregate remuneration of the Directors s
provided in the "Directors’ Remuneration’ table in the Directors” Report on page 143

2011 2010 2009
Key management compensation £ £ £
Short-term employee benefits 19,208,174 9,388,377 12,172,113
Post emplioyment benefits 210,910 342,575 319,319
Other tong-term benefits - - -
Termuination benefits - - 1 162,500
Share-based payments 619,888 1,745,747 2,192,509

20,038,972 11,476,699 15,846,441

¢) Santander Long-Term Incentive Plan

In 2011, no Executive Directors (2010 one, 2009 four) or Other Key Management Personnel (2010 six, 2009 six) were granted
conditional awards of shares in Banco Santander, S A under the Santander Long-Term Incentive Plan (2010 total fair value of
£610,656 based on a share pnice of euro 557) Under the Santander Long-Term Incentive Plans granted on 1 july 2010, 1 July
2009, 21 June 2008 and 31 December 2007, certain Executive Directors, Key Management Personnel (as defined in Note 44) and
other nominated indviduals were granted conditional awards of shares in Banco Santander, S A

The number of shares participants will receive depends on the performance of Banco Santander, S A during this period
The vesting of awards under the Santander Long-Term Incentive Plan depends on Santander's Total Shareholder Return
performance against a competitor benchmark group Awards made prior to 2009 also depend on Santander's Earnings Per Share
performance against a competitor benchmark group 90 79% of the 40% of the 2007 conditional award of shares vested in July
2009 and 90 79% of the remaining 60% of the 2007 conditional award vested in July 2010 Subject to performance conditions
being met, 100% of the 2008 conditional award vested 1n July 2011, 100% of the 2009 conditional award wall vest in July 2012
and 100% of the 2010 condisonal award will vest in July 2013 In 2011, Long-Term Incentive Plan shares awarded in 2008 vested
for one Director

d) Parent undertaking and controlling party

The Company’s immediate and ultimate parent and controlling party 1s Bance Santander, S A The smallest and largest group into
which the Group's results are included 1s the group accounts of Bance Santander, S A, copies of which may be obtained from the
Santander Shareholder Relations, 2 Tniton Square, Regent’s Place, London NW1 3AN

e} Transactions with related parties

Transactions with related parties during the year and balances outstanding at the year end

Group

Interest, fees and Interest fees and Amounts owed by Amounts owed

other Income recewved other expenses paid related parties to related parties

2011 2010 2009 2011 2010 2009 201 2010 2011 2010

£m fm £m £m £m £m £m £m £m fm

Parent company (163) (326) (89) 87 96 47 4,995 2,593 (6.644) (3.691)
Fellow subsidaries (281) (325) (563) 709 674 412 272 331 (3,265) (3281)
Associates (1) (40} (26} - - i - - - -
{a45) {691) {688) 796 770 460 5,267 2924 (9,909} (6,972)

Company

interest fees and Interest fees and Amounts owed by Amounts owed

other income receved other expenses paid related parties to related parties

2011 2030 2008 2011 2010 2009 2011 20010 2011 2010

fm £m £m £m fm £m £m £m £m fm

Parent company - (4) (32) 64 66 5 4 10 (1.371) (1,424)
Subsidianes (2.688) (3,284) (4,229) 4,777 5,278 6,399 99,535 125,737  (159,062) (186,387)
Fellow subsiciaries (205) (243) (224) 524 476 307 135 215 (2.320) {2,340)
Associates {1) - - -

(2,892) (3.531) {4,485) 5,365 5,820 6,711 99,674 125962  (162,753) (190,151}

Further information on balances due fromAto) other Santander group companies 1s set out In the section “Balances with other
Santander companies” In the Balance Sheet Business Review on pages 47 and 48 In addition, transactions with pension schemes
operated by the Group are described in Note 37 The above transactions were made in the ordinary course of business and
substantially on the same terms as for comparable transactions with third party counterparties and within mits acceptable to the
UK Financial Services Authonty Such transactions do not involve more than the normal nsk of collectability or present any
unfavourable features
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in December 2010, the Group acquired a £2 2bn portfolio of foan faclities, consisting of £0 Sbn drawn balances and £1 7bn of
undrawn facilities, from Banco Santander, S A, as part of an alignment of portfolios across the Banco Santander, S A group In
November 2010, the Group acquired a £1,820m portfolio of loans to banks, asset-backed securities and related credit dervatives
from Banco Santander, S A, as part of an alignment of portfolios across the Banco Santander, S A group

In October and November 2010, a number of agreements were entered into between the Group and Banco Santander,
S A, and the Group and various Banco Santander, S A subsidianes, to effect the acquisition of certain UK businesses owned by
Banco Santander, S A, as described in Note 46

During 2010, euro 3,265m of the Groug’s holdings of AAA-rated prime mortgage-backed securities were sold to Banco
Santander, S A Although Banco Santander, S A s a related party of the Group, the transaction 15 considered to be a commeraal
deal, with a normal shaning of profits

In May 2010, Allance & Leicester plc transferred its business into Santander UK plc under a scheme allowed by Part VIl of
FSMA 2000 In accordance with Santander UK's accounting policy of accounting for internal reorganisations, the assets and
liabiities of Alhance & Leicester plc were transferred to the Company at therr book values in Aliance & Leicester plc (after adjusting
for inter-company balances and unamortised acquisition adjustments) as descnibed in Note 45

45. TRANSFER OF THE BUSINESS OF ALLIANCE & LEICESTER PLC TO
SANTANDER UK PLCIN 2010

On 28 May 2010, Alliance & Leicester plc transferred its business and certain associated liabilities to the Company pursuant to a
court-approved business transfer scheme under Part VIl of FSMA 2000 Following the transfer, the only business remaining in
Alllance & Leicester plc was a small portfolio of corporate loans which had all been transferred into Santander UK plc by the end of
2011 In accordance with Santander UK's accounting policy of accounting for internal recrganisations, the assets and liabilities of
the Alliance & Leicester business were transferred to the Company at therr book values in Alliance & Leicester plc

The prmcipal purpose of the transfer was to increase the efficency of the Group The transfer provided benefits for
Alllance & Leicester plc's customers now transferred to Santander UK plc and for Santander UK plc This includes access to
Santander UK's full product range plus use of approximately 1,400 branches (including agencies), four times as many branches
previously available for Allance & Leicester customers By rationalising systems and improving the sales and risk management
processes through having a single view of customers’ dealings, Santander UK plc also benefited from the significant synergies that
were announced to the market at the time of the acquisition of Alliance & Leicester plc by Banco Santander, S A in 2008

A summary of the net assets transferred to the Company, after adjusting for inter-company balances and unamortised
acquisition adjustments is as follows

2010
Company
Net assets transferred £m
Assets
Cash and balances at central banks 474
Denvative financial instruments 639
Financial assets designated at farr value 43
Loans and advances to banks 35,027
Loans and advances to customers 50,264
Avallable-for-sale secunties 8
Loans and receivables secunties 7.715
Macro hedge of interest rate nisk 204
Investment in subsidiaries {1,216}
Intangible assets 820
Property, plant and equipment 127
Other assets, tax assets and lease assets 1,015
Liabilities
Deposits by banks 45 497
Deposits by customers 41,796
Denvative financial instruments 440
Trading habilities 3
Financial hiabilities designated at fair value 34
Debt secunties in 1ssue 5,351
Subordinated labilities 929
Dther habilities, tax habilities, provisions and retirement benefit obligations 856
Net assets 1,586

The reduction in the ‘Investment in subsidiaries’ balance represents the adjustment to the previous investment in Alliance &
Leicester plc which was held by the Company The Alliance & Leicester plc preference shares did not transfer under the Part Vil
scheme Therefore, holders of those preference shares were given the opportunity to exchange them for new preference shares in
the Company (on substantially the same terms) by way of the scheme of arrangement under Part 26 of the UK Companies Act
2006, as described in Note 39
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46. ACQUISITIONS AND PLANNED ACQUISITIONS

a} Acquisition of certain UK businesses owned by Banco Santander, $ A in 2010

In Cctober and November 2010, a number of agreements were entered into between the Group and Banco Santander, S A, and

the Group and various Banco Santander, S A subsidiaries, to effect the acquisiion of certain UK businesses owned by Banco

Santander, S A For histortc reasons, following Banco Santander, S A s acquisrion of the Company in 2004, certain UK-related

interests were held or acquired by Banco Santander, S A {or certain of its non-UK subsidianes) outside of the Group’s corporate

structure The principal purpose of the acquisitions was to bring some of these interests of Banco Santander, S A in the UK under

the corporate structure of the Group in furtherance of the Group’s objective to become a full-service commeraal bank and ©

optimise the capital, iquidity, funding and overall financial efficiency of the Santander group

In October and November 2010, the Group acquired

> Santander Cards Limited and Santander Cards (UK) Limited (and 1ts subsidianes), which conduct the Banco Santander,
S A group’s provision of store cards to retallers, credit cards and related financial products and other unsecured
consurmer finance products in the UK, and Santander Cards Ireland Limited, which conducts the Santander group’s
provision of credit card finance by way of credit cards and store cards in the Republic of treland,

> Santander Consumer (UK) plc (of which the Group already held 49 9%), which carries on the Banco Santander, S A
group's provision of finance facilities and the contract purchase of motor vehicles and equipment in the UK and also
provides wholesale funding facilities to preferential dealers in the UK, and

> Santander PB UK {Holdings} Uimited {(and its subsidianies), {of which the Group already held 51% of s subsidiary
Santander Private Banking UK Umited} which carnes on the Group’s provision of private banking services in the UK,

The aggregate consideration paid by the Group for these businesses was £1,45'm The following table shows the amounts
recogmised at the acquisition date for the net assets acquired

2010 Group
Cards Consumer Tatal
Net assets acquired £m fm £m
Assets
Loans and advances to banks 63 50 13
Loans and advances to customers 2,509 2724 5230
Other assets 199 27 226
Liabilities
Deposits by banks (1,905) (2,524) (4,429)
Deposits by customers (57) - (57)
Other habslities {174} {78) {252}
Net identified assets and habilities 635 196 31
Fair value of 49 9% interest previously held - {186) (186)
Goodwll 456 175 631
Consideration 1091 185 1276
Satisfied by
Cash and cash eguivalents {1,081) (18%9) {1,276}
Less Cash and cash equivalents in businesses acquired 13 20 33
Net cash outflow {1,078) (165) {1,243}

The goodwill 1s attributable to the anticipated increase in revenues ansing from a strengthened market position and greater critical
mass, and the anticipated future operating cost synergies ansing from the elimination of duplicated back office and support
functions Intangible assets in respect of marketing rights and computer software were 1dentifed The value of the marketing
nghts was £16m and of the computer software was £29m, which have been separately recognised No other intangible assets
were identified, including any relating to brands, customer lists, key employees, patents or intellectual property nghts

In 2010, the Group recognised a gain of £87m on the revaluation of its oniginal 49 9% holding in Santander Consumer
(UK) plc as a result of re-measunng this equity interest at fair value on the date of acquisition The gain was inciuded in 'Net
trading and other iIncome’ in the Consolidated Income Statement

The total operating mcome and profit before tax, included in the Consclidated Statement of Comprehensive Income in
2010 contributed by the Santander Cards and Santander Consumer businesses since thewr acquisition, were £82m and £9m
respectively Had these entities been consclidated from 1 January 2010, the Group would have included total operating imcome of
£512m and profit before tax of £82m for the year

No financial information has been presented for acquisition of the remaning 49% of Santander Private Banking UK
Limited for £175m as the Group previously consohdated 100% of this entity and recognised a non-controlling interest reflecting
the 49% owned by Santander PB UK {Holdings) Limited The effect of the acquisition of the remaining 49% of Santander Private
Banking UK Limited (by way of the purchase of 100% of Santander PB UK {(Holdings) Limited) was only to remove the non-
controlling interest The difference of £28m between the consideration paid and the book value of the non-controlling interest was
recognised in equity reflecting the change in the Group’s ownership interest

Santander UK plc 2011 Annual Report 251




Finangal Statements
Notes to the Financial Statements continued

Analysis of loans and recewvables acquired

2010 Gross cantractual amounts Estimated uncollectible gross
Fair value recevable contractual amounts recevable

£m £m £m

Loans and advances to banks 398 398 -
Loans and advances to customers 5313 5,637 324
5711 6,035 324

b} Planned acquisition of Royal Bank of Scotland branches

On 4 August 2010, the Company announced its agreement to acquire {subject to certain conditions) bank branches and business
banking centres and associated assets and llabiities from the Royal Bank of Scotland group for a prermium of £350m to net assets
at closing The consideration will be paid in cash and is subject to certain closing adjustments The transaction now includes 308
Royal Bank of Scotland branches in England and Wales, 6 NatWest branches in Scotland, the retail and SME customer accounts
attached to these branches, the Direct SME business, and certain mid-corporate businesses EC/UK merger control clearance was
receved on 15 October 2010 and HMRC c¢learance was also received duning the fourth gquarter The separation and transfer
process is underway with the current expectation that the transaction will not complete before the fourth quarter of 2012, subject
to certan conditons

The acquisition will be a key step in fulfilling our ambitron to be a full-service commeraal bank as we complement our
strong retall offering with an increased presence with SMEs For Santander UK, the result over the medium term will be a far more
balanced business mix, with approximately 70% of our business being retal banking, against 80% currently, and the balance
being an expanded business and corporate banking presence along with the existing Markets business The acquisition will add to
our retail banking business but impoertantly will double our market share in SMEs and 1n mid-corporate banking

47. FINANCIAL INSTRUMENTS

a) Measurement basis of finanaal assets and habilities

Financial assets and financial iabilities are measured on an ongoing basis erther at far value or at amortised cost Note 1 describes
how the classes of financial instruments are measured, and how income and expenses, including farr value gains and losses, are
recognised The following tables analyse the Group’s financial instruments into those measured at fair value and those measured at
amortised cost In the balance sheet

Group
Held at fair value Held at amortised cost Non- Tatal
31 December 2011 Trading Derivatives Designated Availlable- Financial Financial finanaal
designated  at fair value far-sale assets at liabilities at assets/
as hedges through P&L amortised cost _amortised cost habilities
£m £m Em fm £m £m £m £m
Assets
Cash & balances at central banks - - - - 25,980 - - 25,980
Trading assets 21,87 - - - - - - 21,891
Dernative fnarncial instruments 27,394 3,386 - - - - - 30,780
Financial assets designated at FVTPL - - 5,005 - - - - 5.005
Loans and advances to banks - - - - 4,487 - - 4,487
Loans and advances ta customers - - - - 201,089 - - 201,069
Avallable-for-sale secunties - - - 46 - - - 45
Loans and receivables securities . - B . 1,771 - - 1.7
Macro hedge of interest rate nsk - - - - 12211 - - 1,221
Intangible assets - - - - - - 2,142 2,142
Property plant and equipment - - - - - - 1,596 1,596
Deferred tax assets - - - - - - 257 257
Retirement benefit assets - - - - - - 241 41
Other assets - - - - - - 1,088 1,088
49,285 3,386 5,005 46 234,528 - 5,324 297,574
Liabihities
Deposits by banks - - - - - 11,626 - 11,626
Deposits by customers - - - - - 148,342 - 148,342
Denvative financial habilities 22,787 1,393 - - - - - 29,180
Trading habiles 25,745 - - - - - - 25,745
Financial habilies designated at FVTPL - - 6,837 - - - - 6,837
Debt secunties in 1ssue - - - - - 52,651 - 52,651
Subordinated labilities - - - - - 6,499 - 6,499
QOther habilities - - - - - 2,571 - 2,571
Provisions - - - - - - 970 970
Current tax habihties - - - - . - 2n mn
Retirement benefit obligations - - - - - - 216 216
53,532 1,393 6,837 - - 221,689 1,457 284,908
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Company
Held at far value Held at amortised cost Non- Total
31 December 2011 Trading Dervatives Desig d Availabl Financial Financal finanaial
designated at fair value for-sale assets at habilities at assets/
as hedges  through P&L amortised cost amortised cost habilities
£m £m £m £fm £m fm £m £fm
Assets
Cash and balances at central banks - - - . 18,958 - - 18,958
Dervatve financial instruments 4,044 1,957 - - - - - 6,001
Financial assets designated at FVTPL - - a5 - - - - 45
Loans and advances ta banks - B - . 90,716 - - 90,716
Loans and advances to customers - - - . 181,572 - - 181,972
Avallable for sale securities - - - 34 - - - 34
Loans and recevables securities - - - . 5,202 - - 5,202
Macro hedge of interest rate risk - - - . 32 - - 32
Investment in subsidiary undertakings - - - . - - 6,995 6,995
Intang ble assets - - - - - - 1,458 1,458
Property plant and equipment - - - - - - 1,182 1,182
Current tax assets - - - - - - 154 154
Deferred tax assets - - - - - - 275 275
Retirement benefit assets - - - - - - 237 237
Qther assets - - - - - - 965 965
4,044 1,957 45 34 296,880 - 11,266 314,226
Liabilities
Depasits by banks - - - - - 112,278 - 112,278
Deposits by customers - - - - - 175,067 - 125,067
Denvatwve financial habilities 1,207 - - - - - - 1,207
Financial habihties designated at - - 1 - - - - 1
FVYTPL
Debt securities 1n 1ssue - - - - - 1,609 - 1,609
Subordinated habilives - - - - - 6,564 - 6,564
Other habilities - - - - - 2,12% . FAYS
Provisions - - - . - - 912 912
Retirement benefit obligations - - - . - - 216 216
1,207 - 1 - - 297,639 1,128 299,975
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Group
Held at fair value Held at amortised cost Non- Total
31 December 2010 Trading  Denvaives  Designated  Available- Financial Financial finangial
designated  at fair value for-sale assets at habilities at assats/
as hedges  through P&L amortised cost  amortised cost habilities
£m £m £m £m £m fm £m £m
Assats
Cash & balances at central banks - - B . 26 502 - - 26 502
Trading assets 35 461 - - - - - - 35 461
Denvatwve financial instruments 21,951 2426 - - - - - 24 377
Financial assets designated at FVTPL - - 6777 - - - - 6777
Loans and advances to banks - - - - 3852 - - 3852
Loans and advances 10 customers - - - - 195132 - - 185132
Avallable-for-sale securijies - - - 175 - - - 175
Loans and receivables securities - - B . 3,610 - - 3610
Matro hedge of interest rate nisk - - - 1091 - . 109
Intangible assets - - - - - 2178 2178
Property plant and equipment - . - - - 1705 1705
Current tax assets B - - - - 277 277
Deferred tax assets - - - - - - 566 566
Other assets - - - - 1081 - 76 1157
57 412 2 426 6777 175 231 268 - 4 802 302 860
tiabilities
Deposits by barks - - - - - 7 784 . 7784
Deposits by customers - - - 152 643 - 152 643
Denvatve financiat habilies 20 390 2015 - - - - - 22 405
Trading habilities 42 827 - - - - - - 42 827
Financial  labilties  designated  at
FVTPL - - 3 687 - - - - 3687
Debt securities in issue - - - - - 51783 - 51783
Subordinated habilities - - - - - 6372 - 6 372
Other hablities - - - - - 1962 64 2026
Prowvisions - - - - - - 185 185
Current tax habibties - - - - - - 492 492
Defered tax habilities - - - - - - 209 209
Retirement benefit obhigations - - - - - - 173 173
63217 2015 3687 - - 220 544 1123 290 586
Company
Held at fair value Held at amortised cost Non- Total
31 December 2010 Trading Denvatves  Designated  Available- Financial Financial financial
designated  at far value for-sale assets at habilues at assets/
as hedges  through P&L amortised cost  amortised cost labilities
fm fm fm £m £m fm £m £m
Assets
Cash and balances at central banks - - - - 21,408 - - 21,408
Denvative financial instruments 1770 1224 - - - - - 2954
Financial assets designated at FYTPL - - 5126 - - - - 5126
Loans and advances to banks - - - 115957 - - 115957
Loans and advances 1o customers - - - - 179 223 - - 179 223
Avallable for sale secunties - - - 38 - - - 38
Loans and receivables secunties - - - 51378 . - 5378
Macro hedge of interest rate rnisk - - - - 114 - - 114
Investment in subsidiary undertakings - - - - - - 6 869 6 869
Investment n assoclated - - - - - - 1 1
undertakings
Intang:ble assets - - - - - - 1 407 1,407
Property plant and equipment - - - - - 1204 1204
Current tax assets - . - - - - 212 212
Deferred tax assets - - - - - - 379 379
Other assets - - - - 951 - 54 1,005
1770 1,224 5126 38 323 O - 10 126 341 315
Liabilities
Deposits by banks - - - - - 146 240 - 146 240
Deposits by customers - - - - - 170 579 - 170 579
Dernivative finanaial habilities 1099 - - - - - 1099
Financial habdites designated at FVTPL - - 30 - - - - 30
Debt secunties in issue - - - - - 3177 - 3,177
Subordinated habilives - - B - . 6 438 - 6,438
Other habilities - - - - - 1796 - 1796
Provisions - - - - - . 156 156
Current tax habilities - - . - - - 14 14
Ret:rement benefit obligations - - - - - - 177 177
1,099 - 30 - - 328 230 347 325 706
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b) Fair values of financial instruments carried at amortised cost

The following tables analyse the fair value of financial instruments not measured at far value in the balance sheet

Group
31 December 2011 Carrying value Fawr value  Surplus/{deficit)
£fm £m im
Assets
Cash and balances at central banks 25,980 25,980 -
Loans and advances to banks 4,487 4,487 .
Loans and advances to customers 201,069 206,725 5,656
Loans and recervables securities 1,771 1,553 (218)
Liabilities
Deposits by banks 11,626 11,644 (18)
Deposits by customers 148,342 149,424 (1,082)
Debt securities in 1ssue 52,651 52,420 3
Subordinated liabilities 6,499 7.305% (806}
Company
31 December 2011 Carrying value Fair value  Surplus/{defiat)
fm im £m
Assets
Cash and batances at central banks 18,958 18,958 -
Loans and advances ta banks 90,716 91,440 724
Loans and advances to customers 181,972 187,619 5,647
Loans and receivables securities 5,202 4,996 (2086)
Liabilities
Deposits by banks 112,278 113,983 {1,705)
Deposits by customers 175,067 176,014 (347}
Debt securities In i1ssue 1,609 1,629 (20)
Subordinated lhabilities 6,564 7,370 {806)
Group
31 December 2010 Carrying value Fair value Surplusideficit)
im £m £m
Assets
Cash and balances at central banks 26,502 26 502 -
Loans and advances to banks 3,852 3,852 -
Loans and advances to customers 195,132 200 546 5,414
Loans and recewvables securities 3,610 3,310 {300}
Liabilities
Deposits by banks 7784 7,923 (139)
Deposits by customers 152 643 153,419 (776)
Debt securnties i 1ssue 51783 51874 {91)
Subordinated liabiities 6,372 7,752 (1,380)
Company
31 Decermnber 2010 Carrying value Fair value SurplusAdeficit)
£m £m £m
Assets
Cash and balances at central banks 21,408 21,408 -
Loans and advances to banks 115,957 116,406 449
Loans and advances to customers 179,223 184,471 6,248
Loans and recevables securities 5,378 5,078 (300)
Liabilities
Deposits by banks 146,240 147,969 (1,729)
Deposits by customers 170,579 171,36C (781)
Debt securities n I1ssue 377 3,200 (23)
Subordinated habilities 6,438 7.818 {1,380)

The surplusf{deficit) in the table above represents the surplus/{deficit) of far value compared to the carrying amount of those
finanaial instruments for which fair values have been estimated The carrying value above of any financial assets and habilities
that are designated as hedged items in a portfolio (or macro) fair value hedge relationship excludes gains and losses attributable
to the hedged nisk, as this 1s presented as a single separate line item on the balance sheet
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Valuation methodology

The farr value of financial instruments 15 the esumated amount at which the instrument could be exchanged in a current
transaction between willing parties, other than in a forced or liquidation sale If a quoted market pnce I1s available for an
instrument, the fair value 1s calculated based on the market price Where quoted market prices are not available, farr value 1s
determined using pricing models which use a mathematical methodology based on accepted financial theories, depending on
the product type and its compenents Further information on far value measurement can be found in Note 1 and the valuation
technigues section below

Fair value management
The fair value exposures, as tabled above, are managed by using a combination of hedging derivatives and offsetting on balance
sheet positions The approach to specific categories of financial iInstruments 15 descnbed below

(1) Assets
Cash and balances at central banks
The carrying amount of cash and balances at central banks 1s deemed a reasonable approximation of the fair value

Loans and advances to banks
The fair value of loans and advances to banks has been estimated using the same valuation techmque for financial instruments
accounted for at fair value as described tn the valuation techniques section below

Loans and advances to customers

Loans and advances to personal customers are made both at vanable and at fixed rates As there 15 no actve secondary market in
the UK for such loans and advances, there 1s no rebable market value available for such a significant portfolio

a) Vaniable rate

The Directors believe that the carrying value of the vanable rate loans may be assumed to be their fair value

b) Fixed rate

Certan of the Ioans secured on residential properties are at a fixed rate for a mited period, typically two to five years from therr
commencement At the end of this period these loans revert to the relevant vanable rate The excess of fair value over carrying
value of each of these loans has been estimated by reference to the market rates available at the balance sheet date for similar
loans of maturity equal to the remaining fixed penod

Loan and receivable securities
These debt securities are valued with the assistance of valuations prepared by an independent, specalist valuation firm

(u) Liabilities

Deposits by banks

The fair value of deposits by banks has been estimated using the same valuation technique for financial Instruments accounted
for at fair value as described in the Valuation techniques section below

Deposits by customers
The maority of deposit liabilities are payable on demand and therefore can be deemed short-term in nature with the farr value
equal to the carrying value However, given the long-term and continuing nature of the relationships with the Group's
customners, the Directors believe there 1s sigmificant value to the Group in this source of funds Certain of the deposit liabilities are
at a fixed rate until matunty The deficit of far value over carrying value of these liabilities has been estimated by reference to the
market rates available at the balance sheet date for similar depaosit liabilities of similar matunties

The fair value of such deposits labiities has been estimated using the same valuation technique for financial
instruments accounted for at fair value as described in the Valuation techniques section below

Debt securities 1n 1ssue and subordinated habihties

Where reliable prices are available, the farr value of debt securities in 1ssue and subordinated liabihties has been calculated using
quoted market prices Other market values have been determined using the same valuation technique for financial instruments
acceounted for at fair value as described in the Valuation techniques section below
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The following tables summanse the far values at 31 December 20171 and 2010 of the financial asset and liability classes
accounted for at fair value, analysed by the valuatton methodology used by the Group to determine therr fair value The tables
also disclose the percentages that the recorded fair values of financial assets and liabilities represent of the total assets and
labilities, respectively, that are recorded at fair value in the balance sheet

Group
31 December 2011 thternal models based on
Quoted prices in Market Segnificant
active markets observable data unocbservable data Valuation
Balance sheet category (Level 1)} (Level 2) (Level 3) Total techmique
£m % £m % £m % £fm %
Assets
Trading assets Loans and advances to banks - - 6,144 11 - - 5,144 11 A
Loans and advances to cusiomers - - 6,687 12 - - 6.687 12 A
Debt securities 8,711 15 - - - - 8,71 15
Equity securities 349 1 - - - - 349 1 -
Dervative assets Exchange rate contracts - - 2,735 5 70 - 2,805 5 A
Interest rate contracts 54 - 26,674 46 - - 26,728 46 A&C
Equity and credit contracis 407 - 657 2 m - 1,235 2 B&D
Commaodity contracts - - 12 - - - 12 - A
Financial assets at FVTPL Loans and advances to customers - - 4,318 7 58 - 4,376 7 A
Debt securities - - 328 1 301 1 629 1 AS&SB
Avatlable-for-sale financial Equity secunties 36 - 10 - - - 46 - B
assets
Total assets at farr value 9,557 16 47,565 83 600 1 57,722 100
Liabhties
Trading hizbilities Deposits by banks - - 14,508 24 - - 14,508 249 A
Deposits by customers - - 10,482 17 - - 10,482 17 A
Short positions 755 1 - - - - 755 1 -
Dervatve liabihties Exchange rate contracts - - 1,391 2 - - 1,391 2 A
Interest rate contracts 41 - 25,107 41 - B 25,148 11 A&C
Equity and credit contracts 1,240 - 88 4 73 - 1,401 4 B
Commodity contracts - . 1 . . . " - A
Finanaial habihties at FVTPL  Debt securities in issue - - 6,696 11 141 - 6,837 Lk) A
Total habihties at fair value 2,036 1 58,283 99 214 - 60,533 100
Group
31 December 2010 internal models based on
Quoted prices In Market Signuficant
active markets observable data ungbservable data Valuation
Balance sheet category {Level 1) {Level 2) (Level 3) Total technique
£m % £m % £m % fm %
Assets
Trading assets Loans and advances to banks - - 8 281 12 - . B 281 12 A
Loans and advances to customers - - 8 659 13 - - B 659 13 A
Debt secunties 17 821 27 - - - - 17 821 27 -
Equity securities 699 1 1 - - - 700 1 B
Derwative assets Exchange rate contracts - - 3474 5 61 - 3535 5 A
Interest rate contracts 3 - 18 681 28 - - 18 684 28 ABC
Equity and credit contracts 74 1 1247 2 170 . 2158 3 B&D
Financial assets at FVTPL Loans and advances to banks - - 1" . - . " - A
Loans and advances to custemers - - 5418 8 50 - 5 468 8 A
Debt securities - - 989 2 309 1 1,298 3 A&B
Available-for-safe financial Debt secunties 125 - - - - - 125 -
assets Equity securities 26 - 24 - - - 50 - B
Total assets at far value 19,415 29 46 785 70 590 1 66 790 100
Liabikties
Trading habilities Deposits by banks - - 25,738 37 - 25738 37 A
Deposuts by customers - 1591 23 - - 15971 23 A
Short posiuons 1118 2 - - - - 1118 2 -
Dervative habilites Excharge rate contracts - - 1056 2 - - 1,055 2 A
Interest rate cantracts 10 - 18 344 27 - - 18,354 27 ARC
Equity and credit contracts 145 - 2748 4 102 - 2,995 4 B
Finanaal habilities at FYTPL Deposits by custormners - - ) - - 5 - A
Debt secunties in 1ssue - - 3 545 5 137 - 3 682 5 A
Total habilities at fawr value 1273 2 67 407 98 2329 - 68,919 100
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Company
31 December 2014 internal models based on
Quoted prices 1n Market Significant
active markets observable data unobservable data Valuation
Balance sheet category {Level 1) (Level 2) (Level 3) Total technique
£m % £m % £m % fm %
Assets
Dernvative assets Exchange rate contracts - - 1,310 21 - - 1,310 21 A
Interest rate contracts - - 4,671 77 - - 4,671 77 A&C
Equity and credit contracts - - 20 - - - 20 - B
Financial assets at FVTPL Loans and advances to customers - - 45 1 - - 45 1 A
Avatlable-for-sale finanaial Equity securities 25 1 9 - - - 34 1 B
assets
Total assets at fair value 25 1 6,055 99 - - 6,080 100
Liabihities
Dervatve habiites Exchange rate contracts . - 19 3 - - 39 3 A
Interest rate contracts - - 960 80 - - 960 80 A&C
Equity and credit contracts - - 208 17 - - 208 17 B
Financial habilimes at FYTPL  Debt securities n tssue - - 1 - - - 1 - A
Total liabilities at fair value - - 1,208 100 - - 1,208 100
Company
31 December 2010 Internal models based on
Quoted prices in Market Significant
active markets chbservable data unobservabie data Valuation
Balance sheet category {Level 1) {Level 2) {Level 3) Total technique
£m % £m % £m % fm %
Assets
Dervative assets Exchange rate contracts - - 1002 12 - - 1002 12 A
Interest rate contracts - - 1955 24 - - 1955 24 A&C
Equity and credit contracts - - 37 - - - 37 - B
Financial assets at FVTPL Loans and advances to banks - - 55 1 - 55 1 A
Loans and advances to customers - - 44 1 - - 44 1 A
Debt securiies - - 5027 62 - 5027 62 A
Available-for-sale financial Equity securities 14 - 24 - - 38 - ]
assets
Total assets at fair value 14 - 8 144 100 - - 8 158 100
Liabihities
Derwvative habilities Exchange rate contracts - - 3 3 - - N 3 A
Interest rate contracts - - 870 7?7 - - 870 77 A&C
Equity and credit contracts - - 198 18 - 198 18 B
Financial liabihties at FVTPL Deposits by customers - - 5 - - 5 - A
Debt securnities in 1ssue - - 25 2 - - 25 2 A
Total habihities at far value - - 1129 100 - - 1128 100
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The following tables present the fair values at 31 December 2011 and 2010 of the above financial assets and habiliies by
product, analysed by the valuation methodology used by the Group to deterrmine therr fair value The tables also disclose the
percentages that the recorded fair values of products represent of the total assets and liabilities, respectively, that are recorded at

farr value in the balance sheet

Group
31 December 2011 Internal models based on
Quoted prices in Market significant
Product active markets observable data unobservable data Total
£m % £m % £m % £m %
Assets
Government and government-guaranteed debt secunities 2,943 5 - - - - 2,943 5
Asset-backed securthes - - 328 1 30 1 629 2
Floating rate notes 5,768 10 - - - - 5,768 10
Other debt secunties - - - - 58 - 58 -
UK Social housing association loans - - 4,318 7 - - 4,318 ?
Term deposits and money market instruments - - 12,811 22 - - 12,831 22
Exchange rate dervatives - - 2,135 s 70 - 2,805 5
Interest rate derivatives 54 - 26,674 46 - - 26,728 46
Equity & credit dervatives 407 - 657 2 171 - 1.235 2
Commodity dervatives . - 12 - - - 12 -
Ordinary shares and similar securities 385 1 10 - - - 395 1
9,557 16 47,565 83 600 1 57,722 100
Liabilities
Exchange rate derwvatves - - 1,391 2 - - 1,391 2
interest rate denvatives 41 - 25,107 41 - - 25,148 a1
Equity & credit denvatives 1,240 B a8 4 73 - 1,401 4
Commodity dervatives - - 11 - - - 11 -
Deposits and debt securties in issue 755 1 31,686 52 - - 32,441 53
Drebt securrties 1n 155ue - - - - 141 - 141 -
2,036 1 58,283 99 214 - 60,533 100
Group
31 December 2010 Internal models based on
Quoted prices in Market Significant
Product active markets observable data  uncbservable data Total
fm % £m % fm % £m %
Assets
Government and government-guaranteed debt securities 6755 10 - - - - 8755 10
Asset-backed securities - - 989 2 309 1 1298 3
Floating rate notes 10901 16 - - - - 10 501 16
Other debt securiies 290 1 - - 50 - 340 1
UK Social housing association loans - - 5418 8 - - 5418 8
Term deposits and money market instruments - - 16,951 25 - - 16 951 25
Exchange rate derivatives - - 3474 5 61 - 3535 5
Interest rate derivatives 3 - 18 681 8 - - 18 684 28
Equity & credit denvatves EGal 1 1247 2 17¢ - 2,158 3
Ordinary shares and similar secufities 725 1 25 - - - 750 1
19 415 29 46 785 70 580 1 66 790 100
Liabilihes
Exchange rate derivatives - - 1,056 ? - - i 056 2
interest rate derivatves 10 - 18,344 27 - - 18 354 27
Equity & credit dervatves 145 - 2,748 4 102 - 2995 4
Depeosits and debt securities in issue 1118 2 45 259 6% - - a6 377 67
Debt securities in 1ssug - - - - 137 - 137 -
1273 2 67 407 98 239 - 68 519 100
Company
31 December 2011 Internal models based on
Quoted prices in Market Significant
Product active markets observable data unobservable data Total
fm % £m % £m % fm %
Assets
UK Secial housing association loans - - 45 1 - - 45 1
Exchange rate derivatives - - 1,310 22 - B 1,310 22
Interast rate dervatives - - 4,671 77 - - 4,671 77
Equity & credit denvatves - - 20 - - - 20 -
Ordinary shares and similar secursties 25 - 9 - - - 34 -
25 - 6,055 100 - - 6,080 100
Liabilities
Exchange rate dervatives - - 39 3 - - 39 3
Interest rate denvatives - - 960 80 - - 960 B0
Equnty & credit dervatves - - 208 17 - - 208 17
Deposits and debt secunties in 1ssue - - 1 - - - 1 -
- - 1,208 100 - - 1,208 100
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Caompany
31 December 2010 Internal models based on
Quoted prices i Market Significant
Product active markets observable data  unchservable data Total
£m % £m % im % £m %
Assets
Asset backed secunties - - 5027 62 - 5027 62
UK Social housing assocration loans - - a4 1 - 44 1
Term deposits and money market instruments - - 55 1 - 55 1
Exchange rate derivatives - - 1002 12 - - 1002 12
Interest rate denvatives - - 1955 24 - . 1955 24
Equity & credit dervatives - - 37 - - - 37 -
Ordinary shares and similar secunties 14 - 24 - - - 38 -
14 - 8144 106 - - 8158 100
Liabilities
Exchange rate derwvatves - - N 3 - - kL 3
Interest rate denvatives - - B70 77 - - 870 77
Equity & credit derrvatives - - 198 18 - - 198 18
Deposits and debt secunties in 1ssue - - 30 2 - - 30 2
1129 100 - - 1129 100

d) Valuation techniques

The main valuation techniques employed in the Group’s internal models to measure the farr value of the financial instruments
disclosed above at 31 December 2011 and 2010 are set out below In substantially all cases, the principal inputs into these
models are derived from observable market data The Group did not make any matenial changes to the valuation technigues and
internal models it used during the years ended 31 December 2011, 2010 and 2009

A In the valuation of financial instruments requinng static hedging (for example interest rate, currency derivatives and
commeodity swaps) and in the valuation of loans and advances and deposits, the ‘present value® method 5 used
Expected future cash flows are discounted using the interest rate curves of the applicable currencies or forward
commodity prices as appropriate The interest rate curves are generally observable market data and reference yield
curves derived from quoted interest rates in appropnate time bandings, which match the umings of the cashflows and
matursties of the instruments The forward commodity prices are generally observable market data

B In the valuation of equity financial instruments requinng dynamic hedging (prinaipally equity securities, options and
other structured instruments), proprietary local volatility and stochastic volatility models are used These types of
models are widely accepted in the financial services industry Observable market inputs used in these models include
the bid-offer spread, foreign currengy exchange rates, volatiity and correlation between indices In Imited
arcumstances, other inputs may be used in these models that are based on data other than observable market data,
such as the Halifax’s UK House Price Index {"HPI') volatility, HPI forward growth, HPI spot rate, and mortality

C In the valuation of financial Instruments exposed to interest rate rnisk that require either static or dynamic hedging {such
as interest rate futures, caps and floors, and options), the present value method (futures), Black's model {capsfloors}
and the Hull'White and Markov functional models (Bermudan options} are used These types of models are widely
accepted In the financial services industry The significant inputs used in these models are cbservable market data,
including appropriate interest rate curves, volatiliies, correlations and exchange rates  In imited circumstances, other
nputs may be used in these models that are based on data other than observable market data, such as HPI volatlity,
HPI forward growth, HP! spot rate and mortality

D In the valuation of linear instruments such as credit nsk and fixed-income derivatves, credit nisk 1s measured using
dynamic models similar to those used in the measurement of interest rate nisk In the case of non-linear instruments, I
the portfolio s exposed to credit nsk such as credit dervatives, the probability of default 1s determined using the par
spread level The main inputs used to determine the underlying cost of credit of credit dervatives are quoted credit nsk
premiums and the correlation between the quoted credit derivatives of varnous 1ssuers

The fair values of the financial instruments arising from the Group’s internal models take Into account, among other things,
contract terms and observable market data, which include such factors as bid-offer spread, interest rates, credit nisk, exchange
rates, the quoted market price of raw matenals and eguity securities, volatiity and prepayments In all cases, when It 15 not
possible to derive a valuatton for a particular feature of an instrument, management uses judgement to determine the fair value
of the particular feature In exercising this judgement, a varety of tools are used including proxy observable data, historical data
and extrapolation techmques Extrapolation techniques take into account behavioural charactenstics of equity markets that have
been observed over time, and for which there 1s a strong case to support an expectation of a conttnuing trend m the future
Estimates are calibrated to observable market prices when they become available

The estimates thus obtained could vary If other valuation methods or assumptions were used The Group believes its
valuation methods are appropriate and consistent with other market participants Nevertheless, the use of different valuation
methods or assumptions, including impreasion In estimating unobservable market inputs, to determine the fair value of certain
financial nstruments could result n different estmates of farr value at the reporting date and the amount of gain or loss
recorded for a particular instrument Most of the valuation models are not significantly subjective, because they can be tested
and, if necessary, recalibrated by the internal calculation of and subsequent comparison to market prices of actively traded
securities, where available
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e) Fair value adjustments

The internal models incorporate assumptions that the Group believes would be made by a market participant to establish farr
value Fair value adjustments are adopted when the Group considers that there are additional factors that would be considered
by a market participant in the determination of fair value of the instrument that are not incorporated in the valuation model The
magnitude of far value adjustments depends upon many entity-specific factors, including modelling sophistication, the nature of
products traded, and the size and type of risk exposures For this reason, far value adjustments may not be comparable across
the banking industry

The Group dlassifies fair value adjustments as either ‘risk-related’ or ‘model-refated’ The far value adjustments form
part of the portfolio far value and are inctuded in the balance sheet values of the product types to which they have been appled
The majonty of these adjustments relate to Markets The magnitude and types of fair value adjustment adopted by Markets are
listed in the following table

201 2010
£m £m
Risk-related

- Bid-offer and trade speaific adpustments Al 62
- Uncertainty a7 49
- Credit nsk adjustment 70 15
188 126

Mode!-related
- Model limitatan 23 25
Day One profits - -
211 151

Risk-related adjustments
‘Risk-related” adjustments are driven, 1n part, by the magnitude of the Group’s market or credit nsk exposure, and by external
market factors, such as the size of market spreads

{1} Bid-offer and trade specific adjustments
1AS 39 requires that portfolios are marked at bid or offer, as appropriate Bid pnices represent the price at which a long position
could be sold and offer prices represent the price at which a short position could be bought back Valuation medels will typically
generate mid market values The bid-offer adjustment reflects the cost that would be incurred if substantally all residual net
portfolio market risks were closed using available hedging instruments or by disposing of or unwinding the actual position

The majonity of the bid-offer adjustment relates to OTC derwvative portfolios For each portfolio, the major risk types are
identified These may include, inter alia, detta (the sensitivity to changes in the pnce of an underlying), vega (the sensitvity to
changes n volatiities) and basis nsk (the sensitivity 10 changes in the spread between two rates} For each nisk type, the net
portfolio risks are first classified into buckets, and then a bid-offer spread s applied to each risk bucket based upon the market
bid-offer spread for the relevant hedging instrument

The granulanty of the risk bucketing 1s determined by reference to several factors, including the actual risk management
practice undertaken by the Group, the granutanty of nsk bucketing within the risk reporting process, and the extent of
correlation between risk buckets Within a nsk type, the bid-offer adjustment for each risk bucket may be aggregated without
offset or imited netting may be apphed to reflect correlation between buckets There 1s no netting applied between nsk types or
between portfolios that are not managed together for nsk management purposes There 1s no netting across legal entities

As bid-offer spreads vary by maturity and nisk type to reflect different spreads in the market, for posttions where there 15
no observable quote, a trade specific adjustment is further made This 15 to reflect widened spreads in comparnison to proxies due
to reduced liquidity or observability Trade specfic adjustments can also be made to incorporate liquidity triggers whereby wider
spreads are appled to nsks above pre-defined thresholds or on exotic products to ensure overall reserves match market close-out
costs These market close-out costs inherently incorporate rnisk decay and cross-effects which are unlkely to be adequately
reflected in the static hedge based on vanilla instruments

{(n} Uncertainty
Certan model inputs may be less readily determinable from market data, and/or the choice of model itself may be more
subjective, with less market evidence available from which to determine general market practice In these arcumstances, there
exists a range of possible values that the financial instrument or market parameter may assume and an adjustment may be
necessary to reflect the likehhood that in estmating the fair value of the financal instrument, market participants would adopt
rather more conservative values for uncertain parameters and/or model assumptions than those used in the valuation model
Uncertainty adjustments are derved by considenng the potential range of dervative portfolio valuation given the available
market data The objective of an uncertainty adjustment 1s to arnive at a fair value that 1s not overly prudent but rather reflects a
level of prudence believed to be consistent with market pricing practice

Uncertainty adjustments are apphed to various types of exotic OTC dervative For example, the mean reversion speed of
interest rates may be an important component of an exotic dervative value and an uncertainty adjustment may be taken to
reflect the range of possible values that market participants may assume for this parameter
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() Credit nisk adjustment
The Group adopts a credit nsk adjustment (also frequently known as a ‘credit valuation adjustment’} against OTC derwative
transactions to reflect within fair value the possibility that the counterparty may default, and the Group may not recewve the full
market value of the transactions The Group calculates a separate credit risk adjustment for each Santander UK legal entity, and
within each entity for each counterparty to which the entrity has exposure The Group attempts to mitigate credit nisk to third
parties by entering into netting and collateral arrangements The net counterparty exposure (1 e counterparty positions netted by
offsetting transactions and both cash and securities collateral) 1s then assessed for counterparty creditworthiness The Group has
only a lmited exposure to monolines, consisting of exposure to securitisations which are wrapped by monoline insurers The
principal nsk exposures are recorded against the securitisations, with the menoline wraps being viewed as contingent exposures,
as described in Note 23 The description below relates to the credit risk adjustment taken against counterparties other than
monolines

The Group calculates the credit nsk adjustment by applying the probabiity of default of the counterparty to the
expected positive exposure to the counterparty, and multuplying the result by the loss expected in the event of default (e the
loss given default {'LGD’)) The timing of the expected losses is reflected by using a discount factor The calculation s performed
over the Iife of the potential exposure | e the credit nsk adjustment 1s measured as a ifetime expected loss

The expected positive exposure is calculated at a portfolio level and i1s based on the underlying risks of the portfolio The
main drivers of the expected positive exposure are the size of the nsk position with the counterparty along with the prevailing
market environment The probability of default assumptions are based upon analysis of historic default rates The credit rating
used for a particular counterparty 15 that deterrmined by the Group’s internal credit process The LGD s calculated at the facility
level and takes into account the counterparty charactenistics Credit ratings and LGD are updated by the credit team as new
relevant information becomes available and at penodic reviews performed at least annually

The Group also considers 1ts own creditworthiness when determining the fair value of an instrument, including OTC
dervative instruments and finanaiat liabdities held at far vaiue through profit or loss if the Group believes market participants
would take that into account when transacting the respective instrument The approach to measuning the impact of the Group's
credit risk on an instrument 1s done 1N the same manner as for third party credit nsk The impact of the Group’s credit risk 1s
considered when calculating the farr value of an instrument, even when credit risk 15 not readlly observable such as in OTC
dervatives The Group has not reahsed any profit or loss on revaluing fawr values of dervatives to reflect its own creditworthiness
If the Group had reflected such adjustments it would not have had a material impact on the valuations Consequently, the Group
does not derwve the adjustment on a bilateral basis and has a zero adjustment against dervative liabilities, often referred to as a
‘debit valuation adjustment’

For certain types of exotic dervatives where the products are not currently supported by the standard methedolegy, the
Group adopts an alternative methodology Alternative methodclogies used by the Group fall into two categories One method
maps transactions against the results for simitar products which are accommodated by the standard methodelogy Where such a
mapping approach 1s not appropriate, a bespoke methodology 1s used, generally following the same principles as the standard
methodology, reflecting the key charactenistics of the instruments but in a manner that 1s computationally less intensive The
calculation 1s applied at a trade level, with more limited recogmition of credit mitigants such as netting or collateral agreements
than used in the standard methodology described previously

The methodologies do nat, in general, account for ‘wrong-way sk’ Wrong-way risk arises where the underlying value
of the dervative prior to any credit nisk adjustment s related to the probability of default of the counterparty A more detailed
description of wrong-way nsk i1s set out below

The Group includes afl third-party counterparties in the credit nsk adjustment calculation and the Group does not net
credit risk adjustments across Group entites During 2011, the methcdologies used to calculate the credit risk adjustment were
refined in hne with evolving market practice

Wrong-way rnisk
Wrong-way risk anses when there 1s a strong correlation between the counterparty's probability of defauft and the mark-to-
market vaiue of the underlying transaction Wrong-way risk can be seen in the following examples

> when the counterparty 1s resident andfor incorporated in an emerging market and seeks to sell a8 non-domestic
currency 1n exchange for its home currency,

> when the trade involves the purchase of an equity put option from a counterparty whose shares are the subject of the
option,

> the purchase of credit protection from a counterparty who s dosely assocated with the reference entity of the credit
default swap or total return swap, and

> the purchase of credit protection on an asset type which i1s highly concentrated in the exposure of the counterparty

selling the credit protection

Exposure to ‘wrong way nsk’ 15 imited via internal governance processes and deal pricng The Group considers that an
appropriate adjustment to reflect wrong way nisk is currently mil (2010 rul)
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Model-related adjustments
These adjustments are primarily related to internal factors, such as the ability of the Group’s models to incorporate all matenal
market charactenistics A description of each adjustment type 1s given below

{1} Model imitation

Models used for portfoho valuation purposes, particularly for exotic dernvative products, may be based upon a simplifying set of
assurnptions that do not capture all matenal market characteristics or may be less rehable under certain market conditions
Additionally, markets evolve, and models that were adeguate in the past may require development to capture all material market
characteristics in current market conditions In these arcumstances, model imitation adjustments are adopted outside the core
valuation model The adjustment methodologees vary according to the nature of the model The Quantitative Risk Group ('QRG),
an ndependent quantitative support function reporting into Risk Department, highlights the requirement for model limitation
adjustments and develops the methodologies employed Over time, as model development progresses, model limitations are
addressed within the core revatuation models and a model imitation adjustment 1s no longer needed

Day One profits adjustments

Day One profit adjustments are adopted where the fair value estimated by a valuation madel is based on one or more sigmificant
unobservable inputs, tn accordance with 1AS 39 Day One profits adjustments are amounts that have yet to be recogrised in the
income statement, which represent the difference between a transaction price (1 e the far value at imitial recognition} and the
amount that would have ansen had valuation models using unobservable nputs been used on intial recognition), less amounts
subseqguently recognised Day One profits adjustments are calculated and reported on a portfolio basis At 31 December 2011
and 2010, the Day One profits adjustments were less than £1m

) Control framework

Farr values are subyect to a control framework designed to ensure that they are either determined or validated by a function
independent of the nsk-taker To this end, ultimate responsibiity for the determination of far values les with the Risk
Department and the Finance Department For all financial instruments where fair values are determined by reference to externally
quoted prices or observable pricing nputs to models, independent prnice determination or validation 15 utihsed In inactive
markets, direct observation of a traded price may not be possible In these arcumstances, the Group will source alternative
market information to validate the financial instrument’s far value, with greater weight given to information that 1s considered to
be more relevant and reliable
The factors that are considered in this regard include

the extent to which prices may be expected to represent genuine traded or tradeable prices,

the degree of similanty between financial instruments,

the degree of consistency between different sources,

the process followed by the pricing provider to derve the data,

the elapsed time hetween the date to which the market data relates and the balance sheet date, and
the manner in which the data was sourced

VVVVYVY

The source of pricng data 1s considered as part of the process that determines the classification of the level of a financial
instrument Consideration 1s given to the quality of the information available that provides the current mark-to-model valuation
and estimates of how different these valuations could be on an actual trade, taking into consideration how active the market 15
For spot assets that cannot be sold due to ilhquidity, forward estimates are discounted to provide an estimate of a realisable value
over time All adjustments for iliquid positions are regularly reviewed to reflect changing market conditions

Internal valuation model review
Madels provide a logical framewcrk for the capture and processing of necessary valuation inputs For fair values determined
using a valuation model, the control framework may include, as applicable, independent development or validation of

the logic within valuation models,

the inputs 1o those models,

any adjustments required cutside the valuation models, and
where possible, model outputs

VVVYV

All internal valuation models are validated independently by QRG A validation report 15 produced for each model-derived
valuation that assesses the mathematical assumptions behind the model and the implementation of the model and its integration
within the trading system Where there 1s cbservable market data, the models calibrate to market Where pnang data s
unobservable then the input parameters are regularly reviewed by QRG

The independent valuation process applies far value adjustments in hne with the Group’s established docurmented
polices The results of the independent validation process are reported to, and considered monthly by Risk Fora Each Risk Forum
1s composed of representatives from several independent support functions (Product Control, Market Risk, QRG and Finance) in
addition to senior management and the front office The members of each Risk Forum consider the approprateness and
adequacy of the farr value adjustments and the effectiveness of valuation models Changes to the far value adjustments
methodologies are considered by the Risk Fora and signed off by the Head of Wholesale Risk The Risk Fora are overseen by the
Wholesale Risk Oversight and Control Forum and Risk Committee
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g) Internal models based on observable market data (Level 2)

Dunng 2011, 2010 and 2009, there were no transfers between Level 1 and Level 2 financial instruments
1 Trading Assets

Loans and advances to banks and loans and advances to customers - securities purchased under resale agreements
These instruments consist of reverse repos with both professional non-bank customers and bank counterparties as part of the
Group’s trading actvities The fair value of reverse repos 15 estimated by using the ‘present value’ method Future cash flows are
evaluated taking into consideration any dervative features of the reverse repos and are then discounted using the appropriate
market rates for the applicable matunity and currency Under these agreements, the Group recewves collateral with a market value
equal to, or In excess of, the principal amount loaned The level of collateral held 1s monitored daily and if required, further calls
are made to ensure the market values of collateral remains at least equal to the loan balance As a result, there would be no
adjustment, or an immaterial adjustment, to reflect the credit quality of the counterparty related to these agreements As the
inputs used i the valuation are based on observable market data, these reverse repos are classified within level 2 of the valuation
hierarchy

Loans and advances to banks and loans and advances to customers - other

These instruments consist of term deposits placed which are short-term in nature and are both utihsed and managed as part of
the funding requirements of the trading book The far value of loans and advances to banks and loans and advances to
customers 1s estimated using the ‘present value’ method Expected future cash flows are discounted using the interest rate curves
of the apphcable currencies The interest rate curves are generally cbservable market data and reference yield curves derved
from quoted interest rates in appropnate time bandings, which match the timings of the cashflows and matunties of the
instruments As the inputs used 1n the valuation are based on observable market data, these loans are classified within level 2 of
the valuation hierarchy

2 Dernvative assets and hiabilities

These instruments consist of exchange rate contracts, interest rate contracts, equity and credit contracts and equity derwatives
The models used In estimating the fair value of these derivatives do not contain a tugh level of subjectivity as the methodologies
used in the models do not require significant judgement, and the inputs used in the models are observable market data such as
plain vanilla interest rate swaps and option contracts  As the inputs used in the valuation are based on observable market data,
these derivatives are classified within level 2 of the valuation hierarchy

Certain dervatives which represent cross currency swaps, reversionary property interests, credit default swaps and
options and forwards contain sigmificant unobservable inputs or are traded less actively or traded in less-developed markets, and
so are classified within level 3 of the valuation hierarchy The valuation of such instruments i1s further discussed in the "internal
models based on information other than market data“ section below

3 Fihancial assets at fair value through profit or loss ('FVTPL’)

Loans and advances to customers
These Instruments consist of loans secured on residential property to housing associations  The fair value of these social housing
loans 1s estimated using the ‘present value’ model based on a credit curve derived from current market spreads observable in the
social housing bond data Observable market data include current market spreads for new accepted mandates and bids for
comparable loans and are used to support or challenge the benchmark level This provides a range of reasonably possible
estimates of fair value As the inputs used in the valuation are based on market observable data, these loans are classified within
level 2 of the valuation hierarchy

Certain loans and advances to customers which represent a portfolio of roll-up mortgages contan sigmificant
unobservable inputs and so are classified within level 3 of the valuation hierarchy The valuation of such instruments 1s further
discussed below

Debt securities
These instruments consist of holdings of asset-backed secunties A significant portion of these securities are priced using the
‘present value’ models, based on observable market data e g LIBOR, credit spreads Where there are quoted prices for these
instruments, the model value 1s checked aganst the quoted prices for reference purposes, but 1s not used as the fair value as the
market for these instruments are lacking in hgudity and depth As the inputs used in the valuation are based on observable
market data, these debt securities are classified within level 2 of the valuation hierarchy

Certain debt secunties which represent reversionary property secunties and secunties 1ssued by Santander entities
contain significant unobservable iInputs, and so are classified within level 3 of the valuation hierarchy The valuation of such
instruments 1s further discussed below

4 Available-for-sale financial assets — Equity securities
These mstruments consist of unguoted equity Investments In compames providing infrastructure services to the financial services
industry and a small portfclio held within the Santander UK Foundation (which 1s consohdated by the Group) In the valuation of

equity financial instruments requinng dynamic hedging, proprietary local volatiity and stochastic volatility models are used These
types of models are widely accepted in the financial services industry
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Observable market inputs used in these models include the bid-offer spread, foreign currency exchange rates, volatiity and
correlation between indices As the inputs used i the valuation are based on observable market data, these equity securities are
classified within level 2 of the valuation hierarchy

5 Trading liabilities

Deposits by banks and deposits by customers - secunties sold under repurchase agreements

These instruments consist of repos with both professional non-bank customers and bank counterparties as part of the Group's
trading activities The fair value of repos 15 estimated using the same technigue as those reverse repos In trading assets discussed
above Under these agreements, the Group is required to provide and maintain collateral with @ market value equal to, or in
excess of, the prncipal amount borrowed As a result, there would be no adjustment, or an immatenial adjustment, to reflect the
credit quality of the Group related to these agreements As the nputs used in the valuation are based on observable market
data, these repos are classified within level 2 of the valuation hierarchy

Deposits by banks and deposits by customers - other

These tnstruments consist of certan term and time deposits which tend to be short-term in nature and are both utilised and
managed as part of the funding requirements of the trading book These instruments are valued using the same techniques as
those instruments in trading assets - loans and advances to banks and loans and advances to customers discussed above As the
inputs used In the valuation are based on observable market data, these deposits are classified within level 2 of the valuation
hrerarchy

6 Financaal habilities at FVTPL

Debt securities in i1ssue
These mnstruments include commercial paper, medium term notes and other bonds and are valued using the same techniques as
those instruments in financial assets at FVTPL - debt secunties discussed above As the inputs used in the valuation are based on
observable market data, these debt secunties are classified within level 2 of the valuation hierarchy

Certain debt secunties m 1ssue which represent the more exotic senior debt 1ssuances, consisting of power reverse dual
currency {'PRDC’) notes contain significant unobservable inputs and so are classified within tevel 3 of the valuation hierarchy The
valuation of such instruments 1s further discussed below

h) Internal models based on information other than market data (Level 3)

The table below provides an analysis of financial Instruments valued using mternal models based on information other than
market data together with the subsequent valuation techmque used for each type of instrument Each instrument 1s imtially
valued at transaction price

Balance sheet Amount recognised in
value income/{expense)

2011 2010 2011 2010
Balance sheet ine rtem Category Financial instrument product type £m £m Em im £fm
1 Denvative assets Exchange rate contracts Cross-currency swaps 70 61 6 42 14
2 Denvative assets Equity and credit contracts Reverstonary property interests 78 57 15 (6) {4)
3 Dervative assets Credit contracts Credit default swaps 16 38 1 - -
4 Denvative assets Equity contracts Options and forwards 77 65 7 (8) (S)
5 FVTPL Loans and advances to customers Roll-up mortgage porticlio 58 50 8 5 (36)
6 FVTPL Debt secunities Reversionary property securities 250 240 37 2 (4)
7 FVTPL Debt secunties Mortgage-backed securities 51 69 (8) 53 62
8 Denvative habilities  Equity contracis Options and forwards {73) {102} (3) 9g (82}
9 FVTPL Debt securities in issue Non-vanilla debt securities {141) {137} {6) {42) (23)
Total net assets'” 386 351 - - -
Total income/(expense) - - 43 145 (78)

(1) The Group s holdings of property unit trusts and collateralised synthetic obligations previously included in the disclosures above are no langer significant
Valuation technique

1 Dernvative assets - Exchange rate contracts
These cross currency swaps are used to hedge the foreign currency risks ansing from the power reverse dual currency ('PRGC’)
notes 1ssued by the Group, as described in Instrument 9 below These derivatives are valued using a standard valuation model
valuing each leg of the swap, with expected future cash flows less notional amount exchanged at matunty date discounted using
an appropriate floating rate The floating rate s adjusted by the relevant cross currency basis spread Interest rates, foreign
exchange rates, cross currency basis spread and long-dated foreign exchange (‘FX') volatility are used as inputs to determine far
value Interest rates, foreign exchange rates are cbservable on the market

Cross currency spreads may be market observable or unobservable depending on the quidity of the cross currency pair
As the Japanese Yen-tJS dollar cross currency pair related to the PRDC notes 1s liquid, the cross currency spreads (including long-
dated cross currency spread) for these swaps are market observable
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The significant unobservable inputs for the valuation of these financial instruments are the tong-dated FX volatlity and the
correlation between the underlying assets The correlation between the underlying assets 1s assumed to be zero, as there are no
actively traded options from which correlations between the underlying assets could be mpled Furthermore, the zero
correlation assumption implies that the sources of the long-dated FX volatility are independent

tong-dated FX volatility
Long-dated FX volatility 1s extrapolated from shorter-dated FX volatilities which are directly observable on the market Short-
dated FX volatiity is observable from the trading of FX options As there 1s no active market for FX options with matunities
greater than five years (fong-dated FX options), long-dated FX volatiity 1s not market observable Furthermore, as historical prices
are not refevant in determining the cost of hedging long-dated FX risk, long-dated FX volatility cannot be inferred from historical
volatihty The Group extrapolates the long-dated FX volatihty from the shorter-dated FX volatilities using Black's model

FX volatibty 1s modelled as the composition of the domestic interest rate, foreign interest rates and FX spot volatilities
using standard Hull-White formulae The Hull-White approach 1s used for estimating the future distribution of domestic and
foreign zero-coupon rates, constructed from the relevant yield curves Using short-dated FX options, the FX spot volatihity 1s
calculated which 1s then extrapolated to derwve the long-dated FX volatility

2 Denvative assets - Equity and credit contracts
These reversionary property dervatives are valued using a probability weighted set of HPI forward pnces, which are assumed to
be a reasonable representation of the increase in value of the Group's reversionary interest portfollo underlying the derwatives
The probability used reflects the likelihood of the home owner vacating the property and 15 calculated from mortality rates and
acceleration rates which are a function of age and gender, obtaned from the relevant mortality tables Indexing is felt to be
appropriate due to the size and geographical dispersion of the Group’s reversionary interest portfolio These are deterrmined
using HFI Spot Rates adjusted to reflect estimated forward growth Launched in 1984, the Halfax's UK HPI s the UK's longest
running monthly house price data series covering the whaole country The indices calculated are standardised and represent the
price of a typically transacted house Both national and regional HPI are published The national HPI 1s published monthly The
regional HPI reflects the national HPI disaggregated into 12 UK regions and is published quarterly Both indices are published on
two bases, including and excluding seasonal adjustments in the housing market The Group uses the non-seasonally adjusted
('NSA’} naticnal and regional HPI in its valuation model to avoid any subjective judgement in the adjustment process which s
made by Halfax

The inputs used to determine the value of the reversionary property derivatives are HPI spot, HPI forward growth and
mortality rates The pnincipal pricing parameter is HPI forward growth

HPI Spot Rate
The HPI spot rate used in the model 1s a weighted average of NSA regional HPI spot rates 1 e adjusted for difference in the actual
regional composition of the property underlying the Group's reversionary interest portfolic and the composition of the published
regional indices The regional HPI spot rate (which 1s observable market data) 1s only published on speafic quarterly dates In
between these dates, its value 15 estimated by applying the growth rate over the refevant ume period inferred from the national
HPI spot rates (which are observable market data and published monthly) to the most recently calculated weighted average
regional HPI spot rate based on published regional indices

An adjustment s also made to reflect the specific property risk 1@ possible deviation between the actual growth in the
house prices underlying the Group’s reversionary interest portfolio and therr assumed index-inked growth, which 1s based on the
regional HPl This adjustment s based on the average historical deviation of price changes of the Group’s actual property
portfoho from that of the published indices over the time period since the last valuation date

HPI Forward Growth Rate

Long-dated HPI forward growth rate 1s not directly observable in the market but 1s estimated from broker quotes and traded
forward contracts A specific spread is applied to the long-dated forward growth rate to reflect the uncertainty surrounding fong
dated data This spread 1s calculated by analysing the histoncal volatiity of the HPI, whilst incorporating mean reversion An
adjustment 1s made to reflect the specific property risk as for the HPI spot rate above

Mortairty Rate

Mortality rates are obtained from the PNMAQD and PNFAOQ Continuous Mortality Investigation Tables published by the UK
Institute and Faculty of Actuanes These mortality rates are adjusted by acceleration rates to reflect the mortahty profile of the
holders of Group’s reversionary property products underlying the derivatives
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3 Derwvative assets - Equity and credit contracts
These derwative assets are credit default swaps held against certain bonds The credit default swaps are valued using the credit
spreads of the referenced bonds These referenced bonds are valued with the assistance of valuations prepared by an
independent, specialist valuation firm as a deep and hiquid market does not exst

In valuing the credit default swaps, the main inputs used to determine the underlying cost of credit are quoted risk
premiums and the correlation between the quoted credit derwatives of vanious issuers The assumptions relating to the
correlation between the values of quoted and unquoted assets are based on historical correlations between the impact of
adverse changes in market variables and the corresponding valuation of the asscciated unquoted assets The measurement of the
assets will vary depending on whether a more or less conservative scenario s selected The other main input 1s the probability of
default of the referenced bonds The significant unobservable mput for the valuation of these financial instruments 1s the
probability of default

Probabifty of default

The probability of default 15 assessed by considering the credit quality of the underlying referenced bonds However, as no deep
and hquid market exists for these assets the assessment of the probability of default 1s not directly observable and instead an
estimate 1s calculated using the Standard Gaussian Copula model

4 Denvative assets - Equity contracts
There are three types of dervatives within this category

European options

These derwvatives are valued using a modified Black-5choles model where the HPI 15 log-normally distributed with the forward
rates determined from the HPI forward growth

Asian options

Asian (or average value) options are valued using 2 modified Black-Scholes model, with an amended strike price and volatiity
assumption to account for the average exercise penod, through a closed form adjustment that reflects the strike price relative to
the distribution of stock prices at each relevant date This i1s alsc known as the Curran model

Forward contracts

Forward contracts are valued using a standard forward pricing model

The inputs used to determine the value of the above instruments are HPI spot rate, HPI forward growth rate and HPI volatility
The pninqpal pricing parameter 1s HPI forward growth rate

HPI Spot Rate

The HPI spot rate used 15 the NSA national HPI spot rate which 1s published monthly and directly ohservable in the market This
HPI rate used 15 different from the weighted average regional HPI spot rate used in the valuation of Instrument 2 above, as the
underlying of these derivatives 1s the UK national HPI spot rate

HPI Forward Growth Rate
The HPI forward growth rate used 1s unobservable and 1s the same as used In the valuation of Instrument 2 above

HFI Volatility

Long-dated HPI volatility 1s not directly observable in the market but 1s estimated from the most recent traded values An
adjustment 15 applied to the long-dated HPI volatility rate to reflect the uncertainty surrounding long-dated data This adjustment
15 based on the empirical standard deviation of historical volatility over a range of time hornizons

5 FVTPL - Loans and advances to customers
These loans and advances to customers represent roll-up mortgages, which are an equity release scheme under which a property
owner takes out a loan secured against therr home The owner does not make any interest payments duning their iifetime and
the fixed interest payments are rolled up into the mortgage The loan or mortgage (capital and rolled-up interest) s repatd upon
the owner’s vacation of the property and the value of the loan 1s only repaid from the value of the property This 1s known as a
'no negative pledge’ The Group suffers a loss If the sale proceeds from the property are insufficent to repay the loan, as it Is
unable to pursue the homeowner's estate or beneficianes for the shortfall

The value of the mortgage ‘rolls up® or accretes until the owner vacates the property In order to value the roll-up
mortgages, the Group uses a probability-weighted set of European option prices (puts) determined using the Black-Scholes
model, in which the ‘'no negative pledges’ are valued as short put options The probability weighting applied s calculated from
mortality rates and acceleration rates as a function of age and gender, taken from mortality tables

The inputs used to determimne the value of these instruments are HPI spot, HPI forward growth, HPI volatiity, mortality
rates and repayment rates The prinopal pniang parameter 15 HPI forward growth The HPI forward growth rate used is
unobservable and 1s the same as used In the valuation of Instrument 2 above The other parameters do not have a significant
effect on the value of the instruments
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6 FVTPL - Debt securities
These debt secuniies consisting of reversionary property securities are an equity release scheme, where the property owner
receves an upfront lump sum in return for paying a fixed percentage of the sales proceeds of the property when the owner
vacates the property These reversionary property secunties are valued using a probatility-weighted set of HPI forward prices
which are assumed to be a reasonable representation of the increase in value of the Group’s reversionary interest portfolio
underlying the denvatives The probability weighting used reflects the prebability of the home owner vacating the property
through death and 1s calculated from death rates and acceleration factors which are a function of age and gender, obtained
from the relevant mortality table

The 1nputs used to determine the value of these instruments are HPI spot, HPI forward growth and mortality rates The
principal pricing parameter 1s HPI forward growth Discussion of the HPI spot rate, HPI forward growth rate and mortality rates
for this financial Instrument is the same as instrument 3 above

An adjustment 15 also made to reflect the specific property risk Discussion of the specific property nisk adjustrnent is the
same as Instrument 2 above

7 FVTPL - Debt secunities

These securities consist of residential mortgage-backed secunities 1ssued by Santander entities Each instrument is valued with
reference to the price from a consensus pricing service This 15 then corroborated aganst the price from another consensus
pnaing service due to the lack of depth in the number of available market quotes An average price 1s used where there 1s a more
than nsignificant difference between the two sources The significant unobservable input 1s the adjustment to the credit spread
embedded in the pricing consensus quotes

8 Derivative hiabilities - Equity contracts
These denvatives are the same as Instrument 4 with the exception that they have a negative far value

9 FVTPL - Debt securities in 1ssue
These debt securities in 1ssue are power reverse dual currency notes These notes are financial structured products where an
investor 15 seeking a better return and a borrower/issuer a lower rate by taking advantage of the interest rate differential
between two countries The note pays a foreign interest rate in the investor's domestic currency The power component of the
name denotes higher imitial coupons and the fact that coupons rise as the domestcAoreign exchange rate depreciates The
power feature comes with a higher nsk for the investor Cash flows may have a digital cap feature where the rate gets locked
once It reaches a certain threshold Other add-on features are barriers such as knockouts and cancellation provisions for the
Issuer

These debt securities in issue are valued using a three-factor Gaussian Model The three factors used in the valuation
are domestic interest rates, foreign interest rates and foreign exchange rates The correlations between the factors are assumed
to be zero within the valuation

The Hull-White approach s used for estimating the future distrbution of domestic and foreign zero-coupon rates,
constructed from the relevant yield curves A Geometric Brownian Motion moded 15 used for estimating the future distribution of
spot foreign exchange rates The foreign exchange and interest rate volatiities are the most crucial pricing parameters, the model
calibrates to the relevant swaption volatility surface

The significant unobservable inputs for the valuation of these financial Instruments are the long dated FX volatility and
the correlation between the underlying assets and are the same as Instrument 1

Reconcibiation of fair value measurements in Level 3 of the fair value hierarchy
The following table provides a reconciliation of the movement between opening and closing balances of Level 3 financial
nstrurnents, measured at fair value using a valuation technique with significant unobservable inputs

Assets Liabilities
Derwvatives Fair value Total Dervatives Fair value Total
through P&L through P&l
£m £m £m £m £m £m
At 1 January 2011 221 359 590 (102) (137} (239)
Total gains/(losses} recogrised in profitAloss)
- Farr value movements 15 37 52 3) (6) {9)
- Foresgn exchange and other movernents 4 (2) 2 - @ N
Purchases 27 - 27 (6) - (6)
Sales (23) 27 (50) - - -
Settlements (13) {B) (21) 38 9 47
At 31 December 2011 241 359 600 (73) (141} {214}
Total gainsflosses) recognised in profitdloss) relating 19 35 54 (3) {13} (16)

to assets and habilities held at the end of the year
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Assets Liabilities
Denvatives Fair value Total Denvatives Fair value Total
through P&L through PAL

£m £m £m £m fm £m

At 1 January 2010 194 1,694 1 888 (260) (109) {369)
Total gamnsAlosses) recognised in profitloss)

- Farr value movements 28 60 88 99 {42) 57

- Foreign exchange and cther movements {16) 3 (13) - 10 10

Purchases 38 - 38 - - -

Sales - (1,239 (1239 - - -

Settlements (13) (159) (172) 59 4 63

At 31 December 2010 231 359 590 {102) {137) (239)

Total gamnsflosses) recognised in profitA(loss) relating 12 63 75 99 {(32) 67

to assets and liabilities held at the end of the year
{1) The Group s holdings of praperty unit trusts and collateralised synthetic obligations previously included in the disclosures above are na longer significant

Financial instrument assets and liabilities at 31 December 2011
Financial instrument assets valued using internal models based on information other than market data were 1% (2010 1%) of
total assets measured at fair value and ¢ 2% (2010 0 2%) of total assets at 31 December 2011

Derwvative assets increased tn 2011 pnncpally due to purchases, partially offset by sales Assets designated at fair value
through profit or loss were unchanged in 2011 as Increases due to fair value movements were offset by sales and settlements

Financial instrument habilities valued using internal models based on information other than market data were 0 3%
(2010 0 3% of total habiliies measured at fair value and 0 1% (2010 0 1%) of total habilties at 31 December 2011

Derivative habiities decreased in 2011 due to settlements Liabilities designated at fair value through profit or loss were
broadly unchanged in 2011 as increases due to farr value and foreign exchange movements were mostly offset by settlements

Financial Instrument assets and liabilities at 31 December 2010
Financial instrument assets valued using nternal models based on information other than market data were 1% (2009 2%]) of
total assets measured at fair value and 0 2% (2009 0 7%) of total assets at 31 December 2010

Dervative assets increased in 2010 principaily due to purchases of credit default swaps Assets designated at far value
through profit or loss decreased in 2010 principally due to sales and matunties of secunties issued by Santander entities which
were hacked by small business and automotive loans and other collateralised debt obligations

Finanaial instrument liabilites valued using internal models based on information other than market data were 0 3%
{2009 0 5%) of total labihties measured at fair value and 0 1% (2009 0 19%) of total habilities at 31 December 2010

Dervative liabilties decreased n 2010 due to settlements and gains reflecting changes in credit spreads, the HPI index
and foreign exchange rates Liabilities designated at farr value through profit or loss decreased n 2010 principally due to
maturities of debt securities in issue

Gains and losses for the year ended 31 December 2011
Gains of £19m in respect of denvative assets principaily reflected changes in credit spreads and the HPI index, and favourable
movements in foreign exchange rates Gains of £35m in respect of assets dewgnated at far value through profit or loss
principally reflected the mark-to-market volatility on the reversionary property secunties arising from a continued low interest rate
environment, changes in the HPI index and a matuning portfolio

Losses of £3m in respect of dervative habilties principally reflected changes in credit spreads and the HPI Index Losses
of £13m in respect of labilities designated at fair value through profit or loss principally reflected changes 1n foreign exchange
and interest rates They are fully matched with denvatives

Gains and losses for the year ended 31 December 2010
Gains of £12m n respect of derwative assets principally reflected changes in credit spreads and the HPI Index offset by
unfavourable movements in foreign exchange rates Gamns of £63m in respect of assets designated at fair value through profit or
loss principally reflected the smaller mark-to-market volatiity on a reduced portfolio of asset-backed and mortgage-backed
securities held during the year

Gains of £99m in respect of denvative habilities principally reflected changes in credit spreads, the HPI index and foreign
exchange rates Losses of £32m in respect of liabihties designated at fair value through profit or loss principally reflected changes
in foreign exchange and interest rates They are fully matched with dervatives
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Effect of changes in sigmificant unobservable assumptions to reasonably possible alternatives {Level 3)
As discussed above, the far value of financial instruments are, in certain crcumstances, measured using valuation technigues
that incorporate assumptions that are not ewidenced by prices from observable current market transactions in the same
instrument and are not based on observable market data and, as such require the application of a degree of judgement
Changing one or more of the inputs to the valuation models to reasonably possible alternative assumptions would change the
farr values significantly The following table shows the sensitvity of these far values to reasonably possible alternative
assumptions

Favourable and unfavourable changes are determined on the basis of changes in the value of the instrument as a result
of varying the levels of the unobservable input as described in the table below The potential effects do not take into effect any
offsetting or hedged positions

At 31 December 2011

Reflected in income statement

Favourable  Unfavourable

Balance sheet note line item and product Fair value  Assumptions Shift changes changes
£m £m £m
2 Denvative assets — Equity and credit contracts 78 HPI Forward growth rate 1% 1 (11)
- Reversionary property dervatives HPI Spot rate 10% 8 {8
Mortality rate 2yrs - -
3 Denvative assets — Equity and credit contracts 16  Probability of default 20% 3 (3)
— Cred:t default swaps
4 Denvative assets — Equity and credit contracts 77  HPI Forward growth rate 1% 7 (¥
- Optrons and forwards HPI Spot rate 10% 4 (3)
HPI Volatihty 1% 1 (1)
5 FVTPL - Loans and advances to customers 58 HPI Forward growth rate 1% 2 )
— Roll-up mortgage portfalio
6 FVTPL - Debt secunties 250 HPI Forward growth rate 1% 20 (20)
— Reversicnary property securities HPl Spot rate 10% 23 (23)
Mortality rate 2yrs 1 (1)
7 FVTPL - Debt securities 51  Credt spread 10% 5 (5)
- Mortgage-backed secunties
8 Denvative habilities - Equity and credit contracts {73) HPI Forward growth rate 1% 4 (4}
- Options and forwards HPI Spot rate 10% 13 {17}
HPI Volatility 1% p4 (2)

At 31 December 2010

Reflected in Income statement

Favourable Unfavourable
Balance sheet note line item and product Fair value  Assumptions Shift changes changes
£m £m £m
2 Denvative assets - Equity and credit contracts 67 HPI Forward growth rate 1% 10 (10)
- Reversionary property derivatives HPI Spot rate 10% 7 (7)
Mortality rate 2 yts 1 {1
3 Denvative assets — Equity and credit contracts 38  Probabdity of default 20% 12 (12)
— Credit default swaps
4 Derivative assets - Equity and credit contracts 65 HPi Forward growth rate i% 7 (7
- Options and forwards HPI Spot rate 10% 4 4
HP} Volatility 1% 1 (N
5 FVTPL - Loans and advances to customers S50 HPI Forward growth rate 1% 1 4}
— Roll-up mortgage portfolio
6 FVTPL — Debt secunties 240  HPI Forward growth rate 1% 20 (20}
- Reversionary property secunties HPI Spot rate 10% 23 {23)
Mortality rate 2 yrs 3 (3)
7 FVTPL - Debt securities 69 Credit spread 3% 3 3
- Mortgage-backed securities
8 Denvative habities - Equity and credit contracts (102) HPI Forward growth rate 1% 4 (4)
- Options and forwards HPI Spot rate 10% i3 (7
HP Volatlity 1% 2 (2)

No sensitvities are presented for the FVTPL - debt securities in 1ssue {instrument 9) and related exchange rate derivatives
(nstrument 1), as the terms of these instruments are fully matched As a result, any changes in the valuation of the debt
securities in issue would be exactly offset by an equal and opposite change in the valuation of the exchange rate derivatives
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48. CAPITAL MANAGEMENT AND RESOURCES

This note reflects the transactions and amounts reported on a basis consistent with the Group's regulatory filings
Capital management and capital allocation

Santander UK plc and its subsicharies are a UK banking group effectively subject to two tiers of supervision Santander UK 1s
subject to prudential supervision by both the FSA (as a UK authonsed bank} and the Bank of Spain (as a member of the
Santander group) As an FSA-regulated entity, Santander UK 1s expected to satisfy the FSA liquidity and capital requirements on a
stancalone basis Similarly, Santander UK must demonstrate to the FSA that it can withstand liguidity and capital stress tests
without parental support Reinforang the corporate governance framework adopted by Santander UK, the FSA exercises
oversight through its rules and regulations on the Santander UK Board and senior management appointments

The Board 1s responsible for capital management strategy and pelicy and ensuring that capital resources are
appropriately momitored and controlled within regulatory and internal limits  Authonty for capital management flows to the
Chief Executive Officer and from her to specfic ndwiduals who are members of the Group's Strategic Risk and Financial
Management ('SRFM") Committee and supported by the Asset and Liability Management Commuttee (‘ALCO")

SFRM and ALCO adopt a centralised capital management approach that 1s driven by the Group’s cerporate purpose and
strategy This approach takes into account the regulatery and commercial environment in which the Group operates, the Group’s
nsk appetite, the management strategy for each of the Group's matenal nsks {(including whether or not capital provides an
appropriate nisk mitigant} and the impact of appropriate adverse scenarios and stresses on the Group’s capital requirements  This
approach 1s reviewed annually as part of the Group's Internal Capital Adequacy Assessment Process {IC AAP’)

The Group manages its capital requirements, debt funding and liquidity on the basis of policies and plans reviewed
regularly at ALCO Capital requirements are also reviewed as part of the ICAAP while debt funding and hquidity are also
reviewed as part of the Internal Liquidity Adequacy Assessment {'ILAA’Y process To support its capital and semior debt 1ssuance
programmes, the Group Is rated on a stand alone basis from Banco Santander, S A

On an ongoing basis, and in accordance with the latest ICAAP review, the Group forecasts its regulatory and internal
capital requirements based on the approved capital volumes allocated to business units as part of the corporate planning process
which generates the strategic 3 Year Plan Alongside this plan, the Group develops a series of macro economic scenarios to stress
test 1ts capital requirements and confirm that it has adequate regulatory capital resources to meet its projected and stressed
regulatory capital requirement and to meet its obligations as they fall due Internally assigned buffers augment the vanous
regulatory mimimum capttal criteria  Buffers are held in order to ensure there 1s sufficent time for management actions to be
implemented against unexpected movements

Decisions on the allocation of capital rescurces are conducted as part of the Group’s strategic three year planning
process based on the relative returns on capital using both economic and regulatory capital measures Capital allocations are
reviewed In response to changes in risk appetite and nsk management strategy, changes to the commercial environment,
changes in key economic indicators or when additional capital requests are receved

This combination of regulatory and economic capital ratios and limits, internal buffers and restnctions, together with
the relevant costs of differing capital instruments and a consideration of the vanous other capital management techniques are
used to shape the most cost-effective structure to futfil the Group's capital needs

Capital adequacy

The Group manages its capital on a Basel Il basis During the years ended 31 December 2011 and 2010, the Group held capital
over and above its regulatory requirements, and managed internal capital allocations and targets in accordance with its capital
and risk management policies
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Group Capital

2011 2040

£m £fm

Core Tier 1 capital 11,477 11,128
Deductions from Core Tier 1 capital {2.616) (2,632}
Total Core Tier 1 capital after deductions 8,861 8,496
Other Tier 1 capital 2,637 2.394
Total Tier 1 caprtal after deductions 11,498 10,890
Tier 2 capital 4,997 4,731
Deductions from Tier 2 capital (508) (453)
Total Tier 2 capital after deductions 4,489 4,278
Total Capital Resources 15,987 15,168

Teer 1 includes audited profits for the years ended 31 December 2011 and 2010 respectively after adjustment to comply with UK
Financial Services Authonty rules Tier 1 deductions primarily relate to goodwill and expected losses In addition, the Group has
elected to deduct certain securitisation posittons from capital rather than treat these exposures as a nsk weighted asset The
expected losses deduction represents the difference between expected loss calculated in accordance with the Group's Retail
Internal Rating-Based ('IRB’) and Advanced Internal Rating-Based ('AIRB’} models, and the impairment loss allowances calculated
in accordance with IFRS The Group's accounting policy for impairment loss allowances 1s set out In Note 1 Expected losses are
cakulated using risk parameters based on either through-the-cycle, or economic downturn estimates, and are subject to
conservatism due to the imposition of regulatory floors They are therefore currently higher than the impairment loss allowances
under IFRS which only reflect losses incurred at the balance sheet date Tier 2 deductions alse represent expected losses and
securitisation positions described above

During 2011, Core Tier 1 capital mcreased by £365m to £8,861m (2010 £8,496m) This increase was largely due to
audited profits attributable to shareholders of the company for the year amounting to £903m, net of dmdends declared of
£482m During 2011, Tier 2 increased by £211m to £4,489m (2010 £4,278m) This increase was largely due to an increase in
the farr value of subordinated debt

49. EVENTS AFTER THE BALANCE SHEET DATE

None

50. CONSOLIDATING FINANCIAL INFORMATION

Abbey National Treasury Services plc ("ANTS plc) 1s a wholly-owned subsidiary of the Company and 1s able to offer and sell
certain secunties in the US from time to time pursuant to a registration statement on Form F-3 filed with the US Securities and
Exchange Commission (the ‘Registration Statement’) Santander UK plec, as guarantor, and ANTS plc, as issuer, have a shelf
registration statement on file with the US Secunties and Exchange Commussion in relation to issuances of SEC-registered debt
securities The Company has fully and unconditionally guaranteed the obligations of ANTS pl¢ that have been, or will be incurred
before 31 July 2012 this guarantee includes all securities issued by ANTS plc pursuant to the Registration Statement

ANTS plc utilises an exception prowided In Rule 3-10 of Regulation S-X, and therefore does not file its financial
statements with the SEC In accordance with the requirements to qualify for the exception, presented below Is condensed
consolidating financial infermation for () the Company on a stand-alone basis as guarantor, (1) ANTS plc on a stand-alone basis,
{(m) other subsidiartes of the Company on a combined basis ('Other?), () consolidation adjustments {‘Adjustments’), and (v) total
consolidated amounts (‘Consolidated’)

Under 1AS 27, the Company and ANTS plc account for investments in their subsidiaries at cost subject to imparrment
Rule 3-10 of Regulation S-X requires a company to account for its investments in subsidiaries using the equity methed, which
would increase/(decrease) the results for the year of the Company and ANTS plc in the information below by £(2,250)m and
£(58)m, respectively (2010 £153m and £(210)m, 2002 £443m and £(178)m) The net assets of the Company and ANTS plc in
the information below would also be increased by £(1,585)m and £50m, respectively {2010 £665m and £108m)
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The Company ANTS ple Other Adjustments Consolidated
For the year ended 31 Decernber 2011 £m fm £m £m £fm
Net interest income 2,149 439 1,197 (15) 3,830
Fee commission, net trading, and other income/(expense) 4,101 393 (2,677) (462) 1,355
Total operating income 6,250 892 (1.480) arn 5,185
Administration expenses (1,515) (229) (258) 7 (1,995)
Depreciation, amortisation and impairment (307} {7) {131) (2) (447)
Impairment losses and provisions {1,096) (74) {240) (72) (1,482)
Profit/{loss) before tax 3,332 582 (2,109) {544) 1,261
Taxation charge {179) (180) {34) 35 {358)
Profit/(loss) for the year 3,153 402 {2,143) (509) 903
The Company ANTS plc Other Adjustrments Consolidated
For the year ended 31 December 2010 £m fm £m £m £m
Net interest income 1,794 359 1,673 (12} 3814
Fee, commussion, net trading and other incomeXexpense} 2,047 719 (188} (1.358) 1,220
Total operating income 384 1078 1,485 (1,370 5,034
Administration expenses {1,368) (19%) (280} 50 (1,793)
Depreciation, amortisation and imparrment (185) [{3)] (82) (2) (275)
Impairment losses and provisions (650) {69) {103} (19} (841)
Profit before tax 1638 808 1,020 (1 343%) 2,125
Taxation charge (247 {138) {80) (77) {542)
Profit for the year 1,391 670 940 (1,418) 1,583
The Company ANTS plc Other Adjustments Consohdated
For the year ended 31 Decemnber 2009 £m fm fm fm £m
Net interest income 1,985 41 139% {(10) 3,412
Fee, commission, net trading, and other income 963 720 138 {537) 1,284
Total operating ncome 2,948 761 1,534 (547 4696
Administration expenses (1,138) (144) (547) (21) (1,848)
Depreciation, amortisation and impairment (132) (3} {129) 4 (260)
impairment losses and provisions {645) {30} {650) 427 {898)
Profit before tax 1,035 584 208 {137 1,690
Taxation (charge)/credit (288) (29) 63 (191) (445)
Profit for the year 747 555 271 {328) 1,245
b} Balance sheets
The Company ANTS ple Other Adjustments Consolidated
At 31 December 2011 £m £m £m £m £m
Cash and balances at central banks 18,958 7013 9 - 25,980
Trading assets - 21,564 327 - 21,89
Denvatuve financral instruments 6,001 33,242 2,648 (11,111} 30,780
Financial assets designated at fair value a5 4710 250 - 5,005
Loans and advances 1o banks 90,716 113,211 70,653 (270 093} 4,487
Loans and advances to customers 181,972 38,926 37,222 (57,051} 201,069
Avallable-for-sale secunties 34 - 12 - 46
Loans and receivables securities 5,202 278 1,938 {5.647) 1771
Macro hedge of interest rate nisk 32 1,141 73 {25) 1,221
Investment in subsidiary undertakings 6,995 2,187 1,456 (10,638) -
Intangible assets 1,458 3 71 610 2,142
Property, plant and equipment 1,182 5 314 95 1,596
Current tax assets 154 - [ {160) -
Deferred tax assets 275 17 91 {128) 257
Retirement benefit assets 237 - 4 - 241
Qther assets 965 43 80 - 1088
Total assets 314,226 222,340 115,154 {354,146} 297,574
Deposits by banks 112,278 114,018 31,293 (245,963) 11,626
Deposits by customers 175,067 12,276 43,559 {82,560) 148,342
Derwvatve financial instruments 1,207 35,417 3,689 {11,133) 29,180
Trading hiabilities - 25,745 - - 25,745
Finanial habilities designated at fair value 1 6,780 56 - 6,837
Debt secunties in 1ssue 1,609 23,906 30,151 {3.015) 52,651
Subordinated habilities 6,564 - 1,411 (1.476) 6,499
Other liabilities 2121 137 279 34 2,571
Provisions 912 20 33 5 970
Current tax labilities - 384 47 (160) Fial
Deferred tax habiities - - 141 (141) -
Retirerment benefit cbligations 216 - - - 216
Total habiities 299,975 218,683 110,659 (344,409) 284,908
Total shareholders’ equity 14,251 3.657 4,495 {9.737) 12,666
Total hiabilities and equity 314,226 222,340 115,154 (354,146) 297,574
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The Company ANTS ple Other Adjustments Consolidated
At 31 December 2010 fm fm £m fm fm
Cash and balances at central banks 21,408 5,088 [ B 26,502
Trading assets - 35,110 351 - 35,461
Denvative financial instruments 2,994 23237 3154 (5,048) 24,377
Finanaial assets designated at fair value 5,126 5,468 241 {5,058) 6,777
Loans and advances to banks 115,957 146 398 67,310 (325,813 3,852
Loans and advances to customers 179 223 34,935 31,728 (50,754) 195,132
Avallable-for-sale secunities 38 - 137 - 175
Loans and recevables securities 5,378 626 1 685 (4,079) 3,610
Macro hedge of interest rate risk 114 908 101 (32) 109
Investment in subsidiary undertakings 6,869 2,187 1,609 {10,665) -
Intangible assets 1,407 26 135 610 2178
Property, plant and equipment 1,204 22 380 99 1,705
Current tax assets 212 40 24 1 277
Deferred tax assets 379 25 139 23 566
Other assets 1,006 65 400 {314) 1157
Total assets 341,315 255,175 107,400 (401,030) 302,860
Deposits by banks 146,240 136,701 30,389 (305,546) 7.784
Deposits by customers 170,579 13,989 39,593 {71,518) 152,643
Dervative financeal instruments 1,099 25043 1,397 (5,134) 22,405
Trading labihities - 42,827 - - a2 827
Financial labilties designated at fair value 30 3595 62 - 3,687
Debt securities in I1ssue 3,177 29,226 26,610 (7,230) 51783
Subordinated habifities 6 438 - 1.619 (1,685} 6,372
Other habilities 1,796 182 337 (289) 2026
Provisions 156 - 29 - 185
Current tax labihties 14 357 121 - 492
Deferred tax habilities - - 168 43 209
Retirernent benefit obligations 177 - (4) - 173
Total hahilittes 329 706 251 920 100,321 (391,361) 290,586
Total shareholders equity 11 609 3255 7.079 {9,669) 12,274
Total labilities and equity 341,315 255,175 107,400 (401 030} 302 860
c) Cash flow statements
The Company ANTS plc Other Adjustments Consolhidated
For the year ended 31 December 2011 £m £m £m £m £Em
Net cash flow (used in}from operating activities {18,596) (5.350) {17.588) 34,482 (7,052)
Net cash flow (Used iny/from Investing activities (335) 33 198 - {104)
Net cash flow {used in}/from financing actvities {2,389) (1,700) 9,100 {64) 4,947
Net (decrease)/increase in cash and cash equivalents (21,320} (7.017) (8.290) 34,418 (2,209)
Cash and cash equivalents at beginning of the year 66,673 86,712 12,420 {120,305) 45,500
Effects of exchange rate changes on cash and cash - 52 (397) - (345)
eguivalents
Cash and cash equivalents at end of the year 45,353 79,747 3,733 (85,887) 42,946
The Company ANTS pic Other Adjustments Consolidated
For the year ended 31 December 2010 £m fm £m £m £m
Net cash flow fromy(used tn) operating activities 11,878 31,159 (62,368) 30,615 11,384
Net cash flow {used in)from investing activities (1,415} (40) 131 - {1,324)
Net cash flow fromAused in) financing activities 712 5,979 2,297 (53 8,935
Net increase/{decrease) in cash and cash equivalents 11,275 37,098 {59,540) 30,562 18,995
Cash and cash equivalents at beginning of the year 55,398 49,327 72 506 (150,867) 26 364
Effects of exchange rate changes on cash and cash - 287 (1486) - 141
equwalents
Cash and cash equivalents at end of the year 66,673 86 712 12 420 (120,305) 45 500
The Comparny ANTS plc Other Adjustments Consolidated
For the year ended 31 December 2009 £m £m £fm im £m
Net cash flow (used in)from cperating activities (4,770) 12,150 46,722 (51 173) 2,929
Net cash flow (used in)/ffrom investing activities (232) 126 1,539 - 1,433
Net cash flow (used in)ffrom financing actmities {803) - (3,737 {81) {4 621)
Net {decrease)/increase in cash and cash equivalents (5,805) 12,276 44,524 (51,254) (259)
Cash and cash equivalents at beginning of the year 61,203 38,020 28,065 (99,613) 27 675
Effects of exchange rate changes on cash and cash - (969) (83) - (1.052)
equivalents
Cash and cash equivalents at end of the year 55,398 49,327 72,506 (150 867) 26,364
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Selected Financial Data

The financial information set forth below for the years ended 31 December 2011, 2010 and 2009 and at 31 December 2011 and
2010 has been derwved from the audited Consohdated Financial Statements of Santander UK plc (the ‘Company’} and its
subsidianies {together, the 'Group’) prepared in accordance with {FRS included elsewhere in this Annual Report and Accounts
The information should be read n connection wath, and 1s qualified in its entirety by reference to, the Group’s Consolidated
Financial Statements and the notes thereto Finanaat information set forth below for the years ended 31 December 2008 and
2007, and at 31 December 2009, 2008 and 2007, has been denved from the audited Conselidated Financial Statements of the
Group for 2008, 2008 and 2007 not included in this Annual Report and Accounts The financial information in this selected
consolidated finanaial and statistical data does not constitute statutory accounts within the meaning of the Companies Act 2006
The auditor's report on the Consolidated Financial Statements for each of the five years ended 31 December 2011 was
unmodified and did not include a statement under sections 237(2) and 237(3} of the Companies Act 1985 or sections 498(2) and
498(3) of the Companies Act 2006, as apphicable The Consolidated Financial Statements of the Group for the years ended 31
December 2011, 2010, 2009, 2008 and 2007 were audited by Deloitte LLP

BALANCE SHEETS

2011 2011 2010 2009 2008% 2007
Ussm £m £m fm £m £m
Assets
Cash and balances at central banks 40,269 25,980 26,502 4163 4,017 1,038
Trading assets 33,931 21,891 35,461 33290 26,264 56,427
Dervative financial nstruments 47,709 30,780 24,377 22,827 35,125 g,951
Financial assets designated at fair value 7,758 5.005 6,777 12 358 11,377 11,783
Loans and advances to banks 6,955 4,487 3852 9,151 16,001 3,441
Loans and advances to customers 311,657 201,069 195,132 186,804 180,176 112,147
Awvallable for sale securities ral 46 175 797 2,663 40
Loans and recervables securities 2,745 1,771 3,610 5,898 4107 -
Macro hedge of interest rate nisk 1,893 1,221 1091 1,127 2,188 217
Intangible assets 3,320 2,142 2,178 1,446 1,347 30
Property, plant and equipment 2,474 1,596 1,705 1250 1,202 2,692
Current tax assets - - 277 85 212 197
Deferred tax assets 398 257 566 946 1274 B65
Retirement benefit assets 374 241 - - - -
Other assets 1,686 1,088 1,157 1149 1,357 935
Total assets 461,240 297,574 302 860 285 291 297,310 199,623
Liabilities
Deposits by banks 18,020 11,626 7,784 5811 14 488 7,823
Deposits by customers 229,931 148,342 152,643 143,893 130,245 69,650
Dervative financial instruments 45,229 29,180 22,405 18,963 27,810 9,931
Trading lhiabilities 39,905 25,745 42,827 46,152 40,738 54,916
Financial habilities designated at fair value 10,597 6,837 3,687 4,423 5673 7,538
Debt securities in 1ssue 81,609 52,651 51,783 47,758 58,511 35,712
Subordinated habilities 10,073 6,499 6,372 6,949 8,863 6,151
Macro hedge of interest rate nisk - - - - - -
Other labilities 3,985 2,571 2,026 2,323 2,342 2,337
Provisions 1,504 970 185 91 207 131
Current tax habihties 420 2N 452 300 518 369
Deferred tax habilities - - 209 336 405 544
Retirement benefit obligations 335 216 173 1,070 813 979
Total habilities 441,608 284,908 290 585 278,069 290,613 196,181
Share capital 6,198 3,999 3,899 2,709 1,148 148
Share premium account 8,711 5,620 5620 1,857 3121 1,857
Retained earnings 4,683 3,021 2,628 1,911 1,678 1333
Qther reserves 40 26 27 29 39 6
Total shareholders’ equity 19,632 12,666 12,274 6,506 5,986 3344
Non-controlling interest - - - 716 711 98
Total equity 19,632 12,666 12,274 7222 6 697 3,442
Total liabilities and equity 461,240 297,574 302,860 285 291 297,310 199,623

(1) Amounts stated in US dollars have been translated from sterling at the rate of £1 00 - US$1 55 the noon buying rate on 31 December 2011

{2) From 2008 issuances of commercial paper and certificates of deposit have been used to fund commeraat banking operations  As a result such issuances have
been classified as debt securities in Issue  In previous years similar debt issuances were used to fund the Group's trading operations and therefore were
classified as trading habilines

{3) The Transfer of Alliance & Lescester pic 1o the Group was accounted for with effect from 10 October 2008
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INCOME STATEMENTS

20" 2011 2010 2009 20087 2007

us$m £m £m £m £m £m
Met interest income 5.937 3,830 3814 3,412 1,772 1,499
Net fee and commussion income 1,423 918 699 824 671 695
Net trading and other income 677 437 521 460 561 588
Total operating income 8,037 5,185 5,034 4,696 3,004 2,782
Administration expenses (3,092) (1,995) (1793) (1,848} (1 343) (1,369)
Depreciation, amortisation and impairment (693) (447) (275) (260) {202} {205)
Total operating expenses, exc provisions and charges (3,785) (2,442) (2,068) (2,108} (1,545) {1,574)
Impairment losses on loans and advances {876) (565) (712) (842) (348} (344)
Provisions for other habilities and charges {1.421) 917) {129) (56) (17} -
Total operating prowisions and charges (2,297) (1,482) {8a1) (8398) (365) (344)
Profit before tax 1,955 1.261 2,125 1,690 1,094 864
Taxation charge (555) {358) {542} (445) (275) (179)
Profit for the year 1,400 903 1,583 1245 2319 685
Attnbutable to
Equity halders of the parent 1,400 9503 1,544 1,180 81 685
Non-controlling interest - - 39 55 8 -

(1) Amounts stated in US dollars have been translated from sterhng at the rate of £1 00 - U531 55 the noon buying rate on 31 December 2011
{2)  The Transfer of Aliance & Lewcester pl to the Group was accounted for wath effect from 10 Cctober 2008

EXCHANGE RATES

The following tables set forth, for the penods indicated, certain information concerning the exchange rate for pounds sterling
based on the noon buying rate in New York City for cable transfers in forexgn currencres, as certified for customs purposes by the
Federal Reserve Bank of New York, expressed in US dollars per £1 00 No representation 1s made that amounts in pounds sterling
have been, could have been or could be converted into US dollars at the noon buying rate or at any other rate The noon buying

rate for US dollars on 9 March 2012 was US$1 57

High Low Average " Period end
Calendar penod Us$ Rate US§ Rate LJ5§ Rate US§ Rate
Years ended 31 December
2011 167 154 160 155
2010 164 143 155 154
2008 170 137 157 162
2008 203 144 185 146
2007 211 192 200 198
Months ended
March 2012% 160 157 158 157
February 2012 160 157 158 160
January 2012 158 153 155 158
December 2011 157 154 156 155
November 2011 161 155 i58 157
Octaber 2011 161 154 157 161
September 2011 162 154 158 156

(1} The average of the noon buying rates on the last business day of each month dunng the relevant period

(2)  With respect to March 2012 for the penod from 1 March to 9 March
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SELECTED STATISTICAL INFORMATION

2011 2010 2009 2008" 2007
% % % % %

Profitability ratios
Return on assets? 029 054 043 037 034
Return on ordinary shareholders' funds®™ 724 1709 19 24 20 45 2208
Return on average tangible common equity™® 16 23 29 - -
Commercial Banking margin® 185 206 176 133 140
Trading cost-to-Income ratio'® a 41 42 50 50
Dwidend payout ratig”™ 47 49 40 55 54
Non performing loans ratic® 153 184 190 - -
Loan-to-deposit ratio™ 138 132 132 - -
Capital ratios
Equity to assets ratio"® 404 313 226 183 152
Core Tier 1 caprtal®” 114 115 68 62 54
Tier 1 capita'? 148 148 95 85 73
Ratio of earnings to fixed charges '?
- Excluding interest on retail deposits 217 363 202 137 133
- Including interest on retall deposits 133 166 143 118 116

(1}  The Transfer of Alhance & Leicester plc to the Group was accounted for with effect from 10 Qctober 2008

{2}  Profit after tax dvided by average total assets
(3} Profit after tax dwided by average ordinary shareholders’ funds

{4) Return on average tangible common equity (ROTE ) 15 defined as the trading profit after taxation dwided by average tangible common equity (average

shareholders’ equity less preference shares and goodwill} Dunng 2011 the strategic objectives and key performance indicators for the Group for the medium
term were set ROTE was introduced as a key performance indicator at that time Management reviews ROTE in order to measure the overall profitability of the
Group and believes that presentation of this finangial measure provides useful information to nvestors regarding the Group's results of operations A

reconcihation between ROTE and Return on ordinary shareholders funds 15 as follows

2011 2010 2009

£m £m £fm

Profit after tax 903 1583 1245
Non-trading adjustments (post tax) 628 38 164
Trading profit after tax 1,531 1621 1409
Average total equity 12,464 3591 7185
Average non-controlling interests - {326) {714)
Average ordinary shareholders funds 12,464 9265 6471
Average preference shares (894) {669) {297)
Average goodwill {1.889) (1 401) (1 261)
Average tangible common equity 9,681 7195 4913
Return on ordinary sharcholders funds 724 17 09 19 24
Return on average tangble common equity 16 23 29

(5) Commercial Banking margin 1s defined as trading net interest income (adjusted to remaove net interest income from the Treasury asset portfolio) divided by
average commercial assets {mortgages unsecured personal loans corporate loans and overdrafts)

(6) The trading cost-to-income ratio 1s defined as total trading expenses dwvided by total trading income The Company’s board of directors reviews discrete
financial infarmation for each of 1ts segments that includes measures of operating results assets and hablities which are measured on & ‘trading basis The
trading basis ditfers from the statutory basis as a result of the application of vanous adjustments See Note 2 to the Consolidated Financal Statements

{7) Ordinary equity dvidends declared dvided by profit after tax

{8) Non performing loans ratto 15 defined as non performing loans as a percentage of customer assets

(9) The loan-to-deposit ratio 1s defined as custormer assets divided by customer labilities

(10} Average ordinary shareholders’ funds divided by average total assets

(an
[{F3]

From 1 January 2008 the Group has managed Its capital requirements on a Basel Il basis as described in Note 48 to the Conselidated Financial Statements
2007 s presented on a Basel | basis

For the purpose of calculating the rauos of earnings to fixed charges earnings consist of profit before tax plus fixed charges Fixed charges consist of interest
payable ncluding the amortisation of discounts and prermiums on debt securities in 1ssue
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An Investment In Santander UK plc {the ‘Company’} and its subsidiaries {together, the ‘Group’) involves a number of risks, the
material ones of which are set forth below

The Group’s operating results, financial condition and prospects may be materially impacted by economic
conditions in the UK

The Group’s business actwvities are concentrated i the UK and on the offening of mortgage and savings-related
products and services As a consequence, the Group's operating results, finanoal condition and prospects are significantly
affected by economic conditions in the UK generally, and by the UK property market in particular

In 2008 and 2009, the UK property market suffered a significant correction as a consequence of housing demand being
constrained by a combination of nsing unemployment, subdued earnings growth, greater pressure on disposable income, a
decline in the avallability of mortgage finance and the continued effect of global market volatlity Although the UK economy
began to grow again in 2009 after the recession that followed the financial ¢nisis, the ongoing sovereign debt crisis throughout
the eurozone, elevated unemployment rates and high inflation (which hit real average earnings growth and consequently
consumer spending) led to slower growth in 2011 of 09%  GDP fell by 0 2% in the final quarter of 2011 which raised the
prospect of a renewed economic downturn in the UK The Bank of England has held the base rate at a record low of 0 5% since
March 2009, and announced a further quantitative easing programme In October 2011 and an extension to this in February
2012 in an effort to support economic actvity Consumer price inflation peaked at 5 2% m September 2011 falling to 3 6% in
January 2012

Adverse changes in the credit quality of the Group's borrowers and counterparties or a general deterioration in UK or
global economic conditions could reduce the recoverability and value of the Group's assets and require an increase in the
Group’s level of provisions for bad and doubtful debts Likewise, a significant reduction in the demand for the Group's products
and services could negatively impact Santander UK's business and financial condition UK economic conditions and uncertainties
may have an adverse effect on the quality of the Group's Ioan portfolio and may result in a nse In dehnguency and default rates
The Group recorded impairment loss allowances on loans and advances to customers of £1,563m, £1,655m and £1,295m at 31
December 2011, 2010 and 20083, respectively There can be no assurance that the Group will not have to Increase its provisions
for loan losses In the future as a result of increases in non-performing loans or for other reasons beyond its control Any increases
in the Group's provisions for loan losses and write-offs/charge-offs could have a matenal adverse effect on the Group’s operating
results, financial condition and prospects

As in several other economies, the UK Government has taken measures to address the exceptionally high level of
national debt, including tax increases and public spending cuts Political involvement in the regulatory process and In the major
financial institutions In which the UK Government has a direct financial interest 1s set to continue UK Government demands for
financial institutions to increase lending to support the economic recovery will increase competition for deposits, potentially
narrowing margins

The combination of slow economic recovery, UK Government intervention and competition for deposits will maintain
the pressure on the Group's retail business model  Although both the Office for Budget Responsibility and the Bank of England
expect stronger economic growth i 2013 than in 2012, credit quahty could be adversely affected by a further increase in
unemployment These negative conditions in the UK, together with any related significant reduction in the demand for the
Group's products and services, could have a matenal adverse effect on the Group’s operating results, financial condition and
prospects

The Group’s operating results, financal condition and prospects may be negatively affected by
conditions 1n global finanaal markets

The extreme volatiity and disruption in global capital and credit markets since 2008 has led to severe dislocation of fimancial
markets around the world, an unprecedented reduction in available hquidity and increased credit nsk premiums for many market
particopants This has caused severe problems at many of the world's largest commercial banks, investment banks and insurance
companies, a number of which are the Group’s counterparties or customers in the ordinary course of business These conditions
have alsc resulted In a matenal reduction n the availlabiity of financing, both for financial institutions and thewr customers,
compelling many financial institutions to rely on central banks and governments to provide liquidity and, in some cases,
additional capital during this period Governments around the world have sought to provide this hquidity in order to stabilise
financial markets and prevent the failure of financial institutions

Alhough conditions have eased to some extent since 2009, the volatility of the caprital and credit markets has
continued and liquidity problems remain, exacerbated recently by fears concerning the financial health of a number of European
governments Greece and other eurczone economies came under increased pressure in 2011, with concerns focused on the
sustainability of their sovereign debt These continuing sovereign debt concerns and the related fiscal deteroration in eurozone
economies may continue to accentuate the existing disruption in the caprtal and credit markets The continuing market instability
and reduction of available credit have contrnibuted to lower consumer confidence, increased market volatility, increased funding
costs, reduced business actwity and, consequently, increasing commercial and consumer loan delinguencies, and market value
declines on debt securities held by the Group, all of which could have a maternal adverse effect on the Group's operating results,
financial condition and prospects
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The Group may suffer adverse effects as a result of the ongoing economic and sovereign debt crisis in
the eurozone

The financial health of a number of European governments was shaken by a sovereign debt crisis that escalated throughout
2011, contributing to volatiity of the capital and credit markets The sustainability of the sovereign debt of Greece and certain
other eurozone economies remains uncertain

The nsk of contagion throughout and beyond the eurozone remains A sigmificant number of financial institutions
throughout Europe have substantial exposures to sovereign debt i1ssued by nations which are under considerable financal
pressure  Should any of those nations default on their debt, or experience a significant widening of credit spreads, major
financial instituions and banking systems throughout Europe could be destabilised, resulting in the further spread of the ongoing
economic cnsis  Although the Group conducts the majority of its business in the UK, it has some limited direct and indirect
exposure to financial and economic conditions throughout the eurozone economies  For further description of the Group's
exposures to eurozone countries, eurozone banks and other financal institutions and corporates see ‘Balance Sheet Business
Review — Country Risk Exposure’ on pages 44 to 48 In addition, general financial and economic conditions 1n the UK, which
directly affect the Group’s operating results, financial conditton and prospects, may deteriorate as a result of condiions in the
eurozone

While authonties throughout the European Union continue to work towards developing a political structure or
ecanomic plan to address the fiscal instability of certain eurozone nations, the ongoing economic crisis has increased the risk of a
break-up of the eurozone A break-up of the eurozone could have a dramatic impact on the whole financial sector, creating new
challenges in sovereign and corporate lending and resulting in significant disruptions in financial activities at both the market and
retail levels

Furthermore, concerns that the eurozone sovereign debt crisis could worsen may lead to the reintroduction of national
currencies in one Or more eurpzone countries or possibly the abandonment of the euro The departure or risk of departure from
the euro by one or more eurozone countries and/or the abandonment of the euro as a currency could have major negative
effects on both existing contractual relations and the fulfilment of cbligations by the Group and/or customers of the Group,
which would have a significant negative impact on the actwity, operating results and capital and financial position of the Group

The Group’s risk management measures may not be successful

The management of nsk I1s an integral part of all of the Group’s activities Risk constitutes the Group's exposure to uncertainty
and the consequent vanabibty of return Specifically, risk equates to the adverse effect on profitabitity or financial condition
ansing from different sources of uncertainty including credit risk {retail, wholesale and corporate}, market nsk, operational risk,
securitisation risk, non-traded market risk, concentration risk, hquidity and funding nisk, reputational risk, strategic risk, pension
obligation risk, residual value nisk and regulatory nisk The Group seeks to monitor and manage 1ts nisk exposure through a variety
of separate but complementary financial, credit, market, operational, comphance and legal reporting systems For further
description of our nsk management policies see the Risk Management Report on pages 62 to 135 While the Group employs a
broad and dwersified set of nsk monitoring and risk mitigation techrmiques, such techniques, and the judgements that accompany
therr application, cannot anticipate every unfavourable event or the speafics and timing of every outcome Accordingly, the
Group’s ability to successfully identify and balance risks and rewards, and to manage all material nisks, 1s /mportant Failure to
manage such risks appropriately could have a significant effect on the Group’s operating results, financial condition and
prospects For example, failure to manage the credit nsk (retail) associated with mortgage lending could result in the Group
making mortgage loans outside of appropriate nsk parameters and potentially resutting in higher levels of default or delinquency
on the Group’s mortgage loan assets

The Group has a significant exposure to the UK real estate market.

The residential mortgage loan portfolio 1s one of the Group’s principal assets, comprising 85% of its loan portfolio as of 31
December 2011 As a result, the Group i1s highly exposed to developments in the residential property market in the UK

From 2002 to 2006, demand for housing and mortgage finance 1n the UK increased significantly driven by, among
other things, sustained economic growth, declinng unemployment rates, restnictions on new residential property buiding,
demographic trends and the increasing prominence of London as an international financial centre During 2007, the housing
market began to adjust in the UK as a result of deteriorating affordability, slower real income growth and some reduction in
credit avalability

From 2007, econemic growth stalled, recession hit and unemployment rose in the UK and as a consequence housing
demand decreased and credit avallability reduced Real estate prices declined and mortgage delinquencies increased This
adversely affected the credit performance of real estate-related exposures, in residential mortgages and also loans to the real
estate sector by Corporate Banking These property market conditions may continue to affect consumer confidence levels and
cause further adverse movements in real estate markets In turn this may cause adverse changes in repayment patterns, causing
ncreases in delinguencies and default rates, which may impact the Group's provision for credit losses and write-offs/charge-offs
Trends such as these could have a material adverse effect on the Group’s operating results, financial condition and prospects
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Risks concerning borrower credit quality are inherent in the Group’s business

Risks ansing from changes in credit quality and the recoverability of loans and amounts due from borrowers and counterparties
are inherent In a wide range of the Group’s businesses Adverse changes in the credit qualty of the Group’s borrowers and
counterparties, as a result of a general deterioration in UK or global economic conditions, or ansing from systemic risks m the
financial systems, could reduce the recoverability and value of the Group’s assets and require an increase in the Group's level of
provisions for bad and doubtful debts

The Group estimates and establishes reserves for credit risks and potential credit losses inherent in its credit exposure
Thus process, which 1s critical 1o 1its results and financial condition, requires difficult, subjective and complex judgements, including
forecasts of how these economic conditions might impair the ability of 1its borrowers to repay therr loans As 1s the case with any
such assessments, the Group may fail to estimate accurately the impact of factors that it identifies Any such faillure may have a
material adverse impact on the Group’s operating results, financial condition and prospects

The soundness of other financial institutions could matenally and adversely affect the Group’s business

The Group’s ability to engage in routine funding transactions could be adversely affected by the actions and commerqal
soundness, or perceved commercial soundness, of other financial institutions  Finanaal services institutions are interrelated as a
result of trading, clearing, counterparty or other relationships The Group has exposure to many different industrnes and
counterparties, and routinely executes transactions with counterparties in the financial industry, including brokers and dealers,
commercial banks, invesiment banks, mutual funds and other institutional clients Defaults by or even rumours or questions
about one or more financial services institutions, or the financial services industry generally, can lead to market-wide liquidity
problems and could result in losses for the Group or other institutions as well as increased funding costs Many transactions
expose the Group to credit nsk in the event of default of the Group’s counterparty or client In addition, the Group's credit risk
may be exacerbated when the collateral held by the Group cannot be realised or 1s hquidated at prices not sufficient to recover
the full amount of the loan or dernvative exposure due to the Group There 15 no assurance that any such losses would not
materially and adversely affect the Group's operating results, financial condition and prospects

Risks associated with hquidity and funding are inherent in the Group’s business

Liguidity nsk 15 the nsk that the Group, although solvent, either does not have availlable sufficient financial resources to enabie 1t
to meet its obligations as they fall due or can secure them only at excessive cost This risk 1s inherent in any retall and commercial
banking business and can be heightened by a number of enterprise-specific factors, including over-reliance on a particular source
of funding, changes in credit ratings or market-wide phenomena such as market dislocation While the Group has implemented
Iqudity management processes 1o seek to mitigate and control these risks, unforeseen systemic market factors in particular
make it difficult to eminate completely these nsks Adverse and continued constraints in the supply of iquidity, including inter-
bank lending, has affected and may matenally and adversely affect the cost of funding the Group’s business, and extreme
hquidity constraints may affect the Group’s current operations as well as imit growth possibilities Such events may alsc have a
material adverse effect on the market value and liquidity of bonds issued by the Group in the secondary markets The prime
residential mortgage securitisation and covered bond primary and secondary markets, which are important sources of funding for
the Group, continue to experience severe disruptions as a result of constrained liquidity and a matenal reduction in investor
demand for these securities Global investor confidence alsc remains low and other forms of wholesale funding remain relatively
scarce

Continued or worsening disreption and volatility 1n the global financial markets could have a matenal adverse effect on
the Group’s ability to access capital and liquidity on financial terms acceptable to it

The Group’s cost of obtaming funding 1s directly related to prevaling market interest rates and to its credit spreads
Credit spreads are the amount in excess of the interest rate of Government benchmark secunties, of the same maturity that the
Group needs to pay to its funding providers Increases in interest rates and its credit spreads can sigrificantly increase the cost of
the Group's funding Changes in the Group’s credit spreads are market-driven, and may be influenced by market perceptions of
its creditwaorthiness Changes to interest rates and its credit spreads occur continuously and may be unpredictable and highly
volatile

1f wholesale markets financing ceases to become available, or becomes excessively expensive, the Group may be forced
to raise the rates it pays on deposits, with a view to attracting more customers, and/or to sell assets, potentially at depressed
prices While central banks around the world have made coordinated efforts to increase hquidity in the financial markets, by
taking measures such as increasing the amounts they lend directly to financial institutions, lowering interest rates and
significantly increasing temporary recaprocal currency arrangements (or swap lines), 1t 15 not known how long central bank
schemes will continue or on what terms The Bank of England’s Special Liquidity Scheme was not extended when 1t expired at
the end of January 2012 Although there are ne indications from the Monetary Policy Committee that pohcy interest rates are
likely to be raised in the near future, and financial markets do not expect rates to rise in 2012, 1t always remains possible that the
Bank of England might raise interest rates tn the near term, thereby increasing the cost of the Group’s funding The persistence
or worsening of these adverse market conditions, and the withdrawal of such central bank schemes or an increase in base
interest rates, could have a matenal adverse effect on the Group’s ability to access hgquidity and cost of funding (whether directly
or inchirectly)
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The Group reltes, and will continue to rely, primartly on commercial deposits to fund lending actvities The ongoing avallability of
this type of funding I1s sensitive to a vanety of factors outside the Group's control, such as general economic conditions and the
confidence of commercial depositars in the economy, in general, and the financial services industry in particular, and the
avallability and extent of deposit guarantees, as well as competition between banks for deposits Any of these factors could
significantly increase the amount of commercia! deposit withdrawals in a short period of time, thereby reducing the Group's
ability to access commercial deposit funding on appropnate terms, or at all, in the future If these arcumstances were to anse,
this could have a matenal adverse effect on the Group's operating results, financial condition and prospects

For additional information about the Group's liquidity position and other bquidity matters, including credit ratings and
outlooks and the policies and procedures the Group uses to manage its liquidity nisks, see ‘Balance Sheet Business Review -
Capital Management and Resources’ on pages 54 to 56, ‘Balance Sheet Business Review - Funding and Liguidity” on pages 57 to
58 and “Risk Management Report — Funding and Liquidity Risk” on pages 123 to 126

The Group is subject to regulatory capital and liguidity requirements that could limit its operations, and
changes to these requirements may further imit and adversely affect its operating results, financial
condition and prospects

As a bank the Company Is subject to capital adequacy requirements adopted by the UK Financial Services Authority (the ‘FSA")
which provide for a mimmum ratio of total capital to nsk-adjusted assets both on a conselidated basss and on a solo-consolidated
basis {the basis used by the FSA solely for the purpose of the calculation of capital resources and capital resources requirements,
which comprises the Company and certain subsidiaries), expressed as a percentage Any falure by the Group to maintain its
ratios may result in administrative actions or sanctions which may affect the Group's ability to fulfil its obligations

In response to the recent financial crisis, the FSA has imposed, and may continue to impose, more stringent capital
adequacy requirements, mcluding increasing the minimum requlatory capital requirements imposed on the Group For instance,
the FSA has adopted a supervisory approach in relation to certan UK banks, including the Company, under which those banks
are expected to maintain Tier 1 Capital in excess of the minimum levels required by the existing rules and guidance of the FSA
The FSA 1s currently considering, and in the process of consulting on, changes to the eligibility criteria for Tier 1 Capital as well as
provisions that may result in banks being required to Increase the level of requlatory capital held in respect of trading book risks
This consultation is taking place ahead of the UK implementation of the recent amendments and proposed amendments to the
EU-wide capital adequacy requirements (as set out in the amended Directive 2006/48/EC and Directive 2006/49/EC, collectively
referred to as the ‘Capital Requirements Directive’)

On 5 October 2009, the FSA published its new liquidity rules which significantly broadened the scope of the existing
liquidity regme These are designed to enhance regulated firms’ hquidity nsk management praciices As part of these reforms,
the FSA has implemented requirements for financial institutions to hold prescribed levels of specfied liquid assets and have In
place other sources of liquidity to address the institution-specific and market-wide lquidity risks that institutions may face in
short-term and prolonged stress scenarios

On 16 December 2010 and 13 January 2011, the Basel Committee on Banking Supervision issued rts final guidance on
a number of fundamental reforms to the regulatory capital framework intended to strengthen minmum capital reguirements
(referred to as Basei ) The changes in Basel Il include, among other things, phasing out Innovative Tier 1 Capital instruments
with incentives to redeem and implementing a leverage ratio on institutions n addimion to current risk-based regulatory capital
requirements As essentially a retaill bank lending mostly on secured residential mortgages, the Company’s current leverage ratio
15 high, reflecting the low nsk-weighting of its assets Basel |l also requires mstitutions to build counter-cyclical capital buffers
that may be drawn upon In stress scenarios, as well as increasing the amount and gquality of Tier 1 Caprtal that institutions are
required to hold The changes brought about by Basel lIl will be phased i gradually between January 2013 and January 2019
The most recent Basel capital rules have raised the mimimum level of tangtble common equity capital from 2 to 7 per cent of
nsk-wetghted assets, however it is not yet known whether the FSA will require UK banks to hold a further buffer above this level

Regulators in the UK and world-wide have produced a range of proposals for future legislative and regulatory changes
which could force the Group to comply with certain operational restrictions or take steps to raise further capital, or could
increase the Group’s expenses, or othenwise adversely affect its operating results, financial condition and prospects These
Include

> the introduction of recovery and resclution planning requirements {popularly known as ‘Inving wills’) for banks and
other financial mstitutions as contingency planning for the failure of a financial institution that may affect the stability
of the finanaial system,

> implementation of the Financial Services Act 2010, which enhances the FSA’s disciplinary and enforcement powers,
> the introduction of more reqular and detailed reporting obhgations, and
> a proposal in the ICB’s recommendations to require large UK retail banks to hold a minimum Core Tier 1 to nsk-

weighted assets ratio of at least 10 per cent, which 1s, broadly, 3 per cent higher than the mimmum capital levels
required under Basel lll
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These measures could have a matenal adverse effect on the Group's operating results, financial condition and prospects There 15
a nsk that changes to the UK capital adequacy regime (including any introduction of a minimum leverage ratio) may result in
increased minimum  capital requirements, which could reduce avallable capital and thereby adversely affect the Group's
profitability and ability to pay dmidends, continue organic growth (ncluding increased lending), or pursue acquisitions or other
strategic opportunities (unless the Group were to restructure its balance sheet in order to reduce the capntal charges incurred
pursuant 1o the FSA's rules in relation to the assets held, or alternatively raise additional capital but at increased cost and subject
to prevailing market conditions) In addition, changes to the eligibility critenia for Tier 1 Capital may affect the Group's ability to
raise Tier 1 Capital or the eligibility of existing Tier 1 Capital resources

There is also a nsk that implementing and maintaining enhanced liquidity nsk management systems may incur
significant costs and more stringent requirements to hold hquid assets may matenally affect the Group’s lending business as
more funds may be required to acquire or mantain a hquicity buffer, thereby reducing future profitability

Any reduction in the credit rating assigned to the Group, any member of the Group or to any Group debt
securtties would be likely to increase the Group’s cost of funding, require additional collateral to be
placed and adversely affect its interest margins and hquidity position

Credit ratings affect the cost and other terms upon which the Group (s able to obtain funding Rating agencies regularly evaluate
the Group and certain members of the Group, as weli as their respective debt securities Their ratings are based on a number of
factors, including the financial strength of the Group or of the relevant member, as well as conditions affecting the fiancial
services industry generally There can be no assurance that the rating agencies will maintain the Group’s or the relevant
member’'s current ratings or outlook, or with regard to those rating agencies who may have a negative outlock on the Group,
there can be no assurances that such agences will revise such outlooks upwards, especially in light of the difficulies in the
financial services industry and the financial markets

Any reduction n those ratings and outlook would be likely to increase the cost of the Group’s funding, hmit access to
capital markets, and require additional collateral to be placed, and consequently, adversely affect the Group's interest margins
and/or affect its iquidity position For example, a ratings downgrade could adversely affect the Group’s ability to sell or market
certain of its products, such as subordinated securities and engage in certain longer-term and derivatives transactions It could
also adversely affect the Group’s ability to retain custormers or attract new investors, particularly those who look for @ mimimum
ratng threshold in order to invest Any of these could, in turn, reduce the Group’s hquidity and have an adverse effect on the
Group’s operating results, financial condition and prospects

Fluctuations in interest rates, bond and equity prices and other market factors are inherent in the
Group's business

The Group faces significant interest rate and bond and equity pnice risks Fluctuations in interest rates could adversely affect the
Group's operations and financial condrtion in a number of different ways An increase in interest rates generally may decrease
the relative value of the Group’s fixed rate loans and raise the Group’s funding costs, although such an increase would be offset
to some extent by an increase in income from vanable rate loans Such an increase could also generally decrease the relative
value of fixed rate debt securiues in the Group's securiies portfolie In addition, an increase in interest rates may reduce overall
demand for new loans and increase the nisk of customer default, while general volatiity in interest rates may result in a gap
between the Group's Interest rate-sensitive assets and hatnhties Interest rates are sensitive to many factors beyond the Group’s
control, including the policies of central banks and, in particular, the Bank of England, as well as domesuc and international
economic conditions and politica! factors It remains difficult to predict any changes in economic or financial market conditions

Continued declines in housing markets over the past four years have adversely affected the credit performance of real
estate-related loans and resulted in wnite-downs of asset values by many financial institutions (including the Group) These write-
downs, initially of asset-backed securities but spreading to other secunties and loans, have caused many financia! mstitutions to
seek additional capital, to reduce or eliminate dividends, to merge with farger and stronger institutions and, in some cases, to
fail Reflecting concern about the stability of the financiat markets generally and the strength of counterparties, many lenders and
institutional investors have reduced funding to borrowers, including to other financial Institutions As a result of these market
forces, volatility in interest rates and basis spreads has increased, which has increased the Group’s borrowing costs

Any further increase in wholesale funding costs or deposit rates could precipitate a re-pricing of loans tc customers,
which could result in a reduction of volumes, and could also have an adverse effect on the Group's interest margins While the
Group would also expect to increase lending rates, there can be no assurance that it would be able to offset in full or at all 1ts
funding costs and, m addition, may face competitive pressure to pass on interest rate rises to retain existing and attract new
customner deposits

The Group also sponsors a number of defined benefit staff pension schemes, and its obligations to those schemes may
increase depending on the performance of financial markets Although the Group Is taking measures to mitigate and control the
effects of these conditions, there can be no assurances that such controls will insulate the Group from detenorating market
conditions
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Currency fluctuations may adversely affect the Group's operating results, financial condition and
prospects

The Group 15 exposed to nsk from fluctuations in exchange rates for currencies, particularly the US dollar and the euro In
particular, a substantial portion of the Group’s outstanding debt 1s denominated in currencies other than the British pound
sterling, which 1s the primary currency of the Group's financial reporting The Group’s capital 1s also stated in pound sterling and
it does not fully hedge its capital pesition aganst changes in currency exchange rates Although the Group seeks to hedge most
of 1ts currency risk through hedging and purchase of cross-currency swaps, these hedges do not eliminate currency nisk and the
Group can make no assurance that it will not suffer adverse financial consequences as a result of currency fluctuations
Significant exchange rate volatihity and the depreciation of the pound sterling in particular could have an adverse wmpact on the
Group's results of operations and its ability to meet its US dollar and eurc-denominated obligations, and could have a material
adverse effect on the Group’s operating results, financial condition and prospects

Market condrtions have, and could result, in material changes to the estimated fair values of finanaal
assets of the Group Negative fair value adjustments could have a material adverse effect on the Group's
operating results, financial condition and prospects

In the past four years, financial markets have been subject to significant stress resulting in steep falls in perceved or actual
financial asset values, particularly due to the recent volatility in global financial markets and the resulting widening of credit
spreads The Group has material exposures to securities and other investments that are recorded at fair value and are therefore
exposed to potential negative far value adjustments Asset valuations in future periods, reflecung then prevaing market
conditions, may result in negative changes in the far values of the Group's financial assets and these may also translate into
increased impatrments In addition, the value ultimately realised by the Group on disposal may be lower than the current farr
value Any of these factors could require the Group to record negative fair value adjustments, which may have a matenal adverse
effect on its operating results, financial condition or prospects

In addition, to the extent that far values are determined using financial valuation models, such values may he
Inaccurate or subject to change, as the data used by such models may not be avallable or may become unavailable due to
changes in market conditions, particularly for Whquid assets, and particularly in times of economic instability In such
arcumstances, the Group’s valuation methodologies require 1t to make assumptions, judgements and estimates In order to
estabhsh farr value, and reliable assumptions are difficult to make and are inherently uncertain and valuation medels are complex,
making them inherently imperfect predictors of actual results Any consequential impairments or wrte-downs could have a
material adverse effect on the Group’s aperating results, financial conditton and prospects

A core strategy of the Company 1s to grow the Group’s operations and 1t may not be able to manage
such growth effectively, which could have an adverse impact on its profitability

The Group allocates management and planning resources to develop strategic plans for organic growth, and to identify possible
acquisitions and disposals and areas for restructuning the Group’s businesses The Group cannot provide assurance that it wall, in
all cases, be able to manage its growth effectively or deliver its strategic growth objectives Challenges that may result from the
strategic growth decisions include the Group’s ability to

manage efficiently the cperations and employees of expanding businesses,

maintain or grow Its existing customer base,

assess the value, strengths and weaknesses of investment or acquisition candidates,

finance strategic investments or acquisitions,

fully integrate strategic investments, or newly-established entities or acquisitions in ine with 1ts strategy,
ahgn its current information technology systems adeguately with those of an enlarged Group,

apply its sk management policy effectively to an enlarged Group, and

manage a growing number of entities without over-committing management or losing key personnel

VVVVVYVVY

Any fallure to manage growth effectively, including relating to any or all of the above challenges associated with the Group's
growth plans, could have a material adverse effect on the Group’s operating results, financial condition and prospects

The Company may incur unanticipated losses related to its business combinations
The Company has made several business acquisiions in recent years, including the acquisition of Alliance & Leicester plc in

January 2009 and the retall deposits, branch network and related employees of Bradford & Bingley in September 2008 In
October and November 2010, the Company also acquired the following Banco Santander, S A entities

> Santander Cards Limited, Santander Cards UK Limited (and 1ts subsidianies) and Santander Cards ireland Limited,
> Santander Consumer (UK) plc {of which the Company already held 49 9%, and
> Santander PB UK {Holdings) Limited (of which the Company already held 51%) and its subsidianes
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In addition, in August 2010, the Company reached an agreement to acquire those parts of the banking business of the Royal
Bank of Scotland Group which are carried out through ts Royal Bank of Scotland branches in England and Wales and its
NatWest branches in Scotland (the 'RBS Acquisitton’) upon completion of the acquisition

The Company’s assessment of the businesses acquired in October and Novernber 2010 and to be acquired under the
RBS Acquisition i1s based on certain assumptions with respect to operations, profitability, asset quality and other matters that may
prove to be incorrect In the case of the RBS Acquisition, this assessment was also based on limited information, as there were no
standalone audited financial statements in respect of the relevant assets There can be no assurance that the Group will not be
exposed to currently unknown habilities resulting from these business combinations Any unanticipated losses or habiities could
have a material adverse effect on the Group’s operating results, financial condition and prospects

The Group may fail to realise the anticipated benefits of the Company’s recent or proposed business
combinations

The success of the Group’s business combinations wall depend, in part, on the Group’s ability to realise the anticipated benefits
from combining the businesses of Alhance & Leicester, Bradford & Bingley, those acquired in October and November 2010 and
the assets to be acquired under the RBS Acquisition, with the Group’s business It 1s possible that the integration process could
take longer or be more costly than anticpated The eventual integration of the assets 1o be acquired under the RBS Acguisttion is
dependent upon, among other things, the successful transition to Partenon (the proprietary IT platform used by the Banco
Santander group) Any delay could result in additional costs to the Group and mean that the Group does not receve the full
benefit anticipated from such acquisition The Group's efforts to integrate these businesses are also hkely to divert management
attention and resources If the Group takes longer than anticipated or 1s not able to integrate these businesses, the anticipated
benefits of the Group’s business combinations may not be realised fully or at all  Any failure to realise all or any of the
anucipated benefits of these business combinations could have a matenal adverse effect on the Group’s operating results,
financial condition and prospects

Goodwill impairments may be required in relation to certain of the Company’s acquired businesses

The Company has made business acquisitions in recent years and will acquire certain assets under the RBS Acquisition It 15
possible that the goodwill which has been attributed, or will be attributed, to these businesses may have to be written-down if
the Company’s valuation assumptions are required to be reassessed as a result of any deterioration in therr underlying
profitability, asset quality and other relevant matters In 2011 there was a £60m impairment related to Cater Ailen Private Bank
as a result of a reassessment of the value of certain parts of the business in light of recent market conditions and regulatory
developments Impairment testing in respect of goodwill is performed annually, more frequently if there are imparment indicators
present, and comprises a compansen of the carrying amount of the cash-generating unit with 1ts recoverable amount There can
be no assurances that the Company will not have to write down the value attributed to goodwill in the future, which would
adversely affect the Group’s results and net assets

The Group’s business 1s conducted in a highly competitive environment

The market for UK financial services 1s hughly competitive, and the recent financial crisis has reshaped the banking landscape in
the UK, reinforcng both the importance of a retal deposit funding base and strong capitalisation The Group expects such
competition to intensify 1n response to consumer demand, technological changes, the impact of consolidation, regulatory actions
and other factors If financial markets remain unstable, financial institutron consclidation may continue (whether as a result of
the UK Government taking ownership and control over other financial institutions in the UK or otherwise) Financial institution
consolidation could also result from the UK Government disposing of its stake in those financial institutions it currently controls
Such consohdation could adversely affect the Group’s operating results, financial condition and prospects The potential increase
in competition could result in declining lending margins or competition for savings driving up funding costs that cannot be
recovered from borrowers, all of which could adversely affect the Group's operating results, financial condition and prospects

in addition, if the Group’s customer service levels were perceived by the market to be matenally below those of its UK
competitor financial institutions, the Group could lose existing and potential business If the Group 1s not successful in retaining
and strengthening customer relationships, 1t may lose market share, incur losses on some or all of its activities or fail to attract
new deposits or retain existing deposits, which could have a material adverse effect on its operating results, financial condition
and prospects

Operational nsks are inherent in the Group's business

Operational Risk losses can result from many actions, including fraud, criminal acts, errors by employees, employee misconduct,
unauthorised breaches of authorities, fallure to document transactions properly or to obtain proper authorsation, fallure to
comply with regulatory requirements and conduct of business rules, failure or breakdown of accounting, data processing and
other record keeping systems, natural disasters, or fallure or breakdown of external systems, including those of the Group’s
supphers or counterparties Such operational losses could have a matenal adverse effect on the Group’s operating results,
financial condition and prospects
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The Group relies on recruiting, retaining and developing appropnate senior management and skilled
personnel

The Group's continued success depends in part on the continued service of key members of Its management team The abulity to
continue to attract, train, motivate and retain highly qualified and talented professionals 15 a key element of the Company’s
strateqy The successful implementation of the Company’s growth strategy depends on the availlability of skilled management,
both at ts head office and at each of its business units If the Company or one of its business units or other functions fails to
staff their operations appropnately or loses one or more of its key senior executives, and fails to replace them in a satisfactory
and timely manner, its operating results, financal condition and prospects, including control and operational risks, may be
adversely affected Likewise, if the Company fails to attract and appropriately train, motwate and retain qualified and talented
professionals, its business may be affected

Reputational nsk could cause harm to the Group and its business prospects

The Group’s ability to attract and retain customers and conduct business transactions with its counterparties could be adversely
affected to the extent that its reputation, the reputation of Bance Santander, S A (as the majority shareholder in the Company),
or the reputation of affiliates operating under the “Santander” brand or any of its other brands 15 damaged Failure to address,
or appearing to fall to address, vanious 1ssues that could give nise to reputational nsk could cause harm to the Group and its
business prospects Reputatonal 1ssues include, but are not hmited to appropriately addressing potential confhicts of interest,
legal and regulatory requirements, ethical 1ssues, adequacy of anti-money laundering processes, privacy i1ssues, customer service
issues, record-keeping, sales and trading practices, proper identification of the legal, reputational, credit, iquidity and market
risks inherent in products offered, and general company performance (including the quality of the Company’s customer services)
A faillure to address these issues appropriately could make customers unwiling to do business with the Group, which could
adversely affect ts operating results, financial condition and prospects

Legistative, regulatory and governmental oversight and current banking reform imtiatives and
requirements could have a matenal adverse effect on the Group

The Group Is subject to extenswe financial services laws, reguiations, administrative actions and pobcies in each location in which
the Group operates {iIncluding in the US and, indirectly, in Spain as a result of being part of the Banco Santander, S A group)
During the recent market turmall, there have been unprecedented levels of government and regulatory intervention and scrutiny,
and changes to the regulations governing financial insttutions and the conduct of business In addition, in light of the finanaal
crisis, regulatory and governmental authorities are considening, or may consider, further enhanced or new legal or regulatory
requirements intended to prevent future crises or otherwise assure the stability of institutions under therr supervision It 1s
anticipated that this intensive approach to supervision will be continued by the successor regulatory authonties to the FSA

Recent proposals and measures taken by governmental, tax and regulatory authonties and future changes in
supervision and regulation, in particular in the UK, which are beyond the Group's control, could matenally affect the Group's
business, value of assets and the Group’s operations, and result in significant increases In operational costs Products and services
offered by the Group could also be affected The FSA is taking a more intrusive approach in respect of financial products and thig
power will be further enhanced with the sntroduction of the successor conduct regulatory authority to the FSA Changes in UK
legislation and regulation to address the stability of the financial sector may also affect the competitive positon of the UK banks,
including the Company, particularly if such changes are implemented before international consensus 1s reached on key issues
affecting the industry, for instance in relation to the FSA’s regulations on hquidhty rnsk management and also the UK
Government’s introduction of the bank levy Although the Group works closely with its regulators and continually monitors the
situation, future changes In law, regulation, fiscal or other palicies can be unpredictable and are beyond the control of the
Group No assurance ¢an be given generally that laws or regulations will be adopted, enforced or interpreted in a manner that
will not have an adverse effect on the Group's business

On 16 June 2010, the Chancellor of the Exchequer announced the creation of the Independent Commission on
Banking {the ‘ICB"), chared by S Yohn Vickers The IC8 was asked to consider structural and related non-structural reforms to
the UK banking sector to promote financial stability and competition, and to make recommendations to the Government by the
end of September 2011 The ICB gave its recommendations on 12 September 2011 and proposed (1) implementation of a retall
rning fence, (1) increased capital requirements and (i) improvement of competition The Government published its response to the
ICB’s recommendations on 19 December 2011, broadly endorsing them A consultation paper 1s due from the Government in
Spring 2012 settng cut detaled proposals for the implementation of the ICB’s recommendations Implementation of the
proposals may require the Group to make changes to its structure and business In addition, the resolution of a number of issues,
including regqulatory investigations and reviews and court cases, affecting the UK financial services industry could have an adverse
effect on the Group’s operating results, financial condition and prospects, or its relations with its customers and potential
customers

UK tax changes {including the UK bank levy} could have a matenal adverse effect on the Group’s business
HM Treasury has introduced a new and permanent bank levy via legislation in the Finance Act 2011 The UK bank levy s
imposed on (amongst other entities) UK banking groups and subsidiaries, and therefore applies to the Group The amount of the

bank levy 1s based on a bank’s total habilittes, excluding (amongst other things) Tier 1 Capital, insured retall deposits and repos
secured on sovereign debt A reduced rate is apphed to longer-term liabilities
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HM Treasury has emphasised that the bank levy will not be regarded as insurance against future bank falures and that it 15
exploring the costs and benefits of imposing a financial activities tax on the profits and remuneration of banking groups As
forecast 2011 receipts from the bank levy are expected to fall short of the £2 5 bilion target, bank levy rates were increased by
12 8% from 1 January 2012

The UK bank levy, and posstble future changes in the taxation of banking groups in the European Union, could have a
matenal adverse effect on the Group’s operating results, financial condition and prospects, and the competitive position of UK
banks, including the Company

The Group 1s exposed to various forms of legal and regulatory nsk which could have a matenal adverse
effect on its operating results, financial condition and prospects or relations with its customers

The Group 15 exposed to many forms of legal and regulatory nsk, which may anse in a number of ways Primarily
> certain aspects of the Group’s business may be determined by the Bank of England, the FSA, HM Treasury, the

Finanaial Ombudsman Service ('FOS’) or the courts as not being conducted n accordance with applicable laws or
regulations, or, In the case of the FOS, with what Is fair and reasonable in the FOS’s opinion,

> the alleged misselling of financial preducts, resulting in disaplinary action or requirements to amend sales processes,
withdraw products, or provide restitution to affected customers, all of which may require additional provisions
> the Group holds accounts for entities that might be or are subject to interest from various regulators, including the

UK's Serious Fraud Office, those tin the US and others The Group 1s not aware of any current investigation into the
Group as a result of any such enguines, but cannot exclude the possibility of the Group's conduct being reviewed as
part of any such investigations, and

> the Group may be liable for damages to third parties harmed by the conduct of its business

The FSA carries out regular and frequent reviews of the conduct of business by financial institutions including banks An adverse
finding by the regulator could result in the need for extensive changes in systems and controls, business policies, and practices
coupled with customer redress, fines and reputational damage For a discussion of the Group's appreach to its provision for
payment protection insurance complaints in connection with the related FSA pohcy statement and April 2011 High Court ruling
see “Potential intervention by the UK Financial Services Authority (or an overseas regulator) may occur, particularly in response 1o
customer complaints” on pages 287 and 288

In addition, the Group faces both financial and reputational nsk where legal or regulatory proceedings, or the Financial
Ombudsman Service, or other complaints are brought agamst 1t in the UK High Court or elsewhere, or in junisdictions outside the
UK, inciuding other European countnies and the Urnuted States

Failure to manage these nsks adequately could have a matenal adverse effect on the Group’s reputation, its operating
results, financial condition and prospects

The structure of the financal regulatory authorities in the UK and the UK regulatory framework that
applies to members of the Group s the subject of reform and recrganisation

The UK Government announced proposals in June 2010 to reform the nstitutional framework for UK financial regulation
Specifically, the UK Government intends to replace the FSA with two new successor bodies

In July 2010 and February 2011, HM Treasury published consultations on proposals to replace the FSA with a new
Prudential Regulation Authority (the 'PRA"), which will be responsible for micro-prudential regulation of financial institutions that
manage significant nsks on therr balance sheets, and a new Financial Conduct Authonty {the 'FCA") which will be responsible for
regulation of conduct of business HM Treasury proposes, amongst cther things, that the FCA will have product intervention
powers, and that cooperation will exist between the FCA and the FOS, particularly where issues identified potentially have wider
implcations Draft guidance has alsa been published on how the FCA and PRA will interact

In June 2011 HM Treasury published a further consultation document, including a draft Bill, which rerterates the
proposals to replace the FSA with the PRA and the FCA and suggests that the regulatory approach under the new regime will be
more intrusive than the existing regime and will challenge business models and governance culture in particular HM Treasury
intends that the 8ill will become law by the end of 2012, with the new regime intended to come into effect in 2013 To prepare
for this change, the FSA will be adopting a ‘twin peaks’ model internally and will have two supervisors, one focusing on
prudential matters and the other on conduct

Substantial reorganisation of the regulatory framework has the potential to cause administrative and operational
disruption for the regulatory authorties concerned This disruption could impact on the resources which the FSA or the successor
authorities are able to devote to the supervision of regulated financial services firms, the nature of their approach to supervision
and accordingly, the ability of regulated financial sector firms (including members of the Group) to deal effectively with therr
supenvisors and to anticipate and respond approprately to developments in regulatory policy

It 15 anticipated that future changes in the nature of, or policies for, prudental and conduct of business supervision, as
performed by the successor authonties to the FSA, will differ from the current approach taken by the FSA and that this could
lead to a period of some uncertainty for members of the Group The Financial Services Bill, which has been put before
Parliament, not only details proposals for the creation of the FCA and PRA but also contains provisions enabling consumer credit
regulation to be transferred from the OFT to the FCA This decision will be subject to further consultation Should this change
occur, its introduction will bring about ancther reform to the institutional framework
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Mo assurance can be given that further changes will not be made to the regulatory regime in the UK generally, the Group’s
particular business sectors in the market or specifically in relation to the Group Any or all of these factors could have a matenal
adverse effect on the conduct of the business of the Group and, therefore, also on its strategy and profitability, and its ability to
respend to and satisfy the supervisory requirements of the relevant UK regulatory authorties

Vanous reforms to the mortgage lending market have been proposed which could require significant
implementation costs or changes to the business strategy of the Group

In March 2009, the Turner Review, "A regulatory response to the global banking cnisis”, was published and set out a detailed
analysis of how the global financial crisis began along with a number of recommendations for future reforms and proposals for
consultation in the Turner Review, it was announced that the FSA would pubhsh a discussion paper considenng the possibility of
a move towards the regulation of mortgage preducts (in addition to the product prowiders) and other options for reform of the
mortgage market This discussion paper (Discussion Paper 09/3) was published in October 2009 and launched the FSA's
Mortgage Market Review (“MMR") The review involved a consultation concerning various potential reforms to the regulatory
framework applicable to mortgage lenders and mortgage intermedianies, including mortgage firms' conduct of business, product
distnbution and advice, and ther handling of arrears and repossessions

Separately, in January 2011, HM Treasury announced a package of measures with the am of enhanang consumer
protection in the mortgage market The measures provide for the transfer of the regulation of new and existing second charge
residential mortgages from the OFT to the FSA, and provide for consumer protection when a mortgage book 1s sold by a
regulated mortgage lender to an unregulated firm

On 19 December 2011, the FSA 1ssued 1ts latest MMR consultation containing proposals for a change in the rules
relating to the UK mortgage market Key changes will require lenders to (1} verify borrowers income, (i) check that interest-only
mortgages can be repaid, and () make sure that borrowers can pay for ther mortgage after retirement The consultation closes
on 30 March 2012 and the FSA hopes to make a final decision on the definitive form of rules by Summer 2012 The ultimate
impact of such measures on the Group 1s uncertain and no assurance can be given that such changes and any further reforms
considered as part of the MMR will not adversely affect the Group and 1ts business and operations Further, 1t 1s possible that
such reforms, if adopted, could lead to a period of change for the Company, particularly as regards changes that may be
required to the operational strategy and capital management of the Company, and the supervisory approach taken by the FSA In
relation to second charge mortgages, a portfolio of which the Group acquired as a result of its acquisition of Alllance & Leicester
plc and any second charge mortgages which may be acquired under the RBS Acquisition

As a consequence of such changes and any associated costs that may anse, 1t 1s possible that there could be a material
adverse effect on the operating results, financial condition and prospects of the Group

Potential intervention by the UK Finanaal Services Authonty (or an overseas regulator) may occur,
particularly in response to customer complaints

Customers of financial services institutions, including customers of the Group, may seek redress if they constder that they have
suffered loss as a result of the misselling of a particular product, or through incorrect apphcation of the terms and conditions of a
particular product Given the inherent unpredictability of Tiigation and the evolution of judgements by the FOS, 1t 1s possible that
an adverse outcome in some matters could have a matenal adverse effect on the operating results, financia! condition and
prospects of the Group arsing from any penalties imposed or compensation awarded, together with the costs of defending such
an action

The Financial Services Act 2010 has provided a new power for the FSA which enables the FSA to require authorised
firms, including members of the Group, 1o estabhsh a consumer redress scheme if it considers that consumers have suffered loss
or damage as a consequence of a widespread or regular regulatory faiting, including misseliing

In recent years there have been several industry-wide issues In which the FSA has intervened directly One such issue 15
the misseling of payment protection insurance (‘PPI*), about which, In August 2010, the FSA published Policy Statement 10/12
entitled “The assessment and redress of Payment Protection Insurance compfaints” This policy statement contains rules from the
FSA which alter the basis on which the FSA regulated firms (including the Company and certain members of the Group) must
consider and deal with complaints in relation to the sale of PPl and may potentially increase the amount of compensation payable
to customers whose complaints are upheld In October 2010 the Bntish Bankers’ Association {the 'BBA’) appled for judicial
review of these new rules and on 20 April 2011, the High Court rejected the BBA's legal challenge and upheld the FSA's pohcy
statement about misselling of PPl On 9 May 2011, the BBA announced its decision not to appeal against the High Court’s PPI
(udgment The High Court judgment on the misselling of PPl resulted in very significant provisions for customer redress being
made by several UK financial services providers The Company did not participate in the UK High Court case, and has taken a
prudent approach in consistently setthng claims over the last two years as they have arisen

In ight of the High Court ruling in Apal 2011, the BBA's decision not to appeal it and the consequent increase in claims
levels the Group performed a detailed review of the provision requirement As a result, the Company revised its provision for PPl
complaint habilities to reflect the new information  Previously, the provision for PPl complaint liabilities accounted for claims that
were likely to be receved over the next twelve months  The provision for PPl complaint liabiliies has now been increased to
reflect the total population of PPl customers who could file a claim
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The ultimate financial impact on the Group of the claims ansing from PPl complaints 1s uncertan and will depend on a number of
factors, including the implementation of the FSA’s Policy Statement, the rate at which new complaints anse, the content and
qualty of the complaints (including the availability of supporting evidence), the role of clams management companies and the
average uphold rates and redress costs The Group can make no assurance that expenses associated with PPI complaimts will not
exceed the provision it has taken relating to these claims More generally, the Group can make no assurance that its estimates
for potential habilities are correct, and the reserves taken as a result may prove inadequate If the Group were to incur additional
expenses that exceed provisions for PPl liabilities or other provisions, these expenses could have a matenial adverse effact on the
Group's operating results, financial condition and prospects For further information about the provision for PPl complaint
habilities see Note 36 to the Consolidated Financial Statements

The FSA may identify future iIndustry-wide misselling or other issues that could affect the Group This may lead from
time to time to {1 significant direct costs or liabibiies (including in relation to misselling), and {1) changes in the practices of such
businesses which benefit customers at a cost to shareholders

Decisions taken by the FOS {or any overseas equiwalent that has jurisdiction) could, if appled to a wider class or
grouping of customers, have a matenal adverse effect on the operating results, financial condition and prospects of the Group

Members of the Group are responsible for contributing to compensation schemes in the UK in respect of
banks and other authonsed financal services firms that are unable to meet their obligations to
customers

In the UK, the Financial Services Compensation Scheme {'FSCS') was established under the Financial Services and Markets Act
2000 and 15 the UK’s statutory fund of last resort for customers of authorised financial services firms The FSCS can pay
compensation to customers If an FSA-authorised firm 15 unable, or likely to be unable, to pay claims aganst it {for instance, an
authorised bank 15 unable to pay claims by depositors) The FSCS 1s funded by levies on firms authonsed by the FSA, including the
Company and other members of the Group

In the event that the FSCS raises funds from authorised firms, raises those funds more frequently or significantly
increases the levies to be paid by such firms, the associated costs to the Group may have a material adverse effect on its
operating results, financial condition and prospecis The recent measures taken to protect the depositors of deposit-taking
institutions involving the FSCS have resulted in a significant increase n the levies made by the FSCS on the industry and such
levies may continue to go up If similar measures are required to protect depositors of other institutions

In addition, regulatory reform inihatives in the UK and internationally may result in further changes to the FSCS, which
could result in additional costs and risks for the Group For instance, the FSA announced in October 2011 that it was restarting
its review of the funding of the FSCS with a view to formally consult in the first half of 2012  Changes as a result of this may
affect the profitabiity of the Company {and other members of the Group required to contribute to the FSCS})

As a result of the structural reorganisation and reform of the UK financial regulatory authonties, it 1s proposed that the
FSCS levies will be collected by the FCA under the new regme It 15 possible that future policy of the FSCS and future levies on
the firms authonsed by the FSA may differ from those at present and that this could lead to a period of some uncertainty for
members of the Group In addition, it 1s possible that other junsdictions where the Group operates could introduce simiar
compensation, contributory or reimbursement schemes As a result of any such developments, the Group may incur additional
costs and habilities which may adversely affect ts operating results, financial condition and prospects

The Banking Act may adversely affect the Group’s business

The Banking Act came into force on 12 february 2009 It prowides HM Treasury, the Bank of England and the FSA wath a variety
of tools for dealing with UK institutions which are authonsed deposit takers and are faling If the position of a relevant entity in
the Group were to decline so dramatically that it was considered to be failing, or likely to fail, to meet threshold authonisation
conditions set out in FSMA {for example, if there were a mass withdrawal of deposits over solvency fears surrounding the Group,
in a manner analogous to the situation that occurred at Northern Rock, adversely affecting the ability of the Group to continue
to trade), it could become subject to the exercise of powers by HM Treasury, the Bank of England and the FSA under the special
resolution regime set out In the Banking Act The special resolution regime provides HM Treasury, the Bank of England and the
FSA with a vanety of powers for dealing with UK deposit taking institutions that are failing or likely to fail, including () to take a
bank or bank holding company into temparary pubhic ownership, (1) to transfer all or part of the business of a bank to a private
sector purchaser, or () to transfer all or part of the business of a bank to a “brnidge bank” The special resolution regime also
comprises a separate insolvency procedure and admimistration procedure each of which 1s of specific apphcation to banks These
insolvency and adrministration measures may be invoked prior to the point at which an application for insolvency proceedings
with respect to a relevant institution could be made

If an instrument or order were made under the Banking Act in respect of the Company, such instrument or order (as
the case may be) may {(among other things) (1) result n a compulsory transfer of shares or other secunties or property of the
Company, (1} impact on the nghts of the holders of shares or other securities in the Company or result in the nullification or
modification of the terms and conditions of such shares or securities, or (i} result in the de-fisting of the Company's shares
andfor other secunties In addition, such an order may affect matters in respect of the Company andfor other aspects of the
Company’s shares or other secunities which may negatwely affect the ability of the Company to meet its obhgations in respect of
such shares or securities

At present, no mstruments or orders have been made under the Banking Act in respect of the Group and there has
been no indication that any such order will be made, but there can be no assurance that holders of shares or other secunties in
the Company would not be adversely affected by any such order if made n the future
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The Group’s operations are highly dependent on its information technology systems

The Group’s business, financial performance and ability to meet its strategic objectives depend to a significant extent upon the
functionality of 1ts information technology systems (including Partencn, the global banking informational technology platform
utilised by Banco Santander, S A and to which the Group transitioned in 2008), and its ability to increase systems capacity The
proper functioning of the Group’s financial control, nsk management, credit analysis and reporting, accounting, customer service
and other information technclogy systems, as well as the communication networks between its branches and main data
processing centres, are critical 1o the Group's business and 1its ability to compete For example, the Group's ability to process
credit card and other electronic transactions for its customers 1s an essential element of its business A disruption {even short-
term) to the functionality of the Group’s infarmation technology system {whether as a result of so-called unintentional “cyber
incaidents” or targeted "cyber attacks,” securty breaches, the Company’'s own migration of new business onto Partenon or
otherwise) could impose a significant financial loss, result in a disruption to the Group’s businesses, hability to clients, reqgulatory
intervention or reputational damage Likewise, delays or other problems in increasing the capacity of the information technology
systems or increased costs asscciated with such systems could have a matenal adverse effect on the Group’s operating results,
financial condition and prospects Although the Group has implemented certain preventative measures to protect its information
and data systems, it can give no assurance that such measures will be effectve in preventing a cyber attack or other IT
disruption  Any such event could also require the Group to expend significant additionat resources to modify its protective
measures or to invesugate and remediate vulnerabihties or other exposures, and may subject the Group to additional hirgation
and financal losses Operation losses related to a successful cyber attack or other operational nsks could have a matenal adverse
effect on the Group’s operating results, financial condition and prospects

The Group relies upon certain outsourced services (including information technology support, mamntenance and
consultancy services in connection with Partenon) provided by certain other members of the Banco Santander, S A group Any
matenal change in the basis upon which these services are provided to the Group or the extent to which they are avallable to the
Group could have a material adverse effect on the Group’s operating results, financial condrtion and prospects

In additton, If the Group falls to update and develop its existing information technology systems as effectively as its
competitors, this may result in a loss of the competitive advantages that the Group believes its snformation technology systems
provide, which could also have a matenal adverse effect on the Group’s operating results, financial condition and prospects

Third parties may use the Group as a conduit for illegal activities without the Group’s knowledge, which
could have a material adverse effect on the Group

The Group 1s required to comply with applicable anti-money laundering faws and regulations and has adopted various policies
and procedures, including internal control and “know-your-customer” procedures, aimed at preventing use of the Group for
money laundering For example, a major focus of US governmental policy relating to financial institutions in recent years has
been combating money laundering and enforcing compliance with US economic sanctions The outcome of any proceeding or
complaint 1s inherently uncertain and could have a matenal adverse effect on the Group’'s operations or financial condition,
especially to the extent that the scope of any such proceedings expands beyond its original focus

In addition, while the Group reviews its relevant counterparties’ internal policies and procedures with respect to such
matters, the Group, to a large degree, relies upon its relevant counterparties to mantain and properly apply ther own
approprate anti-money laundenng procedures Such measures, procedures and comphance may not be completely effective in
preventing third parties from using the Group (and its relevant counterparties) as a conduit for money laundering (including
illegal cash operations) without the Group's {and its relevant counterparties’) knowledge If the Group 15 associated with, or even
accused of being associated wath, or becomes a party to, money laundering, then its reputation could suffer andfor it could
become subject to fines, sanctions and/or legal enforcement {including being added te any “black lists” that would prohibit
certain parties from engaging in transactions with the Group), any one of which could have a materal adverse effect on the
Group’s operating results, financial condition and prospects

Changes in the pension habilities and obligations of the Group could have a materially adverse effect on
the Group

The Group provides retirement benefits for many of its former and current employees in the United Kingdom through a number
of defined benefit pension schemes established under trust The Group has only mrted control over the rate at which it pays into
such schemes Under the UK statutory funding requirements, employers are usually required to contnibute to the schemes at the
rate they agree with the scheme trustees, although if they cannot agree, such rate can be set by the Pensions Regulator The
scheme trustees may, in the course of discussions about future valuations, seek higher employer contributions The scheme
trustees’ power in relation to the payment of pension contributions depends on the terms of the trust deed and rules governing
the pension schemes
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The UK Pensions Regulator has the power to ssue a financial support direction to companies within a group In respect of the
liability of employers participating in the UK defined benefit pension plans where that employer 1s a service company, or 15
otherwise “insufficently resourced” (as defined for the purposes of the relevant legislation) As some of the employers within the
Group are service companies, If they become insufficiently resourced, other companies within the Group which are connected
with or an associate of those employers are at risk of a financial support direction in respect of those employers’ liabilities to the
defined benefit pension schemes In circumstances where the Pensions Regulater properly considers it reasonable to 1ssue one
Such a finanaial support direction could require the companies to guarantee or provide security for the penston habilities of those
employers, or could require additional amounts to be paid into the relevant pension schemes tn respect of them

The UK courts have decided that habilities under financial support directiens issued by the Pensions Regulator against
companies after they have gone into administration were payable as an expense of the administration, and did not rank as
provable debts This means that such habilities will have to be satisfied before any distnbutions to unsecured creditors could be
made I s understood that leave to appeal to the Supreme Court has been requested and therefore 1t 15 likely that there will be
a further decision to come

The Pensions Regulator can also 1ssue contribution notices if it is of the opinion that an employer has taken actions, or
failed to take actions, deliberately designed to avoid meeting its pension promises or which are materially detrimental to the
scheme’s ability to meet its pension promises A contribution notice can be moved to any company which 1s cennected with or
an associate of such employer in crcumstances where the Regulator considers 1t reasonable to ssue The risk of a contnbution
notice being imposed may inhibit the freedom of the Group to restructure itself or to undertake certain corporate actvities

Changes in the size of the defiat in the defined benefit schemes operated by the Group, due to reduction in the value
of the pension fund assets (depending on the performance of financal markets) or an increase in the pension fund labilities due
to changes n mortality assumptians, the rate of increase of salaries, discount rate assumptions, nfiation, the expected rate of
return on plan assets, or other factors, could result in the Group having to make increased contributions to reduce or satisfy the
defiaits which would divert resources from use in other areas of the Group’s business and reduce the Company's capital
resources While a number of the above factors can be controlled by the Group, there are some over which it has no or mited
control  Although the trustees of the defined benefit pension schemes are obliged to consult the Group before changing the
pension schemes’ Investment strategy, the trustees have the final say Increases in the pension liabilities and obligations of the
Group could have a material adverse effect on the Group’s operating results, financial condition and prospects

The ongoing changes in the UK supervision and regulatory regime and particularly the implementation of the ICB’s
recommendations may require the Group 10 make changes to Its structure and business which could have an impact on the
Group’s pension schemes or liabilities For a discussion of the ICB’s recommendations see “Legislative, regulatory and
governmental oversight and current banking reform initiatives and requirements could have a matenal adverse effect on the
Group” on page 285

Risks concerning enforcement of judgements made 1n the United States

Santander UK plc 15 @ public imited company registered in England and Wales All of the Company’s Directors live outside the
United States of Amenca As a result, it may not be possible to serve process on such persons In the United States of America or
to enforce judgements obtamned n US courts aganst them or Santander UK based on the cwil hability provisions of the US federal
securities laws or other laws of the United States of America or any state thereof The Directors’ Report on pages 138 to 151 has
been prepared and presented in accordance with and in reliance upon English company law and the liabilities of the Directors tin
connection with that Report shall be subject to the imitations and restrictions provided by such law Under the UK Comparies
Act 2006, a safe harbour Iimits the liability of Directors in respect of statements in and omissions from the Directors’ Report on
pages 138 to 151 Under this safe harbour, the Directors would be liable to the Company (but not to any third party) if the
Directors’ Report contains errers as a result of recklessness or knowing misstaternent or dishonest concealment of a matenal fact,
but would not otherwise be hable
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The following 1s a summary, under current law, of the principal UK tax considerations relating to the beneficial ownership by a
US taxpayer of the 8 963% Non-Cumulative Perpetual Preferred Limited Partnership Interests and the 8 963% Non-Cumulative
Trust Preferred Securities The following summary 1s provided for general guidance and does not address investors that are
subject to special rules or that do not hold the perpetual securities as capital assets US residents should consult therr local tax
adwisers, partrcularly In connection with any potential llability to pay US taxes on disposal, Ifetime gift or bequest of ther
perpetual securities

United Kingdom taxation on dividends

Under UK law, income tax 1s not withheld from dvidends paid by UK compames Shareholders, whether resident in the UK or
not, receve the full amount of the dvidend actually declared

United Kingdom taxation on capital gains

Under UK law, when you sell shares you may be liable to pay etther capital gains tax or corporation tax on chargeable gains
However If you are either

>  an ndwidual who s nerther resident nor ordinanly resident in the UK, or
> acompany which 1s not resident in the UK,

you will not be hable to UK tax on any capital gains made on disposal of your shares The exception is if the shares are held in
connection with a trade or business that is conducted m the UK through a branch or agency (for capital gains tax purposes) or a
permanent estabhshment (for corparation tax purposes)

United Kingdom inheritance tax

Under the current estate and gift tax convention between the US and the UK, shares held by an indwidual shareholder who 1s

> domiciled for the purposes of the convention in the US, and
> 15 not for the purposes of the convention a national of the UK,

will not be subject to UK inheritance tax on

>  theindwidual’'s death, or
>  on a gift of the shares duning the indwidual‘s lifetime

The exceptton 1s If the shares are part of the husiness property of a permanent establishment of the individual in the UK or, In the
case of a shareholder who performs independent personal services, pertain to a fixed base situated in the UK

Share Information

Sterling-denominated preference shares

At 31 December 2011, the Company had outstanding 325,300,002 sterling-denominated preference shares 325,000,000 of
these sterling preference shares, nominal value of £1 00 each were i1ssued In Qctober 1935, February 1996 and June 1997 In
addiion, the Company issued 300,002 sterting preference shares, nominal value of £1 00 each in Apnl 2010

Major shareholders

At 31 December 2011, the Company was a subsidiary of Banco Santander, S A and Santusa Holding, SL On 12 November
2004, Banco Santander, S A acquired the entire 1ssued ordinary share capital of the Company by means of a scheme of
arrangement under Section 425 of the Companies Act 1985

On 3 August 2010, Banco Santander $ A, through a wholly-owned Spanish-based subsidiary Santusa Holding, S L,
injected £4,456m of equity capital into Santander UK plc

Exchange controls

There are no UK laws, decrees or regulations that restrict Santander UK's export or import of capital, including the availability of
cash and cash equivalents for use by Santander UK, or that affect the remittance of dwidends or cther shareholder payments to
non-UK holders of Company shares, except as cutlined in the section on Taxation for US Investors above
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Contact Information

Santander UK plc registered office, principal office and investor relations department

2 Triton Square
Regent's Place
London

NW1 3AN

Santander shareholder department

Santander Shareholder Relations
2 Tnton Square

Regent’s Place

London

NW1 3AN

Phone numbers

Santander UK Switchboard
0870-607-6000

Santander Shareholder Services
0871-384-2000
+44 {0) 121-415-7188 {overseas)

Email

shareholders@santander com

Documents on display

The Company 1s subject to the formation requirements of the US Securities Exchange Act of 1934 In accordance with these
reguirements, the Company files its Annual Report and Accounts and other related documents with the US Secunties and
Exchange Commission These documents may be inspected by US investors at the US Securities and Exchange Commission’s
public reference rooms, which are located at 100 F Street NE, Room 1580, Washington, DC 20549-0102 Information on the
operation of the public reference rooms can be obtained by calling the US Securities and Exchange Commussion on +1-202-551-
8090 or by looking at the US Securities and Exchange Comimussion’s website at www sec gov
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Pursuant to the requirements of Item 10(B} of Form 20-F, the following 1s a summary of the Articles of Association of the
Company

Santander UK plc1s a public company registered in England and Wales, registered number 2294747 The Articles of Association
do not specifically state or imit the objects of the Company and they are therefore unrestncted

A Director shall not vote on, or be counted in the quorum in relation to any resolution of the Directors in respect of any
contract in which he has an interest, or any resolution of the Directors concerning his own appointment, or the settlement or
variation of the terms or the termination of 1s appointment

Preference shares entitle the holder to recewve a preferential dvidend payment at a fixed or vanable rate, such dividend
to be payable on a date determined by the Board pnor to the allotment of the shares The Board will also determine whether
these dividend rights are cumulative or non-cumulatve If dwidends are unclaimed for twelve years, the right to the dmdend
ceases The holders of any senes of preference shares will only be entitled to receve notice of and to attend any general meeting
of the Company if the preference dividend on the preference shares of such series has not, at the date of the notice of the
general meeting, been paid in full in respect of such dividend periods as the Board may prior to allotment determine, in which
case the holders of the preference shares will be entitled to speak and/or vote upon any resolution proposed, or, if a resolution 15
proposed at the general meeting, for, or in relation to, the winding-up of the Company, or varying, altering or abrogating any of
the rights, privileges, limitations or restrictions attached to the preference shares of such series, in which case the holders of the
preference shares of such senes will be entitled to speak and’or vote only upon such resolution, or in such other circumstances,
and upon and subject to such terms, as the Board may determine pnor to allotment

Unless the Board determines, prior to aliotment, that the series of preference shares shall be non-redeemable, each
seres shall be redeemable at the option of the Company on any date as the Board may determine prior to the date of allotment
Cn redemption the Company shall pay the amount due The formula for calculation of any relevant redemption premium 1s set
out in the Articles of Association

There are no sinking fund provisions Where the preference shares are partly paid, the Board may make further calls
upon the holders There are no prowisions discminating against any existing or prospective shareholder as a result of such
shareholder owning a substantial number of shares

Dividends are payable to the holders of ordinary shares These ordinary shares are transferable If diwidends are
unclaimed for twelve years, the nght to the dividend ceases

Subject to any special terms as to voting upon which any ordinary shares may be ssued or may for the time being be
held or any suspension or any abrogation of voung rights as set out in the Articles of Association, on a show of hands every
member who 15 present in person at a general meeting of the Company shall have one vote and every proxy present who has
been duly appointed by a member shall have one vote  On a poll every member who 1s present in person or by proxy shall have
ane vote for every share of which he s the holder

Subject to the prior nghts of holders cf preference shares, the Company pays dwvidends on its ardinary shares only out
of its distnbutable profits and not out of share capital Dividends are deterrmined by the Board

The Company's Articles of Association authonse it to 1ssue redeemable shares, but the Company’s ordinary shares are
not redeemable There are no sinking fund provisions The Board may from time to time make calls upon the members in respect
of any monies unpaid on their shares There are no provisions discriminating against any existing or prospective shareholder as a
result of such shareholder owning a substantial number of ordinary shares

Subject to the provistons of the UK Companies Act 2006, all or any of the nghts attached to any class of shares
(whether or not the Company ts being wound up) may be vaned with the consent in writing of the holders of not less than
three-fourths in nominal value of the 1ssued shares of that class or with the sanction of a special resolution passed at a separate
general meeting of the holders of those shares Additional quorum and voting requirements apply to such meeting

General meetings shall be called by at least 14 clear days’ notice {(that is, excluding the day of the General Meeting and
the day on which the notice 1s gven) A general meeting may be called by shorter notice If 1t 15 so agreed, in the case of an
annual general meeting, by all the shareholders having a right to attend and vote, or in other cases, by a majority in number of
the shareholders having a nght to attend and vote, being a majonity together holding not less than 95 per cent in nominal value
of the shares gwing the nght The notice shall specify the date, tme and place of the meeting and the general nature of the
business to be transacted

There are no restrictions on the nights to own secunities for either resident or non-resident shareholders, other than
those to which they may be subject as a result of the laws and regulations in their home junsdiction
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US equivalent or brief description of meaning

Accounts

Allotted

Articles of Association
Attributable profit
Balance sheet

Bills

Called up share capital
Capital allowances
Creditors

Current account
Dealing

Debtors

Deferred tax
Depreciation

Fees and commussions payable
Fees and commissions receivable
Finance lease

Freehold

Interest payable
Interest recevable
Loans and advances
Loan capital

Members

Nominal value

One-off

QOrdinary shares
Preference shares
Premises

Profit

Provisions

Share capital
Shareholders

Share premium account
Shares In 1ssue
Undistributable reserves
Write-offs

Financial statements

Issued

Bylaws

Net iIncome

Statement of financial position
Notes

Ordinary shares or common stock and preferred stock, ssued and fully paid
Tax depreciation allowances
Payables

Checking account

Trading

Recevables

Deferred income tax
Amortisation

Fees and commissions expense
Fees and commissions Income
Caprtal lease

Ownership with absolute rights in perpetuity
Interest expense

Interest income

Lendings

Long-term debt

Shareholders

Par value

Non-recurring

Common stock

Preferred stock

Real estate

Income

Liabilities

Ordinary shares, or common stock, and preferred stock
Stockholders

Additional paid-in capital
Shares outstanding

Restricted surplus

Charge-offs
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Definitron

Alternative A-paper (‘Alt-A")

Arrears

Asset Backed Securities ('ABS")

Bank Levy ('UK Bank Levy’)

Basel 1!

Basel I

Basis point

BIPRU

Collateralised Bond Obligation
{'CBO")

Collateralised Debt Obligation
{'CDO"

Collateralised Loan Obligation
{cLe)
Collectively  assessed  loan

imparment provisiens

Commercial Banking margin

Commercial lending

Commercial Mortgage-Backed
Securrties {"CMBS")

Commercial Paper

Commercial Real Estate

Contractual matunty

Core Tier 1 capital

Core Tier 1 capital ratio

A US description for loans regarded as lower nsk than sub-pnme, but with higher risk charactenstics than
lending under normal critena

Customers are said to be in arrears when they are behund in fulfiling their obligations with the result that an
outstanding loan is unpaid or overdue Such a customer is also said to be in a state of delinquency When a
customer 1s in arrears, his entire outstanding balance i1s said to be delinguent, meaning that delinquent
balances are the total outstanding loans on which payments are overdue

Securities that represent an Interest in an underlying pool of referenced assets The referenced pool can
compnise any assets which attract a set of associated cash flows but are commeonly pools of residential or
commercial mortgages but could alse include leases, credit card recevables, motor vehicles or student loans

The levy that apphes te certain UK banks, UK building societies and the UK operations of foreign banks from 1
January 2011 The levy 15 payable based on a percentage of the chargeable equity and liabilities of the bank at
the balance sheet date

The capital adequacy framework 1ssued by the Basel Committee on Banking Supervision 1n Jupe 2006 in the
form of the ‘international Convergence of Capital Measurement and Capital Standards’

In December 2010, the Basel Commuttee on Banking Supervision i1ssued the Basel Ill rules text, which presents
the details of strengthened global regulatory standards on bank capital adequacy and hquidity The standards
will be phased in gradually from 2013

One hundredth of a per cent (le 0 01%), 50 100 basis points 1s 1% Used in quoting movements in interest
rates or yields on securities

The prudential sourcebook for banks, building societies and investment firms which sets out the UK Financial
Services Authority's capital requirernents

A secunity backed by the repayments from a pool of bonds, some of which may be sub-investment grade but
because of thew different types of credit nsk they are considered to be sufficiently dwversified to be of
investment grade

Securities issued by a third party which reference ABS and/or certain other related assets purchased by the
1ssuer Santander UK has not established any programmes creating CDOs but acquired instruments issued by
other banking groups as a result of the acquisition of Alliance & Leicester The CDO portfolio 1s 1in run down

A secunty backed by the repayments from a pool of commercal loans The payments may be made to
different classes of owners (in tranches)

Impairment losses assessment on a collective basis for loans that are part of homogeneous pools of similar
Ipans and that are not iIndvidually significant, using appropriate statistical technigues  See "Imparment of
financial assets™ in Note 1 "Accounting Policies” to the Consolidated Finanoal Statements

Trading net interest income (adjusted to remove net interest income from the run down Treasury asset
portfolic but include the pre-acquisition trading basis net interest imcome of the Santander Cards and
Santander Consumer businesses for the ten months ended 31 October 2010, prior to their acquisition) over
average commercial assets, including those of the Perimeter companies (mortgages unsecured personal loans,
corporate loans and overdrafts)

Loans secured on UK commercial property, and corporate loans

Securities that represent interests in a peol of commercial mortgages [nvestors In these secunties have the
nght to cash recewved from future mortgage payments (interest and/or principal)

An unsecured promissory note Issued to finance short-term credit needs [t specifies the face amount paid to
Investors on the matunty date Commercial paper can be issued as an unsecured obligation of the Group and
15 usuially 1ssued for penods ranging from cne week up to nine months  However, the depth and reliability of
some CP markets means that 1ssuers can repeatedly roll over CP issuance and effectively achieve longer term
funding CP can be 1ssued in a range of denominations and can be either discounted or interest-bearing

Includes office builldings, industnial property, medical centres, hotels, malls, retail stores, shopping centres,
farm land, multfamily housing buildings, warehouses, garages, and industrnial properties

The final payment date of a loan or cther financial instrument, at which point all the remaining outstanding
principal will be repaid and interest 1s due to be pad

Called-up share capital and eligible reserves plus equity non-controlling interests, less intangible assets and
deductions relating to the excess of expected loss over regulatory impairment loss allowance and securitisatson
positions as specrfied by the UK Financial Services Authority

Core Tier 1 capital as a percentage of nsk weighted assets
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Definttion

Cost income ratio

Coverage ratio

Covered bonds

Credit Default Swap ('CDS")

Credit dervative

Credit nsk

Credit nsk adjustment

Credit nsk mitigation

Credit nsk spread

Credit Valuation Adjustment
('CvA)
Currency swap

Customer accounts/customer
deposits

Debt restructurning

Debt secunties

Debt securities in 1ssue

Deferred tax asset

296

Operating expenses as a percentage of total inceme The Group calculates cost income ratio on a trading
basis

impairment loss allowances as a percentage of total non-performing loans and advances

Debt securities backed by a portfolio of mortgages that is segregated from the issuer's other assets solely for
the benefit of the holders of the covered bonds The Group issues covered bonds as part of its funding
activities

A credit denvative contract where the protection seller receves premium or interest-related payments in return
for coniracting to make payments to the protection buyer in the event of a defined credit event Credit events
normally include bankruptcy, payment default on a reference asset or assets, or downgrades by a rating
agency

A contractual agreement whereby the credit nsk of an asset {the reference asset} is transferred from the buyer
to the seller of protectton  The buyer of the credit denvative pays a periodic fee in return for a payment by the
protection seller upon the occurrence 1 any of a credit event defined at the inception of the transaction
Credit events normally include banksuptcy, payment default on a reference asset or assets, or downgrades by a
rating agency Credit denvatives include credit default swaps total return swaps and credit swap options

The nisk of finanacial loss anising from the default of a customer or counterparty to which the Group has directly
provided credit, or for which the Group has assumed a financial obligation, after realising collateral held
Credit risk includes residual credit risk and concentration nisk

An adjustment to the valuation of OTC derwvative contracts to reflect the creditworthiness of OTC dervative
counterparties It 1s measured as a lifetime expected loss for each counterparty based on the probability of
default, the loss given default and the expected expasure of the OTC derivative pasition with the counterparty
A technique to reduce the credit nisk associated with an exposure by application of credit risk mitigants such as
cellateral, guarantee and credit protection

The yield spread between securities with the same coupon rate and matunty structure but wath different
associated credit risks, with the yield spread nsing as the credit rating worsens 1t is the prermium over the
benchmark or risk-free rate required by the market to accept a lower credit quality

Adjustments to the fair values of denivative assets to reflect the creditworthiness of the counterparty

An arrangement in which two parties exchange speafic principal amounts of different currencies at inception
and subsequently Interest payments on the principal amounts Often, one party will pay a fixed interest rate,
while the other will pay a floating exchange rate {though there are also fixed-fixed and floating-floating
arrangements} At the matunty of the swap, the principal amounts are usually re-exchanged

Money deposited by all ndwviduals and companies that are not credit institutions  Such funds are recorded as
liabilities in the Group's balance sheet under Deposits by Customers, Trading Liabilities or Financial Liabilities
designated at Fair Value

This occurs when the terms and provisions of outstanding debt agreements are changed This 1s often done in
order o improve cash flow and the ability of the borrower to repay the debt It can involve altering the
repayment schedule as well as reducing the debt or interest charged on the loan

Transferable nstruments creating or acknowledging indebtedness They include debentures, bonds, certificates
of deposit, notes and commercial paper The holder of a debt secunty 1s typically entitled to the payment of
principal and interest together with other contractual nghts under the terms of the issue, such as the nght to
receive certain information Debt secunties are generally issued for a fixed term and redeemable by the issuer
at the end of that term Debt securities can be secured or unsecured

Transferable certificates of indebtedness of the Group to the bearer of the certificates These are habilities of
the Group and include commercial paper, certificates of depesit, bonds and medium-term notes

Income taxes that are recoverable in future periods as a result of deductible temporary differences and the
carry-forward of tax losses and unused tex credits Temporary differences anise due to timing differences
between the accounting value of an asset or hability recorded and its value for tax purposes (tax base) that
result In tax deductible amounts in future penods
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Definition

Deferred tax liability

Defined benefit obligatton

Defined benefit plan

Defined contribution plan

Delinquency

Deposits by banks

Derwative

Econormic capital

Effective Interest rate method

Effective tax rate

Expected foss

Exposure

Exposure at default ('EAD")

Fair value adjustment

Financial Services
Compensation Scheme ('FSCS’)

fFirst/Second Charge

Forbearance

Foundation Internal Ratings-
based ('IRB'} approach

Income taxes that are payable in future peniods as a result of taxable temporary differences  Temporary
differences arise due to timing differences between the accounting value of an asset or lability and 1ts value
for tax purposes (tax base) that result in taxable amounts in future pericds

The present value of expected future payments required to settle the obligations of a defined benefit plan
resulting from employee service

A pension plan that defines an amount of pension benefit to be prowided usually as a function of one or more
factors such as age years of service or compensation The employer's obligation can be more or less than its
contributtons to the fund

A pension plan under which the Group pays fixed contributions as they fall due into a separate entity (a fund)
and will have no legal or constructive cbhgations to pay further contributions if the fund does neot hold
sufficient assets to pay all employees benefits relating to employee service in the current and pror periods 1 e
the employer's obligation 1s imited to its contributions to the fund

See 'Arrears’

Money deposited by banks and other credit instittions  They incdlude money-market deposits securities sold
under repurchase agreements, and cther shart-term deposits Such funds are recorded as liabilities in the
Group's balance sheet under Deposits by Banks Trading Liabilities or Financial Liabilities designated at Farr
Value

A contract or agreement whose value changes with changes in an underlying index such as interest rates,
foreign exchange rates, share prices or indices and which requires no initial investment or an inihal investment
that 15 smaller than would be required for other types of contracts with a similar response to market factors
The principal types of derivatives are swaps, forwards futures and options

An internal measure of the minimum equity and preference capital required for the Group to maintain its
credit rating based upon its risk profile

A method of calculating the amortised cost or carrying value of a financial asset or financial hability (or group
of financial assets or liabilities) and of allocating the interest sncome or interest expense over the expected life
of the asset or hability

The actual tax on profits on ordinary activities as a percentage of profit on ordinary actwities before taxation

The Group measure of anticipated loss for exposures captured under an internal ratings-based credit nisk
approach for capital adequacy calculations ¥ 1s measured as the Group-modelled view of anticipated loss
based on Probability of Default, Loss Given Default and Exposure at Default, with a one-year time horizen

The maximum loss that a financial institution might suffer if a borrower, counterparty or group fails to meet
their obligatiens or assets and off-balance sheet positions have to be realised

The estimation of the extent to which the Group may be exposed to a customer or counterparty In the event
of, and at the time of, that counterparty’s default At default, the customer may not have drawn the loan fully
or may already have repaid some of the principal, so that exposure 1s typically less than the approved loan
lirrut

An adjustment to the fair value of a financial instrument which 15 deterrmined using a valuation technique (level
2 and fevel 3) to include additional factors that would be considered by a market participant that are not
incorporated within the valuation model

The UK's statutory fund of iast resort for customers of authonsed financial services firms, established under the
Financial Services and Markets Act (‘FSMA') 2000 The FSCS can pay compensation to customers if a UK
Financial Services Authonty authorised firm 1s unable, or Ikely to be unable, to pay claims against it (for
instance, an authonsed bank 1s unable to pay claims by depositars) The FSCS 1s funcded by levies on firms
authornised by the UK Financial Services Autherity, including Santander UK and other members of the Group

First charge {also known as first hen} debt that places its holder first in ine to collect compensation from the
sale of the underlying collateral in the event of a default on the loan Second charge {also known as second
lien) debt that 1s 1ssued against the same collateral as a higher charge debt but that 1s subordinate to it In the
case of default, compensation far this debt will only be receved after the first charge has been repaid and thus
represents a niskier investment than the first charge

A term generally appled to arrangements provided to suppori borrowers experiencing temporary financial
difficulty Such arrangements include reduced or nil payments term extensions, transfers to mnterest only and
the capitalisation of arrears

A method for calculating credit nsk capital requirements using the Group’s internal Probability of Default
models but with supervisory estimates of Loss Given Default and conversion factors for the calculation of
Exposure at Default
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Full tre equivalent

Funded/unfunded

Gain on acquisition

Home loan (Residential
martgage)

Impaired loans

Impairment allowance (Loan
impairment provisions)

Impairment losses

indvidually assessed loan
Impairment provisions

Interest spread

Internal Capital Adequacy
Assessment Process ('ICAAP)

Internal ratings-based approach
('IRB")

Investment grade

ISDA {!nternational Swaps and
Denvatives Association) Master
agreement

Level 1 — quoted market prices

Level 2 — valuation techniques
using observable inputs

Leve! 3 - valuation techniques
with significant unobservable
inputs

Liquidity and Credit
enhancements

298

Full ime equivalent employee units are the on-job hours paid for employee services divided by the number of
ordinary-time hours normally paid for a full-time staff member when on the job {or contract employee where
applicable)

Exposures where the notional amount of the transaction 1s either funded or unfunded Represents exposures
where a commitment to provide future funding has been made and the funds have been released/not
released

The amount by which the acquirer’s interest in the net fair value of the identifiable assets, liabilities and
contingent habilities recognised 1n a business combination, exceeds the cost of the combination

A loan to purchase a residential property which 1s then used as collateral to guarantee repayment of the loan
The borrower gves the lender a lien against the property and the lender can foreclose on the property if the
borrower does not repay the loan per the agreed terms Also known as a residential mortgage

Leans where an indwidual 1dentified impairment loss aliowance has been raised and also include loans which
are fully collateralised or where indebtedness has already been wntten down to the expected realisable value
The imparred loan categery may include loans, which, while impaired, are stll performing

A loss allowance held on the balance sheet as a result of the raising of a charge against profit for the incurred
loss inherent in the lending book An impairment loss allowance may erther be identified or unidentified and
indwidual or collective

The raising of a charge against profit for the incurred loss inherent n the lending bock following an
imparrment review For financial assets carred at amortised cost, iImpairment (osses are recognised n the
income statement and the carrying amount of the financial asset or group of financial assets is reduced by
establishing an allowance for impairment losses  For available-for-sale financial assets, the cumulative loss
including impairment losses is removed from equity and recognised In the income statement

Impairment s measured indwidually for assets that are indvidually significant For these assets, the Group
measures the amount of the iImpairment loss as the difference between the carrying amount of the asset or
group of assets and the present value of the estimated future cash flows from the asset or group of assets
discounted at the onginal effective interest rate of the asset

The difference between the gross yield on average interest-earning assets and the interest rate paid on average
Interest-bearing habilities

The Group's own assessment of 1ts regulatory capital requirements, as part of Basel | It takes into account
the regulatory and commercial environment in which the Group operates, the Group's nsk appetite, the
management strateqy for each of the Group’s matenal nsks and the impact of appropnate adverse scenarios
and stresses on the Group's capital requirements

The Group'’s method, under Basel It framework, of calculating credst nsk capital requirements using internal,
rather than supervisory, estmates of risk parameters [t 15 a more sophisticated technique 0 credit nisk
management and can be Foundation IRB or Advanced IRB

A debt secunty, treasury bill or similar instrument with a credit rating measured by external agencies of AAA to
B2B

Standardised contract developed by ISDA used as an umbrella under which bilateral denvatives coniracts are
entered into

The farr value of these financial instruments I1s based on unadjusted quoted prices for identical assets or
liabilities 1n an active market that the Group has the abdity to access at the measurement date

The fair value of these financial instruments 1s based on quoted prices in markets that are not active or quoted
prices for similar assets or habilities, recent market transactions, inputs other than quoted market prices for the
asset or hability that are observable either directly or indirectly for substantally the full term, and inputs to
valuatson techniques that are denved principally from or corroborated by observable market data through
correlation or other statistical means for substantally the full term of the asset or liability

The farir value of these financial instruments is based on inputs to the pncing or valuation techmques that are
significant to the overall fair value measurement of the asset or bability are unobservable

Credit enhancement facilities are used to enhance the creditworthiness of financial obligations and cover
losses due to asset default Two general types of credit enhancement are third-party loan guarantees and self-
enhancerment through over collateralisation biquidity enhancement makes funds avallable if required for
other reasons than asset default, e g to ensure timely repayment of maturing commercial paper

Santander UK plc 2011 Annual Report




Term used in the Annual Report

Shareholder infarmation
Glossary of Financial Services Industry Terms continued

Definition

Loan loss rate

L.oan to deposit ratio

Loan to value ratio ('LTV")

Loans past due

Loss Given Default ('LGD")

Master netiing agreement

Medium Term Notes ("MTNs'}

Monocline insurers

Mortgage-Backed Securities
('MBS"}

Mortgage vintage
Netinterest income

Net interest margin

Non-perferming loans

Qver the counter ('OTC')
dervatives

Cwn credit

Past due

Potential problem loans

Prime/ prime mortgage loans

Private equity investments

Defined as total credit imparment charge (excluding avallable for sale assets and reverse repurchase
agreements) divided by gross loans and advances to customers and banks {at amortised cost)

The ratio of the book value of the Group’s customer assets {1e retall and corporate assets) divided by s
customer habihties () e retal and corporate deposits)

The armount of a first mortgage charge as a percentage of the total appraised value of real property The LTV
ratio Is used 1n determining the appropriate level of nsk for the tean and therefore the price of the loan to the
borrower LTV ratios may be expressed in a number of ways, including arigination LTV and indexed LTV

Loans are past due when a counterparty has faled to make a payment when contractually due

The fraction of Exposure at Default (defined above) that will not be recovered following default LGD
comprises the actual loss {the part that 1s not recovered), together with the economic costs associated with the
recovery process

An industry standard agreement which facilitates netting of transactions (such as financial asseis and liabilities
including denvatives) in junisdictions where netting agreements are recognised and have legal force The
netung arrangements do not generally result in an offset of balance sheet assets and labifities for accounting
purposes, as transactions are usually settled on a gross basis

Corporate notes (or debt securities) continuously offered by a company to investors through a dealer Investors
can choose from differing matunities, ranging from nine months to 30 years They can be issued on a fixed or
floating coupon basis or with an exotic coupon, with a fixed maturity date (non-callable} or with embedded
call or put options or early repayment triggers MTNs are most gererally 1ssued as senior unsecured debt

An entity which specialises in providing credrt protection to the holders of debt instruments in the event of
default by a debt secunty counterparty This protection is typically held in the form of derivatives such as credit
default swaps referencing the underlying exposures held

Secunties that represent interests in groups of mortgages, which may be on residential or commercial
properties Investors in these securities have the nght to cash recewed from future mortgage payments
{interest and/or principal) When the MBS references mortgages with different nsk profiles, the MBS s
classified according to the highest nisk class

The year the mortgage was Issued
The difference between interest recerved on assets and interest paid on liabilities

Net interest income as a percentage of average interest-earning assets

In the Retal Banking business loans and advances are classified as non-performing typically when the
counterparty fals to make payments when contractually due for three months or longer In the Corporate
Banking business loans and advances are classified as non-performing either when payments are more than
three months past due or where there are reasenable doubts about full repayment {principal and interest)
under the contractual terms

Contracts that are traded (and privately negotiated} directly between two parties, without going through an
exchange or other intermediary They offer flexibility because unlike standardised exchange-traded products,
they can be tailored to fit speafic needs

The effect of the Group's own credit standing on the fair value of financial habilities

A financial asset such as a loan s past due when the counterparty has faled to make a payment when
contractually due In the Group's retal) loans book a loan or advance is considered past due when any
contractual payments have been missed In the Group's corporate loans book a loan or advance 1s considered
past due when 90 days past due, and also when the Group has reason to believe that full repayment of the
loan 15 1n doubt

toans cther than non-accrual loans, accruing loans which are contractually overdue 90 days of more as to
principal or interest and troubled debt restructunings where known information about possible credit problems
of the borrower causes management to have senous doubts about the borrower's ability to meet the loan's
repayment terms

A US description for mortgages granted to the most creditworthy category of borrowers

Equity holdings in operating companies not quoted on a public exchange
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Probability of default ('PD")

Project Merlin

Regulatory capital

Renegotiated loans

Repurchase agreement ('Repo’)

Residential Mortgage-Backed
Securities {'RMBS?)

Restructured loans

Retail IRB approach

Retall loans

Risk appetite

Risk weighted assets

Securitisation

Small and medium-sized
enterprises ('SMEs”

Special Purpose Entities {'SPEs")

or Special Purpose Vehicles
{'SPVs")

300

The likelihood that a loan will not be repaid and will fall into default PD may be calculated for each client who
has a loan (normally applicable o wholesale customers/clients) or for a portfolio of clients with similar
attributes {normally applicable to retail customers) To calculate PD, the Group assesses the credit qualty of
borrowers and other counterparties and assigns them an internal nsk rating Multiple rating methodologies
may be used to inform the rating deciston on individual large credits such as internal and external models
rating agency ratings, and for wholesale assets market information such as credit spreads For smaller credits, a
single source may suffice such as the result from an internal rating model

Encompasses statements made by the major UK banks (Barclays, HSBC, Lloyds Banking Group, the Royal Bank
of Scotland and Santander UK} and HM Government to demonstrate therr clear and shared intent to work
together to help the UK economy recover and grow particularly with regard to promoting lending to business

The amount of capital that the Group holds, determined in accordance with rules established by the UK
Finanaial Services Authority for the consolidated Group and by local regulators for individual Group companies

Loans and advances are generally renegotiated either as part of an ongoing customer relationship or In
response to an adverse change In the arcumstances of the borrower In the latter case renegotiation can result
n an extension of the due date of payment or repayment plans under which the Group offers a concessionary
rate of interest to genuinely distressed borrowers This wll result in the asset continuing to be overdue and wall
be indnidually impaired where the renegotiated payments of interest and principal will not recover the oniginal
carrying amount of the asset In other cases, renegotiation will lead to a new agreement, which is treated as a
new loan

in a sale and repurchase agreement one party, the seller, sells a financial asset to ancther party the buyer,
under commitments to reacquire the asset at a later date The buyer at the same time agrees to resell the
asset at the same later date From the seller's perspective such agreements are securities sold under repurchase
agreements ('repes’y and from the buyer’s securities purchased under commitments to resell {'reverse repos’)

Securities that represent interests 1n a group of residential mortgages Investors in these securities have the
nght to cash received from future mortgage payments (interest and/or principal)

Loans where, for economic or legal reasons related 1o the debtor's financial difficulties, a concession has been
granted to the debtor that would not otherwise be considered Where the concessien results in the expected
cash flows discounted at the original effective interest rate being less than the loan’s carrying value, an
impairment allowance will be raised

The Group's internal method of calculating credit risk capital requirements for its key retai! portfolios  The UK
Financial Services Authority appraved the Group's application of the Retadl 1RB approach to the Group’s credit
portfolios with effect from 1 January 2008

toans to indwmiduals rather than institutiens, including residenual mortgage lending and banking and consumer
credit

The level of nisk (types and quantum) that the Group 1s willing to accept (or not accept) to safeguard the
interests of shareholders whilst achieving business objectives

A measure of a bank’s assets adjusted for their associated risks Risk weightings are established in accordance
with the Basel Capital Accord as imptemented by the UK Financial Services Authority

Securitisation is a process by which a group of assets, usually loans, are aggregated into a pool, which s used
to back the 1ssuance of new securities Securitisation 1s the process by which ABS {asset backed secunities) are
created A company sells assets to an SPE (special purpose entity) which then issues securities backed by the
assets, based on their value This allows the credit quality of the assets to be separated from the credit rating
of the onginal compary and transfers rnsk to external investors Assets used n securtisations include
mortgages to create mortgage-backed securrties or residential mortgage-backed securities {'RMBS') as well as
commercial mortgage-backed securities The Group has established several secuntisation structures as part of
its funding and capital management activities

Businesses with a turnover of up to £150m per annum

Entittes that are created to accomplish a narrow and well defined ohbjective There are often speaific restrictions
or imits around their ongoing actvities  Transactions with SPES/SPVs take a number of forms, including {1} The
provision of financing to fund asset purchases, or commitments to prowide finance for future purchases (1)
Dervative transactions to provide investors in the SPE/SPV with a specified exposure, {n) The provision of
hquidity or backstop facilities which may be drawn upon if the SPE/SPY expenences future funding difficulties,
and {iv) Direct investment i the notes ssued by SPES/SPVs
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Term used in the Annual Report

Shareholder Information
Glossary of Financial Services Industry Terms continued

Definition

Standardised approach

Structured finance/notes

Structured Investment Vehicles
{'SIVs")
Subordinated liabilities

Subordination

Sub-pnime

Tier 1 capital

Tier 1 capital ratio

Tier 2 capital

Trading basis (Trading income,
trading expenses, trading
provisions}

Trading market nsk

Troubled debt restructurings

Value at Risk ("VaR'")

Write-Down

Wrong-way risk

Santander UX plc 2011 Annual Report

in relatien to credit nsk, a method for calculating credit risk capital requirements under Basel [, using Exterpal
Credit Assessment Institutions ratings and supervisory nsk weights The Standardised approach 1s less risk-
sensitive than IRB (see 'IRB' above) In relation to operational nsk, a method of calculating the operational
capital requirement under Basel I, by the application of a supervisory defined percentage charge to the gross
income of eight specified business lines

A structured nate 1s an instrument which pays a return linked to the value or level of a specified asset or index
and sometimes offers capital protection i the value declines Structured notes can be linked to a range of
underlying assets including equities, wnterest rates, funds, commodities and foreign currency

Special Purpose Entities which invest in diversified portfolios of interest earming assets to take advantage of the
spread differentials between the assets in the SIV and the funding cost

Liabilities which, in the event of insolvency or iquidation of the issuer, are subordinated to the clams of
depositors and other creditors of the 1ssuer

The state of prioritising repayments of principal and interest on debt to a creditor lower than repayments to
other creditors by the same debtor That is, claims of a secunty are settled by a debtor to a creditor only after
the claims of secunittes held by other creditors cf the same debtor have been settfed

Loans to borrowers typically having weakened credit histories that include payment delinguencies and
potentially more severe problems such as court judgements and bankruptcies They may also display reduced
repayment capacity as measured by credit scores, high debt-to-income ratics or other criteria indicating
heightened risk of default

A measure of a bank's financial strength defined by the UK FSA It captures Core Tier 1 capital plus other Tier
1 securities in1ssue  but s subject to a deduction In respect of matenal heldings in financial companies

The ratio expresses Tier 1 capital as a percentage of nsk weighted assets

Defined by the UK Financial Services Authonty Broadly, it includes qualifying subordinated debt and other Tier
2 secunties i issue, eligible collective impairment allowances unrealised availlable for sale equity gains and
revaluation reserves [t 1s subject to deduchions relating to the excess of expected loss over regulatory
impatrment allowance, securtisation positions and matenal holdings in financial companies

The basis on which firancial information for each reporting segment, including measures of operating results,
assets and liabilities, are measured and reviewed by the Board The segments are managed primarily on their
results prepared on such basis The trading basis differs from the statutory basis as a result of various
adjustments as described in Note 2 to the Consolidated Financial Staternents

See ‘Market nsk’

A US description for restructuning a debt whereby the creditor for economic or legal reasons related to a
debtor’s financial difficulties grants a concession to the debtor that 1t would not otherwise consider

An estimate of the potential loss which might anse from market movements under normal market conditions,
if the current positions were to be held unchanged for one business day, measured to a confidence level

After an advance has been identified as impaired and 1s subject to an impairment allowance, the stage may be
reached whereby 1t 1s concluded that there 1s no realistic prospect of further recovery Write-downs will accur
when, and to the extent that, the whaole or part of a debt 1s considered irrecoverable

An aggravated form of concentration nisk and arises when there 15 an adverse correlation between the
counterparty’s probability of default and the mark-to-market value of the underlying transaction
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Shareholder tnformation
Directors’ Responsibility Statement

We confirm to the best of our knowledge

1 The financial statements, prepared in accordance with International Financial Reporting Standards, as adopted by the EU,
give a true and fair view of the assets, habilities, financial position and profit or less of the Company and the undertakings
included in the consolidation taken as a whole, and

2 The management report, which 1s incorporated into the Directors’ Report, includes a far review of the development and
performance of the business and the position of the Company and the undertakings included in the consolidation taken
as a whole, together with a description of the principal nisks and uncertainties they face

By Order of the Board

%

Ana Botin
Chief Executive Officer
15 March 2012
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