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Our Purpose guides the way we do business every day
and we're all-in on it, from our Values and Behaviours

to the products we offer and the experiences we create
— but especially when it comes to our strategic ambition.

To disrupt the status quo.

It's a simple statement that tells you everything about our
ambition. It's albout thinking what money could be, instead
of what it’s always been. And we need to disrupt the
status quo to do that.
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O O 2 Strategic report Who we are and what we do

We are Virgin Money

We are the UK’s 6th largest bank, with 6.5m customers, an innovative
digital platform and a national network of branches, contact centres and
relationship managers, and an ambition to disrupt the status quo of the
personal and small business banking markets.

Our Purpose and ambition drive our strategic priorities:

Our Purpose

Making you happier about money

Our strategic ambition To disrupt the status quo

Our strategic priorities ‘ ‘ ‘ @
Super straight- Delighted Discipline and Pioneering
forward efficiency customers sustainability growth

and colleagues

Powered by our

Highly-trusted brand

People with Purpose

Digital leadership

Delivered brilliantly
in line with our Values

Heartfelt (;a; Insatiable Q Smart
service curiosity disruption
Red hot Q.—-' Straight up y Delightfully
relevance surprising

Delivered through our three customer-focused divisions:

[N@NEY

Account List Tirneline

Current Account

Mortgages
£58bn
of lending

Our ambition is to simplify mortgages
to make consumers’ lives better.

We meet all of our customers’ mortgage
needs, from buying a first home, to moving
up, remortgaging or investing in buy-to-let
(BTL) property, in a simple way that makes
our customers’ lives better.

@ Find out more on pages 28-29
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Personal
£5bn  £53bn
of lending of deposits

Our ambition is to help our customers
live and bank in a more rewarding way.

As well as meeting our customers’ everyday
retail banking needs for current accounts,
credit cards, loans and savings, we aim to
help our customers live and bank in a more
rewarding way.

@ Find out more on pages 30-31

Business
£9bn £14bn
of lending of deposits

Our ambition is to help business owners
realise their potential and achieve
their dreams.

A full relationship management proposition
to small and medium enterprises across
the UK, to meet their borrowing, financing
and business account needs.

@ Find out more on pages 32-33
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Strong governance
at a challenging time

2020 has been a challenging year for all, but | am proud that Virgin Money
has provided exceptional support to our customers, colleagues and
communities and truly lived up to the intent of our Purpose of ‘Making

you happier about money’

Dear stakeholder,

2020 has been a challenging year for all. The COVID-19 pandemic
has cast a long shadow over society, the economy, businesses

and individuals and it is right to reflect on the impact that it has
had. | would like to extend my sympathies and thoughts to all those
who have been adversely impacted in some way.

COVID-19 has therefore been a major influence my first six months
as Chairman, having succeeded Jim Pettigrew in May. I'd like to
formally thank Jim for his service from 2012 onwards during a period
of significant development for the Group, including the demerger

and IPO from NAB, all the way through to the Virgin Money acquisition.

Our response to COVID-19

Since the crisis began, David Duffy and the Leadership Team have
done an impressive job of simultaneously supporting customers
while reinventing the way we work. We have prioritised the health
and well-being of our colleagues and customers, and preserved the
stability of the bank. The Board have been heavily involved in our
Purpose-led response to the pandemic. This has included deep dives
into our portfolios, monitoring the support we offer to customers

and thoughtfully discussing how we best support our colleagues.

Supporting our customers through the pandemic has been our
immediate priority, with 127k payment holidays provided and £1.2bn
lent primarily through the government Bounce Back Loan Scheme
(BBLS) and Coronavirus Business Interruption Loan Scheme (CBILS)
lending schemes. We have also made good strategic progress,
including the launch of the Virgin Money PCA and Personal Loans,
and our well-received Home Buying Coach app for first time buyers.

We have continued to focus on our stakeholders as an integral part
of what we do, from customer support and ensuring we are able

to provide guidance to our customers who need it, to supporting
our communities and strengthening our sustainability approach.
This strategic report covers our progress in more detail, particularly
in the discussion of our strategic priorities on pages 8 to 13 and

our sustainability strategy on pages 16 to 21. You can also find more
on how the Board has engaged with our stakeholders on page 61.

Clearly the sizeable credit loss provisions we have recognised,

which reflect our conservative economic scenarios and weightings,
has impacted our financial performance this year. However, we remain
well-capitalised, well-funded and with a conservatively positioned
lending portfolio, as we face into a challenging economic outlook.

Governance

| have started my tenure with some initial changes to further
strengthen our governance approach incorporating direct investor
feedback and updating for current best practice. The details of these
changes are outlined in the Corporate Governance Report overview
on pages 46-47. Looking forward, as Virgin Money evolves we will
also thoughtfully consider the skills required of our Board, particularly
with regard to the increasing importance of digital. | want to ensure
we fully equip the Board to continue constructively challenging the
executives as they deliver our on ambitious strategic plan.

Outlook

While the political and economic outlook remains highly uncertain
and we have yet to see the full credit loss impact from the pandemic,
we remain convinced that our self-help strategy remains the right
one, although the timing of delivery of our strategic pillars and
targets will need to be reviewed given the uncertain outlook we face.
However, the Board believes that, assuming no further deterioration
in expectations for the economic outlook or change in interest rates,
Virgin Money has a clear path to delivering double digit statutory
returns on tangible equity over time.

Finally, I would like to close by thanking all of our colleagues for their
efforts and support in 2020, while thanking them in advance for their
dedication in what we expect to be another challenging year in 2021.

Please also see my Q&A on page 60
of the Governance section

David Bennett
Chairman
24 November 2020
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O 04 Strategic report Chief Executive Officer’s introduction

S—upporting our

stakeholders

Our primary focus has been to provide the very best support to our
customers, colleagues and communities, but we have also continued
to make strategic progress in a uniquely challenging environment.

Dear stakeholder,

Without doubt, 2020 has been a uniquely challenging year for

all of us. My priority from the outset has been to make sure that
Virgin Money responds to the crisis in a way that reflects our
Purpose and our Virgin Values. That means offering our customers
the right support to navigate through the challenges the pandemic
has brought about, protecting the health and well-being of our
colleagues, while at the same time safeguarding our business

for the future. We are committed to providing support for all

of our customers during these difficult and uncertain times.

I am proud of how my colleagues have responded to these
challenges and confident that we are building an organisation
that reflects our Purpose of ‘Making you happier about money’

Supporting our customers, colleagues and communities

In Mortgages, we have granted c.67k payment holidays while in
Personal, we have granted c¢.58k payment holidays, with >90%

of these customers who have matured from their payment holiday
having now returned to regular payments. In Business, our relationship
managers have been proactively supporting customers with advice
and financing solutions, while our participation in the various
government-guaranteed lending schemes has seen us lend c.£1.2bn
to provide much needed liquidity to businesses. You can find out
more about our divisional customer support on pages 28-33.

Our colleagues are critical in how we have been able to support

our customers and their safety has been our first priority throughout.
We took a decision early in the crisis not to furlough any colleagues,
and we continue to work hard to make sure those critical colleagues
who need to be in our branches or offices receive the best support
possible. We have more details on our colleagues on page 11.
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| am extremely proud of the
Purpose-led support we have
provided to our customers,
colleagues and communities
throughout this year.

Our strong heritage of community support also stepped up during
the pandemic, with the Virgin Money Foundation making c.£900k of
funding available for local charities responding to COVID-19. Virgin
Money Giving (VMG) was an official fundraising partner of the 2.6
Challenge (which took place in lieu of the postponed Virgin Money
London Marathon), helping support more than 3,000 charities to
raise more than £10m, and our not-for-profit VMG platform continued
to support fundraising efforts across the UK.

Pre-provision operating performance impacted by UK lockdowns
We reported a resilient first half pre-provision operating performance,
but the second half has been impacted by the unprecedented
deterioration in the economic environment.

Our balance sheet reflects this in different ways across the portfolios
with a ¢.3% year-on-year contraction in our Mortgage book due to
disciplined pricing in the first half in a competitive (pre-COVID-19)
environment and the impact of lockdown on demand in the second
half. In Business, our total book has grown by ¢.14%, but this is solely
due to the government-guaranteed lending schemes where we have
lent c.£1.2bn, with our underlying non-government-guaranteed
lending down slightly across the year. In Personal, our ¢.4% lending
growth reflects a strong first half and the resilience of our balance
transfer credit card portfolio in the second half. In deposits, similar
to most other banks, we have seen a significant increase in the year,
up ¢.6%, with our relationship deposits increasing 20% as consumer
spending slowed dramatically and a lot of businesses simply
deposited government-guaranteed lending proceeds as cash.

As a consequence, the Group’s total income reduced 6% year-on-year
reflecting lower lending volumes, lower activity based fees and the
margin impact of the base rate cut as well as excess liquidity costs.
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While we continued to reduce our underlying cost base, down 3%,
with ¢.£30m of net reductions after absorbing £14m of additional
COVID-19 costs, pre-provision operating profit reduced by 10%.

Significant impairment provision drives a statutory loss

While it is clear that the near-term economic outlook is challenging,
we have not yet seen significant specific provisions or credit losses
in relation to the pandemic. However, the Board has chosen to apply
conservative economic scenarios and weightings, supplemented

by expert judgement credit risk overlays, in assessing its expected
credit loss provisioning. In total, the Group has taken a substantial
£501m provision charge during the year to significantly increase the
Group’s on-balance sheet credit provision to £735m, providing robust
levels of coverage across all of our portfolios. This sizeable provision
charge has led to a significantly reduced underlying profit before

tax of £124m, down 77% year-on-year. Together with £292m of
exceptional costs that primarily relate to our restructuring programmes
and acquisition accounting unwind, the Group has reported a £141Tm
statutory loss after tax for the year.

Robust balance sheet for an uncertain environment

Importantly our balance sheet remains robust as we enter a period of
economic stress with an expected increase in credit losses. We have
a defensive lending portfolio comprising 81% of prime, high-quality
Mortgages, 12% of well diversified relationship-driven business
lending and 7% of high-quality Personal lending. We also retain

a resilient capital base with a transitional CET1 ratio of 13.4% and
¢.£950m of CET1 management buffer, which is in addition to our
£735m of credit provisions. We continue to maintain a strong liquidity
position with a Liquidity Coverage Ratio (LCR) of 140% and are
prudently funded with a 107% loan-to-deposit ratio (LDR).

You can find out more about our financial performance and balance
sheet strength in the CFO Review on pages 34-44.

Strategic progress during the year

During the year, we have continued to enhance our digital
propositions through several major new releases to our online
platforms which has enabled new features and capability, while
our new API connectivity to a key mortgage intermediary sourcing
system improves efficiency for our broker partners and us.

Although we did pause our rebrand activity planned for earlier in

the year due to the UK lockdown, we have sought to strategically
leverage our brand where possible through our extremely successful
partnership that delivered the UK'’s first socially-distanced music
festival in Newcastle over the summer and our ‘Money on Your Mind’
campaign. Both activities attracted widespread coverage across
traditional media and social media creating great brand awareness.

In Mortgages, we launched our innovative Home Buying Coach app
which supports first-time buyers through a mix of tools, calculators
and content to help make buying a new home a happier experience.
The app has been well received with over 10k downloads already
and we expect it to be a great customer engagement tool over time.

In Personal, we launched the first-ever digital Virgin Money Current
Account which is gaining good traction with customers and was
rated as “Outstanding” by Moneyfacts with a perfect five-star score.
More recently, we launched our market-leading basic bank account,
the ‘M Account; which forms a vital part of our financial inclusion
strategy, and we also launched the Virgin Money Personal Loan
product as another important step in our integration journey.

In Business, we were delighted to be awarded a £35 million grant
from the BCR's Capability and Innovation Fund (CIF), which we will
match-fund, and invest into enhancing our proposition to support us
in becoming a true disruptor in the SME banking market and to offer
a credible alternative to the incumbent banks under the Virgin brand.

In recognition of the progress we are making, our teams won several
customer service awards this year. This includes ‘Best Credit Card
provider’ for a third year in a row by the British Banking Award, the
‘Mortgage Service Award’ in the Simples Awards from Compare the
Market and several awards at the UK Customer Experience Awards
including a superb Gold in the ‘Use of insight and feedback’ category
in recognition of our innovative ‘Money on Your Mind’ initiative.

You can find out more about our strategic progress on pages 8-13.

Enhancing our ESG approach

The events of 2020 have underscored the moral and commercial
imperative for creating a sustainable business. As society continues
to adjust to these new challenges, | believe we have an opportunity
—and an obligation — to play a strong role in helping customers

and communities navigate the road ahead. From transitioning to

a greener economy and reimagining customer’s business models,
to developing more inclusive products and supporting fundraising in
a digital age — we are working hard to be a force for good in society.

Our sustainability agenda is an integral part of delivering our Purpose
of ‘Making you happier about money’ and is being embedded in
everything we do. We are all on a journey to learn how best to do
that, and | believe our refreshed ESG strategy provides a framework
to accelerate the difference we are able to make to the global

issues facing our planet and the local issues facing our communities.
You can find out more on our sustainability approach on pages 16-21.

Outlook

While the outlook remains very uncertain and the range of potential
outcomes is wide, Virgin Money enters this period from a position
of strength. Over the coming months, we anticipate an increase

in specific credit losses as unemployment starts to rise and as

the government stimulus reduces, and we expect limited customer
demand for lending. We recognise the very recent news of potential
vaccines, but believe it is too early to incorporate this into our
near-term forecasts at present. Our primary focus will remain on
supporting all of our stakeholders, while progressing our strategic
delivery through the completion of our transformation and rebrand
activity, as well as the launch of exciting new propositions such as
our new Virgin Money Business Current Account (BCA), our cashback
and loyalty programmes, and a host of innovative new partnerships.

In the medium term, the Board believes that, assuming no significant
further deterioration in expectations for the economic outlook or
change in interest rates, Virgin Money has a clear path to delivering

a double digit statutory RoTE over time, supporting future capital
returns to investors. The improvement in returns will be built on:

the normalisation of impairments and exceptional costs; ensuring

we continue to reduce our cost base to reflect the future operating
environment; optimising our balance sheet mix; and delivering a more
efficient capital base over time, and we aim to come back with more
specific guidance once the medium-term outlook has stabilised.

Finally, I have been inspired by the lengths our colleagues have

gone to in supporting our customers and communities in difficult
circumstances this year and want to thank them for their immense
efforts, personal resilience and dedication. 2021 will no doubt require
a similar level of commitment from us all to continue providing the
right support and to deliver on our strategic ambitions. | also want

to take the opportunity to extend my very best wishes to all of our
customers, colleagues and investors in remaining safe and well.

ol v

David Duffy
Chief Executive Officer
24 November 2020
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Operating in a challenging
environment

Short-term impacts from COVID-19

Impact areas

What we have seen

Our response

N

Uncertain
economic
conditions

The pandemic has led to the sharpest decline in GDP in
modern times. To cushion the impact, an unprecedented
range and size of government support has been deployed

to support the economy, businesses and individuals. In the
short term, this has supported employment and house prices.
However, the eventual removal of this support is expected to
lead to adverse economic trends in 2021, which may also be
impacted by the outcome of Brexit negotiations which remain
unresolved at the time of writing.

The market’s range of forecasts as to the depth of the
recession and shape of a potential recovery have been wide.
Given the level of uncertainty, we have adopted conservative
economic assumptions and weightings into our strategic
planning, our International Financial Reporting Standard

(IFRS) 9 provisioning and our expectations for future demand.
We have therefore been working to ensure we have the
resources to manage through an expected period of economic
stress. This has also influenced our more cautious outlook

and guidance, as set out in the CFO review on page 34.

Q00
r5s)

Customer
behaviour

The customer response to COVID-19 has been rational and
pragmatic. Both consumers and businesses have reduced
spending, lowered demand for credit, and where possible,
have increased deposit balances and accessed payment
holidays. Business customers have also utilised the significant
support from government-guaranteed lending schemes.

New housing demand was initially limited by lockdown,

but has returned to surprisingly buoyant levels as homeowners
reassessed their structural housing needs and were
incentivised by a temporary stamp duty reduction.

Across our customer segments we have acted quickly to
offer support to our existing customers. Across the bank

we have provided customers with ¢.127k payment holidays,
using rapidly deployed and easy to use online solutions.

In Business banking, our relationship managers have offered
assistance and advice to customers, as well as administering
the government-guaranteed lending schemes with ¢.£1.2bn
lent to our customers. These unplanned customer support
measures meant the Group incurred c.£14m of additional costs
in 2020, causing us to exceed our original 2020 cost target.

frﬁ’ff

all

Across the UK banking industry, most market participants
have focused on their existing customers. In Mortgages,
operational capacity constraints has seen lenders attempt

to restrict supply through increased pricing and reduced
availability in order to manage capacity. In Personal, competitive
pressure has eased somewhat as lenders have withdrawn

As with peers, we have prioritised support for existing
customers, but have continued to support high-quality
demand from new customers. We like most peers have

been impacted by some operational capacity constraints

in Mortgages and sought to manage our supply. We have
maintained our presence in the credit card market particularly

Competltlve products and promotional incentives. In Business, the for balance transfer products, but have been able to reduce
banking market-wide lending demand has been for the government- promotional incentives in line with the market. In Business we
guaranteed lending schemes which has cannibalised most continued to be active in the new lending market, but most
participants business-as-usual (BAU) lending. Within the demand has been through the government schemes. While in
deposits markets, price competition has reduced as Deposits, we have sought to optimise our funding base and
participants passed on base rate rises to protect margins also launched new propositions such as our Virgin Money
and firms seek to manage their excess deposit positions. digital current account and our new market-leading ‘M’ basic
bank account offering, which have been well received.
(o) COVID-19 has accelerated the existing trends towards Our rapid response to the pandemic has demonstrated our
o o digitisation and online activity within the economy. ability to implement change and digital solutions rapidly.
[e) [o) In banking, online transactions increased markedly, with We implemented online solutions for payment holiday requests
customers who were previously reluctant to use online within days, and created online solutions to deploy CBILS and
o o o services increasingly choosing or in some cases forced to BBLS in just 10 days. The learnings developed across these
do so during lockdown. In addition, banks have adapted rapidly projects can now be redeployed in the future as we deliver our
De\/e|oping to provide greater remote working capability, particularly for longer-term plan. In addition, we rapidly facilitated the ability

digital

customer support, allowing colleagues to work and service
customers from home rather than in centralised offices and
branches. This is spurring an acceleration of investment and
delivery by both incumbent banks and neo-banks to provide
enhanced digital propositions to customers in both the
consumer and business markets.

for two-thirds of our colleagues to work from home, as well as
enabling customer-facing colleagues in Personal and Business
to securely speak to customers from home. We also continued
to make progress with our integration and transformation
programmes that will support the delivery of a steady release
of new and exciting digital propositions over time.

=

(=
—

Regulatory

developments

The swift and pragmatic response from regulators to
support banks through COVID-19 has been welcomed

and appreciated. Regulatory guidance around capital
requirements, forbearance and payment holidays, as well as
pausing some elements of regulatory supervision e.g. Annual
Cyclical Scenario (ACS) stress test, has allowed banks to
focus on providing customer support at a time of great
concern. Allied to the broader fiscal and economic support
from the UK government, this has enabled a rapid and
effective sector-wide response to COVID-19.

In common with peers, we welcomed recent regulatory
developments and have adopted and adapted to the rapid
customer support changes required. The package of measures
agreed with the industry across payment holidays, forbearance
and government lending schemes have enabled us to provide
comprehensive support to our customers at a time of need.
Within that framework, we have however remained prudent

in our approach to credit risk and continued to focus on the
longer term in our planning, particularly with regards to capital.
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Medium term trends

The mid-range outlook

Our strategic response

While the decisive general election result in December 2019 suggested

a period of greater clarity on economic policy, the pandemic has led to
an unprecedented level of government intervention in the economy.

The level to which this will be maintained is unclear, and with the difficult

to assess implications of Brexit and subsequent impact on the pace of any
recovery, the long-term economic outlook is highly uncertain. Our long-term
economic forecasts for IFRS 9 provisioning are conservative and reflect a
weighted-average trough in GDP of ¢.15% in 2020, unemployment to peak
at ¢.10% in early 2021 and a house price peak-to-trough of 22%.

While confident in the quality of our underwriting, the low-risk nature

of our portfolios and the conservative assumptions in our provisioning,

the unique combination of the pandemic and Brexit makes the out-turn

for asset quality difficult to predict. Further, while we remain confident that
our existing strategy and ‘self-help’ opportunities to transform and digitise the
business still exist, we have chosen to temper our expectations for customer
growth, and the pace at which we will be able to grow income and reduce
costs in the near-term. This means the achievement of our financial targets
will be delayed, but we continue to expect the delivery of our strategy to
enable the Group to deliver appropriate returns in the medium-term.

The impact on businesses and consumers is likely to persist for some
time and certain sectors of the economy may suffer from continuing low
customer demand or impacts from Brexit. As such, we expect consumers
will continue to need support, and be cautious in their spending and
investment plans. This lack of confidence is likely to lead to muted lending
demand from both consumers and businesses, although the impact may be
uneven, with some elements of the economy expected to perform better
than others. There is also uncertainty as to the extent to which the Group’s
currently elevated deposit balances may unwind as consumers and
businesses potentially utilise their liquidity at a time of economic stress.

We will continue to support customers with appropriate forbearance,
advice and restructuring of debt where appropriate. \We are increasing the
amount of operational resources available to support customers in difficulty
in anticipation of increased need for these services. We will continue to offer
products within our target segments and in line with our long-term strategy,
although new customer acquisition may be lower than previously expected
in the near-term. We will also continue to develop our propositions and
digital servicing capability to respond to greater customer demand for

these services, while looking to optimise our balance sheet mix over the
medium-term.

While competitive intensity has temporarily reduced in the short term,
with a helpful widening of margins in mortgages in particular, we remain
cautious in our assumptions around the long-term outlook as the
environment normalises. With mortgage pricing influenced in part by
capacity constraints, there is a risk that when capacity eventually returns
pricing reverts to lower levels given the lower swap rate environment and
a number of incumbent banks that retain significant liquidity surpluses.

In addition, while neo-banks have suspended their more ambitious growth
plans for now, we may see these return in time and also new entrants to
the UK banking marketplace, for instance large American banks, or the
technology giants. As such we continue to expect that UK banking will
remain highly competitive over the medium term.

Our medium-term strategy remains unchanged. While the environment is
more challenging than when we outlined our strategy at our Capital Markets
Day in June 2019, our strategic pillars remain the right ones, albeit we will
re-prioritise their delivery. Our focus therefore remains on reducing our

cost base, improving our customer and colleague experience, improving

our capital efficiency and optimising our balance sheet mix over time.
Through this, and developing our agile and innovative digital capability and
outstanding customer service, we will aim to differentiate ourselves in the
market through utilising the Virgin Money brand. This will be key to competing
effectively and sustainably in a rapidly evolving competitive marketplace.

It is clear that COVID-19 has accelerated the existing trend towards
digitisation in banking, which will support greater cost-efficiency and
better service for customers. The pandemic has unleashed what appears
to be a significant acceleration of the digitisation of the banking industry
in the space of a few months and is likely to lead to rapid change over

the coming years as the industry rapidly adapts to customers’ evolving
behaviours. In addition, the trends set in motion on home working also
appear set to persist in the long term, with lower demand and requirements
for space for traditional office working, and more flexible employment
practices likely to become the norm. Across the industries we lend to in
our Business portfolio, the impacts of digitisation on operating models
and supply chains are likely to be varied but significant and will here also
require us to adapt to support their needs.

Our strategy had always been predicated on a significant digital
transformation, with the implications of the pandemic both supporting
that ambition, but also accelerating the time frame for delivery. The Group
is therefore continuously evaluating the timetable and investment profile of
its strategy, but the forward economic environment needs to stabilise before
we are in a position to give detailed medium term guidance. The Group is
however continuing with its investment and digital development in the
near-term to position us for the future. We have learnt a great deal about
remote digital development and the agile deployment of new technology,
which we can take forward in our quest to disrupt the status quo. It is also
likely that we will have opportunities to reduce our physical footprint and
property and travel costs over the medium to long term as the operating
environment evolves.

Although the short to medium-term outlook for the economy remains
uncertain, we anticipate that as the environment normalises, so will the
regulatory framework. Depending on the severity of any impacts from
credit losses, there will be a time period over which banks will be expected
to normalise their capital bases, repay government support and normalise
approaches to customer forbearance.

We will continue to operate with an appropriate capital base that supports
the shape and strategy of our business. We will also ensure we maintain our
disciplined risk approach and look to optimise the Group’s capital base as we
seek to deliver sustainable returns over time. We will be ready to resume and
engage with supervisory activities as they normalise in due course, including
preparing for the ACS stress testing, building a buffer above our end-state
Minimum Requirement for Own Funds and Eligible Liabilities (MREL) having
met our minimum requirement already and meeting our enhanced regulatory
requirements as a new Tier 1 bank.
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Our strategy remains
the right one

2020 marks a uniquely challenging year with a similarly challenging
economic outlook, but we believe our strategy remains the right one
to maximise value for our stakeholders over the medium term.

The right strategy for a challenging outlook
Since launching our refreshed strategy at
our Capital Markets Day in June 2019, the
environment has changed materially. The
impacts of COVID-19 and the associated
deterioration in the UK’s economic outlook
represent an additional challenge for all
banks, as does the ongoing lower interest
rate environment. However, against this
backdrop, we believe our strategic priorities
continue to be the right ones to underpin
our ambition to disrupt the status quo.

A renewed focus on delivering our efficiency
goals and building seamless digital capability
to delight customers and colleagues remain
core to delivering a compelling proposition
and leveraging the strength of our brand.
Continuing to deliver our Environmental,
Social and Governance (ESG) commitments
and operating in a sustainable way will also
be important in how we operate and grow
over the coming years.

The Board believes that, assuming no
significant further deterioration in expectations
for the economic outlook or change in
interest rates, Virgin Money has a clear path
to delivering double digit statutory returns

on tangible equity over time.

Despite the challenges 2020
has posed to our customers,
colleagues and communities,
we continue to be well placed
to play our partin the recovery.
Delivering our strategic
priorities remains the key

to disrupting the status quo
and we are more focused
than ever on delivering on
our strategic ambition.

David Duffy
Chief Executive Officer
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Our Purpose and ambition drive our strategic
priorities bringing value to our stakeholders

Making you happier about money

Disrupting the status quo
Strengths of Bett Strengths
a major bank tha% beorth of a neo-bank
< .............. >

Primary relationships

(N®NEY

Innovative brand and edge
Trusted brand, loyal customers Customer lifestyle intelligence
Full personal and business offering ‘Pay and play’ functionality
Multiple distribution channels Innovative digital platform
Digital capability and Open Banking Digital money-management tools

Multi-product customers Limited back-end legacy systems

Our strategic priorities

Pioneering
growth

Super straight-
forward efficiency

Delighted customers
and colleagues

Discipline and

sustainability
« Maintain a

disciplined

risk approach

« Realise transformation « Enhance the
synergies customer experience

Digitise and simplify < Encourage digital

« Reshape balance
sheet mix

« Grow margin
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« Streamline our « Colleagues delivering Group's capital « Grow low-cost
operating model our Purpose base relationship
« Deliver sustainable deposits

returns
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O O 9 Strategic report Our strategic priorities

Super straight-
forward efficiency

Realise transformation synergies

Digitise and simplify the business

Streamline our operating model

KPI Our 2020 performance

Remain committed to material net
cost reductions over the medium
term with updated KPlIs to follow

£917m (£947m 2019)

Underlying operating costs

when the environment stabilises
59% (57% 2019)

Underlying cost:income ratio (CIR)

£1 39m (£156m 2019)

Restructuring costs

What has COVID-19 meant for Super straightforward efficiency?
We remain committed to delivering significant net cost reductions and
improved efficiency despite the impacts of COVID-19. After initially
pausing our transformation programmes as the pandemic emerged,
we restarted their delivery in July after assessing the impacts.

Despite COVID-19, our cost base for the year continued to reduce
as the Group delivered further net cost savings through reduced
headcount, third-party spend savings and integration benefits.
We reduced our underlying cost base by 3% to £917m in line with
our guidance for <£920m in FY20. However, this is inclusive of
£14m of additional in-year costs related to COVID-19.

As the pandemic emerged, we responded quickly to the changing
environment with around two-thirds of employees moving to

remote working and providing additional support to those colleagues
who were designated key workers and continued to work in

their normal location.

Our ability to deliver substantial change quickly hasn't been limited
to our colleagues, we rapidly delivered new end-to-end digital
processes to support government-guaranteed loan schemes like
CBILS and BBLS applications as well as digital solutions to support
payment holiday applications.

Historically, change like this might normally have taken months, but
it was delivered in a matter of weeks. The learnings from this sort of
agile development are influencing our ongoing change management
processes as we continue to execute our strategy.

Longer term, the implications from the pandemic are still emerging
and it’s likely to take some time to get clarity. Customer demand for
digital solutions increased significantly as lockdown was imposed
and the pandemic appears to have accelerated the digitisation
trends that were already impacting the industry.

COVID-19 has reinforced our belief that an efficient cost base,
deploying digital solutions and increased automation are key
elements of our strategy to support us in our ambition of disrupting
the status quo.

What else have we achieved in 2020

and what progress did we make on our KPIs?

Despite the impact of COVID-19 we delivered net cost reductions

of c.£30m after absorbing £14m of incremental COVID-related costs,
to deliver underlying FY20 costs of £917m.

While COVID-19 did set back the timing of some of our planned
2020 cost reduction programmes, we continued to simplify our
operating model through organisation redesign as we bring teams
and structures together, further systems integration and the start
of rebranding our products under the single Virgin Money brand.

The income outlook is undoubtedly more challenging than at the
time we set the targets in June 2019. We are taking measured and
appropriate action to deliver greater efficiency across the division
while underpinning an improved customer experience but expect
a continued improvement by delivering our strategic priorities.

Given the timing of restarting our cost reduction programme

and the timing of delivery of the benefits of our transformation
programme, we'll see a continued benefit in 2021 from the changes
delivered this year.

We have made good progress towards the straightforward,

single brand of Virgin Money. As part of this work, where we used
to provide a service to supply Clydesdale Bank-branded banknotes
to certain institutions, this service is now being taken forward by
other Scottish banknote issuers. However, we continue to dispense
Clydesdale Bank notes from our Scottish stores and ATMs.

How will we achieve Super straightforward efficiency in 2021?

A combination of the actions taken in 2020 and the actions we will
take in 2021 will continue to drive costs lower in FY21. We anticipate
total underlying operating costs of <£875m in FY21 which will still
include c.£10-15m of COVID-19 related costs that we expect to
incur next year. To deliver this continued net reduction we anticipate
incurring c.£75m of further Integration and Transformation costs

in FY21.

Longer term, across the Group, one of the key takeaways from
2020 has been that we have the ability to accelerate our digitisation
and deliver change at a much faster pace than we thought possible.
As we continue to simplify the business and focus on greater
automation, these learnings continue to leave us well placed

to deliver future change programmes more quickly.

As we continue our cost reduction journey, we will continue to invest
in the platform and in 2021, the benefit of the actions already taken
will become increasingly visible as we deliver a simpler and more
automated platform to support our future growth ambition and

fulfil our Purpose of ‘Making you happier about money’

Virgin Money Annual Report & Accounts 2020
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O/I O Strategic report Our strategic priorities

Delighted
customers

Enhance the customer experience

Encourage digital adoption

KPI Our 2020 performance

Oth

Virgin Money - personal
(9th Yorkshire, 12th Clydesdale 2019)

Oth (sth 2019)

Yorkshire — Business

8th (9th 2019)

Clydesdale — Business

Top 3

In CMA business and personal
banking service quality rankings
over medium term

>75%

Personal digital adoption
over medium term

56% 1% 2019)

Digital adoption

What has COVID-19 meant for Customers?

The pandemic meant that customers’ needs shifted dramatically.
For those customers who were directly impacted, their focus was
on accessing help and support, while those not impacted directly
also changed focus towards saving and repaying debt. Therefore
what it meant to be a delighted customer changed, with for instance,
quick and easy digital access to a payment holiday now required,
or detailed advice on available support from our Business
Relationship managers. We also gave support to both customers
and non-customers through our ground-breaking ‘Money on Your
Mind’ advice service, with over 6,500 questions responded to since
its launch in April and over 10m customer views to date.

Prior to the pandemic, we made significant strides in developing our
approach to customers, seeking to understand customer frustrations
and using best practice insight into the importance of emotional
connection in delivering a differentiated customer experience.

This is a crucial aspect within our Virgin Money Values and Purpose,
which compel us to do things differently to the banking norm, putting
customers at the heart of what we do.

This prepared us well for the demands of the pandemic, as is
apparent in the reactions captured in our customer satisfaction data.
We saw Relationship Net Promoter Score (NPS) and Smile scores
improve dramatically around the onset of COVID-19, reflecting the
support offered along with the compassionate and emotionally
resonant way in which we sought to engage with customers. A prime
example was in our Business division where customer satisfaction
scores improved from 27% pre COVID-19 to 38% in Q3 2020.
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What else have we achieved in 2020

and what progress did we make on our KPIs?

While we measure customer experience quality in numerous ways
and across various activities, we have two main, ambitious metrics
which we are aiming to deliver on - top three positions in the
Competition and Markets Authority (CMA) service quality rankings
and growth in digital adoption.

On the CMA front, we entered the Personal rankings as Virgin Money
for the first time this year, following the launch of the Virgin Money
PCA and rebrand of our ‘B’ current account proposition (the customers
surveyed were our former B customers). While the headline 9th
position does not appear a significant improvement on previous
performance, this year’s rankings now include two neo-banks in the
top two positions. In comparison to our more natural competitors and
the market we are targeting for disruption — high-street full-service
incumbent banks — we fared well, with our score of 60% sitting
towards the higher end of that group. That group is tightly clustered,
meaning we have a clear opportunity to differentiate our performance
in future through delivering on our pipeline brand, service and
proposition improvements.

Our Business CMA scores remain under our heritage brands for now
as the Business division focused on supporting existing customers
through the pandemic. As the environment normalises and we
rebrand and launch our new BCA in 2021, we would expect to see
future improvement in our position under the Virgin Money brand.

Digital adoption among PCA customers improved to 56%, up from
51% in 2019. While this partly reflects the development of enhanced
online facilities, we recognise that social distancing requirements will
have been a supportive tailwind in encouraging more customers to
use our digital services.

Finally, our work on customer experience and our innovative,
pioneering ‘Smile’ score have been recognised through our being
finalists in the UK Customer Satisfaction awards, and finalist in three
awards in the 2020 ‘Customers at the heart of everything’ awards

— for best customer experience in financial services, best use of
insight, and best use of feedback for ‘Money on Your Mind'

How will we Delight our customers in 2021?

We will build on the foundations laid during 2020, and continue to
develop our customer experience, propositions and digital services.
This will include the delivery, roll-out and full marketing of
developments which we paused this year due to COVID-19.

We should also recognise that the economic environment may

make it more challenging to delight customers, against a background
of upheaval, and potentially higher unemployment and economic
disruption. We will of course continue to provide empathetic, practical
and simple support to our customers. We strongly believe that difficult
times are an opportunity to really build a long-lasting customer
relationships and value, and to tangibly demonstrate our commitment
to living our Purpose of ‘Making you happier about money:



O/I/I Strategic report Our strategic priorities

Delighted
colleagues

Colleagues delivering our Purpose

KPI Our 2020 performance

Maintain and improve
colleague engagement

79% 6% 2019)

Colleague engagement

40-60%
Senior gender diversity
over medium term

4.3% (36% 2019)

Senior gender diversity

What has COVID-19 meant for Colleagues?

2020 has presented significant challenges and we are particularly
proud of the way in which our colleagues have responded. Moreover,
we are delighted that we have been able to deliver on, and in many
respects, surpass our planned colleague agenda for the year.

We introduced our Purpose, Values and Behaviours in 2019 and

our aim for 2020 was to truly embed these across the Group. Our
response to the pandemic has accelerated our progress, and our
Purpose of ‘Making you happier about money’ has been at the heart
of decision making, and is firmly rooted in our DNA. Having a clear
Purpose has been important both in terms of how our colleagues
have responded to the needs of our customers, and how we have
responded to the needs of our colleagues.

The safety and well-being of colleagues is always our top priority,
and the pandemic has reinforced how important it is that we look
after each other. We quickly made the decision to temporarily
suspend reorganisation activity and committed to maintaining full
pay without utilising the government’s furlough scheme, enabling
colleagues to focus on customer service. We acted swiftly to
enable and support around 6,000 colleagues to work remotely,
while providing a safe, socially distanced working environment

for around 3,000 key workers in stores and call centres. We also
provided additional assurance and support to vulnerable colleagues
and led a series of sessions to help colleagues and people leaders
deal with the challenges of COVID-19.

What else have we achieved in 2020

and what progress did we make on our KPIs?

Maintaining the flow of communication with colleagues has been
more important than ever, enabling us to understand how colleagues
were feeling as they adapted to new working practices and how

we could better support them. In addition to our annual engagement
survey, we ran frequent ‘pulse’ surveys and online ‘jams’ in which

almost half of all colleagues have participated. Making our Leadership

Team ‘Let’s Talk’ sessions digital has also widened their reach,
particularly for our store colleagues.

We developed our organisational structures to enable faster and
more dynamic ways of working, and enhanced our digital capabilities
to improve the working environment for colleagues.

As a result of our focus on supporting and delighting our colleagues,
despite the challenging environment we were pleased to report an
improved Colleague Engagement score of 79% (2019: 76%).

Inclusion remains at the heart of our culture and we use both formal
policies and inclusion networks to help support colleagues to be
themselves at work. As signatories to the Women in Finance Charter,
we are committed to measuring our progress in improving our gender
balance. We are pleased to have exceeded our target this year for
the composition of our senior leadership team:

Female Male
Board members 3(33%) 6 (67%)
Senior manager (excluding Executive Directors) 39 (44%) 50 (56%)

All colleagues 5,252 (59%) 3,650 (41%)

Our mean gender pay gap has improved to 30.6% in the 12 months
to 5 April 2020 from 32.0% in the prior year. More details on our
2020 outcomes and our strategy in this area are published at
www.virginmoneyukplc.com/corporate-sustainability/inclusion/.

While we sustain our focus on gender diversity, the Black Lives
Matter movement encouraged us to review our overall inclusion
approach. We've refreshed our strategy and put in place a
comprehensive action plan which includes publishing our new
inclusion pledge, rolling out training for colleagues, signing the
Race at Work Charter and putting in place plans to broaden our
pay gap reporting to include other protected groups during 2021.

In 2020, we maintained our Disability Confident Employer status,
demonstrating our commitment to creating an inclusive working
environment for colleagues and applicants with disabilities.

How will we Delight our colleagues in 2021?

We will continue to ask a lot of colleagues in 2021 with ongoing
transformation activity alongside the challenges presented by the
current environment. Throughout we will be guided by our Purpose
in the support we provide to our colleagues.

We will also develop our colleague proposition as we look to build

‘A Life More Virgin, which is our ambition to create a next generation
work-life model, transforming how our people work, creating an
enhanced, flexible working environment, responding to the
developing trends, benefits and challenges of remote working.
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O/I 2 Strategic report Our strategic priorities

Discipline and
sustainability

Maintain a disciplined risk approach

Optimise the Group’s capital base

Deliver sustainable returns

KPI Our 2020 performance
Cost of risk

KPI will be reviewed subject to the 68bps (21bps 2019)
stabilisation of the post-COVID-19 ~ Cost of risk

environment

Risk scorecard

Includes KPIs such as cost of risk,
operational risk losses, complaints
and adherence to lending policies

On track (ontrack 2019)

Risk scorecard status

Common Equity Tier 1 (CET1)
ratio target

KPI will be reviewed subject to the
stabilisation of the post-COVID-19
environment

13.4% (13:3% 2019)

CET1 ratio

Statutory RoTE
Assuming no further deterioration
in the economic or rate environment,

(6.2)°/o ((6.8)% 2019)

Statutory Return on Tangible Equity

VM has a clear path to delivering (ROTE)

a double-digit ROTE over time

Progressive and sustainable /i

ordinary dividend iln\ggo d IVId end

What has COVID-19 meant for Discipline and sustainability?
COVID-19 has caused unprecedented volatility in economic
forecasting and has negatively impacted the economic outlook

in the UK substantially. At 68bps, cost of risk for FY20 is materially
higher than FY19 reflecting the Group increasing its provision
coverage levels from 0.50% in FY19 to 1.02% at FY20.

Economic assumptions used in the Group’s IFRS 9 modelling of ECL
have become progressively more conservative throughout 2020
and now incorporate a 15% weighted average GDP decline in 2020,
a ¢.10% weighted average peak rate of unemployment in 2021 and a
c.22% weighted average peak-to-trough fall in HPI. In addition, the
probability weightings have been skewed to the more conservative
scenarios (50% base and 45% downside) and overlays applied.

In aggregate, these actions have increased the Group’s on balance
sheet credit provision to £735m resulting in materially higher P&L
impairment charges of £501m for the year, contributing to a statutory
loss after tax for the Group in FY20 and negative statutory RoTE.

Despite making a statutory loss, the Group’s transitional CET1 ratio
increased 10bps over 2020 to 13.4%, as the benefit of IFRS 9
transitional relief and the Group’s Excess Expected Loss (EEL)
deduction offset the impairment impact on capital.
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What else have we achieved in 2020

and what progress did we make on our KPIs?

2020 was an unexpectedly challenging year as the economic outlook
materially changed and the cost of risk increased to 68bps as we
took a conservative approach to our provisioning assumptions.

The other key characteristic of 2020 has been the unprecedented
levels of government support that have been provided to customers
in the form of government-guaranteed lending but also via the
furlough scheme. These schemes have been effective in mitigating
the worst short-term impacts on customer credit quality, however
the extent of the impact as these schemes come to an end is
currently uncertain and will take time to become clear.

We, alongside other UK banks, have seen customers saving more
and opting to maintain significant current account balances in
anticipation of the end of government support. This has meant
strong growth in our low-cost relationship deposit base, a targeted
area of growth for the Group. We remain cautious on the short-term
outlook for these balances as they remain dependent on customer
behaviour over the coming months and quarters.

Throughout the year the Group has also further enhanced its risk
management approach given the deteriorating economic environment
with a significant tightening of risk appetite for new lending and
enhanced monitoring of the portfolios for signs of distress, with our
risk scorecard remaining on track.

How will we achieve Discipline and sustainability in 2021?

While the outlook remains highly uncertain given the potentially wide
range of economic outcomes from COVID-19, the primary drivers

of a sustainable improvement in our RoTE remains within our control
once the economic environment stabilises. Our ability to deliver
cost-efficient growth, an improvement in the mix of our portfolios
and greater capital optimisation will all remain in focus for 2021.

The Group’s recognition of significant impairment charges in FY20
reflects the conservative weighted economic scenarios and expert
judgement overlays applied ahead of the expected deterioration

in future economic outlook. Current expectations are that, subject to
no further material deterioration in the economic outlook, the Group’s
FY21 cost of risk will be lower than that for FY20.

We are also targeting a number of positive balance sheet
management initiatives designed to support CET1 capital levels

in 2021. We have identified initiatives that, subject to regulatory
approval, could reduce the Group’s risk-weighted assets (RWAs)

in 2021 including our planned migration to credit cards IRB,
improvements in our business models and the implementation of
hybrid mortgage models. While they do remain subject to regulatory
approval, they are likely to partly mitigate the expected headwinds
from RWA inflation associated with credit rating migration, meaning
the Group expects only a modest increase in RWAs in FY21.

In addition, the Group has tightened its risk appetite to ensure future
underwriting fully recognises the evolving economic environment.

Finally, the Group expects that with lower expected future provision
charges and a continued reduction in exceptional charges, the
Group's profitability and returns will improve as it executes on its
strategy, supporting our ambition for delivering progressive and
sustainable dividends to our investors in the medium term.



O/I 3 Strategic report Our strategic priorities

Pioneering

growth

Reshape balance sheet mix:

— Grow margin accretive assets
— Grow low-cost relationship deposits

KPI Our 2020 performance
C.75% medium term 81% (s2% 2019)
Mortgages Mortgages
C15% medium term 12% (1% 2019)
Business Business
C.1 Oo/o medium term 70/0 (7% 2019)
Personal Personal
Above system 0 .
asset growth (0.7)% (2.9% 2019
medium term decline
High single-digit CAGR

ghshd et 20% 1% 2019)

in relationship deposits

medium term Growth in relationship deposits

107% (14% 2019)

Loan to deposit ratio

<1150/0 medium term

Loan to deposit ratio

What has COVID-19 meant for Pioneering growth?

The pandemic disrupted the UK banking market with lending demand
significantly lower in the second half of 2020. This, and our focus

on supporting existing customers, meant that our growth and the
strategic activities to support it have not progressed as planned.

As the pandemic hit, customers reduced spending and borrowing on
personal credit, while the new purchase mortgage market effectively
shut down for a period. Impacted businesses focused on how to
survive through a period of great uncertainty, taking advantage of
government support and lending schemes offering borrowing on
favourable terms. Meanwhile, due to lower spending and customer
prudence, deposit holdings across the UK increased markedly.

We reacted quickly to meet new customer needs for support,
offering advice, payment holidays, and for our business customers,
providing swift and easy access to the new government lending
schemes. We did all of this using innovative, digitally-led processes.

The pandemic impacted on our ability to develop and market some
of the propositions we had planned to launch this year. This included
our partnership development work as businesses across the UK
focused on their own COVID responses, but the opportunities for
partnerships remain significant and we will revisit these again in time.

Within Virgin Money, we have been able to launch a number of new
customer propositions despite the disruption — the first ever Virgin
Money digital PCA, a market-leading basic bank account called ‘M,

and rebranding our Personal Loans offering as Virgin Money. Given
the environment, we did not deploy significant marketing spend to
support these launches, but still saw positive customer interest and
encouraging take-up. Similarly, given the environment in the Business
banking market, we paused the full rebrand of our heritage brands
and launch of the new BCA.

What else have we achieved in 2020

and what progress did we make on our KPIs?

Strong demand for business lending through the government
schemes (£1.2bn) in the second half saw business lending balances
increase to 12% of the lending mix. While Personal lending also grew
strongly in the first half, balances were impacted by COVID-19 in
the second half as customers repaid debt and reduced spending,
although we did see a partial pick up in volumes as lockdown eased
over the summer.

In Mortgages, while we actively supported the return of the mortgage
market post-lockdown, with innovations including our Home Buying
Coach app for first time buyers, and providing products into higher
LTV segments, we remained focused on optimising rather than
growing, allowing the mortgage book to contract 3% in FY20.

On deposits, the initial launch of the Virgin Money current account
was the major development, and despite limited marketing,

the proposition was attractive enough to garner industry expert
recommendations and encouraging customer interest. Business
customers also built up deposit balances, often from storing
government-guaranteed lending on deposit as a contingency.

These trends contributed to an unexpectedly strong level of growth
in relationship deposits during 2020 of 20%. We expect some of
these deposits to fall away over 2021 as customers potentially utilise
cash under stress or as spending normalises. This means we would
not expect a similar level of deposit growth to persist, but gives us

a helpful tailwind in managing our mix and our reducing cost of funds
in 2021.

How will we achieve Pioneering growth in 2021?
We will continue to support customers as they manage the impacts
of COVID-19 and will also advance our broader strategic agenda.

In Mortgages, we will continue to optimise the division, offering
excellent service to our customers, and focusing on more attractive
segments where we can maximise risk-adjusted returns.

For Personal customers, having launched a host of attractive Virgin
Money branded propositions in 2020, we will seek to develop and
market these more actively when the time is right, ensuring a strong
return on our investment and driving new customer acquisition.

We will also develop partnerships to further build the attractiveness
of our propositions to customers.

In the Business division, we plan to carry out the strategic initiatives
we had to pause in 2020, such as rebranding to Virgin Money and
launching our new and improved BCA. These will be supported by
the £35m CIF grant from the BCR scheme which we will match-fund.

These and other innovative digital-led initiatives will allow us to
continue to optimise our balance sheet mix in the medium term.
However, significant uncertainty about the economic outlook and
customer behaviour means we remain cautious in our expectations
for customer demand and spend patterns in 2021.
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O/I 4 Strategic report How we generate value

Disrupting the status

UuoO

We create value through our simple, UK-focused,
disciplined and digitally-enabled business model.

What we do
and where

Key sources
of value

Driven by our
operating model

We are the UK'’s 6th largest bank
serving 6.5m customers, in the
retail and small and medium sized
business banking markets

Mortgages

Providing mortgages that meet
customers’ individual needs, from
first-time buyers to landlords, both
direct and through intermediaries

Personal Banking
Meeting everyday banking needs
for current accounts, linked savings
and other deposit accounts such
as ISAs, along with credit cards,
personal loans and overdrafts

Business Banking
Offering a full range of business
banking products for small

and medium-sized businesses,
through our unique sector-
focused relationship management
proposition

Supporting society
The Virgin Money Foundation
(VMF) supports grant making

at a grassroots level in some of
the most deprived areas of the
UK, while our not-for-profit Virgin
Money Giving (VMG) platform
helps charities raise money
cost-effectively

What makes
us different?

People with

Purpose

Powered by our Purpose,

our colleagues have many years
of experience in delivering great
outcomes for customers in
different contexts

Highly-trusted brand
The Virgin Money brand is
nationally recognised and highly
trusted, known for its customer
focus and disruptive DNA,
attracting strong customer
awareness and consideration

Digital leadership
We have invested significantly
to develop an innovative,
scalable Open Banking-ready
digital platform that supports all
of our customers in one place

Full-service
capability

We have full product capability,

a track record of delivery and
meaningful customer penetration
in each of our key markets,

with room to grow further

Strong
relationships

We leverage strong relationships
with our stakeholders comprising
our 6.5m customers, ¢.9,000
colleagues and across the
communities we operate in, as
well as with investors in both the
equity and debt markets, and the
government and regulators

Purpose

Our Purpose, ‘Making you
happier about money’ gives

us a unique and clear guiding
principle to drive our actions

We secure funding
and capital from

Customers place
their trustinus to

these sources keep their deposited
(liabilities)... money safe...
D, .
JOX 4
Personal
Customer
deposits
— We support our customers
H Banking operations  Risk management
Payment and transaction Qverseeing a range
Businesses banking systems, of risks, including
Customer branches, contact Operational, Credit,
deposits centres, customer Financial, Strategic,
service, product Conduct, Capital,
/3’ manufacture and Liquidity and Funding
operations, including within our prudent
digital facilities risk appetite
Investors
Wholesale

funding/capital

Liabilities
costs us interest

-£

How we make money

Interest and fees earned
minus interest paid...

Income

Credit losses

Operating costs

...minus the
costs of running
our bank

...minus the costs
of taking risks and
incurring losses

Brand

An innovative consumer
champion brand that gives
us the opportunity to disrupt
the status quo in banking

Values

We operate with the unique
customer-centric Virgin Group
Values which help drive our
culture and inform how we act
and deliver for our customers
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O/I 5 Strategic report How we generate value

And delivering for
our stakeholders

..we conduct maturity
transformation to turn
short-term liabilities

into long-term assets...

..to deliver customer

lending (assets) and

other services through

through bringing together our capabilities across:

these divisions

)

Mortgages

Q

Governance

and oversight

As a Tier 1 bank we
must adhere to stringent
prudential and conduct
regulations and maintain
appropriate capital and

Resilience

and security

Ensuring a resilient IT
infrastructure, protecting
the bank and our
customers from cyber
threats, fraud, theft,
financial crime and more

Sustainability
Embedding sustainability
into all our business
practices and building

and operating a bank

for the long term to enable
us to be a force for good

Personal

liquidity levels in line with
regulatory requirements

Tax

...minus tax

Innovation

Developing innovative solutions
for our customers through
leveraging our digital platform
and partnering with others

N

...leaves us with profits

or newly generated
capital and TNAV

Market position

Focused on the UK banking market,
bringing together the best of both the
scale, trust and products of a major
bank, together with the innovation,
nimble agility and edge of a neo-bank

Business

Assets earn us
interest and fees

+&£

...to enable further
business investment
and growth as well as
supporting potential
dividends to investors

Disruption

Our ambition to disrupt the
status quo is underpinned
by our resources, mindset
and the unique combination
of advantages we possess

Customers

Delivering great value products,
and an outstanding customer
experience — Making you happier
about money (see p.10)

Colleagues

Providing meaningful careers,
development and an inclusive
and ambitious culture (see p.11)

Society

Contributing taxes and enhancing
UK banking competition, along
with a progressive sustainability
and ESG agenda (see p.16)

Investors

Aspiring to improve our returns,
grow net asset value and to pay
sustainable dividends over time

Partners and
Suppliers

Creating shared value with
our strategic partners, and
supporting our suppliers with
fair payment terms

Government

and regulators
Working with government

and regulators to support their
objectives for a stable, customer-
focused banking system

Delivering success for
all our stakeholders:

Section 172 statement

In undertaking its duties, the
Board continues to be mindful of
the need to appropriately balance
the interests and expectations of
the Group’s various stakeholders.
In this report, we describe how we
have considered and worked with
and for stakeholders as we seek
to achieve our purpose of ‘Making
you happier about money’

For our Section 172 statement,
and more on how the Board has
engaged with our stakeholders,
please see page 61
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O/I 6 Strategic report Being a force for good

Strong foundations
for a sustainable future

At Virgin Money, our ambition is to drive positive social
and environmental impact through everything we do
to disrupt the status quo.

COVID-19 presented our business and the communities we serve with  We are focused on where we can make the biggest difference to
significant challenges and opportunities. This, at a time of increasing  the environment and society, as a Purpose-led business dedicated
need for an effective global response to the issues facing our planet,  to Making you happier about money.

gave us the opportunity to re-focus our approach to ESG issues and

consider both our immediate priorities and longer-term aspirations. As a signatory to the United Nations’ Principles for Responsible

Banking (UN PRB), we are committed to aligning our business with
Following a review of customer insight research and engagement the Sustainable Development Goals (SDGs) and the Paris Agreement
with colleagues and suppliers, we refreshed our ESG strategy, setting on Climate Change.

new goals, near-term targets and bold aspirations in areas where we
know we have more to do and want to push harder. Alignment of the
ESG strategy to the overall Group strategy, as well as setting clear
accountabilities for ESG, linked to reward, provides the foundation
to firmly and deeply embed ESG in everything we do. @ Read more at: virginmoneyukplc.com/corporate-sustainability

Our ESG goals and aspirations (see following pages) were developed
in line with our Group strategic objectives (see below).

Our Purpose and ambition drive our strategic priorities:

Putour(carbon) Builda Open doors Straight-up
foot down brighter future ESG
ESG Reduce the negative Deliver products and Work with customers, Align our strategic goals
principles  impacts of our operations, services that help our colleagues and communities  to ESG and embed them
suppliers and partners customers make a positive to encourage sustainable in all areas of the business
on society and impact on society and practices and economic with robust targets,
the environment the environment activity that creates shared tracking and disclosures
prosperity
Group '
strategic SILRET Pioneering Delltgqr;]:ec: Discipline and
pillars strglghtforward growth customers sustainability
efficiency and colleagues

T

=8 To drive positive social and environmental impact

axm‘m through everything we do to disrupt the status quo
() Purpose: Making you happier about money
purpose & oo .

ambition Ambition: Disrupt the status quo
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Key - ESG alighment

@ Environment @ Social @ Governance

Put our (carbon) foot down

Principle:
Reduce the negative impacts of our operations, suppliers
and partners on society and the environment

Fast facts

Zero landfill

No waste sent to landfill

1.70

GHG emissions intensity ratio*,
a reduction from 1.95 in 2019

100%

100% of our electricity is generated
from renewable sources where the
Bank is responsible for the supply

v 31%

Reduction in paper use since 2019

v /7%

Scope 1and 2 emissions
reduction from 2019

SDGs

12 Gocen [ 13 it
.

2030 aspirations

Net zero operational and supplier carbon emissions

Short to medium term targets
5% reduction in operational carbon emissions by 2021 from 2020 baseline
(Baseline: 2020 Scope 1 and Scope 2 carbon emissions of 14,320)

>75% of our top 100 suppliers to complete the CDP Supply Survey in 2021
(Baseline: 76% of top 45 suppliers completed the CDP Supplier Survey in 2020)

* Note: Intensity ratio of Greenhouse Gas (GHG) Emissions per average
Full Time Equivalent (FTE) for our operational emissions (scope 1and 2
emissions)

Net zero waste, operational and supplier emissions by 2030

We have made good progress this year in better understanding our
carbon emissions and building our net zero road map. We have a
clear plan for a steady reduction in operational emissions (scope 1
and scope 2) over the next five years and are undertaking energy
efficiency and carbon reduction initiatives including significantly
reducing the number of our data centres. However, we know we
have levers we need to pull to reach net zero by 2030 and will be
developing these initiatives over the coming year.

The changes to our working model in response to COVID-19 have
helped the Group to decrease its energy footprint. Our corporate
travel fell by almost 100% and our operational energy use by over
15% from April 2020 to September 2020 compared to the same
period in 2019. As we build our vision for a Life more Virgin (our
future working model), we plan to harness the positive environmental
impacts from COVID-19 and will strive to minimise our personal

and corporate energy consumption through reduced corporate
travel, commuting and our ongoing energy efficiency programme.
For further detail on our GHG emissions check out page 110.

The planned expansion of our digital capabilities will also reduce
our impact on the environment by enhancing internal systems

and customer processes to increase efficiency and deliver service
improvements. This will mean a reduction in paper and allow us to
make better use of our physical property space for collaboration
and further innovation.

Carbon Disclosure Project (CDP)

Supplier Survey on Climate Change

Over the next year we will be working to better understand our
indirect (scope 3) emissions and build out a road map to reduce the
emissions linked to our suppliers and partners. This year, we asked
45 of our largest suppliers to complete the CDP Supplier Survey on
Climate Change, which 76% completed against a CDP average of
68%. We intend to send the survey to our top 100 suppliers in FY21,
targeting a 75% response rate, supported by proactive engagement
on our suppliers’ carbon management plans.

We know we need to do much more to meet our aspirations.

While our plans for this continue to move us in the right direction,
our 2030 aspirations are, well, aspirational. We don’t yet have all
the answers on how we'll get there and we're still developing our
vision for the future model of work, which is one of the major levers
we can pull to reduce our operational emissions.

This next year is all about building our data and understanding,
to then be clear on our priorities, road maps and milestones out
to 2030 — and what more we need to do to meet our aspiration.

Virgin Money Annual Report & Accounts 2020
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Strong foundations for a sustainable future

Build a brighter future

Principle:
Deliver products and services that help our customers
make a positive impact on society and the environment

Fast facts
£150m Greening your
in renewables lending (hydro- home content

electric power generation, wind

Developed for our first-time buyers
farms and other renewable energy) P v

to be made available through our
Home Buying Coach App

https://uk.virginmoney.com/
mortgages/home-buying-coach/

100

businesses have taken part in
our Sustainability Benchmarking
Tool pilot

Aligning
lending to
ESG goals

Developed Sensitive Sector
Policy Statement

https://www.virginmoneyukplc.com/
corporate-sustainability/future-fit/

https://www.virginmoneyukplc.com/
corporate-sustainability/sensitive-
sector-policy/

SDGs

e R

il | &
2030 aspirations

At least halving our carbon emissions across everything we finance

Short to medium term targets

5% of business loan book comprised of sustainable leaders by FY22
(Baseline: ¢.2.8% of business lending to sustainable leaders based on pilot
of beta Sustainability Benchmarking tool)

Short to medium term targets for our mortgage book are under development

Agriculture

Virgin Money lends more than £1.5 bn to the agriculture sector
in the UK and is at the forefront of helping the sector meet its
commitment to become net-zero by 2040. We have a dedicated
team of specialist relationship managers who support farmers
with investment in more extensive and lower carbon production
systems. By supporting our customers’ investment in agricultural
technology (Ag-tech), we are also helping to reduce the

carbon footprint in the sector and safeguard food security

and local supply.

We want to empower our customers to take control of their money,
providing innovative tools, products and services that help them
make sustainable long-term decisions. As part of this, we are aspiring

Virgin Money Annual Report & Accounts 2020

to at least halve the carbon emissions across everything we finance
by 2030 and do what is needed to align with the 2015 Paris
Agreement. Our starting position is strong with low levels of lending
to carbon-intensive sectors (see page 178, risk section) but there
remains work to do to fully understand how we will get there. We
envisage our approach will incorporate green products and funding,
and targeted lending growth as well as addressing residual carbon.
We have begun engaging with customers, colleagues and industry
forums to accelerate our thinking and build our plans.

Partnership for Carbon Accounting Financial (PCAF)

We have become members of PCAF to work with other UK banks
to develop and implement a harmonised approach to assess and
disclose the GHG emissions associated with our loans. We are
focusing first on mortgages, which make up 81% of our lending,
and agriculture, which is 2%. The harmonised accounting approach
provides financial institutions with the starting point required to
set science-based targets and align their portfolios with the Paris
Climate Agreement.

Mortgages

Greening your home

We know we have an important role to play in helping our mortgage
customers reduce the carbon footprint of their homes. With 15% of
UK carbon emissions coming from heating our homes, we developed
information and guides on ‘greening homes’ which we are making
available to first-time buyers through our new Home Buying Coach
app, and will expand over the coming months. Our mortgage book
presents a sizable opportunity, but our aspiration to at least halve
emissions across everything we finance by 2030 is stretching and
the pathway to get there is not yet clear across the industry. This
year, we have begun work to better understand the carbon intensity
of our mortgage book, sourcing energy performance certificate
(EPC) data and engaging with external forums, which will help us
establish a detailed road map for our loan and investment-related
Scope 3 emissions.

Business Lending

Future-Fit Development Council

We were the first bank members of the Future-Fit Development
Council and have been working with Future-Fit to build a
benchmarking tool for businesses to measure their progress against
meeting the UN SDGs. The tool will evolve to provide support with
tangible improvement actions. We have already piloted the tool with
100 customers to ensure we calibrate it in a way that means only
businesses which are deemed to be at the forefront of sustainability
can benefit from reduced cost of capital and increased access to
finance. Following the pilot, we estimate that 2.8% of our business
loans are currently provided to firms whose core activities materially
enhance progress against the UN SDGs. This is measured using the
beta version of our Virgin Money Sustainability Benchmarking Tool.
During the year we will enhance coverage of our commercial loan
book and capture and extend the use of the data generated by the
tool to measure progress in ESG in our customer base.

Business Banking and renewables

Our Renewable Energy team manages a book of over £100m*
and our plans envisage growth in this portfolio to £320m by FY25,
projected to be materially in excess of overall loan book growth.
Our lending to carbon-intensive sectors is relatively low, and this
year we have increased transparency to our stakeholders by
publishing our Sensitive Sectors Policy Statement.

* Renewable borrowing covering a diverse range of renewable energy

generation, excluding the £50m of lending within the Agriculture loan book
advanced specifically to fund renewable energy projects.


https://www.virginmoneyukplc.com/corporate-sustainability/sensitive-sector-policy/
https://www.virginmoneyukplc.com/corporate-sustainability/sensitive-sector-policy/
https://www.virginmoneyukplc.com/corporate-sustainability/sensitive-sector-policy/
https://www.virginmoneyukplc.com/corporate-sustainability/future-fit/
https://www.virginmoneyukplc.com/corporate-sustainability/future-fit/
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Open doors

Principle:

Work with customers, colleagues and communities to
encourage sustainable practices and economic activity
that creates shared prosperity

Fast facts

over132,000

young people have taken part
in Make £5 Grow since inception

43%

women in senior leadership roles

£104m

raised for UK charities through
VMG in FY20

over £500k

donated during our Charity of
the Year partnership with Mencap

90%

of the Virgin Money Foundation’s
(VMF) grants were awarded to
organisations in the top 20% of the
of the Index of Multiple Deprivation

50,000

people able to take control of their
finances with an affordable loan
from our partnership with Salary
Finance, which are predominately
payroll deducted

SDGs

8 e IR

il | &
2030 aspirations

Customer: No Virgin Money customers paying a Poverty Premium*

Colleague: Sponsor diverse talent at every level and achieve a fully diverse
top-quartile of the organisation (gender, ethnicity, disability, LGBT)

Community: Help 20k charities to raise £2bn since VMG's inception

Short to medium term targets
Customer: Solutions in place to identify and help at least 50% of Virgin Money
customers facing a Poverty Premium by 2025

Colleague: 40-60% senior gender diversity over medium term (43% at FY20)
Community: Reach £1bn in fundraising by 2021 through VMG (£896m at FY20)

Modern slavery

Virgin Money has a zero-tolerance approach to slavery,
servitude, forced labour and human trafficking (Modern slavery).
We are committed to conducting business with honesty and
integrity and treating everyone with dignity and respect. We are
committed to working with our partners and suppliers to raise
awareness and understanding of modern slavery and eliminating
the practice from our supply chain.

You can read our Modern Slavery Statement
https://www.virginmoneyukplc.com/corporate-
sustainability/modern-slavery-act/

* The poverty premium is the extra cost that low income households pay to
access basic services. With a UK average of £490 a year, one in ten poorer
households pay a minimum of £780.

Our doors are open, and we aim to open doors, when it comes
to Making you happier about money.

Customers: Financial inclusion

In July, we launched the Virgin Money M Account, a basic bank
account that’s far from basic. Offering customers digital servicing,
a linked savings account, budgeting tools and an energy switching
service, it also provides insights on financial vulnerability and its
impact on people’s banking experiences. Input was provided from
Virgin Money’s new Financial Inclusion Panel, which is made up of
colleagues who have experience of vulnerabilities through either
personal circumstances or caring responsibilities.

Finlnc2020

We held our first financial inclusion event, Fininc2020, in July.
Around 300 colleagues heard from 30 speakers (virtually,

of course), as they shared a wealth of experience and insight
on living with vulnerabilities or living without banking. Bringing
our Purpose to life, it underlined the importance of being an
inclusive bank, helping embed our vulnerable customer strategy
and equipping colleagues to better understand the needs of
the customers they design for or serve.

Our aspiration is to ensure none of our customers pay a Poverty
Premium, by 2030. We are partnering with Fair By Design on this
innovative work, which requires smart use of data to identify those
customers, as well as providing new, targeted solutions. In the
next year we will run a pilot to mitigate energy-related premiums,
the biggest driver of overspend for low income households.

As part of our strategy to enhance outcomes for vulnerable
customers, we are also embedding an Inclusive Design approach
across the bank. This will deliver more progressive products,
flexible servicing, tailored communications and well-being support
for customers who most need it. One example of this is our Home
Buying Coach app, which we will continue to enhance, to support
customers’ financial well-being.

Colleagues: Diversity & Inclusion

Inclusion is at the heart of our culture, and written into our values.
We are striving to build a workforce which reflects the diversity of our
customers, helping us better understand their needs, build stronger
relationships, and tap into new ideas and innovation. While we've
made progress, we know this is a complex challenge and we've got
a long way to go. A critical next step is to disclose our current
position and targets to help us demonstrate where we are now,
understand our barriers and our next wave of actions. See page 11.

Communities: Supporting communities where we live and work
During the financial year, VMF awarded £1.5m to support local people
in creating positive change in their community, including £872,000
for local charities responding to COVID-19. Targeting money to
communities that need it most in the UK, their grants, along with
additional non-financial support, ensures every £1 donated has
maximum effect. 2020 has been a particularly challenging year

for charities and VMG has provided additional support such as
hosting online events and sharing market intelligence to help them
combat the impact of COVID-19. As part of our new Charity of the
Year partnership with Macmillan Cancer Support, colleagues who
help customers in financial difficulty will receive specialist training on
the impact of cancer and we will pilot a two-way referral process with
Macmillan’s financial guidance team. Our colleagues continue to be
highly engaged in supporting their local communities, embracing the
necessary shift to remote volunteering and adapting our Make £5
Grow programme for home schooling.
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Strong foundations for a sustainable future

Straight-up ESG

Our principle:

Align our strategic goals to ESG and embed them in all areas
of the business with robust targets, tracking and disclosures

Fast facts

We take the same approach to ESG as we do to banking; it should
be straight-up, heartfelt and relevant.

We have made good progress in embedding ESG into our decision-
making frameworks. Our approach is to make sure our principles are
transparent, easy to understand, and are used to guide and inform
how we do business every day.

Over time, as our ESG strategy evolves, so too will the measures
included in our ESG scorecard, ensuring we continue to set
stretching targets that drive this agenda at pace and achieve
the longer-term aspirations we have set out.

ESG governance
The Board plays an instrumental role in leading our ESG strategy,

and this year we have set out a strengthened framework that

ESG scorecard included in the
Long Term Incentive Plan (LTIP)

Leadership Team Accountabilities
for ESG strategy established

Board Risk Committee oversight
of climate change and wider ESG
principles through the principal
and emerging risk framework

SDG

ESG targets included in each
functional and division balanced
scorecard for FY21

facilitates dedicated discussions each quarter and embeds ESG into
all relevant Board and sub-Board charters. ESG regularly features
on the Leadership Team’s agenda, and individual members of our
Leadership Team sponsor our ESG goals.

We have established a Sustainability working group to act as

custodians of our ESG strategy and to drive delivery of all related
activities and targets. Working closely with our established Purpose
Council, this will ensure our ESG strategy and our Purpose are fully

DECENT WORK AND
ECONOMIC GROWTH

o

2030 aspiration

integrated and mutually supportive.

Next year’s focus will be on embedding the new ESG operating
model and reporting such that our stakeholders can clearly
understand how ESG informs our decision making in everything

we do.

Variable remuneration linked to ESG progress

Short to medium term targets

Long-term incentives appropriately aligned to expanded ESG scorecard

by 2022

The Group has low levels of lending to carbon related assets at 0.1%

(2019: 0.1%) of the Group’s customer lending assets.

We are working to enhance both the way ESG is reflected in credit

risk policies and our disclosure of financial risks from climate change.

Financial risk from climate change determined and disclosed for physical

and transitional risk sectors by 2022

TCFD

TCFD focus area

We aim to provide affordability and transparency in everything we do,
while safeguarding customers’ data with advanced cyber security
and data protection measures.

Task Force on Climate-related Financial Disclosures (TCFD)
We remain committed to developing our disclosures in line with
the TCFD recommendations.

Key progress in FY20

Focus areas for FY21

Governance

Read more on pages 20, 110 and 178

Strategy

Read more on pages 16-18 and 178

Risk management
Read more on pages 18 and 179

Metrics and targets

Read more on pages 17-18, 20 and 110

Enhanced Board and Management committee ESG/
climate risk governance, including refreshed charters
and accountabilities.

Refreshed ESG strategy with new ‘big goals’ and
aspirations (shaped by UN PRBs), including two focused
on climate-related risks and opportunities, which are
aligned to the Group’s overall strategy and target material
areas of the balance sheet: mortgages and agriculture.

Continued to apply ESG Credit Policy and developed
sensitive sectors statement.

Analysis undertaken on Mortgages and business lending,
including initial flood risk and transition risk analysis.

Set stretching aspirations and initial short-to-medium
term targets for reduction in scope 1, 2 and 3 emissions
as well as growth in low-carbon opportunities.

Developed ESG balanced scorecard.

Included scope 1and 2 emissions in LTIP.

Regular Board and Leadership Team deep dives planned
on ESG, including climate-related risks and opportunities.

Report progress against UN PRB framework.

Expand dialogue with customers on climate-related risks
and opportunities.

Develop scenario analysis capabilities to inform future
strategy refreshes.

Expand sensitive sectors analysis to emerging sensitive
sectors.

Expand/develop the use of data and modelling to inform
credit decisions and the customer journey.

Develop road maps and interim milestones for moving
towards our 2030 aspirations.

Embed and expand ESG scorecards. Take part in
industry-led forum to advance our carbon accounting
and the setting of science-based targets.
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Vlanaging social and

environmental challenges

Latest ESG index scores and non-financial reporting

ESG index scores Non-financial reporting
MSCI BBEB As we develop more comprehensive disclosures in line with emerging
, : recommendations and principles, we aim to continue to comply
Sustainalytics 27.5 . R . . . . R .
with the Non-Financial Reporting requirements contained in sections
cop C 414CA and 414CB of the Companies Act 2006. The below table
DJSI 52/100 s to help stakeholders identify where they can find all relevant

non-financial information in this report and online.

We are committed to managing ESG across our business. The Group
has low exposure to sensitive sectors. This includes resources such
as coal, oil and gas and identification of restricted and high-risk
industries such as unregulated gambling activities, weapons subject
to treaties and conventions, or nuclear-related activities. Policies
will be reviewed in line with the continued development of our
sustainability activities.

Non-financial reporting information

Policies and standards

Reporting requirement which govern our approach Risk management and additional information
i Environmental Reporting Polic Being a force for good 16 to 21  Sustainabilit 110
Environmental porting Policy g 9 ele y Py
matters Sustainability Policy How we manage risk pg 22 to 27 Climate risk pg 178 to 179
Stakeholder engagement pg 6110 63
Colleagues Colleague Conduct Policy Delighted colleagues pg 11 People risk pg 177
Fit and Proper Policy Being a force for good pg 16 to 21 Corporate pg 54 to 64
Health and Safety Policy How we manage risk pg 22 to 27 governance report
Whistleblower Policy Stakeholder engagement  pg 61to 63 Whistleblowing pg 77
Physical and Personal Security Policy
Inclusion Policy
Human ri hts Modern Slavery Statement Modern Slavery Act pg 19 Regulatory & pg 170
9
Privacy and Data Protection Policy Corporate governance pg 54 to 64  compliance risk
Information Security Policy report Technology risk pg 174
Social matters Sustainability Policy Being a force for good pg 16 to 21 Corporate pg 54 to 64
Political Contact, Communications How we manage risk pg 22 to 27 governance report
and Donations Policy Stakeholder engagement pg 61to 63
Responsible Lending Policy
Sanctions and Embargo Policy
Anti-cor‘r‘u tion Anti-Bribery and Corruption Policy How we manage risk pg 22 to 27 Technology risk pg 174
P
and anti-br‘ibery Anti-Money Laundering and Counter  Risk Committee report pg 78 to 82 Financial crime risk pg 175
Terrorist Financing Policy
Preventing Fraud and Cyber Enabled
Crime Policy
Policy embeddin How we manage risk pg 22to 27 Risk report pg 111 to 180
Y 9
due diligence and outcomes
Description of pr‘incipal risks How we manage risk pg 22 to 27 Risk report pg 111 to 180
and impact of business activity
Description of the business model We are Virgin Money Pg2 How we Pg 141015
generate value
Non-financial |(ey per‘for‘mance indicators Our strategic priorities pg 8 to 13  Divisional reviews pg 28 to 33
Being a force for good pg 16 to 21  CFO review pg 34 to 44
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022 stretegic report How we manage risk
Remaining on
the front foot

Delivering industry-leading risk capability, and keeping
the bank safe, while adding value in the most efficient,
digitally enabled way for our customers and colleagues.

Q&A with Mark Thundercliffe
Group Chief Risk Officer

Q: How have you helped to support customers and

colleagues through the challenges of COVID-19?

A: We have supported a wide range of actions designed to

keep customers and colleagues safe during COVID-19. This
included supporting the delivery of government lending schemes
and other forms of relief, such as payment holidays. We also
adapted our risk management practices as necessary to the
changed environment, this included ensuring colleagues were
able to work from home safely and effectively.

We established and led a robust programme of oversight and
assurance, to ensure the Group provided appropriate assistance
to vulnerable customers, and managed the risks arising

from COVID-19 as effectively as possible.

Q: How has COVID-19 impacted your risk strategy?
A: While the Group’s risk strategy remains unchanged, it has
been refocused in light of the challenging economic environment.

The Risk Management Framework (RMF) has been refreshed
in line with the current risk environment to ensure it remains

fit for purpose, supports delivery of our new strategy, including
revised sustainability and growth targets, and establishes

a clear framework for escalating and reporting risks to the
delivery of the strategic plan.

The principal and emerging risk landscape has been reassessed,
resulting in the changes outlined overleaf, and reference to
climate risk and operational resilience has been enhanced to
reinforce the importance of sound management of these as they
grow in prominence.

The 2021 Risk Appetite Statement (RAS) has been tightened

in response to the challenging economic environment and
reassessed in light of the Group’s refreshed strategy. Changes
take into account the risk profile impacts of initiatives proposed.

Q: What have you been most proud of this year?
A: My team, my colleagues across the Group and our customers,
for tackling the difficult challenges we have all faced.

In addition, we have continued Risk’s transformation, optimising
our skills and resource base, while overseeing the planning

and execution of COVID-19 responses, and how those support
customers, including the vulnerable.

We have continued to develop our modelling capabilities,
which will support prudent and sustainable growth. We have
maintained an open dialogue with our regulators and continue
to support important projects, such as the establishment of

a comprehensive control framework in preparation for our
inaugural participation in ACS testing next year.
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Emerging risks

The Group considers an emerging risk to be any risk which has a
material unknown and unpredictable component, with the potential
to significantly impact the future performance of the Group. The
Group’s emerging risks are continually reassessed and reviewed
through a horizon scanning process, with escalation and reporting to
the Board. The horizon scanning process fully considers all relevant
internal and external factors, and is designed to capture those risks
which are current but have not yet fully crystallised, as well as those
which are expected to crystallise in future periods.

Emerging risks are allocated a status based on their expected impact
(from low to very high) and time to fully crystallise (from >12 months
to 3+ years), in line with the definitions outlined in the RMF, and are
subject to regular review across senior governance forums. This is
illustrated in the chart below, with the numbers referencing the
emerging risks overleaf.

Technology and cyber risk has been added as an emerging risk
reflecting the increasing reliance on digital solutions across the
Group. Technology risks which are known and already crystallising
are addressed separately, within the existing technology risk
framework. Competition is no longer classified as an emerging risk.
The assessment of competition risks arising in the normal course of
business is incorporated within the strategic and enterprise principal
risk framework. Climate risk has been retained as an emerging risk
to capture the inherently unknown and unpredictable elements.

Emerging risks

FINANCIAL Riskg

Low

Key

@ >12 months

@ 1-2 years
2-3 years

3 years +
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Change in year

1. Geo-political ?nd ) Pre-COVID™ Post-COVID
macroeconomic environment A A

The economic impacts of COVID-19 have yet to fully crystallise.
Although the duration and depth of the downturn is uncertain, risks
to credit and margin performance are expected, with significant
disruption to both supply and demand already occurring. Increasing
levels of unemployment could impact customers’ ability to repay
their lending.

The efficacy of monetary and fiscal policy, and the speed and ability
with which the UK can return to normal operating conditions, will
determine the overall economic impact for the UK and the Group.

Uncertainty remains over the future relationship between the UK
and the EU and whether trade deal negotiations can be completed
ahead of the transition period end date of 31 December 2020.

There is an increased possibility of a second Scottish independence
referendum, driven by a greater visibility of policy differences through
the COVID-19 response and ongoing Brexit negotiations.

Mitigating actions

The Group continues to monitor economic and political
developments, in light of the ongoing uncertainty, considering
potential consequences for its customers, products and operating
model, including its sources of funding.

The Group actively monitors its credit portfolios and undertakes
robust internal stress testing to identify sectors that may come
under stress as a result of an economic slowdown in the UK.

Mitigating actions

The Group continues to monitor emerging regulatory initiatives to
identify potential impacts on its business model and ensure it is well
placed to respond with effective regulatory change management.

The Group continues to work with regulators to ensure it meets
all regulatory obligations, with identified implications of upcoming
regulatory activity incorporated into the strategic planning cycle.

The Group has put multiple new policies in place to help ensure
COVID-19 related government, regulatory and Group customer
support arrangements are deployed correctly.

4. Technology and cyber risk

New emerging risk

Change in year
Pre-COVID Post-COVID

A A

2. Climate risk

There is significant uncertainty around the time horizon over which
climate risks will materialise as well as the exact way in which they
will occur.

Stakeholder expectations and regulatory attention could develop

at pace, impacting the lending activities of the Group. Sudden shifts
in sentiment, if not in line with the lending practices of the Group at
that time, could lead to increased scrutiny and reputational damage.

Mitigating actions

The Group continues to consider climate change in its RMF, in line
with its plan to align to regulatory expectations. Climate risks are also
considered by the Board in its review and challenge of the strategic
and financial plan and the Group’s Sustainability Strategy.

Change in year
3. RegU|atOPy and Pre-Cg(’)VIDy Post-COVID

governmental change > A

The suite of government support measures, introduced in reaction
to the economic pressures created by COVID-19, are complex

and nuanced. Any sudden or unexpected change to the rules

and regulations governing the measures could create material
disruption, requiring large-scale prioritisation decisions in a
fast-paced environment.

The longevity of temporary changes (e.g. cancellation of the 2020
ACS), or the possible requirement for lasting changes, is unknown
and may impact firms in the medium term.

Beyond COVID-19, there is continued evolution of the regulatory
landscape, and the requirement to respond to ongoing prudential
and conduct driven initiatives.

The Group continues to operate in a highly competitive environment,
with growth across a number of digital-only providers, and emerging
signs of participation from large technology companies. These
longer-term technological changes, coupled with the short-term
operational challenges caused by COVID-19, are impacting the way
in which customers access and use our products and services. This
increases demand on systems and people, and our requirement to be
flexible and responsive in a fast-paced, ever-changing environment.

Emerging risks around Cloud technology and Big Data are increasing,
and the fast-moving global cyber risk challenges, for example those
driven by large nation states, continue to impact the security and
protection of our customer data. The resilience of systems security,
payment and overall technology solutions is a focus of the regulator.

Mitigating actions

The potential impacts from new technologies, and from the changing
ways in which customers use the Group’s services, are continuously
risk assessed, with action pre-emptively taken to safeguard the
end-to-end resilience of critical processes.

The Group continues to invest in the security and resilience of its
infrastructure, in order to improve services and minimise the risk
of disruption to customers.

The Group has resilient continuity frameworks in place to support
activities in an open banking, digitally reliant market.

Principal risks and uncertainties

The Group’s principal risks could result in events or circumstances
that might threaten the Group’s business model, future performance,
solvency, liquidity and reputation. The principal risk categories remain
similar to those outlined in the Annual Report and Accounts 2019,
with changes relating to: the identification of model risk as a principal
risk and; the recognition of climate risk as a cross-cutting risk which
manifests through the existing principal risk framework.

An overview of the Group’s principal risks and mitigating actions
is set out overleaf, while further information on all of the Group’s
principal risks can be found on pages 119 to 177 of the Risk report.

Operational resilience

Operational resilience underpins the Group’s principal risks. It is
defined as the ability of the Group to protect and sustain its most
critical functions and underlying assets, while adapting to expected
or unexpected operational stress or disruption, and having the
capacity to recover from issues as and when they arise. Further
information can be found on p180 of the Risk report.

Climate risk

Climate risk is not a standalone principal risk but manifests through
existing principal risk types. The Group is exposed to physical,
transition and reputation risks arising from climate change.

Further information can be found on p178 of the Risk report.
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Remaining on the front foot

Principal risk
and description

Alignment to

strategic priorities

Mitigating actions

Credit risk

The risk of loss of principal or interest stemming from a

borrower’s failure to meet contractual obligations to the
Group in accordance with their agreed terms. Credit risk
manifests at both a portfolio and transactional level.

®Q

Change in year
Pre-COVID Post-COVID

A A

The Group applies detailed lending policies and standards which outline the
approach to lending, underwriting, concentration limits and product terms.
Credit risk is managed through risk appetite and risk limits reflected

in approved credit policy.

Ongoing monitoring and approval of individual transactions, regular asset
quality reviews and independent oversight of credit decisions and portfolios.
Portfolio monitoring techniques cover such areas as product, industry,
geographical concentrations and delinquency trends.

Stress test scenarios are regularly prepared to assess the adequacy of

the Group’s impairment provisions and the impact on RWAs and capital.

Financial risk

Financial risk includes capital risk, funding risk, liquidity
risk, market risk and pension risk, all of which have the
ability to impact the financial performance of the Group,
if managed improperly.

B

Change in year
Pre-COVID Post-COVID

> A

Funding and liquidity risk is managed in accordance with Board-approved
standards, including the annual Internal Liquidity Adequacy Assessment
Process (ILAAP) and strategic and contingency funding plans.

The Group completes an annual Internal Capital Adequacy Assessment
Process (ICAAP) which formally assesses the impact of severe, yet plausible,
stress events to ensure that the appropriate level and type of capital
underpins the strength of the balance sheet in both normal and stressed
conditions.

Board-approved risk appetite measures ensure funding and liquidity levels
are monitored and managed in accordance with regulatory requirements
and in support of the Group’s strategy.

Market risks (interest rate and foreign exchange risks) are monitored
and managed in line with established policies and allocation of capital.

Model risk

The potential for adverse consequences from decisions
based on incorrect or misused model outputs and reports.
Change in year

Pre-COVID Post-COVID

> A

The Group has a model risk policy framework in place to manage and mitigate
model risk, which encompasses the end to end model life cycle.

The model risk policy standard defines roles and responsibilities in terms

of model risk management.

A suitably qualified Independent Model Validation function conducts model
validations prior to model implementation, both when a model is changed

and on a periodic basis.

Regulatory and compliance risk

The risk of failing to comply with relevant laws and
regulatory requirements, not keeping regulators informed
of relevant issues, not responding effectively to
information requests (IRs), not meeting regulatory
deadlines or obstructing the regulator.

Change in year
Pre-COVID Post-COVID

> A

Clearly defined regulatory and compliance policy statements and standards
are in place, supporting both regulatory and customer expectations.

There is ongoing proactive and coordinated engagement with key regulators.
Formal monitoring of compliance is managed through focused oversight,
regular reporting to the Board Risk Committee and ongoing dialogue

with regulators.

Conduct risk

The risk of undertaking business in a way that is contrary
to the interests of customers, resulting in inappropriate
customer outcomes or detriment, regulatory censure,
redress costs and/or reputational damage.

Change in year
Pre-COVID Post-COVID

> A

The Group has an overarching conduct risk framework, with clearly defined
policy statements and standards.

There is ongoing reporting and development of conduct risk appetite
measures to the Executive Risk Committee and the Board.

The Group continually assesses evolving conduct regulations, customer
expectations, and product and proposition development.

A risk-based assurance framework is in place which monitors compliance
with regulation and assesses customer outcomes.
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Discipline and
sustainability

Key — Group strategic priorities

Super straightforward Delighted customers
efficiency and colleagues

COVID-19

Pioneering
growth

Future focus

Impacts

« Although the impacts on the Group’s retail and business credit portfolios
are yet to fully manifest, it is clear that credit risk remains heightened,
with levels of defaults expected to increase over time, particularly once
government support schemes come to an end.

Actions

» The Group has participated in all regulatory and government support
schemes with a priority focus on supporting its existing customers through
COVID-19. Capital repayment holidays, interest free overdrafts (for retail
customers) and extensions of credit, as well as other flexible supporting
measures, continue to be provided and monitored.

« Policies, risk appetite, credit decisioning and supporting frameworks have
been rebased, reviewed and updated to reflect the changing environment
and risk profiles.

The Group remains focused on continued and timely support for customers,
scanning the horizon and ensuring there is focus on expected events and
outcomes given the ever-changing external environment.

Group Credit Risk will put in place all necessary measures to ensure readiness
for the expected economic downturn and consequent customer support.

Impacts

« Changing trends in customers’ use of deposits, particularly among
businesses, and the impacts of loan payment holidays across mortgage,
credit card and unsecured loan portfolios, have affected capital, liquidity
and funding forecasting.

« The possibility of low or even negative interest rates.

Actions

« Additional monitoring and controls over capital, funding and liquidity risks
resulting from COVID-19 have been put in place. The Group has early
visibility of movements in RWA or potential impacts to capital from higher
credit losses and stands ready to take a range of management actions.

« The introduction of the Bank of England’s (BoEs) Term Funding Scheme with

additional incentives for SMEs (TFSME) provides an alternative source of
funding to wholesale markets and is included in the Group’s funding plans.

Our focus will be on managing the balance sheet through the challenging
economic environment created by the fallout from COVID-19, as well as
managing any uncertainty created by the UK’s exit from the EU. This is
combined with an ongoing landscape of regulatory change.

Following the cancellation of the 2020 BoE ACS exercise, we will support and
oversee preparations for the Group’s first ACS participation in 2021 and also
have significant involvement in assurance work for the Group’s Resolvability
Assessment Framework.

A sustained period of low or even negative interest rates will create the
potential for both adverse operational impacts and for increased pressure
on margins. There will be ongoing focus on how to mitigate these effects.

Impacts

« The uncertain economic environment has affected all model components
including input data, default markers, outputs, model accuracy and
performance.

« The rapid application of COVID-19 model adjustments has increased the
risk that particular implementations contain errors or unexpected outcomes.

Actions

» Model risk oversight remain actively engaged with model owners, carrying
out pre-emptive model assessments to recognise and address key model
risks and help validate COVID-19 driven adjustments or recalibrations.
Further oversight is provided by the Model Governance Committee.

Model risk management will continue to grow in sophistication and experience
in the year ahead. Our oversight processes will be focused where model
improvement and model risk mitigation add greatest value.

The Model Risk Oversight team continue to develop understanding of

the Group’s model portfolio and will continue to closely manage areas of
greatest risk. We expect improved understanding of capital and provisioning
impacts to model risk, and a stronger connection with operational risk.

Impacts

» The Group has deployed multiple new policies and processes to implement
government, regulatory and central bank COVID-19 support measures.
Additional regulatory and compliance risks are associated with adherence
to both COVID-19 specific regulatory guidance and with existing regulation.

Actions

» Additional risk assessments, governance processes and assurance activities
have been deployed across the Group to ensure compliance with existing
regulation and COVID-19 specific regulatory guidance.

The Group recognises, and will continue to respond to, regulatory change
and associated requirements for systems and processes across the banking
industry as a whole. It will seek to comply with all regulations as they evolve,
and as customer expectations continue to develop.

The Group will continue its implementations of major regulatory changes,
including transition from London Interbank Offered Rate (LIBOR) and Payment
Services Directive 2 (PSD2).

Impacts

« Decisions are being made at pace in order to protect and support customers.

There is the potential of failing to achieve good customer outcomes in
this environment and in the future, as relief schemes come to an end.
Furthermore, there is an increased risk of failure to recognise and
appropriately manage financial difficulties or vulnerabilities.

Actions

- Additional monitoring and controls are in place to mitigate conduct risks
arising from the execution of new policies and processes deployed in
response to COVID-19.

The Group remains focused on seeking to ensure that customers remain
supported and that current and future customer products and services meet
conduct standards and regulators’ expectations.

Development will continue in the Group’s capabilities to support customers
through COVID-19 and vulnerable customer groups more generally, and in
response to Financial Conduct Authority (FCA) guidance.
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Remaining on the front foot

Principal risk
and description

Alignment to

strategic priorities

Mitigating actions

Operational risk

The risk of loss resulting from inadequate or failed internal
processes, people and systems or from external events.

B

Change in year
Pre-COVID Post-COVID

> A

The Group has an established operational risk framework to identify,
manage and mitigate operational risks.

Internal and external loss events are categorised using Basel Il risk categories
to ensure consistent assessment, monitoring and reporting of risks and
events, including themes and remediation action required to prevent
reoccurrence.

The Group undertakes regular, forward-looking scenario analysis to gain
insight into the stresses the business could be subject to in the event
of operational risk events materialising.

A framework is in place to ensure risks from individual changes are
managed effectively, in line with the Group’s risk appetite, with appropriate
second-line oversight.

Technology risk

The risk of loss resulting from inadequate or failed
information technology processes. Technology risk
includes cyber security, IT resilience, information security,
data risk and payment risk.

®Q

Change in year
Pre-COVID Post-COVID

> A

The Group has a data management framework governing the creation,
storage, distribution, usage and retirement of data.

The payment risk framework outlines key scheme rules, regulations and
compliance requirements to ensure that payment risk is managed within
appetite.

The Board-approved security strategy focuses on the management of cyber
risk, exposure and manipulation of confidential data and identity and access
management.

These risks are managed by a number of controls that align to the industry
recognised National Institute of Standards and Technology (NIST) Framework.

IT resilience is addressed by a programme of continuous monitoring over the
currency of technology estate and disaster recovery. Furthermore, critical end
to end business recovery and contingency plans are maintained and tested.

Financial crime risk

The risk that the Group’s products and services will
be used to facilitate financial crime against the Group,
its customers or third parties. This includes money
laundering, counter terrorist financing, sanctions,
fraud and bribery and corruption.

®Q

Change in year
Pre-COVID Post-COVID

> A

The Group has an established and evolving financial crime framework
providing transparency and structure against which to develop and maintain
consistency of approach to identify, manage and mitigate financial crime risk.

The Group continues to monitor existing, new and emerging risks and threats
as a result of new laws and regulations, industry trends and economic and
environment factors.

The Group operates a framework of risk-based systems and controls to
minimise the extent to which its products and services can be used to commit
or be subject to financial crime. Regular investments are made into the
maintenance of these systems and ensure compliance.

Regular oversight of financial crime controls is undertaken to ensure they
remain effective and in line with Board-approved risk appetite.

Strategic and enterprise risk

The risk of significant loss of earnings or damage arising
from decisions or actions that impact the long-term
interests of the Group’s stakeholders or from an inability
to adapt to external developments, including potential
execution risk as a result of transformation activity.

®Q

Change in year
Pre-COVID Post-COVID

> A

Strategic and enterprise risk is addressed through the Board-approved five
year Strategic and Financial Plan, refreshed during the year to incorporate
and address the impacts of COVID-19.

The Group considers strategic and enterprise risk as part of ongoing risk
reporting and the management of identified strategic risks is allocated to
members of the Group’s Leadership Team by the CEO.

The Group continues to develop and embed its sustainability agenda in
managing environmental, climate, social and governance related risks.

Regular oversight activity with work streams focused solely on the execution
risk of delivering integration, placing customers’ interest at the centre of all
aspects of change.

People risk

The risk of not having sufficiently skilled and motivated
colleagues, who are clear on their responsibilities and
accountabilities and behave in an ethical way.

&)

Change in year
Pre-COVID Post-COVID

> A

Roles, responsibilities and performance expectations are defined in role
profiles and expanded through objective setting and ongoing performance
management. The Group’s cultural framework has a clearly defined Purpose,
with Values and Behaviours that form the foundation of the performance
management framework.

The quality and continuity of the Group’s leadership is reviewed and assessed
through succession planning and talent management activity.
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COVID-19

Future focus

Impacts

« Increased remote working, the implementation of new processes and
pressure on customer support areas arising from changing customer
needs all have the potential to increase the Group’s operational risk profile,
which could lead to increased errors or delays and subsequent loss.

Actions

« The Group has undertaken ongoing risk assessments for changes to
processes and controls made in response to COVID-19, including remote
working. Policy exceptions are tracked and additional controls implemented.

The level and pace of planned change will require continued executive
and risk management focus to ensure operational risk stays within appetite.

There will be a need for strong supplier management to safeguard the
provision, enablement and delivery of critical processes through third parties.

Impacts

« Anincreased risk of cyber attacks, due to phishing emails which use a
COVID-19 theme, and breaches could have legal, regulatory or privacy
implications.

» Reliance on the availability of digital banking and remote network access
has increased with solutions implemented to address system constraints
and safeguard our connections.

Actions

» Additional fraud monitoring is in place and temporary process changes
are being continually risk assessed. There continues to be enhanced focus
on supplier service level agreements and contingency plans.

« A significant amount of work has been undertaken to enable and improve
homeworking conditions. System monitoring, incident management and
escalation processes are in place with regular oversight performed.

Ongoing investment in existing platforms across both heritage technology
estates will be a key area of focus, in order to maintain resilience until
duplication of systems and data centres is removed.

The ability to deliver digital enhancements and growth through online
channels will come into focus as we strive to bring innovation and disruption
to the banking sector.

Impacts

« New policies and processes implemented in response to government,
regulatory and central bank relief measures introduce additional fraud and
financial crime risks. Support measures have been deployed at speed and
there has been an enforced relaxation of certain controls. There is a risk
that criminals may take advantage of customer and organisational
vulnerabilities created by COVID-19.

Actions

« Additional risk assessments, governance processes and assurance activity
has been deployed across the Group to ensure the ongoing balance
between customer impacts and support and maintaining fraud loss within
risk appetite.

The Group will continue to develop its capabilities to mitigate financial crime
in an external environment where threats continue to evolve and increase.

Investment will continue in the Group’s anti-money laundering (AML) systems
platforms and fraud prevention capabilities supporting customers.

Impacts

» COVID-19 has increased the pace of change and unpredictability within
the external environment, including in relation to economic conditions,
regulation, and culture. There is a risk that the Strategic and Financial Plan
does not adequately reflect these changes, or that we respond ineffectively
to the cultural and societal changes it has brought about.

Actions
« The Strategic and Financial Plan is being refreshed to respond to the
COVID-19 impacts experienced as well as those predicted.

« The RMF has been refreshed in line with the new strategy and current
risk environment, to ensure it remains fit for purpose now, and in FY21.

« The FY21 RAS measures have been prepared alongside the finalisation
of the plan, accounting for the risk profile impacts of the initiatives
being proposed.

The Strategic and Financial Plan retains a focus on optimising the Group’s
efficiency, with emphasis on supporting the change governance framework,
to deliver positive outcomes for our customers.

The Group will continue to manage risks associated with COVID-19 and
stands ready to execute further customer support arrangements if required.
Information on how the Group has changed its strategic priorities in light

of COVID-19 can be found on pages 6 and 7.

Impacts

« Anincreased risk of colleague illness and absence, in addition to longer-
term well-being risks, such as mental health impacts, may arise from the
tighter restrictions introduced to curb the spread of COVID-19. These
factors could increase pressure and reduce skills availability in key areas.

Actions

» The Group follows government advice with colleagues working from home
where possible, and social distancing and additional cleaning measures
in place to support key workers based in offices and branches. Vulnerable
colleagues are being given additional support from our healthcare provider.

Focus will remain on potential health, safety and well-being impacts
of working environments implemented in response to COVID-19.

Embedding the Group’s Purpose continues to be a priority as it leads to
better customer service, greater colleague engagement, higher standards
of conduct and enhanced business performance.

The Group’s Remuneration Committee continues to explore remuneration
design to balance incentivisation and motivation with appropriate risk
management.
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O 2 8 Strategic report Review of Mortgages division
Viortgages — strengthening
our customer relationships

Our ambition is to simplify mortgages

to make consumers'’ lives betten.

2020
Progress

2020
Progress

2020
Progress

Digitise the customer
experience

We have continued to invest in the digitisation
of the customer and broker experience.
During 2020, we delivered Application
Programming interface (API) connectivity

to Lendex’s intermediary sourcing system,
removing the need to re-key data thereby
improving efficiency for our broker partners
and us.

Moving forward, we will implement a new digital
front-end platform that integrates our heritage
brands, improves the experience and delivers
cost efficiencies.

A phased roll-out begins in 2021.

Maximise relationships to
create brand advocates

In August, we launched our unique and
innovative Home Buying Coach app. Primarily
aimed at first-time buyers, it gives customers
insight, information and support at each
stage of the home buying process.

The app features a mix of tools, calculators and
content to help customers make buying a new
home a happier and more enjoyable experience.
The app has been well received by customers
with over 10,000 downloads since launch.

Optimise the division for value

We have made significant progress to optimise
the business in 2020, including centralising

the provision of mortgage advice into three
centres of excellence, enabling our intermediary
business development managers to sell and
support across each of our heritage brands

and propositions.

The full optimisation of the division, and
subsequent realisation of efficiencies, will be
enabled by our new digital front-end platform
that will deliver full integration of our heritages.
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Q&A with Hugh Chater
Group Mortgages Director

Q: How have you supported mortgage customers

through the challenges of COVID-19?

A: At a time of great uncertainty, we recognised the need to
support our customers and colleagues through the pandemic.
We proactively and rapidly implemented flexible and remote
working. This safeguarded service levels for customers, while
allowing us to focus resource where it was most needed.

For our existing customers, we built an end-to-end digital
solution for payment holiday requests at short notice. This made
it simple and straightforward to apply. We were successful in
helping c.67k existing customers arrange their payment holiday.

For new customers we harnessed technology to allow more
valuations to take place remotely. This has kept transactions
moving for customers and brokers, while also keeping our
customers, colleagues and the bank safe.

Q: How has COVID-19 impacted your divisional strategy?

A: The pandemic has given us additional confirmation that
our strategy to digitise and improve efficiency is the right one.
We have seen a significant shift in wider consumer behaviour
with a greater willingness to transact online. The mortgage
market is ripe for disruption and we are now taking steps to
accelerate delivery of our plans.

This year we have continued to press ahead with a number

of key strategic initiatives despite the impacts of the pandemic.
Our broker API connectivity and innovative Home Buying Coach
app are now live and demonstrate our commitment to improving
the experience for our customers.

Q: What have you been most proud of delivering this year?

A: Firstly, protecting and supporting our customers and
colleagues at a time of concern, by remaining open for business,
supporting customer needs and protecting service levels.

I'm also proud of our ability to design and deliver significant
change at pace, and in a matter of days when needed. We have
reacted and risen to new challenges, and at the same time been
able to continue delivering on our strategic goals.

Q: What are your key priorities for 2021?
A: We will continue to provide our customers and colleagues
with the support they need through the ongoing pandemic.

We will also accelerate delivery of our digital capabilities by
expanding APl connectivity, enhancing our Home Buying Coach
and commencing the phased roll-out of our new digital front-end.

The team and | will remain unwavering in our drive to deliver
on our Purpose of ‘Making you happier about money:
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Market context

It has been an unprecedented year with significant market-wide
disruption as a result of the pandemic. However, we have seen a
period of recovery post-lockdown, driven by a strong home purchase
market and stamp duty incentives. These elements have supported
continued single digit house price growth.

Market gross lending for the year was £240bn, only 10% lower than
the previous period with most transactions over lockdown simply
delayed rather than lost.

The product transfer market continued to grow in 2020, increasing
by ¢.3% year-on-year. There has been sustained activity and demand
as lenders and brokers continue the trend of supporting existing
customers. This has supported overall growth in mortgage market
stock by ¢.3% on the previous year, which is in line with long-run
growth rates.

Within the market, intensive price competition continued in the
first half of the year. As the pandemic has evolved, lenders have
tended to focus on servicing existing customers due to operational
processing capacity constraints, with margins widening across the
market as demand for mortgages has outstripped lender supply.

Our performance

In line with our plan to optimise for value, we targeted lower gross
lending and a small reduction in our stock share of ¢.4%. We have
maintained a strong retention performance with over £9bn of
balances successfully retained, including 72% of balances maturing
from a fixed or tracker rate product.

Intermediary partners remain central to our strategy and continued
to account for 85% of new applications. Product transfers transacted
through brokers increased to 44% (2019: 35%).

Taking a lower share of overall new volumes allowed us to focus on
segments with relatively higher margins and risk-adjusted returns,
while remaining within our risk appetite. Given the turnover within our
book, the historical margin compression between existing mortgages
and new mortgages is now also largely behind us.

Government support and payment holidays have mitigated the

initial impacts of the pandemic on customer arrears and asset quality.
Our low-risk portfolio, largely written under post Mortgage Market
Review rules, continues to perform well and we have plans in place
to continue to support customers if required. Payment holiday
experience to date has been benign — we granted payment holidays
to 20% of customers (by balance), but 98% of those who have
matured from their payment holiday have returned to payments,

with only 2% requiring further assistance so far.

Outlook

Given the ongoing economic and market uncertainty, in our view,
the health of the mortgage market in 2021 rests on three key
dynamics: the speed of recovery from the pandemic; the scale of
unemployment; and the extent to which Brexit arrangements impact
on the economy.

We expect market activity in the year to be weighted to the first half
due to the expected removal in March of current short-term factors
supporting the market including the stamp duty relief, pent-up
demand post lockdown and the end of the current Help To Buy
scheme.

Clearly an increase in unemployment is likely to drive a deterioration
in market-wide asset quality, but we have increased our capacity to
ensure we provide suitable support to those customers in financial
difficulties when they need it.

We expect spreads to perform strongly during the first half of 2021,
as a combination of low swap rates and customer demand see
lenders maintain higher pricing to manage volumes. However,

we expect demand and pricing to reduce in the second half as

the stamp duty changes unwind and operational capacity returns.
We will retain our focus on value and quality rather than growth.

Lastly, we recognise the imperative of providing an exceptional
digital experience that satisfies the expectations of consumers and
our broker partners. Our continuing digital transformation will enable
us to build towards this strategic aim.

Our Mortgage division KPIs
Group Strategic Priority  Our KPI? Target 2019 2020 Commentary
Pioneering Mortgage stock fo) 0, 0, Gross new lending of £7.2bn (2019: £10.5bn) was lower
@ growth market share C'4 %o 4'2 /0 4'0 /o due to the Impact of COVID-19 and our ongoing strategy
medium term of managing for value, with a 72% retention rate on maturing
balances (2019: 74%).
Mortgage o) 0, 0, Mortgages share of the Group’s balance sheet reduced
share of C'75 7o 82 /o 81 /o slightly as the mortgage book reduced 3% due to our focus
balance sheet ~medium term on managing for value and the second half COVID-19
market impacts.
Delighted Virgin Money >450/0 — 440/0 We have adopted this new besp_oke Smile custom/er service
customers customer measure to align more closely with our Purpose of ‘Making
and colleagues  Smile score over medium New metric you happier about money, allowing us to track outcomes
term created in 2020 and delivery of our Purpose more accurately.
Super Direct o) o) 0, Small decline during 2020 due to the significant branch
straightforward  applications 25 /0 16 /0 15 /0 closure programme undertaken. Expect to drive a significant
efficiency of total of total of total increase over time by leveraging our new digital proposition.
Discipline and Mortgage Support Group  Net cost Net cost Cost of risk is elevated due to the significant IFRS 9
sustainability cost of risk net cost of risk  of risk of risk impairment provisions taken in 2020 reflecting the Group’s
KPI to be prudent application of more conservative economic scenarios
reviewed 1bp 16bpS and weightings, supplemented with expert judgement

overlays, providing Mortgage provision coverage of 23bps.
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Personal — supporting

our customers

Our strategy is focused on transforming our relationship
proposition, enhancing the customer experience and

deepening our customer relationships.

2020
Progress

2020
Progress

2020
Progress

Transform our
relationship proposition

We significantly strengthened our proposition
with the launch of the Virgin Money PCA,

an “Outstanding”-rated digital current account
with a range of money management tools and
attractive interest rates. We also launched ‘M’
our market leading basic bank account, which
comes with digital budgeting and savings tools
to help our customers develop greater financial
resilience. Both accounts have been strongly
featured in industry best buy coverage. We
successfully completed the re-branding of our
credit card and loan application journeys, with
all new business now written as Virgin Money.

Enhance the
customer experience

We put an enormous focus on supporting
customers through COVID-19, where the
success of that effort was reflected in improved
customer satisfaction scores. Our new digitally-
focused product offerings and enhanced mobile
apps provided existing customers with new
routes to access support during the pandemic.
We continue to develop our digital offering for
new customers, through improved onboarding
and servicing capabilities.

Deepen our customer
relationships

During 2020, we have continued to develop

our relationship propositions and have seen a
significant growth in relationship deposits during
the period. We recognise that customers have
been holding higher savings buffers through the
pandemic and we would not expect this year’s
rate of growth to be maintained. However, over
time, we see scope to deepen the customer
relationship by continuing to offer customers
considerably better value than high-street peers
and building on our partnership opportunities.
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Q&A with Fergus Murphy
Group Personal Banking Director

Q: How have you supported Personal customers through

the challenges of COVID-19?

A: We launched brand-new digital processes quickly to provide
¢.58k payment holidays and have been proactive in supporting
our most vulnerable customers. We maintained branch opening
hours beyond our high street peers and the provision of an £500
interest free overdraft buffer subsequently became mandated
by the FCA as an industry-wide requirement. We will continue
to provide assistance to the small proportion of customers that
currently need it, while remaining ready to extend further
support, should the economic environment deteriorate.

Q: How has COVID-19 impacted on your divisional strategy?
A: We reprioritised our investment plans to facilitate acceleration
of our digital and online capabilities to provide the best possible
support to our customers. The increased digital adoption we
have subsequently seen during the pandemic is complementary
to our existing, digital-led strategy. We’'ve made great progress
in continuing to launch new Virgin Money products and
propositions all developed and delivered through remote
working. Customers have behaved rationally — saving more
where they can and paying down debt —and this has reduced
demand for new lending. However, our credit card, personal loan
and relationship deposit propositions give us a great platform

to grow as the macro-economic environment recovers.

Q: What have you been most proud of delivering this year?
A: Our teams passion to do the right thing for our customers
has been inspiring, and | think that will enhance our reputation
in the long run. Maintaining branch availability, coupled with
excellent contact centre support and our brilliant Red Team as
a resource for customers drove increased advocacy. The new
PCA propositions really showcase who we are, and how we
wish to treat customers — that is, better than other high-street
banks. The ‘M" account is the first basic bank account to offer
the latest cutting-edge money management features to this
under-provided customer segment — a real highlight of this year.

Q: What are your key priorities for 2021?

A: Our priority remains looking after customers affected by the
pandemic who need our support. Beyond that, I'm really excited
by the opportunities our PCA propositions give us to attract new
customers and optimise our deposit mix. On the lending side,
there are great opportunities to take market share prudently —
by continuing to digitally originate high credit quality customers
via compelling propositions. Finally, we want to drive higher
digital adoption and increase overall customer satisfaction

as we develop our offering and build on this year’s good work
transforming, enhancing and deepening customer relationships.
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Market context

The personal deposits market has grown c¢.10% over the past
twelve months (2019: ¢.4%), with growth biased to the second half
impacted by a range of COVID-19 factors. Following BoE base rate
reductions, we have seen competitors reprice deposits, with larger
peers reaching near the 0% interest rate floor on several products.

Customers markedly reduced spending on credit cards during
lockdown and peers also tightened risk appetite by reducing product
availability and increasing pricing, including shorter promotional
durations. Customer spending has since partly recovered and market
growth resumed in July. Given the macroeconomic outlook and
restrictions on a range of spending (including travel and hospitality),
customer spending patterns changed which reduced lending growth.

The ‘high cost of credit review’ alongside the economic impacts

of the pandemic has significantly altered the dynamics of overdraft
pricing and customer behaviour. While many peers have APRs around
40% as standard, the majority of our customers pay 19.9% and our
provision of a £500 interest free buffer for those impacted by
COVID-19 subsequently became the FCAs expectation for all firms.

Our performance

The Personal division delivered positive operating performance and
continued momentum against our strategy in 2020. We supported
46k credit card customers and 12k personal loan customers through
payment holidays, with >90% of those customers who have matured
from their payment holiday returning to payments.

We have also seen a significant 16% growth in lower cost relationship
deposits due to customer pandemic savings and we continued to
optimise pricing within our term deposit portfolio as we optimise mix.

Our Personal division KPlIs

In personal lending our focus on high quality customers and

balance transfer lending has served us well. Balance transfer lending
provides greater stability in customer balances than revolving credit,
with our cards balances up 3.8% over the year, ahead of the market.
We have, however, actively tightened underwriting and reduced

our promotional interest-free periods, improving profitability of our
lending, despite lower income from customer spending.

We also launched the VM personal loan, driving a 30% increase in
applications, but as with credit cards, we have carefully tightened
our underwriting to ensure asset quality remains amongst the
strongest in our peer group. Our partnership with Salary Finance is
also progressing well, providing an important source of affordable
credit and financial empowerment for credit-worthy borrowers who
would not always be able to access mainstream lending.

Outlook

In personal lending, while customer demand may dip as the economy
worsens, we will continue to focus on higher credit quality customers
looking to manage their finances prudently and sustainably.

In deposits, the significant growth in excess of our funding
requirements in 2020 provides the opportunity to focus on optimising
the portfolio while using the Virgin Money PCA to attract new
customers at a lower cost of funds over time.

Although we delayed some initiatives in 2020, we did accelerate

our digital agenda. This provides the platform to leverage the strong

Virgin Money brand and full suite of products, with marketing activity
to recommence. We'll continue transforming our digital proposition to
enhance the experience in line with evolving customer expectations.

Group Strategic Priority  Our KPI? Target 2019 2020 Commentary

Pioneering Growth in High single- 5 50/0 ’]60/0 COVID-19 has led to consumers saving more in current

growth Personal digit CAGR over ° accounts and linked savings under lockdown, which
relationship medium term significantly boosted growth in relationship deposits in the
deposits period, but we expect this will be partially utilised in 2021.
Personal [o) 0, o) Balances increased 16% to £9.4bn reflecting customer
Current 0'3'5 /0 2'4 /o 2'3 /o savings under lockdown, but market share is broadly stable
Account medium term reflecting our focus on existing customers during the

market share

pandemic and the temporary pausing of our Virgin Money
rebrand activity and delays to new proposition launches.

Personal
share of
balance sheet

cl10% 7%

medium term

The Personal share of the Group’s balance sheet remained
stable reflecting muted demand for unsecured lending
during the period due to the impact of COVID-19.

7%

Delighted CMA personal
customers service quality Top 3 9th YB
and colleagues  rankings medium term

12th CB

Oth

Virgin Money

We now participate under the Virgin Money brand with

our new PCA proposition. Our Red Team and ‘Money on
Your Mind’ initiatives have also improved our proposition to
customers. This year, the neo-banks are also now included
in the rankings and went straight into the top 2 rankings;
as such relative to last year we have improved our position.

Super
straightforward
efficiency

Digital adoption

>75%

medium term

5%

56%

Our digital adoption increased 5%pts in the period reflecting
the ongoing investment in our digital proposition and the
impact of COVID-19 on customers’ digital usage.

Virgin Money >750/0 —_ 540/0 We have adopted this new bespoke ‘Smile’ customfer sgrvice
customer measure to align more closely with our Purpose of ‘Making
Smile score medium term New metric you happier about money’ allowing us to track outcomes
created in 2020 and delivery of our Purpose more accurately.
Discipline and Personal Support Group  Net cost Net cost Cost of risk is elevated due to the significant IFRS 9
sustainability cost of risk net cost of risk  of risk of risk impairment provisions taken in 2020 reflecting the Group’s
KPI to be prudent application of more conservative economic scenarios
reviewed 271 bpS 423 bpS and weightings, supplemented with expert judgement

overlays, providing Personal provision coverage of 591bps.
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Business — providing
support to businesses

Our strategy is focused on expanding our business relationship
model nationally, including launching Virgin Money for business
customers with an enhanced customer experience.

2020
Progress

2020
Progress

2020
Progress

Expand our relationship
proposition nationally

Our participation in government-backed
lending schemes has seen our business lending

customer base double as we support customers

across the UK. While responding to COVID-19
has been our key focus during the second half,
we continued to prepare for our planned
expansion into new sectors and geographies.
Before the pandemic, we saw strong organic
loan growth and added a good share of

new RBS switchers, helping us further expand
our customer base outside of our former
regional heartlands.

Launch Virgin Money
for business customers

Given the need to focus on supporting our
existing customers through the pandemic,
we paused the launch of the Virgin Money
brand into the business market and our new
BCA. In 2021, we will progress both, rapidly
rebranding Clydesdale and Yorkshire Banks
to Virgin Money and, providing a single, new
brand with a clear position in the UK business
banking market and differentiated
relationship-driven proposition.

Enhance the customer
experience

We have continued to enhance our digital
Business Internet Banking offering, including
new payment functionality such as International
Funds Transfers. We have now migrated c.12k
customers to our new and enhanced platform
and all of our customers will be migrated by
January 2021. Our recent award of £35m of
Banking Competition Remedies (BCR) CIF
investment will allow us to further enhance
and accelerate the delivery of an innovative
digital Business banking platform in 2021.
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Q&A with Gavin Opperman
Group Business Banking Director

Q: How have you supported Business customers

through the challenges of COVID-19?

A: COVID-19 has impacted most of our customers in some way.
90% of our staff engage directly with customers, and that is our
culture — to engage and talk directly with customers every single
day. Our purpose of ‘Making you happier about money’ was
clearly demonstrated in the hard work and energy we brought
to those conversations and the way we supported customers
through capital repayment holidays and the rapid deployment

of the government-guaranteed loan schemes.

Our relationship-banking model and our sector specialisms
helped us respond — our close links to customers, combined
with a real appreciation of their businesses, allowed us to very
quickly and accurately gauge business stress levels as the
pandemic struck, and then adapt our approach sector by sector.

Q: How has COVID-19 impacted on your divisional strategy?
A: After our strong performance in the first half, the second half
of the year was necessarily more focused on existing customers,
with our teams pivoting to work where customer need was
greatest, regardless of their regular role. As events have settled,
we've remained alive to opportunities arising from the rapid
evolution of business models we've seen in some sectors.

But it also meant that we've delayed some of our strategic plans
—the launch of the Virgin Money brand into the business market
and our new BCA proposition — as we focused our people and
resources on supporting customers. Equally we've established
new customer relationships through government-backed
borrowing and seen deposit balances rise. We'll need to work
out the implications of those dynamics and the potential for
some unwinding of lending and deposits during 2021.

Q: What have you been most proud of delivering this year?
A: This year, I've been immensely proud of the effort that

the team put in to supporting our loyal customers when they
needed us most. For instance, in just 10 days we launched a
new product with a new digital journey, end-to-end fulfilment
capability and all of the legal documents to be ready to go live
on the Day-1 launch of each government lending scheme.

Q: What are your key priorities for 2021

A: First, continue to support our customers — both through
provision of facilities and further tech enablement — regardless
of whether that's to handle further headwinds or to help them
recover. Second, rebrand our Clydesdale and Yorkshire business
banks to Virgin Money. Third, make progress in building new
capabilities, funded by the recent £35m CIF funding award, that
will support us to really shake up the UK’s SME banking market.
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Market context

After a relatively benign first half from a market perspective,

where businesses benefited from a degree of apparent certainty
around Brexit following the UK general election, the pandemic
created significant disruption across the economy in the second half.
Sectors across the market have been impacted to different degrees,
with agriculture and technology businesses seeing limited disruption,
while shutdowns impacted sectors such as hospitality and retail.

Government support for business’ cash flows was swift and
welcome, with unprecedented levels of lending support provided

to our target SME segment of the market. As the pandemic unwinds
this is likely to mean a significant reduction in ongoing lending.

This injection of liquidity has resulted in higher cash reserves held
in deposits by customers, with businesses storing surplus funds in
business accounts. Brexit uncertainty also resumed as negotiations
with the EU hardened, and while final outcomes are unclear, this is
another potential risk for businesses to contend with.

2020 performance

During 2020, Business divisional lending grew by 14% to £8.9bn
while deposits grew by 25% to £14.1bn. During the first half,

the division made good progress against our strategy and growth
targets, but the pandemic changed our operational dynamics in H2.
Our participation in the government-guaranteed lending schemes,
BBLS/CBILS/CLBILS, saw us lend £1.2bn to customers, many of
whom previously only had a savings relationship with us. As would
be expected, customers who borrowed through these schemes held
that cash in the deposit facilities we provide them to pre-fund any
potential future cash flow strain. While lending under the government
schemes was marked relative to our BAU loan book, we took lower
than our natural share of lending against the schemes — which we
believe reinforces the cash flow resilience of our sectoral approach.

Further, we supported our customers by providing access to capital
repayment holidays at pace, in addition to providing bespoke advice

Our Business division KPIs

via our specialist relationship managers. Despite the substitution of
BAU demand with government scheme lending in H2, we maintained
our market presence where we continued to see demand.

Specific impairments have to date been limited, reflecting the holistic
support that has been provided to customers by ourselves and the
government stimulus. Our portfolio is defensively positioned, in terms
of both recurring revenues and collateralisation, plus we have limited
exposures to sectors such as travel, hospitality, airlines, oil & gas.
This has supported asset quality and specific provisioning to date.

Outlook

The outlook for businesses — and the wider economy - remains
highly uncertain. The support to date has mitigated the immediate
impact of the stress on our customers, but as that support unwinds
and with potential adverse Brexit impacts also to come, the economy
is expected to deteriorate in 2021 with an increase in credit losses.

Given the strong growth in government scheme lending, we expect
business lending demand to be very muted in 2021. The dynamics of
how businesses manage the additional debt, particularly as interest
becomes payable on BBLS is hard to predict; some well-performing
businesses may simply repay loans, others will need to service the
payments, others will default. This will also impact the liabilities side
of the balance sheet, as businesses potentially begin to use liquidity.

From an asset quality perspective, we believe that we are well
positioned and adequately provided under IFRS 9 for future losses,
based on our conservative economic assumptions and weightings.
We do expect to see an increased level of defaults in 2021, with
impacts varying by sector depending on the emerging trends in each.

In 2021, we will remain nimble, stay close to our customers and use
our relationship model to continue to offer support and guidance.

We will also continue to make progress on our strategic initiatives
including the full launch of the Virgin Money brand for business and
to utilise the £35m BCR CIF award in disrupting UK business banking.

Group Strategic Priority  Our KPI? Target 2019 2020 Commentary
Pioneering Growth in High 9.30/0 260/0 COVID-19 has led to a significant increase in relationship
growth Business single-digit deposits as most businesses reduced investment and
relationship CAGR over simply deposited their proceeds from the government-
deposits medium term guaranteed lending schemes into cash accounts for
liquidity purposes to pre-fund future cash flow risks.
BCA market 0, [} 0 Balances increased 29% to £8.9bn reflecting liquidity
share 0'6 /o 3'8 /o 3'9 /o management by businesses, but our market share is
medium term stable reflecting our focus on existing customers.
Business share 0 0 0 Business share of the Group’s balance sheet increased
of balance sheet C'15 /O 11 /0 12 /o to 12% reflecting the strong take-up of government-
medium term guaranteed lending with £1.2bn lent through the schemes.
Delighted CMA business Our two heritage brands were broadly unchanged from
customers banking service Top 3 5th YB Gth YB 2019 as we paused our rebrand and proposition launches
and colleagues uality rankings medium term due to COVID-19, but expect the launch of the Virgin
’ ’ ’ ’ gth C B 8th C B Money brand anc; new B%A proposition to resonatge
Super Businesses usin The proportion of Businesses using digital as a primar
P whessesusing 7o, 52%  DO% prop : g digftal s a primary
straightforward  digital as primary channel increased slightly, but we expect our new digital
efficiency channel medium term BCA capability to drive further improvements over time.
Volume of BCAs o) o, 0 BCAs opened digitally increased 5%pts due to onboarding
opened digitally 75 /o 51 /o 56 /o process improvements, but we expect enhancements as
medium term part of the new BCA to increase this further over time.
Discipline and Business Support Group  Net cost Net cost Cost of risk is elevated due to the significant IFRS 9
sustainability cost of risk net cost of risk  of risk of risk provisions taken in 2020 reflecting the Group’s prudent
KPI to be application of more conservative economic scenarios
reviewed 30bpS 21 2bpS and weightings, providing Business provision coverage

of 391bps.
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Cautious approach in an
unprecedented environment

2020 has been a challenging year and our financial
results reflect the cautious approach we have takenin
assessing the economic outlook and future credit losses.

CFO review contents
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Balance sheet 40
Capital 41
Outlook and guidance 42
Overview of Group results - statutory basis 43

Review of the year

2020 has been a uniquely challenging year for the banking industry
and our business, and this is reflected in our financial performance
for the year. We have been primarily focused on supporting our
customers, colleagues and communities, while at the same time
ensuring the stability of the bank. Despite the challenges, we

did continue to execute on some key integration milestones, while
delaying delivery of some of our strategic, transformation activity.
Importantly, we have also taken a cautious approach to our credit
impairment provisioning for what is likely to be a severe economic
shock with an expected rise in specific credit losses in the period
to come.

Balance sheet impacted by the pandemic

The COVID-19 pandemic has had very different impacts across

our various lending segments, demonstrating the value of a diverse
portfolio. Total customer lending was down 0.7% in the year to
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2020 has been unprecedented in the
challenges it has created for the banking
industry and this is reflected in our financial
performance for the year.

Enda Johnson
Interim Group Chief Financial Officer

£72.5bn primarily due to a reduction in the mortgage book as we
maintained our discipline in a competitive market in the first half,
with demand in the second half reducing substantially owing to
the pandemic restrictions. This was partly offset by increased
balances in Business with £1.2bn of incremental lending primarily
under the government-guaranteed BBLS and CBILS lending schemes,
and growth in Personal from a strong first half performance and
resilience of the balance transfer credit card portfolio in the second
half. Total customer deposits increased 5.8% to £67.5bn reflecting
both consumer savings behaviour under lockdown and businesses
depositing government-guaranteed lending proceeds for liquidity.

Pre-provision operating profit impacted by income headwinds
Our Net Interest Margin (NIM) of 1.56% (FY19: 1.66%) was delivered
within our guidance range as it stabilised towards the end of the year
following the base rate reductions, but which nonetheless reduced
Net Interest Income (NII) 6% year-on-year. Non-interest income was
also down 7% in the period largely due to lower activity-based fees
and the impact of the ‘high cost of credit review’ in our Personal
division. Total income was therefore down 6% on FY19 at £1,542m.
Operating costs of £917m were 3% lower on the prior year, despite
absorbing £14m of COVID-19 related costs. The challenging income
environment led to an increase in our cost:income ratio to 59% and
resulted in a 10% year-on-year reduction in pre-provision profit.

Significant impairment provisions drive a statutory loss

The Group took a cautious approach to assessing its IFRS 9
impairment provisions by applying deliberately conservative
economic assumptions and scenario weightings, coupled with expert
judgement credit risk overlays, to increase the Group’s on-balance
sheet provisions to £735m and a total coverage ratio of 102bps.

This has led to the Group recognising £501m of impairment charges
(68bps cost of risk) inclusive of write-offs in the period. This sizeable
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Financial highlights

Statutory loss after tax

£(4Dm

2019: £(179)m 2019: £539m

Underlying CIR

599%

2019: 57%

hjIM. 50%

2019:1.66%

CET1 ratio

13.4%

2019:13.3%

Loan growth

2019: +2.9%

provision charge primarily explains the 77% year-on-year reduction
in underlying profit to £124m compared to FY19 (£539m), with an
underlying RoTE of 0.6% (FY19: 10.8%)

After exceptional costs of £292m, including £139m of integration
and transformation costs and £113m of acquisition accounting
unwind, the Group recorded a statutory loss after tax of £141m.

Robust capital, liquidity and funding position

Importantly though, the Group’s balance sheet remains robust as

we enter a period of economic stress with a transitional CET1 ratio

of 13.4%. The Group therefore retains a significant CET1 management
buffer in excess of its Capital Requirements Directive IV (CRD IV)
minimum CET1 requirement of 9.5%, equating to ¢c.£950m, in addition
to the Group’s £735m of on-balance sheet credit provisions. The
Group also maintains a strong liquidity position with an LCR of 140%
and a stable funding position with a loan-to-deposit ratio of 107%.

Conclusion

2020 has been a difficult year for all, but | am happy with the way
our colleagues have risen to the challenge of supporting our
customers and communities, while ensuring the stability of the bank.
Our conservative provisioning assumptions mean we have robust
coverage levels going into a period of economic stress.

In the medium term, the Group believes that, assuming no
significant further deterioration in expectations for the economic
outlook or change in interest rates, Virgin Money has a clear path to
delivering double digit statutory returns on tangible equity over time.
The improvement in returns will be built on: the normalisation of
impairments and exceptional costs; ensuring we continue to reduce
our cost base to reflect the future operating environment; optimising
our balance sheet mix; and delivering a more efficient capital base
over time.

Underlying profit before tax

£124m

CO.7>°/0

Underlying RoTE

0.6%

2019:10.8%

Cost of risk

08bps

2019: 21bps

Relationship deposit growth

+20.3%

2019: +71%

Basis of preparation note
Statutory basis: The statutory results are set out at the end
of this section on page 43.

Underlying basis: The results are adjusted to remove certain
items that do not promote an understanding of historical or future
trends of earnings or cash flows, and therefore allows a more
meaningful comparison of the Group’s underlying performance.

A reconciliation from the underlying results to the statutory basis
is shown on page 44 and management'’s rationale for the
adjustments is shown on page 259.

Pro forma comparative results: We have prepared pro forma
comparative results for the Group as if Virgin Money UK PLC

and Virgin Money Holdings (UK) PLC had always been a
combined group, in order to assist in explaining trends in

financial performance. A reconciliation between the results

on a comparative pro forma basis and a statutory basis is included
on page 44. The pro forma comparative results are also presented
on an underlying basis as there were a number of factors which
had a significant effect on the comparability of the Group’s
financial position and results. Any reference to pro forma results
relates to the prior period only as the pro forma basis is not
applicable in the current period due to the combined group being
in operation for the entire year.

Virgin Money Annual Report & Accounts 2020
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Cautious approach in an unprecedented environment

Income
2020 2019

Summary for the year ended 30 September £m £m Change
Underlying net interest income 1,351 1,433 (6)%
Underlying non-interest income 191 206 (7)%
Total underlying operating income 1,542 1,639 (6)%
Net interest margin 1.56% 1.66% (10)bps
Average interest-earning assets 86,826 86,362 1%

Overview

Income was 6% lower than FY19 at £1,542m, primarily reflecting
the impact of the pandemic in the second half of the year and rate
changes. NIl was the key driver falling 6% versus FY19 to £1,35Tm.
NIM was 10bps lower year-on-year at 1.56% and as expected this
was primarily driven by the remaining front versus back book
mortgage margin compression, the impact of the base rate cut
and excess liquidity costs due to elevated deposit levels.

NIl and NIM

Asset yields fell 19bps in the year with mortgage pricing remaining
the primary contributor. As expected, we continued to see pressure
from front book pricing being below average back book rates, leading
to an average reduction in yield of 14bps compared to FY19, while
average balances also declined slightly during the year. We remained
selective in terms of our participation in the market in the first half
while the second half was impacted by the pandemic restrictions.
The more recent improvement in mortgage spreads will be beneficial
and should be seen in the FY21 results given the typical completion
time for mortgages.

In Business, a 40bps reduction in yields was primarily due to lower
LIBOR rates and the impact of the Group’s new lending being
primarily lower-yielding government-guaranteed lending through
the BBLS and CBILS. The strong average balance sheet growth
associated with this largely offset the lower yield to drive a stable
NIl performance in the period.

In Personal, growth in average balances drove an NIl improvement
while yields expanded 19bps primarily due to the seasoning of the
credit card book which performed favourably against our effective
interest rate (EIR) assumptions. Elsewhere, the average yield on
the Group’s liquid assets fell 27bps reflecting the BoE base rate
reduction.

Liability yields decreased 9bps relative to FY19, reflecting the impact
of the BoE base rate cut and proactive repricing as we continued

our strategy of optimising our deposit mix. Consumer and business
pandemic-related savings behaviours saw an increase in average
balances across lower yielding current accounts and savings
products, despite the yields on both reducing. While on a spot

basis our term deposit book reduced, average balances were broadly
stable reflecting the more back-ended repricing activity during the
year evidenced in the lower yield.

Wholesale funding costs reduced during the year primarily due to a
significant reduction in average balances following the Group’s initial
Term Funding Scheme (TFS) repayments, a reduction in repo funding
and lower secured residential mortgage-backed securities (RMBS)
funding owing to the Group’s elevated customer deposit balances.
The average yield reduced primarily due to rate reductions following
the BOE base rate cut and optimisation of the funding stack.
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Following the reduction in Bank Base Rate to 0.1%, and noting future
market rate expectations, the Group concluded that its 5-year
structural hedge had generated maximum value. During Q3 the
Group’s term structural hedges were fully unwound, locking in
expected NIl contributions from the hedges over the next 5 years.
The Group has offset future uncertainty around the path for base
rates through the designation of a portion of the Group’s CET1
management buffer to the risk, by agreeing a set of predefined
triggers that could result in the Group amending its policy which are
reviewed monthly and by measuring different base rate sensitivities
as part of its stress testing framework. Based on the current rate
outlook, the Group expects no significant adverse impact on NI

in FY21 to having maintained a 5-year rolling approach, but it does
make the Group more rate sensitive in relation to both an increase
or decrease in base rate. The prospect of negative rates in the UK
remains highly uncertain not least because of the operational
challenges regarding implementation, the interplay with 0% product
floors and because of uncertainty on market and competitor reaction
to such a move.

In FY21 we anticipate a NIM that is broadly flat on the FY20 level
(1.56%), assuming no change in the interest rate environment. This
reflects more favourable mortgage pricing, the structural maturity
profile of our mortgage book and deposit re-pricing opportunities.

Non-interest income

Non-interest income declined 7% year-on-year to £191m. This
included a £16m one-off gilt sales gain during FY20, a fair value
gain of £12m (vs. a £15m loss in FY19), partly offset by the absence
of c.£20m of fee income earned from the Investments business
that was transferred into a joint venture (JV) with Aberdeen Asset
Management PLC (AAM) in FY19.

Excluding these impacts, divisional non-interest income of £161m
reduced £37m (down 19%) year-on-year. This is largely due to a
reduction in Personal fee income of £31m comprising a £16m impact
from the implementation of the changes required in response to
the ‘high cost of credit review’ and £13m from lower credit card
transaction fee income primarily due to the effects of lockdown
spending reductions. Mortgage non-interest income reduced £5m
due to lower originations as a result of the pandemic restrictions
on the mortgage market. Business fee income was broadly stable
during the period, but benefited from a one-off £4m gain in relation
to a growth finance business sale participation fee, absent which it
would have been down slightly reflecting lower activity based fees.

With the second-half impact on non-interest income a reflection
of lower activity levels and with uncertainty as to how quickly this
rebounds, coupled with a further UK lockdown currently in force
at the time of writing, it is expected that non-interest income will
remain subdued.
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2020 2019
Interest Interest

Average balance sheet Mo CER g botance exponse)  yiedate)

£m £m % £m £m %
Interest earning assets
Mortgages 59,464 1,446 2.43 60,288 1,551 2.57
Business lending® 8,296 313 3.77 7,542 314 4.17
Personal lending 5,366 423 7.88 4,670 359 7.69
Liquid assets 11,968 62 0.52 12,298 98 0.79
Due from other banks 1,727 5 0.30 1,564 13 0.86
Swap income/other - (78) n/a - (11) n/a
Other interest earning assets 5 - n/a - - -
Total average interest earning assets 86,826 2,171 2.50 86,362 2,324 2.69
Total average non-interest earning assets 3,696 3,545
Total average assets 90,522 89,907
Interest bearing liabilities
Current accounts 12,301 (13) (0.10) 11,570 (19) (0.16)
Savings accounts 27,430 (227) (0.83) 24,366 (214) (0.88)
Term deposits 22,175 (348) (1.57) 22,877 (370) (1.62)
Wholesale funding 15,972 (228) (1.42) 19,427 (288) (1.48)
Other interest bearing liabilities 180 (5) n/a - - -
Total average interest bearing liabilities 78,058 (821) (1.05) 78,240 (891) (1.14)
Total average non-interest bearing liabilities 7,633 6,590
Total average liabilities 85,691 84,830
Total average equity 4,831 5,077
Total average liabilities and average equity 90,522 89,907
Net interest income 1,350 1.56 1,433 1.66
(1) Includes loans designated at fair value through profit or loss (FVTPL).
Costs

2020 2019

For the year ended 30 September £m £m Change
Personnel expenses 336 365 (8)%
Depreciation and amortisation expenses 139 11 25%
Other operating and administrative expenses 442 471 (6)%
Total underlying operating and administrative expenses 917 947 (3)%
Underlying CIR 59% 57% 2%pts

Overview

Underlying operating expenses reduced 3% year-on-year to £917m
with the costiincome ratio of 59% increasing slightly due to the
challenging operating environment and adverse COVID-19-related
income impacts during the year.

Net cost reductions of £30m in the year were inclusive of c.£14m
of incremental COVID-19-related costs including £7m of investment
in systems to accommodate payment holidays and BBLS, and the
remainder being extra resource to support customers.

Much of the underlying cost reductions in the year came from lower
personnel costs, down 8%, as the Group continued with its integration
programmes to reduce headcount and remove duplicate costs.

Other operating and administrative expenses also reduced by 5% as
we started to realise third-party spend savings and operational cost
reductions from the integration programme progress, but this was
partly offset by the COVID-19-related system costs.

Depreciation and amortisation increased primarily as a result of
adoption of IFRS 16 with ¢.£25m of amortisation on lease right-
of-use assets replacing the rent expense previously recognised.

We expect to achieve further net cost reductions in FY21
underpinned by the completion of our integration programme with
incremental cost savings from headcount reductions, third party
spend and property. However, we do anticipate incurring ¢.£10-15m
of ongoing COVID-19 related costs in FY21. The Group is therefore
targeting an underlying operating cost base of <£875m in FY21,

down from £917m in FY20.
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O 3 8 Financial results Chief Financial Officer’s review

Cautious approach in an unprecedented environment

Impairments
Credit Credit
provisions at provisions at Gross lending at % of loans in % of loans in
30 September 30 September 30 September Coverage ratio Net cost of risk Stage 2 at Stage 3 at
2019 2020 2020 2020 30 September 30 September
£m £m £bn bps bps 2020 2020
Mortgages 40 131 58.6 23 16 14% 0.9%
Personal of which: 175 301 5.6 591 423 15% 1.2%
Credit cards 145 222 4.5 537 355 12% 1.2%
Personal loans and overdrafts 30 79 1.1 824 721 28% 1.4%
Business 147 303 8.7 3910 212 44% 3.2%
Total of which 362 735 72.9 102 68 18% 1.2%
Stage 2 168 465 12.8 366
Stage 3 115 134 0.9 1,574

(1) Government-guaranteed loan balances excluded for purposes of calculating the Business division coverage ratio.

Overview

The Group has increased its on-balance sheet credit provisions

to £735m to ensure appropriate levels of provision coverage across
its portfolios, with a total coverage ratio of 103bps. This resulted

in the Group recording a total impairment charge of £501m in FY20
(68bps cost of risk) inclusive of write-offs.

Conservative economic weightings and overlays

The Group has taken a cautious approach to assessing its
impairment provisions in order to set aside appropriate portfolio
provision coverage for the anticipated economic deterioration and
increase in credit losses that is expected over the coming period.

The Group has updated its IFRS 9 accounting models with the

latest economic scenarios from Oxford Economics and selected a
conservative weighting skewed heavily towards the more adverse
economic scenarios, partly to reflect the high degree of uncertainty
over the path of the virus in 2021 including the potential for further
lockdowns. The weightings applied were a 5% weighting to the
upside scenario, 50% to the base scenario and 45% to the downside.
The weighted economic scenario includes a ¢.15% GDP trough in
2020, peak unemployment of ¢.10% in calendar Q1 2021 and a
peak-to-trough house price decline of 22%. This resulted in a
significant increase in the Group’s modelled and individually assessed
ECL to £549m (FY19: £313m).

To supplement the models, the Group also applied expert credit risk
judgement through post-model adjustments (PMAs). These are
designed to account for factors that the models cannot incorporate
or where the sensitivity is not as would be expected under what is

an unprecedented economic stress scenario. Through this process,
the Group prudently applied PMAs of £186m (FY19: £49m) comprising
overlays in relation to the Group’s expected payment holiday
experience and the evolving macroeconomic dynamics that may

not be fully captured in inputs or models.

As expected, the IFRS 9 model updates and overlays resulted in
significant portfolio stage migration, with loans classified as Stage 2
increasing from 6% of the portfolio to 18% at 30 September 2020.
Importantly though, 98% of Stage 2 lending balances remain
<30DPD as the stage migration largely reflects the modelled PD
migration impact from the economic updates and overlays applied.

Total balances of

Payment holidays status ,
payment holidays

Representing

Total balances of
payment holidays

The Group has not yet seen any significant credit losses nor been
required to make any significant specific provisions in relation to
the pandemic impact. The impairment provisions recognised during
the year reflect the Group’s best estimate of the level of provisions
required for future credit losses as calibrated under the Group’s
conservative weighted economic assumptions and following the
application of expert credit risk judgement overlays.

The Group has therefore significantly increased its provision
coverage levels across all of its portfolios. In Mortgages, the
coverage ratio of 23bps is deemed appropriate for the high-quality
portfolio of lending we possess. Our Personal lending book coverage
ratio of 591bps includes 537bps of coverage for our high-quality,
affluent-customer-led credit card portfolio and 824bps of coverage
for our personal loans and overdrafts book, with the much larger
weighting of credit cards dampening our total Personal coverage
level relative to some peers’ total unsecured portfolios. In Business,
our coverage ratio of 391bps reflects our sub-investment grade SME
lending book, while the 44% of Stage 2 lending balances (FY19: 30%)
is reflective of our conservative assumptions and our early adoption
of the European Banking Authority (EBA) future requirement to keep
forborne assets in Stage 2 for a minimum of two years.

Payment holidays

Virgin Money continues to actively support its Mortgage and
Personal customers through this difficult time with payment holidays
where appropriate, although the level of new requests reduced
significantly after the peak in April. Across the portfolios we have
only ¢.1-4% of portfolio balances on a payment holiday and of those
payment holidays that have matured the vast majority of customers
(>90%) have returned to payments, with only a small proportion
currently requiring further support. The key payment holiday
statistics are set out below.

Outlook

The Group’s recognition of significant impairment charges in FY20
reflects the conservative weighted economic scenarios and expert
judgement overlays applied, ahead of an expected deterioration

in the future economic environment. Current expectations are that,
subject to no further material deterioration in the economic outlook,
the Group’s FY21 cost of risk will be lower than that for FY20.

% of matured payment
holiday customers requiring

% of matured payment

Representing holiday customers

Product granted to date % of balances still in force % of balances returning to payment support or in arrears
Mortgages £11.9bn 20% £2.5bn 4% 98% 2%
Credit Cards £219m 5% £31Tm 1% 92% 8%
Personal Loans £103m 1% £26m 3% 95% 5%
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Exceptional items and statutory loss

2020 2019
£m £m
Underlying profit on ordinary activities before tax 124 539
Exceptional items
- Integration and transformation costs (139) (156)
- Acquisition accounting unwinds (113) (87)
- Legacy conduct costs (26) (433)
- Other items (14) (128)
Loss on ordinary activities before tax (168) (265)
Add Virgin Money Holdings (UK) PLC pre-acquisition loss!” - 33
Statutory loss on ordinary activities before tax (168) (232)
Tax credit 27 53
Statutory loss for the year (141) (179)
Underlying RoTE 0.6% 10.8%
Statutory RoTE (6.2)% (6.8)%
Tangible Net Asset Value (TNAV) per share 244.2p 249.2p

(1) In order to reconcile the 2019 pro forma loss to the statutory loss, the pre-acquisition results of Virgin Money Holdings (UK) PLC are removed.

Overview

The Group’s underlying profit before tax was £124m (FY19: £539m)
down significantly year-on-year primarily due to the significant
impairment provision charge recognised of £501m. The Group
therefore made a statutory loss after tax of £141m after deducting
£292m of exceptional costs incurred during the year, as well as a tax
credit of £27m. The exceptional item charges incurred in FY20 were
however significantly lower than FY19 due to the non-recurrence of
significant one-off acquisition costs and legacy PPl conduct charges.

Underlying RoTE of 0.6% was significantly lower than the prior year
of 10.8%, reflecting the lower underlying profit due to the sizeable
impairment provision. Statutory RoTE was therefore negative after
reflecting the integration & transformation costs and acquisition
accounting unwind charges incurred.

TNAV per share reduced 5p in FY20 to 244.2p, with TNAV build

of 34p from underlying pre-provision profit after tax being more than
offset by 28p of impairment provision charges and a net 11p adverse
impact from other movements including exceptional item charges
partly offset by a pension scheme actuarial gain.

Integration and transformation costs

Due to the impact of COVID-19, the Group delayed some of its
planned restructuring activity in the first half, but recommenced

the majority of the programmes in the final quarter. This led to spend
of £139m in the period primarily relating to the integration
programmes. This spend has supported the delivery of net cost
savings in FY20 and will also deliver run-rate savings into FY21. The
Group expects to continue its integration and transformation
programmes in FY21 and anticipates a further c.£75m of costs during
the year to deliver this.

Acquisition accounting unwinds

The Group recognised fair value acquisition net accounting
adjustments at the time of the Virgin Money acquisition that would
be unwound through the income statement over the remaining life
of the related assets and liabilities (c.5 years). £113m was charged
in FY20 which included the reclassified fair value unwind related to
legacy Virgin Money hedges which had previously been recognised
in underlying non-interest income. The Group now expects a further
¢.£150m of total acquisition accounting unwind charges over the
next five years, which is expected to see the majority of this charge
incurred over the next 1-2 years.

Legacy conduct

The Group raised £26m of further provisions in relation to non-PPI
customer redress matters in the year, relating to several outstanding
legacy issues, none of which is material in its own right.

No further payment protection insurance (PPI) related provisions
were recognised in FY20 and the Group has made good progress in
processing its outstanding PPl complaints and information requests
during the year. The Group has processed all of its information
requests and now has just ¢.30k complaints left to review, which

it expects to complete by the turn of the calendar year and in line
with its current provision estimate.

Other items

The Group incurred £14m of other one-off exceptional costs
during the year, primarily reflecting the growth opportunity projects
relating to the RBS switching scheme and set-up costs relating to
the AAM JV.

Taxation

On a statutory basis, the tax credit was £27m on a pre-tax loss of
£168m, an effective rate of 16%. The overall credit is less than the
statutory rate of 19% due to the impact of non-deductible expenses
(tax effect of £5m). The banking surcharge is not payable this period.
Included within the overall credit is £37m related to changes in the
corporation tax rate and a further £15m related to tax on Additional
Tier 1 (AT1) distributions now reflected via the income statement

(in prior periods tax related to AT1 distributions was recorded via
changes in equity). These credits were offset by a reduction of
£51m in the value of tax losses recognised, reflecting a fall in
forecast profits against which such losses can be recognised.

On an underlying basis, the Group tax charge was £24m on
underlying profits of £124m, an effective rate of 19%. As outlined
above, the impact of the rate change and AT1 credits is offset by
the reduction in asset for losses recognised, resulting in an effective
rate that matches the statutory mainstream tax rate.

Outlook

The Group expects its profitability to improve going forward as the
provision charge normalises, assuming no further deterioration in the
economic environment, and the exceptional charges reduce in line
with expectations. The gap between underlying and statutory is also
expected to decrease significantly over the medium term.
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Cautious approach in an unprecedented environment

Balance sheet

As at 30 September 2020 2019 Change
Mortgages 58,290 60,079 (3.00%
Personal 5,219 5,024 3.9%
Business 8,948 7,876 13.6%

of which BBLS 809 - n/a

of which CBILS 334 - n/a
Total customer lending 72,457 72,979 (0.7)%
Relationship deposits™” 25,675 21,347 20.3%
Non-linked savings 20,729 20,197 2.6%
Term deposits 21,107 22,243 (5.1)%
Total customer deposits 67,511 63,787 5.8%
Wholesale funding 14,227 18,506 (23.1)%

of which TFS 4,108 7,342 (44.0)%

of which TFSME 1,300 - n/a
LDR 107% 114% (7)%pts
LCR 140% 152% (12)%pts

(1) Current account and linked savings balances.

Overview

The Group’s balance sheet during FY20 has been impacted by

the pandemic in very different ways across our portfolios. At an
aggregate level our total customer lending has reduced by 0.7%

to £72.5bn primarily due to a contraction in our Mortgage book,
while our total customer deposits have increased by 5.8% to £67.5bn
reflecting pandemic-related consumer and business behaviours.

Customer lending and deposit balances

In our Mortgages business, balances declined 3.0% to £58.3bn as
we actively chose to maintain our pricing discipline in a competitive
(pre-COVID-19) environment in the first half, while the second half
was impacted by the UK lockdown restrictions on the housing
market. The house purchase market has picked up significantly
during the second half of the year and while the Group is
participating in this increased flow, the benefit will not be seen
until FY21 given the typical mortgage completion time frames.

Personal lending growth of 3.9% to £5.2bn was mainly focused

on our high-quality credit card business where we continued our long
standing strategy of origination focused on affluent customers with
high levels of disposable income, with good growth in our personal
loan book also due to our digital originations. Our credit card lending
balances have remained more resilient than the market due to our
high proportion of balance transfer card balances which make up a
significant proportion of our portfolio and are more stable at times of
tempered demand. Credit card activity slowed significantly during
lockdown with volumes ¢.55% lower than usual in April/May, and
while spending did improve over the summer it is still not back to
pre-pandemic levels and is expected to remain muted particularly if
future lockdowns are imposed.

Business lending increased 13.6% to £8.9bn, although this growth
was solely due to the government-guaranteed lending schemes
(BBLS/CBILS/CLBILS) through which the Group lent £1.2bn to
businesses to provide much needed liquidity. Underlying business
lending shrank slightly by £0.1bn reflecting lower BAU demand.

Customer deposit balances grew 5.8% in the period to £67.5bn. The
growth came primarily in relationship deposits which rose 20.3% to
£25.7bn as consumer spending slowed dramatically under lockdown

Virgin Money Annual Report & Accounts 2020

and businesses generally deposited government-guaranteed lending
proceeds into cash accounts for liquidity. Elsewhere, we continued
to optimise the deposit base with a 5.1% reduction in term deposits.

Wholesale funding and liquidity

The Group maintains a strong funding and liquidity position and has
no reliance on short-term wholesale funding. The 12%pts reduction in
the LCR over the period highlights the Group’s ability to operate more
efficiently, while continuing to comfortably exceed both regulatory
requirements and more prudent internal risk appetite metrics.

In addition to its liquid asset buffer averaging c.£12bn over the past
12 months, the Group has a significant amount of pre-positioned
collateral eligible for use in a range of central bank facilities, ensuring
a substantial buffer in the event of any sudden outflows.

Supplementing the customer deposit position, we ensure appropriate
diversification in our funding through a number of well-established
wholesale funding programmes. In January, we successfully
completed the issuance of further mortgage-backed securities

from the Group’s Lanark programme, raising £500m equivalent.

This was supported by £475m of Tier 2 subordinated debt issuance
in September which strengthened the Group’s capital stack, as well
as €500m of senior unsecured debt issuance in June as we continue
to build a buffer over our final MREL requirements.

During the period, the Group repaid £3.2bn of its TFS drawings,
leaving £4.1bn outstanding. At the same time, the Group drew
£1.3bn from the BoE’'s new TFSME, extending the duration and
optimising our funding flexibility to support customers through
this period of stress.

Total wholesale funding reduced to £14.2bn during the year

(FY19: £18.5bn), principally as a result of the growth in customer
deposits allowing us to optimise the funding stack. This resulted
in a 7%pts reduction in the Group’s LDR over the period to 107%.

Outlook

As we look into FY21, we expect muted lending demand reflecting
the anticipated deterioration in the economy, while the trajectory for
deposits is more uncertain and will depend on the extent to which
consumers & businesses need to utilise the savings they have built.
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Capital
As at 30 September 2020 2019 Change
CET1 ratio (IFRS 9 transitional) 13.4% 13.3% 0.1%pts
CET1 ratio (IFRS 9 fully loaded) 12.2% 12.9% (0.7)%pts
Total capital ratio 20.2% 20.1% 0.1%pts
MREL ratio 28.4% 26.6% 1.8%pts
UK leverage ratio 4.9% 4.9% —%pts
RWAs (£m) 24,399 24,046 1.5%
of which Mortgages (£Em) 9,484 8,846 7.2%
of which Business (Em) 6,716 7,124 (5.7)%
of which Personal (£m) 4,151 4,042 2.7%

Overview

The Group has maintained a robust capital position with a CET1 ratio
(IFRS 9 transitional basis) of 13.4% and a total capital ratio of 20.2%.
The significant impairment provision charges recognised during the
year have largely been offset by IFRS 9 transitional relief and EEL
deductions on a transitional basis. The Group’s CET1 ratio on an
IFRS 9 fully loaded basis did however reduce to 12.2%.

Capital requirements

Following completion of the Group’s ICAAP, the PRA updated the
capital requirements for the Group. The Pillar 2A CET1 requirement
was reduced from 2.9% to 2.5% and the Group’s fully-loaded CRD IV
minimum CET1 capital requirement is now 9.5%.

CET1 capital

The Group’s transitional CET1 ratio increased by 8bps in the period.
Pre-provision underlying profit generated CET1 of 165bps, with the
121bps of impairment provision charges offset by 119bps of IFRS 9
transitional relief and EEL deduction. RWA growth in the period
consumed 19bps of CET1 and included the adverse mortgage model
changes of 29bps offset by the SME supporting factor relief of
39bps. After AT1 distributions of 28bps, the Group generated 116bps
of underlying CET1 capital. The Group also incurred exceptional item
charges including restructuring costs and acquisition accounting
unwind totalling 82bps along with other charges of 26bps.

Risk-weighted assets

RWAs increased c.£0.4bn (1.5%) during the period, largely reflecting
the impact of implementing the planned Mortgage model changes
that increased RWAs by c.£0.5bn, offset by a reduction in Business
RWAs primarily due to the impact of the SME supporting factor relief
that reduced RWAs by ¢.£0.7bn. RWAs in the Personal portfolio
broadly tracked lending volumes, with non-credit RWAs stable.

Robust capital position in the face of economic uncertainty

The significant impairment provisions taken during the year to
increase the Group’s on-balance sheet provisions to £735m means
that the Group holds appropriate levels of provision coverage as

we go into a period of economic stress with an expected increase
in credit losses. In addition, the Group also retains a significant CET1
management buffer of ¢.£950m in excess of its CRD IV regulatory
requirement, providing further potential loss-absorbing capacity.
The Board has concluded that it is prudent to conserve capital and
has not proposed an ordinary dividend for FY20, but still has an
ambition to deliver a sustainable and progressive dividend over time.

MREL

The Group’s MREL ratio increased to 28.4%, comfortably exceeding
both its interim and expected 2022 end-state MREL requirement.
This means future MREL issuance is focused on building a prudent
management buffer over the expected end-state MREL requirement,
with £0.5bn to £0.75bn of further MREL eligible senior unsecured
issuance planned in FY21.

Outlook

Looking into 2021, the Group anticipates RWA inflation and a
reduction in IFRS 9 transitional relief through ratings migrations as
the economy deteriorates, but expects partial offsets through RWA
efficiency opportunities including the move to IRB for credit cards,
business model updates and hybrid mortgage models. The in-year
transitional CET1 ratio trajectory will be impacted by the timing of the
RWA inflation, but the RWA opportunities and expected EBA software
intangible benefit mean we currently expect to finish the year around
c.13% on a transitional CET1 ratio basis. The Group is also preparing
for the ACS stress test in 2021 which will be an important input into
the Group’s medium term capital targets.

CET1 ratio in-year movements 2020
Opening CET1 ratio (IFRS 9 transitional) 13.3%
Pre-provision capital generated (bps) 165
Impairment provision charge (bps) (121)
Impairment provision regulatory adjustments!” (bps) 119
RWA growth (bps) (19)
AT1 distributions (bps) (28)
Underlying capital generated (bps) 116
Integration and transformation costs (bps) (47)
Acquisition accounting unwind (bps) (35)
Other (bps) (26)
Net capital generated (bps) 8
Closing CET1 ratio (IFRS 9 transitional) 13.4%

(1) Impairment provision regulatory adjustments include IFRS 9 transitional relief of 82bps and movements in EEL of 37bps.

(2) Includes mortgage model changes of (29)bps and SME supporting factor relief of 39bps.

Virgin Money Annual Report & Accounts 2020

s)|nNsadJ [eloueul

J




042 Financial results Chief Financial Officer’s review

Cautious approach in an unprecedented environment

Guidance reflects level of economic uncertainty

FY21financial guidance

Medium-term outlook:

Net Interest Margin (NIM)

Broadly flat on FY20 level

Underlying costs

<E£875MmM ncl. £10-15m of COVID costs)

Cost of risk

Lower than FY20 level

Outlook

Given the unprecedented nature of COVID-19, the exact economic
outlook for the UK is clearly evolving and remains hard to predict
with any high degree of certainty at this stage. We recognise the
very recent news of a potential vaccine but have determined that it
is too early to incorporate this in our near-term forecasts at present.

The implications of the future reduction in the various UK
government economic support measures and the impact of current
lockdown restrictions are unclear at present, while the threat of
further future lockdowns remains. The outcome of these will be key
in determining the size of the shock to GDP, future unemployment
levels and the associated shape of any recovery. The UK'’s Brexit
negotiations are also not yet concluded and there is still a risk of a
no-deal outcome that would adversely impact the economy further
and could lead to a more prolonged downturn and consequent
slower recovery.

However, the Group enters this period from a position of balance
sheet strength and we remain agile in managing the emerging
risks, while continuing to support our customers, colleagues and
communities.

Given the aforementioned uncertainties and fluidity of the operating
environment, while it is possible for the Group to give indicative
financial guidance for FY21, it is not appropriate at this stage to
give firm medium-term guidance.

FY21 financial guidance

While the Group’s NIM reduced in FY20 due to the continued
compression in mortgage margins and the BoE base rate cut,

in FY21 we anticipate a NIM that is broadly flat on the FY20 level
(1.56%) assuming no change in the rate environment. This reflects
more favourable mortgage pricing, the structural maturity profile
of our mortgage book and deposit re-pricing opportunities.

With the second-half impact on non-interest income a reflection
of lower activity levels and with uncertainty as to how quickly this
rebounds, coupled with a further UK lockdown currently in force
at the time of writing, it is expected that non-interest income will
remain subdued.

On costs, we expect to achieve further net cost reductions in FY21
underpinned by the completion of our integration programme with
incremental cost savings from headcount reductions, third-party
spend and property, but we do currently anticipate incurring
¢.£10-15m of ongoing COVID-19 related costs in FY21. The Group
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The Board believes that, assuming no significant
further deterioration in expectations for the
economic outlook or change in interest rates,
Virgin Money has a clear path to delivering
double digit statutory returns on tangible equity
overtime. Specific medium-term guidance will
be provided when there is more certainty on
the forward economic trajectory.

is therefore targeting an underlying operating cost base of <£875m
in FY21, down from £917m in FY20.

On cost of risk, the Group’s recognition of significant impairment
charges in FY20 reflects the conservative weighted economic
scenarios and expert judgement overlays applied, ahead of an
expected deterioration in the future economic environment. Current
expectations are that, subject to no further material deterioration

in the economic outlook, the Group’s FY21 cost of risk will be lower
than FY20.

Medium-term expectations

In the medium term, the Group believes that, assuming no significant
further deterioration in expectations for the economic outlook or
change in interest rates, Virgin Money has a clear path to delivering
double digit statutory returns on tangible equity over time.

The improvement in returns will be built on: the normalisation of
impairments and exceptional costs; ensuring we continue to reduce
our cost base to reflect the future operating environment; optimising
our balance sheet mix; and delivering a more efficient capital base
over time.

On capital, while in the near term we expect to continue operating
with a significant buffer (currently 390bps) in excess of our MDA
threshold of 9.5%, over the medium term as economic conditions
stabilise we intend to operate a dynamic CET1 ratio target. This will
comprise of an appropriate management buffer in excess of our
MDA threshold that will be calibrated to ensure that the Group
remains well capitalised taking into account regulatory developments
including next year’'s ACS stress test, the prevailing risk environment
and an ability to withstand stresses at all times.

The Group also understands the importance of capital returns to our
shareholders, and we believe that the delivery of our strategy will
allow Virgin Money to consistently generate significant capital over
time that can be redeployed into both returns accretive growth and
returns to shareholders.

Enda Johnson
Interim Group Chief Financial Officer
24 November 2020
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statutory basis

Summary income statement

2020 2019 Change
For the year ended 30 September £m £m %
Net interest income 1,283 1,514 (15)
Non-interest income 160 235 (32)
Total operating income 1,443 1,749 (17)
Operating and administrative expenses (1,104) (1,729) (36)
Operating profit before impairment losses 339 20 1,595
Impairment losses on credit exposures (507) (252) 101
Statutory loss on ordinary activities before tax (168) (232) (28)
Tax credit 27 53 (49)
Statutory loss after tax (141) (179) (21)

The Group has recognised a statutory loss after tax of £141m (30 September 2019: loss of £179m). The statutory loss in 2020 was due to the
significant increase in impairment provision charges due to COVID-19, coupled with several ongoing exceptional items including integration
and transformation costs, and acquisition accounting unwind charges. In 2019 the statutory loss largely reflected the significant one-off
costs relating to the acquisition of Virgin Money Holdings (UK) PLC and PPI conduct charges. The Group continues to expect that

the difference between underlying and statutory profit will reduce over time as we deliver our strategy and the exceptional charges related

to the integration reduce.

Key Performance Indicators™

12 months to

12 months to

30 Sep 2020 30 Sep 2019 Change
Profitability
Statutory ROTE (6.2)% (6.8)% 0.6%pts
Statutory CIR 76% 99% (23)%pts
Statutory return on assets (0.16)% (0.23)% 0.07%pts
Statutory basic loss per share (15.3)p (17.9)p 2.6p

(1) For a definition of each of the KPIs, refer to ‘Measuring financial performance — glossary’ on pages 257 to 258. The KPIs include statutory, regulatory and alternative performance measures.
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Cautious approach in an unprecedented environment

Reconciliation of statutory to underlying results
The statutory basis presented within this section reflects the Group’s results as reported in the financial statements, incorporating

Virgin Money Holdings (UK) PLC from 15 October 2018. The pro forma comparative basis includes the consolidated results of Virgin Money
Holdings (UK) PLC as if the acquisition had occurred on 1 October 2018. The underlying results reflect the Group’s results prepared on

an underlying basis as presented to the CEO, Executive Leadership Team and Board. These exclude certain items that are included in the
statutory results, as management believes that these items are not reflective of the underlying business and do not aid meaningful period-
on-period comparison. The table below reconciles the statutory results to the underlying results, and full details on the adjusted items to

the underlying results are included on page 259.

Integration and Acquisition
Statutory transformation accounting Legacy Underlying
results costs unwinds conduct Other basis
2020 income statement £m £m £m £m £m £m
Net interest income 1,283 = 68 = = 1,351
Non-interest income 160 = 28 = 8] 191
Total operating income 1,443 - 96 - 3 1,542
Total operating and administrative expenses
before impairment losses (1,104) 139 11 26 11 (917)
Operating profit before impairment losses 339 139 107 26 14 625
Impairment losses on credit exposures (507) = 6 - = (501)
(Loss)/profit on ordinary activities before tax (168) 139 113 26 14 124
Financial performance measures
RoTE (6.2%) 3.3% 2.6% 0.6% 0.3% 0.6%
CIR 76.5% (8.1)% (6.6)% (1.5)% (0.8)% 59.5%
Return on assets (0.16)% 0.12% 0.10% 0.02% 0.01% 0.09%
Basic EPS (15.3)p 7.9p 6.5p 1.5p 0.8p 1.4p
Include Integration
Virgin Money and
pre- transfor- Acquisition
Statutory acquisition Pro forma mation accounting Legacy Underlying
results results results costs unwinds conduct Other basis
2019 income statement £m £m £m £m £m £m £m £m
Net interest income 1,514 22 1,536 - (23) - (80 1,433
Non-interest income 235 9 244 - - - (38 206
Total operating income 1,749 31 1,780 - (23) - (118 1,639
Total operating and administrative expenses
before impairment losses (1,729) (60) (1,789) 156 7 433 246 (947)
Operating profit/(loss) before impairment losses 20 (29) (9) 156 (16) 433 128 692
Impairment losses on credit exposures (252) (4) (256) - 103 - - (153)
(Loss)/profit on ordinary activities before tax (232) (33) (265) 156 87 433 128 539
Financial performance measures
RoTE (6.8)% (0.7)% (7.5)% 3.5% 2.0% 9.9% 2.9% 10.8%
CIR 99% 1% 100% (10)% 1% (26)% (8)% 57%
Return on assets (0.23)% (0.03)% (0.26)% 0.15% 0.09% 0.43% 0.13% 0.54%
Basic EPS (17.9)p (1.7)p (19.6)p 9.3p 5.1p 25.7p 7.6p 28.1p
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Chairman’s governance
review

The following pages provide details of our Board and Executive
Leadership Team and explain how the governance framework of
VMUK operates. The report also highlights the key areas of focus
for the Board and its principal committees during the period to
30 September 2020.

Chairman’s governance review 46
Our Board of Directors 50
Our Executive Leadership Team 53
Corporate governance report 54
Governance and Nomination Committee report 65
Audit Committee report 71
Risk Committee report 78
Directors’ remuneration report 84
Directors’ report 105

Virgin Money Annual Report & Accounts 2020

The Board’s primary objective remains to
drive our strategy ensuring the long-term
sustainable success of Virgin Money.

David Bennett
Chairman

Dear shareholder,

| am pleased to present my first corporate governance report as

your Chairman. This report sets out our approach to governance in
practice, the work of the Board in 2020 and includes reports from the
Governance and Nomination Committee, the Audit Committee and
the Risk Committee. The report from the Remuneration Committee

is included in the Directors’ remuneration report.

The Board recognises the importance of meeting the Group’s
responsibilities and duties to shareholders and all other stakeholders.
The Board’s approach is to ensure that the Group applies the highest
principles of corporate governance and that such principles are
embedded into the culture and operations of our business. Our
commitment to good governance underpins our strategy and ensures
we continually challenge our assumptions and risks. The Board keeps
our Purpose, making you happier about money, central to its decision
making to deliver value and make the biggest positive difference for
all stakeholders, for the environment and our society. An overview of
the range of matters that the Board considered this year is provided
on pages 57 to 58 and details of how the Board took into account
shareholder and wider stakeholder interests in its discussions and
decision making are set out on pages 61 to 63.

A refreshed Board

After eight years on the Board and six of those as Chairman,

Jim Pettigrew retired in May 2020. The Board and | are grateful
for Jim’s leadership of the Board and stewardship of Virgin Money
during his time as Chairman. The process to identify and appoint
Jim’s successor is set out in the Governance and Nomination
Committee report on page 67.

During the year, Clive Adamson, Adrian Grace, Teresa Robson-Capps,
Fiona MacLeod and lan Smith retired from the Board and I'd like to
thank them for their hard work and service over the past few years.
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Succession planning and the composition of the Board and its
committees are key parts of our governance framework and this
year, listening to investor feedback and updating for current practice,
the Governance and Nomination Committee led a review of the
balance of the Board resulting in a reduction in its size in line with
market norms for companies of our size. Changes were also made

to the chairmanship and membership of the Board committees.
These changes are described in the report from the Governance and
Nomination Committee on page 65. The Board continues to comprise
Directors who bring deep sector knowledge, continuity of experience
and insight from both of our heritage businesses, and as Virgin Money
evolves we will also thoughtfully consider the skills required of our
Board in the future.

Board effectiveness evaluation

This year, the annual evaluation of Board effectiveness was externally
facilitated by Lintstock Limited between September 2019 and
January 2020 and was overseen by the Governance and Nomination
Committee. The process, insights and action plan are described

on pages 68 to 70.

Responding to the COVID-19 pandemic

The Board met frequently during the height of the COVID-19
pandemic to oversee Virgin Money’s response to safeguard the
health and well-being of our colleagues, customers and communities
while protecting the Bank. Practically speaking, we've held all Board
and Board committee meetings electronically since March and
Directors continue to keep in close contact with the Executive
Leadership Team and colleagues from across the business despite
the remote working arrangements that have been in place for a
substantial part of the year. The Board continues to keep engaged
on the response plans in preparation for a potential escalation in

the pandemic in addition to how our business will change and adjust
building on the lessons learned from the crisis. An overview of this
governance in action is on page 59.

Continuing our strategic journey

Our ambition remains to disrupt the status quo as a full-service
digital bank and the Board’s primary objective remains to drive our
strategy ensuring the long-term sustainable success of Virgin Money.
The Board held a series of sessions with management in the second
half of the year to work through the impact of the pandemic on our
strategy. These sessions were valuable in providing management
with the opportunity to draw on the breadth of skills, experience
and perspectives of Non-Executive Directors and for them to
challenge management on how our plans need to adapt to a
post-COVID-19 environment. You can read more about our progress
in the Strategic report on page 6 and on the focus of the strategy
sessions on page 59.

UK Corporate Governance Code

2020 was the first year that the UK Corporate Governance
Code 2018 (Code) has applied to Virgin Money. Our statement
of compliance with the Code is on page 49.

Looking ahead

I am delighted to have been appointed your Chairman and
look forward to leading the Board and ensuring its continued
effectiveness over the coming year.

David Bennett
Chairman
24 November 2020
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Our Board in 20

Board and Committee composition and attendance

Governance and

Board Nomination Audit Risk Remuneration
Board member meetings Committee Committee Committee Committee Independent
David Bennett (Chairman)®“ 10/10 717 4/49 4/49 7/82  (on appointment)
Jim Pettigrew (former Chairman)®® 6/6 4/5@ - - 6/6 (on appointment)
Executive Directors
David Duffy 10/10 - - - - No
lan Smith® 10/10 - - - - No
Non-Executive Directors
Clive Adamson'® 2/3@ - 2/2 1/2 -
Paul Coby 10/10 2/2410 2/209 77 2/210
Geeta Gopalan 10/10 1/2@02 4/40m 7/702 1/2@.02)
Adrian Grace” 5/6@ - - - 5/6@
Fiona MacLeod® 9/10@ 7(7 - 6/7? 8/8
Darren Pope 10/10 1/2 @04 6/6 2/204 4/409
Teresa Robson-Capps'® 7/8@ - 4/4 - -
Amy Stirling 10/10 2/219 - - - No
Tim Wade 10/10 6/7? 6/6 717 2/2419)

1) Datais based on scheduled meetings from 1 October 2019 to 30 September 2020 only. Additional ad hoc meetings of the Board and Board Committees also took place during the year.
2) Unable to attend the meeting due to a prior unavoidable commitment.

) Jim Pettigrew stepped down as Chairman of the Board, as Chair of the Governance and Nomination Committee, and as a member of the Remuneration Committee on 5 May 2020.

) David Bennett was appointed Chairman of the Board and Chair of the Governance and Nomination Committee from 6 May 2020.

) Fiona MacLeod and lan Smith stepped down from the Board on 30 September 2020.
)
)
)

U B~ w

Clive Adamson stepped down from the Board, as Chair of the Risk Committee and a member of the Audit Committee on 29 November 2019.

Adrian Grace stepped down from the Board and as Chair of the Remuneration Committee on 1 May 2020.

Teresa Robson-Capps stepped down from the Board and as a member of the Audit Committee on 30 June 2020.

David Bennett ceased to be a member of the Audit Committee and of the Risk Committee on 6 May 2020.

10) Paul Coby was appointed a member of the Audit Committee, of the Governance and Nomination Committee and of the Remuneration Committee from 1 July 2020.
11) Geeta Gopalan was appointed Chair of the Risk Committee and a member of the Audit Committee from 30 November 2019.

12) Geeta Gopalan was appointed a member of the Governance and Nomination Committee and of the Remuneration Committee from 1 July 2020.

13) Darren Pope was appointed a member of the Remuneration Committee from 3 February 2020 and Chair of the Remuneration Committee from 2 May 2020.
14) Darren Pope was appointed a member of the Risk Committee and of the Governance and Nomination Committee from 1 July 2020.

15) Amy Stirling was appointed a member of the Governance and Nomination Committee from 1 July 2020.

16) Tim Wade was appointed a member of the Remuneration Committee from 1 July 2020.

6
7
8
9

(
(
(
(
(
(
(
(
(
(
(
(
(
(
(
(

Board diversity as at 30 September 2020

Gender diversity Composition by age Composition by role Composition by tenure

MM
i it
i i

@ 55 years and below 4 @ CExecutive Directors 2 @® 0-2years 3
/ﬁ\ Eeile |ﬁ] N6 @ 56 years and above 5 Chair 1 2 -4 years 3
@ Non-Executive Director 1 @ 4-6years 3

. Independent
Non-Executive Directors 5
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The UK Corporate
Governance Code 2018

Our compliance with the Code

2020 is the first year in which the Company has reported against
the Code (which is available at www.frc.org.uk) and in accordance
with the new statutory requirements set out in The Companies
(Miscellaneous Reporting) Regulations 2018. The Board confirms
that the Company applied the principles and complied with all the
relevant provisions of the Code throughout the year with the
exception of provision 36 which requires that the Remuneration
Committee should develop a formal policy for post-employment
shareholding requirements encompassing both unvested and vested
shares. Under the Group’s Executive Director Remuneration Policy,

a significant proportion of variable pay is delivered in shares over a
seven-year time frame with no acceleration on departure. Upon the
vesting of shares at the end of the deferral period, a regulatory
holding period is applied as required. Therefore, it is the Board’s view
that the Company complies with best practice and the spirit of Code
provision 36 in all material respects, despite there being no formal
post-employment shareholding policy having been implemented.

The Governance section of this Annual Report & Accounts provides
details of how we have applied the principles and related provisions
of the Code during the reporting period. We have aligned this section
explaining our compliance with the five sections of the Code.

Page
1. Board leadership and Company purpose 50
Our Board of Directors 50
How our Board operates 54
Board activities during the year 57
Stakeholder engagement and Board decision making (s.172) 61
2. Division of responsibilities 64
Board roles 64
3. Composition, succession and evaluation 65
Governance and Nomination Committee report 65
Board composition and independence 68
Diversity and the Board 68
Review of the Board’s effectiveness 68
4. Audit, risk and internal control 71
Audit Committee report 71
Risk Committee report 78
Internal control 83
5. Remuneration 84
Directors’ remuneration report 84
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O 5 O Governance Board leadership and Company purpose

Our Board of Directors

Chairman

Executive Director

Non-Executive Directors

David Bennett

David Duffy

Tim Wade

Chairman Executive Director Senior Independent
and Chief Executive Officer Non-Executive Director

[ REM [ Rev N RiSK

Joined the Group Joined the Group Joined the Group

October 2015 and became June 2015 September 2016

Chairman in May 2020

Skills, experience and contribution
» Deep experience gained over 35 years
in retail banking and financial services

Extensive experience in strategic
planning and implementation

« Significant board governance experience
including at Chairman level

« Credibility with stakeholders
« Strong leadership qualities

David is an experienced Chairman and
Non-Executive Director. His extensive
business career includes time as Group
Finance Director of Alliance & Leicester plc
for six years before becoming its Group
Chief Executive. Following the acquisition
of Alliance & Leicester plc by Banco
Santander he was Executive Director on
the Board of Abbey National plc. He was
formerly Chairman of Homeserve
Membership Limited and Together Financial
Services Limited, was a Non-Executive
Director on the Board of Bank of Ireland
(UK) PLC and has significant Non-Executive
Director experience in listed environments
which has included easyJet plc and CMC
Markets PLC.

External appointments

Chairman of Ashmore Group plc and
Non-Executive Director of PayPal (Europe)
S.a.rlet Cie, S.C.A and David Bennett
Advisory Limited.

Virgin Money Annual Report & Accounts 2020

Skills, experience and contribution

» Extensive and highly regarded retail and
commercial banking experience in the UK
and internationally, built over a period of
more than 30 years

« Significant strategic and financial
leadership experience including strategic
planning and development, business and
cultural transformation

» Proven ability to build and lead strong
management teams

« Deep industry understanding and
credibility with key stakeholders

David has over three decades of extensive
experience in banking and financial
services in both the UK and internationally.
Prior to joining the Group, David was Chief
Executive Officer at Allied Irish Banks plc
and previously of Standard Bank
International where he had responsibility for
operations in the UK, Europe, Latin America
and Asia. He was also previously Head of
Global Wholesale Banking Network with
ING Group and President and Chief
Executive of the ING wholesale franchises
in the United States and Latin America.
David is a past president of the Banking
and Payments Federation of Ireland

and a past Director of the European
Banking Federation.

External appointments

Senior Independent Director of UK Finance
Limited, the industry body representing
leading firms providing finance, banking,
markets and payments-related services

in or from the UK; HM Treasury Fintech
Envoy for England; and a Board member
of The Northern Powerhouse Partnership.

Skills, experience and contribution
« Deep financial services experience
including banking and insurance

« Considerable board experience including
as an audit committee chair

» Deep knowledge of accounting, auditing
and associated regulatory issues

« Chartered accountant and experienced
Chief Financial Officer

Tim is an experienced Chief Financial
Officer with a breadth of financial services
experience. His previous non-executive
director roles include Macquarie Bank
International Limited, Friends Life Group
Limited, Monitise plc and The Access Bank
UK Limited. He was a Managing Director

at AMP Group, responsible for both its Bank
and the Virgin Direct (now Virgin Money) JV.
Earlier in his career he was Group Chief
Financial Officer at Colonial Limited in
Melbourne, Australia where he oversaw

the company’s IPO and was involved in its
acquisition by Commonwealth Bank.

External appointments

Non-Executive Director and Chair of the
Audit Committee of RBC Europe Limited;
and Non-Executive Director and Chair
of the Audit Committee of Chubb
Underwriting Agencies Limited.
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Key

Audit Committee

Governance and Nomination Committee
@D Remuneration Committee

Risk Committee

@ chair

Paul Coby
Independent
Non-Executive Director

Geeta Gopalan
Independent
Non-Executive Director

Darren Pope
Independent
Non-Executive Director

Covor Y cov X rem X Risk

Joined the Group
June 2016

Skills, experience and contribution

« Extensive information technology,
e-commerce and digital transformation
experience

Highly regarded chief information officer

Strong board governance experience
across diverse industries

Significant experience in IT strategy
development and implementation

Paul has extensive experience as a chief
information officer. He is currently Chief
Information Officer at Johnson Matthey,

a FTSE 100 global leader in sustainable
technologies, and prior to that was the first
John Lewis partnership CIO responsible
for creating a unified IT function and an
integrated cyber security programme.

He spent 15 years at BA accountable for
the design, development and operation

of BAs IT strategy. His previous roles
have included Chairman of the Société
Internationale de Télécommunications
Aéronautiques, Non-Executive Director

at Pets at Home Group plc and P&O Ferries
Limited, Chairman of the eSkills UK

CIO Board, and Chairman of the oneworld
CIO Group.

External appointments
Chief Information Officer of Johnson
Matthey PLC.

D D € &P

Joined the Group
October 2018

Skills, experience and contribution
« Extensive business leadership,
management and board experience

Experience in the UK and internationally
across a range of industries including
financial services, retail banking,
payments, digital innovation and the
social sector

« Deep understanding of the digital
economy and interest in emerging
technologies

« Strong strategic, risk and governance
experience

Geeta has extensive financial services,
retail banking and payments industry
experience. Geeta was formerly Executive
Chair of Monitise Europe, a non-executive
director at Vocalink and Vice Chair of the
Big Lottery Fund England. Among the many
roles in her career, Geeta was Director of
Payment Services with HBOS plc and
previously Managing Director, UK Retail
Bank and Business Development Head EME
at Citigroup. She is a chartered accountant.

External appointments

Non-Executive Director and Chair of the
Audit Committee of Funding Circle Holdings
Plc, Non-Executive Director of Ultra
Electronic Holdings Plc and Non-Executive
Director and Chair of the Risk Committee

at Wizink Bank S.A.

D D D

Joined the Group
October 2018

Skills, experience and contribution
» Extensive retail banking and financial
services background

« Significant board level strategic and
financial leadership experience including
investor relations, strategy, corporate
development and strategy, and treasury
and finance

» Governance and deep regulatory
experience

Strong experience of boards at both
Executive and Non-Executive level

Darren brings considerable and highly
relevant experience in retail banking

and financial services. His previous
appointments include Chief Financial Officer
of TSB Bank plc where he took the lead role
in the divestment of the TSB business from
Lloyds Bank plc and its subsequent IPO

and takeover. Prior to that he held several
executive and senior retail banking and
finance roles at Lloyds Banking Group plc.

External appointments

Senior Independent Non-Executive Director
and Chair of the Audit Committee of
Equiniti Group plc, Senior Independent
Non-Executive Director and Chair of the
Audit and Risk Committees at Network
International Holdings plc and adviser at
Silicon Valley Bank (UK branch).
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Our Board of Directors

Non-Executive Directors

Group Company Secretary

Amy Stirling
Non-Executive Director

Lorna McMillan
Group Company Secretary

GOV

Joined the Group
October 2018

Skills, experience and contribution
« Extensive financial leadership,
management and board experience

« Experience across a range of sectors
including telecommunications, financial
services and commerce

« Significant experience in strategic
planning and implementation

« Chartered accountant and experienced
Chief Financial Officer

Amy brings invaluable brand and consumer
perspectives and insights from her role

as Chief Financial Officer at Virgin Group.
Her previous appointments include
Non-Executive Director and Chair of the
Audit & Risk Committee at the UK Cabinet
Office; Non-Executive Director and Chair
of the Audit Committee at Pets at Home
Group plc; Chief Financial Officer of The
Princes Trust; and Chief Financial Officer
at TalkTalk Telecom Group Plc.

External appointments

Chief Financial Officer of the Virgin Group
and Non-Executive Director of RIT Capital
Partners plc where she chairs the Audit
and Risk Committee.
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Joined the Group
September 1994

Skills, experience and contribution
» Extensive board, governance and
general management experience

« Significant banking and risk
management experience

» Worked in financial services
for over 25 years

Lorna was appointed Group Company
Secretary in January 2019 and prior

to that was Company Secretary from
October 2014. She has broad experience
and knowledge gained from over 25 years
in the Group having held various roles in
personal and business banking, wholesale
banking, risk management and legal and
governance areas.
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Our Executive Leadership Team

The Executive Leadership Team is responsible for
delivering the initiatives that underpin the Group’s
strategic priorities as detailed in the Strategic report.
The team operates under the direction and authority

of the Chief Executive Officer.

Read the biographies of our Executive
Leadership Team members on our

website (Wwww.virginmoneyukplc.com/
about-us/executive-leadership-team).

Members
1. David Duffy
Chief Executive Officer

2. Hugh Chater
Group Mortgages Director

3. Lucy Dimes
Group Chief Strategy and
Transformation Officer

4. Kate Guthrie
Group Human Resources
Director

5. Fraser Ingram
Group Chief Operating
Officer

6. Enda Johnson
Interim Group Chief
Financial Officer

7. Fergus Murphy
Group Personal Banking
Director

8. Gavin Opperman
Group Business Banking
Director

9. Helen Page
Group Brand and Marketing
Director

10. James Peirson
Group General Counsel

11. Mark Thundercliffe
Group Chief Risk Officer

12. Emma Tottenham
Group Corporate
Communications and
Sustainability Director
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O 54 Governance Board leadership and Company purpose

How our Board operates

The Board is the principal decision-making body of the Group and is
collectively responsible to shareholders for promoting the long-term
success of the Company.

The Board'’s role is to provide leadership through effective oversight
and review. It sets, and monitors progress against, the Group’s
strategic priorities and establishes its culture, values, ethics and
standards. It sets the Group’s risk appetite, monitors operational and
financial performance and reporting, ensures the Group is adequately
resourced with effective controls and remuneration policies, and that
there are appropriate succession planning arrangements in place.
Many of these matters are overseen by Committees of the Board.

At the date of this report, the Board comprises the Chairman, an
Executive Director, four independent Non-Executive Directors and
one Non-Executive Director appointed by Virgin Enterprises Limited.
The names of the Directors together with their biographies, including
their skills, experience and contribution to the Board are on pages
50 to 52.

The balance of skills, experience, independence, knowledge
and diversity on the Board is overseen by the Governance and
Nomination Committee. This is reviewed annually or whenever
appointments are considered. The Governance and Nomination
Committee leads the process for Board appointments, making
recommendations to the Board.

Board governance framework

Board operations

The Board held ten scheduled meetings during the year. In addition
to scheduled meetings, the Board holds ad hoc meetings when
matters of a time-critical nature need escalating to the Board for
information or decision. In 2020, several ad hoc meetings were held
in the period from March to June to consider and approve matters
impacting the Group that were linked to the COVID-19 pandemic.
During the year, the Chairman also held a number of meetings with
Non-Executive Directors without the Executive Directors present.

All Directors are expected to attend each Board meeting and the
meetings of Board Committees of which they are a member. In the
rare event that a Director is unable to attend a meeting, they still
receive the agenda and papers and have the opportunity to discuss
with, or notify, the Chairman, relevant Committee Chair or the Group
Company Secretary of any matters they wish to raise and to confirm
their support or otherwise for the matters on the agenda. The Board
or Committee Chair then represents those views at the meeting.

Each Board meeting follows a tailored agenda agreed in advance
by the Chairman, Chief Executive Officer and Group Company
Secretary. The Board agenda setting and meeting process is
illustrated on page 55. The Board recognises the need to prioritise
its time to focus on the most material strategic and business critical
items, while ensuring the continual monitoring and oversight of

key issues. The Chairman ensures Board meetings are structured
to facilitate open discussion, debate and challenge.

Virgin Money UK PLC Board
Responsible for the overall leadership of the Group
J J J N2
Governance and Audit Risk Remuneration
Nomination Committee Committee Committee Committee

« Reviews the composition
of the Board

« Considers succession
planning arrangements
for Board and Executive
Leadership Team roles

« Leads, and recommends
to the Board, the
appointment of new
Directors

« Oversees the annual
Board Effectiveness
Review
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» Assesses the integrity
of the Group’s financial
reporting and disclosures

» Oversees the
effectiveness of the
Group’s internal controls

« Reviews the activities
and performance of
internal audit and the
external auditor

» Reviews and monitors
the Group’s
whistleblowing
procedures

» Monitors and
recommends to the
Board the Group’s
risk appetite

« Monitors the Group’s risk
profile including financial
and operational risks

« Considers the Group’s
principal and emerging
risks

« Oversees conduct
and compliance

« Sets the overarching
remuneration principles
and parameters for
the Group

« Reviews and approves
the remuneration of the
Chairman, Executive
Directors and certain
other senior Group
employees

« Oversees other
remuneration issues
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Matters route to the Board and Board Committees via the
management governance framework and relevant items are
recommended to the Board for approval from Board Committees.
This escalation process ensures the Board is engaged on the
right matters and has the right information to help Directors
make decisions.

During Board days, time is also allowed for deep dives, for example
into areas of strategic importance or to brief Directors on emerging
issues of relevance to the Board. Deep dives provide the opportunity
for Directors to gain deeper insight and build their knowledge by

hearing from subject matter experts, asking questions and debating
the impacts for the Group in an informal way. Further information on
the deep dive topics during the year can be found within the Board
Activities section on page 57.

Between Board meetings, Directors are provided with regular written
updates on material issues from the Chief Executive Officer and
members of the Executive Leadership Team.

The list of matters reserved for the Board is set out in the Board
Charter available on our website (www.virginmoneyukplc.com).

Board agenda setting

e Chairman, Chief Executive Officer and Group Company Secretary agree a calendar of Boar

tart of the The Chai Chief E ive Offi dG C S lendar of Board

Board year agenda items for the year.

Sett]ng the agenda The Group Company Secretary drafts the Board agenda and discusses it with the Chairman and
Chief Executive Officer, agreeing the prioritisation and allocation of time for the most material matters.

for each Board

meeting Non-Executive Directors may notify the Group Company Secretary of specific topics to be raised

at meetings and the Group Company Secretary informs the Chairman if this is the case.

The Board packis
prepared and issued

The Group Company Secretary reviews all reports to ensure they are succinct and focused on the
most relevant information. The Board pack is then published on a secure electronic Board portal
usually one week prior to the Board meeting to ensure Directors have sufficient time to fully prepare

for the meeting and request additional information if necessary.

The Board day

The Chairman holds a private session with Non-Executive Directors to agree the matters of concern

or focus that Non-Executive Directors would specifically like to discuss during the meeting.

A typical Board meeting will start with a report from the Chief Executive Officer covering progress
against the Strategic Plan and various internal and external stakeholder matters. Time is then
prioritised on matters linked to strategy, customer service and experience, financial, risk, and
operational performance and the Board are provided with the opportunity to challenge and seek
further information from management before making decisions.

Following the Board meeting, Non-Executive Directors usually hold a private session without

management present.

After the meeting

The Group Company Secretary produces the minutes and circulates actions from the meeting and

meets with the Chairman to review the meeting and to agree the immediate points of follow up.

Board committees

The Board discharges some of its responsibilities through, and is
supported by, its Committees which provide oversight and make
recommendations on the matters delegated to them by the Board.
The Board has established four principal Board Committees

as shown on the previous page. From time to time, the Board
establishes special purpose Committees to assist it in overseeing
specific areas that may require additional attention. A Transformation
and Integration Committee was established during the period to
provide specific focus on the effective integration of the heritage
Clydesdale Bank and Virgin Money businesses.

Board Committee membership and attendance at meetings is set
out on page 48. Each Committee is led by an experienced Chair
and membership consists solely of Non-Executive Directors.

The Chairs of each Board Committee provide a report on Committee
business at each Board meeting, including the matters being
recommended by a Committee for Board approval.

The process for setting a Committee agenda and running a
Committee meeting mirrors that of the Board and the Charter
for each principal Board Committee is available on our website
(www.virginmoneyukplc.com).
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O 5 6 Governance Board leadership and Company purpose

How our Board operates

Information and support

The Chairman, through the Group Company Secretary and with the
support of management, is responsible for ensuring communication
flows between the Board and its Committees and that information
received by the Board is of high quality. In addition to the main Board
papers, supplementary background material is regularly provided via
the electronic Board portal and Directors are able to seek clarification
or further detail from management where necessary. All Directors
are provided with sufficient resources to undertake their duties

and have access to the advice of the Group Company Secretary in
relation to the discharge of their duties and matters of governance.
In appropriate circumstances, Directors may obtain, at the Group’s
expense, independent professional advice where they judge it
necessary to discharge their responsibilities as Directors.

Training and development

The Chairman leads the training and development of the Board and
of individual Directors and regularly reviews and agrees with each
Director their individual and collective training and development
needs. The Group Company Secretary maintains a training and
development log for each Director.

For Directors joining the Board, the Chairman ensures that on
appointment each Director receives a full, formal and tailored
induction which reflects a Director’s skills, experience and Board role.
Directors who take on new roles (or change roles) during the year
participate in an induction programme tailored to their new or
changed role.

Time commitments

Non-Executive Directors, including the Chairman, are informed of
the minimum time commitment required prior to their appointment
and they are required to devote sufficient time to the Company to
effectively discharge their responsibilities. A Director’s preparation
for, and attendance at, Board and Board Committee meetings is
only part of their role.

The time commitments of Directors are considered by the Board

on appointment and are reviewed annually. External appointments
must be agreed with the Chairman and disclosed to the Board before
appointment, with an indication of the time involved. During the year,
the Governance and Nomination Committee kept under review

the number of external directorships held by each Director and
considered the limits on the number of directorships imposed

by relevant regulations. Following this year’s review, the Board

is satisfied that there are no Directors whose time commitment

is considered to be a matter for concern. No Director took on a
significant external appointment, as defined by the Board, during
the year.

No Executive Director has either taken up more than one
Non-Executive Director role at a FTSE 100 company or taken up
the chairmanship of such a company.

Information about each Director’s attendance at Board and Board
Committee meetings is set out on page 48.
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Managing conflicts of interest

The Board has a well-embedded process for reviewing and, where it
sees fit as permitted by the Companies Act 2006 and the Company’s
Articles of Association, approving actual and potential Director
conflicts of interest that could compromise the independent
judgement of the Board. Prior to a new Director being appointed,
potential conflicts of interest are disclosed and assessed to ensure
that there are no matters which would prevent the incoming Director
from taking the appointment and, during their tenure, Directors

are asked to consult with the Group Company Secretary and

the Chairman before taking up any external appointment or
responsibilities. Changes to the commitments of Directors are
reported to the Governance and Nomination Committee and

the Board and all potential conflicts authorised by the Board are
recorded in a Register of Directors’ Conflicts of Interests which

is reviewed by the Board annually.

Board relations with shareholders

The Board is committed to engagement with its shareholders and a
key focus this year was introducing major shareholders to our new
Chairman, David Bennett. Given the restrictions on travel due to the
pandemic, this was facilitated by a series of video conference calls
with investors in July. While the Chief Executive Officer and Group
Chief Financial Officer, along with the Group Chief Strategy and
Transformation Officer, visited our major shareholders in Australia
in December 2019 following the publication of our 2019 full-year
results, investor engagement following the onset of COVID-19 was
necessarily held on a remote basis. The Chief Executive Officer
and Group Chief Financial Officer held an additional conference call
for shareholders in March to discuss our initial response to the
pandemic, and followed the announcement of our interim results

in May with a remote shareholder roadshow. The Group was also
represented at a number of virtual investor conferences across the
year which allowed members of the management team to meet a
range of investors.

The Board receives regular feedback on share price performance,
investor and analyst views and changes to the shareholder register.
The Board recognises that the Annual General Meeting (AGM) is

an important event in the corporate calendar and provides another
opportunity to engage with shareholders and hear their views.

All resolutions proposed at the AGM held in January 2020,

which were considered on a poll, were duly passed by the
Company’s shareholders.
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Board activities

Key - Group strategic priorities
Super straightforward
efficiency

Delighted customers
and colleagues

Discipline and
sustainability

@

Pioneering
growth

Below are details of the main topics of Board discussion and decision making during the year. The link between these topics and our
strategic priorities is also highlighted. On pages 62 and 63 we have provided more detailed examples of where the Board considered
stakeholders in key business decisions throughout the year.

Strategy

®EO0O

Approved the refreshed FY20-FY22 Strategic
Plan, including the revised ESG strategy,
and Financial Plan

®EOO

Received updates on performance of key
strategic programmes including projects

to improve the customer experience and

digitally enable our business

&)

Received updates on activities of the Virgin
Group including from a brand and external
communications perspective

@

Approved the annual Group Tax Strategy

Financial and business
performance

®EO0O

Received updates from the Chief Executive
Officer on key external, stakeholder and
business matters and from each customer
division; tracked performance to Capital
Markets Day commitments

Financial and business
performance continved

GlE)

Received reports from the Group Chief
Operating Officer on customer service,
technology, resilience and business continuity,
information and cyber security, complaints
and other conduct matters

Structure and capital

®@

Approved the Funding Principles and
Funding Plan

B

Approved the Capital Plan and received updates
on the capital outlook; reviewed capital stress
test outputs and held deep dives on the Capital
Plan build, the stress testing framework and
model risk

®

Received briefings on the requirements
of the BoE stress testing
Assessment Framework

B

Approved the refreshed ICAAP and ILAAP

@

Received reports from the Group Chief

Financial Officer on Group financial performance
and forecasts, including oversight of the capital
and funding position

®

Approved the Group Annual Report and
Accounts, the Interim Financial Report and
reviewed quarterly trading updates

®

Approved reporting in accordance with
the Capital Requirements Regulations (CRR)
(Pillar 3 Disclosures)

Risk and control

Risk and control continued

@

Reviewed reports from the Group Chief Risk
Officer on the Group risk profile covering all
principal and emerging risks; conducted a
deep dive on technology risk and regulatory,
conduct and compliance risks

@)

Approved the annual Money Laundering
Reporting Officer’s report

@

Received updates on the Senior Manager and
Certification Regime and approved role holders
as a result of the extension of the regime

Received updates regarding effectiveness
of whistleblowing disclosure activity

@

Approved the Operational Resilience Strategy
incorporating the Cyber Security Strategy

&)

Approved the renewal of the Group’s insurance
arrangements

Customers and our
stakeholders

®@

Approved the Group RAS and monitored
performance against risk appetite

@

Received reports from both the Prudential
Regulation Authority (PRA) and FCA following
routine annual reviews and approved actions
and responses

Received and reviewed reports on priorities
and activities in relation to the Group’s corporate
communications

&)

Reviewed and discussed plans for engaging
the Board on customer, brand and marketing
matters; monitored metrics measuring brand
health and customer advocacy; kept updated
on sponsorship activity

@®E

Kept updated on the support for vulnerable
customers
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Board activities during the year

Customers and our
stakeholders continved

®6

Received updates on new customer initiatives
including the launch of new products,
propositions and partnerships

Considered matters relating to the Group’s
charitable body

@)

Approved the annual statement on Modern
Slavery

®

Approved material contracts with third parties

B

Approved the Group’s ESG strategy; kept
updated on the Group’s ESG activity and had
a briefing on climate change

Colleagues and culture

Reviewed and agreed the arrangements
for workforce engagement including their
effectiveness

&)

Discussed organisational culture and
development including a review of KPIs in the
culture dashboard and reviewed the annual
colleague engagement survey outputs; kept
updated on embedding our organisational
Purpose, Values and Behaviours

Reviewed and approved the Group Inclusion
Statement and kept updated on progress
against the Group Diversity and Inclusion
Strategy with a specific focus on supporting
BAME colleagues and customers

&)

Approved the Board Diversity and Inclusion
Policy and targets

Received updates on health, safety and
well-being in the Group

Discussed talent, diversity and succession
planning for the Group including the Board
and Executive Leadership Team

Virgin Money Annual Report & Accounts 2020

Corporate governance

®

Received recommendations from the
Governance and Nomination Committee and
approved several Board and Board Committee
appointments, including the appointment

of David Bennett as Chairman of the Board

®©

Considered and approved the Delegated
Authority Framework

®

Considered and approved findings from the
externally-facilitated Board Effectiveness
Review, including agreeing actions to ensure
continuous improvement; completed the
annual review of Board Committee Charters
and effectiveness

®©

Carried out an annual review of corporate
governance policies

®

Undertook a review of fees paid
to Non-Executive Directors

®EO

Received updates on arrangements for the
Group AGM, approved the Notice of AGM,
the resolutions to be put to shareholders
and the related documentation

O

Approved matters in relation to the Group’s
JV with AAM

COVID-19

As referenced elsewhere throughout the report,
2020 required the Board to consider the effects
of the COVID-19 pandemic on our business,

our customers, our colleagues and other
stakeholders and this saw an increased level

of Board activity between March and June.
This included the following activities:

®®

Additional meetings of the Board were
convened focusing specifically on our
response to COVID-19

COVID-19 continued

®OE

Received updates from the Incident
Management team on COVID-19 contingency
planning and responses, including operational
and technical preparations to maintain critical
processes; customer and colleague response;
strategic programme impacts; Group
performance impacts; regulatory considerations;
and stakeholder engagement

GlE)

Reassessed the timing of planned integration
activity and agreed to put role redundancies
and branch closures on hold for a period

Considered specifically the support being
provided to customers, for example through
payment holidays and the Group’s participation
in the support schemes launched by the
government; reviewed how the Group was
supporting vulnerable customers and managing
conduct, collections and complaints activity

Kept updated on the arrangements being put

in place to support colleagues whether working
from home or in our stores, contact centres
and office locations; reviewed related colleague
communications

®

Reviewed business performance, balance sheet
resilience and KPIs which was reported in our
Q3 Trading Update in July; kept updated on the
strength of the Group’s capital position and the
adequacy of provisions for a potential increase
in credit losses

Kept updated on the support being provided

to our communities, including waiving the VMG
platform fee for a period to support fundraisers;
the pledges of support from the VMF to local
community organisations; and the launch of
the Virgin Money Red team to answer money
questions whether you bank with us or not

®EHOE

As the crisis phase of the Group’s response
passed, the Board has been engaged on
shaping the future working model building
on the operational lessons learned from the
pandemic and colleague feedback
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(sovernance in action

Board engagement on strategy

This year, the Board held a series of Strategy Sessions focusing on
the impact of the COVID-19 pandemic on our strategy and against
the backdrop of an uncertain economic outlook. The Chief Executive
Officer, Group Chief Financial Officer and Group Strategy and
Transformation Officer led the process and other members of the
Executive Leadership Team were involved depending on the focus
of each session.

Each session was designed to cover specific topics and Board
members were provided with briefing materials in advance ensuring
that the time the Board spent together was discussion focused
with plenty of time for points of challenge, debate and questions.
This approach meant the Board was highly engaged in the process
to set the refreshed Strategic and Financial Plan.

Session topic Summary

March
External
environment

The Board was provided with a briefing note giving
an update on the external landscape, our divisional
development plans, our programmes of delivery
and our overall delivery and investment plan for
FY22. The March Strategy Session was due to

take place at the time the COVID-19 pandemic was
escalating and was therefore postponed and picked
up again in April.

April
COVID-19 impact

Our first opportunity to discuss our reaction
to COVID-19, including the outlook for the UK
economy and the Group’s financial outlook.

This session focused on an overview of our
customer divisions’ ambitions at a high level and
the Board also agreed the planning timelines and
discussed FY21 strategic focus areas.

May
Customer
division ambitions

June
Gross view of
new end state

In this session, our customer divisions’ end

state outcomes were presented, the investment
priorities and constraints were discussed and
implied business capability and customer outcomes
were reviewed.

September Two sessions were held in September. The first
Emerging focused on an early view of the Financial Plan for
. . FY21-FY23 including the target balance sheet
Financial Plan and shape. The second session covered the draft
advanced draft Strategic Plan with much of the discussion focused
Str‘ategic Plan on brand, commercial strategies, delivery of change
and cost plans and an updated view of balance
sheet shape. The proposed ESG strategy was
also covered.
October Final strategic plans for our divisions were
Updated presented along with FY21 delivery plans;
. the updated Financial Plan was reviewed.
Strategic Plan

and Financial Plan

November
Final Plans

The final Strategic and Financial Plan outcomes
aligned to risk appetite are presented for approval.

Board oversight of our Purpose-led culture

The Group’s Purpose, making you happier about money, guides the
way we do business every day delivered through our Virgin Values.
We set up our Purpose Council to oversee and manage the factors
that are critical to being a Purpose-led Company. The Purpose
Council is led by James Peirson, Group General Counsel on behalf
of the Executive Leadership Team and each business unit is
represented. Purpose Council members drive the Group’s Purpose
across the organisation ensuring consistency of message and
challenging business units to be truly Purpose-led. The Board
recognises that culture is critical to developing the right environment
to deliver the best outcomes for customers and provides oversight
and direction of culture activities. It does this through assessing and
monitoring progress through regular updates submitted to Board
meetings. The Governance and Nomination Committee held detailed
discussions during the year in respect of the Board’s engagement
with its workforce as this allows it to obtain better colleague insights,
particularly in respect of the Group’s culture, Values and Behaviours.
As a result of this oversight, our thinking on culture and associated
activities is regularly refined to incorporate insight from our
colleagues, which helps to understand the progress we are

making and those areas where we can continue to improve.

Workforce engagement

In 2020, the Governance and Nomination Committee, on behalf

of the Board, reviewed the Group’s approach to how it engages
with its workforce. For the purposes of Virgin Money, the definition
of workforce includes permanent, fixed term and zero hours
colleagues along with contractors and agency workers. The
Governance and Nomination Committee noted that there were
several internal and external developments in relation to workforce
engagement to consider since it agreed the previous approach in
2019, including further development of the Group’s Purpose and
culture and a new working environment as a result of COVID-19.
The workforce engagement approach agreed in 2019, which was
to leverage existing channels of colleague engagement, has been
successful in providing the Board with regular insight of the views
of the workforce via a Culture Dashboard report, updates on key
colleague metrics and colleague survey data, and discussions
facilitated by the Group Human Resources Director. This reporting
has been supplemented with opportunities for Directors to meet
face to face with colleagues. The following are examples of where
the Board has considered workforce feedback in its discussion and
decision making.

o COVID-19 response: The Board has received regular updates on
colleague experience, including specifically the outcomes of the
April colleague pulse survey, which was focused on our COVID-19
response. The Board has supported a number of key proposals
which address colleague concerns which included approving
spend to provide colleagues with the right kit to better enable
remote working and the provision of PPE for essential workers.

o Black Lives Matter: The Black Lives Matter protests across the
country in June marked a step change in the focus on inclusion of
those from ethnic minority groups. The Board supported a number
of activities including the production of a topical podcast with
Geeta Gopalan, Non-Executive Director, and interventions to
create additional career opportunities for minority colleagues.

» Consideration of remuneration across the workforce: As the
impact of COVID-19 on business performance became clear during
the second half of the financial year, the Remuneration Committee
kept colleague remuneration front of mind recognising the
considerable efforts of all colleagues and those in front-line roles
in particular.
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Governance in action

Following the 2020 review, the Committee agreed that leveraging
existing channels will remain the chosen mechanism for workforce
engagement rather than one of the options suggested in the Code.
Directors agreed that there were steps that could be taken to further
enhance the Boards’ engagement with the workforce, including
broadening its reach through the use of digital tools and agreed
elements to be taken forward to ensure insight and two-way
engagement which included bi-annual People Updates delivered by
the Group Human Resources Director to the Board; Non-Executive
Director participation in the Purpose Council and colleague inclusion
network events; and an annual programme of events allowing

Q&A with

the Chairman, David Bennett
Board effectiveness

during COVID-19

Q: How have you found your first few months as Board Chairman
and what governance changes have you made to date?

A: It has certainly been a unique year in which to have become
Chairman given the emergence and ongoing impacts of the
COVID-19 pandemic. It has thrown up numerous challenges
that we couldn’t have foreseen and | would like to say thank you
to all our colleagues who have performed extremely well given
the circumstances. | feel, as a business, we have risen to the
challenges of supporting our customers through the pandemic
despite the difficult economic backdrop while at the same time
ensuring we have kept colleagues safe.

Since becoming Chairman, | have worked hard to reduce the
overall size and costs of the Board to make it more efficient and
effective and we now have a Board of six Non-Executive Directors
compared to 11 at the beginning of the year. All the independent
Non-Executive Directors serve as members of all principal

Board Committees which enables them to fully understand all

of the issues being discussed in detail and removes the need

for separate briefings or summary reports. Amy Stirling, a
Non-Executive Director, also joined the Governance and
Nomination Committee.

Q: You took on the role as the COVID-19 pandemic was in full
flight. How has the Board adjusted its ways of operating as a
result and what lasting changes will it make?

A: The main way in which we have adjusted is that we have

held all Board and Committee meetings online since March 2020.
Our IT team worked incredibly hard at very short notice to make
video calls and meetings part of normal activity across the Group
and we have also embraced this as a Board with no interruptions
to our planned schedule of meetings. Board members are now
used to structuring challenge and having good engagement
virtually but the pandemic has obviously restricted our ability to
visit and interact with colleagues at our various operational and
office locations. We have tried to bridge this gap by increasing the
frequency of our video interactions with members of the Executive
Leadership Team, and other senior colleagues, and my view is that
Non-Executive Directors are now speaking more regularly with
management than ever before due to the technology now available
to us. It does raise questions as to how often the Board will need
to meet face to face in the future and | can see a blend of video
and face to face meetings being our chosen approach given how
well video meetings have worked and that it enables us to reduce
travelling time and of course, our carbon footprint.
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Non-Executive Directors to meet with small groups of colleagues
to hear about their views on specific topics through the year.

Time will be factored into each Board agenda for Directors to report
back on colleague viewpoints to ensure all Directors are aware and
to inform Board discussions and decision making.

Q: Last year Virgin Money launched a new Purpose, making you
happier about money. What's the Board’s perspective on how
that Purpose has helped drive the Group’s response to the
COVID-19 pandemic?

A: Our Purpose has ensured that the Board has been even

more mindful of how the pandemic could impact our customers.
All Board papers provide detail on how each matter aligns with
our Purpose. Furthermore, the launch of our ‘Money on Your Mind’
campaign allowed us to engage with both our customers and
wider society in relation to their financial concerns in an
empathetic way.

Q: How would you rate Virgin Money'’s governance and how

do you see it changing in 2021 and beyond?

A: | rate our Governance very highly. | feel we have a strong Board
and Executive Leadership Team who all recognise that good
governance leads to better decision making. The changes | have
made to the Board, which | touched on earlier, mean that all Board
members are across all issues — there are no blind spots for anyone
—and this leads to more efficient, and improved decision making.

| see our governance continuing to change to reflect the needs of
the business going forwards, and we will be focused on ensuring
both that the execution of the Group’s strategy is properly
overseen and challenged and that we deliver an improved
experience for our customers. In 2021 and beyond, | see an
increasing focus on ESG matters, the UK’s departure from the EU
and the potential for a second Scottish independence referendum
and we have previously set up special purpose Board Committees
to focus on specific matters such as these — this may be
something we need to do again in the future.

Q: What are the Board’s priorities for the coming year?

A: Firstly, | would say to continue to focus on delivering good
service and products that meet the needs of our customers and in
particular, to pay close attention to ensuring we achieve the right
outcomes for our vulnerable customers. The Board will also be
heavily focused on the delivery of the Group’s strategy. Continuing
to drive down our costs and make the business more efficient will
continue to be a top priority for the Board, as will ensuring we
manage our capital in a prudent way. Consideration of ESG factors,
such as reducing the Group’s carbon footprint, driving diversity,
and thinking carefully about how ESG should factor into our
lending activity considerations, | expect to feature more
prominently. The continued safety of our colleagues during the
COVID-19 pandemic will also be a key priority for the Board. | think
our priorities can be summed up quite simply: safe customers,
safe colleagues and a safe Bank.



00

Governance Board leadership and Company purpose

Stakeholder engagement
and Board decision making

Stakeholder engagement and Board decision making

(s.172 compliance)

The Companies Act 2006 sets out the general duties which directors
owe to a company. New legislation has been introduced to help
shareholders better understand how directors have discharged their
duty to promote the success of the Company, while having regard

to the matters set out in section 172(1)(a) to (f) of the Companies Act
2006 (s.172 factors). As in previous years, the Directors continued

to exercise all their duties in the year to 30 September 2020, while
having regard to these and other factors as they reviewed and
considered proposals from senior management and governed the
Company on behalf of its shareholders through the Board.

The information included in the table below provides a signpost to
where more detail can be found of some of the key areas where the
Board considered s.172 factors in its discussions during the year.

S.172 factor Examples Page
Consequence of any decision Strategy 8-9
in the long term Integration and transformation 8-13
Interests of employees Workforce engagement 59
‘A life more Virgin' 1
Fostering business Enhancing the customer 10
relationships with suppliers, experience
customers and others )
Supplier payment terms 15
Impact of operations Corporate and Social 17,
on the community and Responsibility 20-21
the environment
Maintaining a reputation Governance and Board 54
for high standard of operations
business conduct Sustainability 16
Acting fairly between Stakeholder engagement 61-63

members of the Company

The Board is fully committed to engaging, consulting and responding
to the needs of all stakeholders which is a fundamental part of our
culture and strategy for long-term sustainable success. Board
members participate in a range of stakeholder engagement activities
to increase their understanding of the business and the issues that
matter to our stakeholders.

Some examples of how we engage

Our stakeholders Key with our stakeholders

Executive Directors host interactive

'Let's Talk' sessions (which Non-Executive
Directors are also invited to join) with
colleagues to understand their views.

Colleagues

An annual 'myVoice' colleague survey,
the results and key outcomes from which
are considered by the Board.

Our monthly customer and marketing
insight reports help bring us closer to our
customer and how they feel about us.

Customers

We receive and respond to future money
management worries through our 'Money
on Your Mind' communication channels.

We engage with the UK Government
through regular bilateral meetings and
events and our representation on the

FiAB Board and Banking & Economy Group
facilitates regular engagement with the
Scottish Government.

Feedback from the FCA and PRA on
specific matters is discussed regularly
at Board and Committee meetings.

Government
and regulators

The AGM is an opportunity for shareholders
to meet with Directors and ask questions.

Investors

The Chairman and other Board members
regularly meet with large institutional
investors to discuss the performance of
the business and to take investor feedback.

Senior executives represent the Group
on the Boards of our JV partnerships with
Salary Finance and AAM.

Partners and
suppliers

Our use of an online supplier management
portal, accessible by us and our suppliers,
supports us in framing the regular
discussions we have with our suppliers.

Significant time is spent engaging with our
communities through the grassroots work
carried out by the VMF as well as feedback
loops from colleague volunteering and our
Charity of the Year partnership. We also
engage in industry forums looking at our
role on environmental matters, including
climate change. These are all considered
at Board level.

Society
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Stakeholder engagement and Board decision making

Considering our stakeholders in business decisions is not only the
right thing to do, but is fundamental to delivering on our Company
Purpose and ambition and our ability to drive value creation over
the longer term. Delivering this in the midst of a global pandemic,
while balancing the needs and expectations of our stakeholders
and maintaining relationships, has been a critical and challenging
task but an important one during a significant year for the Company.

It is important that our Board understands the areas of interest or
concern for our key stakeholders when it makes decisions. To ensure
stakeholder considerations are a key part of our decision making,
papers impacting different stakeholder groups are presented
throughout the year to the Board and its principal Committees.

Like any business, there will be certain decisions that may have

an adverse impact on one or more stakeholder groups but we strive
to act in the best interests of the Group and all stakeholders and

we will always aim to be fair and balanced in our approach. The more
detailed examples of Board activities during the year that follow are
of strategically important matters where the Board considered key
decisions that directly affected these groups, and the outcomes as

a result of the Board discussions.

Key Board discussion area

COVID-19

Stakeholder(s) considered

000

The Group’s response to the COVID-19 pandemic, and the impacts
on our stakeholders, were discussed in depth at Board meetings
throughout the year as the pandemic progressed. The Board
challenged and approved a number of specific COVID-19 responses
as a result of these discussions. Further detail on the impacts to
our stakeholders and how we have responded to the challenges
that were raised by COVID-19 are set out on page 6.

Key Board discussion area

Transformation of the Board

Stakeholder(s) considered

( X J

The Board has undergone several changes during the year as it looks
to set itself up for the future. The appointment of our new Chairman
was as a result of a carefully considered Board succession plan

and outreach activities were held with larger investors to introduce
our new Chairman to them. During the appointment process,
consideration was given by the Governance and Nomination
Committee to the continuity that our new Chairman would bring for
investors and colleagues given his prior role as Deputy Chairman

and Senior Independent Director. Reducing the size of the Board has
been something our shareholders have said they were keen to see.
We have taken this feedback on board and have managed to achieve
this in the past 12 months through our Board succession plan.

We have also liaised with our regulators to successfully appoint new
Chairs to all of our Board Committees with the exception of the Audit
Committee which Tim Wade continues to Chair.
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Key Board discussion area

Pushing the digital boundaries

Stakeholder(s) considered

o0

The Board supported the plans to build digital propositions that
create memorable experiences for our customers and it considered
the development and launch of our innovative Home Buying Coach
app, created in collaboration with a third-party Fintech, which is
designed to help first-time buyers achieve their goal of owning a
home.

Stakeholder(s) considered

( X )

The Board considered and supported the launch of the ‘M" account
—a market leading basic bank account designed for customers with
financial difficulties or vulnerabilities, which is a vital part of our
financial inclusion strategy, with full-service digital banking offered
through an app and online.

Stakeholder(s) considered

[ X )

The Board considered our additional investment in IT and
homeworking equipment which has enabled the majority of our
colleagues to work safely and productively from home during the
COVID-19 pandemic and management continue to engage with
colleagues to shape our future working model to reflect the changing
attitude and requirements of both customers and colleagues.

Key Board discussion area
Alife more Virgin

2020 has presented us with a number of operational challenges but
it has also led to the Board considering and approving matters which
allow us to continue on our transformation journey to the new Virgin
Money including:

Stakeholder(s) considered

([

An updated and accelerated ESG strategy which sets out our ESG
ambition and key principles including the development and roll-out
of a new ESG governance framework.

Stakeholder(s) considered

The launch of the Virgin Money Unity arena — the UK’s first dedicated
socially distanced music venue —in Newcastle to support the
creative industry in the midst of the COVID-19 pandemic.

Stakeholder(s) considered

[ X J

Putting in place a plan of action to improve the engagement with
Black, Asian and ethnic minority (BAME) colleagues and customers.
The Board was presented with the opportunity to speak with, and
listen to, ethnic minority colleagues to understand their perspectives
and needs.
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Key Board discussion area

Progress on cost savings

Stakeholder(s) considered

The Board continues to closely monitor the Group’s expenditure and
its progress against its cost saving targets through regular updates
provided by the Group Chief Financial Officer. As outlined in our
FY20 results, our cost reductions remained in line with expectations
pre-COVID-19 but we anticipate c.£10-15m of ongoing temporary
COVID-19 related costs in FY21.

Stakeholder(s) considered

o0

In March 2020, due to the ongoing uncertainty of the impacts of
COVID-19 on our stakeholders, the Board considered and approved
that the planned integration programme should be put on hold as
we prioritised support for customers and colleagues during the
pandemic. The Board considered carefully the appropriate moment
to recommence this work and judged that reflecting the measures
put in place during lockdown, our integration activity would restart
in July 2020 and will deliver cost synergies in FY21.

Key Board discussion area

Governance and accountability

Stakeholder(s) considered

o

The Board considered and approved a new Delegation of Authority
Framework which set out the matters delegated by the Board to

the Chief Executive Officer and beyond and provided clarity for
colleagues on responsibilities and approval limits including in relation
to partner and supplier contract approval authorities.

Stakeholder(s) considered

([

The Governance and Nomination Committee considered and agreed
that the Company’s approach to workforce engagement should be
refreshed and recommended changes to improve its effectiveness
in line with the FRC’s recommendation and new governance
requirements.

Stakeholder(s) considered

()

Our July 2020 Board meeting was attended by senior representatives
of the PRA which allowed the Board to hear and discuss current
regulatory views and insights.

Key Board discussion area

Shaping for the future

Stakeholder(s) considered

000

Specific Board sessions were held to consider the impact of
COVID-19 on the Group’s strategy. These sessions considered many
stakeholder impacts including how to support customers during the
crisis, how to keep our colleagues safe, the opportunities available to
work with partners to accelerate our digitalisation agenda, our return
and capital targets, and broadening the scope of our ESG agenda.

Stakeholder(s) considered

( X J

Consideration of the size of our estate so that it meets the needs of
our business and the communities we operate going forward, was a
key matter of focus for the Board in FY20. The Board approved that
we will work with partners to redevelop our office ‘Hubs’ to refocus
them as community space for our ‘flexible colleagues’ to meet,
collaborate and celebrate, as well as offering touch down space

for occasional working.
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Board roles

The Chairman leads the Board and is responsible for its overall
effectiveness. There is a clear division of responsibilities between
the Chairman and Chief Executive Officer with the Chairman
responsible for leading the Board while the Chief Executive Officer
manages the day-to-day running of the business.

The Board includes an appropriate combination of Executive and
Non-Executive (and, in particular, independent Non-Executive)
Directors, such that no one individual or small group of individuals
dominates the Board’s decision making. Non-Executive Directors
provide constructive challenge, strategic guidance, offer specialist

advice and hold management to account. The Board, supported

by the Group Company Secretary, ensures that it has the processes,
policies, information, time and resources it needs in order to function
effectively and efficiently.

The Board has an established framework of delegated financial,
commercial and operational authorities, which define the scope
and powers of the Chief Executive Officer and of operational
management.

The key responsibilities of Board members and the Group Company

Secretary are outlined below.

Role

Responsibility

Chairman

Leads the Board in organising its business and agenda to ensure it is effective.

Ensures the Board as a whole is constructive, forward looking, and primarily focused on strategy, performance
and key value creation matters.

Guides the Board to establish the culture, values and ethics of the Company.

Promotes the highest standards of corporate governance including ensuring openness and debate are welcomed.
Ensures that accurate, timely and high-quality supporting information is received.

Ensures Board induction, evaluation and development are a priority.

Promotes effective communication with the Company’s shareholders.

Senior Independent
Non-Executive
Director

Provides a sounding board for the Chairman.
Serves as a trusted intermediary within the Board.
Ensures that all Directors’ views are communicated to the Chairman.

Available to shareholders if matters cannot be resolved through the usual channels of communication
with the Chairman or other Directors.

Maintains relationships with major shareholders to understand any issues they may have.

Meets with the Non-Executive Directors without the Chairman at least annually and leads on the ongoing
monitoring and annual evaluation of the Chairman’s performance.

Chief Executive
Officer

(Executive Director)

Leads the Executive Leadership Team in the day-to-day management of the Group, ensuring its effective running.
Maintains a close relationship with the Chairman.

Responsible for designing, coordinating and proposing to the Board all activities to implement the Group strategy
and objectives.

Represents the Group to external and internal stakeholders, ensuring effective engagement processes are in place.

Non-Executive
Directors

Bring an external perspective, knowledge, experience and insight.

Apply sound judgement, objectivity and bring challenge to the activities of the Board.
Develop and set the Group’s strategy and monitor its implementation.

Review the Risk Management Framework.

Support and constructively challenge Executive Directors.

Satisfy themselves on the integrity of financial information, taking account of the views and concerns
of stakeholders.

Have a principal role in appointing and, where necessary, removing Executive Directors.
Create appropriate succession plans and approve appropriate levels of remuneration for Executive Directors.

Group Company
Secretary

Ensures the Board receives high-quality information in a timely manner.

Supports the Chairman to ensure Board effectiveness.

Provides advice to the Board, in particular in respect of Corporate Governance developments.

Ensures compliance with the Group Corporate Governance Framework.

Manages Director induction and professional development.

Facilitates communications with shareholders, as appropriate, and ensures due regard is paid to their interests.
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Governance and Nomination
Committee report

year ahead.
David Bennett

Members

David Bennett (Chair)
Paul Coby

Geeta Gopalan
Darren Pope

Amy Stirling

Tim Wade

Dear shareholder,

| am pleased to bring you my first report as Chairman of the
Governance and Nomination Committee (Committee) and to update
you on the Committee’s activity for the year ended 30 September
2020. Set out on pages 67 to 68 is an overview of the main topics
of Committee discussion and decision making during the year.

The Committee welcomed Paul Coby, Geeta Gopalan, Darren Pope
and Amy Stirling from 1 July 2020 meaning all Non-Executive
Directors are now members. | would like to thank Fiona MacLeod
and Jim Pettigrew for their contributions to the Committee during
the year.

Board changes

Following the Company’s announcement on 24 January 2020

that Jim Pettigrew planned to retire as Chairman, the Committee
initiated a search process for his successor under the leadership of
Fiona MacLeod. Fiona stepped in as an alternative to me, as Senior
Independent Director at the time, leading the process as | was a
candidate for the role and therefore conflicted. An overview of the
thorough search and selection process followed is provided on page
67. Jim retired from the Board on 5 May 2020. Upon becoming Board
Chairman on 6 May 2020, | also became Chair of the Committee and
stood down as a member of the Audit Committee and of the Risk

Committee. Tim Wade succeeded me as Senior Independent Director

from 6 May 2020.

Through delivery of our succession plan we
have in place a smaller; cohesive Board that will
provide the informed insight and constructive
support and challenge that will be critical in the

Chair, Governance and Nomination Committee

In my Chairman’s Governance Review on page 46, | described

that there had been a review of the balance of the Board this year
culminating in a reduction in the size of the Board, and changes

to the composition of the Board’s committees, all of which was
overseen by the Committee with recommendations made to

the Board. Clive Adamson stepped down from the Board on

29 November 2019 and was succeeded as Chair of the Risk
Committee by Geeta Gopalan on 30 November 2019. Geeta also
became a member of the Audit Committee on the same date.

On 30 January 2020, the Company announced lan Smith’s resignation
as Group Chief Financial Officer and lan stepped down as Executive
Director on 30 September 2020, leaving the Company on 14 October
2020. In line with our Board Succession Plan, Adrian Grace left the
Board on 1 May 2020, Teresa Robson-Capps on 30 June 2020 and
Fiona MacLeod on 30 September 2020. Darren Pope joined the
Remuneration Committee on 3 February 2020 and succeeded
Adrian as Chair of the Remuneration Committee on 2 May 2020.

In June 2020, we announced several other changes to the
membership of Board committees effective from 1 July 2020
reflecting the ongoing review of committee membership.

On the Committee’s recommendation, all continuing independent
Non-Executive Directors have been appointed as members of all
principal Board committees ensuring that more Board members are
fully engaged on the specialist areas of focus and deeper insights
at Committee level. This also frees up Board meetings to focus on
the most material decisions and matters reserved for the Board.

Succession planning and ensuring we have a diverse

and inclusive Board

Succession planning at both a Board and management level
continued to be a key area of focus for the Committee during
the year, including the succession plan for the Group Chief
Financial Officer.
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Governance and Nomination Committee report

The Committee will continue to keep under review the structure,
size and composition of the Board and its committees, making
recommendations to the Board. Consideration is given to succession
arrangements on a contingency basis for sudden and unforeseen
departures, and over the medium and longer term aligned to the
evolution of our strategy and the objectives and skills needed on

the Board in the future. This has included a refresh of the Board skills
assessment during the year and the creation of a skills matrix with
areas to further strengthen the Board skill set identified and being
progressed to ensure we continue to have in place a strong Board
with the relevant experience to oversee the next phase of the
Group’s development. Diversity and inclusion was a key focus of

the Committee’s succession planning work this year and the Board
places great emphasis on ensuring that its membership reflects
diversity in the broadest sense. The Committee recommended

a refreshed Board Diversity and Inclusion Policy to the Board

incorporating both a gender and, for the first time, an ethnicity target.

At a management level the Committee also spent time challenging
the adequacy of succession plans covering the Executive Leadership
Team and other senior management roles, mindful of the skills
needed as the Group’s transformation to a full-service digital bank
continues. As part of this work, the Committee was updated on the
strength and depth of the Group’s senior talent pipeline and the
action being taken to nurture and develop our leaders of the future.
The Board is committed to ensuring that our succession plans
promote diversity and inclusion at all levels across the Group.

Board effectiveness evaluation

This year’s evaluation was externally facilitated by Oliver Ziehn from
Lintstock Limited and overseen by the Committee. The Committee
recommended to the Board an action plan to address the key areas
identified for improvement and has kept the implementation of

the action plan under review, reporting progress to the Board.

The external evaluation also included an assessment of the
Committee’s effectiveness. A recommendation was to improve

the visibility of the work of the Committee which we addressed

by appointing all Non-Executive Directors as members. Additionally,
action was taken to broaden engagement on the Board Succession
Plan and on management succession arrangements. The Committee
also conducted its own review of its effectiveness relative to its
Charter. The findings from this review, which were reported to the
Board, concluded that the Committee had met its key objectives
and carried out its responsibilities effectively having made the
recommended improvements.

UK Corporate Governance Code
We have included our statement of compliance with the Code
on page 49.

Looking ahead

The Committee will continue to keep the Company’s governance
arrangements under review to ensure they are effective and
support the changing nature of our business in the wake of the
COVID-19 pandemic.

David Bennett
Chair, Governance and Nomination Committee
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Committee role and responsibilities

The role of the Committee is to keep the Board’s governance,
composition, skills, experience, knowledge, independence and
succession arrangements under review, including the succession
arrangements for the members of the Executive Leadership Team.
The Committee reports to the Board and makes recommendations
to ensure that Virgin Money’s arrangements are consistent with
good corporate governance standards and best practice.

The Committee is responsible for:

« regularly reviewing the structure, size and composition of the
Board and its Committees and recommending to the Board
any changes;

regularly reviewing both Board and Executive Leadership Team
succession plans and making recommendations to the Board;

leading the selection and appointment process for new Directors
and recommending appointment to the Board;

« making recommendations to the Board about the time required
from Non-Executive Directors, the independence of Non-Executive
Directors, the annual re-election by shareholders of Directors,
and the appointment of any Executive Director;

setting the criteria for, and overseeing the annual evaluation of,
the performance of the Board, its Committees and each Director;

monitoring corporate governance trends, initiatives or proposals
in relation to best practice and making recommendations to the
Board on any improvements required; and

developing and recommending to the Board the Boards’ Diversity
and Inclusion Policy.

A full list of the responsibilities of the Committee are set out in its
charter which is regularly reviewed. The charter can be accessed
on the Group’s website (www.virginmoneyukplc.com).

Committee composition and operations

During the year, changes were made to include all Non-Executive
Directors in the Committee’s membership. Details of the skills and
experience of Committee members can be found in their biographies
on pages 50-52. The Chief Executive Officer, Group Human
Resources Director and Group Company Secretary regularly attend
Committee meetings as appropriate depending on the Committee’s
business

Committee meetings

During the year the Committee held seven scheduled meetings

and six additional meetings to consider succession planning matters.
Details of meeting attendance are set out on page 48.

How the Committee spent its time

. Other governance matters
@ Ssuccession planning
@ Board evaluation
Director and Committee
appointments


http://www.virginmoneyukplc.com
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Search and selection process — Board Chairman appointment
During the year, the Committee initiated the search process
for a successor to the Board Chairman which culminated in
the appointment of David Bennett as Chairman on 6 May 2020.

Fiona MaclLeod led the process and chaired meetings of the
Committee which dealt with Chairman succession matters.
Neither the exiting Chairman nor Mr Bennett attended those
Committee meetings. The Chief Executive Officer was fully
engaged in the process.

Key considerations

The Committee, in consultation with the Chief Executive Officer,
prepared a specification and set the criteria for the new appointment
having regard to a range of factors. These included the skills,
experience, knowledge and characteristics required to lead the
Board; the cultural style and inclusive leadership required; and the
expertise and track record needed to support the Board and
Executive Leadership Team in delivering the medium and longer-term
strategy. The selection process assessed a high-quality cadre of
external and internal candidates. David Bennett's extensive 35-year
retail banking, financial services and broader non-financial services
experience were a compelling combination and made him an ideal
match to our requirements. The continuity he has brought to

the Board through the COVID-19 period has proved invaluable.
David’s biography is on page 50.

The search and selection process

The process led by the Committee for the Board Chairman
appointment is set out on this page. A structured timetable

was adopted for the process and regular Committee discussions
and updates held throughout.

Activities during the year

Step 1

The Committee appointed Ridgeway Partners Limited
to assist with the search process based on the
role criteria.

Aside from assisting with some executive recruitment
and other Board composition work, Ridgeway
Partners has no other connection to the Company

or individual Directors.

Step 2

The Committee reviewed an initial list of potential
internal and external candidates. A shortlist
was agreed.

Step 3

Internal and external shortlist candidates were
interviewed by Fiona MaclLeod and Tim Wade

(being members of the Committee), and Darren Pope
and Geeta Gopalan. The Chief Executive Officer also
met with the shortlist candidates.

Step 4

Following feedback from the shortlist interviews at
Step 3, a preferred candidate was selected. Paul Coby
and Amy Stirling met with the preferred candidate.

Step 5

The Committee reviewed the final interview feedback.
After further consideration, including considering

the other demands on the preferred candidate’s time,
the Committee recommended to the Board the
appointment of David Bennett.

Step 6

The Board approved David’s appointment upon
completion of final checks, and the regulatory
approval required.

Below are details of the main topics of Committee discussion and decision making during the year.

Key area of focus Committee review and conclusion

Boar‘d and Boar\d « Completed the annual review of the structure, size and composition of the Board and Board Committees including

Committee

the balance of skills and diversity and made recommendations to the Board. Details of Board composition
changes during the year are set out in the Directors’ report on page 105.

Composition - Led the Board Chairman succession activity and recommended to the Board the appointment of David Bennett
as Chairman and Chair of the Committee.

« Recommended to the Board the appointment of Tim Wade as Senior Independent Non-Executive Director.

« Considered and recommended to the Board various changes to the composition of Board Committees.

« Updated the skills matrix in view of Board changes and considered how this would shape the Board succession
plan; identified and took steps to progress actions to strengthen the Board skill set.

Boapd and executive « Agreed the succession plans for key Board roles on a contingency basis and kept the medium and longer-term

plans under review.

succession planning

successors for Leadership Team roles.

« Received reports on the Group’s senior talent pipeline.

« Kept under review the adequacy of executive and senior management succession plans including ‘Ready Now’

« Oversaw the process to select a successor to the Group Chief Financial Officer role and recommended the
appointment of Enda Johnson as interim Group Chief Financial Officer to the Board.

Annua| Boar‘d and « Oversaw the externally facilitated Board performance evaluation; recommended an action plan to the Board

and monitored progress.

Committee evaluation

« Reviewed the recommendations from the external evaluation relevant to the Committee’s own performance;
conducted a review of the Committee’s effectiveness relative to its Charter.

« Agreed the approach to the FY21 performance evaluation of the Board, Committees, Chairman and individual

Directors to be conducted internally.
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Governance and Nomination Committee report

Key area of focus Committee review and conclusion

Diversity :

for gender and ethnic diversity.

Reviewed and recommended to the Board, the Board Diversity and Inclusion Policy and the setting of targets

« Monitored progress against the Group Diversity and Inclusion Policy and strategy.

« Applied a diversity lens when considering Board composition and succession planning at a Board and

management level.

Governance :

to improve its effectiveness.

Reviewed and refreshed the Company’s approach to workforce engagement and recommended changes

« Assessed Directors’ independence, reviewed time commitments and identified candidates to be recommended

for re-election.

« Conducted a review of the conflicts of interest register.
» Recommended the Corporate Governance Report to the Board and approved the Committee’s own report.

« Reviewed the Committee’s Charter.

Board composition and independence

The size of the Board is considered to be suitable in the context of
a highly complex commercial and regulatory operating environment
and consists of the appropriate combination of Executive and
Non-Executive Directors such that no individual or small group

of individuals can dominate the Board’s decision making.

The Committee monitors whether there are any relationships or
circumstances which may affect a Director’s independence and
assesses independence annually. It is the Company’s policy that

at least half of the Board should be independent Non-Executive
Directors. Following this year’s review, the Committee recommended
to the Board that all Directors, other than Amy Stirling, are
independent in character and judgement, and the Board supported
this conclusion. Amy Stirling is not considered by the Board to

be independent as her appointment as a Non-Executive Director

is pursuant to the right of Virgin Enterprises Limited to nominate

a director under the terms of the Group’s Trade Mark Licence
Agreement. The Chairman was considered independent

on appointment.

Annual re-election to the Board

In accordance with the Code, all of the continuing Directors of

the Company will seek re-election at the next AGM and further
information in support of their re-election will be set out in the
Notice of Meeting. The Board believes that all Directors continue to
be effective and contribute to the Company’s long-term sustainable
success and further details are provided in Directors’ biographies
which will be contained in the Notice of Meeting.

Diversity and the Board

As a Board, we are proud that inclusion is at the heart of our culture,
is written into our Values, and is being driven through meaningful
actions across our business. We are striving to build a workforce
which reflects the diversity of our customers, helping us to
understand their needs, make more rounded solutions, build stronger
relationships, and tap into new ideas and innovation. As part of our
inclusion strategy, we want to build a truly inclusive culture, where
every colleague and customer feels they belong. This is why we are
embedding inclusion within all the key drivers of cultural change
including performance, selection, development and the diversity of
our Board members. The Board Diversity and Inclusion Policy — which
is available on our website (www.virginmoneyukplc.com/corporate-
sustainability/inclusion) sets out the approach to diversity and
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inclusion in the composition of the Board and covers at a high level
the approach to diversity at all levels within Virgin Money, which is
governed by Virgin Money’s Group Diversity and Inclusion Policy

and strategy. The Board is committed to ensuring that its
membership reflects diversity in the broadest sense and while all
Board appointments are made on the basis of individual competence
and merit, recruitment of Board members considers diversity of skills,
background and personal strengths to provide the range of
perspectives, insights and challenge needed to have a positive
impact on the quality of decision making. In reviewing the policy this
year, the Board approved targets to aspire to, and meet the target
set by the Hampton Alexander Review to have a minimum of 33%
female representation on the Board and to meet the target set by
the Parker Review Committee to have at least one Director of colour
by 2024 or as soon as possible after that date. As at 30 September
2020, there were three female Directors on the Board (33%) and one
Director of colour. Information on inclusion and gender composition
in relation to our wider workforce, including our Extended Leadership
Team, can be found on page 11.

During the year, the Committee and Board tracked progress in both
gender diversity and broader inclusion metrics and commitments
through the Culture Dashboard and focused particularly on ethnic
minority inclusion and our support for BAME colleagues and
customers. You can read more about how inclusion is being driven
through meaningful actions across the business on page 11.

Review of the Board'’s effectiveness

Continually monitoring and improving our performance

The annual Board effectiveness evaluation allows an objective focus
on areas of strength and areas for development thereby driving the
Board’s continuous improvement. This year’s evaluation was
externally facilitated by Oliver Ziehn from Lintstock Limited. Lintstock
has no other connection with the Company or individual Directors.
The evaluation also included a review of the performance of the
Board’s principal committees, the Chairman and individual Directors.
The Committee oversaw the evaluation process and delegated to
Fiona MacLeod, a Non-Executive Director, and the Group Company
Secretary to lead the engagement with Lintstock. The review sought
the views of Directors on a range of topics including Board
composition and dynamics; governance and information; strategy;
risk management and internal control; succession planning and
human resources management; and priorities for change.


http://www.virginmoneyukplc.com/corporate-sustainability/inclusion
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The four stages of the review were as follows.

Role Responsibility

Stage 1 The evaluation commenced in September 2019 with three short online surveys covering the Board and its committees,

SUI"VGY the Chairman’s role and an individual questionnaire asking each Director to reflect on their own performance. Surveys
were completed by Directors and by members of the Executive Management Team who regularly interface with the
Board and its committees.

Stage 2 During October 2019, the survey responses were discussed in detail in individual interviews held between Oliver Ziehn

Interviews and each Director and members of the Executive Management Team.

Stage 3 A member of the Lintstock team observed the proceedings of the October 2019 Board meeting and access

Board observation

to the papers for this meeting was provided to assist Lintstock in assessing the quality of the information provided
to the Board.

Stage 4
Results and
Board discussion

A report was produced by Lintstock setting out their observations from Stages 1-3. The report included Lintstock’s
view of the areas of potential improvement in Board effectiveness, the priorities for the coming year and their
recommendations. The draft report was first discussed with the Chairman, other members of the Governance and
Nomination Committee and the Chief Executive Officer in December 2019 and then with the full Board at a feedback
session attended by Oliver Ziehn in January 2020. The feedback session provided an opportunity to discuss the

key themes that had emerged from the review. The report was finalised following the Board discussion.

Board evaluation insights

Overall, the findings were positive. The report recognised that the Board steered the Group through a period of considerable evolution
in recent years following our IPO and the acquisition of Virgin Money. The outcomes reflected the focus of the Board on continuous
improvement and a particular strength was the amount of work undertaken with respect to embedding our organisational culture

and purpose. The Chairman led the Board in considering and responding to the evaluation and in agreeing a concise set of actions,
many of which had already been identified to Directors as areas to focus and improve on.

Action plan
Key recommendations
from the 2020 evaluation Progress and actions taken
Composition « Consider reducing the size of « Board size reduced during the year from 11 Non-Executive Directors

and dynamics

the Board and adjusting the mix
of skills on the Board aligned to
strategy development.

to six as at the date of this report.

« Skills assessment refreshed; areas to strengthen the Board skill set
identified and being progressed.

Governance
and information

Redesign Board agendas to
increase the time spent on the
most important issues and produce
more concise Board materials.

Revisit the programme of Board
engagement outside of Board
meetings.

Achieve even more challenge
between Non-Executive Directors
and management including more
interaction outside of Board
meetings.

« Agenda reshaped, review of Board materials undertaken and new,
more concise structure introduced.

« New programme of workforce engagement activity agreed and
implemented.

« Board minutes more effectively record the points of challenge
in Board discussions.

Strategy

Review Board level governance over
the integration and transformation
programme.

« Board Transformation and Integration Committee established as
a special purpose committee to oversee investment and change.

Succession planning
and HR management

Refresh the executive and top-level
succession plan and improve
structured coverage of succession
and talent development topics

at Board level.

« Regular succession and talent updates factored into the annual
Board calendar.

« Review of longer-term succession strategy for senior roles completed.

The Board will continue to drive actions to improve its effectiveness and will report on progress made in the 2021 Annual Report and Accounts.
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Governance and Nomination Committee report

Committees

Lintstock also provided a report on the performance and
effectiveness of each Board Committee which was reviewed initially
by the Committee Chair and Group Company Secretary and then

by the Committee. Each Committee was assessed as being effective
and operating well overall relative to their areas of responsibility.
Where specific recommendations for improvement were identified,
each Committee agreed the action to be taken.

Chairman and individual Directors

Lintstock provided a report on the Chairman’s performance which
was discussed with the Chairman. Feedback specific to individual
Directors was shared with the Chairman for use in meetings to inform
personal development. All Directors demonstrated commitment to
their roles and contributed effectively.

Virgin Money Annual Report & Accounts 2020



071 Governance Audit, risk and internal control

Audit Committee report

Tim Wade

Members

Chair, Audit Committee

Tim Wade (Chair)
Paul Coby

Geeta Gopalan
Darren Pope

Dear shareholder,

| am pleased to bring you this report on behalf of the Audit
Committee (Committee) which outlines the key matters and issues
faced by the Committee during the year ended 30 September 2020.
The significant challenge and changes to the ways in which the
Group was required to operate as a result of COVID-19 were a key
focus for the Committee in addition to the ongoing matters relating
to ensuring the integrity of financial reporting and related disclosures
and monitoring the Group’s internal control framework. The
Committee welcomed Geeta Gopalan and Paul Coby as members
from 30 November 2019 and 1 July 2020 respectively. Geeta's wealth
of experience of strategic matters in the financial services industry
and Paul's deep understanding of IT activity and related controls will
add to the Committee’s skill set and further enhance the quality of
its work on behalf of shareholders. The Committee’s thanks also go
to David Bennett and Dr Teresa Robson-Capps for their contributions
as Committee members during the year and to Robert Beattie

who retired from the role as Group Director Internal Audit (GDIA).
Robert has been succeeded by Alan Kelly and the Committee look
forward to working with Alan going forwards.

The Audit Committee plays a vital role in the strong
governance framework in place at Virgin Money

by providing independent challenge and oversight
to significant matters including external disclosures
and the Group’s internal control environment.

Provisioning

A key topic of discussion for the Committee during the year was in
relation to the calculation of expected credit loss (ECL) provisioning
outcomes as a result of COVID-19 in line with the IFRS 9 financial
reporting requirements. The Committee heard how the ECL under
IFRS 9 had been assessed in a highly uncertain and changing
environment. The Committee also heard details of the control
environment that supports the credit models, reviewed the selection
of key economic scenarios, and management’s PMAs, in addition

to the proposed ECL modelled charges and disclosures that were
included in the Group’s Q3 trading update and its interim and
full-year financial statements.

Conduct provisioning and related provisioning balances, including
in relation to PPI, continues to be an area kept under close review
by the Committee with detailed updates provided on the progress
being made in addressing the key aspects of the PPl remediation

programme.

Internal and external audit

The Committee continued to oversee the role of Internal Audit

with regular updates being provided throughout the year from the
GDIA and his team. The Committee was pleased to see a successful
transition of the role of GDIA from Robert Beattie to Alan Kelly and to
see that the Internal Audit team was able to adjust its plan to quickly
react and implement assurance work in response to COVID-19.

This work demonstrated that adequate controls were in place across
the business while the Group supported its customers through the
issues which arose as a result of the pandemic. Regular updates
were also received from the external auditor and among other key
matters, the Committee considered the findings and observations
raised in relation to the potential impact of COVID-19 on key
accounting judgements and the operational risks driven by COVID-19
developments. The Committee heard details of remote auditing
processes implemented during the year as a result of colleagues
being required to work from home and it was assured that this had
not impacted on the required standard of audit work continuing to
be achieved.
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The Committee held private sessions with both the GDIA and
external audit which continue to prove extremely useful as they
provide members with the opportunity to raise specific questions
and conduct more detailed discussions in relation to matters of
importance for the Group without management being present.

Other key areas of focus

A key area of focus for the Committee continues to be ensuring the
integrity of the Group’s financial reporting and related disclosures.
The key accounting judgements were presented to the Committee,
and the material judgements and assumptions on which they

are based were carefully considered. Members of the Committee
provided valuable independent challenge and oversight in this regard,
as it also did in respect of the various internal control procedures

and processes it reviewed during the year.

The Committee receives regular updates on the Group’s
Whistleblowing Programme and | continue to act as Group
Whistleblowing Champion where | am responsible for ensuring the
independence and effectiveness of the programme. The Committee
was satisfied that management dealt with reported whistleblowing
cases appropriately and provided challenge to management in
respect of the effectiveness of the programme.

Committee performance evaluation

The Committee’s effectiveness is reviewed annually against the
Code, including its charter and activities over the year, to confirm
its activities are in line with its remit. This year, an external review
of the Committee’s effectiveness was carried out which rated the
performance of the Committee very highly, with the leadership
provided by the Committee Chair and the support provided by
Internal Audit attracting particular praise. An internal review of the
Committee’s effectiveness relative to its Charter indicated that
the Committee met its key objectives and discharged its
responsibilities effectively.

Looking ahead

The Committee will continue to challenge and provide oversight of
the key matters within its remit in order to obtain confidence that the
Group continues to be managed in a controlled manner. The credit
impairment provisions will be a key area of focus for the Committee
over the next year as will the Group’s wider financial disclosures in light
of the potential economic impact of the COVID-19 global pandemic.

W@&ﬁ

Tim Wade
Chair, Audit Committee
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Committee role and responsibilities

The Committee assists the Board by providing oversight in relation
to the Group’s financial and regulatory reporting and the risk
management systems and internal controls in place to support the
successful management of the business. The Committee’s key focus
is also to monitor the performance of the internal audit function and
external audit. The Committee is responsible for:

« assisting the Group in carrying out its responsibilities in relation
to monitoring the integrity of the Group’s accounting policies,
public announcements, financial statements and financial
reporting processes;

monitoring the effectiveness of the Group’s internal financial
controls systems;

monitoring the effectiveness of the Group’s internal audit
and external audit functions; and

monitoring the effectiveness of the Group’s whistleblowing
procedures.

A full list of the responsibilities of the Committee is set out in its
charter which is regularly reviewed. The charter can be accessed
on the Company’s website (www.virginmoneyukplc.com).

Committee composition and operations

The Committee comprises four independent Non-Executive Directors
who collectively have considerable experience of the financial
services and banking industries. Details of the Committee members’
skills and experience can be found in their biographies on pages 50
to 52. Tim Wade, Chair, an experienced Chief Financial Officer and

a chartered accountant, is deemed to have recent and relevant
financial experience for the purposes of the Code. In addition to the
Committee members, regular attendees include the Board Chairman,
Chief Executive Officer, Group Chief Financial Officer, Group Chief
Risk Officer, Group General Counsel, Group Head of Finance, GDIA
and the external auditor.

The Committee recognises the common interest in issues relevant
to both the Committee and the Risk Committee and joint meetings of
the Committees took place during the year where matters including
the FY21 Risk Management Assurance Plan and the FY21 Internal
Audit Plan were discussed and approved.

Committee meetings

During the year, the Committee held six scheduled meetings,

one scheduled joint Audit and Risk Committee meeting and two
additional meetings. These additional meetings were to consider the
ECL provisioning outcomes as at 31 March 2020 and to be provided
with an update on the external auditor’s Written Auditor Reporting

to the PRA. Details of meeting attendance are set out on page 48.

How the Committee spent its time

@ Other matters
@ rFinancial and regulatory reporting
@ Whistleblowing
Internal audit
. External audit


http://www.virginmoneyukplc.com

073 Governance Audit, risk and internal control

Activities during the year

Significant financial reporting judgements
The areas of judgement considered, key conclusions reached, and actions taken by the Committee during the year, which ensure that
appropriate rigour has been applied to the 2020 Annual Report and Accounts, are detailed below. This included the consideration of
management’s review of the key critical accounting estimates and judgements, with the conclusion that they had been applied appropriately
and the disclosures presented were sufficient.

Key area of review and challenge

Committee review and conclusion

Accounting, tax and
financial reporting

The appropriateness of the Company’s financial
statements, including the content of the

Interim Financial Report, Annual Report and
Accounts, related results announcements,
quarterly results announcements and supporting
analyst presentations.

The Committee reviewed the process for the production of

the reports under the remit of the Group Chief Financial Officer
and the level of involvement of cross-functional subject matter
experts, including monitoring the procedures in place to ensure
that all contributors attested to the completeness, accuracy
and appropriateness of the disclosures provided.

Accounting policies
and practices

The critical accounting policies, disclosure obligations
and changes in accounting requirements including
those relating to the Group’s implementation of IFRS
16 with effect from 1 October 2019. Further detail on
the adoption and transitional disclosures of IFRS 16

can be found in notes 1.10 and 5.4.

The Group’s use and explanation of alternative
performance measures (APMs). Further detail
on APMs can be found in the ‘measuring financial
performance — glossary’ section of the Annual
Report & Accounts commencing on page 257.

The Committee:

« reviewed with both management and the external auditor,
the critical accounting estimates and judgements, and
significant accounting policies and disclosures for the Group’s
interim and annual financial statements during the year;

« received regular updates from the Group Accounting Policy
Team and external auditor on key changes and developments
in financial reporting requirements;

« reviewed the Group’s judgements, policies and proposed
disclosures relating to the adoption of IFRS 16 (‘Leases’)
with effect from 1 October 2019; and

« reviewed the approach to APM adjustments and received
regular updates on the determination and presentation
of APMs. These demonstrated how the Group’s financial
performance on a statutory basis reconciled to the underlying
view as presented by management. The Committee agreed
with management’s conclusions on the items to be adjusted
in presenting an underlying position including integration
costs, and acquisition-related impacts.

PP

The level of provisions required for both redress
and administrative costs in relation to past
conduct-related matters require assumptions
to be made that are based upon a combination
of historical data and management judgement.

The impact of PPI on the Group results has
significantly reduced in the year as a result
of the industry deadline in August 2019.

Further information on and disclosures relating
to provisions for conduct matters are set out
in note 3.14.

The Committee:

« reviewed and challenged the assumptions made by
management when assessing the level of provisions required
for PPl and other conduct related matters; and

» reviewed in detail proposals in relation to PPl and other
conduct scenarios (including potential redress and
administrative costs) presented by management and agreed
that no further increase to the PPI provision was necessary
in the year to September 2020.

Based upon the most recent information, the Committee
concluded that management assumptions were supportable

and that the conduct provisions recorded at 30 September 2020
were appropriate.
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Audit Committee report

Key area of review and challenge

Committee review and conclusion

Impairment
losses on loans
and advances

The Group’s loans and advances are subject to
impairment losses which are measured on an
ECL basis.

The process of calculating the collectively assessed
element of the ECL balance for both the 12-month
ECL allowance (Stage 1) and the lifetime ECL
allowance (Stages 2 and 3) requires the use of
significant estimates and judgements over issues
such as the estimation of the probability of default
(PD), macroeconomic indicators, scenarios and
weightings in arriving at a probability weighted
forward-looking ECL allowance, and the use

of PMAs.

The most significant factor responsible for the
increase in the Group’s ECL allowance in FY20
was COVID-19 and how this is expected to impact
our customers.

Further information on and disclosures relating to
the Group’s ECL impairment allowance are set out
in the credit risk section of the Risk report starting
on page 119 and in note 3.2.

The Committee:

« reviewed regular reports from management in relation to the
level of ECL impairment provisioning, with the key focus being
on the assumptions used within the collectively assessed
element of the provision. This included the measures taken by
management in assessing the expected impact of COVID-19
on the Group’s customers and how this adequately translated
into the ECL allowance;

« reviewed and challenged the inputs (including the scenario
and weightings changes in the year) and resulting output
of the base models, with a particular focus on probabilities
of default, the estimate of future recoveries and the impact
of COVID-19 on the staging for ECL assessment;

« reviewed and challenged the level of PMAs included
within the ECL impairment allowance and the rationale
for their inclusion;

» assessed outputs against peer and wider industry
benchmarks; and

» agreed that the judgements and assumptions used
were necessary and appropriate at 30 September 2020.

EIR The Group offers a range of mortgage and credit The Committee:
card products, interest income on which is « received regular updates from management on the
recognised using the EIR method. This provides operation of the EIR models and how these impacted
a level yield over the anticipated behavioural life the Group’s results;
of the product. « reviewed and challenged the inputs, methodologies and
In addition, certain fees and costs that are directly assumptions applied to these models, in particular those
attributable and integral to the generation of a around customer prepayment profiles and behaviours; and
financial instrument are deferred and released - was satisfied that the inputs, methodologies and
to the income statement over the expected life assumptions used by management in operating EIR
of the relevant product. Further information on accounting for the Group at 30 September 2020 are
and disclosures relating to the Group’s use of EIR appropriate and supportable.
accounting are set out in note 2.2.
Defer\r\ed The largest elements of the Group’s deferred tax The Committee:
asset are historic losses and capital allowances. « reviewed the recoverability of deferred tax assets throughout
tax assets In assessing the recoverability of the deferred tax U ST
asset on the balance sheet, management has « considered the judgements made by management over the
exercised judgement over the forecast future forecast future profitability of the Group and the time horizon
profitability of the Group and the number of years over which the use of tax losses was foreseeable in light of
over which to take account of future profits, i.e. the the continuing and progressively tightening restrictions on
period over which profits can be reliably estimated. their use; and
Further information on and disclosures relating « agreed that the recognition of a deferred tax asset balance
to the Group’s deferred tax asset position as at of £326m at 30 September 2020 was appropriate.
30 September 2020 are set out in note 3.9.
Retl rement The actuarial valuation of the Group’s defined The Committee:
benefit scheme liabilities involves making several « reviewed the discount and inflation rate assumptions
beneﬁt financial and demographic assumptions, including: proposed by management at 30 September 2020 against
obligations discount rate; future inflation rates; and future a benchmark range provided by the external adviser and

mortality rates.

Further information on and disclosures relating
to the Group’s retirement benefit obligations
at 30 September 2020 are set out in note 3.10.

concurred with these key assumptions; and

« agreed that the discount and inflation rates used in the
calculation of the retirement benefit obligations at
30 September 2020 were appropriate.
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Other significant issues The following questions are some of those that the Committee
Financial reporting regulators asked itself as part of the review process:

During the year, the Group received a request for information from
the Financial Reporting Council (FRC) in relation to the Group’s 2019
Annual Report and Accounts. Following a review by the Committee,
the FRC was provided with additional information in respect of the
assessment of the carrying values of subsidiaries in the Company’s « Do the financial statements contain narrative which is consistent

Is the report fair?
« Has the whole story been presented and are there any significant
matters omitted which should have been included?

financial statements, and subsequently received confirmation in with that used in the Strategic Report to describe the performance
writing that it had closed its enquiries®. of the business?

Going concern Is the report balanced?

The Committee reviewed and challenged the going concern « Are the statutory and adjusted measures set out clearly and given
assessment undertaken by management including assessments of appropriate prominence?

the Group’s capital, liquidity and funding position and consideration
of the principal risks and uncertainties set out on pages 24 to 27.
The Committee concluded that the Company and Group have

« Has the report been properly considered as a document that has
been prepared for shareholders?

adequate resources to continue in operational existence for « Is the reporting consistent throughout the report, from the

a period of at least 12 months from the date of approval of the Strategic Report through to the Financial Statements and does
financial statements and confirmed to the Board that it was it remain consistent when these sections are read independently
appropriate for the Group’s financial statements to be prepared of one another?

on a going concern basis. ) ) ) ) )
« Are the key judgements explained in the narrative reporting

Long-term viability consistent with the disclosures set out in the financial statements?
The Committee reviewed and challenged the viability assessment
(including the three-year time horizon selected) undertaken by
management in the 2020 Annual Report & Accounts.

Is the report understandable?

« |s the structure and framework of the report clear and
understandable?

The Committee considered the process to support the Viability

Statement in conjunction with an assessment of principal risks

and strategy/business model disclosures, taking into account

« |s the layout clear and linked throughout enabling the whole story
to be understood?

the assessment by the Risk Committee of stress testing results « Are important messages highlighted well enough throughout
and risk appetite and impacts due to COVID-19. The Committee the document?
recommended the draft Viability Statement (as set out on
page 107) to the Board for approval. Conclusion

After careful review and consideration of all relevant information,
Assessment of fair, balanced and understandable reporting including principal risks and ongoing risk reporting, the Committee
The Committee considered, at the request of the Board, the was satisfied that, taken as a whole, the 2020 Annual Report &
comprehensive review process which supports the Board and Accounts is fair, balanced and understandable and has affirmed
Committee in reaching its conclusion as to whether the 2020 that view to the Board.

Annual Report & Accounts is fair, balanced and understandable
and whether it provided the necessary information for shareholders
to assess the Group’s performance, business model and strategy.

The production of the 2020 Annual Report & Accounts was managed
by the Interim Group Chief Financial Officer, with overall governance
and coordination provided by a cross-functional team of senior
management led by the Group Head of Finance. A robust review
process of inputs into the 2020 Annual Report & Accounts by
contributors from across the business was conducted to ensure
disclosures were balanced, accurate and verified, and further
comprehensive reviews were conducted by senior management.
The Committee then formally reviewed the draft 2020 Annual Report
& Accounts in advance of final review and sign-off by the Board.

(1) The FRC's review was based on the Group’s Annual Report & Accounts and did not benefit from detailed knowledge of the Group’s business or the transactions entered into.
The closure of the FRC enquiries provides no assurance that the Group’s Annual Report & Accounts are correct in all material respects, as the FRC'’s role is not to verify information
but to ensure compliance with reporting requirements. The FRC accepts no liability for reliance on its closure letter from the Group or any third party, including but not limited to
investors and shareholders.
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Audit Committee report

Internal Audit

The following matters were considered by the Committee during
the year in respect of its responsibility to monitor the role and
effectiveness of the Internal Audit function (including the role

of the GDIA):

« approval of the audit plan, including any material changes, and
monitoring of progress towards its delivery on a quarterly basis;

quarterly reports from Internal Audit on activities undertaken
and a six-monthly assessment of the overall control environment;

major findings of significant internal audits, and the responses
to these from management;

regular interactions with the GDIA including private sessions
with the Committee and Committee Chair and specific audit
planning workshops;

« an annual assessment of the independence and performance
of the GDIA who continued to report directly to the Chair of the
Committee, with a secondary reporting line to the Chief Executive
Officer for administrative purposes;

« areview of the results of the annual survey to assess the
performance of Internal Audit which was circulated to
Non-Executive Directors and the Extended Leadership Team;

« the adequacy of Internal Audit resources, including the
financial budget and capability to draw on external specialists
when appropriate;

« areview of benchmarking information relating to the size
and capability of the Internal Audit function and the results
of Internal Audit Quality Assurance Assessments; and

« revisions to the Internal Audit Charter (available at
www.virginmoneyukplc.com), which sets out the role
and responsibilities of the function, were approved.

The Committee concluded that the Internal Audit function was
sufficiently resourced and skilled to operate as a standalone entity.

External auditor

The Committee oversees the effectiveness of the external auditor
(Ernst & Young LLP (EY)) and during the year it approved the

annual external audit plan, received updates on the progress of the
audit, including the responses to challenges caused by COVID-19,
reviewed the external auditor engagement letter and agreed the
auditor’s remuneration (the Committee was authorised by
shareholders at the 2020 AGM to agree the remuneration of

the external auditor). Steven Robb has fulfilled the role of Senior
Statutory Auditor for a fourth year, and in keeping with auditor rotation
rules, will step down on completion of this year’s audit. He will be
replaced by Andy Bates, who will assume the Senior Statutory
Auditor responsibility for the Group from next year. All other audit
partners and audit senior management are required to rotate at least
every seven years.
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During the year, the Committee also:

« reviewed the findings of the external audit including key judgements
and the level of challenge provided by the external auditor;

» reviewed management’s responses to control findings,
non-compliance and any other findings identified by external audit;

reviewed the FRC's Audit Quality Review Team report on the

FY19 EY audit. The Committee challenged EY on the main areas
the report had identified as requiring improvement and the
remedial actions EY would take as a result in respect of its audit
work in FY20. The Committee received subsequent updates from
EY as to how the audit was progressing in light of their committed
actions; and

.

considered the wider external audit market generally,
assessing relevant industry specific information and events.

The Committee considered the effectiveness of the audit process
and the external auditor performance as part of an annual
performance review which takes into account management’s
assessment of audit effectiveness. The assessment focused on
the areas of judgement; mindset and culture; skills, character and
knowledge; with an overarching assessment of quality control.
The Committee concluded that it was satisfied with the external
auditor’s performance and recommended to the Board a proposal
for the reappointment of the auditor at the Company’s AGM.

External auditor independence and remuneration

Both the Board and the external auditor have safeguards in place

to protect the independence and objectivity of the external auditor
which are detailed in the External Auditor Independence Policy
Standard (Policy Standard). This policy is reviewed at least annually
and was refreshe