The UK economy

The finandal performance of Santander LK Is iIntrirsically Bnked to the UK economy. This B
particularly so for those aspects that have greatest Influence on our larger credit portfiolios,
such a5 the housing market and unemployment. In tumn, the prospects for the UK are akso
depandent, toa degres, on the economies of other major trading areas, such as the ewceona.

¥ the UK economy continues to improve, Interest rates are expected to rise, espadally if inflation
moves back towards the Bank of England's tanget rate. In such a scenanio, the behaviour of our
austomers and other market partidpants might change. This could indude Inoeased customer
maowement and more compeatitive product pricing.

¥ the UK economy doesn't continue to recover a5 expectad, or even experiences a downturn,
Bank of England Interest rates may remain at recond low levels or even be reduced furthar.
This could affect aedit lossas, net Interest mangins and pension risk.

\Wa continue to monior these nsks reguilary, and assess thesr potential Impacts with scenano
andlysk.

Mew and emerging regulation

The aftermath of the financlal crisk has seen the emergance of 3 significant volume of additional
regulation in the UK, the US and other purtsdictions. In some casas, the iImpact on santander
UK has become diaarer and mare predsaly quantified. in responsa to these new raguiztions,

a number of significant change projects are already under way, Induding those relating to

the Financial Services (8anking Reform) Act 2013. We regularfy assess the potential impact of
regulation to gawge s Imphcations on our risk profile and firandal resounces, Induwding capital.
Howwever, there also remairs 2 significant body of emerging regulation where the Impact and
timing remain uncartain.

The first half of 2015 has also seen the advent of further markeat reviews which may affect our
business.

IT and business change

Santandar UK continues to imest in new IT platforms and systemes, to support its strategic
growth plans. Thens are ako a number of key business change Inttiatives undar way, the
successful dabvery of which E crudal to meet requlatory demands and strategic ams. As
with any significant change programmes of this nature, we continue to monttor and oontrol
the risks assodated with the pace of change.

Mew mompetiions and technology

nnowations in technodogy continued to develop at 3 rapid pace. We have ako saen the advent
of new finandal services providers. These factors bring with them the potential for increased
levels of competition In the medium term.

Maore than
3 years

The UK and European poltical emironments
Following the May 2015 UK general election, the UK Government committed to renagotiating

the tenms of the UK"s membership of the European Union and subsequently holding 2
referendum.

The EU Iisalf also continues to face uncertainty, especially as the economic and polttical
amdronmant develops, partioulary In eurozone member states, Induding Greece. We continue
to monitor the potential conssquences for ocur business plan from any assodated impacts.




