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Introduction 

Jayne-Anne Gadhia 

CEO, Virgin Money 

Welcome 

Good afternoon everyone and welcome to our spotlight session on cards.  There a lot of 

people in the room; thank you for coming.  I know there are people on the phone and on the 

web as well.  We also know that there is another event in the city today from another 

challenger bank, so we are particularly delighted that you chose to come to ours.  Thank you 

very much. 

I will just hand over to Michele in a few minutes.  She has led our cards business through its 

successful build, migration and strong subsequent growth.  Michele will take you through the 

presentation, which is going to last about an hour.  Then we will have, I hope, a very full Q&A 

session.  However, we will certainly wrap up by 16.00. 

Meanwhile, I am sure you are wondering how the Virgin Money business has performed in the 

first quarter of this year.  I am delighted to say that we have enjoyed another quarter of 

strong growth in mortgages, cards and deposits and the business continues to perform in line 

with expectations.  However, we are not going to tell you any more about that today.  Our 

quarterly update is on 4th May and we will publish our Q1 trading update then.  I hope to see 

you again or talk to you all again then. 

Meanwhile, you will have seen in the Bank of England’s most recent quarterly credit condition 

survey that unsecured credit growth has grown 9% year-on-year to the end of February.  

There is a positive market backdrop to today’s session, which focuses on credit cards. 

Context 

As just a bit more context – I know many of you know this – Virgin Money continues to be a 

simple, straightforward UK retail bank.  Our strategy continues to be to deliver growth, 

quality and returns for the benefit of all of our stakeholders. 

We think that our strategies are underpinned by some key differentiating factors, and 

simplicity is really at the heart of that.  We have a very high quality balance sheet, which is 

set within a very strong risk management framework and we continue  of course to be 

unburdened by legacy issues. 

We have a differentiated approach to banking, and our brand definitely provides mass 

consumer appeal.  We have a capacity for organic growth at very meaningful scale, and 

Michele will talk about that for sure, as well as significant potential to improve our returns 

through operational leverage and positive margin development. 

As you will see, we have a strong management team across the business and in cards, with a 

track record of delivering both organic and inorganic growth.  We think uniquely; we have a 

very strong culture that cannot be readily or credibly replicated, and that provides the 

continuing foundation for our strategy and different approach to a sustainable profitable 

growth in banking. 

Clearly, the cards business makes a really important contribution to all of those elements.  It 

is a book of prime credit cards and they are rigorously selected, with fewer than 50% of 



 

 3 

applicants meeting our acceptance criteria.  Most importantly, none of our cards has ever 

been associated with PPI.  We are very proud about that, as you can imagine. 

The brand is a clear differentiator and it helps to deliver a very low cost of acquisition.  You 

have seen the strong growth that the cards business can deliver, with balances increasing by 

44% in 2015 even though we were out of the market for the first quarter. 

The cards business is making an important contribution to Group NIM, and it is expected to 

drive a further increase from 2017 as the mix effect from the growth of the cards book 

outweighs the assets spread pressure that we have recently seen on the mortgage front book.  

As I say, we have an excellent team who have designed and built our own platform, and led 

the migration of the book that we acquired from MBNA. 

Just to give you a little bit of context beyond 2017, we think the cards business will continue 

to grow and we see no barriers at all to rebuilding the prior levels of outstanding balances 

that we had achieved in partnership with MBNA when we reached the £4.5 billion book.  We 

expect cards to represent about 10% of our balance sheet over time and, given the strong 

growth in our mortgage business of course, that means there is plenty of room to grow. 

Summary 

In summary for me, the cards business is a really important element of our business plan and 

delivers growth, quality and returns for now and the future.  I for one am absolutely delighted 

with the performance of the business so far; it has genuinely surpassed every expectation 

that I have ever had of it. 

Enough from me.  Let me hand over to Michele, because there is really is no one any better to 

tell you about the credit card business.  Michele. 

Cards Business Overview 

Michele Greene 

Director of Cards, Virgin Money 

Introduction 

Thank you, Jayne-Anne. Good afternoon, everybody.  Firstly, thank you for giving me the 

opportunity to talk to you today about the business and, indeed, your interest in our business.  

I am looking forward to sharing the card story.  I have quite a lot to tell.  When I am done, I 

hope that you feel as close to the business as I am, and also as passionate about it as we are. 

Before I start, I just want to be clear upfront in terms of the content of the presentation.  It is 

based on our market-leading 0% product offer, which is currently 40 months.  To be really 

clear, if the presentation was based on one of our other offers – 18, 24, 32, 36 months – 

there would be a very, very marginal difference in the financials that I am going to share with 

you. 

Today, I want to share the card story in three distinct parts.  I would like to spend some time 

busting some myths.  I will then get into the reality of the business, and provide you some 

insights into the economics.  I will then talk to you about the whole business, the end-to-end: 

from the customer and the market, all the way through to further opportunities.  I promise 

there will be something for everyone. 
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Myth busting 

To get going on the myths: in my view, there are at least ten specific myths that we would 

like to bust that people think the credit card business is about, or think the Virgin Money 

credit card business is about.  However, in reality it is anything but. 

The first of these myths: people believe it is a balance-transfer-only business, i.e. the 

customer does an initial balance transfer, pays in full and we generate no earnings.  In 

reality, this simply is not true.  Only 4% of our book actually fall into that behaviour.  Quite 

importantly, and you will see later, the stick rate of the book is in excess of 40%. 

Secondly, people believe that it is a book dominated by transactors, so people using the card 

for retail transactions only, paying in full and not engaging with us.  Again, this is simply not 

the case.  Actually, less than 1% of our book actually fall in to this behaviour. 

People also think that this is a new business where the data and the knowledge to support 

EIR and our financial projections is limited.  In reality, through the partnership agreement 

with MBNA and the termination arrangement, we have 15-plus years of customer 

transactional as well as P&L history.  We can use this data and insight in terms of our 

projections. 

People also believe we make no interest income because it is a 0% interest book.  There is 

empirical evidence that we have a back-book yield between 11% and 12%, and we have 

front-book in-year interest building to 2%. 

People also think it is a book dominated by 0% cash; again, not the case.  In 2015 we had a 

total of £1.5 billion in transactions.  £1 billion of those were cash and £0.5 billion were from 

retail. 

People also think it is a book entirely built on the 0% market-leading product.  This is not the 

case.  In 2015, only 48% of our originations actually came from the market-leading offer.  

The rest of the accounts came from a variety of other products and pricing. 

People also believe it is a three-year fixed loan.  In reality the book has a high activity rate, 

an 82% activity rate, which compares to the industry average of 70%, and we have a high 

revolve rate of 75%. 

People also think it is a portfolio where EIR yield is not realised until the post-promo or full 

rate period.  In reality, for context: in 2015, of the EIR income we earned in the P&L, 66% of 

it actually came from cash and cash interest earned in 2015. 

People believe that this is a product that does not benefit customers.  In reality, customers 

like the product, it is flexible, it is low-cost and it is easy to switch.  For context, we had 

600,000 cash transactions last year and we had 6.8 million retail transactions.  Clearly, a 

product that customers like to engage with. 

Finally, myth ten: people think this is a high-risk product.  In reality, the nature of the 

origination engine means that customers positively select.  You can see this in the average 

loss rate per account on the card, which matures to a little under 2%. 

NPV view 

Having told you what it is not, I would like to spend some time giving you some hard facts as 

to what the business is and how it performs, including some of the key performance metrics.  
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I am going to talk to you about the financial performance and the business economics in three 

terms: the one account NPV review, portfolio terms and EIR. 

Starting with the NPV view.  The NPV averages £58 per account.  This is driven by a number 

of key financial metrics.  This is an average NPV, but representative of all of our products. 

Firstly, the initial balance is over £3,500.  This is then followed in year one by further cash of 

£700 and retail transactions of £650.  This spend level continues into year two and year 

three.  At the point of promo expiration, the average balance is a little over £2,000. 

The balance transfer drives a high initial cash fee and then an ongoing subsequent fee in each 

year, as almost 70% of open accounts transact cash on an ongoing basis.  Therefore, the 

year one balance transfer fee of £122 per account drops to £36 in year two and in year three. 

70% of the retail transactions incur interest at the contract rate.  Currently, most products 

are at 18.9% contract rate.  This means in year one the interest yield per account builds to 

2%.  The year two and year three average 2%, rising to over 12% in the post-promo period.  

This represents the blend of the original balances flipping to the contract rate, and then new 

balances following stimulation diluting the contract rate. 

The cost to acquire is low at £30, and the cost of servicing is very low at £27, due to the 

flexible and outsourced nature of the operating model.  The loss curve is low and slow, 

starting at 40 basis points in year one, rising to 1.6% in year two and averaging 2% over the 

five years.  Then finally, we make an adjustment for funding and capital costs.  Overall, we 

have stable revenues, low costs and a large degree of certainty in the performance delivery. 

Portfolio view 

Turning to the portfolio view, there are some key portfolio-level metrics that are really 

important in understanding the profitability of the overall business.  The NPV and the curves 

referred to reflect the expectations that we have from the new originations, or what we refer 

to as the front book.  These curves also support the EIR calculations which I will speak to in a 

moment. 

Firstly, however, to get to the total portfolio view, the key point is to appreciate the vintage 

makeup of the book: how much of the book is actually coming from the year one, two and 

three views, and how much is from the more mature and established back book. 

Looking at the portfolio composition by vintage of the book: as you will hear later, the 

acquired book was built in partnership with MBNA.  As a consequence, loans were originated 

from as early as 2002.  In fact, the oldest vintage on our book is 2002, which clearly shows 

the stickiness of the book. 

Taking outstandings first: of the £1.6 billion in outstandings today, 30% of them come from 

originations booked in 2009 and prior years.  This is really noteworthy, as it both reflects the 

effectiveness of the engagement model and also gives us insights into the performance of the 

assets booked, either before or during the downturn. 

In terms of the yield, you can see from the slide that there is a good spread of yields, with 

even the younger vintages being yield generative.  Across the same vintage spread of loans, 

credit losses are low.  This is clear demonstration of the high quality of the book. 
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Portfolio profitability: key financial and performance metrics 

Now, looking at the overall makeup of the portfolio profitability, there are certain key financial 

and underlying performance metrics critical to the delivery of the profits.  To start with, this is 

a book with a strong risk-adjusted return and a low cost:income ratio.  The underlying profits 

in 2015 were £51 million, delivering a return on assets of over 3%. 

The key drivers of profitability are the interest-bearing outstandings, delivering yield 

generated from the back book and the front book; the cash volumes delivering cash fees, and 

for the non-0% part of the cashbook, delivering interest; the retail volume, delivering interest 

and interchange income; to low cost of risk and a low cost base. 

Behind each of the P&L-level items are key performance metrics.  We have included each of 

the KPIs we look at here on the slide.  There are quite a few indicators, and I would like to 

call out one or two of them just to provide further insight.  The activity rate of 82% and the 

level of cash and retail transactions is evidence of a highly-engaged portfolio, while the level 

of attrition at 8% and the credit line assigned of £7,500 is a strong indicator of the 

engagement model. 

Finally, I would draw your attention to the £9 default fee.  This is cost justified in line with 

OFT requirements.  It is the lowest in the industry, where the majority of issuers are actually 

at £12.  This is a strong pointer to the low-cost business model that we have built. 

You will see under the behavioural view that 75% of the balances come from customers 

transacting both cash and retail; again, a demonstration of the engagement model.  As a 

reminder, while 15% of the book transact retail only, less than 1% of these pay in full.  It is 

also noteworthy that only 4% of the book fall into the one-off, cash-only, pay-in-full 

definition. 

You will see later how each of our key performance portfolio metrics outperform the industry 

benchmark.  However, before I get there, I am now going to turn to talk about EIR. 

An overview of EIR 

The final piece of the financial performance jigsaw is EIR.  The EIR rate of 7% is based on the 

NPV metrics already outlined.  I know many of you have had numerous questions about the 

specifics of the EIR rate, as well as the accuracy of it and how we can be both confident in the 

rate and also comfortable in the estimation of it.  I know one of the key questions on people’s 

minds is the impact of extending durations on the EIR rate.  The reality is, the actual spread 

between the EIR rate on a long duration product and a shorter duration one is quite narrow.  

There are a number of key and interconnecting features of the business model.  It means that 

there is not a linear correlation between extending durations and diluting yields. 

Our product range includes products with 18-month durations all the way through to 

40-month offer.  The EIR rate does not vary significantly across these products.  In simple 

terms, this is because the longer durations come at higher balances, higher cash fees 

combined with a higher balance at the point it flips to the contract rate. 

I will now talk to the makeup of EIR and the key metrics driving the rate of 7%.  I will then 

talk about the key aspects we think that are important in managing it. 

In terms of the makeup of EIR and the key metrics: firstly, the total assets at the end of 2015 

subject to EIR are £926 million, or 60% of the total book.  These come from the 2013 
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through to 2015 vintages.  The generation of EIR income across the book is important, as it 

means not only is there a good mix of maturity across the vintages but also there is a 

reasonable degree of tracking and performance metrics to assist in the review of the 

reasonableness of estimations.  The remaining 40% of the assets not subject to EIR 

accounting are generating a 12% cash interest yield to the P&L. 

Secondly, of the EIR income to the P&L in 2015, 66% is actually already earned on a cash 

basis, although under EIR accounting it is amortised over the expected seven-year life.  For 

this to be delivered, the NPV estimations as summarised on the table need to hold true. 

In terms of a validation check against these estimations, we can compare the assumptions 

with the market-leading offer from 2012, as this is now in the post-promo period.  As you can 

see from the table, the current assumptions are conservative relative to past performance.  

However, we believe this is a reasonable approach based on estimation uncertainty. 

There is a narrower spread between the EIR rate and the cash yield than people probably 

appreciate, if they are thinking about the balance transfer product as a pure 0%-only product.  

The EIR reflects both the cash fee and the interest over the expected life.  The balance 

transfer, upfront fee and the interest-yielding asset in the early months mean that early in 

the life of the account income is earned on a cash basis.  This means that, given the high 

average balance in year one, the cash fee is 2.6%, which when added to the year-one 

interest yield of 2% gives a year-one cash yield of 4.4%, to compare to the 7% EIR flat rate. 

In year two and year three, as the customer continues to use the card for cash and retail 

transactions – which, as a reminder, are totalling £700 and £650 respectively – there 

continues to be interest and cash fees earned, meaning that on a cash basis, the year two 

and year three cash and interest yields blend to 3.1% and 3.4%.  Of course, at point of initial 

promo expiration this will spike.  With further stimulation, offers will settle back down in the 

post-promo period to approximately 13.5%.  Thus, at this point, the cash yield overtakes the 

EIR and deceleration occurs. 

We are in cash interest and fees as we go through the customer lifecycle, and as already 

referenced, 75% of outstandings come from customers who do both cash and retail 

transactions with us. 

An overview of EIR sensitivities 

Now, just turning to the maths and some sensitivities.  In turning to the actual EIR calculation 

that underpins the blended EIR rate of 7%, we have actually presented the basic maths in an 

appendix to the presentation.  In simplest terms, however, the sum of the interest plus the 

fees less the marketing over the seven-year expected life is taken as a percentage of the 

ending balance plus the asset to give the EIR rate. 

The maths is simple, as you will see in the appendix.  The real question is really about the 

proof behind the expected life, how certain are the balancing yield curves and how reliable 

can our estimations be.  I will address each of these in a moment. 

Before I do so, I would like to point out some of the sensitivity analysis we have done on the 

key or more sensitive drivers.  As we consider the EIR calculation, there are a number of key 

drivers within the NPV modelling that we run sensitivities on, as they are either the more 

sensitive drivers or the ones based on customer behaviour or future outcomes. 
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Firstly, the balance size and the shape of the curve is an important feature of the model.  

Applying a 10% reduction to the balances during the promotional period would have 

approximately a 15-basis-point impact on the EIR rate.  This is something that is easy to 

monitor, and through the engagement model we can constantly address any change or shift 

in the balance size. 

In terms of future outcomes, the one key metric we watch is the stick rate.  The stick rate, for 

context, is measured as the post-promo balance as a percentage of the highest balance 

during the promo period.  It is the biggest assumption behind the NPV based on unknown or 

future outcomes.  However, it has a track record of stability and it has the smallest impact on 

the EIR rate of approximately 10 basis points. 

Finally, we closely monitor the yield performance of the book.  In the early stages this is 

mainly driven by the level of retail transactions of the contract rate, and then supported by 

the post-promo yield.  These trends are measurable from the outset of the customer journey 

and we have a track record of minimal estimation error.  However, this is a significant driver 

of revenue, and hence one that we do keep a close-watching brief on. 

We therefore conducted a 100-basis-point sensitivity on the yield curve, and have assumed 

that this impact is immediately evident and holds for the entire period.  In other words, it is a 

‘fall asleep at the wheel’ view.  This has the most impact to the EIR rate and is approximately 

50 basis points. 

These sensitivities give us comfort in a number of ways.  The ones more immediately 

measurable, and hence addressable, have the greater impact, while the more remote one of 

the stick rate has the lowest impact if we were to suffer estimation error or the business 

model were to shift. 

Performance based on management of three key categories 

Now, I will turn to the key aspects that are important as we manage it, or the proof of the 

maths.  The first of these is the expected life.  As you know, we use seven years.  As you will 

hear today, while we are a new business built, we are built on mature data and a deep history.  

This insight gives us comfort that the seven-year expected life is a prudent estimate. 

The second consideration is the degree of certainty.  I think about the certainty of future 

earnings being delivered based on a number of aspects of both the business model and the 

way we run the business.  As you have seen earlier, the spread between the year-one cash 

yield and the EIR rate is narrower than one would expect, due to the mixed behaviour of the 

product and the engagement model.  Once this level of cash yield is delivered in year one, it 

is evidence that the customer is behaving as we would expect, and hence gives greater 

certainty of future yield trends performing as expected.  If the year one yield curve deviates 

from expectations, there is time to take action to address any gap through the targeted 

stimulation models we have got in place. 

Finally, the stick rate assumption has proven to be very stable over the life of all prior 

market-leading products, irrespective of the duration of the offer. 

The final aspect to consider is the reliability of the estimations.  Put another way, how well do 

we know the business model, and how good are we at modelling customer, portfolio and 

economic behaviours? 
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We take comfort from the fact that our monitoring does not result in material deviations from 

the NPV inputs; comparisons to past performance continue to support the estimations.  The 

assets subject to EIR have a good spread across the vintages of the book, which means not 

only is there a good mix of maturity but there is also a good degree of tracking and 

performance metrics to assist in the review of the reasonableness of the estimations. 

The key leading indicators of future profitability, such as the initial cash balance and the size 

of it, the activity rate, the repayment rate and the level of retail transactions within the first 

90 days, are all easily measurable.  The understanding of the business model, the key 

performance levers and drivers behind profitability are key in managing the business and 

protecting against earnings volatility.  This is the significant focus of the team and one of the 

cornerstones of a successful card business. 

The card team 

Having set the scene with the facts and the figures, I would now like spend the time giving 

you the full story of the business we have built and the business we now run.  I will weave 

into this the financial performance facts I have just shared with you.  However, we believe 

these facts are even more powerful when the full appreciation of the business philosophy is 

wrapped around them. 

To start with, my team.  In 2013 I was joined by a deeply experienced card team.  Between 

us, we attracted close to 90 credit card experts to help us in the build and migration.  The 

immediate leadership team includes Chris Taylor, who was the credit risk executive at MBNA, 

where he was responsible for building the risk analytics and the data-driven environment that 

served MBNA well during and after the economic downturn; Will Loughnane, who was 

responsible for the commercial financial analytics at MBNA, one of the key cornerstones of a 

successful card monoline business; and John Natalizia, who is the executive responsible for 

strategic change in business ops and in this capacity brings a deep knowledge of the current 

systems configuration, infrastructure, data and systems, as well as change in operational 

expertise. 

Turning to myself, I joined Virgin Money in October 2013 after 17 years at MBNA.  I was one 

of the first members of the UK team, and the CFO of the European business.  In this capacity, 

I was part of the executive team who set up card businesses in Ireland and Spain, and we 

grew the UK card business to number one in terms of market share and managed the 

business through the downturn.  I joined Virgin Money to build the card business and migrate 

the acquired portfolio, with the objective of creating a genuine new challenger in the credit 

card market. 

The knowledge and experience of the management team and the wider team, together with 

our focus on results, data and fact-based analysis supported by operational excellence, is 

what has underpinned the build of the card business in a market we know intimately. 

In summary, we are the engineers of the business with a deep and embedded understanding 

of what we have built and how it works. 

The credit card journey 

With this in mind, I would like to give you a brief walkthrough of the credit card journey, and 

highlight some of the unique benefits the migration has brought to us.  What we have built 
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and how we have migrated it is important, as it both represents and sets the foundations for 

the future business, including why we are confident in our ability to grow. 

The card journey started in 2002 when the business was established in partnership with 

MBNA.  The partnership ended in 2013, but the business continued to grow while the build 

and ultimate migration took place. 

Relative to new entrants, we are in the enviable position where we have not only built a new 

card business but we have migrated over 675,000 mature accounts, with a long and deep 

transactional history.  We have done this using the knowledge and expertise of many of the 

very people who helped build the original business these assets were originated from.  We 

can therefore build our projections and behavioural and financial forecasts with confidence of 

past insights and experience. 

Relative to the existing larger, more established businesses, we are unencumbered by legacy 

regulatory issues such as PPI.  Combined with the business build, the migration has actually 

brought a significant opportunity. 

We have built a business with a maturity that would not normally be associated with a new 

build.  This maturity is evidenced by the fact that, through the partnership agreement with 

the MBNA and the termination arrangement, we have 15-plus years of data.  This includes 

customer, transactional and statemented data, vintage and segmentation data, full P&L 

history and original application score.  Importantly, this enabled us to build score cards and 

decision analytics with more confidence of accuracy than if we had done from a position of  an 

actual start-up.  It also enables us to use the empirical knowledge of the past combined with 

our collective experience and intimacy with the portfolio to more confidently forecast and 

estimate future performance. 

We have built a highly scalable and very flexible business model due to the outsourced nature 

of it.  Over 60% of the cost base is directly variable with volume, so the planning for growth 

is easy and obvious.  This is also part of the key success of the business, understanding the 

costs and the direct levers and not burdening the business with old overhead and legacy 

costs. 

As you can see from the financial summary, we delivered strong revenues through a low-cost 

and low-risk business, and generated a healthy contribution of £51.2 million or a 3% return 

on assets.  One year on, we have grown the business by almost 50% in outstanding terms, 

and we are confident we have built a solid and scalable business that has a strong future 

ahead of us. 

Growth target 

On that note, turning to our growth target.  As you will recall, Jayne-Anne told you at the 

year-end results meeting that we were bringing forward the card £3 billion target from the 

end of 2018 to 2017.  Now let me just turn to our ability to grow, and why we are confident 

that £3 billion by the end of 2017 is the right number. 

It is important to recall that, at its peak, the Virgin Money card business was writing over 

600,000 cards a year on the MBNA balance sheet, and had a 14% market share at this point.  

This is a clear illustration of the ability of the brand to attract significant but fair market 

share.  In 2015, we grew on average £70 million a month.  This growth was based on a 
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combination of the long duration balance transfer products, as well as other cash and retail 

products that hold appeal across a variety of different customer needs. 

Our strategy is to focus on this market and to grow through the model we understand and 

have expert knowledge and insight into.  On this basis, achieving an average run rate of 

£60-70 million a month is an achievable target and will support the attainment of the 

£3 billion.  The growth will be supported by achieving between 200,000 and 250,000 new 

accounts per annum, and by holding customer attrition to approximately 10% through 

targeted stimulation. 

Additionally, it is important to note that this monthly growth is premised on two key tried and 

tested features of the business model.  Firstly, the origination engine, and secondly the 

existing customer stimulation model.  Past experience combined with confidence in the 

platform, knowledge of the market and application of the two cornerstones of the business 

model – namely the origination engine and the existing customer stimulation model – provide 

us with confidence in the attainment of the £3 billion target by the end of 2017. 

Philosophy towards managing the business 

Before I get into the specifics of the business model, I want to share with you our philosophy 

towards managing the business, as this is and will continue to be core to our success. 

We operate as a monoline card business, where data and analytics are at the heart of the 

business decisioning engine.  In isolation, while this is powerful, it is actually not what truly 

differentiates us.  However, it is this combined with the end-to-end view of the business, the 

understanding of the levers that drive profitability and the focus on operational excellence 

that ensures not only do we drive superior performance at all times but we can constantly 

iterate and learn from our own insights, thus driving an environment of continuous 

improvement. 

The marketing, while important, is actually secondary to our focus.  The combination of a 

data-driven decisioning environment, with the edgy marketing that the VM brand permits, 

gives us a very powerful edge.  We have all of the ingredients to stand out. 

From past experience, we know that the VM brand attracts a stronger quality customer with 

higher average balances and a lower cost to acquire.  I can say this with certainty from the 

unique vantage point I have.  We believe that our philosophy towards managing the business 

combined with the powerful VM brand delivers not just strong but sustainable returns. 

Customer profile 

Moving on from our philosophy, and turning to our customers.  We aim to attract those 

customers who are well established and are of mid to high affluence.  Our customer’s average 

age is 45, with a high percentage of home owners.  We target prime consumers or, put 

another way, customers who we believe cannot only afford to repay their balance but have a 

high likelihood of paying. 

The average income of our customers is higher than the national average.  In looking at the 

financial strategy segments established by Experian and widely used in the industry, we are 

underrepresented in less affluent segments and overrepresented in the more affluent ones, 

reflecting the demographics of the customers and our risk appetite. 
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All in all, we attract and book customers with a high quality profile and we operate as a prime 

card business. 

Virgin Money in market context 

Now turning to look at the market we operate in.  The credit card market saw an annual rate 

of growth of over 5% in 2015.  It is a large market, with total balances standing at £65 billion 

with 59 million cards in issue and almost 70% of accounts being active, with spend levels 

increasing.  Our current market share of outstandings is 2.5%. 

Market-leading balance transfer products are still the dominant category.  However, there is 

also significant increase in the credit builder and purchase card space, neither of which we 

operate in currently. 

In 2015, there were 3.7 million cards issued in the market, of which 2.6 million were through 

the digital channels where we focus.  We captured on average 7% of this market over the 

year, and we reached a peak of 18% share in the month when we were the most active.  With 

the year after build combined with the strength of the brand, we are well-positioned to 

capture our fair market share. 

Customer acquisition overview 

Now I will turn to talk about how acquire customers.  We originate almost exclusively online 

through a combination of aggregator websites and marketing direct to our own home page.  

At any one point in time, we are represented across the top 12 aggregators, with the material 

proportion of aggregator volume coming from MoneySuperMarket.  Approximately 25% of 

volume comes through our own home page, with opportunity to grow further.  This 

distribution channel has a low cost to acquire, a high degree of customer self-selection 

through market-leading offers and increasing use of prequalification and calculator tools 

aimed to improve the customer journey and the likelihood of approval. 

While our cost to acquire is already low due to the aggregator channel, we have the 

opportunity to reduce it further by increasing originations on our own platform.  Due to the 

nature of the origination engine, our customers not only come to us digitally but they interact 

with us digitally.  For context, we had over 3.8 million online customer servicing transactions 

in 2015, so we have an engaged and digitally active portfolio. 

Broad range of competitive products 

In terms of our products, at the simplest level they are designed to meet three broad 

customer needs of debt consolidation, borrowing for purchases and everyday spending.  Our 

product strategy is based on some key principles which include offering customers a range of 

borrowing in payment products, ensuring we are competitive within the market, ensuring we 

are clear and transparent and ensuring the economics of our product are based on a fair value 

exchange between the customer and our shareholder.  To this end, we will always offer 

products with a positive NPV. 

We believe it is really important that the product is transparent, takes customer 

circumstances into consideration and ensures that the customer both understands what they 

are buying and can afford what they are buying.  Transparency is achieved through disclosure 

in the terms and conditions during the online journey, through the paper application journey 

and via the agents on the phone. 
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Affordability assessment is achieved through a combination of factors, including the initial 

assessment of the customer circumstances, their history of managing their debt and any 

other circumstances they disclose to us.  Clarity and simplicity has been a strong feature of 

the design of the business as we have built out the collateral and the customer journey. 

Customer value management 

Combined with our origination engine, customer value management is a key part of our 

business model and our expertise.  This tends to be a unique aspect of the monoline card 

businesses, and one we have extensive experience in.  We are already applying that 

experience today, but this is also a place where we see further opportunity. 

We consider ourselves best in class at analytics.  However, while this is powerful in isolation, 

we also understand the customer, not just the data, and we understand the system 

configuration.  Therefore, we can leverage the combination of the four corners of analytics, 

namely risk, customer behaviour, commercial and digital. 

Our approach to portfolio management aims to maintain customer engagement and increase 

share of wallet through targeted stimulation offers.  Ongoing marketing activity targets 

customers with relevant offers to increase both retail and balance transfer activity, while 

bespoke modelling and algorithms identify the customers to stimulate within our defined risk 

appetite. 

Approximately 85% of existing customers qualify for marketing stimulation.  Some businesses 

do analytics well, but have different components of the business model elsewhere within the 

wider business.  We have built our business as a monoline card business within a wider retail 

bank.  It is this, and the combined power of the analytics and the operational excellence, that 

does set us apart. 

Financial returns against industry benchmarks 

As you think about our business model and economics, an interesting and important 

validation of the robustness and resilience of the financial returns can be seen through the 

market and peer benchmarking compiled by Argus, who are the authoritative data source in 

this area.  Compellingly, their reporting shows that against the industry benchmark all of our 

revenue-generating levers are higher, our stimulation activities are driving higher utilisation 

and our focus on quality has and continues to deliver a strong performance.  The outcome of 

all of these positive metrics is that the risk-adjusted return generation is materially higher 

than the industry benchmark average by 14%.  Importantly, this is not just a one-off 

assessment; this is a recurring feature of our product and our business model. 

Managing risk 

Through our conservative risk appetite and a robust monitoring environment, we have best in 

class credit quality performance.  Throughout our history, credit risk has always been 

managed closely, so our net credit losses remain close to 2%.  We also have best in class 

arrears levels of 1.2% at two cycles past due, compared to the industry benchmark of around 

1.7%.  Our approach to credit risk management delivers low and stable losses over the life of 

the account, as you can see on the top chart which shows the one-account NPV loss curves. 

The credit performance of the acquired portfolio reflects the strong credit quality resulting 

from the selection criteria, where we only acquired accounts less than 30 days past due.  At a 
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portfolio level, the acquired portfolio losses rebuilt and this, combined with the low and stable 

loss expectations from new originations, blends to a low and attractive portfolio level credit 

performance. 

Additionally, the debt sale model we put in place as part of the business build allows us to 

operate a much simpler collections model, where we are focussed on understanding a 

customer’s circumstances and matching those circumstances to long-term sustainable 

payment options.  The migration and the history that has come with the book has allowed us 

to negotiate a fair price without having to wait for the maturity of the collections curves, as 

one would expect to have to be the case in the case of a new portfolio. 

In terms of our capital, our cards portfolio is currently on a standardised model with risk rates 

of 75%.  We hold additional capital in Pillar 2 as an uplift, and if we were to move to an 

advanced model in the future, we expect the overall impact on capital to be broadly neutral. 

Credit quality 

I would like to spend some time considering credit quality and our approach to writing 

business.  To start with, the portfolio is managed within a defined risk appetite.  This means 

we never knowingly originate or stimulate existing accounts with underlying net credit losses 

greater than 10% in the second year.  This ensures that we only extend further credit or offer 

marketing stimulation to existing customers where their credit risk is such that we would 

accept them for a new card if they were to apply. 

Our risk appetite is central to our credit quality standards framework.  This framework 

provides a range of control levers and early warning indicators that ensure that if asset 

quality were showing signs that credit performance objectives may not be achieved, we can 

take early and corrective action.  A key component of the risk framework is the conservative 

approach to loss recognition.  We charge accounts off due to non-repayment at 180 days past 

due.  This ensures that we do not hold assets that are significantly in arrears. 

Historically, the portfolio was managed by MBNA under the US OCC supervision.  This resulted 

in more conservative concessionary repayment programmes.  We continue to follow these 

requirements to ensure that customers are placed onto programmes that are likely to result 

in better customer outcomes, and ensure that we are not building an asset pool of 

forbearance assets that are unlikely to be repaid in a timely manner.  All customers being put 

on concessionary repayment terms need to demonstrate that they can afford the minimum 

payment required to clear their debt within a five-year period. 

In terms of our approach to credit risk management, there are some key principles that 

underpin the business we have built.  As you would expect, all applications for new credit are 

assessed using policy rules and credit scoring to determine eligibility, and while this is 

standard practice, we do this consistently well.  It is a customised data-driven automated 

environment that enables a consistent, repeatable and predictable approach to credit risk 

management. 

We also use a number of risk management tools in partnership with Experian.  We use the 

latest credit bureau information, in combination with behavioural and transactional 

information a customer generates through their card usage with our product, in order to 

assess and manage credit risk.  Our risk appetite is applied to new applicants for credit card 
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products as well as existing customers for stimulation, and is consistently applied across the 

credit life cycle. 

As we consider applications for credit, the market position and the aggregator websites is a 

key driver of applicant quality.  Approval rates are directly related to the quality of the 

applicants, and all applicants have to pass an affordability check to ensure that they can 

afford existing debt repayments and any additional amount we would request under a stress 

assumption. 

In terms of the credit decision, we use our custom risk scores along with our affordability 

check within an automated decision strategy.  This delivers predictable performance and 

allows us to acquire accounts against our strict risk appetite, with no lending outside of policy 

other than in exceptional circumstances. 

We adopt a data-driven analytical approach to credit risk management across the credit life 

cycle.  We have developed customer scores to assess the credit quality of applicants for our 

card products.  In addition to this, we use enhanced indebtedness information from the credit 

bureau.  This information allows us to understand how a consumer’s usage of credit is 

changing over time, and whether their use of existing credit facilities is increasing and 

intensifying while they are continuing to make repayments. 

In addition to using customer risk scores to assess an applicant’s credit risk, we also require 

all applicants to demonstrate through cash flow analysis that they are able to afford the 

additional credit we may extend.  We use a combination of the credit bureau and 

applicant-provided information to assess each applicant’s ability to repay. 

For our existing customers, as we look to stimulate the portfolio, we adopt a similar approach, 

with custom risk scores to assess credit risk using a combination of the latest credit bureau 

information along with transactional and payment performance on their Virgin Money account.  

These scores were actually built on actual customers’ credit performance over time.  Lending 

decisions in the main are automated to ensure that we are able to consistently apply our risk 

appetite and measure the asset quality of the accounts that we are acquiring. 

Downturn experience 

I would now like to turn to talk about our experience during the last economic downturn.  A 

key experience the cards management team learned during the last downturn was the impact 

that affluence segmentation had on risk and reward performance, as well as credit 

performance volatility.  As such, this is taken into consideration in our risk modelling so we 

can ensure we do not build assets in segments that may be more volatile through an 

economic cycle. 

Another learning during the last downturn, and an observation that the team have seen in 

other geographies, is that the score models continued to differentiate between good and bad 

customers.  Put in another way, the score cards continued to work, and only needed to be 

adjusted for macroeconomic impacts.  The portfolio credit loss performance was correlated 

closely with the change in unemployment.  As baseline forecasts for the macro economy 

started to predict deterioration in unemployment, this allowed us to build in the expected 

deterioration in unemployment to score cut-offs.  We would therefore expect to tighten our 

credit score cut-offs ahead of a downturn in order to acquire and stimulate only those 
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accounts which would meet our risk appetite, even in a stressed environment.  We therefore 

monitor closely economic forecasts and projections, amongst other things. 

In addition, the migrated portfolio has several characteristics that strengthen resilience in the 

event of an economic downturn.  The acquired portfolio has already experienced a negative 

economic cycle.  In addition, it was subject to a number of regulatory changes required by the 

OCC that resulted in the acceleration of credit losses amongst economically sensitive groups.  

Again, improving asset quality and resilience amongst the migrated portfolio to future 

economic downturns. 

We constantly monitor and manage the key risk indicators on the portfolio, including 

concentration risk, affluence and potential economic headwinds.  We take confidence from the 

fact that the portfolio is resilient and we operate within a very strict risk appetite. 

Regulatory environment 

From a regulatory perspective, the FCA interim report on the credit card market study has 

been a key area of focus for us, particularly as we built the business and considered any 

possible implications that may come from the review.  The initial findings of the study do not 

point to any major challenges to the delivery of our plan.  The regulatory backdrop has not 

been materially changed by the market study, in our view, and we have the functionality and 

flexibility to meet most of the remediation requirements which are largely about encouraging 

and empowering customers, which we welcome. 

Further developing VM’s capability and reach 

I am pleased to say we see many opportunities to expand the business model and keep it 

relevant to VM overall, while protecting against any volatility in future earnings.  We have a 

significant opportunity to broaden our product range.  We can see VM moving into other 

product sectors while not changing risk appetite.  Balance transfer makes up only around 

one third of card sales in the market, so there is significant potential here. 

We can focus on building new propositions to cater for additional segments and customer 

needs, including but not limited to segments such as travel, students, graduates and families. 

We can also broaden distribution.  So far, we have operated within a single albeit powerful 

distribution channel.  We now have the opportunity to use our stores and lounges.  The 

opportunity to extend distribution also includes partnerships.  We currently work in 

partnership with Virgin Atlantic to offer the Virgin Atlantic credit card, a retail card that offers 

customers Flying Club miles for every pound they spend.  We are in a commission for every 

card sold.  This longstanding relationship has offered us valuable learnings and partnerships, 

and also on the performance of retail and reward cards. 

We can also further maximise the use of the advanced analytics the platform build has offered 

us, and we now have the platform and experience to be able to consider the acquisition of a 

prime credit card portfolio, should one become available.  We have the track record of 

successfully acquiring and migrating a large active customer base.  We have done this 

seamlessly and in a short timeframe on to a stable and scalable platform supported by TSYS, 

a leading card processing platform provider.  Although to be clear, our organic growth plans 

are strong, and in no way rely on any further acquisitions. 
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Conclusion 

In closing, I would reiterate that in our experience a competitive balance transfer product, 

combined with our strong brand and analytical and underwriting capabilities, will deliver 

industry-leading risk-adjusted revenue, and we expect that to persist. 

2015 highlights 

We saw incredibly strong performance during 2015 and it is worth closing on a synopsis of 

what we achieved.  In the year in which migration took place, the credit card business took 

2.6% of market share of outstandings, and started to grow the business through simple, 

transparent products supported by strong risk management and analytical capability.  We 

completed the build of the business, and the successful migration of 675,000 customers on 

time and within budget.  We disrupted the market with innovative products and pricing.  We 

grew the portfolio achieving almost 50% growth in outstandings over 2014, hitting 

£1.5 billion, and we did this through both existing and new customer relationships and 

engagement.  We achieved all-time-low delinquency and impairment levels, reflecting the 

strong credit quality of the book.  We executed eight debt sales delivering an excess of 

£7 million in debt sale proceeds, and we maintained strong financial performance and kept 

costs well under control. 

Closing remarks 

Overall, the financial performance of a balance transfer card business is well understood and 

predictable, so we can be confident in a stable and resilient earnings profile.  We have the 

data, the scale and the analytics, as well as strong underwriting capability to challenge others 

as a true credit card centre of excellence inside a consumer-focused retail bank. 

My objective today was to share with you the VM card journey, and in so doing I wanted to 

dispel some myths, demystify the economics, and give you insights into our end-to-end 

business.  We are tremendously proud of the business we have built, we are hugely 

passionate about the business, and we are really excited about the future.  I hope that after 

today, you will feel as passionate and excited about our business as we do. 

On that note, I will hand it back to Jayne-Anne. 

Conclusion 

Jayne-Anne Gadhia 

CEO, Virgin Money 

Thanks, Michele, brilliant.  I did not think you would do it in an hour, and you have done it in 

an hour.  A couple of things from me, really.  We always said when we listed that we would 

be as transparent as we could be with the market, and hopefully you felt we have been very 

open about a lot of detail about the credit card business, which I hope is helpful.  Also, in 

coming to this session a lot of people have said to me, ‘We will come to the session if it is full 

of numbers.’  So hopefully you feel that you have got a lot of numbers too. 

When we acquired Northern Rock, and indeed when we first listed and had not migrated the 

card business at that point, I know that there was a view in the market that Virgin Money was 

very much a sort of monoline mortgage business, and I hope that you can see that the 
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success that Michele and the team have been able to achieve over the course of the last 

18 months to two years has very much moved us out of that space. 

In doing this presentation today, I said to Michele when you all arrived that it feels like this is 

a sort of summary of what we have got to, in being able to acquire the book and deliver it, 

and now, we are absolutely able to look to the future.  We are very confident, and I hope you 

are confident too, about our ability to use cards as a very key driver, alongside our other 

significant and successful lines of growing returns for the future. 

I am delighted with all of that, and now looking forward to your questions for as long and as 

many as you have.  Although I suspect Michele and the team will do most of the answering.  

The rest of Virgin Money’s ExCo are here; Dave, in particular, there will probably be some 

questions for you I am sure, but the floor is now yours. 

Q&A 

Andrew Coombs (Citi): Good afternoon.  Thank you for the presentation.  I have a couple 

of questions, one on accounting and one on NCLs.  The first question on accounting: thank 

you for the clarity, particularly for the appendix on the EIR calculation, but can you just clarify 

what would happen from an accounting perspective if a customer were to default in year four?  

So presumably you would take a provision for the £2,000 balance, and you then charge that 

off over 180 days, but what would you do in terms of the NII?  Because presumably you 

would have to reverse part of the EIR that had been accrued over and above the cash yield 

over years one to three.  That is my first question. 

The second question was just on slide 40, where you provided the NCLs back to 2013, the 

2-4%: can you just talk through your experience of NCLs on the MBNA portfolio going back to 

2009 and also prior to that?  Thank you. 

Michele Greene: Okay, thank you, Andy.  In terms of the EIR question, you are absolutely 

right.  Clearly, as it was written off, or charged off after 180 days, we would clearly have 

provisioned for that, through loan loss reserve, and in so doing would actually have provided 

for the full P&L impact of the write off. 

Andrew Coombs: So you take the interest adjustment through the provision line as well, so 

you would provision for a £2,000-plus shortfall in the interest? 

Michele Greene: Correct, yes. 

Jayne-Anne Gadhia: Dave’s nodding as well. 

Michele Greene: In terms of the net credit loss experience, can I just be clear in terms of 

the precise point in your question?  Clearly, I have insight historically into the performance of 

MBNA and so on, but I just want to make sure that I share the right information. 

Jayne-Anne Gadhia: Are you concerned legally about what you can say?  Can we answer 

that question?  Try and just give some, you know, ‘In this particular situation, this might be 

what I have seen.’ 

Michele Greene: Yes, in general terms.  We experienced the book being managed in two 

different ways: before we put in the very precise, predictive risk modelling analytics and then 

after that, which interestingly correlated almost in and around the period of time that Chris 
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joined, but almost in and around the time of the downturn.  The book therefore is literally 

spilt between a very judgemental environment where risk was actually quite high, and then a 

very automated environment where actually risk was much, much easier to manage.  So the 

net credit loss that we have seen in a very predictive, very decision-driven environment, will 

be consistently in and around that 2–2.5% level.  Outside of that, when you get into the more 

judgemental lending, less controlled and less structured in terms of the risk appetite, the 

losses can actually peak quite significantly. 

The VM book that we are looking at here today was all originated under the very predictive, 

very stable risk analytical environment.  That is why, even when you look at the vintages –

and you will have seen from the presentation, the net credit loss over the vintages is actually 

quite stable. 

Nick Baker (Goldman Sachs): Hi, thanks again for the presentation, it was really helpful.  

Just two for me.  First is particularly on the market-leading balance transfer offer: if the 

marginal economics do not move linearly with the month on offer, then what is your binding 

constraint on what you can offer and what you are comfortable offering?  I mean, is it the 

case that you can offer 50 months if you had a 4% upfront fee for example? 

Then the second one is that you have clearly got a very impressive credit risk and analytics 

engine underpinning the business: how applicable is that outside of the card space?  Could 

you take this group of people in infrastructure and start, say, doing car finance or unsecured 

personal loans?  Presumably that is a function of the yield on offer, but how applicable is it?  

Thank you. 

Michele Greene: Sure.  In terms of the market-leading offer, one of the critical things to 

appreciate is actually not about the duration itself; it is actually around the behaviours as 

underpinning the NPVs.  So if we see the high average balance, the almost immediate 

engagement and interaction from a retail perspective, the activity rate as outlined in the 

presentation, and the early on-book delinquency which is also clearly a leading indicator; if 

we see all of those behaviours, the duration itself is almost a little bit academic, because the 

model – so after 90 days of the customer being on that initial balance transfer, we will offer, 

subject to obviously risk decisioning and so on, another promotional offer to that customer. 

Now, it would not be in this instance a 40-month, but it could 12 months, it could be 

18 months.  If you think about it, it constantly moves through the period of time.  When the 

40-month in this example ends, the customer is likely to still have quite a lot of trailing other 

promotional offers, and that is the core and the heart of the business model.  The reason why 

we can be comfortable that that is actually the right model economically is actually because 

all of the leading indicators, and particularly around the risk – and the customer behaviour, 

which is why the analytics are so critical – all of those leading indicators are actually quite 

clear to us upfront. 

The deviation of those would be why we would recalibrate the model.  We also have a good 

mix: as I said, 48% were actually only at the market-leading offer, so we do have a mix of 

other products as well.  All of those again, as I said at the beginning, actually show very, very 

similar financial returns for the same reason. 

Jayne-Anne Gadhia: Can I answer the more strategic question, if that is alright, Nick, just in 

terms of whether we can use the underlying engine for other things?  The answer is definitely 
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yes, and perhaps even more broadly than you might imagine.  Michele has already brought in 

a very strong team; we are bringing in additional strength to that team to enable Michele to 

start to think more broadly about how we might utilise both the underwriting engine and the 

digital experience that we have got, and the analytical experience that we have got. 

To be honest, having brought in Michele and the team, if we had not brought them in and 

tried to acquired the book and build it, the thing that would have passed me by, is absolutely, 

definitely the critical monoline point of the analytics.  Now, as a consequence we got such a 

rich analytical engine that our intention, frankly, is now for Michele to start to turn her 

attention to how we build unsecured loans, how we build digital current accounts, how we use 

that digital capability and our analytical skills and experience to create something new and 

developmental, rather than me-too off a platform that already exists in our business. 

Now, I do not want to over-big that up because we are right at the beginning of that journey, 

but I hope that you can see that with 18 months of this sort of experience, another 

18 months in a different strategic environment could be something very exciting for us. 

Michael Helsby (Bank of America Merrill Lynch): Yes, thank you.  A couple of questions, 

if that is alright.  Firstly, you hit on a point there in the answer to Nick’s question about how 

the forward view of the environment is key when you are originating, but also in how you 

interact with the customers.  I was just wondering if you could share with us what key things 

we should be looking out for in terms of the outlook?  Is it just, ‘Oh, if unemployment is going 

to start going up…?’  How sensitive, therefore, is the volume to that on a 

forward-growth-looking basis? 

Michele Greene: Yeah, sure.  The answer is actually quite boring. 

Michael Helsby: Good! 

Michele Greene: The business model is actually – that relationship to unemployment is 

actually the key thing.  Clearly, we monitor quite a lot of things.  As an example, we saw a 

few things during the downturn that were actually a little bit counterintuitive in one sense, but 

obvious in others.  So customers actually began to pay more rather than less, and they were 

customers who were clearly aware of the fact that they needed and wanted the credit in the 

future, and therefore they wanted to keep their plate clean.  That surprised us in a little 

sense, because we were actually looking for payment rates to begin to just plummet, when in 

actual fact they actually increased.  That is a leading indicator, potentially, of stress. 

The areas where the customers spend: so we look a lot at the categorisation of retail spend, 

and our customers, because of their profile, tend to spend more on the luxury items and less 

on utilities.  We saw a flip on that, actually; there was a lot more spend on utilities and far 

less on luxury.  Again, that was a leading indicator of the stress. 

In two senses, it is the macroeconomic in terms of the unemployment, and it was actually the 

rate of pace of change of the unemployment rather than the absolute level of unemployment.  

There was a point in which unemployment, particularly in Spain actually, from our experience, 

was actually exponentially increasing, but it took time before it actually worked its way 

through the portfolio.  So the unemployment macroeconomic, and then obviously for us in 

terms of what is actually happening in the customer base, and what are our customers 

actually doing and how are they using the credit. 
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Michael Helsby: What shift in the unemployment do you need to see before it has a 

detrimental impact on your internal risk appetite, if you like, to grow?  I am just trying to get 

what the tolerance if you like on that £3 billion number is and beyond. 

Michele Greene: Yes.  I mean, a very, very material shift in unemployment is going to give 

us an issue; like, a doubling of unemployment is probably the way to think about it.  It is not 

little increments of a 50-basis-point increase for example, it is actually really, really severe. 

Michael Helsby: Okay.  Second question would be on – I hear you on how the duration of 

the balance transfer is the wrong way to think about it, and I will need to think about that 

myself, to be honest and I will come back.  However, I am just mindful that all your data, 

your 15 years of data, balance transfers have grown in duration, but a lot of what you have 

seen and the things that are maturing was actually with people that have got cards that have 

been on interest-free periods for maybe two years; not even two years, actually.  So you 

have extended way beyond that.  Can you tell from the journey alone that it is going to be 

exactly the same? 

Michele Greene: Yes.  One of the comparatives we did actually, if you refer back to it – I 

have forgotten the slide page, but it was the 2012 – was intentionally, not because we just 

happened to have the data, but it is the last full through the post-promo period mature 

review we could take.  The proximity of the behavioural attributes of the financials is so close 

to actually what we are seeing today on the market-leading. 

The real piece is – I cannot actually overemphasise, and I do appreciate it is actually quite 

hard to get your mind around it – the real piece is around that average balance, so the 

£3,500 I referenced, and actually that market-leading 2012, it had £3,503; that is a fact. 

The actual initial retail spend is really important, so that is 75% of our outstandings coming 

from mixed behaviour of cash and retail; that is really important.  The retail on a monthly 

basis is quite small, but it is contract-rate retail.  They are absolutely common denominators, 

irrespective of what market-leading product we look at. 

I unfortunately have been around a long time, and can remember market-leading of 

six months, nine months, 12 months, 18 months, 20, 24; I have had many, many 

conversations with US regulators in terms of what is the point at which you stop, when does it 

not make sense.  It did take us a while to get there, but we did get there in terms of the 

understanding that it is absolutely about those leading indicators, and really it is because we 

do not just issue the one duration offer.  It is because the customer value management 

engine is constantly stimulating you.  It is that balance between building the balance and 

generating the yield, so it is the balance between the two.  If we did not offer, and just left 

the 40 months, the stick rate will probably not be 40–45% at the end, and therefore it is the 

trade off between the post promo that you get there, versus the dilution that you provide 

upfront. 

Michael Helsby: Right.  Then just finally: listening to all of that for an hour, and the brief 

Q&A that you have already just done, I mean it does feel very robust.  As analysts we always 

like to worry, it is our job, so what makes you worry?  What would you be focussed on? 

Michele Greene: Card is an unsecured business, so we actually manage risk every day of the 

week, really.  For us, I would always look at operational risk, and I feel really comfortable and 
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confident in terms of what we have built, and what we have delivered and how we are 

delivering that. 

Clearly, we are always looking at credit risk, and I would not say credit risk is something we 

worry about because it is something that we massively, aggressively manage.  The regulatory 

environment; we are constantly watching the regulatory environment to ensure that our 

products are absolutely the right type of products in the environment, but that actually we are 

also considering, in terms of future, what changes might happen. 

I will say on the regulatory environment: the credit card product in particular has probably 

been through the most degree of scrutiny over a long period of time.  If you think about 

risk-based repricing, that has been on the scrutiny; payment allocation, changed quite a 

number of years ago, so there is a consistency in terms of the order of the payments.  The 

default fees that I referenced earlier on; interchange income.  So you literally go down 

through every P&L line item, it has actually been subject to quite a degree of rigour. 

Again, not being complacent but there is definitely a stronger sense of robustness and 

certainty, particularly following the market review as well in terms of the focus; particularly 

for us because our product is prime, and actually a lot of the focus is on customers with 

difficulties in repaying and so on. 

Jayne-Anne Gadhia: I probably could answer that as well, Mike.  Michele and I happen to 

live in different cities, and therefore at the end of each week Michele does a written update on 

cards for me, right, which I find very helpful.  The thing that comes through to me there is 

that the team do genuinely focus on actual performance against expectation, not just the 

analytics historically, and I think what worries you is if our future expectations and our 

analytical performance start to diverge, and we had one particular product where that started 

to happen, and we were right on top of it. 

I am presuming you understand this anyway, but genuinely it is not a reporting mechanic or a 

historical analytical thing; it is about constantly, literally every week – you probably do it 

everyday, but I see it every week – you know, how does this analysis actively look against 

our empirical experience this week?  To repeat myself, I think you guys start to worry when 

those diverge.  I mean, we pulled a product on that basis. 

Michele Greene: Yes.  Also, when we put products out we put very clear performance 

criteria around them, and particularly on those early leading indicators.  If they are not 

performing, we pull it; irrespective of whether that means we are going to miss our volume 

goal, we will pull it, and we do that on the basis of the insights that we have. 

Michael Helsby: Thank you, very helpful. 

Ian Gordon (Investec): Thanks.  Can I have two, please?  Firstly, on your customer 

acquisition: you referenced your existing 25% via the Virgin site, and you expect that to 

grow; can you just talk a little bit about what drives that growth and how that impacts the 

profitability? 

Secondly, possibly a bit of a repeat question, but you have fairly fiercely presented the 

business as a monoline business, because I guess that is what it is; myth number 11 could 

have been that analytics of monoline credit card businesses do not work, and I think you have 

a robust defence of that.  However, how should I think about the business transforming?  So 
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X years on, when Virgin has a state of the art, widely used digital current account platform 

driving cross sales into credit cards, how does that drive the way you run your existing cards 

business? 

Michele Greene: The real impact from us being able to attract more customers directly 

through our own homepage is clearly the cost, so the cost to acquire that I referenced earlier 

on is a £30 blend; clearly through our own aggregator site, it is an internal cost. 

Initially, we launched in the first instance in and around the migration period, we actually only 

went out on our own homepage because we wanted to test how much of a halo effect we had 

from being on the aggregators to push into the homepage, and how much actually would 

come directly through the homepage. 

25% is actually really, really good in terms of direct onto the home page.  There is an 

element of that that is coming from that halo effect.  We are constantly putting offers out 

there to see if we can get customers directly to us, rather than through the aggregators.  The 

bottom line is that customers, people, are so used to using the aggregators as their first initial 

point that it is very hard to change the customer behaviour.  It is something that we will 

clearly continue to work on.  I think as we develop other products – in terms of card products, 

and in terms of different pricing and so on– that would be less appealing on the aggregators, 

that is the opportunity for us to actually get the customer directly through to us. 

Jayne-Anne Gadhia: On this point of business integration, if you like: I mean, in a sense, 

we are where we are accidentally, although maybe it sounds more beautiful than that.  The 

reason that we acquired the credit card portfolio when we did, it was somewhat unfortunate 

timing because we had just acquired Northern Rock.  When I got the call that said MBNA 

would like to think about getting out of the UK and do you want to acquire your book, the 

timing was terrible if you think about it, because we have got all of these balls in the air. 

We made a mistake to start with, which was thinking that we could acquire a credit card 

book, build all of this platform and carry on by using the mortgage team, if you see what I 

mean, and it did not take us very long to realise that was a huge mistake.  I remember the 

glass of wine we had together to talk about how we could do this properly, and we realised 

that if we were going to really properly develop the mortgage business and build a credit card 

business, trying to do that together with the different strains on us as a team and us a 

business, getting the thing right: it might have sounded efficient intellectually, but practically 

we just could not do it. 

So we concluded that we would draw a line down the two, and Michele and the team would 

build the credit card business, and we would be as united as we possibly could be.  Risk is the 

area of most unison clearly, because we need to make sure risk appetite is consistent.  

However, building a business that matched the success of MBNA was the real benefit for us. 

Having achieved that – as I said earlier, and I mean it very genuinely – completely surpassed 

my expectations in terms of what we have achieved, what Michele and the team have 

achieved.  Our intention over time is to start to integrate the lines more closely.  So as the 

market knows I know, Hugh Chater is coming to join us in a commercial role in June.  He and 

Michele worked together in the MBNA business for a number of years.  He will take a view 

over the whole of the commercial business, and that will enable us to have a sort of more 

united banking business, if you like, without losing the benefits of the monoline.  As we then 
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start to build the digital PCA, that will be built separately, and as that is built and has the 

same degree of success, then we will do the same and bring them together. 

Our experience is that we need experts to build the businesses that we have not got, and we 

cannot do it through the people we’ve got, and that proved a really successful model for us 

and we will continue to do it that way. 

You should expect an integrated digital business in the end, but we are not going to drop the 

power of the business that we’ve got now in getting there, if you see what I mean, if that 

makes sense. 

Jonathan Goslin (Numis Securities): Hi, just one for me: could you maybe touch on the 

competitive environment, and where you see the biggest threat to your growth within that 

market, and maybe touch on the pricing as well going forward? 

Then maybe just a second one: obviously there has been changes to the interchange fee 

within the credit card market, and how that is potentially impacting you as well?  Thanks. 

Michele Greene: Yes, sure.  As we think about the credit card market, we do genuinely see 

ourselves competing with the main players, the monolines such as MBNA and Capital One; 

Barclaycard, Lloyds; really, the top-table players.  The market-leading offer, we have held 

either first, second or third position on the aggregator tables with that.  That would generally 

be our aim.  We do not need to be first at the table; really because, as I referenced earlier, 

the brand does attract a higher balance and a better quality.  So we know from experience 

that actually, if we are around second, third, and even fourth on the table, we can capture our 

fair share. 

When we went out with the 40 months last year, we did it initially as a limited offer, and we 

did that for a number of reasons.  If you watch the credit card market consistently, there is a 

lot of playing for table position.  Really importantly, we do not down-sell, whereas the 

majority of the other players do.  That does mean that playing on the tables can actually be 

more different for us than for the others.  The philosophy of down-selling, we do not sign up 

to, we think it is not very transparent.  We think we absolutely want to give our customer the 

offer that they applied for, and if they are not eligible for that offer, well then a clear decision 

that they are not eligible.  However, that does influence how we can be positioned on some of 

the aggregators.  That, to me, is the piece of the competition that we are more focused on, 

rather than who we are competing against, and are we capturing our fair share? 

The concept behind the limited: it was a good campaign and we were able to use some of the 

more edgy VM marketing around it, as well.  We did not want to shift the entire market, we 

just wanted to put a decent offer out there for a period of time.  We continue to do that as 

well.  The market has sort of shifted with us on that one, so limited offers have now become a 

bit of a norm, so we are going to have to think of something more creative to just come out 

with something slightly different.  That is what we watch every single day: how have we done 

on the aggregators?  How has our smart search engine activity worked?  What do the 

applications look like?  As you saw in the presentation, we know that the brand, at the point 

when the marketing was constant and consistent, hit a 14% market share. 

Jonathan Goslin: On the interchange? 
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Michele Greene: For our book, interchange income is not a significant revenue stream.  We 

also do not have a legacy retailer reward proposition where we would have been using the 

90 basis points to actually fund.  We are actually coming back to the point where we are 

actually in quite a unique situation, because we do not have a lot of the legacy issues that 

some of the high street banks are battling with.  We also have the opportunity from the build 

to do similar things but in a different way. 

Jonathan Goslin: Perfect.  Thank you. 

Jayne-Anne Gadhia: We did not have any material interchange to lose, if you see what I 

mean. 

Jonathan Goslin: Yes.  So everyone else is moving down to your level. 

Michele Greene: Yes. 

Minal Shah (Charles Stanley): Just on the post-promo business, where you have a 

customer that is maybe in the post-promo period and thinking maybe he has got another 

attractive offer elsewhere, do you do anything to actually retain that customer? 

The second question is around these targeted stimulation measures, which some very 

fascinating: what does that entail practically? 

Michele Greene: Actually, it is one and the same thing.  We have almost immediately a 

retention model, because we refer to it as our customer value management model.  85% of 

the book, on average, are always eligible for another promotional offer.  As I referenced 

earlier, after the first 90 days of the initial offer we will monitor the portfolio, and we will 

identify segments or cohorts of customers who will be both eligible for and actually potentially 

want a further promo offer. 

That actually continues through the life of the customer’s journey with us.  It is why the stick 

rate in excess of 40% is actually at that level, because the customer knows that they will 

continue to get promotional offers from us, provided they operate within their terms and 

conditions and so on, and therefore a high percentage of them are likely to stay with us and 

spend accordingly. 

Then the targeted stimulation is exactly that, so we analyse the portfolio in every which way, 

we have various views of segmentation, and it is one of the opportunities we definitely have 

that I listed towards the end in terms of the more advanced analytics.  Because at the 

moment, we are not using the full power and engine of all of the analytics.  When we do get 

into that, we will again be very, very precise and much more predictive modelling in terms of 

the type of spend, the type of customer and the type of offer. 

Rohith Chandra-Rajan (Barclays Capital): Thanks.  I really mainly just wanted to check 

that I properly understood slide 38, which is the financial return slide showing the 

risk-adjusted return 14% better than the industry overall.  I just wanted to check whether 

that is on a customer basis or a per pound of asset basis?  Because it seems like it is more on 

a customer basis than on a balance basis, so I just wanted to check on that. 

Michele Greene: It is per account, so per active account, so on a single customer view. 

Rohith Chandra-Rajan: Right.  So it looks from that slide that the return on assets would be 

lower than the peer group, but the return per customer is higher.  Is that the right 
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interpretation?  So you have got high balances and lower revenues per pound of balance, 

which drives that. 

Michele Greene: Correct. 

Rohith Chandra-Rajan: Just in terms of improving that, cost is the real flex here 

presumably.  So you were sort of saying that the 60% of the cost basis is variable, so you 

have got quite a low fixed cost now, and that is the driver really from here. 

Michele Greene: I think the piece around the cost is the scalability, so we have actually built 

a business that, as we grow, rather than the variable component, the 60%, the 40% can 

support the expansion of the business.  So we will not need to double the team, as an 

example, to support the growth.  That is a really important point, actually.  

Jayne-Anne Gadhia: On the cost basis, I think we have disclosed to the market previously 

the difference between the cost per account managed by MBNA on our account and by TSYS.  

What was it Michele, £27 from TSYS and – 

Michele Greene: £62 on the previous platform. 

Jayne-Anne Gadhia: So it is a very, very material economic uplift. 

Rohith Chandra-Rajan: I guess that was in the second half 2015 numbers? 

Michele Greene: Yes. 

Jayne-Anne Gadhia: Yes. 

Rohith Chandra-Rajan: Okay, thanks.  Can I also, while we are in a comparison with MBNA, 

just on slide 28 which was the customer profile: if you think about MBNA’s customer profile, I 

guess through the life of that relationship, so 2000 to 2012, how different if at all was it from 

the current Virgin Money customer profile? 

Michele Greene: The Virgin Money business that we have now on our own platform, from a 

customer perspective, would be almost identical to the customers that we had on the MBNA 

platform.  Because back to my earlier point, in terms of how those customers were originated 

on to the MBNA platform is in almost precisely the same risk decisioning; the tools that we 

used, the targeting we apply and the mix of products are actually the same.  So we have 

literally just transitioned the 2002 through to 2013 book onto our own platform.  That is why 

we can also be confident in terms of the comparisons of the financials as an example.  The 

2012 originations, albeit originated on a different platform, it is only the technical platform 

that is really different in terms of how to think about it; the customer, the market, the 

product and the way that we approach the product positioning, the decision analytics and so 

on are broadly the same. 

Rohith Chandra-Rajan: Okay, which is why you are comfortable with the effect of interest 

rate and the charge offs? 

Michele Greene: Exactly. 

Rohith Chandra-Rajan: Okay.  Great.  Thank you. 

Christopher Cant (Autonomous Research): Hi, I have a couple of please.  I just want to 

follow up on the earlier question on slide 38 actually, coming back to this risk-adjusted 

return.  If I think about your current risk weightings, and where you target getting to on a 
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C2/1 basis, it looks to me like this is implying something like a 12–13% ROE, based on the 

£42, the 35, 23, 75% risk weight 12% allocated capital.  So is it fair to say that if you see 

further tightening in the market, that puts pressure on your ROE?  I am just thinking about it 

relative your mid-double-digit return target.  It looks like you already maybe at the lower end 

of the range of what might be considered mid-double-digit for the front-book card product.  

That was question one. 

Question two is on the stick rate.  I was a little bit surprised by the slide with the sensitivities, 

the 5% reduction.  I just wanted to understand: firstly, is that a 5% reduction in the 40% as 

in the 40% goes to 35%, or is it a 5% reduction as in multiplied by 40%?  Either way, it still 

seemed like quite a low impact on the EIR.  If you just multiplied it up by nine times to knock 

out your entire retention, you are saying it is less than a 1% impact on your EIR if you have 

zero stickiness?  Given how much your EIR relies on the stickiness period, that just did not 

really sit right in my head in terms of maths.  So if you could explain how that actually works, 

that would be appreciated.  Thanks. 

Michele Greene: I will do the sticky one.  I think there are just a few really important points 

to re-emphasise.  So by the time we actually get to the stick rate calculation, the balance is 

actually quite low.  The stick rate is the balance three months post the promo as a percentage 

of the highest average balance, which actually, in general, tends to be around the first three 

months.  Just to remind you of the definition, the reason why the impact is so low is back to 

that, if you look at that chart in terms of the spread between the cash rate and the EIR rate: 

because we are stimulating the book, because we are getting cash fees, because we are 

getting retail and we are getting contract rate interest all the way through the period of the 

customer life cycle with us, by the time you actually get to the promo turn-off period, the 

impact – whether it is on the cash basis or on an EIR basis, actually – the impact on the 

revenue in the post-promo period is simply just not – I appreciate it is not intuitive, and it is 

in the modelling, but it is simply not as material. 

If we had a book where we were not stimulating it on an ongoing basis and we just had the 

initial balance transfer and they were paying down, and then got to the 40 months, that 

impact would be far more material.  You have got to layer in the fact that we have the 

engagement model, and that 70% of the mixed cash and retail is really important because 

you are generating a lot more cash yields, cash interests and cash fees over the period than 

the sort of flat EIR rate would imply. 

Christopher Cant: When you are looking at that slide 55, so if I could just clarify that: that 

£1,800 balance in year four, you are saying the majority of that is nothing to do with the 

balance, it was transferred in originally? 

Michele Greene: Correct.  Exactly. 

Christopher Cant: Okay. 

Jayne-Anne Gadhia: Chris, on the ROE point, I think all we should probably say at this point 

is that our plans still see us by 2017 at mid-teens ROEs on a company-wide basis. 

Christopher Cant: In terms of the maths, the implied ROE: 12–13% on the current 

front-book product, based on the 75% standardised risk weight? 
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Michele Greene: The risk-adjusted return on page 38 is actually simply interest income, less 

credit losses divided by the average balance.  It does not actually take capital into 

consideration.  Sorry, these are quarter four numbers. 

Christopher Cant: So the 42 is actually 160 

Michele Greene: Yeah, if you were linear about it. 

Christopher Cant: Okay, so it is more like a 40% return.  Okay.  Thanks. 

Michael Helsby: Just two more, actually, only short.  Just to expand on the variable cost bit, 

because I do not think you have ever given us that number before: the variable cost, is that 

based on balance?  Is that accounts?  Can you give us a sense? 

Michele Greene: It is per average active, so total accounts. 

Michael Helsby: Total accounts? 

Michele Greene: Yeah. 

Michael Helsby: Okay.  It is a small point of detail, but in your remarks, you said you do not 

do the credit builder ‘yet’.  So are you implying that you are going to move into that? 

Michele Greene: The credit builder segment has quite a dichotomy within it, so it has 

students and then obviously other segments looking for credit.  It is a segment that I 

referenced; we look at segments such as families, students, graduates and so on, so you 

could link the two of those together in terms of where we see some potential opportunity. 

Michael Helsby: So you are not looking at entering the sub-prime market or anything like 

that? 

Jayne-Anne Gadhia: Definitely not. 

Michele Greene: No, because I did clearly state we would do any product expansion within 

our current risk appetite. 

Michael Helsby: Right.  Okay, thank you.  Just checking. 

Jayne-Anne Gadhia: Yeah, and just to reinforce that point to Mike and everyone: you asked 

Michele what she worries about; the thing that I still love about our business is the fact that it 

is squeaky clean, it is prime, it has got no legacy.  We are right in control of it.  That might 

sound dull, but I really rather like that because I sleep at night as a consequence. 

Well, first of all, I am sure you would join me in thanking Michele and the team for what I 

hope was a detailed and informative presentation for everyone.  Can I just finish by thanking 

you all for your interest and for your support and for coming along today?  The next update 

from us is on Star Wars Day, ‘May the fourth be with you,’ and we look forward to speaking 

with you again in the weeks and months ahead. 

Thank you very much indeed.  Thanks. 

[END OF TRANSCRIPT] 


