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in Article 2, Paragraph 3, Item 2(b)(2) of the Financial Instruments and Exchange Act of Japan (Act No. 25 of
1948, as amended, the "FIEA") (the "Professional Investors, Etc."). Notes listed on the market ("Listed
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Issuer Filing Information.

Where this Issuer Filing Information (a) contains any false statement on important matters, or (b) lacks
information on: (i) important matters that should be announced or (ii) a material fact that is necessary to avoid
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The regulatory framework for the TOKYO PRO-BOND Market is different in fundamental aspects from the
general regulatory framework applicable to other exchange markets in Japan. Investors should be aware of the



rules and regulations of the TOKYO PRO-BOND Market, which are available on Japan Exchange Group, Inc.
website.

Tokyo Stock Exchange, Inc. does not express opinions or issue guarantees, etc. regarding the content of this
Issuer Filing Information (including but not limited to, whether this Issuer Filing Information (a) contains a
false statement or (b) lacks information on: (i) important matters that should be announced or (ii) a material fact
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All prospective investors who consider purchasing the notes of the Issuer issued or to be issued under the Program
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investors should be aware that the Notes are subject to certain selling restriction as set forth in the relevant
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Strategic Report

Santander UK

Simple Personal Fair | What a bank should be

About this report

Our purpose:

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

to help people and businesses prosper

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

Our aim:

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

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

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

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

Live The Santander Way through
our behaviours

Support communities through skills,
knowledge and innovation

Our strategic priorities for 2016 to 2018:

Customer loyalty and
market share growth

Operational and
digital excellence

Consistent and growing profitability
and a strong balance sheet

&
©

Important information for readers

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

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

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

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

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

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




In this year’s report

Our environment

sets the context to our
strategy. The UK backdrop

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

Read more on page 6

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

Read more on page 8

Our refined strategy

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

Read more on page 12

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

Read more on page 25
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Spotlight on sustainable business
Our people Our customers Our shareholders Our communities
Read more on page 26 Read more on page 28 Read more on page 30 Read more on page 32
o 0

The Board meetings of the Company are held concurrently with those

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

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

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

Navigation

Links to more information are denoted by the symbol below:

For more information
see...
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Strategic Report

Chair's statement
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Santander UK Group Holdings plc

JW Vo eling

Shriti Vadera

24 February 2016

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

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

needs of people and businesses in the

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

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

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

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

Transformation on multiple fronts

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

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

Embedding the behaviours that
underpin our culture

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

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

Embracing digital opportunities

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

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

Board changes

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

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

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

to our successes.

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

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

as Chair of the Remuneration Committee.

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

he replaces José Maria Fuster in his group
executive function.

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

| believe this Board has the calibre, skills

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

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

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

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

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

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

Challenging the status quo in
UK banking

As the only full-service scale challenger,

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

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

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

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

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

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

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

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

Significantly improved customer
experience

We continued to build on our progress

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

2016 will see us continuing to work hard

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

Innovating through digital

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

customer experience.

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

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

For more on our new behaviours,
see page 26

o

Leadership team changes

We strengthened the executive team

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

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

New behaviours for our people

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

that would help us live The Santander Way.

| engaged with colleagues across the UK

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

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

The Discovery Project

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

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

Refreshed priorities for 2018

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

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

a profitable customer franchise.

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

See glossary for customer satisfaction definition.

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

Supportive economic
environment

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

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

low interest rate environment will continue, providing

a further impetus to household real incomes.

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

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

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

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

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

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

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

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

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

Demanding regulatory
agenda

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

Regulatory initiatives affecting Santander UK

120+

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

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

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

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

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

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

6
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Increased market
competition

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

UK banking market players

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

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

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

Historically, building societies had large market shares

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

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

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

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

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

Changing customer
behaviour

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

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

Mobile banking users (indexed to 2012)

o -
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2012

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

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

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

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

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

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

A full-service retail and
corporate bank...

1 million

new 11213 World customers

We have become increasingly recognised for value

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

£26.4bn

lending to corporate customers

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

with unique position and
meaningful scale...

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

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

B3/ branches

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

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

/0

Corporate Business Centres

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

challenging the big four.

6 KPIS schieved

& 11213 World customers

@& Retail customer satisfaction

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

& Non-performing loan ratio

& Dividend payout ratio

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

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

Profitability has been consistent, with returns

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

We have more to do on our journey to become

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

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

174 cusiomas

who switched current account
chose to move to Santander®”

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

A dedicated
Corporate Bank

with a full-service proposition
for UK business

To meet the distinct needs of our customers in

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

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

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

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




Annual Report 2015
Strategic Report

We create value by doing things differently

Over the last three years we have undergone

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

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

Challenging
the retail market

The 11213 World remains central to our strategy

— A focus on customer satisfaction and loyalty

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

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

— Driving more transactional relationships

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

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

— Raising brand awareness and the engagement
of our employees

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

Challenging
the corporate market

Building a strong and sustainable business

— Improved dlient satisfaction, targeting above
peer average

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

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

— A differentiated and innovative proposition
adapted to industry segments

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

— International expertise to help UK companies
as they expand overseas

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

Creating value for our people

To attract and retain the most talented

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

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

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

Creating value for our customers

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

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

We understand that customers will only

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

Creating value for our shareholders

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

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

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

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

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

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

Creating value for our communities

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

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

Doing things
The Santander Way

Simple

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

Personal

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

and achieve their ambitions.

Fair

We are open, honest and treat others as we

To help people
and businesses prosper

would like to be treated. We earn our investors

a sustainable return and do our part to support

our communities.

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

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

Our strategic priorities for 2016 to 2018

Customer loyalty and
market share growth

Operational and
digital excellence

Consistent and growing profitability
and a strong balance sheet

Live The Santander Way through
our behaviours

Support communities through skills,
knowledge and innovation

12 Santander UK Group Holdings plc
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Our proven strategy

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

The key to achieving these strategic goals
will be:

— Engaging our teams

— Constantly working to embed our
behaviours

— Delivering a culture which is Simple,
Personal and Fair

— Being deeply involved in the communities
where we operate.

Encouraging loyalty

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

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

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

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

by 2018.

Opportunities to:

Increase customer loyalty by building on primary

account relationships

Leverage customer analytics to increase revenue

from targeted offering

Accelerate our growth with a focused and

dedicated Corporate Bank

Challenges from:

Demanding regulatory agenda driving significant

implementation and ongoing compliance costs

Increased market competition targeting growth

in specific parts of the market

Changing customer behaviours and the need

to move to a more proactive, multichannel

operating model

Digitalise customer interaction and back office

processes

Low-for-longer interest rates and fragile global

growth prospects

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

For more on our 2018 targets
see page 15

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

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

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

already achieved in our more mature centres.

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

Operational and digital excellence

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

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

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

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

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

Delivering solid results

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

In the next three years, we are targeting

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

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

Four major fontes shaping

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

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

three years.

A Simple, Personal and Fair culture

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

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

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

For more on our people, see page 26.

Support for communities in the UK

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

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

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

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

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

For more on our communities, see page 32.

2018 targets

Communities

For the basis of our targets,
see the glossary

)

People

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

600,000
24,100

Colleague engagement

Top 3 UK Bank

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

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

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

For more on top risks,
see page 40

Top risks we focus on

Credit (NPL ratio %)

2015

2014

Capital (CET 1 capital ratio %)

2015

2014

Banking market (NIM sensitivity -50bps £m)

2015

U-II
—_
Ul
o))

2014

Pension (Defined benefit pension scheme surplus £m)

2015

2014

Liquidity (LCR %)

2015

2014

Operational (Operational risk losses £m)

2015

2014

Conduct (Remaining provision £m)

2015
29

2014
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Fostering a risk management culture

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

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

Our financial resilience endorsed

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

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

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

Improving credit quality

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

Challenging rate environment

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

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

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

of interest rate forecasts in managing our
retail product offerings.

FCA consultation on PPI

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

For more on this, see page 19.

Balance sheet strength

The CET 1 capital ratio remained strong

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

Our LCR remained in excess of 100%
throughout 2015.

Emerging risks we monitor

For more on emerging risks,
see page 42

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

continue to remain

lower than we currently
envisage and this could
restrict income growth

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

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

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

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

competitors are
refocusing on core

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

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

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

— The growing customer

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

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

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

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

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

Conduct remediation update

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

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

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

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

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

Maintaining a strong balance sheet

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

from the start of the PSA cooperation in
February 2015.

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

Additional Tier 1 (AT1) issuance in June 2015.

Building a foundation for future
regulatory requirements

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

The first milestone on this journey was

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

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

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

Successful holding company issuances

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

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

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

In September 2015, we issued US$1.5bn

of Tier 2 securities across two tranches

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

See the risk review for more on
debt issuances and downstreaming

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

Evolving capital requirements

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

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

Looking ahead

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

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

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

our customers.

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

1
Loyal and satisfied
retail customers

2
Bank of Choice
for UK companies

Loyal customers (million)

: Target
2013 a0
Q

Corporate loans percentage of total customer loans (%)

2015

2014 © 2015
: Target

2013 1 £ 20.0

Q

: I

2012

11213 World customers (million)

2015

2014 : 2015
: Target

2013 :4.0

2012 Q

Customer satisfaction (Financial Research Survey™) (%)

2015

: Target
0 NN -
- T (9

Deepening customer loyalty by meeting
their changing needs

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

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

of schedule.

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

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

Corporate loans

Balance NPL

fbn %

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

Growing business with corporate customers with
a broader proposition

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

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

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

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

20 Santander UK Group Holdings plc
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3
Consistent profitability and
a strong balance sheet

Return on tangible equity % 13 15

05 ]

2018 2018
: Target

- 1315

2012 [x)

Loan-to-deposit ratio %

2015

—
N

2015
Target

2013 25 <125

2014
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>
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Cost-to-income ratio %
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B Target
<0
>

Non-performing loan ratio %
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i 2015
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2013 2.04 : maintained
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2012

Common Equity Tier 1 capital ratio® %

2014 : Target
: >10.5

)

Dividend payout ratio %

2015

o
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2014
Target
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S

2012

|| :
1
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Providing our shareholders with a sustainable
return on their investment

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

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

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

we continued our track record of dividend payments.

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

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

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

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

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

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

of us.”

Shriti Vadera
Chair

Board composition at January 2016®

Chair of Nomination Committee

Independent Non-Executive Directors

Chair of Risk
Committee

Chair of Remuneration
Committee

Ambition

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

UK Group Framework

The first element of change has been

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

Chair of Audit
Committee

Santander with the oversight and

controls they need while discharging our

responsibilities in the UK in line with best

practice as an independent Board. Clarity

of roles and responsibilities is key to ensuring

proper accountability for decisions and

outcomes. The UK Group Framework

therefore sets out, amongst other elements:

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

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

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

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

— How remuneration of key executives will
be determined.

Banco Santander nominated Non-Executive Directors

Ana Botin
Brown

Bruce Carnegie-

José Maria
Fuster®

Juan Rodriguez
Inciarte

Executive Director

Manuel Soto Nathan Bostock

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

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

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

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

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

of key business issues.

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

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

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

Board Committees

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

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

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

the Board Remuneration Committee

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

the UK Group Framework and a changed
environment of executive remuneration

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

Board fees

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

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

Board effectiveness

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

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

Female Board members

December 2014

(1) Board tenure of Santander UK plc Directors.

January 2016

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

Independent Board members

December 2014

8 O/O (6/16)

January 2016

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

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

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

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

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

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

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

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

Board future priorities

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

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

How we spent our time (%)

2015 2014

P

4

B Business and customer

B People

I Risk and control
Regulation and capital
Governance

Other

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

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

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

Focus on energy and emissions

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

office buildings.

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

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

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

of over 7,000 tonnes of CO,.

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

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

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

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

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

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

Energy usage (M\Wh)

2015 185,246
o T
20> |
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People

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

Career training and development
for our people

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

and development.

Employee training spend in 2015

£12.3m

invested in learning and
development

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

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

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

Fair compensation to attract and
retain the best people

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

a national living wage and London living
wage employer.

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

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

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

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

Pension participants

8%

eligible employees in
the pension scheme

Employee share-ownership

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

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

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

Actively listening to our people

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

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

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

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

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

Reflecting the diversity of our
communities

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

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

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

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

Gender and ethnicity breakdown (%)

~

9

M Female M Male M Ethnic minorities

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

to support women as they advance

their careers.

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

a\°°

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

Health, safety and wellbeing
programmes for our people

A safe and healthy workplace is

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

and support to employees throughout

the business.

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

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

Focus on culture

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

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

8N E &

Give Support

Bring Passion Talk Straight Embrace Change

Our values of Simple, Personal and Fair

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

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

Show Respect Speak Up Keep Promises

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

their teams.

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

Truly Listen  Actively Collaborate
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Customers

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

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

to be the best bank in the UK.

Helping our customers make the most
of their money

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

11213 World customers

4.6 milion

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

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

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

Investing in technology to give our
customers convenience

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

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

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

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

We launched a series of apps in 2015 to
further help our customers manage their
money including Spendlytics that tracks and
anal