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Top risks
A top risk is defined as being a current risk within our business that 
could potentially have a material impact on our financial results, 
reputation and the sustainability of our business model. 

Strategic priority key:

1 Loyal and satisfied retail customers

2 ‘Bank of Choice’ for UK companies

3 Consistent profitability and a strong balance sheet

Risk description Strategic priorities Risk features and impact Developments in the first half of 2014 2014 changes

Capital
Capital risk is the risk that Santander UK does 
not have an adequate amount, or quality, 
of capital to meet its internal business 
objectives, market expectations and 
regulatory requirements. 3

Capital risk has the potential to disrupt our business model and stop the 
normal functions of Santander UK. It could also cause Santander UK to fail 
to meet the capital requirements of regulators, who would then have powers 
to constrain disbursements, such as the payment of dividends, or to resolve 
Santander UK. Capital risk in Santander UK is driven primarily by credit risk 
and the effects of regulatory change as well as management’s ability to raise 
capital to meet demand over the economic cycle.

  See ‘Capital risk’ on page 76. Management’s approach to capital risk is 
described in more detail on page 144 of the 2013 Annual Report.

During the first half of 2014, regulatory developments continued to have the potential to impact Santander UK’s capital plans 
materially and were mitigated through close monitoring, scenario analysis and capital issuance. During the second quarter of 2014, 
Santander UK participated in the Bank of England’s concurrent stress testing exercise, the results of which were presented to the 
PRA. Our CET 1 capital ratio increased to 11.8% at 30 June 2014 (2013: 11.6%). On 24 June 2014, Santander UK plc issued a £500m 
Additional Tier 1 (‘AT1’) security to its immediate parent Santander UK Group Holdings Ltd who, in turn, issued a similar security 
to Banco Santander, S.A.. We expect that the strength of our CET 1 capital ratio, our ability to generate capital organically and the 
rebalancing of our business mix will enable us to meet our targeted capital ratios even once the capital requirements of CRD IV 
and the PRA are phased in. 

Our end-point Tier 1 leverage ratio as defined by the PRA was 3.6%. Retained profits, and further AT1 issuance if required, are 
expected to result in a continued improvement in our leverage ratio. RWAs increased to £79.9bn (2013: £77.7bn), reflecting the 
growth of higher risk-weighted corporate lending. 

Conduct
Conduct risk is the risk that the business 
and operational decisions we take and the 
behaviours displayed lead to poor outcomes 
for our customers.
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Conduct risk is a key risk to Santander UK in view of the evolving regulatory 
environment and to enable us to meet our aim to be the best bank for our 
customers.  Specific conduct risks to which we are exposed include: products 
and services not meeting customer needs; failing to deal with complaints 
effectively; and the risk that customers are sold unsuitable products or not 
provided adequate information to make informed decisions. 

  See ‘Conduct risk’ on page 77. Management’s approach to conduct risk is 
described in more detail on page 146 of the 2013 Annual Report. 

Building on the enhanced Conduct Risk Framework developed in 2013, a programme of work is planned to continue throughout 2014 
to further embed effective management of conduct risk throughout the business, including a comprehensive cultural change project. 

In the second quarter of 2014, a £70m provision for conduct remediation, including related costs, was made. This included £65m 
relating to PPI and a net £5m for claims in respect of other retail products. During the first half of 2014, the volume of PPI complaints 
decreased at a slower rate than in previous periods. A review of recent claims activity indicated that claims are now expected to 
continue for longer than originally anticipated. As a result, the provision was increased. During the first half of 2014, the high 
proportion of invalid complaints continued. Monthly redress costs, including related costs, decreased to an average of £10m per 
month in the first half of 2014, compared with a monthly average of £18m per month in 2013 and £25m per month in 2012.

Credit
Credit risk is the risk of financial loss 
arising from the default or credit quality 
deterioration of a customer or counterparty 
to which we have directly provided credit, 
or for which we have assumed a financial 
obligation.
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Deterioration in the credit quality of our customers and counterparties could 
reduce the value of our assets, and increase our write-downs and allowances 
for impairment losses. A deterioration in credit risk can be caused by a range 
of macroeconomic environment and other factors, including increased 
unemployment, falling house prices, increased corporate insolvency levels, 
reduced corporate profits, increased personal insolvency levels, increased 
interest rates and/or higher tenant defaults.  

  See ‘Credit risk – Retail Banking’, ‘Credit risk – Commercial Banking’, ‘Credit 
risk – Corporate Centre’ and ‘Credit risk – Markets’ on pages 43, 54, 62 and 61. 
Management’s approach to credit risk is described in more detail on page 73 of 
the 2013 Annual Report.

During the first half of 2014, the overall Santander UK NPL ratio improved to 1.96% (2013: 2.04%), with the performance across 
the business units as follows:

The Retail Banking NPL ratio decreased to 1.77% at 30 June 2014 (2013: 1.89%), with an improvement across both the secured 
and unsecured lending portfolios. There was a particular improvement in unsecured personal lending and 1I2I3 Credit Cards which 
benefited from the better risk profile of 1I2I3 World customers.

The Commercial Banking NPL ratio increased to 3.15% at 30 June 2014 (2013: 3.02%) largely due to a single long-standing loan of £89m 
which moved to non-performance. A successful restructure of this loan is still anticipated and a conservative provision is held against it.

The Corporate Centre NPL ratio decreased to 2.10% at 30 June 2014 (2013: 2.36%), reflecting the on-going sale and run-off of the 
non-core corporate and legacy assets which continue with no significant impact on the income statement. Social Housing comprised 
80% of customer loans in Corporate Centre at 30 June 2014, and this portfolio is fully performing.

Liquidity
Liquidity risk is the risk that Santander UK, 
although solvent, either does not have 
sufficient financial resources available to meet 
its obligations as they fall due, or can secure 
them only at excessive cost.
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All major banks, including Santander UK, can be impacted by changes in 
confidence in the banking sector, the wholesale funding markets or the banking 
institution. Should Santander UK be unable to continue to source sustainable 
funding due to exceptional circumstances, our ability to fund our financial 
obligations could be adversely affected, potentially disrupting the day-to-day 
operations, business model or leading to the insolvency of Santander UK plc.

  See ‘Liquidity risk’ on page 70. Management’s approach to Liquidity risk is 
described in more detail on page 133 of the 2013 Annual Report.

Eligible liquid assets increased £2.7bn to £32.2bn at 30 June 2014 (2013: £29.5bn). Throughout the first half of 2014, Santander UK 
continued to maintain a strong liquidity position and a conservative balance sheet structure (i.e. maintaining high levels of high 
quality liquid assets) as well as robust risk management controls to monitor and manage the levels of the liquid asset portfolio and 
encumbrance. Eligible liquid assets continued to significantly exceed wholesale funding of less than one year, with a coverage ratio 
of 127% at 30 June 2014 (2013: 139%).

At 30 June 2014, the Basel Liquidity Coverage Ratio (‘LCR’) was 107% (2013: 103%). Further clarity on the implementation of the 
LCR and Net Stable Funding Ratio (‘NSFR’) has continued to help to reduce the degree of uncertainty in this area.

Pension
Pension risk is the risk to Santander UK 
caused by its contractual or other liabilities 
to or with respect to its defined benefit 
pension schemes. 3

Pension schemes can be impacted by the uncertainty of future investment 
returns and the projected cost of liabilities. The key risk factors include 
long-term interest rates, inflation expectations, accounting discount rates, 
salary growth, life expectancy of the scheme members, investment 
performance as well as changes in the regulatory environment. Individually, 
or in combination, these factors may cause additional contributions to be 
required, or can directly impact the capital position of Santander UK.  

  See ‘Pension risk’ on page 76. Management’s approach to pension risk 
is described in more detail on page 132 of the 2013 Annual Report.

During the first half of 2014, the latest triennial Trustee pension scheme funding valuation at 31 March 2013 was agreed. Following 
this, an updated schedule of deficit funding contributions was agreed with the Scheme Trustee. During the first half of 2014, the risk 
profile of the Santander UK group’s defined benefit pension scheme remained stable with the focus on positive performance of the 
assets relative to liabilities, whilst managing volatility through hedging a proportion of the liabilities with bond assets and derivatives. 

The accounting deficit of the Scheme improved by £381m, partially driven by positive asset returns as well as a net gain of £218m 
that arose from scheme changes that limit future defined benefit pension entitlements and provide for the longer-term sustainability 
of our staff pension arrangements.

Operational
Operational risk is the direct, or indirect, 
risk of loss to Santander UK resulting from 
inadequate or failed internal processes, 
people and systems, or from external events.
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Operational risk is inherent within all the processes Santander UK operates 
and occurs where unexpected or unplanned events associated with people, 
processes, systems or external events may prevent us from achieving any 
of our planned or desired business outcomes.

  See ‘Operational risk’ on page 76. Management’s approach to operational 
risk is described in more detail on page 148 of the 2013 Annual Report. 

During the first half of 2014, Santander UK continued to develop and embed its operational risk management framework in line with 
regulatory expectations. During the first six months of 2014, the majority of Santander UK’s £83m (year ended 31 December 2013: 
£221m) of Operational Risk losses arose within the clients, products and business practices category. These principally represented 
redress payouts (excluding related costs) on the sales of PPI products, largely provided for in previous years.

Industry-wide concerns about external cyber crime remain high. On-going monitoring and oversight continued to be strengthened.




