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Everyone’s better oƵ

At Virgin Money, our ambition is to build a bank
that makes everyone better oƵ.
Customers, colleagues, communities,
corporate partners and our company.
With a powerful brand, strong balance sheet, customer-focused
culture and experienced executive team, we are building a full-service
retail bank capable of delivering our diƵerent approach to banking to
our three million customers and beyond.
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Financial performance
Results 2011-13

20111

2012

2013

(Loss)/proāt before tax
Underlying
Statutory

£m
£m

(59.1)
23.5 *

(2.5)
150.6

53.4
179.4

Total income

£m

137.9 *

269.0

384.5

%

83.0 *

97.4

76.5

%
%
%

n/a
n/a
n/a

16.4
15.4
3.5

16.2
15.3
3.7

£bn
£bn
£bn
£bn

3.7
13.9
16.2

4.9
16.8
18.0

5.6
19.6
1.0
21.1

Cost:income ratio

Underlying proƶt
before tax:

£53.4 million

Capital
Core Tier 1 capital ratio (Basel II)
Common Equity Tier 1 capital ratio (Basel III)
Leverage ratio (Basel III)
Customer balances
Gross mortgage lending
Mortgage balances
Credit card balances2
Savings balances
Total assets

£bn

19.6

21.8

24.6

Loan-to-deposit ratio

%

83.6

93.1

96.4

Net interest margin

%

0.35

0.54

1.26

3

1

2011 results are presented as if Northern Rock plc had been acquired on 1 January 2011 except for * which are the statutory
results for Virgin Money Holdings (UK) Limited ahead of the acquisition of Northern Rock plc.

2

Credit card balances include £0.8 billion held on Virgin Money’s balance sheet and £0.2 billion held by MBNA Limited (MBNA)
ahead of transfer to Virgin Money.

3

Excluding the impact of fair value accounting adjustments and provision adjustments in respect of the credit card acquisition
from MBNA.

Results
These results have been prepared in accordance with International Financial Reporting Standards
(IFRS). Where appropriate, certain aspects of the results are presented to reăect the Executive’s view
of the Group’s underlying performance without distortions caused by non-recurring items which
are not reăective of the Group’s ongoing business activities. The Group’s underlying results are
presented on pages 14 and 15 and the Group’s underlying adjustments are reported on pages 20
andǆ21.

Statutory proƶt
before tax:

£179.4 million

Strong capital
ratios with a Core
Tier 1 ratio of:

16.2%
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In 2013, we have delivered strongly to all of our stakeholders, living up to our ambition
to make everyone better oƵ.
Highlights include:

Customers

Colleagues

Communities

Over

Over

Over

800,000

2,750

£80 million

new products were boughtbby
customers during the year and
customer advocacy, as measured
by our Net Promoter Score,
increased to be amongst the very
best of any bank.

colleagues now work for Virgin
Money, with 250 permanent jobs
created in 2013.

was donated to charities in 2013,
including Gift Aid, through Virgin
Money Giving, our not-for-proƶt
online donation service.

Corporate partners

Company

Over

Growth of

2,800

17%

Intermediary Partners used Virgin
Money for the ƶrst time in 2013,
accelerating growth in our
mortgage lending.

in both mortgages and savings
balances year on year,
signiƶcantly in excess of
market growth.
Customers

Colleagues

Company

Everyone’s
better oƵ

Corporate
partners

Communities
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Results for 2013
As a result of continuing growth in mortgages and savings, Virgin
Money achieved an underlying proĂt before tax of £53.4 million
in 2013, after an underlying loss of £2.5 million in 2012. The
statutory proĂt before tax was £179.4 million in 2013, compared
with £150.6 million in 2012.
Sir David Clementi
Chairman

‘‘

2013 was a year in which Virgin Money
made signiƶcant progress towards its
goal of developing a full-service retail
bank operating at meaningful scale to
provide eƵective competition to the large
incumbent banks.
We delivered strong growth in our core
markets of mortgages and savings,
comfortably outperforming growth seen
across the market as a whole.
We also made good progress on building
the infrastructure required to launch our
own credit card and current account
businesses.

‘‘

Our success during the year means we
are well positioned for the future against
the background of a gradually improving
economic environment.

During the year there was increasing focus, once again, on the
strength of banks’ balance sheets, as the shift towards assessing
banks on a Basel III basis accelerated. At the end of 2013, our Core
Tier 1 capital ratio on a Basel II basis was 16.2%. Allowing for the
full implementation of Basel III, our Common Equity Tier 1 (CET1)
capital ratio was 15.3% and our leverage ratio was 3.7%.
Virgin Money’s ‘fortress’ balance sheet has served us well in
the move towards Basel III, with our CET1 capital and leverage
ratios well in excess of the minimum requirements. Our liquidity
position also remains strong and comfortably above regulatory
requirements.
We have a strong and experienced Board and Executive Team,
and we have strengthened it further during the year. I am pleased
to welcome to the Board Lee Rochford and Marilyn Spearing. Lee
has joined Virgin Money as Chief Financial OƋcer, with a broad
experience of banking from roles at BNP Paribas, Credit Suisse,
and most recently RBS. Marilyn joins the Board as an Independent
Non-Executive Director, bringing signiĂcant experience from her
career at Deutsche Bank, Barclays and HSBC.

Vision and strategy
Our vision for Virgin Money is to become a full-service retail bank,
oƊering a credible alternative to the large incumbent banks, whilst
holding true to our philosophy of making ‘everyone better oƊ’
through which we aim to oƊer fair value to all stakeholders.
Our strategy is intended to deliver growth that is stable and
sustainable, in a manner that is low-risk and with a conservative
approach to capital and liquidity. Our approach is simple - we aim
to oƊer a broad range of retail Ănancial products through a variety
of diƊerent channels that match our customers’ preferences.
We already have strong positions in deposits and mortgages. The
establishment of our own credit card business will enable us to
control our destiny in another Ănancial product that is important
for most people. Over time we also aspire to oƊer a range of current
accounts, although we will move cautiously given the signiĂcant
barriers to entry which have been recognised in various reviews of
this market.
We have well-developed positions in internet and phone
distribution, excellent relationships with mortgage intermediaries
and a national branch network.
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We continue to invest in improving the service we oƊer to customers
and in a world where consumers remain extremely sceptical about
banks and their motives, I am delighted that we have continued to
increase our customer numbers and our customer advocacy.

Acquisition
On 18 January 2013, we completed the acquisition of £1 billion of
Virgin Money branded credit cards from MBNA. Since that date,
the Ănancial beneĂt of these cards has been included in Virgin
Money’s balance sheet and income statement, but the cards will
continue to be serviced by MBNA until we complete the build of our
own credit card business. This acquisition is an important strategic
development for Virgin Money and an important foundation for
future growth.

Regulatory and market developments
In April 2013, responsibility for Ănancial regulation passed to the
Prudential Regulation Authority (PRA) and, for conduct regulation, to
the Financial Conduct Authority (FCA). Our experience has been of a
smooth transition to the new arrangements, and with both bodies we
have been able to maintain the open and constructive dialogue we
previously experienced with the Financial Services Authority (FSA).

Colleagues
On behalf of the Board, I would like to thank the Executive and all
colleagues for their commitment and hard work during the year.
Their eƊorts are reăected in the signiĂcant progress we have made
during the year, both in product development and proĂtability
growth.

Outlook
The outlook for economic growth and mortgage demand in the
UK is better than it has been since before the banking crisis,
although we note concerns about rising house prices and the
potential impact on borrowers of higher interest rates at some
stage. We are well protected against these potential changes in
the environment because of the low loan-to-value ratios on our
mortgages, the high quality of the Northern Rock plc book that
we acquired, and the strict aƊordability tests we apply to all new
lending. We are conĂdent that, while continuing with our low risk
approach to lending, we can maintain our growth momentum by
being positively diƊerent from the large incumbent banks, and
by continuing our strategy of oƊering straightforward products
with fair and transparent pricing alongside outstanding customer
service.

In June, the Parliamentary Commission on Banking Standards issued
its Ănal report. We appreciate the report’s broad consideration of
banking issues, and support its recommendations to improve banking
standards, including the new Senior Managers Regime which is being
implemented through the Financial Services (Banking Reform) Act.
A principal purpose of the Banking Reform Act is to implement
the ring-fencing arrangements that were recommended by the
Independent Commission on Banking. We believe that the activities
of Virgin Money are consistent with the permitted activities of a
ring-fenced bank and that we will not have to make any structural or
organisational changes as a result of this legislation.
In September, the Payments Council launched the Current Account
Switch Service recommended by the Independent Commission on
Banking. We are happy to participate in this initiative and support
its objective of making current account switching easier and
more reliable. However, we continue to believe that full account
portability would be better for customers, and that an assessment
of the costs and beneĂts should be carried out by an independent
body.
In October, the Government announced the Help to Buy Mortgage
Guarantee Scheme, following the launch of the Help to Buy Equity
Loan Scheme earlier in the year. Virgin Money joined both schemes
during the year, consistent with our desire to support those that
aspire to home ownership.

Sir David Clementi
Chairman
3 March 2014
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High-quality growth in mortgages and savings
During 2013, the focus in our mortgages and savings business
was on the execution of our strategy of delivering highquality asset growth at a level signiĂcantly in excess of market
growth, while leveraging our operational infrastructure to
achieve balance sheet growth without a signiĂcant increase
in costs.
Jayne-Anne Gadhia CBE
Chief Executive OƸcer

‘‘

2013 was a year of signiƶcant progress for
Virgin Money. We achieved strong growth in
our core mortgages and savings business,
while building a platform which will broaden
our product capabilities and enhance our
ability to sustain our growth.

‘‘

We have strong momentum in the business
and this is reƷected in our improving
proƶtability and growing margins. Our
focus is now on building on this momentum,
and in so doing, to increase the level of
competition in UK retail banking.

We increased our mortgage balances by 17% to £19.6 billion
during the year, signiĂcantly outperforming market growth of
1%. Our gross mortgage lending was £5.6 billion and our net
mortgage lending was £2.8 billion. Based on the latest Bank of
England Funding for Lending data, Virgin Money was the third
largest net mortgage lender in the UK in 2013.
Our mortgage portfolio remains low-risk and our strong
growth in mortgage lending in 2013 was not at the expense
of overall asset quality. The indexed loan-to-value ratio of
our mortgage portfolio improved from 63.3% in 2012 to
59.8% in 2013 and the loan-to-value ratio of new business
written during the year improved from 66.7% in 2012 to
65.4% in 2013. The proportion of our accounts more than
three months in arrears was 0.35%, signiĂcantly better than
the industry average of 1.68%, although we recognise that as
our book matures, our arrears experience will trend towards
market norms.
At the same time, we increased our retail savings balances
during the year by 17% to £21.1 billion, substantially
outperforming overall market growth of 5%. Our growth was
achieved at better margins than in 2012 and with improved
eƋciency in marketing. Deposit inăows came from existing
customers and from consumers already aware of our ‘nocatches’ savings products. However, holding signiĂcant
retail deposits comes at a cost, with our Financial Services
Compensation Scheme charge for 2013 increasing to
£19.4ǆmillion, a material Ăgure for a bank of ourǆscale.
Our growth in mortgages and savings balances was achieved
in parallel with improving margins. Net interest margin in
the mortgages and savings business increased from 0.54%
to 0.95% during the year and this combination of higher
balances and wider margins enabled us to increase our net
interest income by 99%, to £209.0 million. Alongside this
growth in income, we managed costs carefully, such that they
increased by only 7% as we utilised the existing operating
capacity in the business. The result was a 384% increase in
the underlying contribution from mortgages and savings to
£120.4 million.
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Credit cards enhance future growth potential
During 2013, we took an important step forward in building our own
credit card business.
Since 2002, we have operated in partnership with MBNA to oƊer
credit cards. In 2011, MBNA announced that it was considering a
sale of its European business. This potential sale threatened future
growth potential from our credit card business and so in August
2012, we agreed in principle to acquire £1 billion of the £3 billion
book of Virgin Money branded credit cards from MBNA, and in
so doing to create our own credit card business. The transaction
completed on 18 January 2013 with the acquired assets transferring
to our balance sheet at that date. MBNA continues to administer
these credit cards on our behalf whilst we develop our own credit
card operations.
In parallel with the credit card acquisition, Virgin Money Cards
Limited, a subsidiary company within the Group, was sold to MBNA,
enabling MBNA to take ownership of the remainder of the Virgin
Money portfolio. In return, we recorded a gross gain on sale of
£203.4 million. This gain provided the capital required to support
the acquired credit card assets on our balance sheet, compensated
for the reduction in income arising from acquiring only part of the
credit card book, and provided funding for the build of our own
credit card business. At the end of 2013, Virgin Money’s credit card
balances across the Virgin Money balance sheet (£0.8 billion) and
MBNA balance sheet (£0.2ǆbillion) were £1 billion, a 1.7% market share.
During the year, the acquired cards business delivered an
underlying proĂt of £41.3 million, compared with £61.3 million in
2012. This ignores the gain on sale of £203.4 million. This reduction
reăects that in 2012, Virgin Money shared the economics of the
entire £3 billion book of Virgin Money branded credit cards equally
with MBNA, whereas in 2013, Virgin Money was the sole beneĂciary
of the £1 billion book acquired from MBNA.
Overall, we believe that the acquisition will be transformational for
Virgin Money. It gives us the potential to grow strongly in future in
a product line we know well and to enhance further the eƋciency
of our balance sheet. We are mindful that, as with all major
projects, there is an associated delivery risk but we have sought
to mitigate this through the recruitment of an experienced credit
card executive team under the leadership of Michele Greene, and
through partnering with TSYS, a leader in the Ăeld of credit card
systems delivery.
In addition to our core products of savings, mortgages and credit
cards, we continue to oƊer a broad range of other retail Ănancial
products, including investments, pensions and insurance. Income
growth from other product lines was 12% during the year and these
remain a source of considerable potential growth in future years.

Organic growth in savings balances*
2013

2012

Virgin Money
Market

17%
17%

5%

Virgin Money
Market

11%

5%

Organic growth in mortgage balances*
2013

2012

Virgin Money

17%

17%

1% Market
20% 17%

Virgin Money
2%
2% Market

* Excludes acquisitions and disposals

Underlying proƶt/(loss) before tax
£53.4m

2013
2012

£(2.5)m

2011

£(59.1)m

Net interest margin
2013

1.26%

2012
2011

0.54%
0.35%

Core Tier 1 capital ratio - Basel II
2013
2012

16.2%
16.4%

Common Equity Tier 1 capital ratio - Basel III
2013

15.3%

2012

15.4%
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Signiƶcant ƶnancial progress
Strong growth in our core business allowed Virgin Money to deliver a
statutory proĂt of £179.4ǆmillion in 2013 and a proĂt of
£53.4ǆmillion on an underlying basis. The corresponding results for
2012 were a statutory proĂt of £150.6ǆmillion and an underlying loss
of £2.5ǆmillion.
During 2013, we maintained our conservative approach to capital
and liquidity. Our continued focus on building a ‘fortress’ balance
sheet meant that our capital position at the end of 2013 remained
strong on both a Basel II basis and a Basel III basis. Given our
already strong CET1 position, we do not see Basel III requirements
constraining our ability to support future growth in our business.
We have in 2013 continued to focus on managing cost growth. As
we seek to build our own banking capabilities, including credit cards
and current accounts, our costs will necessarily grow. However, in our
existing business, we are focused on managing costs tightly. We are
mindful of the need to manage this balance carefully, to ensure that
overall cost growth is controlled.
The progress we made during the year was reăected in our external
ratings. On 20 January 2014, Fitch Ratings upgraded Virgin Money
plc’s long and short-term ratings by one notch to BBB+ and F2
respectively, the Ărst upgrade by Fitch of a UK retail bank since 2010.

The impact of the Virgin Money brand
The Virgin Money brand oƊers a powerful platform from which to
grow our business as it provides mass consumer appeal.
Consumers have very positive expectations of what Virgin Money will
deliver in the banking sector, and around half of UK consumers would
consider Virgin Money as a banking provider. This is the strongest
performance of any new entrant bank and, indeed, is a Ăgure similar to
the scores for each of the six main UK banking brands.
In addition, Virgin Money is also widely recognised as a banking
provider, with brand awareness doubling over the past two years such
that Virgin Money is now front of mind for approximately one in three
UK consumers.

Delivering outstanding customer service
At Virgin Money, we believe in creating a culture where customer
service is a priority, and in 2013 our customers rewarded this
philosophy with growth in customer numbers and improved
customer retention.
Our customer complaints remained extremely low compared with the
rest of the industry. Latest data shows that our banking complaints
were lower than the level recorded by the best-performing of the six
largest banks at 0.32 complaints per 1,000 accounts. Virgin Money

is the only UK bank that resolved 100% of its complaints within eight
weeks.
During the year we made a signiĂcant investment in our mortgage
processes and systems to enhance the service we provide to
our customers and intermediary partners. This is an important
development to support future growth in this core business line.
We introduced a new structure to our operations area, creating
dedicated service teams responsible for all elements of the mortgage
application process. In so doing, we have been able to oƊer customers
and intermediaries a single point of contact for all their enquiries.
Iǆam delighted that this has been such a success, with feedback from
intermediaries commenting on the positive impact that the changes
have made to their experience of dealing with Virgin Money.
The new regime for mortgages, implementing the recommendations
of the Mortgage Market Review (MMR), will come into eƊect on
26ǆApril 2014. We are on track to complete all changes necessary to
comply with the new regulations in accordance with this timetable.
A high proportion of our mortgage business comes through
intermediaries, so we do not expect MMR to have a negative impact
on our business, and indeed we are very supportive of its aims to
improve further consumer protection in this important market.
We continue to invest in building our customer service capability,
for example through the creation of Virgin Money Lounges, in the
knowledge that by so doing we will drive customer advocacy and
recommendation and drive down the cost of marketing to attract
new customers.
As well as building the infrastructure to support our own credit
card business, we made good progress during 2013 in building the
core capabilities required to launch current accounts, and are testing
these capabilities internally with employees. We expect to oƊer our
Ărst new current account during 2014. However, given the strategic
and Ănancial barriers to entering this market, we plan to move
cautiously and gradually at manageable levels of volume.

Culture and values
Our desire to build a strong culture within our business based
around our ambition to make ‘everyone better off’ requires
investment and means that we place an emphasis on long-term
sustainable proĂt growth. Given the lessons learned in the banking
sector over the past decade, we believe this approach is critical to
our future success.
We believe that our focus on culture is fundamental to the strength
of our ongoing business performance and, to that end, our Culture
Director is a member of the Virgin Money Executive Team.
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We invest in creating an environment where our colleagues can
choose to build lifelong careers with Virgin Money, in the knowledge
that lower turnover and higher colleague engagement will improve
our operational and Ănancial eƋciency. In 2013, we have seen our
staƊ engagement scores rise to the level of a global high-performing
company.
I would like to thank our colleagues for their hard work and support
during the year. Our people are the face of Virgin Money, and I know
from speaking to customers and from the many letters and emails
they send us, that our people make a truly positive diƊerence to the
experience customers have when interacting with Virgin Money.

Communities and Virgin Money Giving
An important part of Virgin Money’s business model is our
contribution to the communities we serve. During 2013, nearly
5,000 school children registered to take part in our enterprise
education scheme, Make £5 Grow. The scheme encourages
entrepreneurship and supports Ănancial education for primary
school children. Also during 2013, over 100 new businesses
began trading across the North East and Cumbria having received
Government Start-Up Loans funding from a consortium of which
Virgin Money was a member.
Virgin Money Giving is Virgin Money’s not-for-proĂt fundraising
website, which makes it easy for people to donate money online
to charities of their choice. Donations made through Virgin Money
Giving grew by 11% in 2013, to £80.5 million, including Gift Aid.
Partnerships with the Virgin Money London Marathon and Walking
with the Wounded’s South Pole Allied Challenge made important
contributions to this growth.
Since Virgin Money Giving was launched in 2009, it has been used
by fundraisers to raise almost £250 million, including Gift Aid, for
good causes.

Outlook

We have a powerful brand, a strong balance sheet, a strong core
business franchise and through our ambition to make ‘everyone
better oƊ ’ a clear set of values that live throughout our business.
These position us strongly for the future.
The economic outlook for the UK is also positive for our business.
Improving economic growth, increasing activity in the housing
market and rising consumer conĂdence are good for our lending
activities in mortgages and credit cards. Higher consumer spending
may lead to lower growth in retail savings, but, with our powerful
brand and with our competitive and transparent pricing of deposits,
we are conĂdent that we can continue to grow our retail savings at
a level in excess of market growth.
UK interest rates seem set to remain low for some time, but we are
ever mindful that they will rise in the next few years. To guard against
the potential for rising arrears when this happens, we will maintain
our conservative and responsible approach to lending.
We do not believe that regulatory changes will distract us from our
priorities, nor constrain our ability to continue to grow. Any move to
increase competition in retail banking, either by requiring further
divestments or through a full review by the Competition and Markets
Authority, would help to create a more level playing Ăeld between
the large incumbent banks and strong new entrant banks such
as ourselves. The introduction of full current account portability
would enable us to accelerate our plans to enter the current account
market.
We are well placed to take advantage of these economic and
regulatory developments. Our senior leadership team has experience
of managing larger businesses and we continued to strengthen
our team during the year. We also made signiĂcant progress on
establishing the capabilities to support our own credit card business
and to launch our Ărst current account.
For all these reasons, we are conĂdent that we can continue to make
real progress on our quest to make banking better and can continue
to grow our business strongly, proĂtably and responsibly.

Looking to the future, we are not burdened by the challenges
that face the incumbent banks. We do not have problem loan
portfolios, nor investment banking activity. We are not distracted by
structural changes to meet the ring-fencing requirements, nor by the
implications of the new mortgage regime.

Jayne-Anne Gadhia CBE
Chief Executive OƋcer
3 March 2014
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Virgin Money aims to build a full-service retail bank operating at meaningful scale to provide eƊective competition to the
large incumbent banks, while delivering on its ambition to make ‘everyone better oƊ’.
During 2013, the Group’s focus has been on achieving the following goals:

Goal

Key measurement*

2013 progress

Market-leading customer
satisfaction

Net Promoter Score (NPS)

SigniĂcant increase in NPS score,
to one of the highest scores of any
bank

Full-service retail oƊer for
customers

Breadth of product range

Commenced credit card and
current account build

World-class colleague
engagement

Colleague engagement
score

85% positive score

Sustainable ‘fortress’ balance
sheet, supported by excellent
asset quality

Capital and liquidity
ratios, loan-to-value ratios
and arrears levels

CET1, leverage and
liquidity ratios all as targeted.
Improving loan-to-value ratios
and arrears levels

Competitive productivity levels

Cost:income ratio

Cost:income ratio improved
by 21%

Meaningful community impact

Virgin Money Giving
fundraising

Donations through Virgin Money
Giving climbed by 11% to £80.5m

Sustainable proĂt

Return on equity

The Group delivered an underlying
proĂt before tax of £53.4m

Status

During 2014, the Group plans to focus on:

Goal

Key measurement*

2014 target

Market-leading customer
satisfaction

Net Promoter Score (NPS)

Continue to improve NPS score
relative to other banks

Full-service retail oƊer for
customers

Breadth of product range

Launch own-operated credit cards
and current accounts

World-class colleague
engagement

Colleague engagement
score

Maintain leading score

Sustainable ‘fortress’ balance
sheet, supported by excellent
asset quality

Capital and liquidity
ratios, loan-to-value ratios
and arrears levels

CET1, leverage and
liquidity ratios all as targeted.
Sustain excellent asset quality

Competitive productivity levels

Cost:income ratio

Continue to improve our
cost:income ratio

Meaningful community impact

Virgin Money Giving
fundraising

Increase donations through
Virgin Money Giving

Sustainable proĂt

Return on equity

Continue improving return on equity
with the ultimate goal to deliver best
in class returns

* Virgin Money’s balanced scorecard covers a broader range of metrics than shown here
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At Virgin Money, an important part of our quest to make banking
better is to deliver to the highest standards of quality and
transparency in our disclosures.
In this 2013 report, Virgin Money has focused on improving
disclosures, including:

› the introduction of a Strategic Report, giving an enhanced review of
performance for the year and a detailed overview of Virgin Money’s
approach to business.

› enhancements to the presentation of the Notes to the Financial

Statements, which now set out the relevant accounting policy
and Ănancial information together, with the aim of improving the
transparency of Group disclosures and performance.

Risk Management Report
The Financial Stability Board (FSB) established the Enhanced
Disclosure Task Force (EDTF) with the goal of improving the quality,
comparability and transparency of risk disclosures from major
UK banks. Their review covered a number of areas, including risk
management, funding and liquidity risk, credit risk and market
risk. In October 2012, the EDTF issued its report ‘Enhancing the
Risk Disclosures of Banks’ which set out 32 recommendations for
banks to follow. The Group’s disclosures have been developed in
accordance with the principles and recommendations set out by the
EDTF.

› improved Corporate Governance disclosures which set out in more

detail the Group’s internal governance structures and procedures as
well as a report from the Chairman of each of the Board Committees.

› inclusion of an Annual Remuneration Report which provides

information about the Group’s remuneration policies and practices.
The report includes key disclosures which enhance transparency of
Directors’ remuneration.

› a separate Risk Management Report (outlined below) which sets

out all risk management disclosures in a single report, including
the Group’s approach to risk and an overview of its risk model and
governance.

Speciāc enhancements to risk disclosures in this report

Section

A separate Risk Management Report has been included within this report for the Ărst
time, clearly setting out the Group’s approach to the governance of risk management.

Risk Management Report

The Group’s approach to managing capital and risk weighted assets has been disclosed
inǆgreater detail than previously.

Strategic Report and Pillar 3 Disclosure*

Additional disclosures on the approach to funding and liquidity risk, including the
key sources of both funding and liquidity and the asset encumbrance position have
been disclosed.

Risk Management Report
Strategic Report

Market risk sensitivity disclosures have been enhanced and Group exposures to market
risks have been clearly linked to the balance sheet.

Risk Management Report

Credit risk disclosures include expanded information on forbearance and credit risk
concentrations.

Risk Management Report

* Pillar 3 Disclosure can be found at www.virginmoney.com
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Group performance
Virgin Money delivered a statutory proĂt before tax of £179.4 million
in 2013, compared with £150.6 million in 2012.
To provide a better understanding of underlying performance, the
statutory proĂt before tax has been adjusted for the beneĂt of a
gain arising from the sale of a subsidiary in connection with the
transaction with MBNA to acquire the Virgin Money branded credit
2013

cards on 18 January 2013 and for other non-recurring items, fair value
adjustments and a charge for the FSCS levy. Details of the individual
adjustments are provided on page 20. These are represented in
the table below. Excluding these items, Virgin Money delivered an
underlying proĂt before tax of £53.4 million in 2013, compared with a
loss of £2.5 million in 2012 on this basis.

Statutory
proāt

Credit card
transaction

£m

£m

Northern
Rock
transaction
and
associated
items

Fair value
adjustments

FSCS
levy

Underlying
proāt

£m

£m

£m

£m

311.2

(21.8)

-

(0.2)

-

289.2

Other income

73.3

-

-

(0.6)

-

72.7

Total income

384.5

(21.8)

-

(0.8)

-

361.9

Net interest income

1

1

(294.3)

10.4

3.2

1.1

-

(279.6)

Impairment losses on loans and advances

(50.7)

21.81

-

-

-

(28.9)

Impairment of intangible assets and
property, plant and equipment

(34.6)

-

34.6

-

-

-

Gain on sale of subsidiary

203.4

-

-

-

-

-

9.0

-

-

-

Attributable administrative expenses

Contingent consideration

(9.0)

(203.4)

(0.5)

-

0.5

-

-

-

FSCS levy

(19.4)

-

-

-

19.4

-

Proāt before tax

179.4

47.3

0.3

19.4

53.4

Loss for the year of disposal group

(193.0)

Statutory
proāt

Credit card
transaction

Northern
Rock
transaction
and
associated
items

Fair value
adjustments

FSCS
levy

Underlying
loss

£m

£m

£m

£m

£m

£m

Net interest income

135.3

-

(30.0)

-

105.3

Other income

133.7

-

(11.6)

0.8

-

122.9

Total income

269.0

-

(11.6)

(29.2)

-

228.2

Attributable administrative expenses

(261.9)

6.3

26.2

1.7

-

(227.7)

(3.0)

-

-

-

-

(3.0)

-

(139.1)

-

-

-

2012

Impairment losses on loans and advances
Negative goodwill credit

139.1

Contingent consideration

-

13.0

-

(13.0)

-

-

-

ProĂt for the year of disposal group

0.3

-

(0.3)

-

-

-

FSCS levy

(5.9)

-

-

-

5.9

-

6.3

(137.8)

5.9

(2.5)2

Proāt before tax

150.6

(27.5)

Refer to note 11 of the Ănancial statements.
The 2012 underlying loss is consistent with that disclosed in the 2012 Annual Report and Accounts, and has been adjusted to exclude the cost of the Financial Services Compensation Scheme (FSCS) Levy, consistent
with 2013 reporting.

1
2

Virgin Money Group Annual Report 2013 I 15

Divisional performance
Virgin Money is a retail-only bank. It operates exclusively within the
UK with the exception of wholesale funding and liquidity management
activities which are undertaken in both UK and limited overseas
markets.

services to each of these businesses. Administrative expenses
which are related directly to the individual business lines have
been attributed. These include marketing, the cost of contact and
operations centres and outsourced processing costs.

To provide a better understanding of our business in this Strategic
Report, the Group is broken down into three business lines: Mortgages
and savings, Credit cards, and Complementary Ănancial products, all
of which are supported by Central functions which provide support

It is not the current policy of the Group to allocate shared overheads to
each of the business lines - these are reported in Central functions as
shown in the table below.

2013

Net interest income
Other income

Complementary
ānancial
products

Central
functions

£m

£m

£m

£m

£m

209.0

80.2

-

-

289.2

43.3

34.0

5.01

72.7

(9.6)

Total income

199.4

123.5

34.0

Attributable administrative expenses

(76.9)

(55.4)

(11.1)

(2.1)

(26.8)

Impairment losses on loans
and advances
Underlying contribution/(expense)
before tax

2012

Net interest income
Other income

Mortgages
and savings

Credit cards

Complementary
ānancial
products

Central
functions

£m

£m

£m

£m

£m

105.3

-

-

-

105.3

79.7

30.4
30.4

(5.7)
99.6

79.7
(18.4)

(3.0)
24.9

(9.2)

-

-

61.3

21.2

(131.2)

(28.9)

22.9

(71.7)

Income arising from Treasury activities

-

361.9
(279.6)

41.3

Attributable administrative expenses

Underlying contribution/(expense)
before tax

-

5.0
(136.2)

Total

120.4

Total income
Impairment losses on loans
and advances

1

Credit cards

Mortgages
and savings

18.51

53.4

Total

122.9

18.5

228.2

(128.4)

(227.7)

(109.9)

(3.0)
(2.5)
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Mortgages and savings
Following the acquisition of Northern Rock plc on 1 January 2012
Virgin Money has delivered consistently on its strategy for the
Mortgages and savings business.

Contribution to total income

£199.4m

The acquired business provided a high-quality platform for
proĂtable growth, but on acquisition it had an ineƋcient balance
sheet structure, caused by an excess of deposits (as measured by
a loan-to-deposit ratio of 84%) and a cost base capable of servicing
a much larger balance sheet.
Since January 2012, the Executive has focused on a strategy of
driving high-quality asset growth in excess of market growth,
eƋciently using the excess liquidity and the operational
infrastructure of the Group to support balance sheet expansion
without signiĂcant cost growth.
During the year, total mortgage balances increased by 17% to
£19.6 billion, signiĂcantly in excess of market growth of 1%. Gross
mortgage lending was £5.6 billion, 12% higher than in 2012, and
net mortgage lending was £2.8 billion, 23% higher than in 2012.
Based on Bank of England Funding for Lending data, Virgin Money
was the third largest net mortgage lender in the UK in 2013.
Delivering growth above the level seen in the market has not been
at the expense of asset quality. Mortgage asset quality has been
maintained during the year – loans over 3 months in arrears have
fallen to 0.35% of the book, and the average indexed loan-to-value
of the book has reduced to 60%. The quality of the book is reăected
in lower year-on-year impairment charges.
Total savings balances increased by 17% during the year to
£21.1 billion, signiĂcantly in excess of market growth of 5%.
Growth was achieved at better margins than in 2012 and with
improved eƋciency in marketing. Deposit inăows came from both
existing customers and from new customers already aware of our
‘no-catches’ savings products.
During the year, opportunities have been taken to improve
net interest margin through mortgage and deposit margin
management as well as through eƋcient management of funding,
including utilisation of the Government’s Funding for Lending
Scheme. In addition Virgin Money joined both the Government’s
Help to Buy Guarantee Scheme and the Help to Buy Equity Loan
Scheme.

2013 performance
Mortgages and savings
2013
£m

2012
£m

Change
£m

Change
%

Gross mortgage balances 19,577.1 16,768.6

2,808.5

17%

Savings balances

3,114.7

17%

Interest income

21,121.4 18,006.7
637.3

552.9

84.4

15%

Interest expense

(428.3)

(447.6)

19.3

(4%)

Net interest income

209.0

105.3

103.7

99%

Other income

(9.6)

(5.7)

(3.9)

68%

Total income

199.4

99.6

99.8

100%

Attributable administrative
expenses

(76.9)

(71.7)

(5.2)

7%

Impairment losses
Underlying contribution

(2.1)

(3.0)

0.9

(30%)

120.4

24.9

95.5

384%

Financial highlights

› underlying contribution increased by 384%, from

£24.9ǆmillion to £120.4 million for the year, as a result of
higher income and limited cost growth.

› net interest income increased by 99% during the year to

£209.0 million, an improvement in performance driven by
strong asset growth, wider margins and enhanced customer
retention.

› reduction in overall funding cost was achieved through lower
retail deposit pricing across the market and through the
utilisation of the Government’s Funding for Lending Scheme.

› expense growth was limited during the year in line with the

Group’s objective to leverage its existing cost base to support
a larger balance sheet.

› impairments fell year on year, reăecting the Group’s

conservative risk appetite and high-quality asset base.
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Credit cards
Virgin Money has operated in the credit card market since 2002
under a partnership agreement with MBNA.
In 2011 MBNA announced that it was considering a sale of its
European business and as a result Virgin Money was required to
limit the volume of new credit cards sold. This limit threatened
the future proĂtability of Virgin Money’s credit card business and
so in August 2012 the Group agreed to acquire £1 billion of the
£3ǆbillion book of Virgin Money branded credit cards from MBNA
and in so doing to create its own credit card business.
The transaction completed on 18 January 2013 with the economic
beneĂt of the assets transferring to Virgin Money’s balance sheet at
that date. MBNA will continue to administer the credit cards on Virgin
Money’s behalf until the development of Virgin Money’s own credit
card business is complete.
In parallel with the credit card acquisition, Virgin Money Cards
Limited, a subsidiary company within the Group, was sold to MBNA,
allowing MBNA to take ownership of the remainder of the Virgin
Money branded portfolio. In return, Virgin Money recorded a gain
on sale of £203.4 million. This gain provided the capital required
to support the acquired assets on Virgin Money’s balance sheet,
and also compensated for the reduction in income arising from
acquiring only part of the credit card book. In addition, it also
provided funding for the build of Virgin Money’s own credit card
business.

Contribution to total income

£123.5m

2013 performance
Credit cards
2013
£m

Change
£m

Change
%

Gross balances at end of year 808.6

-

808.6

-

Interest income

100.8

-

100.8

-

Interest expense

(20.6)

-

(20.6)

-

Net interest income

80.2

-

80.2

-

Other income

43.3

79.7

(36.4)

(46%)

Total income

123.5

79.7

43.8

55%

Attributable administrative
expenses

(55.4)

(18.4)

(37.0)

201%

Impairment losses

(26.8)

-

(26.8)

-

Underlying contribution

41.3

61.3

(20.0)

(33%)

All new credit card balances written during 2013 remain on MBNA’s
balance sheet with Virgin Money earning a commission for each new
card sold. They will be acquired and transferred to Virgin Money on
the launch of its own business.

Financial highlights

At the end of 2013 total credit card balances on the Virgin Money
balance sheet were £0.8 billion and Virgin Money branded cards
on the MBNA balance sheet yet to be acquired were £0.2ǆbillion.

Ŭ

The quality of the credit card assets remains extremely high, with
accounts over 30 days in arrears representing 2.05% of the total
book at 31 December 2013. In the £1 billion acquisition of cards,
Virgin Money did not acquire any assets greater than 30 days in
arrears. Impairments of £26.8 million were in line with the expected
seasoning of the book.

2012
£m

Ŭ underlying contribution reduced to £41.3 million, from

Ŭ
Ŭ

£61.3ǆmillion in 2012. This excludes the gain on sale of Virgin
Money Cards Limited of £203.4 million.
this reduction reăects that in 2012, Virgin Money shared the
economics of the entire £3 billion book of Virgin Money branded
credit cards equally with MBNA, whereas in 2013, Virgin Money
was the sole beneĂciary of the £1 billion book acquired from
MBNA.
in addition Virgin Money is incurring increased costs, as MBNA
is paid to service the existing book while Virgin Money invests in
its own credit card operations. On completion of the build and
migration of the existing book from MBNA to Virgin Money’s own
operating platform, costs will reduce.
between 2010 and January 2013, net income under the credit
card partnership agreement was shown in Virgin Money’s
income statement as a single line within other income.
This included all interest income and expense, other income,
administrative expenses and impairment charges. Following the
acquisition, income and expenditure relating to credit cards is
presented across separate line items within the Virgin Money
income statement, as shown above. As a result, there was an
increase in each of income, expenses and impairments in 2013
and a reduction in other income.
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Complementary Ănancial products
Complementary Ănancial products include:

› current accounts
› other Ănancial products

Contribution to total income

£34.0m

Current accounts
To extend its product range further, Virgin Money is planning to
launch current accounts during 2014.
During the year, good progress was made in developing the Group’s
existing current account systems and operations platform. As a
result, initial testing of Virgin Money’s current account began with
colleagues towards the end of 2013 in preparation for public launch
in 2014.

2013 performance

The Group also continues to operate a current account business
acquired in January 2012 with Northern Rock plc. Balances and income
for this product are reported in the mortgages and savings business.

Net interest income

Other ƶnancial products

Protection & other

Virgin Money oƊers a broad range of complementary Ănancial
products beyond its core products of savings, mortgages and
credit cards. These products include:

› investments
› pensions
› pensions annuity service
› travel insurance

› home insurance
› motor insurance
› pet insurance

Each of these products is operated by Virgin Money* in
conjunction with a partner, the approach used by the Group
when it is more eƋcient for Virgin Money* to leverage a partner’s
existing infrastructure rather than build its own operations.
Investments and pensions are the major products in this category.
The Group’s total investment funds under management, including
pensions, unit trusts and stocks and share ISAs, increased by 15%
in 2013 to £3 billion. The Group operates a regulated unit trust
management company, Virgin Money Unit Trust Managers Limited
which produces the majority of the income in this business line.
The Group saw particular success in its Stakeholder Pension
business during the year, with sales increasing by 20% year-onyear and funds under management growing by 17% to £1.1 billion.
Stocks and Shares ISA sales increased by 24% year on year.
The Group also delivered another successful year in its travel
insurance business with over 360,000 travel insurance policies
sold during the year.
* For investment products, Virgin Money is Virgin Money Unit Trust Managers Limited

Complementary ānancial products
2013
£m

2012
£m

Change
£m

Change
%

-

-

-

-

27.1

25.7

1.4

5%

6.9

4.7

2.2

47%

Total income

34.0

30.4

3.6

12%

Attributable administrative
expenses

(11.1)

(9.2)

(1.9)

21%

-

-

-

-

22.9

21.2

1.7

8%

Investments

Impairment losses
Underlying contribution

Financial highlights

› underlying contribution increased by 8% to £22.9 million for
the year.

› income grew by 12% during the year to £34.0 million, reăecting
the growth in assets under management and growth in income
from Virgin Money’s travel insurance business.

› in the case of Investments, Virgin Money incurs

administrative expenses to support fund administration
services. These grew by £1.9 million during the year as funds
under management grew strongly.

› for Protection products, Virgin Money receives a net
commission after all costs have been deducted.

› other includes income from Virgin Money Giving, the Group’s
online fundraising website.
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Central functions
Central functions provide shared support services to each of
Virgin Money’s business lines. These services include information
technology and property together with central services such as
Risk, Finance, Human Resources and the Group’s Executive. It is not
the current policy of the Group to allocate the cost of these shared
services to each business line.
Virgin Money does not manage Treasury as a proĂt centre, and so
the interest expense incurred from its Group funding and liquidity
operations has been allocated to the other business lines. Treasury is
not engaged in trading activities.

Costs
Upon acquiring Northern Rock, Virgin Money inherited a signiĂcant
cost base and an infrastructure that had previously supported a
much larger balance sheet. Virgin Money’s strategy for the acquired
business recognised this and the need to grow the balance sheet and
revenues to match the scale of the operational infrastructure.
Since January 2012, the Group has achieved this objective,
delivering high-quality asset growth in excess of market growth,
using the Group’s operational infrastructure eƋciently to support
balance sheet growth without signiĂcant cost growth.
During the year managing cost has been a key focus as
demonstrated by the continuing improvement in the Group’s total
cost:income ratio which reduced from 97.4% to 76.5% year on
year.
After allocating directly attributable administrative expenses
to the business lines, central costs grew by only 6% despite
our expanded product range, investment in transformation
programmes, growth in skilled and experienced central function
staƊ and the award of a 5% Share in Success bonus to all staƊ
outside executive level.

Contribution to total income

£5.0m

2013 performance
Central functions
2013
£m

2012
£m

Change
£m

Change
%

-

-

-

-

Balances at end of year

-

-

-

-

Other income

Net interest income

5.0

18.5

(13.5)

(73%)

Total income

5.0

18.5

(13.5)

(73%)

2013
£m

2012
£m

Change
£m

Change
%

(133.1)

(128.4)

(4.7)

4%

(3.1)

-

(3.1)

-

-

-

-

Attributable administrative
expenses
Share in Success
Impairment losses
Underlying expense

(136.2)

(128.4)

(7.8)

6%

Financial highlights

› other income is predominantly gains on sales of securities, as
part of the normal course of liquidity management.

› during 2013 the administrative expenses of central functions

increased by 4% to £133.1 million. This increase reăects the
Group’s continued investment in experienced staƊ to support
its growth and diversiĂcation into a more complex business,
together with a cost of living increase. This investment in the
Group’s future growth has been mitigated by reduced costs of
property rental and depreciation and by tight cost control over
the remaining cost base.

› during the year, the Group enabled colleagues to participate

in its positive proĂt growth through the payment of an annual
‘share in success’ award. This accounts for £3.1 million of the
cost movement within central functions.
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Income statement review
Group underlying adjustments
2013

Statutory proāt before tax

2012

£m

£m

179.4

150.6

34.6

-

Underlying adjustments:
Impairment of intangible assets and property, plant and equipment

(203.4)

Gain on sale of subsidiary

9.0

Contingent consideration
FSCS levy
Loss/(proĂt) of disposal group

19.4

5.9

0.5

(0.3)

13.6

Non-recurring attributable administrative expenses

(13.0)

22.5

0.3

(27.5)

Negative goodwill credit

-

(139.1)

Net impact of services provided to and from Northern Rock (Asset Management) plc
and Bradford & Bingley plc

-

(1.6)

53.4

(2.5)

Fair value adjustments

Underlying proāt/(loss) before tax

Impairment of intangible assets and property,
plant and equipment

Contingent consideration

During 2013 Virgin Money reviewed its IT platforms to assess
which one was Ăt for purpose for the Group’s new current account
development. The decision was taken to use an existing Northern
Rock IT platform to develop its range of current accounts, rather than
an IT platform that had been developed by Virgin Money prior to its
acquisition of Northern Rock plc. As a result of this, and reăecting the
expected cost of developing additional future capability of the existing
platform, it was determined that a reduction of £33.9 million in the
carrying value of the existing operating platform on the balance sheet
was appropriate. Other minor adjustments took the total impairment
charge to £34.6 million in 2013.

The terms agreed in respect of the acquisition of Northern Rock plc on
1 January 2012 include an amount payable to HM Treasury in the event
of a successful, proĂtable IPO or sale of the Virgin Money business
between 2012 and 2016. The amount payable varies on a sliding
scale depending on the date of completion of any IPO or sale during
the contracted period. The maximum consideration payable could be
£50.0 million but falls to £nil in 2017. In accordance with accounting
standards the liability has been measured throughout the period since
acquisition, reăecting a range of internal and external factors. The
liability increased by £9 million during the year, from £5 million at the
end of 2012 to £14 million at the end of 2013 reăecting the Board’s
view of the increased possibility of an IPO before 2017.

Gain on sale of subsidiary

FSCS levy

Virgin Money Cards Limited provided marketing and direct distribution
of credit cards under the partnership with MBNA. As part of the
acquisition of £1 billion of Virgin Money branded credit cards from
MBNA in January 2013, Virgin Money sold Virgin Money Cards Limited
to MBNA for an overall gain of £203.4 ǆmillion.

Virgin Money pays levies to the FSCS based upon its market share of
protected deposits. The charge of £19.4 million in the 2013 results
relates to the levy for the 2014/15 scheme year and revisions to the
estimate for 2013/14 provided in 2012.
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Income statement review
Loss/(proƶt) of disposal group

Negative goodwill credit

The disposal group comprises the assets and liabilities of Church House
Trust Limited, a 100% subsidiary of the Company. A sale of Church
House Trust is expected to be completed within the next 12 months,
subject to regulatory approval.

Following the acquisition of Northern Rock plc on 1 January 2012,
Virgin Money recognised an accounting credit of £139.1 million in
respect of negative goodwill. This reăects that when Virgin Money
acquired Northern Rock plc, the amount of the consideration paid was
less than the accounting fair value of the net assets acquired.

Non-recurring attributable administrative
expenses
These expenses relate to transaction costs in respect of the acquisition
of Virgin Money credit cards from MBNA (£3.1 million) as well as
one-oƊ costs of developing Virgin Money’s credit card business
(£7.3ǆmillion). In addition, £3.2 million relates to the development of
current account operations. The 2012 non-recurring costs related
primarily to the costs of integrating and restructuring Virgin Money
and Northern Rock plc (£9.5 million) and transaction costs associated
with the acquisitions of Northern Rock plc and Virgin Money credit
cards (£13.0ǆmillion).

Fair value adjustments
After completing its acquisition of Northern Rock plc, Virgin Money was
required under accounting standards to review the assets and liabilities
acquired and to recognise their then current accounting value (fair
value). Detail of the assessment of fair value adjustments is given in
note 23. Under accounting rules, this fair value adjustment will unwind
over the expected behavioural life of the assets and liabilities. As a
result, the 2013 results include a fair value unwind of £(0.3) million,
compared with £27.5 million in 2012.

Net impact of services provided to Northern Rock
(Asset Management) and Bradford & Bingley
During 2012, a number of operational services were provided between
Virgin Money, Northern Rock (Asset Management) plc (NRAM) and
Bradford & Bingley plc (B&B), which resulted in a net income of
£1.6ǆmillion.
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Tax
The overall tax charge arising on proĂts earned in the year ended
31ǆDecember 2013 was £5.1 million (2012: £67.8 million tax credit).
It was announced in December 2012 that the main rate of UK
corporation tax would reduce from 23% to 21% from 1 April 2014.
It was announced subsequently in March 2013 that the main rate

would be subject to a further reduction to 20% from 1 April 2015.
Both of these rate reductions were enacted subsequently in July
2013. As a result the Group has written oƊ £9.5 million of its
deferred tax asset to the income statement.

2013

2012

£m

£m

Credit in respect of current year

3.1

-

Adjustments in respect of prior periods

1.3

-

Recognition of deferred tax unprovided in prior periods

-

73.7

Unwind of deferred tax on fair value adjustments

-

(5.6)

EƊect of changes in tax rates

(9.5)

(0.3)

Total tax (charge)/credit

(5.1)

67.8

During the year the Group accounted for total taxes of £37.3 million (£39.2 million in 2012). This includes employment taxes, irrecoverable
VAT and property taxes which represent costs to the Group and are shown below.
2013

2012

£m

£m

Corporate and deferred taxes in respect of current year

(3.1)

-

Employment taxes (Employer’s National Insurance Contributions)

12.2

11.2

Indirect taxes (irrecoverable VAT)

22.7

21.2

5.5

6.8

37.3

39.2

Property taxes (Business rates and Stamp Duty Land Tax)
Total

In addition, the Group collected and remitted further taxes of £89.4 million to the UK Exchequer through deduction of taxes at source from
interest and payroll costs and charging VAT on sales. This compares to £90.5 million in 2012.
2013

2012

£m

£m

Tax withheld at source (on interest paid)

61.5

59.2

Payroll taxes (PAYE and Employee’s National Insurance Contributions)

27.4

28.1

0.5

3.2

89.4

90.5

Indirect taxes (VAT on sales)
Total
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Balance sheet overview
Virgin Money has a ‘fortress’ balance sheet and aims to maximise its
balance sheet eƋciency while remaining within its conservative risk
parameters.
The Group is retail deposit led, using the power of its brand to attract
and retain customers. During the year the Group attracted an additional
£3.1ǆbillion of customer deposit balances, an increase of 17% compared
to a market increase of 5%.
Virgin Money uses wholesale funding to diversify its funding base. Given
the strength of its retail funding ăows and modest utilisation of the
Government’s Funding for Lending Scheme, Virgin Money’s demand
for new wholesale funding was not signiĂcant during the year. As a
consequence, outstanding secured funding balances fell by £0.4 billion
to £1.9ǆbillion during 2013, as existing facilities paid down naturally.

The Group diversiĂed its balance sheet in 2013 by acquiring £1 billion of
Virgin Money branded credit cards from MBNA. Attrition on this book was
as expected and the balances at the end of 2013 were £0.8 billion. The
Group has continued to sell Virgin Money branded credit cards during the
year with balances of £0.2 billion held by MBNA for future acquisition by
Virgin Money.
The Group is committed to maintaining a strong capital base under both
existing and future regulatory requirements. At the end of 2013 the
Group’s Core Tier 1 capital ratio under Basel II was 16.2%. Under Basel III
rules the Group’s Common Equity Tier 1 ratio was 15.3% and its leverage
ratio was 3.7%. This compares to regulatory minima of 7.0% and 3.0%
respectively.
A fuller review of the Group’s balance sheet is shown below.

The Group’s increased retail funding was deployed in mortgage and
credit card assets with the loan-to-deposit ratio increasing from 93.1%
to 96.4% over the course of the year. Mortgage balances grew by 17%
to £19.6 billion, signiĂcantly in excess of the market which grew by 1%.
Asset quality has been maintained with the average LTV of new business
at 65% and the overall indexed LTV of the portfolio falling from 63% to
60%.

Loans and advances to customers
Virgin Money provides residential and buy-to-let mortgages and credit
cards to customers across the UK. Mortgages are distributed through
all direct channels and a national network of over 10,000 Intermediary
Partners. Credit cards are acquired mainly via the internet.

All lending is supported by a robust aƊordability assessment and
credit assessment to ensure that asset quality remains high.

2013

Residential mortgages
Buy-to-let mortgages
Total mortgages
Credit cards
Other lending
Gross balances
Impairment provisions
Total

2012

£m

%

£m

%

17,205.8

84.4

14,903.4

88.9

2,371.3

11.6

1,865.2

11.1

19,577.1

96.0

16,768.6

100.0

808.6

4.0

-

-

0.2

-

0.3

-

20,385.9

100.0

16,768.9

100.0

(34.7)
20,351.2

(7.8)
16,761.1

Outstanding mortgage balances increased by 17% during the year. This combined with growth in credit cards means gross loans and
advances increased by 22% during 2013, to £20.4 billion at the end of the year. Mortgage lending represented 96% of loans and advances to
customers at 31 December 2013, while credit cards represented 4%.
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Mortgages
The Group is committed to supporting customers’ home ownership
aspirations. During 2013, the Group grew gross mortgage lending
by 12% to £5.6 billion, a market share of 3.2%. After mortgage
redemptions, balances increased by £2.8 billion to £19.6 billion. Data
from the Bank of England’s Funding for Lending Scheme shows that
Virgin Money was the third largest net mortgage lender in the UK
during 2013, accounting for 25% of net lending. As a further statement
of its commitment, the Group joined both the Government’s Help to
Buy Mortgage Guarantee Scheme and the Help To Buy Equity Loan
Scheme during the year.
Residential mortgage balance growth was 15% during the year and
buy-to-let mortgage balance growth was 27%. The Group has a
strategic objective to diversify and rebalance the product ranges in the
mortgage book. Within this a sub-limit of 15% of gross balances has
been set for buy-to-let mortgages. Buy-to-let mortgages represented
11.6% of gross balances at 31 December 2013. Virgin Money has
signiĂcant experience in driving high quality buy-to-let lending and
this is evidenced by the low level of arrears in its book. Further details
are provided on page 25.

The indexed loan-to-value ratio of the mortgage book improved
to 59.8% at 31 December 2013 from 63.3% at 31 December 2012,
primarily as a result of house price inăation during the year. The
average loan-to-value ratio of Virgin Money’s new mortgage lending
in 2013 was 65.4%.

Credit cards
At the end of 2013, total Virgin Money branded credit card balances
across the Virgin Money balance sheet (£0.8 billion) and MBNA
balance sheet (£0.2 billion) were £1.0 billion. This represents a market
share of credit card outstanding balances of 1.7%. Overall market
growth in the year was subdued, with outstanding balances
growing by 3%.

Mortgage loan-to-value (LTV) analysis
Indexed1 LTV analysis (balance weighted)

2013

2012

%

%

<50%

23.6

21.1

50% - <60%

19.9

14.2

60% - <70%

29.2

23.8

70% - <80%

18.4

23.8

80% - <90%

7.9

14.2

90% - <100%

0.7

2.5

100%+

0.3

0.4

100.0

100.0

Average LTV of stock (indexed)

59.8

63.3

Average LTV of new business

65.4

66.7

Total book

Total

The Group has a conservative risk appetite and manages its new lending carefully, within Board approved loan-to-value limits that place strict
limitations on lending in higher LTV bands. The percentage of the book below 70% loan-to-value improved signiĂcantly from 59.1% to 72.7%.
This reăects Virgin Money’s low-risk approach to mortgage origination as well as favourable economic conditions including a recent return
to house price growth. Virgin Money continued to originate high quality new mortgage lending during the year with a low average loan-to-value
ratio of 65.4%, balancing conservative credit quality and margin growth.

1

Halifax House Price Index
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Mortgage arrears and possessions
Loans more than 3 months in arrears as % of total book

2013

2012

%

%

Residential

0.39

0.41

Buy-to-let

0.14

0.10

Whole mortgage book

0.35

0.37

CML industry average

1.68

1.91

1

The arrears performance of Virgin Money’s mortgage book exceeds
industry averages. Mortgage arrears over three months represent
0.35% of accounts at 31 December 2013, down from 0.37% at
31ǆDecember 2012. These arrears Ăgures compare with the industry
average of 1.68% as reported by the Council of Mortgage Lenders
(CML).
The Group’s buy-to-let portfolio is of high quality with accounts in
arrears of 0.14% at 31 December 2013, up slightly from 0.10% at
31ǆDecember 2012.

Virgin Money has a dedicated team supporting customers
experiencing Ănancial diƋculties, who work with the customer
to agree potential solutions. In the case of short term diƋculty,
the Group may seek to agree a revised payment schedule with
the customer which may be lower than their contractual monthly
payment. Where payment schedules are not maintained the arrears
position will continue to deteriorate and will be included in the table
above.
Further detail is given in the Risk Management Report on page 103.

50% of the Group’s mortgage portfolio has been originated since the
acquisition of Northern Rock plc. These assets have been originated
using the Group’s own risk-averse lending criteria and the quality of
the Group’s mortgage portfolio measured by arrears levels continues
to outperform industry norms.

Properties in possession
Properties in possession as a proportion of book

2012

%

%

Virgin Money

0.01

0.01

CML industry average1

0.08

0.10

Possession of a property by Virgin Money is a last resort and is only
pursued once all other options to keep customers in their homes have
been exhausted.

1

2013

Council of Mortgage Lenders, Q4 2013 and Q4 2012

At 31 December 2013, 17 properties were in possession, representing
only 0.01% of the book. This percentage is unchanged from the end
of 2012 when 20 properties were in possession. This compares to the
CML industry average of 0.08% at the end of 2013.
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Credit card arrears
The quality of Virgin Money’s credit card portfolio remains high,
beneĂting from strong underlying asset quality, conservative
forbearance practices and an asset purchase on 18 January 2013 that
did not include accounts more than 30 days in arrears.
During 2013, arrears levels matured in line with management
expectations, reăecting the seasoning of the book, with balances over
30ǆdays in arrears on the purchased portfolio representing 2.05% of
the total book at 31ǆDecember 2013.
Strong asset quality has been maintained as the portfolio was
underwritten by MBNA against a deĂned risk appetite, using
predominantly automated credit risk assessment processes to deliver
predictable and consistent decisions.
Credit card balances more than
30 days in arrears

Credit cards

2013
Delinquent
balances

A dedicated team at MBNA work with customers experiencing
Ănancial diƋculties to assist them in deĂning the most appropriate
steps to take. Following a thorough assessment of a customer’s
circumstances they can be granted entry onto a reduced payment
programme which may include freezing interest and fees on
their account. This is agreed according to criteria that ensure the
programme is appropriate to the customer’s circumstances, and that
ensure repayment of their balance is realistic. In addition, customers
in short-term payment diƋculties who are able to make consecutive
payments can beneĂt from an account re-age where the customers
account is brought up to date following successful successive
minimum payments.

2013
Balances
before provisions

2013
Delinquent
balances % of
closing credit card
balances

2012
Delinquent
balances % of
closing credit card
balances

£m

£m

%

%

16.6

808.6

2.05

-
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Capital
The Virgin Money Group is regulated on a consolidated basis for capital
requirements. It is regulated on a solo basis for the deposit taking
entities Virgin Money plc and Church House Trust Limited and for each
of Virgin Money Personal Financial Service Limited and Virgin Money
Unit Trust Managers Limited.
Capital is held by Virgin Money to protect its depositors, to cover
its inherent risks in a normal and stressed operating environment
and to support its business strategy. In assessing the adequacy of its
capital resources, the Group considers its risk appetite, the material
risks to which it is exposed and the appropriate strategies required to
manage those risks.
Virgin Money is committed to maintaining a strong capital base
under both existing and future regulatory requirements.

The Group manages capital in accordance with prudential rules issued
by the PRA and FCA, in line with the EU Capital Requirements Directive
(Basel II). In June 2013, the European Parliament approved new capital
reforms (referred to as CRD IV), which implement Basel III in Europe.
CRD IV legislation is eƊective from 1 January 2014. The results below
are presented on a Basel II basis, with Basel III ratios provided for
information.
The Group calculates its capital requirement for mortgages on an
Internal Ratings Based (IRB) approach, and on the Standardised Basis
for credit cards and other assets.
As at 31 December 2013, total regulatory capital had increased to
£1,000 million (2012: £835 million) with a Core Tier 1 capital ratio
of 16.2% and total capital ratio of 19.1%, on a Basel II basis.

Basel II capital

2013
£m

£m

Total equity

920.4

754.8

2012

Regulatory adjustments and deductions1:
Net liabilities of companies outside the regulatory group2
Available for sale reserve3

3.5

3.0

(6.5)

(11.6)

(0.2)

11.3

Intangible assets3

(26.0)

(34.8)

Excess of expected losses over impairment losses3

(41.1)

(37.4)

Core Tier 1 capital

850.1

685.3

Non-Core Tier 1 notes

150.0

150.0

Total Tier 1 capital

1,000.1

835.3

Total regulatory capital

1,000.1

835.3

Cash ăow hedge reserve3

1

Certain deductions from statutory capital are required in order to calculate available capital resources on a regulatory basis, in accordance with PRA rules.

2

Virgin Money Giving is not a member of the regulatory group, and its reserves have therefore been excluded for regulatory capital purposes.

3

Under Basel II, the available for sale and cash ăow hedge reserves, intangible assets and the excess of expected losses for capital purposes over impairment provisions for
mortgages are excluded from regulatory capital.

Basel II Pillar I risk weighted assets

2013

2012

£m

£m

3,860.4

3,069.1

Credit risk:
Retail mortgages
Retail unsecured lending

595.3

-

Treasury

268.5

585.2

Other

195.8

206.5

Total credit risk

4,920.0

3,860.8

Operational risk

326.0

331.7

Market risk
Total risk weighted assets

-

-

5,246.0

4,192.5
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Capital
CRD IV introduces new capital limits and buƊers for banks, and
includes a requirement to hold Common Equity Tier 1 capital to
account for capital conservation, countercyclical and systemic
risk buƊers. These new buƊers will inăuence the type of capital
instruments that best meet the requirements likely to be expected
of the Group. Virgin Money reviews its capital structure on an
ongoing basis to ensure it is well placed to react to prevailing
economic and regulatory conditions.
The Group is well positioned for the introduction of Basel III. From
a capital perspective on a fully-loaded Basel III basis, the Common
Capital ratios

Equity Tier 1 capital ratio was 15.3% at the end of 2013, compared
with a regulatory minimum of 7%.
The regulations introduce a new balance sheet metric, the leverage
ratio, as a requirement from 1 January 2014. The Basel Committee
is testing this ratio at a minimum threshold of 3% until 2017. The
Group’s leverage ratio as at 31 December 2013 was 3.7%.
The disclosed leverage ratio complies with current requirements
set by the PRA1, although these are subject to change when the PRA
Ănalises the appropriate basis for disclosure.
2013

2012

%

%

Core Tier 1 capital ratio

16.2

16.4

Tier 1 capital ratio

19.1

19.9

Total capital ratio

19.1

19.9

Common Equity Tier 1 capital ratio

15.3

15.4

Total capital ratio

18.4

19.3

3.7

3.5

Basel II

Basel III

Leverage ratio
1

The PRA plans to Ănalise the appropriate basis for disclosing the leverage ratio in mid 2014, following recent developments in the deĂnition. Until then, institutions have been instructed to disclose the leverage
ratio using the Capital Requirements Regulation (CRR) of Tier 1 Capital, and the December 2010 Basel II text deĂnition of total exposures. The disclosed ratio is therefore not aligned fully with either the full CRR
or the most recent January 2010 Basel deĂnition, but complies with current requirements set by the PRA.

Return on assets
At the end of 2013, the Group’s return on assets was 0.73% compared with 0.69% at the end of 2012, reăecting the improvement in
statutory proĂt.
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Funding and liquidity
Funding strategy
Virgin Money has a strong and diversiĂed funding base, with funding
provided by retail deposit customers representing 86% of total
liabilities and equity. Against the background of a competitive
market for retail deposits and a low interest rate environment Virgin
Money increased its retail savings balances by £3.1 billion during
2013 to £21.1 billion at the end of the year.
The Group aims to manage its balance sheet so that customer
asset growth is matched with sustainable retail deposit growth and

monitors this through the loan-to-deposit ratio. With loans and
advances to customers growing at a faster rate (22%) than retail
deposits (17%) the loan-to-deposit ratio was 96.4% at 31 December
2013, compared to 93.1% at 31 December 2012.
Given that the balance sheet consists predominantly of long term
mortgage assets, the Group does not rely on short term wholesale
funding, which can introduce reĂnancing risk. Funding diversiĂcation
is achieved, however, by the use of long term wholesale funding.

Liabilities

Retail deposits
Non-retail funding
Capital and reserves
Disposal group liabilities held for sale
Other
Total liabilities and equity

2013

2012

£m

% total

£m

% total

21,121.4

86.0

18,006.7

82.5

1,859.0

7.6

2,270.0

10.4

920.4

3.7

754.8

3.5

78.9

0.3

54.3

0.2

589.1

2.4

745.6

3.4

24,568.8

100.0

21,831.4

100.0

Assets

2013

2012

£m

% total

£m

Retail lending

20,351.2

82.8

16,761.1

76.8

Core liquidity

2,690.4

11.0

2,818.4

12.9

Non-core treasury portfolio

1,048.6

4.3

1,630.6

7.5

392.7

1.6

541.7

2.4

85.9

0.3

79.6

0.4

24,568.8

100.0

21,831.4

100.0

Other
Disposal group assets held for sale
Total assets
Virgin Money maintains a portfolio of high-quality liquid assets
which consists mainly of deposits held at the Bank of England and
UKǆGovernment bonds.
The Bank of England and HM Treasury have introduced a number
of liquidity schemes and changes to the Bank’s Sterling Monetary
Framework, with the intention of mitigating the potential risks to
Ănancial stability in the UK. A key component of these actions was
the introduction of the Funding for Lending Scheme.

% total

Only a modest percentage of Virgin Money’s net lending in 2013 has
been supported by the Funding for Lending Scheme. £1.16 billion
has been drawn to date, of which £650 million was drawn in 2013. All
Funding for Lending Scheme drawings remain oƊ balance sheet and
are not included in the table above.
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Liquidity
In recent years there has been an increased focus on liquidity by
banks and the regulatory authorities, and the Group continues to
enhance and strengthen its liquidity management systems and
approach.
Virgin Money ensures suƋcient resources are available for
day-to-day cash ăow needs whilst enabling the Group to
meet internal and regulatory liquidity requirements, which are
calibrated to be resilient even in the event of unexpected
outăows that could be seen across a range of stress scenarios.

Liquid assets on the Group balance sheet as a proportion of total
assets reduced from 20.4% at the end of 2012 to 15.2% at the end
of 2013. The 2012 holdings were unusually high as a consequence
of the need to fund the acquisition of Virgin Money branded credit
cards from MBNA on 18 January 2013.
The table below shows an analysis of total liquidity, including
oƊ-balance sheet liquidity and excluding assets that are not
eligible for liquidity purposes. As such it is not equivalent to the
reported balance sheet position.

Total available liquidity
Liquidity is held in high-quality liquid assets, predominantly

2013

2012

£m

£m

Core liquidity
1,388.4

1,586.2

UK Government securities1

451.7

363.6

Other high-quality Government securities

100.1

76.1

Supranationals

420.6

471.2

Bank of England reserve account and cash

Treasury bills raised through Funding for Lending Scheme2

1,160.0

510.0

Total core liquidity

3,520.8

3,007.1

Non-core liquidity
CertiĂcates of deposit

82.1

-

Residential mortgage-backed securities (RMBS)/covered bonds

80.9

55.1

Floating rate notes
Fixed rate bonds
Total non-core liquidity
Self-issued RMBS

3

Total liquidity4
1

Balances for liquidity purposes are shown net of assets pledged as collateral or in repo Ănancing arrangements

2

Funding for Lending treasury bills are held oƊ balance sheet but are available for repo hence count towards liquidity resources

3

Self-issued RMBS are held oƊ balance sheet but are available for repo hence count towards liquidity resources

4

In addition, whole loans have been pre-positioned at the Bank of England and can be used for liquidity purposes

24.1

62.0

115.6

178.8

302.7

295.9

650.4

1,793.3

4,473.9

5,096.3

Virgin Money’s liquidity portfolio investment strategy is to mitigate
a portion of the carrying cost of the portfolio through allocating
cash balances into higher-yielding Government securities and
certiĂcates of deposit. This reăects the main movements in asset
class between 2012 and 2013.

from January 2015 with the full reporting requirements to be met
by 2018. The NSFR is expected to be implemented by January 2018.
The speciĂc nature of both measures continues to be reĂned and
they are not, as yet, Ănalised in terms of UK regulation, so there
remains uncertainty as to their Ănal form.

Two new liquidity metrics are being introduced as part of the
implementation of Basel III. These are a short term liquidity stress
metric, the Liquidity Coverage Ratio (LCR), and a longer term
structural funding metric, the Net Stable Funding Ratio (NSFR).
The LCR is expected to be implemented for reporting purposes

Based on the Group’s current interpretation of the draft
requirements, Virgin Money is comfortably in excess of the targeted
minimum ratios for both the NSFR and the LCR.
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Non-retail funding
Virgin Money’s primary non-retail source of funding is secured
funding raised in the wholesale markets. This is accessed to
diversify Virgin Money’s funding base and to supplement retail
savings balances. Non-retail funding decreased by £411 million
during 2013 from £2,270 million to £1,859 million driven by the
normal pay down of the Group’s residential mortgage-backed
securities (RMBS) issues.

The Group undertook limited activity in wholesale funding markets
in 2013 given the strength of its retail deposit ăows combined with
the introduction of the Government’s Funding for Lending Scheme.

2013
£m
Short-term unsecured
Residential mortgage-backed securities
Term sale and repurchase agreements
Total
RMBS notes in issue decreased by £0.8 billion during 2013. This
reăected capital repayments of £1.1 billion by Virgin Money
on notes in issue, oƊset by the sale of Class A2 notes from the
Gosforth 2012-2 RMBS transaction which raised £0.3 billion. The
Class A2 notes were not issued to investors when the original
transaction completed in November 2012, but were retained by
Virgin Money. The notes were oƊered publicly in October 2013 and
sold at a premium to face value.

2012
%

£m

%

85.6

4.6

3.4

0.1

1,469.8

79.1

2,266.6

99.9

303.6

16.3

-

-

1,859.0

100.0

2,270.0

100.0

In addition to non-retail funding on the balance sheet, the Group
also accessed the Government’s Funding for Lending Scheme, with
£650 million drawn during the year to support lending growth and
liquidity. Total drawings from the Funding for Lending Scheme
at 31 December 2013 were £1.16 billion. If this funding was on
balance sheet, total non-retail funds would have represented
12.5% of total funding at the end of 2013.
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Wholesale funding residual maturity
The residual contractual maturity of non-retail funding is shown in the tables below.
Virgin Money employs wholesale funding for term funding purposes. Sale and repurchase agreement transactions are employed for
funding up to one year, andǆRMBS have been issued for periods beyond one year in order to access longer dated funding.
Maturity of wholesale funding

2013

2012

£m

%

£m

%

Within 3 months

239.2

12.9

3.4

0.1

3-12 months

150.0

8.0

-

-

-

-

-

-

After 5 years

1,469.8

79.1

2,266.6

99.9

Total

1,859.0

100.0

2,270.0

100.0

Within
3 months

3-12
months

1-5
years

After 5
years

Total

£m

£m

£m

£m

£m

85.6

-

-

-

85.6

-

-

-

1,469.8

1,469.8

Term sale and repurchase agreements

153.6

150.0

-

-

303.6

Total

239.2

150.0

-

1,469.8

1,859.0

Within
3 months

3-12
months

1-5
years

After 5
years

Total

£m

£m

£m

£m

£m

3.4

-

-

-

3.4

1-5 years

2013 maturity of wholesale funding by category

Short-term unsecured
RMBS

2012 maturity of wholesale funding by category

Short-term unsecured
RMBS

-

-

-

2,266.6

2,266.6

Total

3.4

-

-

2,266.6

2,270.0
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Asset encumbrance
Certain Group assets can be used to support funding activities,
including collateral requirements for secured funding, central
bank operations or third party sales and repurchase agreements.
Assets that have been utilised for such purposes are classiĂed as
encumbered.

Asset encumbrance

Cash and balances at central banks
Investment securities

Encumbered assets are assets that cannot be utilised for secured
funding due to legal or other reasons. This includes cash reserves
supporting secured funding structures.
An analysis of the Group’s encumbered and unencumbered assets
on balance sheet at the end of 2013 is set out in the table below.

Encumbered
Other

Available as
collateral

Other

£m

£m

£m

£m

£m

35.1

-

-

1,388.4

1,423.5

313.5

100.0

1,275.1

-

1,688.6

-

-

-

187.5

187.5

-

626.9

-

-

626.9

4,291.9

-

2,355.7

13,703.6

20,351.2

Loans and advances to banks

-

-

-

291.1

291.1

4,640.5

726.9

3,630.8

15,570.6

24,568.8

Other assets
Total

Total

Pledged as
collateral

Derivative Ănancial assets
Loans and advances to customers

Unencumbered

Virgin Money sets limits for its overall encumbrance levels and monitors performance to ensure these limits are not breached. In addition
the Group ensures that its product strategy generates suƋcient assets of appropriate quality to support collateralisation.

External credit ratings
Virgin Money plc is the rated entity in the Virgin Money Group.
Virgin Money plc’s short and long-term credit ratings as at
1ǆFebruary 2014 are shown in the table to the right.
On the 20 January 2014, Fitch Ratings upgraded Virgin Money
plc’s long and short-term ratings by one notch to BBB+ and F2
respectively. The outlook from Fitch is Stable, while the outlook from
Standard & Poor’s Ratings Services is Negative reăecting the negative
trend that Standard & Poor’s have assigned to the UK banking sector.

Long term

Short term

Standard & Poor’s

BBB+

A-2

Fitch

BBB+

F2
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Risk management
EƊective management of risk is core to Virgin Money’s approach to

The diagram below illustrates for each of the four areas described

doing business. Day-to-day business activities including developing

in this Strategic Report how Virgin Money’s business activities are

new products, oƊering customers existing product choices, making

reăected in its regulatory capital risk weighted assets. These are

sound lending decisions and managing the balance sheet all require the

shown below to indicate the relative risk each area carries.

eƊective management of risk.

Virgin Money Group

Mortgages
and savings

Credit cards

Complementary
ﬁnancial products

Residential mortgages
Buy-to-let mortgages
Customer savings
Business savings

Credit cards

Investments
Insurance

Risk weighted assets

Risk weighted assets

Risk weighted assets

Credit risk
Operational risk
Market risk1

£m
3,861
155
0

Credit risk
Operational risk
Market risk1

£m
595
136
0

Central functions

Risk weighted assets
Credit risk
Operational risk
Market risk1

1

Virgin Money does not have a trading book

£m
464
0
0

Credit risk
Operational risk
Market risk1

£m
0
35
0
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Risk management
Against the background of a changing regulatory landscape and

›

Operational risks – Corporate partners and strategic suppliers

improving macroeconomic environment, Virgin Money is focused

are key components of Virgin Money’s business model, bringing

on growing its core business, as well as expanding its oƊering to

the risk of disruption to service arising from the failure of a key

customers through a number of key strategic programmes. In this

third party. Cybercrime and information security are a focus.

context, the principal risks and uncertainties facing Virgin Money

The Bank of England’s Systemic Risk Survey’s most commonly

have been grouped into the following themes:

cited operational risk is the threat of cyber attack and the

›

Group has a programme of investment in security infrastructure

Transformation – The business transformation agenda is
signiĂcant and therefore focus on management of execution
risk and development of supporting operational risk capability

Virgin Money manages its risks within a comprehensive risk

is fundamental to success. Virgin Money has a strategic

management framework. This is described in the Risk Management

transformation programme required to deliver the business

Report on page 88.

plan which includes:

Risks are monitored and managed across Virgin Money to ensure

›

building the infrastructure to facilitate the management,

they remain within the Group’s Board-approved risk appetite. In

servicing and strategic growth of the credit card business

support of this activity, detailed risk management frameworks

›

the launch of a current account product.

Both initiatives carry a level of risk in relation to the successful
and timely delivery of the Group’s business plan. These risks
are being carefully mitigated through robust risk and project
management disciplines to ensure that implementation of
such important initiatives are delivered in a safe manner.

›

to mitigate this risk.

(including policies and supporting documentation), and
independent governance and oversight of risk are in place.
The Board-approved risk appetite sets out the parameters, both
quantitative and descriptive, within which the Group operates. These
determine the strategies for managing risk, the risk appetite metrics,
controls and procedures.

As the Group develops new products and infrastructure the

The Chief Risk OƋcer (CRO) has responsibility to oversee all risks for

development of the related risk and control framework is key.

the Group and reports to the Chief Executive OƋcer.

Macroeconomic environment – The historically low bank base
rate impacts current earnings, but when interest rates start to
rise there may be a strain on customers’ ability to meet loan
repayments. Stress and scenario testing allows management to
focus on mitigating these risks.
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Customers
Customers are at the heart of Virgin Money’s business. The Group
intends that its approach to banking is very diƊerent from that
of its competitors, both new entrants and the incumbent banks,
driven by its quest to make banking better.
The Group’s approach to products, channels, culture and support
of the communities it serves is driven by a belief that it can do
things better for customers and in so doing, deliver to the high
expectations they have of Virgin Money, while achieving the
Group’s ambition to make ‘everyone better oƊ’.

Virgin Money believes:

Ŭ in providing straightforward, transparent products that treat
customers fairly

Ŭ that customers should be able to deal with the Group through
the channel of their choice

Ŭ in creating a culture where customer service is a priority.

Making banking better for customers through…
Straightforward, transparent
products that treat customers
fairly

Enabling customers to deal
through the channel of their
choice

Creating a culture where
customer service is a
priority

Virgin Money delivers by:

Virgin Money delivers by:

Virgin Money delivers by:

Ŭ leading the market with its range

Ŭ operating a digitally-led

Ŭ being the only bank

of catch-free savings products

distribution model, handling
15ǆmillion online transactions
each year

in the UK to resolve
100% of its complaints
within 8 weeks

Ŭ oƊering the UK’s simplest pension Ŭ ensuring pricing parity through all Ŭ targeting its Stores
channels, so customers can decide
what suits them best

Ŭ oƊering mortgages with ăexible
features built in as standard

Ŭ operating a national network of
Stores and Lounges, providing
face-to-face support when
customers want it

In support of delivering high quality service to customers, Virgin
Money operates a digitally-led distribution model supported by
Stores, Lounges and contact centres. Virgin Money’s website is
the most popular channel for customers, with over 20 million
website visits during 2013. 70% of Virgin Money’s sales and 65%
of its service transactions are carried out digitally. Investment in
the digital channel has continued to develop both functionality
and content to enhance the customer experience. Mobile usage
continues to grow, with almost a quarter of website visits made
through mobile devices in 2013, double the proportion for 2012.
A tangible symbol of Virgin Money’s commitment to delivering
diƊerentiated customer service is the network of Virgin Money
Stores and Lounges. The Group has continued to invest in the Store
network in 2013, refurbishing a further 13 Stores.

and Contact Centre
teams on customer
satisfaction not on
sales volumes

The Net
Promoter Score (NPS)
for Virgin Money
increased by 13 points
during the year,
resulting in Virgin
Money having one of
the highest NPS scores
of any bank.

‘‘

Ŭ achieving a Net

Promoter Score that is
one of the highest of
any bank

Lounges deliver a unique customer experience in UK banking as well
as creating valuable opportunities for both customer retention and
customer recommendation. The Lounges are designed to be places
where customers and local communities can come together. They
are free to use for customers and oƊer tea, coƊee and snacks as
well as newspapers and wi-Ă. During the year, there was signiĂcant
growth in footfall in the Lounges. The Lounge in Norwich was
extended to meet growing demand and the network will expand,
with new Lounges in London and Glasgow planned for 2014.
During 2013, over 800,000 new accounts were opened,
demonstrating the ongoing appeal of Virgin Money’s proposition to
customers.

Virgin Money Group Annual Report 2013 I 37

Customers

‘‘

‘‘

Virgin Money S
tore
, Gu
ildf
ord

David Lindop, Derbyshire

‘‘

‘‘

‘‘

If I am asked the question
“why bank with Virgin
Money” it is because they
care and I trust them.

The best customer
service I have received
in a long time!

‘‘

‘‘

It was nice to work
with someone friendly
and knowledgeable. In
my experience this is
unique to Virgin.

John Hipperson, Bath

‘‘

Sharon McEwen, Cardiƅ

‘‘

‘‘

It is a pleasure to deal with
a company that values its
customers as highly.

Polly Cook, London

‘‘

This was the best
est
service I have ever
ver
had from a bank.
nk.
Amy Hatton, Hull

38 I Virgin Money Group Annual Report 2013

Colleagues
Virgin Money recognises that colleagues are fundamental to its
success and believes that capitalising on what is unique about
individuals and drawing on their diƊerent perspectives and
experiences adds value to the way the Group does business.
The number of people employed by Virgin Money was 2,770 by
the end of 2013, with the Group having created 250 permanent
new jobs during the course of the year to support growth in the
business.

› 91% of colleagues understand how the Group’s

ambition to make ‘everyone better oƊ’ applies to their
individual role

› 85% of colleagues are positively engaged with the business – a

score which ranks Virgin Money amongst global high performing
companies as ranked by ETS plc.

‘‘

ch
rwi

‘‘

Virgin Money allows
people to develop and
grow in a nurtured
environment.

Virg
i

nM
on
ey

No

strives to treat its customers fairly

‘‘

It’s great to workk ffor a
company that’s willing to
challenge the status quo
and make a diƊerence to
the wider community.

‘‘

e,
ng
ou

› 93% of colleagues are proud to work for Virgin Money
› 96% of colleagues believe that Virgin Money always

‘‘

L

Virgin Money is committed to investing in colleagues to enhance
their performance, strengthen retention and build a customerfocused culture. A number of changes have been made during the
year to build staƊ engagement, including the introduction of new
terms and conditions and a new ăexible beneĂts system to provide
colleagues with the ability to tailor their beneĂts to suit their
individual circumstances. Every new colleague who joins the Group
attends a two-day induction event to understand Virgin Money’s
culture and their role in the business. A new colleague development
approach has also been launched to ensure colleagues have
the support they need to achieve their potential and to deliver
eƊectively to the needs of customers.

The success in building an environment that allows colleagues
to ăourish is reăected in the results from the Colleague
Engagement Survey in September 2013 which showed that:

(Source: Virgin Money StaƊ Opinion survey. All responses are anonymous.)
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Corporate Partners
Strategic Corporate Partnerships

Virgin Money has a strong track record in managing eƊective
relationships with corporate partners in order to complement its own
business operations.

In addition to relationships with Mortgage Intermediary Partners,
Virgin Money operates strategic partnerships that enable it to combine
the Virgin Money philosophy, brand and core banking capabilities
with partners’ technical product expertise and infrastructure.
This is particularly relevant when it is more eƋcient for Virgin
Money to do so than to build its own infrastructure. Examples of
such partners are State Street and IFDS, who support Virgin Money’s
Investments and Pensions business.

Mortgage Intermediary Partners
During 2013, Virgin Money worked with over 10,000 Intermediary
Partners in support of its mortgage business. Virgin Money has a
strong reputation for customer service delivery to its Intermediary
Partners and in 2013 continued to invest in further improving
service to mortgage intermediaries.

In working with both its strategic partners and its broader community
of third party suppliers, Virgin Money seeks to ensure its high
standards and values are lived by all those connected with the
business. Virgin Money looks to partner with businesses that
genuinely understand and share the Group’s philosophy of making
‘everyone better oƊ’.

During the year, a new operating approach was adopted, bringing
together all the elements of the mortgage application process
into a single service team. This aƊords all partners a single point
of contact at Virgin Money and an improved service experience,
as reăected by a signiĂcant improvement in mortgage application
processing speeds.
In support of its operations teams, Virgin Money has a network of
Business Development Managers (BDMs), operating both over the
telephone and in the Ăeld. Virgin Money’s BDMs are responsible for
supporting existing successful relationships and for establishing
new ones to support lending growth.
Virgin Money’s success in supporting its Intermediary Partners
during 2013 was recognised by winning ‘Best National Bank’ at
the Mortgage Finance Gazette Awards. In addition, Virgin Money
scored 8.4 out of 10 in a monthly survey of its Intermediary Partners
of how likely they would be to recommend Virgin Money.

‘‘

One of the few lenders
who totally support the
intermediary market.

‘‘

Great products at present
and a great online
application system.

‘‘

Great lender, great
service and great
products, what more
do you need?

‘‘

Tony Hall,
Premier Mortgage
Services

John Wilson, Alnwick
Financial Management
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Communities

Over 4.3 million donors and 345,000 fundraisers have now used
our not-for-proĂt fundraising website Virgin Money Giving to raise
almost £250 million for good causes since launch in October 2009.
Over £80 million was raised for charity through Virgin Money Giving
in 2013 including Gift Aid, 11% higher than in 2012.
Northern Rock Foundation
The Northern Rock Foundation aims to tackle disadvantage and
improve quality of life in the North East and Cumbria. It provides
grants to organisations that help people who are vulnerable,
disadvantaged, homeless, living in poverty or who are victims
of crime or discrimination.
Following the acquisition of Northern Rock plc at the start of
2012, Virgin Money extended Northern Rock plc’s commitment
to provide 1% of pre-tax proĂts to the Foundation until the end
of 2013. Although Virgin Money plc was not proĂtable in 2012,
it donated £500,000 to the Foundation in 2013. Reăecting the
signiĂcant improvement in Ănancial performance in 2013, a
donation of £1 million will be made to the Foundation in 2014.
Colleague support
Virgin Money actively encourages colleagues to support their
communities, as well as local and national charities. All colleagues
are given an average of two days paid leave each year to volunteer
and support good causes. Colleagues also vote for their Charity of
the Year, which beneĂts from becoming the oƋcial charity of the
Virgin Money London Marathon. In April 2013, the blood cancer
charity Anthony Nolan became Charity of the Year and by the end of
the year over £100,000 had been raised by colleagues alone through
personal fundraising activities. A further boost in funds is expected
from Anthony Nolan’s status as the oƋcial charity of the 2014 Virgin
Money London Marathon. The outgoing 2013 Charity of the Year
was a partnership between Age UK and YouthNet and they reported
fundraising of over £500,000 directly linked with the 2013 Virgin
London Marathon.

Walking with the Wounded was established in 2010 to raise funds
for programmes that support wounded servicemen and women as
they transition from military to civilian life, enabling them to Ănd
new career paths after they have left the Armed Forces.

Supporting enterprise and entrepreneurship
Make £5 Grow
Make £5 Grow is Virgin Money’s enterprise education scheme, aimed
at school children aged between 9 and 11 years old. It is designed
to encourage the entrepreneur in school children, allowing them to
create a business and to see how much proĂt they can drive from an
initial investment of £5, while supporting some very simple elements
of Ănancial education. In 2013, 4,700 children in 113 schools
registered to take part in Make £5 Grow across the country, raising
money for their schools.
Start-Up Loans
During 2013, Virgin Money was part of a consortium delivering
a Start-Up Loans scheme for young entrepreneurs in the North
East and Cumbria. Part of a national initiative, the scheme delivers
funding from the Department for Business, Innovation and Skills for
small start-up businesses. Over 125 new businesses have received
funding of over £700,000 from the scheme. Due to the success of
the scheme in the North East and Cumbria, Virgin Group is now
involved in delivering the Start-Up Loans scheme on a national
level.

he
W
ou
n

Virgin Money Giving

In December 2013, three teams of wounded servicemen and women
trekked over 200km to the South Pole as part of the Virgin Money
South Pole Allied Challenge, raising money and building awareness
for the charity.

with
t

Supporting charities

Walking with the Wounded

Walking

Virgin Money is committed to supporting the communities in which
it operates to help them thrive, both socially and economically. The
Group has a broad programme of activity, designed to help the
communities it operates in and make them better oƊ.

d
de
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Communities
Supporting major community events

Participation in the unclaimed assets scheme

Virgin Money London Marathon

During the year, Virgin Money has participated in the Governmentbacked unclaimed assets scheme, where savings accounts that have
been inactive for 15 years are eligible to be transferred into a central
reclaim fund which meets the cost of future reclaims and also transfers
any surplus to the Big Lottery Fund for the beneĂt of good causes which
have a social or environmental purpose. Virgin Money plc transferred
£3.2ǆmillion (representing 17,535 accounts) on 17 July 2013 to Reclaim
Fund Limited, the administrators of the unclaimed assets scheme.

Virgin Money Giving is the not-for-proĂt online fundraising partner
of the Virgin Money London Marathon, the largest one-day annual
fundraising event in the world. 35,000 runners, 700,000 spectators
and a TV audience of millions help raise over £50 million for charity
each year. In total, the event raised a record-breaking £53ǆmillion for
good causes in 2013, with over £18.8 million of that raised through
Virgin Money Giving.
The Edinburgh Festival Fringe and Fireworks Concert
The Edinburgh Festival Fringe is the largest open access arts festival
in the world with, in 2013, over 45,000 performances from artists
at 273 venues. In total over 2 million people attend the event each
year, which delivers over £140 million to the local economy. Virgin
Money is proud to support the Street Events which take place on
the Edinburgh Royal Mile and The Mound, as well as the Fireworks
Concert which marks the conclusion of the Edinburgh International
Festival.

Summary
With a powerful brand, strong balance sheet, customer-focused
culture and experienced executive team, we are building a full-service
retail bank capable of delivering our diƊerent approach to banking to
our three million customers and beyond.
As this Report outlines, our ambition as we build our bank is to make
‘everyone better oƊ’ – our customers, colleagues and communities, our
corporate partners and our shareholders.
We are committed to delivering on this ambition in the years to come
and in so doing, to deliver on our quest to make banking better.
This report was approved by the Board on 3 March 2014 and signed
on its behalf by:

Jayne-Anne Gadhia CBE
Chief Executive OƋcer

Protecting our communities by managing our
environmental impact
Virgin Money actively promotes the use of alternative
communication methods to minimise the costs and impacts of travel.
A range of measures are in place to minimise the impact of travel,
including a cycle to work scheme, car sharing initiatives and providing
discounted annual travel tickets to help colleagues travel to work in
the most sustainable way.
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Sir David Clementi
MA, MBA (65)

Chairman

Lee Rochford
MA (47)

Chief Financial OƸcer

James B. Lockhart III
BA, MBA, FCT (67)

Non-Executive Director

Sir David was Chairman of Prudential
plc from 2002 to 2008. Before joining
the Prudential, Sir David was Deputy
Governor of the Bank of England
from 1997 to 2002. In addition to his
membership of the Monetary Policy
Committee, Sir David was responsible
for the day-to-day management
of the Bank and had speciĂc
responsibility for the Bank’s work on
Financial Stability. During this period,
he was also a non-executive director
of the Financial Services Authority.
Prior to this, Sir David worked at
Kleinwort Benson for 22ǆyears
including as Chief Executive and
subsequently Vice Chairman.
Lee spent ten years at BNP Paribas,
becoming Head of Northern
European Securitisation before
moving to Credit Suisse for 7 years,
where he was Head of European
Asset Finance. In 2007, Lee joined
RBS where he was Head of the
Financial Institution Group for EMEA,
responsible for providing advisory,
capital markets and risk solutions
for Ănancial institutions. Lee joined
Virgin Money in October 2013 as
Chief Financial OƋcer.

Jim has been Vice Chairman of WL Ross
& Co since 2009 where, as a member
of the Investment Committee, he
oversees $9 billion in private equity
investments. Prior to his appointment,
Jim was CEO and Chairman of the
US Federal Housing Finance Agency,
and Deputy Commissioner and Chief
Operating OƋcer of the Social Security
Administration Agency. He also served
as Executive Director (CEO) of the US
Pension BeneĂt Guaranty Corporation.
In the private sector Jim has held senior
positions in major investment banking,
insurance and oil companies.

Jayne-Anne Gadhia CBE
BA, FCA, FCIBS (52)

Chief Executive OƸcer

Gordon McCallum
MA, MBA (53)

Non-Executive Director

Patrick McCall
BSc Econ (49)

Non-Executive Director

Jayne-Anne is a Chartered Accountant
and qualiĂed with Ernst and Young.
She then spent 7 years in management
roles in Norwich Union (now Aviva)
before becoming one of the three
founders of Virgin Direct in 1995.
Jayne-Anne launched the marketleading Virgin One account in 1998.
That business was acquired by RBS in
2001 after which Jayne-Anne went
on to lead a number of RBS business
units, ultimately joining the RBS
Retail Executive Board where she was
responsible for the Group’s mortgage
business. Jayne-Anne returned to lead
Virgin Money in 2007.

Gordon is a senior partner at the
Virgin Group and is a Director of Virgin
Group Holdings (the Virgin group’s
investment holding company). He
led the strategic development of the
Virgin Group from 1998 to 2012,
Ărst as Group Strategy Director and
then as CEO of Virgin Management
Limited. Gordon has been involved
in the development of Virgin
Money since 1998. Prior to joining
Virgin Management, Gordon was a
Management Consultant at McKinsey.

Patrick is a senior partner at the
Virgin Group. He has worked for
the Group for over 14 years. He is
the Co-Chairman of Virgin Rail and
Chairman of Virgin Galactic. He is also
a Director of Virgin Active and Virgin
Care and Chair of Trustees for Virgin
Unite, Virgin Group’s not-for-proĂt
foundation. Patrick was previously an
investment banker at SG Warburg SBC
Warburg.
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Norman McLuskie
CA (69)

Independent
Non-Executive Director

Marilyn H Spearing
BA, MBA (59)

Independent
Non-Executive Director

A Chartered Accountant, Norman
retired from the Board of the RBS
Group in 2004. During his career
of more than 25 years at RBS, he
was Deputy Chief Executive prior to
its takeover of NatWest, and after
the acquisition he became Chief
Executive of Retail Direct which
comprised Tesco Personal Finance,
Virgin One account and Direct Line
Financial Services, as well as the RBS
Credit Card business. Norman has
also served as Chairman of the Board
of MasterCard Europe.

Colin Keogh
MA, MBA (60)

Independent
Non-Executive Director

A qualiĂed Barrister, Colin spent
24 years working at Close Brothers
Group plc, including 8 years as Group
Chief Executive from 2002 to 2009.
Colin is pursuing a plural career
and is a non-executive director of
a number of companies including:
Brait SE, a specialist investment
company listed in Johannesburg and
Luxembourg and Greenheart Group
Limited, a forestry company listed in
Hong Kong.

Marilyn has over 35 years experience
in Financial Services, specialising
in payments and information
technology. Most recently she was
the Global Head of Trade Finance
and Cash Management at Deutsche
Bank for six years, building the
business to a global scale covering
35 markets. She previously spent
11ǆyears at HSBC as the Global Head
of Payments and Cash Management,
and prior to that spent 15 years at
Barclays in both corporate head
oƋce and live management roles.
Marilyn has also served on the Board
of SWIFT and BACS (now VocaLink).

Principal Board Committees

Membership

Audit Committee

Norman McLuskie (Chairman), Colin Keogh, Sir David Clementi and Marilyn Spearing*

Risk Committee

Colin Keogh (Chairman), Norman McLuskie, Sir David Clementi and Marilyn Spearing*

Balance Sheet Committee

Norman McLuskie (Chairman), Colin Keogh, Sir David Clementi and Marilyn Spearing*

Remuneration Committee

Colin Keogh (Chairman), Norman McLuskie, Sir David Clementi and Marilyn Spearing*

Nomination Committee

Sir David Clementi (Chairman), Colin Keogh, Norman McLuskie, Marilyn Spearing*,
Gordon McCallum and James Lockhart III

*Appointed with eƊect from 29 January 2014.
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Marian Watson
BSc (Hons), CA, FCIBS (46)

Chief Risk OƸcer

Michele Greene
BSc (Mgmt), MA, FCA (48)

Director of Banking

Stephen Pearson
LLB, FCIBS (52)

General Counsel

Marian is a Chartered Accountant
and qualiĂed with Ernst and Young.
She joined the Britannia Building
Society where she was Internal Audit
Manager, before spending 4 years at
the Britannic Group where she was
Head of Group Audit and Risk. Marian
joined RBS in 2004 and served as
the Risk Director of the Group’s
consumer Ănance businesses and
of its mortgage business and then
of Tesco Personal Finance. Marian
joined Virgin Money in 2007.

Michele is a Chartered Accountant
and qualiĂed whilst at KPMG. She
spent 3 years at Credit Lyonnais
as Financial Accountant, before
joining Goldman Sachs as Group
Accountant. Michele then spent
over 15 years at MBNA Limited,
most recently as Chief Financial
OƋcer, where she was a member of
the Board and was closely involved
in setting the strategic direction of
the business. Michele joined Virgin
Money in October 2013.

Stephen qualiĂed as a lawyer in 1985
and has nearly 30 years’ experience
in both private practice and large
corporations. Having qualiĂed in
Scotland, he moved to Linklaters
in 1987 and then Travers Smith in
1993, where he was made a partner,
specialising in banking litigation and
insolvency. He joined the executive
team at RBS Group in 2001 as Head
of Group Litigation and after the
banking crisis in 2008 he assisted
the new management team with
various governance related inquiries.
He joined Virgin Money as General
Counsel in 2010 and is responsible
for governance and legal aƊairs.

Mark Parker (48)

Mark’s Ărst IT Director role was at
British Sugar. In 2000, Mark joined
the HBOS Group, now part of Lloyds
Banking Group, as Group Services
Director and Chief Information
OƋcer, and then became Managing
Director of Intelligent Finance. Mark
was then Chief Operating OƋcer
at Northern Rock and joined Virgin
Money in January 2012.

Chief Operating OƸcer

Anthony Mooney
MBA (43)

Director of Financial
Services

Caroline Marsh
BA (Hons) (50)

Culture Director

Anthony joined Northern Rock in
1994, spending the majority of his
career in product management
and marketing roles before
becoming Product Director in
2006. In 2008, Anthony joined the
Executive Team as Commercial
Director with responsibility for
Product Management, Sales
and Marketing. Anthony joined
Virgin Money in 2011 and is now
Director of Financial Services
with responsibility for mortgages,
savings, pensions, investments and
insurance.

Caroline has over 27 years experience
in banking. Her early career was at
Barclays where she spent 12 years
in management roles. In 1999, she
joined the Virgin One Account as Sales
Director. Following the acquisition of
that business by RBS in 2001, Caroline
became Sales & Operations Director
for the bank’s Consumer Finance
business, before leading the bank’s
intermediated mortgage business.
Caroline returned to Virgin Money
in 2007 as Sales Director and, since
the acquisition of Northern Rock in
January 2012, has led the cultural
agenda for the integrated Virgin
Money business.
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Matt Elliott
MA (Hons), MSc, CIPD (40)

People Director

Dave Dyer
MA, MBA, FCMA (57)

Strategy Director

Matt’s early career was at RBS,
where he worked on HR policy
and employment issues, before
working on the HR transformation
programme following the acquisition
of NatWest. Matt then held senior HR
roles in several operating businesses
including the Consumer Finance
division and Tesco Personal Finance.
In 2007, Matt moved to BP as Senior
Manager for Corporate and Functions
before becoming HR Vice President
for BP in North Africa in 2010. He
joined Virgin Money in 2011.

Dave is a Management Accountant
and qualiĂed whilst working at
Citibank. Following his MBA, Dave
worked at Touche Ross, before
joining SomerĂeld Supermarkets
as Commercial Director, moving
to join RBS in 1994. At RBS, Dave
played a central role in the creation
of the Virgin One account and in
1999 became its Finance Director.
Subsequently in 2006, Dave became
Finance Director, Mortgages within
RBS. In 2007 Dave rejoined Virgin
Money as Chief Finance OƋcer
before taking on the role of Strategy
Director.

Brian Brodie
MBA, MCIBS (48)

Sales & Marketing
Director

Brian has over 30 years of experience
in banking. He spent his early career
at Bank of Scotland where he was
Sales Director for the branch channel
before becoming Regional Sales
Manager for HBOS. In 2001, Brian
moved to RBS where he became a
Regional Managing Director, Director
of Mortgage Operations and then
Director of Retail Service Operations,
responsible for 7,800 staƊ across 17
operational centres. In 2008 he joined
Ănancial outsourcer, HML, as Chief
Executive OƋcer. He joined Virgin
Money in 2011.
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Directors’ Report for the year ended
31 December 2013
The Directors have pleasure in presenting their Annual Report
and Accounts for Virgin Money Holdings (UK) Limited and its
subsidiaries (the “Group”) for the year ended 31 December 2013.

Principal activities
The principal activity of Virgin Money is as a retail bank oƊering a
range of Ănancial products and services to customers across the
UK. The Group operates through a nationwide network of 75ǆStores
and 3 Lounges and also distributes products online, by post and
telephone and through a network of intermediary and corporate
partners.
It also operates Virgin Money Giving, a not-for-proĂt fundraising
website which makes it easy for people to donate money online to
charities of their choice.

Strategic Report
The Companies Act 2006 requires the Directors to present a
Strategic Report containing a fair review of the business of the
Group during the Ănancial year ended 31 December 2013 and
a description of the principal risks and uncertainties facing the
Group. The review required is a balanced and comprehensive
analysis of the development and performance of the Group’s
business during the Ănancial year and the position of the Group’s
business at the end of that year; consistent with the size and
complexity of the business. The purpose of the Strategic Report is
to enable shareholders to assess how the Directors have performed
their duty under Section 172 of the Companies Act 2006, namely
their duty to promote the success of the Group. The Strategic
Report can be found on pages 4 to 41.
The information that fulĂls the requirements of the Accounting
Standards Board’s Reporting Standard ‘Operating and Financial
Review’ (OFR) can be found in the Strategic Report section of the
Annual Report and Accounts.

Business objective
The principal objective of Virgin Money is to build a bank that makes
‘everyone better oƊ’; oƊering good value to customers, treating
colleagues well, making a positive contribution to society, building
positive partnerships with suppliers and delivering sustainable
proĂts to shareholders.

Review of business and future developments
The Group’s business and future plans are reviewed in the
Chairman’s Statement, the Chief Executive’s Review and the
remaining sections of the Strategic Report.

Proƶts and capital
Statutory proĂt before tax for the year ended 31 December 2013
was £179.4 million (2012: £150.6 million). Virgin Money delivered
an underlying proĂt before tax for the year ended 31 December
2013 of £53.4 million (2012: a loss of £2.5 million).
The Group manages capital in accordance with prudential
rules issued by the Prudential Regulation Authority (PRA) and
the Financial Conduct Authority (FCA), and until 31ǆDecember
2013 complied with the rules which implement the EU Capital
Requirements Directive (Basel II). From 1 January 2014, the Group
will comply with new capital reforms (referred to as CRD IV), which
implement Basel III in Europe. At 31ǆDecember 2013 the Core
Tierǆ1ǆcapital ratio on a Basel II basis was 16.2%. Pages 27 to 28
ofǆthe Strategic Report give an explanation of capital ratios.

Dividends
No dividends were declared or paid in the year (2013: £nil).

Charitable and political donations
Results for the year include a donation of £1.5 million to the
Northern Rock Foundation. Further detail can be found on page 40
of the Strategic Report. No political donations were made in the
year.

Risk management
The Group seeks to manage all risks that arise from its activities.
There is a formal structure for monitoring and managing risk
across the Group comprising of a risk appetite agreed by the Board,
detailed risk management policies and independent governance
and oversight of risk.
Details of internal control and risk management systems in place
in relation to Ănancial reporting and details of risk management
objectives and policies of the Group are shown in the Risk
Management Report on pages 88 to 135.
As a result of its normal business activities, the Group is exposed to
a variety of risks. The principal risks and uncertainties facing Virgin
Money are shown in the Strategic Report on page 35.
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Colleagues
Virgin Money recognises that its employees are fundamental to
its success and remains committed to investing in colleagues
to enhance their performance, strengthen retention and build a
customer-focused culture. A number of changes have been made
during the year to build colleague engagement. Details of these
changes are set out on pages 73-74 of the Annual Remuneration
Report. Every new colleague who joins the Group attends a two-day
induction event to understand Virgin Money’s culture and their role
in the business. A new colleague development approach has also
been launched to ensure colleagues have the support and resource
they need to achieve their potential.
The success in building an environment that allows colleagues to
ăourish is reăected in the results from the Colleague Engagement
Survey in September 2013, which showed that:

›
›
›

93% of colleagues are proud to work for Virgin Money;

Many employees are stakeholders in the Group through
participation in bonus performance schemes and long term
performance share plans. The Group operates two annual bonus
elements to align the variable pay of all colleagues with the
performance of the Group:

›
›

a Share in Success plan, which allows the majority of colleagues
(below executive level) to share in the success of the business;
and
a High Performance Bonus plan, which rewards high
performance where the Group and individual exceed agreed
objectives.

Details of the Group’s remuneration framework can be found on
page 77 of the Annual Remuneration Report.

Colleague share schemes

96% of colleagues believe that Virgin Money always strives to
treat its customers fairly; and

The Group operates a Share Award Plan, under which all colleagues
(below the executive level) employed at 31 December 2012 received
a share award.

91% of colleagues understand how the Group’s ambition to
make ‘everyone’s better oƊ’ applies to their individual role.

Details of the Share Award Plan are given on page 163 of the notes
to the Financial Statements.

Virgin Money’s commitment to engaging and informing colleagues
is led from the top with the Chief Executive OƋcer (“CEO”)
communicating directly with all colleagues on a weekly basis by
email, informing them about the Group’s performance.
Virgin Money has both a well developed Employee Forum and a
positive relationship with its recognised Trade Union, Unite, who
meet regularly to discuss matters of mutual interest in respect of
colleagues.
Virgin Money is pleased to have achieved the two ticks ‘Positive
about Disability’ award from the Jobcentre Plus which is awarded to
employers who have made commitments to employ, maintain and
develop the abilities of disabled staƊ.
It is the Group’s policy to give full and fair consideration to
applications for employment made by disabled persons, having
regard to their respective aptitudes and abilities. The policy
includes, where practicable, the continued employment of those
who may become disabled such as making reasonable adjustments,
for example re-deploying such colleagues to a diƊerent role
or supporting their current role. In addition, Virgin Money is
committed to provide career development and promotion to such
colleagues where appropriate.
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Greenhouse gas emissions
Virgin Money recognises that it has a signiĂcant responsibility
to minimise its environmental impact. Through monitoring and
controlling energy and water consumption, waste management
and corporate travel, the Group aims continually to improve its
environmental performance.
In 2013 the Group continued to monitor its energy consumption
and implement steps to reduce this. The table below shows cost and
consumption Ăgures for the year.

Electricity

Directors and their interests
The Directors of the Board who were in oƋce during the year and up
to the date of signing of the Ănancial statements were:
Sir David Clementi (Chairman)
Norman McLuskie (Senior Independent Director)

Consumption

COƐ (tonnes)

10,204,271 Kwh

4,545

Colin Keogh (Independent Non-Executive Director)

8,002,958 Kwh

1,483

James Lockhart III (Non-Executive Director)

Gas
Travel

Details of the Employee Share Schemes are provided in note 10 of
the Ănancial statements. Further details regarding the rights and
obligations attaching to the current share classes are contained in
the Company’s Articles of Association.

4,226,221 miles

Total

698
6,726

Patrick McCall (Non-Executive Director)
Gordon McCallum (Non-Executive Director)

This consumption equates to 6,726 tonnes of carbon dioxide
equivalent resulting from Virgin Money’s activities and includes the
combustion of fuel and the purchase of electricity.

Marilyn Spearing (Independent Non-Executive Director, appointed
to the Board on 29 January 2014)

Shares

Lee Rochford (Chief Financial OƋcer, appointed to the Board on
7ǆOctober 2013)

1

Details of the structure of the Company’s issued share capital as
at the year end, as well as any movements in and changes to the
authorised and issued share capital during the year, are provided in
note 33 to the Ănancial statements.
The following table sets out the ordinary shareholder base of the
Company at 31 December 2013:
Number of
ordinary
shares held

% of voting
class held

Virgin Financial Investments
Limited

18,028,552

46.53

WL Ross & Co LLC 2

17,392,752

44.89

2,285,545

5.90

540,552

1.40

Stanhope Investments
Directors and Management

1
2

Employee BeneĂt Trust

266,773

0.69

Other

228,555

0.59

Total

38,742,729

100

Based on internal information.
WLR Ross & Co LLC shareholdings are held by WLR IV VM LLC and WLR IV VM LLC

Jayne-Anne Gadhia CBE (Chief Executive OƋcer)

Former Directors:
Finlay Williamson stepped down from the Board on 7 October 2013
as Chief Financial OƋcer, but remains Finance Director.
Company Secretary:
Katie Marshall was appointed as Company Secretary on
26ǆSeptember 2013, replacing Stephen Pearson who remains
GroupǆGeneral Counsel.
A list of Directors’ interests in the ordinary share capital of the
Company, their interests in its long-term performance plans
and details of any options over the ordinary share capital of the
Company are given in the Annual Remuneration Report on page 73.
No Director had a material interest in any signiĂcant contract, other
than a service contract or contract for services, with the Company
or any of its subsidiaries at any time during the year.
As at the date of this report, indemnities (which are qualifying
third-party indemnity provisions under the Companies Act 2006)
are in place under which the Group has agreed to indemnify the
Directors of the Group and the former Directors of the Group who
held oƋce during the year ended 31 December 2013, to the extent

Virgin Money Group Annual Report 2013 I 51

permitted by law and by the Company’s Articles of Association.
These indemnities are in respect of liabilities incurred in connection
with the performance of their duties as a Director of the Company
or its subsidiaries. Copies of these indemnities are available for
review at the Company’s registered oƋce.
The Company has also arranged Directors’ and OƋcers’ insurance
on behalf of the Directors in accordance with the provisions of the
Companies Act 2006.

Going concern
In preparing the Ănancial statements the Directors have satisĂed
themselves that it is reasonable for them to conclude it appropriate
to adopt the going concern basis in accordance with the Financial
Reporting Council’s guidance ‘Going Concern and LiquidityǆRisk:
Guidance for Directors of UK Companies 2009’ and IAS 1
Presentation of Financial Statements.
The Group meets its day-to-day liquidity requirements through
managing both its retail and wholesale funding sources. It is
required to maintain a suƋcient buƊer over regulatory liquidity and
capital requirements in order to continue to be authorised to carry
on its business.

group and parent company Ănancial statements, the Directors are
required to:

›
›
›
›

select suitable accounting policies and then apply them
consistently;
make judgements and estimates that are reasonable and
prudent;
state whether they have been prepared in accordance with IFRS
as adopted by the EU; and
prepare the Ănancial statements on the going concern basis
unless it is inappropriate to presume that the group and the
parent company will continue in business.

The Directors are responsible for keeping adequate accounting
records that are suƋcient to show and explain the parent
company’s transactions and disclose with reasonable accuracy at
any time the Ănancial position of the parent company and enable
them to ensure that its Ănancial statements comply with the
Companies Act 2006.
They have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the group and
to prevent and detect fraud and other irregularities.

The Group’s forecasts and projections, taking account of possible
changes in trading performance and funding retention and
including stress testing and scenario analysis, show that the Group
will be able to operate at adequate levels of both liquidity and
capital for the foreseeable future.

The Directors are responsible for the maintenance and integrity of
the corporate and Ănancial information included on the company’s
website. Legislation in the UK governing the preparation and
dissemination of Ănancial statements may diƊer from legislation in
other jurisdictions.

After making due enquiries the Directors are satisĂed that the
Group has adequate resources to continue its business for the
foreseeable future and that, therefore, it is appropriate to adopt the
going concern basis in preparing the Ănancial statements.

Auditor and disclosure of information to the
auditor

Statement of Directors’ responsibilities in
respect of the Strategic Report, the Directors’
Report and the Financial Statements
The Directors are responsible for preparing the Strategic Report and
the Directors’ Report and the Ănancial statements in accordance
with applicable law and regulations.
Company law requires the Directors to prepare group and parent
company Ănancial statements for each Ănancial year. Under that
law they have elected to prepare both the group and the parent
company Ănancial statements in accordance with IFRS as adopted
by the EU and applicable law.
Under Company law the Directors must not approve the Ănancial
statements unless they are satisĂed that they give a true and
fair view of the state of aƊairs of the group and parent company
and of their proĂt or loss for that period. In preparing each of the

So far as every Director is aware at the date of this report, there is
no relevant audit information needed in preparation of the auditor’s
report of which the auditor is not aware. The Directors have taken
the steps they need to have taken as Directors to make themselves
aware of any relevant audit information and to establish that the
auditor is also aware of that information.
This report was approved by the Board on 3 March 2014 and signed
on its behalf by:

Jayne-Anne Gadhia CBE
Chief Executive OƋcer
Virgin Money Holdings (UK) Limited

Registered No. 03087587
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Chairman’s introduction
Virgin Money is committed to achieving
corporate governance standards that
meet the highest possible levels of
integrity and compliance for a privately
owned but regulated Group. Although
not publicly listed, we continue to
develop the Group’s governance
arrangements using the principles set
out in the UK Corporate Governance
Code (the “Code”).
The Group operates within an established corporate governance
framework, within which strong emphasis is placed on upholding
the highest standards of business conduct, ethics and integrity. We
view corporate governance as a system of controls that ensures
that sensible and well reasoned judgement is applied by the Board,
so that we can do the right thing in the right way at all times.
This report provides an update on the work and operation of the
Board and the governance framework in which it operates by
reference to the main principles of the Code:

available. This has been a key focus for the Ănancial year and we are
delighted that in January 2014 Marilyn Spearing has joined both the
Board and that of the main operating bank, Virgin Money plc, as an
additional Independent Non-Executive Director. Excluding myself,
half of the Board of Virgin Money plc now consists of Independent
Non-Executive Directors. This is a very positive step forward. The
addition, in October 2013, of Lee Rochford as the Chief Financial
OƋcer is further evidence of our desire for the right leadership. The
Board is composed of directors with a variety of backgrounds and a
wide range of professional and Ănancial services expertise. In 2014
and beyond we will continue to strive for a balanced Board with a
commitment to embrace diversity. Although gender is clearly only
one part of diversity, we note that three of the seven Virgin Money plc
Board members are women, two of whom are executive directors.
We have strong engagement with our major shareholders at
Executive level, both directly and via their Board representative
Directors, ensuring an open exchange of views on strategy,
performance, Board membership and quality of information.

Remuneration matters are addressed in our Ărst Annual
Remuneration Report on pages 73-86 and our relations with
shareholders is outlined below.

We have developed processes to underpin and support the
Directors’ conĂdence in making the statement that they consider
the Annual Report and Accounts to be a true and fair view of the
state of aƊairs of the Group and the proĂt and loss of the Group for
the period. This includes validation by the Executive of the accuracy
of the narrative sections of the Annual Report and Accounts.
Additional disclosures in respect of how our Audit Committee has
addressed the key issues it has considered during the year can be
found in the Audit Committee Chairman’s Report on pages 64 to 67.

Progress in 2013

Aims for 2014

2013 has been a year of enhancing and improving the Group’s
governance framework and ensuring that it is fully embedded into
the culture and values of the organisation. We have developed
and enhanced key governance manuals and processes with which
all colleagues are expected to comply. These clearly deĂne the
governance framework and standards of behaviour we strive to
adhere to, covering matters including Board and Executive Committee
governance, risk management framework and legal compliance.

In 2014 we will continue to build upon and consolidate sound
and eƊective governance practices with a move towards greater
disclosure. This will position Virgin Money for further growth within
a safe, sustainable and ethical framework, which will comply with
industry best practice for Corporate Governance.

–

Leadership

– EƊectiveness
–

Accountability

Although we are not required to comply with the Code, in the
interests of openness and transparency, we choose to do so as far
as practicable.
Our Board composition is not yet fully compliant with the Code
since the Independent Non-Executive Directors do not represent a
majority. This is largely due to our private ownership structure which
leads to non-independent shareholder representation on the Board.
Virgin Money is committed to increasing the number of Independent
Non-Executive Directors on the Board to ensure that the appropriate
level of constructive challenge and support to the Executive is

Sir David Clementi
Chairman
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Understanding Virgin Money’s corporate structure
Virgin Money’s corporate structure
Virgin Money is a privately owned Group, with all companies within the Group being private limited companies, save for Virgin Money plc (the
former Northern Rock) which is an unlisted public limited company, and the Group’s main operating bank.
The material subsidiaries within the Virgin Money Group are 100% owned by the Company and are as follows:

Virgin Money Holdings
(UK) Limited*

Church House
Trust Limited

Virgin Money plc

*Material subsidiaries only shown

Virgin Money Unit
Trust Managers
Limited

Virgin Money
Personal Financial
Service Limited

FCA and PRA authorised and regulated
FCA authorised and regulated

Virgin Money plc and Church House Trust Limited are the operating
banks (the “Operating Banks”), authorised and regulated by
both the FCA and PRA. Virgin Money Personal Financial Service
Limited and Virgin Money Unit Trust Managers Limited are in turn
authorised and regulated by the FCA and undertake the protection,
investments and pensions businesses.

In accordance with the Shareholders’ Agreement, the major
shareholders are entitled to be and are represented on the Board of
the Company. Patrick McCall and Gordon McCallum represent Virgin
and James Lockhart III represents WL Ross & Co LLC (together the
“Investor Directors”). The Investor Directors do not sit on the Boards
of the Operating Banks to preserve the independence of the Banks.

Shareholders and Shareholder Directors

As explained in the Chairman’s introduction to corporate
governance, Virgin Money believes in regular engagement with its
major shareholders. The Chairman and Chief Executive OƋcer meet
regularly with the major shareholders.

The Company acts as a holding company and ultimate shareholder
for all of the companies in the Group. The major shareholders of
the Company are the Virgin Group (via Virgin Financial Investments
Limited) and WL Ross & Co LLC (via WLR IV VM LLC and WLR IV VM
II LLC) which together hold over 90% of the voting shares in the
Company. Non controlling interests are held by employees, a trust
on behalf of employees, Abu Dhabi Investment Corporation (via
Stanhope Investments) and other trust entities.
The Group’s corporate governance is regulated principally in
accordance with the terms of a shareholders’ agreement between
the Company and certain major shareholders (the “Shareholders’
Agreement”). The Shareholders’ Agreement, amongst other
matters, details those matters which are reserved for the Board
and separately its shareholders, as outlined in the role of the Board
section below.

Corporate governance framework
Although the corporate governance framework outlined below
focuses on the Group governance it also references the governance
arrangements of the Operating Banks.
All of Virgin Money’s corporate governance practices have been
brought together in one document, the Virgin Money High Level
Controls Manual. This framework provides the basis for promoting
the highest standards of corporate governance in Virgin Money.
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Leadership – the Board
Board composition

Board changes after the Balance Sheet date

The composition, experience and balance of skills on the Boards
within the Group are reviewed regularly to ensure there is a
balanced composition and that the Boards are working eƊectively.
There are currently nine Directors on the Company’s Board,
which comprises a Non-Executive Chairman, two Executive
Directors, three Independent Non-Executive Directors and three
other Non-Executive Directors who are appointed by the major
shareholders (the “Investor Directors”).

On 29 January 2014, Ms Spearing was appointed as an Independent
Non-Executive Director. Ms Spearing has over 35 years of Ănancial
services experience and brings to the Board a signiĂcant knowledge
of payments and information technology. Further brief biographical
details can be found on page 45. In addition, Colin Keogh was
re-elected as a Non-Executive Director on the same terms for a
further three years, eƊective from 26 January 2014.

The Boards of the Operating Banks largely replicate that of the
Company Board save for the following key diƊerences:

›
›
›
›

the Investor Directors have a seat on the Company Board only,
thereby ensuring the independence of the Operating Banks;
the Chief Risk OƋcer is an Executive Director of the Operating
Banks;
the Finance Director is a Director of Church House Trust Limited,
in place of the Chief Financial OƋcer and
one of the Independent Non-Executive Directors is not on the
Board of Church House Trust Limited.

The names of the Directors and brief biographies can be found on
page 44. The current members of the Board have a wide range of
professional and Ănancial services expertise.
Sir David Clementi is the Non-Executive Chairman who devotes
an average of three days per week to the business. This has been
essential during a period of integration and transformation and
remains critical in the next stage of our growth.

Board changes during the ƶnancial period
On 7 October 2013, Mr Williamson resigned as an Executive Director
and Chief Financial OƋcer of the Group and Virgin Money plc and was
replaced by Mr Rochford whose biography can be found on page 44.
Mr Lockhart was re-elected as a Non-Executive Director for a
further three years, eƊective from 16 August 2013. His terms of
appointment have not changed with the exception of his Committee
obligations, in that he became a member of the Nomination
Committee with eƊect from 28ǆFebruary 2013.
Katie Marshall was appointed on 26 September 2013 as Group
Company Secretary, replacing Stephen Pearson, who remains the
Group General Counsel.

The role of the Board
The Board leads and provides direction for the Executive, by setting
the Group’s strategy and overseeing its implementation. In setting
the strategy, the Board evaluates the impact it will have on its
various stakeholders and its regulatory and legal responsibilities.
The principal responsibility of the Board is to promote the long-term
success of the Group. The Board’s role is to promote entrepreneurial
leadership within a framework of prudent and eƊective controls
which enables risk to be assessed and managed. Within this
overriding responsibility, the Board makes balanced decisions
which are based on Virgin Money’s objectives to oƊer good value to
customers, treat colleagues well, make a positive contribution to
communities, build positive relationships with corporate partners
and deliver a sustainable proĂt to shareholders.
The Board is also responsible for ensuring that the Group maintains
an eƊective system of internal controls and management and that
the Executive maintain an eƊective and rigorous risk management
and oversight process across the Group. This enables the Group
to grow in a safe and sustainable manner. The Group’s risk
management and internal control framework is outlined in the Risk
Management Report on pages 88 to 136.
SpeciĂc key decisions and matters are reserved for approval by the
Board. These include decisions related to:

›
›
›

strategic matters such as the acquisition and disposal of assets,
joint ventures and strategic partnerships;
business operations such as the Group’s annual capital and
revenue budgets, dividend policy, the annual report and
accounts and material changes to the Group’s accounting
policies; and
internal controls and governance, such as changes to the terms
of reference of the Board Committees, the appointment or
removal of any Director, appointment (upon recommendation
of the Nomination Committee) to Board Committees and (upon
recommendation of the Remuneration Committee) approval of
remuneration arrangements for the Executive Directors.
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Leadership – the Board
Board Committees
In accordance with best practice outlined in the Code, various
powers and authorities have been delegated to Committees of the
Board. Board Committees play a crucial role in the eƊectiveness
of the Group’s corporate governance framework by assisting
the Board in carrying out its functions and by ensuring there is
oversight of internal controls and risk management. The main
Board Committees are outlined below and are replicated at the
Operating Bank levels, save for the Remuneration Committee which
operates at the Company level and considers remuneration matters
on a Group basis.

Boards

Balance Sheet
Committee

Given the current size of the business and to promote eƋciency,
the Board Committees of the Company and Operating Bank Boards
operate on a combined basis.
The Board Committees, save for the Nomination Committee,
comprise of Independent Non-Executive Directors and the
Chairman. The Chairman of each Board Committee reports to the
Board on the matters discussed at Board Committee meetings.
Each Board Committee has agreed Terms of Reference which
are approved by the Board. A full description of the duties and
responsibilities of each Board Committee can be found on pages 61
to 71.

Virgin Money Holdings (UK) Limited (“VMH”), Virgin Money plc and
Church House Trust Limited Board Committee Structure

Risk
Committee

Audit
Committee

Nomination
Committee

Remuneration
Committee
(VMH Group)

Key Board roles and responsibilities

Chief Executive OƸcer (“CEO”)

Chairman (independent on appointment)

The CEO, Jayne-Anne Gadhia CBE, is responsible for creating
and articulating the vision for the future of the Group to all
stakeholders. The CEO provides clear business and cultural
leadership, whilst working positively with shareholders to set the
strategy for the business, in consultation with the Board and Board
Committees.

The Chairman, Sir David Clementi, is responsible for the overall
operation and governance of the Board, providing leadership and
managing the Board to ensure Virgin Money satisĂes its legal,
regulatory and shareholder responsibilities. The Chairman sets the
Board’s agenda, in consultation with the Chief Executive OƋcer
and the Company Secretary, taking full account of the issues and
concerns of Board members and with the aim of ensuring open
dialogue and frank debate at meetings.
The Chairman is responsible for facilitating and encouraging
active engagement and appropriate challenge by the Directors,
particularly on matters of risk and strategy and other major
proposals by drawing on the Directors’ skills, experience and
knowledge. Part of the Chairman’s role is to ensure that the Board,
especially the Non-Executive Directors, understand any concerns of
the Group’s major shareholders.
Sir David Clementi spends an average of three days per week on
the Group’s business. His other principal external activities include
Chairmanship of Kings Cross Central Limited Partnership. In the opinion
of the Board, the Chairman allots suƋcient time to meet its demands.
Sir David Clementi is Chairman of the Nomination Committee
and sits on the Remuneration, Audit, Risk and Balance Sheet
Committees.

The CEO leads the Executive in the delivery of the Group’s strategy,
namely developing the business, achieving sales, revenue and cost
targets and establishing a strong culture. The CEO must ensure
that the business operates ethically by providing, amongst other
matters, a high level of customer service which adheres to the
Financial Conduct Authority’s ‘Treating Customers Fairly’ (“TCF”)
principles, whilst embodying the Virgin Money brand and values.
The CEO is responsible for ensuring that the Group’s balance sheet,
regulatory capital and liquidity plans are robust and represent the
agreed levels of risk and that the business operates in line with
all regulatory responsibilities and prudential regulatory capital
requirements.
The CEO represents Virgin Money externally with key stakeholders,
including government bodies and industry experts.
Mrs Gadhia also holds the position of Chairman of Scottish Business
in the Community (appointed on 12 December 2013) but receives
no remuneration for this role.
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Leadership – the Board
Chief Financial OƸcer (“CFO”)
The CFO, Lee Rochford, works alongside the CEO and the Executive
to design and deliver the Group’s business strategy. The CFO has
responsibility for the Ănancial management of the Group, including
day-to-day management of the balance sheet, measuring business
performance against plan and ensuring that the Group meets
statutory reporting obligations.
The CFO is responsible for ensuring the delivery of regulatory capital
and liquidity requirements and identifying opportunities to improve
the proĂt and loss performance of the business, provided that they
are within agreed risk appetite.
The CFO is responsible for maintaining appropriate cash resources
and projections and ensuring compliance with the terms of external
debt facing facilities, where relevant.
As well as his role with Virgin Money, Mr Rochford is a trustee
and the treasurer of the Migration Museum but receives no
remuneration for this role.

on the Board; the Independent Non-Executive Directors and the
Investor Directors.
The Non-Executive Directors are independent of management
and challenge them in an eƊective and constructive manner. They
monitor the success of the Executive in delivering the agreed strategy
within the risk appetite and control framework set by the Board.
It is a fundamental part of a Non-Executive Director’s role to
scrutinise the performance of the Group’s management in meeting
agreed goals and objectives and to satisfy themselves as to the
integrity of Ănancial information and systems of risk management
in place. Non-Executive Directors have a responsibility to bring
independent judgement to Board discussions by drawing on their
industry experience and knowledge of the Group. The current NonExecutive Directors have a broad range of experience as shown in
the biographies on pages 44 to 45.

Non-Executive Directors’ terms of
appointment

The role of Norman McLuskie, the Senior Independent Director
(“SID”), is to provide a sounding board for the Chairman and to
support him in the delivery of his objectives. The role also involves
ensuring the views of all the other Directors are communicated to,
and given due consideration by, the Chairman. It is the responsibility
of the SID to be available to shareholders should they wish to convey
their concerns to the Board other than through the CEO or Chairman.
Finally, the SID is involved in evaluating the Chairman’s performance
and considering succession planning for the role of Chairman.

The Chairman and the Non-Executive Directors each have a letter
of appointment which sets out the terms and conditions of their
Directorships, including the fees payable and the expected time
commitment. Each Non-Executive Director is expected to commit
a minimum of 36 days per year to the role, including time spent
as members of Board Committees. Non-Executive Directors are
appointed for three years, after which the Board will decide whether
it is in the best interests of the Group and its shareholders to renew
their appointment for a further three-year term. The eƊectiveness
of the individual’s performance and commitment to the role will be
a relevant consideration in any appointment renewal.

Company Secretary

Board diversity

The Company Secretary, Katie Marshall, was appointed on
26ǆSeptember 2013. The Company Secretary works closely with the
Chairman, the CEO and the Board Committee Chairmen in setting
agendas for the Board meetings and the Board and Executive
Committee meetings. The Company Secretary also ensures that
accurate, timely and appropriate information ăows within and to
the Board and its Committees, and between the Directors and the
Executive in general.

Virgin Money recognises the value of achieving diversity on the
Board and throughout the Group. Virgin Money and the Nomination
Committee believe that the Board must be made up of competent
colleagues with the necessary balance of skills, experience and
background the Board requires to ensure sound strategic decisions,
accountability and appropriate governance, leading in turn to a
more eƊective Board.

Senior Independent Director

Non-Executive Directors
It is of vital importance to the Group’s shareholders and regulators
that the right people are in the right roles to promote eƊective risk
management. Non-Executive Directors have a key role to play in
good governance. There are two types of Non-Executive Director

Virgin Money is committed to achieving meritocracy throughout the
Group, including any independent appointments made to the Board,
and ensures its processes and procedures remove any unnecessary
barriers and unconscious biases in order to attract and appoint the
best individual for each position.
The Board is committed to ensuring that at least 25 per cent of the
Board is made up of women. In 2014 Virgin Money will put in place
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Leadership – the Board
and publish its Board Diversity Policy detailing this commitment.
Further detail on the current diversity of the Board can be found
in the Report of the Chairman of the Nomination Committee on
pageǆ62.

How the Board operates
The Board and Operating Bank Boards meet regularly, with eleven
scheduled meetings each year. Additional Board meetings are held
when necessary. Board agendas are structured to allow adequate
and suƋcient time for discussion of the items on the agenda,
particularly strategic matters. Board and Board Committee papers
are delivered Ăve days before the meeting via a secure system,
which can be accessed by Directors electronically. After each
meeting, the Chairman meets with the Company Secretary to agree,
amongst other matters, the actions to be followed up to review
agenda items for the next meeting and to discuss the eƊectiveness
of the meeting.

The Chairman engages with each of the Independent NonExecutive Directors and the CEO before each scheduled meeting to
discuss any matters they wish to raise at the meeting. In addition
the Chairman and the CEO have an ongoing dialogue with the
Investor Directors and the major shareholders.

Number of meetings and attendance
In 2013 there was one additional Company Board meeting held at
short notice to discuss a strategic transaction. In total, therefore,
the Board met 12 times during the year. The attendance of
individual Board members at Board and Board Committee meetings
during the year, with the number of meetings each person is eligible
to attend shown in brackets, is set out below.
During the year each of the Non-Executive Directors met the
commitment speciĂed in their letters of appointment.

2013 Board and Board Committee attendance
Director

Board Remuneration
Committee

Nomination
Committee

Risk
Committee

Audit
Committee

Strategy
Committee

Balance
Sheet
Committee

5 (5)

6 (6)

2 (2)

5 (5)

Chairman
Sir David Clementi

12 (12)

10 (10)

3 (3)

Norman McLuskie

12 (12)

10 (10)

3 (3)

5 (5)

6 (6)

2 (2)

5 (5)

Colin Keogh

11 (12)

10 (10)

3 (3)

5 (5)

6 (6)

2 (2)

5 (5)

10 (12)

-

3 (3)

-

-

2 (2)

-

Independent Non-Executive Directors

Non-Executive Directors
Gordon McCallum
Patrick McCall

10 (12)

-

-

-

-

-

-

James Lockhart III

12 (12)

-

3 (3)

-

-

1 (2)

-

12 (12)

-

-

-

-

2 (2)

-

Finlay Williamson
(resigned 7 October 2013)

8 (9)

-

-

-

-

-

-

Lee Rochford
(appointed 7 October 2013)

3 (3)

-

-

-

-

-

-

Stephen Pearson
(resigned 26 September 2013)

9 (9)

7 (7)

3 (3)

4 (4)

4 (4)

2 (2)

4 (4)

Katie Marshall
(appointed 26 September 2013)

3 (3)

3 (3)

-

1 (1)

2 (2)

-

1 (1)

Executive Directors
Jayne-Anne Gadhia CBE

Company Secretary
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Board activity in 2013
Key activity for the Board during the year included:

›

›
›
›
›
›
›
›

discussing and reviewing progress of the transformation
programme, following the successful integration in 2012 of
Northern Rock. This included the acquisition of £1 billion of
Virgin Money credit card assets from MBNA in January 2013 and
commencing the subsequent build of retail banking operations
to enable Virgin Money to issue its own credit cards in the
future, as well as to support Virgin Money current accounts;
considering and approving Virgin Money’s risk appetite and the
Group’s capital, funding and liquidity plans;
considering and approving a refreshed three year strategic plan;
reviewing strategic options open to the Group, including
acquisition opportunities and distribution strategy;
considering and approving the sale of Church House Trust
Limited, the completion of which is subject to regulatory
approval;
discussing changes in the composition of the Board, including
the approval of a new Chief Financial OƋcer and recruitment of
additional Non-Executive Directors;
receiving commercial, Ănancial, operational, risk, sales and
marketing and culture updates, and discussing their progress
against the strategy; and
receiving regular updates on global economic conditions, and
on regulatory developments and the outlook for the industry.

During 2013 the Board met with the Financial Services Authority
(“FSA”) Prudential Team and, following the replacement of the
FSA in April, held meetings with representatives of the two new
Ănancial regulators, the Financial Conduct Authority (“FCA”) and
the Prudential Regulation Authority (“PRA”). These meetings
ensured that all Directors had the opportunity to hear Ărst hand
reports from Virgin Money’s principal regulators and to exchange
views. In addition, ongoing ordinary course contact with the FCA
and PRA was maintained with Board members and certain of the
Executive throughout the year, ensuring an open and collaborative
relationship with both regulators.

Priorities for 2014
The key priorities for the Board in 2014 are to oversee the progress
of the actions and commitments Virgin Money has made in its
strategic plan for 2014, namely to continue to grow its business,
develop its own credit card operation and launch its new current
account. Further details of the Group’s Strategic Goals for 2014 are
included in the Strategic Report on page 12.
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Director independence
The Board, through the Nomination Committee, considers and
reviews the independence of each Independent Non-Executive
Director on a regular basis. In carrying out the review, consideration
is given to factors such as length of tenure and the ability of the
Director to provide an objective challenge to the Executive.
During the Ănancial period, Mr Keogh and Mr Mcluskie continued
to be considered as Independent Non-Executive Directors.
Ms Spearing, who joined the Board on 29 January 2014, is also
considered as independent.

Directors’ external activities and conƷicts of
interest
Directors have a statutory duty to avoid situations in which they have
or may have interests which conăict with those of Virgin Money, unless
those situations are Ărst authorised by the Board. The Company’s
Articles of Association allow the Board to authorise potential conăicts,
and there is in place a procedure to deal with any actual or potential
conăict of interest. Directors must seek authorisation from the Board
before taking on additional responsibilities or external appointments,
and it is their responsibility to ensure that they will be able to meet the
time commitment expected of them as Directors of Virgin Money. All
potential conăicts approved by the Board are recorded in a Conăict
of Interests Register, which is reviewed by the Chairman of the
Nomination Committee each year to ensure that any conăicts which
have been approved have received authorisation from the Board and
are being managed appropriately.

with the People Director and Chief Risk OƋcer, for the ongoing
professional development of all Directors.
Induction programmes are tailored to each new Director, depending
on his or her experience and background.
The Group has developed a robust and structured programme for
the training of newly appointed ‘approved persons’, to ensure they
understand the role and their key responsibilities. Approved persons
are individuals, who are approved by the FCA and/or the PRA to
perform one or more ‘controlled functions’ on behalf of the regulated
entities within the Group. Controlled functions are divided between:

›
›

signiĂcant inăuence functions (“SIFs”) which include all
Directors) where the activities of these individuals can
materially impact upon the Ărms’ business aƊairs; and
the customer function, which relates to advising, arranging
transactions and managing investments.

The induction programme for the Directors, as SIFs, includes the
following items:

›
›
›

an induction pack providing background information on the
Group structure and corporate governance;
sessions with each of the Non-Executive Directors and members
of the Executive to ensure any new Director understands fully
the Group’s business and the challenges and opportunities
faced by each business area;
meetings with key external stakeholders, such as material
shareholders and regulators; and

Retirement and re-election of Directors

›

As the Company is a private limited company, it is not required
under Company Law to hold an annual general meeting (“AGM”) at
which Directors must retire. However, Virgin Money plc, as a public
limited company, is required to hold an AGM at which one third of
its Directors must retire from oƋce every year. At Virgin Money plc’s
AGM in March 2013, MrǆKeogh and Ms Watson retired, submitted
themselves for re-election and were duly re-elected.

After completing the induction programme, Directors transition
into the SIF Regulatory Training Programme for existing Directors,
to ensure their ongoing professional development.

Induction and training of Directors
The Board requires that every Director should receive appropriate
training on appointment and subsequently, as necessary. The
Group’s induction process is designed to ensure that every new
Director understands his or her responsibilities as a Director of the
Company and builds an understanding of the Group, its business
and the market in which it operates.
The Chairman, with the support of the Company Secretary, is
responsible for the induction of new Directors and, in conjunction

a core development pack which gives background on Virgin
Money’s operations and policies, along with key regulatory
information.

To enable the Board to function eƊectively, all Directors have access
to information which may be relevant to the discharge of their duties
and obligations. The Group also provides regular ongoing training on
topics such as capital and liquidity planning, hedging and regulatory
changes. Additional, speciĂc training and support is arranged by the
Company Secretary for any Director who requests it. The Chairman
ensures that all Directors are properly briefed on issues to be
discussed at Board meetings. All Directors are able to obtain further
advice or seek clarity on issues raised at Board meetings from within
the Group or from external professional sources. All Directors have
access to the advice and services of the Company Secretary who is
responsible for ensuring that Board procedures and applicable rules
and regulations are properly observed.
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How the Board’s performance is evaluated
In early 2013, Virgin Money commissioned Moloney Advisory LLP to
carry out a formal evaluation of the Board’s performance, building
upon a similar exercise carried out in April 2011 (the “2013 Board
EƊectiveness Evaluation”). The evaluation encompassed the
workings of the Company, Virgin Money plc and Church House Trust
Limited’s respective Board and Board Committees. The process
involved Moloney Advisory LLP conducting interviews with the
Board and key members of the Executive to explore topics such as
strengths and weaknesses, board mix, roles and responsibilities,
quality of management information, governance, capability and
succession planning and strategic focus. A quantitative ratings
approach was used to provide a useful benchmark to measure
against for future evaluations.

As far as the Board is aware, Moloney Advisory LLP has no other
connection with the Group. Therefore, the evaluation was entirely
impartial and objective.
The overall conclusion of the evaluation was that Board members
felt the Board to be Ăt for purpose, given the current size and
complexity of Virgin Money, with the Directors feeling able to
fulĂl their duty to promote the success of the Group and drive
the business forward whilst keeping it under prudent control. The
key recommendations are summarised below together with the
signiĂcant progress made by the Board to date.

Summary of the Board’s progress against the key actions arising from the 2013 Board Eƅectiveness Evaluation
Recommendation

Action taken

Ensure the experience and diversity Board composition is reviewed regularly and following a rigorous selection process, the Nomination
Committee recommended the appointment of Ms Spearing as an Independent Non-Executive
of the Non-Executive Directors is
Director. Ms Spearing was appointed on 29 January 2014 and brings further experience in Ănancial
broadened
services, with the additional beneĂt of broadening the Board’s gender diversity.
Ensure the Executive has the right
and best talent

In May 2013 the Nomination Committee received detailed proposals on the capabilities of and
succession planning for the Executive. This exercise led to a strengthening of the team with the
addition of Mr Rochford as Chief Financial OƋcer, Ms Greene as Director of Banking and Mr Mooney
as Director of Financial Services. These additions brought further Ănancial, banking and commercial
experience to the team. Capability and succession planning is reviewed and is discussed with the
Nomination Committee at least annually.

Ensure that timely and high quality
information ăows to the Board and
the Board Committees

A Board Protocol outlining key principles in respect of the quality and timeliness of circulation
of Board packs has been agreed with the aim of minimising excessive papers, improving the
quality of management information provided and timeliness of receipt. Board packs are reviewed
continuously in order to identify further improvements.
All Board papers are delivered before the meeting via a secure electronic system. This ensures
timely and secure receipt of information. Outside Board meetings, both the Chairman and
CEO regularly engage with Board members to ensure they are briefed on all key issues and
developments.
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Board Committees
As stated in the Role of the Board above, various powers and
authorities have been delegated to Committees of the Board. The
main Board Committees, outlined below, are replicated at the
Operating Bank levels, save for the Remuneration Committee which
operates at the Company only level and considers remuneration
matters on a Group basis.
Given the current size of the business and to promote eƋciency
the Board Committees of the Company and Operating Bank Boards
operate on a combined basis.
The Board Committees are as follows:

›
›
›
›
›

Nomination Committee
Audit Committee
Risk Committee
Balance Sheet Committee
Remuneration Committee

The Board also delegates authorities to the Executive and Executive
Committees (as discussed on page 72) to oversee the day-to-day
management of the Group’s aƊairs in a prudent manner.
The following sections contain the reports from the Chairmen of
the Board Committees outlining the Committees’ responsibilities
and how they were discharged in 2013.
The Virgin Money Annual Remuneration Report outlines the
Remuneration Committee’s responsibilities on page 76 and the key
Remuneration Committee activity in 2013 on page 75.
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Nomination Committee Chairman’s Report
Sir David Clementi, Chairman of the
Nomination Committee, reports on
how the Nomination Committee
discharged its responsibilities during
2013.

Nomination Committee membership:
In addition to the Chairman, there are Ăve Non-Executive Directors
on the Committee. The names of the members of the Committee
are set out below, together with attendance at meetings in 2013.
Independent
(on appointment)

Member

“It is essential that the Board and its
Committees are properly constituted
and balanced in terms of skills,
experience and diversity.”

Meetings
eligible
to attend

Sir David Clementi

Yes

OOO

Colin Keogh

Yes

OOO

Norman McLuskie

Yes

OOO

Gordon McCallum

No

OOO

James Lockhart III*

No

OOO

Marilyn Spearing**

Yes

Katie Marshall

Secretary

O Attended

P Did not attend

*Member of the Committee since 28 February 2013
**Member of the Committee since 29 January 2014

Sir David Clementi
Chairman, Nomination Committee

The CEO and the People Director are also invited to attend each
meeting, although they are excluded from discussions relating to
their own succession.

Chairman’s overview of 2013

Nomination Committee responsibilities and
activity in 2013

The focus for 2013 has been on Board composition, in particular,
the strengthening of the Independent Non-Executive Directors
together with capability and succession planning of the Executive.

The Nomination Committee is responsible for reviewing the
composition of the Board and Board Committees to ensure they are
properly constituted and balanced in terms of skills, experience and
diversity. In addition to this, it:

›
›
›

recommends to the Board the appointment of new Directors;
considers capability and succession plans for the Chairman,
CEO, the Executive and other senior roles; and
monitors corporate governance issues and developments to ensure
Virgin Money operates in line with best practice guidelines.

The Committee has met on three occasions during the year,
including a meeting solely to review and discuss the capability of,
and succession planning for the CEO and Executive.
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During 2013 the following key activities were undertaken by the
committee:

Board and Board Committee composition

›

›
›

following a review of the structure, size and composition of
the Board and the principal Board Committees and, in line with
the recommendations of 2013 Board EƊectiveness Evaluation,
the Committee agreed that the Board would be strengthened
and made more eƊective by the recruitment of additional
Independent Non-Executive Directors with the correct balance
of skills and experience. Egon Zehnder, an external search
consultant, with no connection to Virgin Money, other than
to provide such services, was appointed to identify suitable
candidates. Following a rigorous selection process, Ms Spearing
was appointed as an Independent Non-Executive Director to all
Boards and Committees with eƊect from 29 January 2014;
the Committee recommended the approval of Mr Lockhart’s
reappointment to the Board, on expiry of his initial term, for a
further three years, to take eƊect from 17 August 2013; and
the Committee considered and recommended for approval
by the Board the appointment of Mrs Marshall as Company
Secretary.

Capability and succession planning

›

a review of the capability of and succession plan for the
Executive and other business leaders resulting directly in a
strengthening of the Executive and senior leadership team.
Further detail of the changes to the Executive can be found
in the Corporate Governance: Board EƊectiveness section on
pageǆ59.

Diversity
In January 2014 the Committee discussed its approach to diversity
and agreed to prepare a Board diversity policy in early 2014. The
Board is committed to ensuring that at least 25% of the Board is
made up of women. Women currently represent 22.2 per cent of
the Board. The Group will publish its Diversity Policy in 2014 and
conĂrm the extent to which the gender target has been achieved.

Committee eƵectiveness
The Committee’s performance is considered as part of any Board
eƊectiveness evaluation undertaken. Details of the scope and
key recommendations arising from the 2013 Board EƊectiveness
Evaluation can be found in the Corporate Governance: Board
EƊectiveness section on page 60. The Chairman has reviewed a
report on the status of the action plan, to monitor the progress
being made against the recommendations identiĂed, and will
continue to monitor progress through 2014.

Priorities for 2014
In 2014, the Committee will continue to carry out regular reviews of
the balance of skills and experience on the Board and seek to make
further progress in the recruitment of additional Independent NonExecutive Directors. Executive succession will also be a key focus on
the Committee’s agenda together with embedding the approach to
Board and Committee eƊectiveness evaluations, especially in light of
the CRD IV changes, implemented with eƊect from 1 January 2014.

Corporate governance

›

›

a review of signiĂcant corporate governance developments in
the UK and EU, in particular, the impact of CRD IV on the activity
of the Nomination Committee. In January 2014, the Committee
approved proposed changes to its Terms of Reference to
embrace the CRD IV enhancements; and
an annual review of the Directors’ Interests Register to ensure
than an eƊective process for authorised conăicts is in place and
have been dealt with appropriately.

Sir David Clementi
Chairman
Nomination Committee
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Audit Committee Chairman’s Report
Norman McLuskie, Chairman of the
Audit Committee, reports on how
the Audit Committee discharged its
responsibilities during 2013.

“We are establishing best practice
principles by embracing the 31
recommendations of the Chartered
Institute of Internal Auditors’ guidance
on eƵectiveness of Internal Audit within
banks.”
Norman McLuskie
Chairman, Audit Committee

Chairman’s overview of 2013
The work of the Committee in 2013 has seen us address a variety of
topics:

›
›
›
›

accounting judgements and estimates;
a review of the framework of internal controls and the processes
by which the Group’s control environment is evaluated,
considering the work of the internal and external auditors;
a review of the Internal Audit function, including approving its
annual plan and monitoring its eƊectiveness; and
oversight of external audit eƊectiveness and independence,
leading to the re-appointment of KPMG LLP as the Group’s
auditor in 2013.

Audit Committee membership
Membership of the Committee and attendance at meetings held in
2013 is set out below. Sir David Clementi joined the Committee with
eƊect from 28 February 2013 and Ms Spearing with eƊect from
29 January 2014. Collectively, the Committee has considerable
Ănancial and Ănancial services experience on which to draw.
More information on the skills and experience of the Committee
members may be found in the Directors’ biographies on pages 44
to 45.
Independent
(on appointment)

Member

Meetings
eligible
to attend

Norman McLuskie (Chairman)

Yes

Colin Keogh

Yes

OOOOOO

Sir David Clementi

Yes

OOOOOO

Marilyn Spearing*

Yes

Katie Marshall

Secretary

O Attended

OOOOOO

P Did not attend

*Marilyn Spearing was appointed on 29 January 2014

Committee meetings were attended by members of the Executive,
including the CEO, CFO, Chief Risk OƋcer (“CRO”), Finance
Director, Head of Internal Audit and General Counsel, as well as
representatives from the business and other functions from
time-to-time. The Investor Directors attended the majority of Audit
Committee meetings as observers. The external auditor attended
each meeting and the Committee held a private session with the
external auditor, which was not attended by the Executive. This
private session allowed the Committee to discuss matters directly
with the audit team.
The Chairman reported after each Committee meeting to the Board
on the main matters discussed in Committee meetings to ensure
that all Directors were kept informed of the Committee’s agenda.
The Chairman made himself available if any Director wished to
discuss any particular matter in more detail and was in regular
contact with the Executive, including the CEO, CFO, Finance Director
and Head of Internal Audit. The Chairman interacted regularly with
the lead partner of Virgin Money’s external auditor, KPMG LLP.
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Audit Committee responsibilities and activity
in 2013
The Committee is responsible for:

›
›
›
›

monitoring the integrity of the Group’s Ănancial reporting and
satisfying itself that any signiĂcant Ănancial judgements made
by the Executive are sound;

monitoring and reviewing activities and performance of the
internal and external auditor, including monitoring their
independence and objectivity; and
overseeing the adequacy of the Group’s whistle blowing
arrangements.

Financial reporting and signiƶcant ƶnancial
judgements
The main matters and areas of judgement the Committee reviewed
and considered during 2013 were as follows:
With the support of the external auditor, the Committee assessed
whether suitable accounting policies had been adopted, whether
management had made appropriate estimates and judgements and
whether disclosures were balanced and fair. The main areas of focus
in 2013 and matters where the Committee speciĂcally considered
the judgements that had been made are set out below:
in late 2013 the Committee considered the presentation of a
skeleton 2013 Annual Report and Accounts (the “Accounts”)
and endorsed the recommendation for increased disclosure,
in line with current market expectations. The Committee
discussed the EDTF recommendations concerning risk
management disclosures and agreed with the Executive’s
recommendation to embrace such recommendations and
include enhanced risk management disclosures in a single
report in the Accounts;

In reviewing the results for 2013, the Committee considered and
approved the following signiĂcant management estimates and
judgements:

›
›

›

monitoring the Group’s internal controls, including internal
Ănancial controls and risk management system;

The Committee has met on six occasions during the year.

›

›

the judgements made in respect of eƊective interest rate (EIR)
methodology;
the disposal group classiĂcation conĂrming, based on
management’s expectation of the probability of a sale of Church
House Trust Limited (“CHT”), classiĂcation of CHT as a disposal
group on the balance sheet;

›
›

the deferred tax assets including their recoverability. The
Committee reviewed the level of tax provisioning in light of
ongoing discussions with HMRC;
the impairment of assets approving (i) a reduction in the
carrying value of the former Virgin Money operating IT
platform, that had been developed by Virgin Money prior to the
acquisition of Northern Rock plc to reăect the decision to use
an existing Northern Rock IT platform and (ii) reduction of the
carrying value of the current account platform;
the assessments and judgements made for IPO probability
in connection with the contingent consideration potentially
payable, as a result of the acquisition of Northern Rock plc on
1ǆJanuary 2012; and
the Group’s approach to impairment of loans and receivables.

The Committee also noted less signiĂcant management estimates
and judgements relating to:

›
›
›
›
›

contractual revenue recognition;
the carrying value of investments;
accounting for acquisitions and disposals;
debt or equity classiĂcation of Non-core Tier 1 notes; and
fair values of assets, liabilities and share based payments.

The Committee examined the accounting to ensure that
presentation in the Ănancial statements is clear and
understandable and consistent with accounting standards.
Further details of management estimates and judgements are
provided in note 1.7 of the notes to the Ănancial statements.
In addition, the Committee:

›

›

reviewed changes to accounting standards and the potential
impact that these may have on Virgin Money’s Ănancial
statements. In respect of accounting practices, the Committee
also reviewed a peer group analysis, undertaken in conjunction
with the external auditors; and
received regular updates from the external auditors on the
2013 year end audit process with focused discussion on the key
audit areas.

In February 2014, the Committee then considered and
recommended to the Board the approval of the Ănal 2013 Annual
Report and Accounts and were satisĂed that the recommendations
made by management concerning the assessment and judgements,
endorsed by the Committee, had been adopted in full.
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Internal control
To discharge the Committee’s responsibility to review the
eƊectiveness of the Group’s internal controls and the processes by
which the Group’s control environment is evaluated, the Committee
reviewed control issues and received reports on any material
incidents and audit Ăndings as well as reports on regulatory and
compliance matters. In addition the Committee keeps under review
the adequacy and eƊectiveness of the Group’s Ănancial and nonĂnancial controls, in conjunction with the Risk Committee.
Further details of the Group’s system of internal control and risk
management are included in the Risk Management Report on
pagesǆ88 to 136.

Internal Audit
To fulĂl the Committee’s responsibility to monitor the eƊectiveness
of the Internal Audit function, regular reports were received from
the Head of Internal Audit summarising the result of audit activities.
The Committee regularly reviewed the Internal Audit plan, any
changes proposed and the level of resourcing available to the
Internal Audit function.
The primary role of Internal Audit is to support the Board in the
discharge its their responsibility to protect the assets, reputation
and viability of Virgin Money. The Internal Audit function does this
by:

›
›
›

assessing whether all signiĂcant risks have been identiĂed and
appropriately reported by the Executive and the Risk function to
the Board;
assessing whether these risks have been adequately controlled;
and
challenging the Executive to improve the eƊectiveness of
governance, risk management and internal controls.

For these reasons the Head of Internal Audit is invited to attend all
Executive Committee meetings, referred to on page 72.
In July 2013, guidance was issued by the Chartered Institute of
Internal Auditors (IIA) to enhance the overall eƊectiveness of
Internal Audit and its impact within Ărms operating in the Ănancial
services sector in the UK. The Committee has embraced the
31ǆrecommendations aimed at establishing best practice principles
as a benchmark against which Ărms can measure the eƊectiveness
of internal audit. The initial assessment of the impact of the
guidance on Virgin Money has been discussed with the Committee
and the action plan in respect of any non compliant areas agreed.
Some actions can be taken immediately. Others will achieve full
compliance over a period of time.

The Head of Internal Audit provided the Committee with views on
the resourcing and eƊectiveness of the Internal Audit function. In
addition, the Head of Internal Audit presented the 2014 Audit Plan
which provides for increased coverage over the following high level
risk areas:

›
›
›
›
›
›

Prudential and Financial Risk;
Conduct Risk and Compliance;
Information Technology;
Operational Risk;
Strategic Risk; and
Governance, Risk and Control Framework.

Audit work in 2014 has been prioritised to areas of higher risk and
known business change.
The Committee reviewed and approved the annual Internal Audit
plan for 2014 on 30 January 2014.

External audit and its objectivity and
independence
An important aspect of the Committee’s role is to ensure that an
objective and professional relationship is maintained with the
external auditors.
The Committee makes recommendations to the Board in relation
to the appointment, re-appointment and removal of the external
auditor which are then put to the shareholders for approval. The
external auditors’ terms of engagement are approved by the
Committee, which also makes recommendations to the Board as to
the auditors’ remuneration.
The Committee reviews the scope and results of the annual external
audit, its cost eƊectiveness and the independence and objectivity of
the external auditor.
The Committee also reviews the nature and extent of any nonaudit services provided by the external auditor. In the event that an
external auditor provides non-audit services to the Group, auditor
objectivity and independence is safeguarded by virtue of the
Group’s Policy for Audit and Non-Audit Services. Under this policy,
the independence of an external auditor would be considered
impaired if, in providing non-audit services, it:

›
›
›

acted as the management or an employee of the Group;
performed a service which placed the Ărm in the position of
auditing its own work;
had a mutuality of interest with the Group; and
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›

was placed in a position of publicly supporting the Group’s
position.

The policy sets out circumstances in which the external auditor
may be permitted to undertake non-audit services. Allowable
services are pre-approved up to £250,000. For any non-audit
service engagement that exceeds £250,000 or where fees
cumulatively in one calendar year are expected to exceed £500,000,
the engagement requires approval from the Chairman of the
Committee (or in his absence, any member of the Committee).
The Group will not engage an external auditor for any service which
would violate any of these principles. Furthermore, the lead audit
engagement partner concerned is required to assess and approve
or decline each potential service.

Appointment of the external auditor
The Committee reviewed its external audit arrangements following
the acquisition of the Group’s major operating subsidiary, Northern
Rock plc (now Virgin Money plc), in 2012. Northern Rock had been
audited by PricewaterhouseCoopers LLP. The main outcome of
the review was the appointment of KPMG LLP as the auditor to the
combined Group.
The Committee recognises that the length of tenure of auditors is
under increasing scrutiny and, in the light of the 2012 revisions to
the Code and the recent announcement from the UK Competition
Commission, the Committee will keep this matter under review.
To discharge the Committee’s responsibility to assess the
performance and eƊectiveness of the auditor, the Committee

intends to carry out a detailed survey in early 2014, seeking views
from key stakeholders across the Group regarding the eƊectiveness
of the 2013 audit. The survey will assess audit quality with a
focus on strong audit governance; the Ărm’s methodology and its
eƊective application to Virgin Money; robustness of challenge and
Ăndings on areas which require management judgement; and the
quality of the senior members of the audit team.
In accordance with applicable ethical and professional standards,
KPMG LLP, the current external auditor is required to rotate
partners periodically in order to maintain their independence and
objectivity. The lead audit partner must be changed every Ăve years.
The current lead audit partner, Michael Peck, was appointed in
2010.

Priorities for 2014
For 2014, the key areas of focus for the Committee will be
oversight of the control environment, particularly surrounding the
development of current accounts and building of the credit card
infrastructure and greater oversight and review of the eƊectiveness
of external audit and Committee eƊectiveness generally.

Norman McLuskie
Chairman, Audit Committee
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Risk Committee Chairman’s Report
Colin Keogh, Chairman of the
Risk Committee, reports on how
Risk Committee discharged its
responsibilities in 2013.

“A key focus for 2013 has been the review
and oversight of transformation risk, in
particular, the execution risk in delivering
transformational projects.”
Colin Keogh
Chairman, Risk Committee

Chairman’s overview of 2013
In 2013 the Committee has focused on the principal risks inherent
within the Group:

›
›
›
›

Credit risk;
Market risk;
Funding and Liquidity risk; and
Operational and Conduct risk.

Risk Committee membership
Membership of the Committee and attendance at meetings held in
2013 is set out below. The Committee collectively has experience
in Ănance and Ănancial risk management. Information on the skills
and experience of the Committee members may be found in the
Directors’ biographies on pages 44 to 45.

Member

Independent
(on appointment)

Meetings
eligible
to attend

Colin Keogh (Chairman)

Yes

OOOOO

Norman McLuskie

Yes

OOOOO

Sir David Clementi
(from 28 February 2013)

Yes

OOOOO

Marilyn Spearing*

Yes

Marian Watson (Chief Risk OƋcer)**
(until 28 February 2013)

O

Finlay Williamson (Finance Director)**
(until 28 February 2013)

O

Katie Marshall
O Attended

Secretary
P Did not attend

*Marilyn Spearing was appointed on 29 January 2014
**Marian Watson and Finlay Williamson stepped down as Committee members to
ensure the independence of the Committee

Committee meetings were attended by members of the Executive,
including the CEO, CFO, CRO, and General Counsel. The Investor
Directors attended the majority of the Risk Committee meetings as
observers. From time to time, senior management below Board and
Executive level, including representatives of the Risk Management
function, attended meetings for speciĂc items. The external auditor
was invited to attend each meeting.
The Chairman provides an update to the Board after each Committee
meeting to ensure all Board members are aware of the Committee’s
areas of focus. The Chairman continues to be a member of the
Audit Committee, Balance Sheet Committee and Chairman of the
Remuneration Committee; the latter provides the Chairman with the
opportunity to provide direct input into remuneration decisions from
the perspective of risk management and control.

Risk Committee responsibilities and activity in
2013
The Committee met on Ăve occasions during the year.
During 2013, the Committee was responsible for and discharged
the following activity:

›

recommending to the Board the appropriate risk appetite for
the Group. The Committee considered changes to risk appetite
for 2013, in line with the Board approved strategy, including
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those changes required to support the Government’s Help to
Buy schemes;

›
›

›
›

›
›
›
›
›
›
›

monitoring the operation of the business within risk appetite,
comparing actual performance to limits set by the Committee
for individual types of risk including credit, market, liquidity,
interest rate, compliance and operational risk;
monitoring the Group’s risk proĂle, ensuring that management
identify principal risks and that they are being managed
appropriately. In particular operational and resource capability
associated with change and transformation programmes was
closely monitored;

More information on risk management and the internal control
framework is included in the Risk Management report on pages 88
to 136.
Some of the speciĂc key risk matters the Committee considered in
2013 were:

›
›

in conjunction with the Audit Committee, reviewing internal
control and risk management systems;
providing qualitative and quantitive advice on an annual basis
to the Remuneration Committee on considerations to be
applied to performance objectives incorporated in executive
remuneration. The Committee reviewed long-term incentive
plan performance targets, the adequacy of risk management
during a performance period prior to vesting, and the
appropriateness of claw back recommendations prior to the
release of deferred awards;
monitoring the adequacy of capital and liquidity and
recommending to the Board the Individual Capital Adequacy
Process (“ICAAP”), Recovery and Resolution Plan, and Risk
Assurance Plan and associated stress tests;
considering and approving the proposed macroeconomic
growth assumptions for use in the base case, the stress
scenarios and additional sensitivities to support the strategic
planning cycle;

regular updates on the progress in respect of Information
Security, a broader issue within Ănancial services generally. The
Committee will continue to monitor progress in 2014; and
regular updates on new regulatory requirements, assessing
the implications on Virgin Money, including, in particular, the
Mortgage Market Review, Consumer Credit Reform, Basel III/
CRD IV/CRR implementation and the Parliamentary Commission
on Banking Standards Ănal report ‘Changing Banking for
Good’. The Committee anticipates that this signiĂcant level of
regulatory change will continue for the next several years.

Internal controls and risk management
framework
In conjunction with the Audit Committee, the Committee
concluded its annual review of the Group’s internal control and risk
management framework to ensure it remains Ăt for purpose and
concluded that it remains so. More details can be found on page 92
of the Risk Management Report.

Remuneration
The Committee provided input to the Board Remuneration
Committee on risk metrics to be used to determine Ănancial
performance which was used to inform remuneration decisions for
2013. The Annual Remuneration report on page 73 includes more
detail on how risk is taken into account in remuneration decisions.

monitoring the performance of the Group’s Basel credit rating
systems and reviewing reports prepared by the Group’s Baseldesignated Committees;

Priorities for 2014

monitoring public disclosure of information regarding the
Group’s risk management policies and key risk exposures to
ensure they are in accordance with statutory requirements and
Ănancial reporting standards;

›

ensuring that risk is taken into account during the due diligence
phase of any strategic transaction;

The priorities for 2014 include:

›
›
›

focus on capital and prudential management following
implementation of CRD IV;
the ongoing transformation agenda within the business;
the extensive regulatory change environment; and
ongoing improvement to the risk framework.

receiving reports from the CRO and the Money Laundering
Reporting OƋcer with responsibility for reviewing the Group’s
arrangements for detecting fraud and preventing bribery; and
developing and approving the SigniĂcant Inăuence Approved
Persons 2013 Regulatory Risk Programme.

Colin Keogh
Chairman, Risk Committee
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Balance Sheet Committee Chairman’s Report
Norman McLuskie, Chairman of the
Balance Sheet Committee, reports on
how the Balance Sheet Committee
discharged its responsibilities during
2013.

“We have made good progress on
reviewing and challenging the underlying
balance sheet risks.”

Balance Sheet Committee membership
Membership of the Committee and attendance at meetings held in
2013 is set out below. The Committee collectively has experience
in Ănance and Ănancial risk management. Information on the skills
and experience of the Committee members may be found in the
Directors’ biographies on pages 44 to 45.

Member

Independent
(on appointment)

Meetings
eligible
to attend

Norman McLuskie (Chairman)

Yes

OOOOO

Colin Keogh

Yes

OOOOO

Sir David Clementi

Yes

OOOOO

Marilyn Spearing*

Yes

Finlay Williamson (Finance Director)**
(until 28 February 2013)

No

O

Marian Watson (Chief Risk OƋcer)**
(until 28 February 2013)

No

O

Katie Marshall

Secretary

Norman McLuskie
Chairman, Balance Sheet Committee

O Attended

Chairman’s overview of 2013

*Marilyn Spearing was appointed on 29 January 2014
**Marian Watson and Finlay Williamson stepped down as committee members to
ensure the independence of the committee

Virgin Money operates a separate Balance Sheet Committee in
addition to the Risk Committee to ensure proper and suƋcient
focus on balance sheet matters.
The focus for 2013 has been on liquidity risk management,
funding and interest rate risk. In addition, we have examined the
performance of the Group as measured against our balance sheet
metrics.

P Did not attend

Committee meetings were attended by the Group Treasurer and
members of the Executive including the CEO, CFO, CRO and General
Counsel, as well as representatives from the business and other
functions from time to time. The Investor Directors attended the
majority of the Balance Sheet Committee meetings as observers.
The external auditor was invited to attend each meeting.
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Balance Sheet Committee responsibilities and
activity in 2013
The Committee met on Ăve occasions during the year.
During 2013, the Committee was responsible for and discharged
the following activity:

›

›
›
›

›

›
›

reviewing and monitoring the Group’s key balance sheet
Ănancial exposures and advising and making recommendations
to the Board on the management of the balance sheet,
particularly with respect to the adequacy of liquidity and capital.
It also reviews market risk and wholesale credit risk;

The way in which the Committee discharged its responsibilities
during 2013 is described below:

›
›
›

the Group Treasurer provided reports updating on various
matters including market and economic conditions, capital,
liquidity, interest rate risk and wholesale credit risk;
the Committee reviewed and recommended to the Board
for approval the revised Virgin Money funding plans and any
speciĂc funding requirements of strategic transactions; and
the Committee reviewed and challenged the Individual
Liquidity Adequacy Assessment (ILAA) with particular focus on
conĂrming that Virgin Money’s liquidity position was prudent.

overseeing the management of the balance sheet, reviewing
balance sheet key metrics, funding, liquidity and the capital
plan;

Priorities for 2014:

monitoring, reviewing and making recommendations
concerning the quality of the capital base and the forecast
capital position and considering the projected capital resources;

›

overseeing liquidity and funding risk. These responsibilities
include ensuring the maintenance of an adequate supply of
highly liquid assets; reviewing the outcome of liquidity stress
testing scenarios; and reviewing, and recommending for
approval by the Board, the execution of signiĂcant funding and
capital transactions in accordance with agreed funding plans;
monitoring and reviewing the adequacy and resourcing of the
Treasury function. This involves approving the way Treasury is
organised to ensure it is appropriate for managing the market,
liquidity and funding risks inherent in the Group’s business,
and overseeing the work and reports of the Treasury related
Executive Committees;
monitoring and reviewing the Group’s exposure to interest rate
risk. This involves ensuring that the business operates within its
risk appetite for interest rate risk including the use of natural
oƊsets and derivatives to mitigate exposure to this risk; and
overseeing developments in the Group’s balance sheet
management systems to improve further its understanding and
control of interest rate risk.

Priorities for 2014 include:

›
›
›

implementation of the revised remit for the Committee based
on new Terms of Reference approved in January 2014;
review of the improved interest rate risk information to be
presented by Treasury;
consideration of how the emerging CRD IV regulation will aƊect
the balance sheet management strategy; and
monitoring the implementation of the key components of the
Group’s improved asset and liability management systems and
hedging strategy.

Norman McLuskie
Chairman, Balance Sheet Committee
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The Executive Team and its Executive Committees
The Board delegates authority to the Executive, which is led by
the CEO, and other sub-committees to oversee the day-to-day
management of the Group’s aƊairs in a prudent manner, within the
strategy and budget approved by the Board.

Each member of the Executive is expected to contribute to the
establishment of a strong culture across the organisation which
embodies Virgin Money’s brand and values and adequately supports
Virgin Money’s quest to make banking better.

The Executive comprises:

In order to ensure that high level matters which require crossfunctional oversight and engagement are dealt with appropriately,
the Executive and the Board have established nine Executive
Committees as follows:

›
›
›
›
›
›
›
›
›
›
›

Jayne-Anne Gadhia CBE (Chief Executive OƋcer)
Lee Rochford (Chief Financial OƋcer)
Marian Watson (Chief Risk OƋcer)
Mark Parker (Chief Operating OƋcer)
Brian Brodie (Sales & Marketing Director)
Matt Elliott (People Director)
Dave Dyer (Strategy Director)
Stephen Pearson (General Counsel)
Caroline Marsh (Culture Director)
Michele Greene (Director of Banking)
Anthony Mooney (Director of Financial Services)

›
›
›
›
›
›
›
›
›

Business Performance Committee
Risk Management Committee
Asset and Liability Committee
Pricing and Product Development Committee
Change Board
Customer Performance Committee
People Committee
Internal Audit Committee
Subsidiaries Board Update Committee

Executive

Pricing &
Internal Audit
Product
Committee Development
Committee

Asset and
Liability
Committee

Risk
Business
Management Performance
Committee
Committee

Change
Board

People
Committee

Customer
Performance
Committee

Subsidiaries
Board
Update
Committee

The Company Secretary and the Head of Internal Audit were invited to attend all Executive Committee meetings in 2013, while other
representatives from the business attended from time to time.
Katie Marshall
Company Secretary
3 March 2014

Virgin Money Group Annual Report 2013 I 73

People
Virgin Money’s colleagues are key to delivering a better bank
for customers. Colleagues are treated in the same way that the
Group aims to service customers – with honesty, transparency and
fairness.
Investment has continued in 2013 to progress colleague capability
and engagement. The integration programme started in 2012 has
been completed, notably harmonising the terms and conditions of
employment to bring together Northern Rock and Virgin Money.
The number of people employed has increased in order to meet
growth plans, a new approach to colleague development has been
implemented and the measurement of colleague feedback has been
enhanced.
Key areas of progress in 2013 are highlighted in the remainder of
this report.

Company integration
The harmonisation of all colleague terms and conditions has been
successfully completed with a colleague acceptance rate of over
99%, establishing a sustainable platform for the future growth of
the business. Harmonisation has led to:

›
›
›
›
›

revised working hours, enabling Stores to open for longer and
services to be available when customers need them
a new variable bonus approach focused on encouraging the
right behaviours and interactions with customers and no
incentives for product sales
a new pay architecture ensuring market competitiveness and
transparency of annual pay review outcomes
a single consistent and developmental approach to
performance management
introduction of ăexible beneĂts, providing colleagues with the
opportunity to make beneĂt choices to suit their needs. 73% of
colleagues made beneĂt elections for 2014.

Job growth
In order to meet growth plans employment has increased from
2,404 to 2,637 FTE. The commitment to Northern Rock colleagues
in 2011 to make no compulsory redundancies for 3 years has
continued to be honoured. Operational Headquarters have been
fully established in Newcastle, reaƋrming Virgin Money’s long-term
commitment to the North East.

Realising colleagues’ potential
A new approach to colleague development has been implemented,
including:

›
›
›
›
›

a new learning facility in Gosforth and a tailored learning website
an arrivals programme to welcome and consistently induct all
new joiners
development paths for all roles which support the achievement
of excellence and facilitate career progression
an in-depth six month development programme for all
managers
talent and succession reviews across the Group to assess
capability and establish rigorous succession plans.
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People
Building Virgin Money’s culture
Forǆthe Ărst time colleague engagement was measured through an
independent expert. Overall engagement was measured at 85%,
well ahead of comparator group benchmarks. 96% of colleagues
believe Virgin Money always strives to treat customers fairly. The
positive reaction of colleagues to the Group’s progress can also be
seen through the low colleague turnover rate of 6%.

Cultural progress is measured in a variety of ways including
customer and colleague surveys.
Colleagues have signiĂcantly improved the experience for
customers in 2013, with customer advocacy, as measured by net
promoter score, now amongst the very best of any bank.
The 2013 colleague survey demonstrated signiĂcant progress in
creating a working environment where colleagues are enabled to
excel in their role.

FTE by location
Total FTE1
Location

2013

2012

2013

2012

Store/Lounge

464

459

509

478

Edinburgh

147

92

141

85

1,721

1,572

1,768

1,543

Home

62

56

59

51

London

40

35

38

32

Norwich

195

182

195

176

Yeovil

8

8

8

8

Total

2,637

2,404

2,718

2,373

Gosforth

1
2

Average headcount2

Total FTE at year end including permanent and temporary colleagues.
The average number of people employed including permanent and temporary colleagues.
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Statement from the Chairman of the Remuneration Committee
Colin Keogh, Chairman of the
Remuneration Committee, reports on
how the Remuneration Committee
discharged its responsibilities in 2013.

I am pleased to present to you the Remuneration Committee’s
report which sets out annual remuneration for Executive Directors
in 2013.
The Group has delivered another strong performance this year. The
customer base has grown with over 800,000 new accounts opened
in 2013 and the Group achieved one of the highest net promoter
scores of any high street bank in the UK. The Core Tier 1 capital
ratio, a measure of Ănancial strength, has remained at industry
leading levels and a return to proĂtability has been achieved.
Progress has been made in building our own credit card business
and product range. The acquisition of £1 billion of Virgin Money
credit cards from MBNA was successfully completed.
Against this background I would like to share with you the
remuneration practices and policies for the Group and Executive
Directors, including the payments made to Executive Directors in
respect of performance during 2013.

Remuneration Committee attendance
Member

Independent

Meetings eligible
to attend

Colin Keogh (Chairman)

Yes

OOOOOOOOOO

Norman McLuskie

Yes

OOOOOOOOOO

Sir David Clementi

Yes

OOOOOOOOOO

Marilyn Spearing*

Yes

O Attended

P Did not attend

*Marilyn Spearing was appointed on 29 January 2014.

Membership of the Remuneration Committee has remained
constant throughout the year with attendance at Committee
meetings noted in the table below. Further information on the
Committee members experience can be found in the Board of
Directors biographies on pages 44-45.
2014 will see a continued focus on ensuring that the Group’s
remuneration practices remain robust and fair in an ever changing
regulatory environment, implementing the new CRD IV Capital
requirements and considering the impact of the forthcoming
Banking Reform Act.

Colin Keogh
Chairman of the Remuneration Committee
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Remuneration policy and principles
The Group’s ambition is to make ‘everyone better oƊ’ (EBO). To
achieve this colleagues are rewarded in line with best practice in the
UK Financial Services sector.
In summary, colleagues are rewarded appropriately for their
contribution to the success of the Group, with absolutely no
reward for inappropriate risk taking, in order to protect customers,
corporate partners and shareholders.

›

›
›

›

›
›

remuneration policy follows the relevant regulations
and guidance from the Prudential Regulation Authority’s
Remuneration Code. Virgin Money will not adopt remuneration
policies and practices which are inconsistent with the letter and
spirit of the Remuneration Code

›

our aim is to provide a compelling remuneration package which
attracts, retains and motivates colleagues to deliver sustainable
Group results and supports the principles of EBO

›

colleagues have the opportunity to earn a High Performance
Bonus each year based on individual performance. Additionally
there is a Share In Success Bonus awarding up to a maximum of
10% of salary if the Group performs above target. Executives do
not participate in the Share In Success Bonus
the variable component of the remuneration package is
intended to discourage colleagues from taking risks outside
of the Group appetite, supporting Virgin Money’s drive to
treat customers fairly and protect relationships with other
stakeholders, whilst protecting the Group’s long-term Ănancial
stability

›
›

the proportion of variable to Ăxed pay is set appropriately. Any
variable pay awarded will be designed to encourage colleagues
to take a longer-term view and eradicate a ‘high risk for high
return’ mentality
Virgin Money operates a proportionate approach to the
identiĂcation of Code StaƊ as required by the Remuneration
Code
for Code StaƊ, an appropriate proportion of any variable pay
awarded is paid on a deferred basis through the Phantom
Incentive Plan. This is intended to promote long-term risk
awareness amongst colleagues and aligns interest with
shareholders
remuneration will be in-line with the market rate for the size,
nature and complexity of the Group
remuneration is equitably distributed within the Group; there
is parity in cross-functional remuneration; equality in pay for
similar work regardless of gender, sexual orientation, race,
religious belief, disability or age
all Executive Directors were considered Code StaƊ in 2013 and
as such all variable remuneration is deferred in line with these
requirements.
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Directors’ remuneration
Executive Director remuneration framework
The table below sets out the key components of the Executive
Directors’ remuneration which have been approved by the
Remuneration Committee. All Executive Directors’remuneration
Fixed remuneration

Base
Salary

Pension

Beneāts

Variable
remuneration

Annual
Bonus

Growth
Shares
2013
Incentive
Scheme

is reviewed by the Remuneration Committee annually against
individual and Group performance.

Purpose and link to strategy

Operation

Rewards Executive Directors appropriately for
their role and is set at a level that maintains an
appropriate ratio to variable pay.

Normally reviewed annually, any increase generally eƊective from
April.
When determining base salary levels consideration is given to:
› corporate and individual performance
› the skills, experience and responsibilities of the Executive Director
and the market value of the role

Provides a contribution towards retirement beneĂts
whilst managing the overall cost to the Group.

DeĂned Group contributions set as a percentage of base salary, up to
20% maximum for Executive Directors.
An individual may elect to receive some of their employer contributions
as cash, to the extent that they are in excess of HM Revenue and
Customs (HMRC) allowances.
Only base salary is pensionable.

Provide a competitive and cost eƊective ăexible
package.

Virgin Money provides a range of beneĂts which may include a
car beneĂt (or cash equivalent), private medical insurance and life
assurance.
Other beneĂts may be oƊered if considered appropriate and reasonable by
the Remuneration Committee.

Purpose and link to strategy

Operation

Incentivises annual performance against individual
and corporate targets agreed by the Remuneration
Committee.

Bonus pool determined by performance against ProĂt Before Tax (PBT)
target, adjusted based on a mix of Ănancial and non-Ănancial targets
in the Corporate Balanced Scorecard. The pool can be adjusted for any
other material issues or known current and future risks.
› CEO: A maximum of 200% of Ăxed pay earned in the year
› CFO: A maximum of 200% of salary earned in the year
In order to encourage retention and ensure a long term perspective, 80%
of the annual award is deferred into the phantom incentive plan which has
a value based on the Tangible Net Asset Value of the Group. The deferral
periods range from 6 months to 4 years (with an additional sixǆmonth
retention period post vesting).

Reward Executive Directors for the growth of
Company value.

Executive Directors can subscribe for A or B shares which provide an
interest in the overall growth of the Group above an initial hurdle rate
that is increased by 8% per annum. Any value generated is triggered by
an exit event.

Provides alignment between shareholders and
Executive Directors.

Provides an award of Company shares spread over 18 ǆmonths
following an Initial Public OƊering (IPO)
Maximum awards are:
› CEO: 0.25% of the Group value at IPO
› CFO: 0.125% of the Group value at IPO
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Directors’ remuneration
Executive Directors’ potential earnings in 2014 based on performance
The chart below illustrates the amounts Executive Directors would
be paid under three diƊerent performance scenarios for 2014:

›

Minimum: shows the Ăxed elements of pay (salary, pension and
beneĂts)

›
›

Target: assumes target levels of performance are achieved
Maximum: assumes performance has been truly exceptional
across all measures set

Executive Directors’ potential earnings in 2014

£2,500K
£2,250K

Salary
Pension and beneĂts

£2,000K

Annual bonus paid
Annual bonus deferred

£1,750K
£1,500K
£1,250K
£1,000K
£750K
£500K
£250K
£0K

Minimum

Target
J A Gadhia CBE

Maximum

Minimum

Target
L Rochford

Maximum
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Further information on individual remuneration elements
Base salaries were last increased with eƊect from 1 April 2013. The CEO’s remuneration was revised from 1 January 2014. This increased
Ăxed remuneration but reduced potential variable remuneration as shown in the table below.
CEO Remuneration

2014
£’000

2013
£’000

Base salary

637

550

Pension contribution

128

110

8

8

773

668

Maximum annual performance bonus potential

1,543

1,650

Total potential remuneration

2,316

2,318

Fixed remuneration

BeneĂts
Total āxed remuneration
Variable remuneration

Base salary
The table below sets out the base salary levels for Executive Directors for the previous two years and 2014.
Base salary

2014
£’000

2013
£’000

2012
£’000

J A Gadhia CBE

637

550

500

L Rochford

450

450

N/A

N/A

285

260

1

F Williamson

2

1
2

Lee Rochford was appointed as an Executive Director on 7/10/13.
Finlay Williamson ceased to be an Executive Director on 7/10/13.

Variable pay
The Group operates one annual bonus scheme, which rewards
performance against individual and corporate targets for the year.
Overall Group performance is measured against the PBT target and
a Corporate Balanced Scorecard which includes other performance

1
2

targets and measures. The Remuneration Committee may reduce
or cancel awards if it believes that the Group results are not
representative of the overall Group performance.

Maximum Annual Bonus Award Levels

2014

2013

2012

CEO1

200%

300%

300%

Other Executive Directors2

200%

200%

200%

Annual bonus award for 2014 based on Ăxed pay which is deemed to be salary, pension and other beneĂts. Annual bonus award for 2012 and 2013 based on salary.
Annual bonus award based on salary.
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Further information on individual remuneration elements
Committee’s assessment of performance inb2013
The Committee reviewed the Group performance and concluded
that a strong outcome had been delivered:

›
›
›

›

fortress balance sheet was maintained, remaining one of the
best capitalised banks with a Core Tier 1 capital ratio of 16.2%
at the end of 2013, on Basel II basis

underlying proĂt of £53.4 million in 2013, after an underlying
loss of £2.5 million in 2012, reăecting strong balance sheet
growth and higher margins

›

statutory proĂt before tax of £179.4 million in 2013, after
£150.6 million in 2012

These outcomes were achieved in a sustainable manner as attested
by the Corporate Balanced Scorecard.

proĂtability was driven by strong asset growth (17% mortgage
balance growth and the acquisition of £1 billion of credit cards)
and enhanced net interest margin (rising from 0.54% to 1.26%
year-on-year)

The Committee reviewed existing deferred bonus arrangements
from prior years and concluded that there were no material risks or
restatements to the Ănancial performance requiring adjustment to
awards.

strong liquidity position maintained with a loan-to-deposit ratio
of 96% at end of 2013.

Total remuneration for Executive Directors inb2013
Taking into account pension contributions and beneĂts, the total remuneration received by Executive Directors for 2013 is illustrated below
compared with the previous year.

£1,400
Salary

£1,200

Pension and beneĂts

£1,000

Annual Bonus
Deferred Bonus

£800

Other deferred settlements

£600
£400
£200
£0

2013
Jayne-Anne
Gadhia

2012
Jayne-Anne
Gadhia

2013
Lee
Rochford

2013
Finlay
Williamson

2012
Finlay
Williamson

Notes:
1. Payments for Lee Rochford are in respect of the period 7 October to 31 December 2013 following his appointment as an Executive Director.
2. Payments for Finlay Williamson are in respect of the period 1 January to 7 October 2013 when he ceased to be an Executive Director.

Executive Directors’ pension
All Executive Directors receive a Ăxed percentage of salary earned
in the year as a deĂned contribution to either the Group’s deĂned
contribution pension scheme or direct to a third party pension

provider. A cash payment may be taken in lieu of a pension
contribution, to the extent that HM Revenue & Customs limits have
been reached in any one year.
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Further information on individual remuneration elements
Executive Directors’ pay
JayneJayneAnne Gadhia Anne Gadhia
2013
2012
Fixed remuneration

%

Lee
Rochford1
2013

Finlay
Williamson1
2013

Finlay
Williamson
2012

%

£’000

£’000

Change

£’000

£’000

£’000

Change

538

500

7

106

212

260

(18)

8

8

-

-

1

7

(86)

101

75

34

16

32

39

(18)

647

583

11

122

245

306

(20)

161

300

(46)

90

-

94

(100)

-

-

-

-

-

-

-

161

300

90

-

94

383

-

-

-

119

-

-

-

-

-

-

-

-

-

383

-

-

-

119

-

-

Other settlements current year cash

-

-

-

-

-

-

-

Other settlements current year shares

-

-

-

-

-

-

-

Other settlements deferred cash

-

-

-

245

-

-

-

Other settlements deferred shares

-

-

-

614

-

-

-

-

-

-

859

-

-

-

1,191

883

35

1,071

364

400

Base salary
BeneĂts
Pension contribution

2

Variable remuneration
Annual performance pay:
Current year cash bonus
Current year share bonus

(46)

(100)

Long term performance pay3:
Cash bonus - amounts vested in the year
Share bonus - amounts vested in the year

Other settlements4

1

2

Lee Rochford became an Executive Director on 7 October 2013. The Ăgure shown
above for 2013 Ăxed remuneration is for the period from 7 October 2013 to
31ǆDecember 2013. The Ăgure shown above for 2013 Ăxed remuneration for Finlay
Williamson is for the period from 1 January 2013 to 7ǆOctober 2013 when he ceased
to be an Executive Director.
The 2013 pension value for Jayne-Anne Gadhia of £101k is in respect of the whole
of 2013. This reăects cash in lieu of pension of 15% of salary from 1 January to 31
March 2013, payments made direct to a third party pension provider of 20% of
salary from 1ǆApril to 14ǆSeptember and cash in lieu of pension of 20% of salary from
15ǆSeptember to 31ǆDecember 2013.

(9)

3

Long term performance pay excludes payments in relation to deferred bonuses earned
in respect of Ănancial years prior to 2012 (which did not have further performance
conditions).

4

An award was made to Lee Rochford in 2013 to compensate for forfeited remuneration
from his previous employment. The remuneration oƊered on appointment was approved
by the Remuneration Committee and was not more generous than, and mirrored as far as
possible, the terms of the forfeited remuneration. The share award was deferred and will
be paid in 3 tranches with the last tranche vesting on 31 March 2016.
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Further information on individual remuneration elements
Scheme interests awarded during the ānancial year and long term incentive schemes
Lee Rochford

Growth scheme1
2013

Other2
2013

‘B’ Ordinary shares which convert
to Ordinary shares on an exit event

Ordinary shares

Service and performance conditions

Service conditions

102,128

25,957

52,085

614,702

100%

100%

B’ Ordinary shares purchased for 0.001

-

End of performance period/scheduled release date

Exit event occurring prior to 01/01/2022

31/03/2016

Performance measures and targets

Award based on 0.25% of the event value
less an initial threshold value of £913m
with an 8% annual hurdle applied

None

Type of award
Basis
Number of shares
Face value of award
Percentage of shares receivable if
minimum performance achieved
Exercise price

1

‘B’ Ordinary shares were awarded to Lee Rochford in 2013 on appointment as
Executive Director.

2

A share award was made to Lee Rochford in 2013 to compensate for forfeited
remuneration from his previous employment. The remuneration was approved by the
Remuneration Committee and was not more generous than, and mirrored as far as
possible, the terms of the forfeited remuneration. The share award was deferred and
will be paid in 3 tranches with the last tranche vesting on 31ǆMarchǆ2016.

Statement of Directors’ shareholding and share interests
The table below provides further details of Directors’ shareholdings.
Number of Shares held by Directors

Held beneĂcially1
Additional shares from unvested awards:

A/B shares subject to performance conditions
(maximum number of shares)
2

Lee
Rochford

Finlay
Williamson

Colin
Keogh

Norman
McLuskie

270,384

-

-

12,425

7,707

-

25,957

-

-

-

408,511

102,128

61,277

-

-

2

Ordinary shares subject to deferral but not
performance conditions

1

Jayne-Anne
Gadhia

Ordinary Shares with full voting rights.
On 7 October 2011 an equity based option scheme was established for the Chairman. See note 10 to the Financial Statements.
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Further information on individual remuneration elements
Service contracts
Executive Directors’ terms and conditions of employment are
deĂned in individual contracts which include a notice period of six
months. The contracts provide for the consideration of variable
remuneration each year and may be terminated immediately

with payments in lieu of notice in phased instalments, subject
to contractual mitigation. In the event of termination for gross
misconduct neither notice nor payment in lieu of notice is required
and any deferred awards fall away.

Executive Director

Service
contract date

Date ārst
appointed
to the Board

J A Gadhia

5 March 2007

12 March 2007

L Rochford

7 October 2013

7 October 2013

14 September 2009

27 January 2010

F Williamson

Other directorships

Former directors

None of the Executive Directors currently hold any paid external
directorships.

Finlay Williamson ceased to be an Executive Director on 7 October
2013, but has continued to be employed by the Group retaining
his contractual entitlements and remains the Financial Director of
Church House Trust Ltd.

Chairman’s, Non-Executive Directors’ and Investor Directors’ fee structure
The Investor Director fee structure for 2014 will be normalised with the Independent Director base fee structure.
Fee structure

Fees for 2014

Fees for 2013

Fees for 2012

£’000

£’000

£’000

330

330

330

Independent Director

100

100

100

Investor Director

100

50

50

Chairman of Balance Sheet Committee

10

10

10

Chairman of Audit Committee

10

10

10

Chairman of Risk Committee

10

10

10

Chairman of Remuneration Committee

10

10

10

Chairman

1

1

The Chairman’s contract is due to be revised in October 2014.
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Further information on individual remuneration elements
Chairman’s, Non-Executive Directors’ and Investor Directors’ Fees Paid
Fees paid

2013

2012

Fees:

£’000

£’000

Sir David Clementi

330

330

C Keogh

120

160

J Lockhart

50

119

P McCall

50

50

G McCallum

50

50

N McLuskie

120

160

720

869

1
2

2

1
2

Additional payments of £40k were made to C Keogh and N McLuskie in February 2012 in respect of time spent on merger and acquisition activity.
Payments in 2012 included backdated payments in respect of 2011 fees.

Virgin Money Group Annual Report 2013 I 85

Additional remuneration disclosures
Highest paid colleagues excluding CEO and CFO
Executives

1

2

3

4

5

6

7

8

£’000

£’000

£’000

£’000

£’000

£’000

£’000

£’000

315

260

279

256

244

209

214

194

4

1

1

1

1

1

1

1

47

39

42

38

37

62

32

29

366

300

322

295

282

272

247

224

60

83

60

77

-

60

65

60

-

-

-

-

-

-

-

-

60

83

60

77

-

60

65

60

Cash bonus amounts vested in
the year (awarded under the
Phantom Incentive Plan)
142

177

133

120

172

118

124

121

-

-

-

-

-

-

-

-

142

177

133

120

172

118

124

121

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

568

560

515

492

454

450

436

405

Fixed remuneration
Base salary
BeneĂts
Pension contribution

Variable remuneration:
Annual performance pay:
Current year cash bonus
Current year share bonus
Long term performance pay :
1

Share bonus amounts
vested in the year

Clawback of previous
deferred bonuses

1

Long term performance pay excludes payments in relation to deferred bonuses earned in respect of Ănancial years prior to 2012 (which did not have further performance
conditions).
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Remuneration Committee
Terms of Reference
The Remuneration Committee is responsible for determining and
recommending to the Board a Remuneration Policy and framework
which provides a structured and balanced remuneration package
for all colleagues. The Remuneration Committee determines the
speciĂc remuneration of the Chairman and each member of the
Executive Team, including entitlements under Share Incentive
Schemes, Pension Schemes and any compensation payments.
The Committee reviews the design of any performance-related pay
schemes and Share Incentive Schemes for approval by the Board.
The Remuneration Committee has due regard to the Remuneration
Code and other relevant requirements.

›
›
›
›
›
›

risk adjustment and malus consideration for deferred
remuneration payments
approach to variable pay deferral instruments
approach to an all employee share award
remuneration policy statement and Code StaƊ review
consideration of the implications of the Capital Requirements
Directive IV
approval of all senior appointments as required by the terms of
reference

The Remuneration Committee may take external professional
advice. During 2013, the Committee received advice from Towers
Watson & Co, PricewaterhouseCoopers LLP and Macfarlanes
LLP for remuneration and associated legal matters. As far as the
Remuneration Committee is aware, other than the provision of
such services and save as set out in this paragraph, none of these
Ărms has any other connection with the Company or the Group.
PricewaterhouseCoopers were the former external auditors
of Northern Rock (now Virgin Money plc) and provide internal
audit advice and other professional services to the Group. The
advice provided to the Committee by PricewaterhouseCoopers is
independent.

Remuneration Committee membership:

The Remuneration Committee approves all Executive Director
remuneration prior to appointment.

Marilyn Spearing
Committee member since 29 January 2014

The Remuneration Committee meets at least quarterly but more
frequently as required.

Investor Directors are invited to attend the Remuneration
Committee as observers.

Remuneration Committee activity in 2013

The CEO and the People Director are also invited to attend each
meeting, although they are excluded from discussions relating to
their respective remuneration arrangements.

The Committee has met on ten occasions during the year. The
Committee’s performance is considered as part of any Board
eƊectiveness review undertaken.
During 2013 the following areas of remuneration were considered:

›

2012 incentive funding based on audited accounts

The Committee Chairman and members are listed below and are
considered independent by the Board.
Colin Keogh
Committee member since 27 January 2010, Chairman since 27
January 2010
Norman McLuskie
Committee member since 21 October 2009
Sir David Clementi
Committee member since 7 October 2011
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Risk control and management
Management overview
Virgin Money aims to ensure a focus on risk management is at the heart of the organisation:

Risk management focus

Description

Culture

The business culture is open and has a focus on risk management, with risk considerations informing
Board and Senior Management decision making.

Strategic planning and risk
appetite

Board strategic planning is based on clear principles which aim to ensure that an appropriate balance of
risk and reward is achieved in growing a sustainable business. This is reăected in a clearly deĂned risk
appetite.

Risk framework

The Virgin Money risk framework aligns to risk appetite and to good standards of risk management
practice. The internal risk framework is regularly assessed to ensure it is Ăt for the developing business
model.

Governance

Governance structures within the business are robust and support risk management objectives.

Stress testing

Stress testing is an integral part of the planning and risk assessment process. Importantly the Board
approve the key stress scenarios and sensitivities which inform business planning.

The risk proĂle is driven by the business lines giving rise to the following risks:
Mortgages and
savings

Credit cards

Complementary Central support
ānancial
(incl Treasury)
products

Credit risk (page 95)

÷

÷

Market risk (page 120)

÷

÷

÷

÷

÷

÷

÷

÷

÷

÷

Funding and liquidity risk (page 126)
Operational and conduct risk (page 134)

÷

÷

A review of the changes in the business risk proĂle during 2013 concluded that Virgin Money is a stable and low risk business. This supports
the Directors' overall going concern assessment of the Group.

All disclosures in the Risk Management Report are unaudited unless otherwise stated.
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Risk control and management
Risk culture

Risk appetite and reporting

Corporate culture is fundamental to risk management at Virgin
Money. Our culture is open and risk aware. Considerations about
risk inform Board and Management decisions, while colleagues
are encouraged to highlight and address risk issues promptly.
Responsibilities for risk management are articulated clearly in
all job descriptions and performance reviews, and ultimately
determination of pay and bonus includes risk considerations. The
whistleblowing process protects colleagues who speak out.

The risk appetite statements and metrics outline the Board's view
of business risk capacity, appetite and limits. The risk appetite
statement aims to:

›
›
›

Strategic planning
Strategic planning is based on clear risk principles that drive
sustainable growth in the business. Virgin Money sets prudent
macro economic, market and growth assumptions. The Group is
committed to maintaining a strong balance sheet and focuses
on maintaining a well capitalised business with a strong liquidity
position. This is designed speciĂcally to support stable balance
sheet growth, our credit rating and Basel III/CRD IV requirements.
The business is predominantly retail deposit funded with some
diversiĂcation into non-retail funding. Loan originations grow in
line with available funding.

articulate the Board’s tolerance for risk in pursuit of the
strategic objectives;
ensure that the Group achieves, and is forecast to maintain, a
robust capital and liquidity position;
document the key limits which keep the business within risk
appetite.

Board reporting focuses on current and forecast risk appetite
positions and signiĂcant emerging risks.
Executive Committees manage the business within risk limits,
which measure the most signiĂcant risk performance metrics.
Management Committees gain insight into business performance
through the review of detailed risk and performance management
information.
Risk appetite is set and approved at least annually as part of
the business planning process and reăects the Group's latest
commercial, economic and regulatory thinking.
Virgin Money’s risk appetite statements are set out in the table
below:

‘Fortress’ balance sheet
Capital
Virgin Money maintains a high quality
capital base, targeting capital ratios which
support business development and the
risks inherent in the strategic plan and in
excess of regulatory minimum.
Depositor protection
As an authorised deposit taker, Virgin
Money ensures that depositors’ Ănancial
assets and all customers’ personal data are
protected.

Liquidity
Virgin Money operates an investment
strategy for its treasury assets which
prioritises liquidity and ensures that the
Group holds a liquid assets buƊer in line
with internal analysis and regulatory
guidance.
Minimise unrewarded risks
Unrewarded risks only expose Virgin
Money to downside risk. The Group
avoids unrewarded risks where possible
or controls them as far as is economically
feasible.

Proātability
Achieving appropriate proĂtability across
all business lines is essential to the
sustainability of Virgin Money.

Mature control environment
Virgin Money ensures that the control
environment is Ăt for purpose, supporting
the business as it grows in terms of people,
processes and systems.
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Risk governance
Risk is governed as shown below. The responsibilities of Board Committees can be found in the Corporate Governance Report on pages 52 to 72.

Board
Chairman: Sir David Clementi

Board Committees1
Balance Sheet Committee

Risk Committee

Audit Committee

Remuneration Committee

Chairman: Norman McLuskie
(Non-Executive Director)

Chairman: Colin Keogh
(Non-Executive Director)

Chairman: Norman McLuskie
(Non-Executive Director)

Chairman: Colin Keogh
(Non-Executive Director)

Executive Committees
Risk Management Committee

Asset and Liability Committee

Chairman: Chief Risk Oﬃcer

Chairman: Chief Financial Oﬃcer
Responsible for management and monitoring of
liquidity, funding, capital and asset and liability
management within agreed risk appetite and policy.

risk within agreed limits, monitors key risk exposures,
in relation to risk strategy recommends the approach
to managing all types of risk.

Risk Management Committee Sub-Committees
Prudential Steering
Committee

1

Operational Risk,
Conduct Risk
and Compliance
Committee

Additional Board Committee comprise Nomination Committee.

Credit Risk
Committee

Treasury Risk
Committee

Enterprise Risk
Framework
Committee
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Risk control and management
EƊective risk management is enhanced by a three lines of defence
model:

›

›

›

the Ărst line of defence is front-line colleagues – people at the
heart of the business who manage risk as part of their day to day
activity. Colleagues understand the risk appetite and framework
and know how they are applied in practice. This Ărst line of
defence oversees key partners and those to whom activities are
outsourced;

During 2013 Virgin Money has focused on staying abreast of
new regulatory requirements including the Financial Services
Act (Regulatory Reform), the Mortgage Market Review and the
requirements of CRD IV/CRR. The Group anticipate that this
signiĂcant level of regulatory change will continue for several years.
Virgin Money's key risks can be grouped into the following themes:

›

the second line of defence is the central risk and control
function which is responsible for oversight of the Ărst line and
putting in place policies, limits and approaches which ensure
the business performs within the risk appetite set by the Board.
These teams support the Ărst line of defence, monitoring the
performance of the Group and providing early warning of
adverse trends; and

›
›

the third line of defence is the internal audit function. This
provides assurance to the Board and Management on the
adequacy of design and operational eƊectiveness of the system
of internal controls.

Stress testing

›

Virgin Money considers actively a range of scenarios to ensure that,
under stress, Virgin Money does not exceed the Group's capacity to
absorb loss and recover from extreme business events or stressed
economic and market conditions. These are used to develop
stressed business, capital and funding plans.

›

Group-wide stress testing is an integral part of the annual business
planning process. The stress testing programme is overseen by the
Board which approves the stress scenarios and sensitivities which
test the viability of the business plan and supporting capital and
funding plans over the medium term. Liquidity stresses are a key
part of the programme, and are designed to assess the adequacy of
our liquid resources and contingent arrangements.
Stress testing also enables Virgin Money to identify early warning
signs of a signiĂcant deterioration in business performance and
enables appropriate management response.

Strategic and emerging risks
The UK banking sector has been in a period of ăux for several years.
Increased public scrutiny, a depressed economic environment in
the UK and worldwide economic volatility, coupled with signiĂcant
changes in the regulatory environment exert considerable external
pressure on the business model.

Transformation – Virgin Money has a strategic transformation
programme required to deliver the business plan which
includes:
building the infrastructure to facilitate the management,
servicing and strategic growth of the credit card business;
and
the launch of a current account product.

Both initiatives carry a level of risk in relation to the successful
and timely delivery of the Group’s business plan. These risks
are being carefully mitigated through robust risk and project
management disciplines to ensure that implementation of such
important initiatives is delivered in a safe manner. As the Group
develops new products and infrastructure the development of
the related risk and control framework is key.
Macroeconomic environment – The historically low bank base
rate impacts current earnings but, when interest rates start to
rise there may be a strain on customers’ ability to meet loan
repayments. Stress and scenario testing allows management to
focus on mitigating these risks.
Operational risks – Corporate partners and strategic suppliers
are key components of Virgin Money’s business model, bringing
the risk of disruption to service arising from the failure of a key
third party. Cybercrime and information security are a focus.
The Bank of England’s Systemic Risk Survey's most commonly
cited operational risk is the threat of cyber attack and the Group
has a programme of investment in security infrastructure to
mitigate this risk.

Through its subsidiary, Virgin Money Unit Trust Managers Limited
(VMUTM), the Group is exposed to a variety of risks through this
unit trust manager's normal operations, including the performance
of VMUTMs underlying funds under management, which are
themselves subject to movements in stock markets. The sole
income stream of VMUTM is reliant upon the performance of the
funds for which it is fund manager.
The Group currently mitigates the risk associated with stock market
movements through the use of a FTSE hedge.
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Core business risks
Risks relating directly to the balance sheet
The principal risks to which the Group's balance sheet is exposed are credit, market, funding and liquidity risk – their relationship to the
balance sheet is shown in the table below. Operational, conduct and compliance risk apply to systems, processes and people within the
organisation and are not directly linked to the balance sheet.
Balance sheet risk sensitivity
2013
(£m)

Retail
secured
credit risk

Retail
unsecured
credit risk

Wholesale
credit risk

Market
risk1

Funding
and
liquidity
risk

÷

÷

÷

÷

÷

Assets
Cash and balances at central banks
Disposal group assets held for sale
Loans and advances to banks
Loans and advances to customers
Investment securities
Derivative Ănancial instruments

1,423.5
85.9

÷
÷

626.9
20,351.2

÷

÷

÷

1,688.6

÷

÷

÷

187.5

÷

389.2

÷

÷

21,121.4

÷

÷

78.9

÷

÷

147.1

÷

÷

1,469.8

÷

÷

÷

÷

Liabilities
Deposits by banks
Customer accounts
Disposal group liabilities held for sale
Derivative Ănancial instruments
Debt securities in issue
Oƅ-Balance Sheet
Loan commitments (pipeline)
1

3,504.1

÷

The majority of market risk exposure lies within interest rate risk. Virgin Money has a small exposure to foreign exchange risk.

÷
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Credit risk
Credit risk arises from retail and wholesale exposures. These exposures are managed by two committees, the Credit Risk Committee which
holds separate sessions for secured and unsecured exposures, and the Treasury Risk Committee which reviews wholesale credit risk. Credit
risk is the risk that a borrower or counterparty fails to pay the interest or the capital on a loan or other Ănancial instrument.

2013
Risk type
Retail secured
credit

Retail unsecured
credit
Wholesale
credit

Exposure (£m)

2012

Exposure (%)

Exposure (£m)

Exposure (%)

Cause

19,577.1

80.5

16,768.6

78.4

Secured credit risk relates to
mortgages and other loans secured by
residential property.

808.8

3.3

0.3

0.0

Unsecured credit risk relates to credit
cards and current account overdrafts.

3,926.5

16.2

4,610.0

21.6

Wholesale credit risk relates to
investing the Group’s liquid assets and
hedging exposures.

The table below shows the maximum exposure to credit risk before taking account of any collateral held or other credit enhancements and before
provisions for impairment. The Group’s wholesale portfolio is entirely investment grade and has no impaired assets. 98.5% of retail secured assets
and 96.7% of retail unsecured are neither past due nor impaired. This quality is also reăected in key metrics:
retail secured loans over 3 months in arrears at 0.35% (2012: 0.37%) against the industry (CML) comparison of 1.68% (2012: 1.91%)
and an average indexed LTV of 59.8% (2012: 63.3%);
72.7% of the retail secured portfolio has an indexed LTV less than 70% and is geographically aligned to the UK market;
credit card accounts over 30 days in arrears represent 2.05% of the portfolio.

›
›
›

Virgin Money deĂnes three classiĂcations of credit quality (low risk, medium risk and higher risk) for all credit exposures. These are based on
the following criteria for the diƊerent credit risk exposure types.
Secured credit exposures are categorised as:

›
›
›

higher risk where they are past due or have a long run average probability of default (‘PD’) greater than 2%;
medium risk where assets are not past due but have a PD of greater than 1.7% and less than or equal to 2%; or
low risk assets are not past due and have a PD of less than or equal to 1.7%.

Unsecured exposures are categorised as:

›
›
›

higher risk where they are past due;
medium risk where they are currently beneĂting from a forbearance solution; or
low risk where they are neither past due nor in forbearance.

Wholesale credit exposures are assessed by reference to credit ratings. All of Virgin Money’s wholesale exposures are investment grade and
therefore classiĂed low risk.
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Credit risk
2013
Maximum exposure to
credit risk by credit quality (audited)

Low
risk

Medium
risk

Higher
risk

Total
exposures

Low
risk

Medium
risk

Higher
risk

£m

£m

£m

£m

%

%

%

On-balance sheet
Wholesale
Cash and balances at central banks

1,423.5

-

-

1,423.5

100.0

-

-

Investment securities

1,688.6

-

-

1,688.6

100.0

-

-

Loans and advances to banks

626.9

-

-

626.9

100.0

-

-

Derivative Ănancial instruments

187.5

-

-

187.5

100.0

-

-

Gross loans and advances to customers
– secured
15,519.5

2,294.3

1,763.3

19,577.1

79.3

11.7

9.0

779.0

3.2

26.6

808.8

96.3

0.4

3.3

20,225.0

2,297.5

1,789.9

24,312.4

83.2

9.4

7.4

3,504.1

-

-

3,504.1

-

-

-

Medium
risk

Higher
risk

Total
exposures

Low
risk

Medium
risk

Higher
risk

£m

£m

£m

%

%

%

1

Retail

Gross loans and advances to customers
– unsecured
Total on balance sheet
Oƅ-balance sheet
Loan commitments (pipeline)
2012
Maximum exposure to
credit risk by credit quality (audited)

Low
risk
£m

On-balance sheet
Wholesale
Cash and balances at central banks

1,604.5

Investment securities

1,534.3

Loans and advances to banks

-

-

1,604.5

100.0

-

-

1,534.3

100.0

-

-

1,310.2

-

-

1,310.2

100.0

-

-

161.0

-

-

161.0

100.0

-

-

Gross loans and advances to customers
– secured
12,857.3

2,196.4

1,714.9

16,768.6

76.7

13.1

10.2

0.3

-

-

0.3

100.0

-

-

17,467.6

2,196.4

1,714.9

21,378.9

81.7

10.8

8.0

1,385.5

-

-

1,385.5

-

-

-

1

Derivative Ănancial instruments
Retail

Gross loans and advances to customers
– unsecured
Total on balance sheet
Oƅ-balance sheet
Loan commitments (pipeline)

Virgin Money’s maximum exposure to credit risk has increased by 13.7% year on year. This increase is reăective of organic growth in secured
lending (17%) and the acquisition of the credit cards portfolio.
1

The Company has loans and advances to banks of £11.8 million (2012: £17.1 million) included in the balance.
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Credit risk
The maximum credit risk exposure for oƊ balance sheet items
relates to applications that have been approved but have not yet
been drawn by the customer and undrawn loan commitments
(pipeline). These commitments represent agreements to lend in
the future and can be cancelled unconditionally, subject to notice
requirements.

Retail credit risk management
The retail credit risk framework for new and existing customers is
comprised of the following key components:

›
›

›
›

›

automated statistically-based credit scoring models are used
for new and existing customers. These models are subject to
regular monitoring, review and approval;
credit decisions are based on an assessment that includes the
customer’s income and known expenditure to make sure that
any loan is aƊordable both at the application stage and for
the duration of the facility, and that the assessment considers
potential changes in the economic environment;
credit decisions may be manually underwritten by appropriately
skilled and competent colleagues acting within their agreed
delegated authority;
credit rating systems are used to measure the exposure
to the credit risks inherent in the retail secured credit
portfolios. Expected and unexpected losses are calculated
for retail secured assets with provisions held in relation to
losses expected to be incurred and capital held in relation
to unexpected losses. Risk measurement systems enable
measurement and management of portfolio concentrations in
line with risk appetite, including exposures to counterparties,
geographic regions, product types and risk factors; and
the composition and quality of retail credit portfolios are
monitored and reported through governance committees
regularly. Performance is also monitored to ensure that both
composition and quality remain in line with risk appetite limits.
Key credit risk metrics are benchmarked against competitors
and against industry averages to understand their relative
performance.

Retail secured credit risk
Signiƶcant events and environment
Mortgage Market Review
The Mortgage Market Review (‘MMR’) is a signiĂcant regulatory
initiative designed to deliver a mortgage market that works better
for consumers and is sustainable for all participants. Due to robust
responsible lending approaches, minimal changes are needed
to align lending policy with MMR requirements. Virgin Money
has reviewed the strategy for residential interest only lending to
reăect its position as a niche product. Applicants for interest only
products are fully assessed for credible and proven means to repay
the mortgage loan at maturity. The changes were implemented in
December 2013, well in advance of the rules coming into eƊect in
April 2014.
In December 2013 the Financial Conduct Authority (‘FCA’) published
their new data reporting requirements arising from MMR. The
purpose of the enhanced reporting is to allow the regulator to
monitor the key changes introduced by MMR and the impact it
has on customer outcomes. Virgin Money plans to implement
the changes to internal systems during 2014 ahead of the Ărst
reporting date of April 2015.
Interest only lending
There has been signiĂcant regulatory focus on interest only
residential mortgage loans both for existing and new customers. In
addition to the changes to credit policy implemented to meet MMR
requirements, Virgin Money, in line with the industry, is committed
to contacting all interest only mortgage customers whose loans
mature before the end of 2020. This will ensure that customers
have an opportunity to take steps to avoid mortgage repayment
shortfalls.
Help to Buy
Help to Buy formed part of the Government’s 2013 budget
announcement designed to increase the availability of low-deposit
mortgages for creditworthy households and to boost the supply
of new housing. Virgin Money has oƊered Help to Buy products
through the Help to Buy Equity Loan scheme from November
2013 and through the Help to Buy Loan Guarantee scheme from
December 2013.
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Retail secured credit risk proƶle
The table below shows loans secured on residential property gross and net of impairment provisions.
Gross loans and advances to customers (audited)

Advances secured on residential property not subject to securitisation
Advances secured on residential property subject to securitisation
Total advances secured on residential property
Residential Buy to Let loans not subject to securitisation
Total advances secured on residential property

2013

2012

£m

£m

14,317.3

9,510.9

2,888.5

5,392.5

17,205.8

14,903.4

2,371.3

1,865.2

19,577.1

16,768.6

(7.6)

Impairment allowance
Total

(7.7)

19,569.5

16,760.9

The mortgage portfolio has grown by 17% in 2013. Impairment allowance has remained ăat year on year. This is reăective of positive house
price movements throughout 2013 and improved arrears performance.

Retail secured credit concentration risk
Mortgage lending is provided to individuals based in the UK. The mortgage portfolio is geographically diversiĂed across the UK as shown
below.
Geographical concentration (audited)

2013

2012

£m

%

£m

%

East Anglia

457.0

2.3

401.8

2.4

East Midlands

918.1

4.7

818.7

4.9

North

878.0

4.5

852.1

5.1

Yorkshire & Humberside

1,101.8

5.6

1,008.6

6.0

North West

1,472.5

7.5

1,337.1

8.0

948.5

4.8

850.2

5.1

South West

1,537.4

7.9

1,374.1

8.2

South East

4,622.1

23.6

3,850.5

23.0

Greater London

5,305.6

27.1

4,108.6

24.5

503.3

2.6

457.8

2.7

1,560.1

8.0

1,484.2

8.8

269.8

1.4

222.7

1.3

Other

2.9

-

2.2

-

Total

19,577.1

100.0

16,768.6

100.0

West Midlands

Wales
Scotland
Northern Ireland
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Geographical concentration (audited)
2012

2013

25%

27%

33%

35%

8%

24%

8%

23%

8%
9%

Greater London

South East

South West

Other Regions

Scotland

Greater London

South East

South West

Other Regions

Scotland

The geographical split of the portfolio has seen increases in London and the South East reăecting the strength of the property markets in
these areas.
Loan size (audited)
1.2% (2012: 1.2%) of stock is represented by loans of £1 million and above.
Retail secured credit concentrations by loan size (audited)

2013

2012

£m

%

£m

%

0 - £100k

4,399.6

22.5

4,226.7

25.2

£100k - £250k

8,977.6

45.9

8,156.2

48.6

£250k - £500k

4,136.5

21.1

3,044.4

18.2

£500k - £1m

1,827.4

9.3

1,147.6

6.8

£1m - £2.5m

217.1

1.1

182.1

1.1

18.9

0.1

11.6

0.1

19,577.1

100.0

16,768.6

100.0

>£2.5m
Total
Loan size (audited)
1%

2013

1%

2012
7%

9%
23%

25%
18%

21%

46%

49%

0 -£100k

£100k-£250k

£250k-£500k

0 -£100k

£100k-£250k

£250k-£500k

£500k-£1m

£1m-£2.5m

>£2.5m

£500k-£1m

£1m-£2.5m

>£2.5m

The portfolio has seen an increase in the proportion of loans greater than £250k. This reăects the growth in London and the South East
where average house prices are higher than in the rest of the UK.
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Repayment type
The residential mortgage loan portfolio comprises three principal
loan repayment types: capital repayment, interest only and part
capital, part interest only (part and part).
Capital repayment loans amortise monthly through customer
repayments which comprise an interest payment and contribution
to the principal loan balance.
Virgin Money oƊers interest only loans which allow borrowers to
pay only the interest on the loan each month, with the capital to
be repaid in full at the end of the loan period from an acceptable
repayment vehicle. For residential mortgage customers, Virgin

Money continues to apply strict aƊordability criteria and restricts
applicant loan to value. For buy-to-let customers, interest only
mortgages continue to be the predominant repayment method,
with the majority of customers looking to the sale of the mortgaged
property as the ultimate loan repayment vehicle. These loans are
also subject to stringent lending standards.
Part and part loans provide customers with the ăexibility to choose
to pay a proportion of the loan on a capital repayment basis and a
proportion on interest only with the interest only element repaid
from an acceptable repayment vehicle.

2013
Residential
Retail secured credit concentrations by loan type (audited) mortgage loans

Buy-to-let
mortgage loans

Total

£m

%

£m

%

£m

%

10,396.5

60.4

394.1

16.6

10,790.6

55.1

Part and part

1,581.8

9.2

20.8

0.9

1,602.6

8.2

Interest only

5,227.5

30.4

1,956.4

82.5

7,183.9

36.7

17,205.8

100.0

2,371.3

100.0

19,577.1

100.0

Capital repayment

Total

2012
Retail secured credit concentrations by loan type (audited)

Residential
mortgage loans

Buy-to-let
mortgage loans

Total

£m

%

£m

%

£m

%

Capital repayment

8,615.9

57.8

289.6

15.5

8,905.5

53.1

Part and part

1,500.4

10.1

19.0

1.0

1,519.4

9.1

Interest only

4,787.1

32.1

1,556.6

83.5

6,343.7

37.8

14,903.4

100.0

1,865.2

100.0

16,768.6

100.0

Total

The interest only part of the residential portfolio now forms a lower proportion (30.4%) of the total portfolio than in 2012, reăecting Virgin
Money’s risk appetite for new interest only residential business.
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Loan to value (LTV)
The table below shows the proĂle of the retail secured portfolio in terms of indexed LTV – current outstanding balance compared to the
current property value.
Retail secured loan to value (audited)

2013

2012

LTV (%) – indexed value at ānancial year end
£m

%

£m

%

< 50%

4,620.1

23.6

3,529.7

21.1

50% - < 60%

3,890.5

19.9

2,371.1

14.2

60% - < 70%

5,718.0

29.2

3,997.7

23.8

70% - < 80%

3,605.8

18.4

3,997.0

23.8

80% - < 90%

1,549.5

7.9

2,387.7

14.2

141.7

0.7

422.7

2.5

51.5

0.3

62.7

0.4

19,577.1

100.0

16,768.6

100.0

90% - < 100%
>100%
Total

2013

2012

%

%

Average loan to value of stock – indexed

59.8

63.3

Average loan to value of new business

65.4

66.7

LTV (%) – Indexed value at Ƶnancial year end
2013

2012
9%

17%

21%

24%
18%

14%

24%
20%
29%
24%

<50%

50 - <60%

60 - <70%

70 - <80%

>80%

<50%

50 - <60%

60 - <70%

70 - <80%

>80%

Average indexed LTVs on the book have fallen by 3.5%.
This reăects Virgin Money’s risk appetite for mortgage origination as well as favourable economic conditions including a recent return to
house price growth.
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Retail secured credit quality
Impairment
Retail credit portfolios are reviewed regularly to determine whether
there is any objective evidence of impairment1. Retail assets are
assessed for impairment provisions where:

›

there is evidence of the customer experiencing signiĂcant
Ănancial diƋculty;

›
›
›
›

there is a breach of contract, such as default or delinquency in
interest or principal repayments;
the borrower enters bankruptcy or other Ănancial
reorganisation;
there are adverse changes in the payment status of borrowers; or
the customer is granted a concession for reasons of Ănancial
diƋculty that would otherwise not be considered.

Virgin Money does not currently permit customers to capitalise mortgage arrears by increasing the principal balance of the loan and
therefore considers there are no restructured accounts.

Type of impairment
assessment

Description

Individual impairment

Where the Group has taken possession of borrowers’ property or where speciĂc circumstances
indicate that a loss is likely to be incurred. For example, fraud cases would result in an individual
impairment assessment being undertaken.

Collective impairment

Impairment allowances are calculated for each portfolio on a collective basis, given the
homogenous nature of the assets in the portfolio. Accounts segmentation considers the
probability of default, the roll rate experience from default to possession and write-oƊ, and the
value of collateral held.

These parameters are regularly reviewed to ensure that they reăect current economic circumstances and the portfolio’s risk proĂle.
Virgin Money has amended its approach to the categorisation of assets by credit quality. The categorisation of secured assets is detailed in
the table below.

1

Secured credit risk
categorisation

Description

Arrears

Where the customers payment shortfall exceeds 1% of the current monthly contractual payment
amount.

Neither past due nor impaired

Loans that are not in arrears and which do not meet the impaired asset deĂnition. This segment can
include assets subject to forbearance solutions.

Neither past due nor impaired but
in forbearance

Loans that are categorised as neither past due nor impaired, but are currently subject to one of the
deĂned forbearance solutions.

Past due but not impaired

Loans that are in arrears or where there is objective evidence of impairment, but the asset does not
meet the deĂnition of an impaired asset as the expected recoverable amount exceeds the carrying
amount.

Impaired assets

Loans that are in arrears or where there is objective evidence of impairment, including changes
in customer behaviour or circumstances, and where the carrying amount of the loan exceeds the
expected recoverable amount. All fraud and operational risk loans are categorised as impaired
irrespective of the expected recoverable amount.

Observable data indicating that there has been a measurable decrease in the estimated future value of cash ăows or their timings.
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2013 Gross secured loans and
advances to customers
by credit quality (audited)

Residential
mortgage
loans

Total

£m

%

£m

%

£m

%

16,942.5

98.5

2,346.2

98.9

19,288.7

98.5

- of which in receipt of forbearance

297.8

1.7

8.7

0.4

306.5

1.6

Past due but not impaired

173.3

1.0

17.5

0.8

190.8

1.0

90.0

0.5

7.6

0.3

97.6

0.5

17,205.8

100.0

2,371.3

100.0

19,577.1

100.0

Neither past due nor impaired
1

Impaired
Total
1

Residential
buy-to-let
mortgage
loans

This category reăects accounts which are neither past due nor impaired but subject to forbearance solutions. Accounts in this category are also included in the neither past due nor impaired categorisation

2012 Gross secured loans and
advances to customers
by credit quality (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

Total

£m

%

£m

%

£m

%

14,622.3

98.1

1,842.1

98.7

16,464.4

98.2

- of which in receipt of forbearance

293.6

2.0

6.5

0.3

300.1

1.8

Past due but not impaired

146.8

1.0

10.4

0.6

157.2

0.9

Impaired

134.3

0.9

12.7

0.7

147.0

0.9

14,903.4

100.0

1,865.2

100.0

16,768.6

100.0

Neither past due nor impaired

Total

Impaired assets have fallen by £49.4 million during 2013 as a result of positive movements in the house price index and favourable arrears
performance. The credit quality of the book remains high with 98.5% neither past due nor impaired.
A greater proportion of loans are categorised as past due but not impaired as a result of positive house price index movements, which
means that impairment losses on these assets will not be incurred.
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Details of the fair value of the property collateral held against the assets held in the retail credit portfolio are provided in the table below.
Fair value of collateral against secured loans –
capped at loan value (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

2013
£m

%

£m

Total

%

£m

%

16,937.3

100.0

2,345.6

100.0

19,282.9

100.0

of which in receipt of forbearance

297.6

99.9

8.7

100.0

306.3

99.9

Past due but not impaired

173.2

99.9

17.5

100.0

190.7

99.9

88.8

98.7

7.6

100.0

96.4

98.8

2.6

92.9

0.0

100.0

2.6

92.9

17,199.3

100.0

2,370.7

100.0

19,570.0

100.0

Neither past due nor impaired

Impaired

of which in possession
Total

Collateral held in relation to secured loans is capped to the amount outstanding on an individual loan basis. The percentages in the table
above represent the value of collateral, capped at loan amount, divided by the total loan amount in each category.
Fair value of collateral against secured loans –
capped at loan value (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

2012

Total

£m

%

£m

%

£m

%

14,618.1

100.0

1,841.8

100.0

16,459.9

100.0

of which in receipt of forbearance

293.4

99.9

6.5

100.0

299.9

99.9

Past due but not impaired

146.8

100.0

10.4

100.0

157.2

100.0

Impaired

133.3

99.3

12.7

100.0

146.0

99.3

2.9

100.0

0.0

100.0

2.9

100.0

14,898.2

100.0

1,864.9

100.0

16,763.1

100.0

Neither past due nor impaired

of which in possession
Total

Negative equity on secured assets is shown in the table below:
Negative equity on secured loans (audited)

Residential
mortgage
loans

2013

Residential
buy-to-let
mortgage
loans

Total

£m

£m

£m

Neither past due nor impaired

5.2

0.6

5.8

of which in receipt of forbearance

0.2

0.0

0.2

Past due but not impaired

0.1

0.0

0.1

Impaired

1.2

0.0

1.2

of which in possession

0.1

0.0

0.1

6.5

0.6

7.1
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Negative equity on secured loans (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

Total

£m

£m

£m

2012
Neither past due nor impaired

4.2

0.3

4.5

of which in receipt of forbearance

0.2

0.0

0.2

Past due but not impaired

0.0

0.0

0.0

Impaired

1.0

0.0

1.0

of which in possession

0.1

0.0

0.1

5.2

0.3

5.5

Negative equity has been calculated excluding the impact of the Group’s EIR asset.
The proportion of secured balances in negative equity has reduced to 0.3% in 2013 (2012: 0.4%). This relates to £51.5 million of asset
balances in the mortgage portfolio that are exposed to negative equity (2012: £62.7 million). The amount of negative equity has increased
from £5.5ǆmillion in 2012 to £7.1 million in 2013 as a result of negative house price index movements in a small number of regions.
The table below shows the details of the credit quality of assets that are neither past due nor impaired. This represents 98.5% of secured
balances in 2013 (2012: 98.2%).
Credit quality for neither past due
nor impaired loans (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

2013
£m

Total

%

£m

%

£m

%

PD by internal ratings
Very low risk

3,430.9

20.2

1,249.1

53.2

4,680.0

24.3

Low risk

9,920.8

58.6

918.7

39.2

10,839.5

56.2

Medium risk

2,257.5

13.3

36.8

1.6

2,294.3

11.9

Higher risk

1,333.3

7.9

141.6

6.0

1,474.9

7.6

16,942.5

100.0

2,346.2

100.0

19,288.7

100.0

Total

Past due but not impaired loans can also be analysed by overdue term as shown below. These assets represent 1.0% of secured balances
(2012: 0.9%).
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Credit quality for neither past due
nor impaired loans (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

2012
£m

%

£m

Very low risk

3,080.0

21.1

Low risk

8,136.8

Medium risk
Higher risk

Total

%

£m

%

935.3

50.8

4,015.3

24.4

55.6

705.2

38.3

8,842.0

53.7

2,153.9

14.7

42.5

2.3

2,196.4

13.3

1,251.6

8.6

159.1

8.6

1,410.7

8.6

14,622.3

100.0

1,842.1

100.0

16,464.4

100.0

PD by internal ratings

Total

Virgin Money has amended its approach to categorisation of credit quality to align with the approach to CRD IV which was implemented on
1 January 2014. The credit quality of assets that are neither past due nor impaired is based on the long run average probability of default
(‘PD’) segmentation. Secured assets are categorised as:
very low risk where the PD is less than or equal to 0.8%;
low risk where the PD is greater than 0.8% and less than or equal to 1.7%;
medium risk where the PD is greater than 1.7% and less than or equal to 2%; and
higher risk where the PD is greater than 2%.

›
›
›
›

There has been a migration from the higher and medium risk categories, principally into the low risk category during the year. The long-run
average probability of default methodology is designed to minimise ăuctuations in capital requirements and movements can be principally
attributed to the greatest proportion of new business being written in low risk origination LTV bands.
Past due but not impaired loans (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

2013

Total

£m

%

£m

%

£m

%

Up to one month

56.0

32.3

3.9

22.3

59.9

31.4

One to three months

70.1

40.5

10.1

57.7

80.2

42.0

Three to six months

26.6

15.3

1.6

9.1

28.2

14.8

Over six months

20.6

11.9

1.9

10.9

22.5

11.8

173.3

100.0

17.5

100.0

190.8

100.0

Total
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Past due but not impaired loans (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

2012

Total

£m

%

£m

%

£m

%

Up to one month

49.0

33.4

2.2

21.2

51.2

32.6

One to three months

61.3

41.8

6.4

61.5

67.7

43.0

Three to six months

25.0

17.0

1.4

13.5

26.4

16.8

Over six months

11.5

7.8

0.4

3.8

11.9

7.6

146.8

100.0

10.4

100.0

157.2

100.0

Total

The past due but not impaired portfolio has increased by £33.6 million from 2012. This increase reăects movement out of the impaired
classiĂcation.
A further analysis of impaired assets by overdue term and by those assets where the borrower’s property is in possession is provided in the
table below. These assets represent 0.5% of secured balances in 2013 (2012: 0.9%).
Impaired assets by overdue term
and possession status (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

2013

Total

£m

%

£m

%

£m

%

Up to one month

38.5

42.8

4.0

52.6

42.5

43.5

One to three months

22.9

25.4

2.5

32.9

25.4

26.0

Three to six months

10.4

11.6

0.4

5.3

10.8

11.1

Over six months

15.4

17.1

0.7

9.2

16.1

16.5

2.8

3.1

-

-

2.8

2.9

90.0

100.0

7.6

100.0

97.6

100.0

Possession
Total
Impaired assets by overdue term
and possession status (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

2012

Total

£m

%

£m

%

£m

%

Up to one month

48.3

35.9

4.1

32.3

52.4

35.6

In one to three months

43.4

32.3

7.2

56.7

50.6

34.4

In three to six months

22.1

16.5

0.4

3.1

22.5

15.3

Over six months

17.6

13.1

1.0

7.9

18.6

12.7

2.9

2.2

-

-

2.9

2.0

134.3

100.0

12.7

100.0

147.0

100.0

Possession
Total

The total value of impaired assets has fallen by £49.4 million during the year, representing an improvement of 34%, due to positive
movements in the house price index.
The value of impaired assets in 2012 has been restated to reăect changes in the deĂnition of impaired assets undertaken during 2013 and
are presented here for comparative purposes.
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The table below reconciles the movement throughout the year of all secured loans classiĂed as impaired. The balance shown represents the
entire Ănancial asset rather than just the overdue elements.
Reconciliation of impaired loans (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

Total

£m

£m

£m

As at 1 January 2013

134.3

12.7

147.0

ClassiĂed as impaired during the year

131.1

21.0

152.1

(162.1)

(25.3)

(187.4)

(1.7)

(0.5)

(2.2)

(11.6)

(0.3)

(11.9)

90.0

7.6

97.6

2013

Transferred from impaired to unimpaired
Amounts written oƊ
Repayments
As at 31 December 2013
Reconciliation of impaired loans (audited)

Residential
mortgage
loans

Residential
buy-to-let
mortgage
loans

Total

£m

£m

£m

2012
As at 1 January 2012

-

-

-

Acquired through business combinations

117.3

6.5

123.8

ClassiĂed as impaired during the year

156.9

21.2

178.1

Transferred from impaired to unimpaired

(125.0)

(14.4)

(139.4)

(1.7)

(0.2)

(1.9)

Repayments

(13.2)

(0.4)

(13.6)

As at 31 December 2012

134.3

12.7

147.0

Amounts written oƊ

Total impaired assets on secured loans and advances to customers have fallen during the year principally driven by increases in property
values. Write oƊs remain low as a result of the low number of customers whose properties are taken into possession and sold.
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Impairment allowances held in relation to secured loans and advances have reduced slightly over the reporting period. This movement is despite
signiĂcant portfolio growth, and reăects positive house price index movements and a reduction in the value of loans in the portfolio that were
categorised as past due or impaired. During the year changes were also made to our provision model parameters, the most material of which were:

›
›

to recognise that the model was over-predicting the probability of customers defaulting on their loans; and
to increase the level of the forced sale discount recognised for residential owner-occupied mortgage loans to bring these in line with recent
experience and industry benchmarks.

As a consequence of these changes impairment provisions have remained ăat year on year. Increasing impairment coverage is driven by the
reduction in value of impaired assets and the increased impairment allowance held as a result of forced sale discount changes.
Details of Virgin Money’s impaired assets and provisions are provided in the table below.
Impaired assets and impairment provisions (audited)

Loans and
advances to
customers

2013
Residential mortgage loans
Residential buy-to-let mortgage loans
Total
Impaired assets and impairment provisions (audited)

£m

£m

%

£m

%

17,205.8

90.0

0.5

7.0

7.8

2,371.3

7.6

0.3

0.6

7.9

19,577.1

97.6

0.5

7.6

7.8

Loans and
advances to
customers

2012
Residential mortgage loans
Residential buy-to-let mortgage loans
Total

Impaired Impaired Impairment Impairment
loans loans % of provisions provisions %
loans and
of impaired
advances
loans

Impaired Impaired Impairment Impairment
loans
loans % of provisions provisions %
loans and
of impaired
advances
loans

£m

£m

%

£m

%

14,903.4

134.3

0.9

7.3

5.4

1,865.2

12.7

0.7

0.4

3.1

16,768.6

147.0

0.9

7.7

5.2

Provisions as a percentage of impaired loans has increased from 5.2% in 2012 to 7.8% in 2013. Increased coverage of impaired loans has
been driven by changes to the provision methodology to reăect recent loss experience.
The table below shows the reconciliation of impairment losses during the year.
Impairment provisions on loans and advances (audited)

On
advances
secured on
residential
property

On
advances
secured on
residential
buy-to-let
property

£m

£m

As at 1 January 2013

7.3

0.4

7.7

Increase in allowance during the year net of recoveries reăected
in the Statement of Comprehensive Income

1.4

0.7

2.1

(1.7)

(0.5)

(2.2)

7.0

0.6

7.6

2013

Amounts written oƊ during the year
As at 31 December 2013

Total

£m
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Impairment provisions on loans and advances (audited)

On
advances
secured on
residential
property

On
advances
secured on
residential
buy-to-let
property

Total

£m

£m

£m

As at 1 January 2012

0.3

-

0.3

Acquired through business combinations

6.2

0.3

6.5

Increase in allowance during the year net of recoveries reăected
in the Statement of Comprehensive Income

2.7

0.3

3.0

Amounts written oƊ during the year

(1.7)

(0.2)

(1.9)

Transferred to disposal group

(0.2)

-

(0.2)

As at 31 December 2012

7.3

0.4

7.7

2012

Impairment losses have reduced from £3.0 million in 2012 to £2.1 million in 2013.

Forbearance and possession
Virgin Money works with customers who have diƋculty paying
their mortgages, and will only repossess a property when all
other possibilities have been exhausted. Work is carried out with
customers to understand the cause of their payment diƋculties,
and an assessment of their income and expenditure is performed
to help them Ănd the most appropriate, aƊordable and sustainable
solution. Depending on their personal circumstances, customers
can be oƊered the following range of options:

›
›
›
›
›

1

arrangement to pay less than the contractual payment;
conversion to an interest only mortgage;
extension of the original mortgage term;
a discretionary payment holiday; or
repayment arrangements with customers where the agreed
mortgage term has expired but the loan has not been repaid in
full.

These assets are recognised as forborne on the basis that:

›
›

they are currently beneĂting from a forbearance solution, i.e.
payment arrangements less than the contractual payment or a
loan that has expired but has not been repaid in full; or
the customer has beneĂted from a permanent change to their
contractual terms within the past twelve months, i.e. conversion
to an interest only method of repayment, an extension to their
mortgage term or a discretionary payment holiday.

Provisioning methodology for mortgage loans beneĂting from
a forbearance solution reăects the latest performance on these
accounts1.
Once an asset is no longer recognised as forborne it will return to
the appropriate credit quality category in accordance with the table
on page 102.

An account may have beneĂtted from more than one forbearance solution in which case it is allocated to the forbearance category that we assess to have the highest risk so that the highest provision is
recognised for that account.
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Forbearance stock is shown in the table below:
2013
Forbearance stock (audited)

Neither
past due
nor
impaired

Past due
not
impaired

Impaired

Total

£m

%

£m

%

£m

%

£m

%

3.4

1.1

2.0

10.3

1.1

12.4

6.5

2.0

38.0

12.4

7.5

38.9

4.8

53.9

50.3

15.0

Term extension

179.3

58.5

5.9

30.6

1.0

11.2

186.2

55.6

Payment holiday

73.2

23.9

2.6

13.5

1.9

21.4

77.7

23.2

Expired terms

12.6

4.1

1.3

6.7

0.1

1.1

14.0

4.2

306.5

100.0

19.3

100.0

8.9

100.0

334.7

100.0

Payment arrangement
Transfer to interest only

Total
2012
Forbearance stock (audited)

Neither
past due
nor
impaired

Past due
not
impaired

Impaired

Total

£m

%

£m

%

£m

%

£m

%

2.9

1.0

1.2

5.0

1.7

8.1

5.8

1.7

54.2

18.1

8.9

37.3

9.3

44.3

72.4

21.0

Term extension

160.1

53.3

8.0

33.5

6.2

29.5

174.3

50.5

Payment holiday

67.9

22.6

4.5

18.8

3.3

15.7

75.7

21.9

Expired terms

15.0

5.0

1.3

5.4

0.5

2.4

16.8

4.9

300.1

100.0

23.9

100.0

21.0

100.0

345.0

100.0

Payment arrangement
Transfer to interest only

Total

The value of forbearance stock has remained largely level with 2012 despite considerable growth in the mortgage portfolio.

Forbearance activity and the performance of customers who are
currently beneĂting from, or have exited, a form of forbearance is
reported monthly though Credit Risk Committee and Risk Management Committee. Virgin Money monitors the outcome of its
forbearance activities. 87% of customers who exited forbearance
in December 2012 had remained within contractual terms from the
point of exit, and were either fully up to date or had redeemed their
loan as at December 2013.
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Retail unsecured credit risk
Signiƶcant events and environment
Credit cards
On 18 January 2013 Virgin Money plc entered into a transaction
to acquire economic ownership of £1 billion of the Virgin Money
branded personal credit card book issued by MBNA.
Throughout 2013 the credit card book has performed ahead of
expectations.

Current accounts
The existing current account book is a closed portfolio with overall
balances, including overdraft balances, anticipated to reduce
over time. There is no anticipated change to the risk proĂle of the
existing current account book.

Retail unsecured credit risk proƶle
The table below provides an overview of the Group’s unsecured
lending split by credit cards and overdrafts, net of impairment
provisions1.
The credit card and overdraft portfolios are not subject to any
securitisation.

Gross unsecured lending (audited)

2013

2012

£m

£m

808.6

-

0.2

0.3

Impairment allowance

(27.1)

(0.1)

Gross advances of unsecured lending after provisions

781.7

0.2

Credit cards
Overdrafts

Unsecured concentration risk

Retail unsecured credit quality

Virgin Money has no signiĂcant concentrations of risk within the
credit card portfolio. Credit cards are issued to retail customers
and there are no single name concentrations in the portfolio with
no individual account balance exceeding £50,000. The portfolio is
diversiĂed across UK regions with only the South East (27.7%) and
the North West (10.5%) representing more than 10% of portfolio
exposures2.

The approach to assessing retail assets for impairment provisions is
discussed in the Retail Secured Credit Quality section of this report.
There are no individual impairments in the credit card portfolio.
Collective impairment allowances are calculated on a portfolio basis
using formulae which consider the probability of default, the roll
rate from default to charge oƊ and the losses incurred on accounts
that are charged oƊ. A credit card asset is treated as impaired at
one day past due.

1

Credit card assets were acquired in January 2013 and overdrafts were reported as unsecured personal loans in last year’s Annual Report and Accounts.

2

Geographical analysis uses the same twelve regional classiĂcations as the secured portfolio.
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The schedule below contains Virgin Money’s gross retail unsecured loans and advances by credit quality.
2013
Gross unsecured lending to
customers by credit quality (audited)
Neither past due nor impaired

- of which in receipt of forbearance
Impaired
Total

Credit
cards

Overdrafts

Total

£m

%

£m

%

£m

%

782.0

96.7

0.2

100.0

782.2

96.7

3.2

0.4

-

-

3.2

0.4

26.6

3.3

-

-

26.6

3.3

808.6

100.0

0.2

100.0

808.8

100.0

2012
Gross unsecured lending to
customers by credit quality (audited)

Credit
cards

Overdrafts

Total

£m

%

£m

%

£m

%

Neither past due nor impaired

-

-

0.3

100.0

0.3

100.0

- of which in receipt of forbearance

-

-

-

-

-

-

Impaired

-

-

-

-

-

-

Total

-

-

0.3

100.0

0.3

100.0

96.7% of assets are categorised as neither past due nor impaired, with only 0.4% categorised as in forbearance, as a result of the strict
selection criteria applied at the time of purchase of the credit card assets. No accounts at the time of the portfolio selection were to be in
arrears. All assets past due are classiĂed as impaired and hence the categorisation of past due but not impaired is redundant.
2013
Impaired assets by overdue term (audited)

Credit
cards

Overdrafts

Total

£m

%

£m

%

£m

%

10.1

38.0

-

-

10.1

38.0

In one to three months

7.4

27.8

-

-

7.4

27.8

In three to six months

9.1

34.2

-

-

9.1

34.2

-

-

-

-

-

-

26.6

100.0

-

-

26.6

100.0

Up to one month

Over six months
Total

Performance of impaired assets by overdue term can be expected to deteriorate as accounts migrate from low arrears through to more
serious delinquency.
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The credit card portfolio was acquired on 18 January 2013, therefore there is no 2012 comparison.
Reconciliation of impaired loans (audited)

Credit
cards

Overdrafts

Total

£m

£m

£m

-

-

-

93.9

-

93.9

Transferred from impaired to unimpaired

(36.8)

-

(36.8)

Amounts written oƊ

(21.6)

-

(21.6)

Repayments

(8.9)

-

(8.9)

As at 31 December 2013

26.6

-

26.6

As at 1 January 2013
ClassiĂed as impaired during the year

Details of the impaired assets and provisions for unsecured lending are provided in the table below.
Loans and
advances to
customers

Impaired
loans

Impaired
loans %
of closing
loans and
advances

Impairment1
provisions

Impairment
provisions %
of impaired
loans

£m

£m

%

£m

%

808.6

26.6

3.3

27.0

101.5

0.2

-

-

0.1

-

808.8

26.6

3.3

27.1

101.9

Loans and
advances to
customers

Impaired
loans

Impaired
loans %
of closing
loans and
advances

Impairment
provisions

Impairment
provisions %
of impaired
loans

£m

£m

%

£m

%

-

-

-

-

-

Overdrafts

0.3

-

-

0.1

-

Total

0.3

-

-

0.1

-

Impaired assets and impairment provisions (audited)

2013
Credit cards
Overdrafts
Total
Impaired assets and impairment provisions (audited)

2012
Credit cards

1
As well as for impaired and past due assets, Virgin Money raises provisions to cover assets that are neither past due nor impaired. This caters for accounts that have an impairment trigger that has incurred but
not reported, based on empirical models.
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The movement throughout the year of all unsecured loans classiĂed as impaired is displayed below1.
2013
Impairment provisions on unsecured lending (audited)
As at 1 January 2013
Increase in allowance
Amounts charged/written oƊ
As at 31 December 2013

Credit
cards

Overdrafts

Total

£m

£m

£m

-

0.1

0.1

48.6

-

48.6

(21.6)

-

(21.6)

27.0

0.1

27.1

Credit
cards

Overdrafts

Total

£m

£m

£m

As at 1 January 2012

-

-

-

Acquired through business combinations

-

0.1

0.1

Increase in allowance

-

-

-

Amounts charged/written oƊ

-

-

-

As at 31 December 2012

-

0.1

0.1

2012
Impairment provisions on unsecured lending (audited)

Forbearance
Payment plans are the only form of forbearance recognised
currently by Virgin Money. Re-ageing of accounts is carried out
under certain conditions,2 but this activity is not recognised in
the forborne balances. Income and expenditure assessments are
undertaken for all customers entering into a payment plan to ensure
that the solution is sustainable and aƊordable and provides the

customer with a realistic opportunity to repay their debt in the
short to medium term. Total forbearance stock segmented by
credit quality is shown in the table below. Forborne assets represent
0.5% of unsecured lending. Once an asset is no longer identiĂed as
forborne it will return to the appropriate credit category.

2013
Forbearance stock (audited)

Neither
past due
nor
impaired

Past due
not
impaired

Impaired

Total

£m

£m

£m

£m

Accounts where the customer has been approved on a repayment plan

3.2

-

1.1

4.3

Total

3.2

-

1.1

4.3

The balance shown represents the entire Ănancial asset rather than just the overdue elements.
Re-ageing is returning an account to a paid up to date status and is applicable for customers at any stage of arrears who have made 3 consecutive payments of the minimum amount or more. Only one
occurrence of re-ageing is allowed in a 1 year period; 2 in 5 years or 3 over the life of the account.

1
2
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Wholesale credit risk
As described in the overview on page 95, wholesale credit risk arises
through investing the Group’s liquid assets and hedging exposures.
Wholesale credit risk can be broken down into two elements:

›
›

the risk of default or rating migration of issuers in the treasury
investment portfolio; and
the risk of default or rating migration of derivative
counterparties.

Signiƶcant events and environment
During the Ănancial year, there has been continued uncertainty in
markets as a result of the Eurozone debt crisis particularly relating
to peripheral European nations, although there has been some
easing of negative sentiment. Central banks in all major economies
have continued to undertake signiĂcant monetary easing,
accompanied with varying degrees of Ăscal austerity. Virgin Money
has no appetite for exposure to peripheral European markets and
therefore no direct exposure.

Credit risk arising from derivative transactions is mitigated by
collateralising exposures on a daily basis. Virgin Money posts
collateral to counterparties reciprocally if they have exposure to
Virgin Money. All derivative contracts are traded over the counter
(OTC) and settled under bilateral arrangements with counterparties.
These arrangements are documented as industry standard
International Swaps and Derivatives Association (ISDA) Master
Agreements with Credit Support Agreements (CSA). CSAs provide
Virgin Money with legal rights to set oƊ between contracts with
positive and negative fair value, as well as with collateral received or
posted in the event of default by a counterparty.
The only exceptions to bilateral posting requirements relate to
derivative transactions supporting the Gosforth mortgage-backed
funding programme. In these cases Virgin Money posts collateral in
excess of what the fair value of the transactions would require. Such
excess collateral forms part of the total exposures managed and
monitored under the wholesale credit risk limits.
The following measures below provide analysis of wholesale credit
exposures as represented on the balance sheet.

Wholesale credit risk management

Portfolio asset quality

The Board sets a prudent risk appetite for wholesale credit risk with
low appetite for credit losses. Priorities for the wholesale portfolio
are safety and liquidity.

The credit quality of the wholesale portfolio is assessed by
reference to public credit ratings as set out in the tables below. The
lowest rating of the three rating agencies is used for any exposure:
Moody’s, Standard and Poor’s and Fitch.

The wholesale credit policy sets a default credit limit structure for
wholesale counterparties. These default credit limits are deĂned in
such a way that lower rated counterparties are aƊorded lower limits
and shorter term exposures. The Treasury Risk Committee, with
authority delegated from the Risk Management Committee, reviews
the creditworthiness of all counterparties periodically. The exposure
to counterparties is monitored daily.

The Group’s exposure to the Bank of England was £1,423.5 million
and £1,604.5 million as at year end 2013 and 2012 respectively.
These exposures were rated AA+ and AAA at respective dates. Cash
and balances with the Bank of England are excluded from the table
below.

Loans and advances to banks excluding Bank of England (audited)1

2013

2012

£m

£m

AA-

125.4

15.7

A+

171.0

75.2

A

278.7

A-

48.1

15.5

3.7

-

626.9

1,310.2

BBB
Total
1

The Company has loans and advances to banks of £11.8 million (2012: £17.1 million) included in the balance.

1,203.8
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The largest exposure to a single counterparty which is not a sovereign or a supranational obligor, at 31 December 2013 was £163.4 million,
compared to £832.6 million at 31 December 2012. Both of these exposures were to two large universal banks. The reported exposure for
2013 is related to the structural requirement to support the Gosforth mortgage-backed funding programme.
Investment securities (audited)

2013

2012

£m

£m

UK sovereign exposures

746.2

593.6

Non-domestic sovereign exposures

100.1

100.1

Supranational

420.6

520.2

95.8

49.4

46.1

5.7

279.8

265.3

1,688.6

1,534.3

AAA

573.8

1,320.4

AA+

885.3

-

-

38.6

AA-

138.5

87.1

A+

58.0

26.4

A

24.0

61.8

A-

9.0

-

1,688.6

1,534.3

Residential mortgage-backed securities
Covered bonds
Unsecured investment securities issued by banks

1

Total
1

Exposures stated here are not included in loans and advances to banks.

Credit rating of investment securities (audited)

AA

Total
86% of the Investment Securities portfolio has a rating of AA+ or
better. The downgrading of UK sovereign debt from AAA to AA+ has
resulted in an increase in investment securities rated AA+ in 2013.
Wholesale credit concentration
Virgin Money sets risk appetite for and monitors wholesale credit
concentrations on both individual counterparties and on the
countries of exposure. The table in this section provides aggregate
exposures across several classes of wholesale credit risk consistent
with IFRS stating gross risk before any reduction due to credit risk
mitigation techniques such as netting of derivative positions or
collateral received from banks.
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Exposures by country (audited)

2013

2012

£m

£m

Australia

133.7

107.3

Canada

195.8

–

Finland

100.2

100.2

France

117.6

8.2

2,721.1

2,769.3

458.7

526.2

21.5

33.2

115.8

94.1

Norway

13.0

–

Sweden

–

6.2

Switzerland

34.1

50.0

USA

53.1

921.3

420.6

520.2

3,926.5

4,610.0

UK

of which UK Banks and Building Societies
Germany
Netherlands

Supranational
Total
Canadian and French exposures arose in support of the Gosforth
mortgage-backed funding programme. These exposures reăect
funds held and invested by the securitisation vehicles between
receipt of customer repayments and payments to holders of debt
securities issued. Such funds are required to be invested with highly
rated counterparties. The reduction of exposure to the USA is driven
by the reduction of exposure to a single bank, which held funds in
escrow from the Group as at year end 2012 for the acquisition of the
credit card portfolio.
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OTC derivatives
Virgin Money measures exposure in OTC derivatives using the gross
positive fair value of contracts outstanding with a counterparty
increased by potential future rises in fair value, and reduced by
gross negative fair value of contracts and collateral received.
While exposures are managed on a net basis, IFRS requires that they
are represented on the balance sheet on a gross basis. Contracts

with positive fair value are disclosed on the asset side of the balance
sheet under ‘Derivative Ănancial instruments’, those with negative
fair value are stated on the liability side under the same title. The
table below takes a subset of the value in liabilities to the extent
those are eƊective in netting exposures recorded on the asset side.
Collateral received is shown as Deposits by Banks, with collateral
posted shown as Loans and Advances to Banks. Noteǆ19 provides
further information on collateral.

OTC derivative exposures (audited)

Gross positive fair value of derivative contracts
Netting with gross negative fair value of derivative contracts
Potential future incremental exposure
Collateral received
Net OTC derivative exposures

2013

2012

£m

£m

187.5

161.0

(103.7)

(159.7)

63.2

31.6

(78.7)

(0.7)

68.3

32.2

The increase in exposures is primarily driven by the Group’s hedging activity of Ăxed-rate mortgages and savings, resulting in an increase
in derivatives outstanding. The net change in fair value is oƊset by incremental collateral received from counterparties. OTC derivatives
exposures includes hedging in respect of the FTSE income cash ăows.
The table below provides credit quality analysis of the gross OTC derivative exposures by credit rating of the counterparty using an identical
approach to that followed above under loans and advances to banks.
Gross OTC derivative exposures by credit rating (audited)

2013

2012

£m

%

£m

%

AA-

43.4

23

27.7

17

A+

22.1

12

22.8

14

A

86.5

46

51.1

32

A-

8.0

4

20.8

13

BBB+

0.0

0

15.3

10

BBB

27.5

15

23.3

14

Total

187.5

100

161.0

100

The rise in the notional value of OTC derivatives, as stated in
noteǆ18, is a result of the Group’s low risk appetite to take market
risks as it extends new mortgages and sources new Ăxed rate
savings.

Wholesale credit quality
Virgin Money manages high quality wholesale credit portfolios. The
wholesale impairment policy is to take a prudent but realistic view
of impairment.

An asset is considered to be impaired if there is any observable data
indicating a measurable decrease in the estimated future cash ăows
or their timings. All credit exposure positions are reviewed regularly
to assess them for impairment, with the Treasury Risk Committee
periodically reviewing the portfolio to assess the need to impair any
exposures.
All wholesale credit risk exposures were neither past due nor
impaired as at both the year end 2012 and 2013.
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Overview
Market risk is the risk that the value of, or net income arising
from, Virgin Money’s assets and liabilities changes as a result of
movements in interest or exchange rates. Market risk arises only
as a natural consequence of carrying out and supporting core
business activities. Virgin Money does not trade or make markets.
Interest rate risk is the only material market risk for the Group. For
completeness, foreign exchange risk is disclosed on page 125.

Virgin Money aims to reduce exposure to interest rate risk through
the use of natural oƊsetting and derivatives.

Risk type

Description

Interest
Rate Risk
in Banking
Book

The risk that the value of, or net income arising from,
assets and liabilities changes as a result of movements in
interest rates.

Foreign
Exchange

The risk that the value of, or net income arising from,
assets and liabilities changes as a result of movements in
exchange rates.

Cause
Changes in interest rates having adverse eƊects on the
Group’s balance sheet or income.

DiƊerence in assets and liabilities denominated in
currencies other than Pounds Sterling.

Signiƶcant events and environment
The Funding for Lending Scheme (FLS) and the stabilisation of peripheral economies in Europe have supported a reduction in funding costs,
while also lowering margins on mortgages.
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Market risk management
Interest rate risk
The principal sources of interest rate risk that aƊect the Group
are measured through sensitivity to changes in interest rates in a
stressed environment. Virgin Money is exposed to the following

types of interest rate risk, each separately measured through
sensitivity analysis considering relevant historic tail events:

Segments

Description

Interest rate mismatch
risk

Exposure to changes in interest (swap) rates and volatilities on cash instruments and derivatives.

Basis risk

Measures the impact of changes in Interest rate tenor basis (e.g. the basis between swaps vs. 3M LIBOR
and swaps vs. 6M LIBOR) and cross currency basis.

Pipeline risk

Arises from two key elements. 1. Mortgage and Ăxed-rate bond applications do not match forecast
volumes. 2. The conversion rate from application to completion is diƊerent from that forecast. In both
cases, Virgin Money assesses the risk that a movement in underlying market rates causes its products to
be more or less competitive than expected.

Optionality

Driven by Ăxed-rate mortgage sales. Early redemptions charges for mortgages are designed to mitigate
this risk.

Asset/swap spread

Impact of changes to the swap spread i.e. the diƊerence between swap rates and government bond yields.

Capital at risk
Capital at risk (CaR) is considered for assets and liabilities in all
interest rate risk repricing periods. This is expressed as the present
Capital at risk (unaudited)

value of the negative impact of the sensitivity test on the Group’s
capital position.
2013

2012

£m

£m

(5.7)

(2.3)

1.5

1.2

Pipeline risk

20.8

15.8

Optionality risk

17.4

19.2

Asset swap risk

0.1

0.8

34.1

34.7

Interest rate mismatch risk
Basis risk

Total interest rate risk – capital at risk
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Earnings at risk
Earnings at risk (EaR) is considered for assets and liabilities on the balance sheet over a 12 month period. This measure is expressed as the
adverse change to net interest income.
Earnings at risk (unaudited)

2013

2012

£m

£m

(0.1)

(0.7)

Basis risk

1.5

1.2

Pipeline risk

8.8

9.6

Optionality risk

5.0

5.2

15.2

15.3

Interest rate mismatch risk

Total interest rate risk – earnings at risk

Capital and earnings at risk have remained ăat in 2013, as a result of the Group’s hedging strategy for the management of market risk.
The capital and earnings at risk are based on a parallel stress to interest rates across all tenors. Virgin Money recognise that a parallel
interest rate stress has inherent limitations and supplement this methodology with additional balance sheet limits.
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The following tables give an analysis of the re-pricing periods of assets and liabilities1. Mismatches in the repricing timing of assets,
liabilities, and oƊ-balance sheet positions create interest rate risk quantiĂed in Capital at risk and Earnings at risk.
The remaining cumulative gap demonstrates prudent risk management practices, with gaps limited to the amount of non-interest bearing
funds.
2013
Interest rate repricing
mismatch of assets and
liabilities (audited)

Within
3 months

After
3 months
but within
6 months

After
6 months
but within
1 year

After
1 year
but within
5 years

After
5 years

Non
interest
bearing
instruments

Total

£m

£m

£m

£m

£m

£m

£m

1,380.1

-

-

-

-

43.4

1,423.5

85.8

-

-

-

-

0.1

85.9

625.6

-

-

-

-

1.3

626.9

6,924.3

1,247.6

2,038.6

9,848.4

248.2

44.1

20,351.2

420.1

8.0

148.6

378.4

729.6

3.9

1,688.6

-

-

-

-

-

392.7

392.7

9,435.9

1,255.6

2,187.2

10,226.8

977.8

485.5

24,568.8

78.1

-

-

-

-

0.8

78.9

389.2

-

-

-

-

-

389.2

14,000.8

1,081.3

1,854.0

3,996.0

3.7

185.6

21,121.4

1,469.8

-

-

-

-

-

1,469.8

Other liabilities

-

-

-

-

-

589.1

589.1

Equity

-

-

-

-

-

920.4

920.4

15,937.9

1,081.3

1,854.0

3,996.0

3.7

1,695.9

24,568.8

Assets
Cash and balances at
central banks
Disposal group assets
Loans and advances to banks

2

Loans and advances to customers
Investment securities
Other assets

2

Total assets
Liabilities
Disposal group liabilities
Deposits by banks
Customer accounts
Debt securities in issue

Total liabilities and equity
Notional values of derivatives
aƊecting interest rate sensitivity

1
2

7,193.5

(90.3)

130.9

(6,240.7)

(992.4)

(1.0)

-

(9.9)

(18.3)

(1,211.4)

-

Total interest rate sensitivity gap

691.5

84.0

464.1

Cumulative interest rate
sensitivity gap

691.5

775.5

1,239.6

1,229.7

1,211.4

-

-

Items are allocated to time bands in the table above by reference to the earlier of the next contractual interest rate re-pricing date and the residual maturity date.
The Company has loans and advances to banks of £11.8 million (2012: £17.1 million) repricing within three months included in the balance. All other assets and liabilities in the Company are non-interest
bearing instruments.
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2012
Interest rate repricing
mismatch of assets and
liabilities (audited)

Within
3 months

After
3 months
but within
6 months

After
6 months
but within
1 year

After
1 year
but within
5 years

After
5 years

Non
interest
bearing
instruments

Total

£m

£m

£m

£m

£m

£m

£m

Cash and balances at
central banks

1,578.8

-

-

-

-

25.7

1,604.5

Disposal group assets

79.6

-

-

-

-

-

79.6

Loans and advances to banks

1,321.8

-

-

-

-

(11.6)

1,310.2

Loans and advances to customers

6,444.0

689.3

2,498.7

6,950.1

90.1

88.9

16,761.1

550.7

-

27.7

449.3

455.0

51.6

1,534.3

Other assets

-

-

-

-

-

541.7

541.7

Total assets

9,974.9

689.3

2,526.4

7,399.4

545.1

696.3

21,831.4

54.3

-

-

-

-

-

54.3

3.4

-

-

-

-

-

3.4

10,621.2

1,555.4

3,146.8

2,437.2

-

246.1

18,006.7

2,265.4

-

-

-

-

1.2

2,266.6

Tier one notes

-

-

-

-

-

-

Other liabilities

-

-

-

-

-

745.6

745.6

Equity

-

-

-

-

-

754.8

754.8

12,944.3

1,555.4

3,146.8

2,437.2

-

1,747.7

21,831.4

Notional values of derivatives
aƊecting interest rate sensitivity

3,855.4

943.2

872.7

(4,683.5)

(986.4)

(1.4)

-

Total interest rate sensitivity gap

886.0

77.1

252.3

278.7

(441.3)

(1,052.8)

-

Cumulative interest rate
sensitivity gap

886.0

963.1

1,215.4

1,494.1

1,052.8

-

-

Assets

Investment securities

Liabilities
Disposal group liabilities
Deposits by banks
Customer accounts
Debt securities in issue

Total liabilities and equity

There is no material year-on-year movement of the net cumulative gap, resulting in stable capital at risk and earnings at risk measures. Net
cumulative gaps are managed within the net non-interest bearing liabilities. Other changes in the balance sheet are managed through the
use of derivatives in accordance with policy.
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Foreign exchange risk
Currency risk arises as a result of having assets, liabilities and
derivative items denominated in currencies other than sterling as a
result of banking activities, including wholesale funding.

At 31 December 2013 Virgin Money had negligible net foreign
exchange risk positions after taking into account foreign currency
derivatives.

The Group has a minimal appetite for foreign exchange risk but
does allow the purchase of denominated assets in both US dollars
and euros within a well controlled limit framework. The exposure
to changes in exchange rates is minimised by using cross-currency
swaps and forward foreign exchange contracts.

Asset and liabilities in euros at sterling carrying values (audited)

2013

2012

£m

£m

0.1

0.1

20.7

20.3

Other assets

-

0.1

Total assets

20.8

20.5

Other liabilities

-

-

Total liabilities

-

-

20.8

20.4

-

0.1

Assets
Loans and advances to banks
Investment securities

Notional value of derivatives aƊecting currency exposures
Net position
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Funding and liquidity risk
Overview
Virgin Money’s appetite for liquidity risk is assessed as the ability to survive a variety of severe but plausible events. This risk is managed
by maintaining liquid resources in adequate quantity and quality to meet estimated outăows should an event of this nature occur. This
objective is supported by a limit structure set out in the Funding and Liquidity Policy approved by the Board.
Sound funding risk management reduces the likelihood of liquidity risks occurring through minimising re-Ănancing concentration.

Risk type

Description

Cause

Liquidity risk

The inability to accommodate liability maturities and
withdrawals, fund asset growth, and otherwise meet
contractual obligations to make payments as they fall
due.

Depositors and creditors lose faith in the Group’s ability to
repay its obligations in full.

Funding risk

The inability to raise and maintain suƋcient funding
in quality and quantity to support the delivery of the
business plan.

A deterioration of the Group’s credit rating, asset quality or
reputation preventing it from reĂnancing maturing term
debt or term deposits.

Signiƶcant events and environment
During the Ănancial year, building societies and banks, including
Virgin Money, increased their usage of the Bank of England and
HMǆTreasury’s Funding for Lending Scheme (FLS). Financial services
Ărms have been able to fund lending activities through FLS,
reducing the cost of retail funding.
In addition, the Bank of England announced changes to the Sterling
Monetary Framework to improve banks’ and building societies’
access to funding and liquidity. It is expected that these changes
will allow the Ănancial services industry to diversify its sources of
funding further while reducing any stigma attached to the use of
existing emergency funding facilities.

Liquidity risk management
Compliance with minimum liquidity requirements is assessed daily,
with the forecast position reported to management committees at
least fortnightly and to the Board.

Liquid resources
Liquid assets are managed by Group Treasury in line with the
Group investment strategy and Wholesale Credit Risk Policy. These
comprise core liquid assets, namely funds held at the Bank of
England reserve account, UK and other high quality government
securities and securities issued by supranational organisations;
together with non core liquid assets, namely certiĂcates of deposit,
RMBS, covered bonds, and ăoating rate notes (see table on
pageǆ127).

The Group also holds AAA-rated notes issued under the Gosforth
mortgage-backed funding programme. These self-issued securities
represent eligible collateral for use in repurchase agreements with
third parties or with the Bank of England.
In addition, the Group pre-positions whole mortgage loan pools at
the Bank of England which represent eligible collateral for use in its
discount window facility (DWF) and the FLS.
Through policy limits on the quality and diversity of the liquid asset
portfolio, Virgin Money aims to ensure that there are no material
limitations to the use of the liquid asset buƊer in stressed market
conditions.

Funding risk management
At the highest level, funding risk is governed by risk appetite
which sets limits on the mix of funding sources and their maturity
proĂle. A medium-term funding plan is prepared annually, or more
frequently if required, to support the business plan.
Funding is focused on achieving a loan to deposit ratio of 100%.
However, to diversify its funding sources, increase the term
structure of liabilities and manage the cost of funding, the
wholesale markets are also accessed. Controlling the quantity and
quality of funding is therefore an essential part of funding risk
management. The table on page 129 shows assets already pledged
to secure funding and further assets that are available for future
encumbrance .
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Composition of the liquidity portfolio
The Group maintains a portfolio of liquid assets, in accordance with
risk appetite.
Core liquidity is held predominantly in high quality unencumbered
sovereign issued securities and deposits with central banks and is
aligned to the liquid asset buƊer (LAB) deĂned in regulatory guidance.

Non core liquidity represents additional unencumbered liquidity
resources held over and above core liquidity intended to cover more
extreme stress events and provide ăexibility in terms of liquidity
management.

The table below shows an analysis of total liquidity. The table is not equivalent to the balance sheet position as it includes oƊ-balance sheet
liquidity and excludes encumbered assets.
Composition of the liquidity portfolio (audited)

2013
Year end
Balance

2013
Average

2012
Year end
Balance

£m

£m

£m

1,388.4

1,455.4

1,586.2

UK government securities

451.7

399.0

363.6

High quality EU government securities

100.1

98.3

76.1

Supranational securities

420.6

486.7

471.2

1,160.0

833.1

510.0

3,520.8

3,272.5

3,007.1

CertiĂcates of deposit

82.1

26.0

-

RMBS and covered bonds

80.9

108.7

55.1

Floating rate notes

24.1

34.8

62.0

115.6

137.5

178.8

Total non-core liquidity

302.7

307.0

295.9

Self-issued RMBS

650.4

1.401.8

1,793.3

4,473.9

4,981.3

5,096.3

2013

2012

£m

£m

85.6

3.4

303.6

-

Mortgage-backed debt issue

1,469.8

2,266.6

Total on-balance sheet sources of funds

1,859.0

2,270.0

FLS drawings

1,160.0

510.0

Total

3,019.0

2,780.0

Bank of England reserve and cash

Treasury bills raised through FLS

1

Total core liquidity

Fixed rate bonds
2

Total liquidity

3

The composition of Virgin Money’s wholesale funding is shown in the table below.
Source of wholesale funding (audited)

Short-term unsecured

4

Term repo

4

5

Wholesale funding capabilities were developed further in 2013 with the use of term repos.
Treasury bills raised through FLS
Self issued RMBS are held oƊ balance sheet but are available for repo hence count towards liquidity resources.
In addition to sources of liquidity, whole loans have been pre-positioned at the Bank of England, which can be used for liquidity purposes.
4
FLS Short-term unsecured and term repo together represent Deposits by banks as disclosed on the balance sheet.
5
FLS drawings are accounted for oƊ balance sheet, thus they cannot be referenced to liabilities on the balance sheet
1
2
3
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The residual maturity of the wholesale funding book is detailed below.
2013
Residual maturity of the wholesale funding book (audited)

3-12
months

1-5
years

After
5 years

Total

£m

£m

£m

£m

£m

85.6

-

-

-

85.6

-

-

-

1,469.8

1,469.8

Term repo

153.6

150.0

-

-

303.6

Total on-balance sheet sources of funds

239.2

150.0

-

1,469.8

1,859.0

-

-

1,160.0

-

1,160.0

239.2

150.0

1,160.0

1,469.8

3,019.0

3-12
months

1-5
years

After
5 years

Total

£m

£m

£m

£m

£m

3.4

-

-

-

3.4

Mortgage-backed debt issue

-

-

-

2,266.6

2,266.6

Term repo

-

-

-

-

-

3.4

-

-

2,266.6

2,270.0

-

-

510.0

-

510.0

3.4

-

510.0

2,266.6

2,780.0

Short-term unsecured
Mortgage-backed debt issue

1

FLS drawings
Total
2012
Residual maturity of the wholesale funding book (audited)
Short-term unsecured
1

Total on-balance sheet sources of funds
FLS drawings
Total

Within
3 months

Within
3 months

Asset encumbrance position
Virgin Money’s assets can be used to support collateral
requirements for central bank operations or third-party repurchase
transactions. Assets that have been set aside for such purposes are
classiĂed as ‘encumbered and pledged assets’ and cannot be used
for other purposes.
‘Other encumbered assets’ are assets that cannot be used for
secured funding due to legal or other reasons. These include cash
reserves supporting secured funding structures.

Loans and advances to customers are classiĂed as available
collateral only if they are already in such a form that they can be
used immediately to raise funding.
In addition to the above, self issued notes are held which can be
used to raise funding through third-party sale and repurchase
agreements.

All other assets are deĂned as ‘unencumbered assets’. These
comprise assets that are readily available to secure funding or to
meet collateral requirements, and assets that are not subject to
any restrictions but are not readily available for use. As shown in
the table below, the Group has grown its mortgage assets that are
currently unencumbered and available as collateral.

1
Mortgage-backed securities are shown in the maturity bucket according to Ănal legal maturity date of the notes, consistent with disclosure guidelines. The Group manages liquidity
and funding risk on the basis of expected maturity, which is shorter term, reăecting the passing through of mortgage repayments by customers to noteholders as they arise.
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Asset encumbrance 2013 (audited)

Cash and balances at central banks
Investment securities
Derivative Ănancial assets
Loans and advances to banks

1

Loans and advances to customers

1

Unencumbered assets
Available as
Other
collateral

Total

£m

£m

£m

£m

£m

35.1

-

-

1,388.4

1,423.5

313.5

100.0

1,275.1

-

1,688.6

-

-

-

187.5

187.5

-

626.9

-

-

626.9

2,355.7

13,703.6

20,351.2

4,291.9

Other assets

-

-

-

291.1

291.1

Total assets

4,640.5

726.9

3,630.8

15,570.6

24,568.8

Asset encumbrance 2012 (audited)

Encumbered assets
Pledged as
Other
collateral

Unencumbered assets
Available as
Other
collateral

Total

£m

£m

£m

£m

£m

18.3

-

-

1,586.2

1,604.5

127.5

200.0

1,121.8

85.0

1,534.3

-

-

-

161.0

161.0

-

1,310.2

-

-

1,310.2

5,375.5

-

808.0

10,577.6

16,761.1

Other assets

-

-

-

460.3

460.3

Total assets

5,521.3

1,510.2

1,929.8

12,870.1

21,831.4

Cash and balances at central banks
Investment securities
Derivative Ănancial assets
Loans and advances to banks

1

Loans and advances to customers
1

1

Encumbered assets
Pledged as
Other
collateral

The Company has loans and advances to banks of £11.8 million (2012: £17.1 million) and other assets of £14.3 million (2012: £59.3 million).

The Group increased its assets available as collateral to increase its liquidity pool. Loans and advances to banks at the end of 2012 include
assets held for the purchase of the credit card portfolio.
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Maturity proƶle of on-balance sheet items
The following tables show the maturity of the on-balance sheet assets and liabilities by maturity proĂle.
2013
On-balance sheet assets and liabilities by maturity proāle
(audited)

Within
3 months

3 - 12
months

1-5
years

After
5 years

Total

£m

£m

£m

£m

£m

1,388.4

-

-

35.1

1,423.5

-

85.9

-

-

85.9

100.0

172.3

610.8

805.5

1,688.6

6.2

14.4

124.5

42.4

187.5

Loans and advances to banks

626.9

-

-

-

626.9

Loans and advances to customers

916.1

402.7

2,428.4

16,604.0

20,351.2

Other assets

28.4

10.8

76.2

89.8

205.2

Total assets

3,066.0

686.1

3,239.9

17,576.8

24,568.8

16,627.0

1,725.9

2,766.3

2.2

21,121.4

239.2

150.0

-

-

389.2

-

78.9

-

-

78.9

-

-

-

1,469.8

1,469.8

8.2

16.8

90.3

31.8

147.1

Other liabilities

169.0

84.4

36.9

151.7

442.0

Total liabilities

17,043.4

2,056.0

2,893.5

1,655.5

23,648.4

(13,977.4)

(1,369.9)

346.4

15,921.3

920.4

Assets
Cash and balances at central banks
Disposal group assets
Investment securities
Derivatives Ănancial assets

1
1

1

Liabilities
Customer accounts
Deposits by banks
Disposal group liabilities
Debt securities in issue
Derivative Ănancial instruments

1

1

Net liquidity (gap)/surplus

The Company has loans and advances to banks of £11.8 million (2012: £17.1 million); derivative assets of £0.2 million (2012: £0.2 million); derivative liabilities of £2.0 million (2012: £nil);
other assets £14.3 million (2012: £59.3 million) and other liabilities of £308.9 million (2012: £328.4 million).

1
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2012
On-balance sheet assets and liabilities by maturity proĂle
(audited)

Within
3 months

3 - 12
months

1-5
years

After
5 years

Total

£m

£m

£m

£m

£m

1,586.2

-

-

18.3

1,604.5

-

79.6

-

-

79.6

196.6

74.6

740.7

522.4

1,534.3

13.4

42.4

92.5

12.7

161.0

1,310.2

-

-

-

1,310.2

158.9

455.9

2,674.1

13,472.2

16,761.1

Other assets

46.9

12.9

112.8

208.1

380.7

Total assets

3,312.2

665.4

3,620.1

14,233.7

21,831.4

13,805.6

2,716.0

1,485.1

-

18,006.7

3.4

-

-

-

3.4

-

54.3

-

-

54.3

-

-

-

2,266.6

2,266.6

5.4

17.2

188.9

74.1

285.6

219.7

59.6

25.5

155.2

460.0

14,034.1

2,847.1

1,699.5

2,495.9

21,076.6

(10,721.9)

(2,181.7)

1,920.6

11,737.8

754.8

Assets
Cash and balances at central banks
Disposal group assets
Investment securities
Derivatives Ănancial assets

1

Loans and advances to banks

1

Loans and advances to customers

1

Liabilities
Customer accounts
Deposits by banks
Disposal group liabilities
Debt securities in issue
Derivative Ănancial instruments
Other liabilities

1

Total liabilities
Net liquidity (gap)/surplus

1

The Company has loans and advances to banks of £11.8 million (2012: £17.1 million); derivative assets of £0.2 million (2012: £0.2 million); derivative liabilities of £2.0 million (2012: £nil); other assets £14.3
million (2012: £59.3 million) and other liabilities of £308.9 million (2012: £328.4 million).

1

The net liquidity gap grew in line with the growth of assets funded by customer deposits whilst adhering to the Group’s policies on funding
and liquidity risk.

132 I Virgin Money Group Annual Report 2013

Funding and liquidity risk
CashƷow proƶle
The table below divides Virgin Money’s non-derivative cash
outăows into relevant maturity groupings based on the remaining
period between the balance sheet date and the contractual
maturity date. The amounts disclosed are the contractual
2013
Maturity groupings for
non-derivative cash outĂows (audited)
Deposits by banks
Customer accounts
Debt securities in issue

2012
Maturity groupings for
non-derivative cash outăows (audited)
Deposits by banks
Customer accounts
Debt securities in issue

Within
3 months

undiscounted cash ăows. These diƊer from balance sheet values
due to the eƊects of discounting on certain balance sheet items and
due to the inclusion of contractual future interest ăows.
3-6
months

6 months
- 1 year

1-5
years

Over
5 years

Total

£m

£m

£m

£m

£m

£m

239.9

0.5

150.9

-

-

391.3

16,772.6

785.9

1,108.3

2,987.0

2.3

21,656.1

310.7

237.8

301.4

662.1

-

1,512.0

17,323.2

1,024.2

1,560.6

3,649.1

2.3

23,559.4

1-5
years

Over
5 years

Total

Within
3 months

3-6
months

6 months
- 1 year

£m

£m

£m

£m

£m

£m

3.4

-

-

-

-

3.4

13,845.7

878.3

2,014.8

1,635.5

0.8

18,375.1

238.6

208.9

555.7

1,347.0

-

2,350.2

14,087.7

1,087.2

2,570.5

2,982.5

0.8

20,728.7

The cash ăow proĂle reăects the growth of the balance sheet funded by customer deposits.
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Funding and liquidity risk
The table below divides the derivative cash outăows into relevant
maturity groupings based on the remaining period between the
balance sheet date and the contractual maturity date. Cash ăows
for the ăoating legs of derivative transactions are computed based
Maturity groupings for derivative cash outĂows 2013 Within
(audited)
3 months

on market indications of future interest rates. As a result totals
in this table are not intended to be identical to tables on OTC
derivatives or Note 18 of the Ănancial statements by deĂnition.

3-6
months

6 months
- 1 year

1-5
years

Over
5 years

Total

£m

£m

£m

£m

£m

£m

(3.0)

(1.9)

(0.4)

(10.6)

(0.8)

(16.7)

(20.6)

(14.8)

(21.3)

(66.5)

(3.2)

(126.4)

(23.6)

(16.7)

(21.7)

(77.1)

(4.0)

(143.1)

(0.7)

(25.0)

-

(25.7)

Settled on a net basis
Derivatives in economic but not accounting hedges
Derivatives in accounting hedge relationships

Settled on a gross basis
Outăows
Inăows
Derivatives in accounting hedge relationships

1

Total
Maturity groupings for derivative cash outăows 20122
(audited)

-

-

0.1

0.1

0.2

25.1

-

25.5

0.1

0.1

(0.5)

0.1

-

(0.2)

(23.5)

(16.6)

(22.2)

(77.0)

3-6
months

6 months
- 1 year

Within
3 months

(4.0)

(143.3)

1-5
years

Over
5 years

Total

£m

£m

£m

£m

£m

£m

(3.5)

(2.2)

(4.0)

(10.6)

(4.6)

(24.9)

(28.4)

(25.7)

(55.0)

(144.9)

0.6

(253.4)

(31.9)

(27.9)

(59.0)

(155.5)

(4.0)

(278.3)

(39.6)

(29.7)

(5.0)

-

-

(74.3)

36.5

27.5

4.6

-

-

68.6

(3.1)

(2.2)

(0.4)

-

-

(5.7)

-

-

(0.7)

(3.0)

(21.5)

(25.2)

0.1

0.1

0.2

2.2

22.5

25.1

0.1

0.1

(0.5)

(0.8)

1.0

(0.1)

(3.0)

(2.1)

(0.9)

(0.8)

1.0

(5.8)

(34.9)

(30.0)

(59.9)

(156.3)

Settled on a net basis
Derivatives in economic but not accounting hedges
Derivatives in accounting hedge relationships

Settled on a gross basis
Outăows
Inăows
Derivatives in economic but not accounting hedges
Outăows
Inăows
Derivatives in accounting hedge relationships
Total

1

1

The large gross cash ăows reported in 2012 as settled on a gross
basis represented cross-currency funding swaps associated with
EUR-denominated issuance from the Gosforth funding programme,
which securities matured during 2013. The change in cash ăow
1
2

Derivatives in accounting hedge relationships = inăows – outăows
2012 Ăgures have been re-stated in table

(3.0)

(284.1)

for derivatives settled on a net basis and in accounting hedge
relationship reduced materially as a result of an increase in longer
term rates during the second half of 2013.
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Operational and conduct risk
Overview
The Operational Risk Management Framework considers direct and indirect Ănancial costs, regulatory and reputational impacts on the
business as well as consequences for customers. The following risk categories are managed through the Operational Risk Management
Framework:

Risk category

Description

Operational

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

Conduct

The risk that our operating model, culture or actions result in unfair outcomes for customers.

Compliance

The risk of regulatory sanction, material Ănancial loss or reputational damage if the organisation fails to
design and implement operational processes, systems and controls such that it can maintain compliance
with all applicable regulatory requirements.

Strategic

The risk of signiĂcant loss or damage arising from business decisions that impact the long term interests
of our stakeholders or from an inability to adapt to external developments

Other Financial

Other Ănancial risk is focussed primarily on pricing oversight and management of market risk. Pricing
changes can inadvertently drive appetite breaches and result in unfair outcomes for our customers. Model
risk can result in inappropriate models and outputs that can lead to poor business decisions being taken.

Under each of these risk categories are more speciĂc supporting
risk categories describing increasingly granular risk types. The
materiality of each risk exposure is assessed by impact and
likelihood, with consideration taken of Ănancial and non Ănancial
impacts. The management of operational risk remains a priority.
The scale of regulatory change coupled with the growth plans of the
business has led to continued investment in and development of
our risk management frameworks, systems and processes.
Virgin Money undertakes a programme of regular risk assessment
and control activity which is supported by assessments of more
extreme but plausible events that could occur. In the course of such
risk assessment, controls may be challenged, strengthened and
risks mitigated within the context of risk appetite. External events
which impact other Ănancial services companies, particularly
banks, are monitored and assessed to ensure Virgin Money remains
resilient and proactive in its responses.

Signiƶcant events and environment
During the year, the Group evolved the risk management
framework to reăect growth in the organisation and in response to
changes impacting UK Ănancial services.
In April 2013, the Standardised Approach to operational risk
management across the whole organisation was adopted. This
resulted in a reduction in the Pillar 1 operational risk capital
requirement for 2013.

To achieve the business strategy, Virgin Money has invested
signiĂcantly in processes, systems, and in recruiting and training
people to support new business developments. Ensuring fair
outcomes for all customers is a strategic priority, and all new
initiatives are subject to comprehensive risk assessment, testing
and business acceptance criteria that place the customer at the
heart of decision making.
There have been a number of material regulatory changes during
the year, for example The Financial Services Act (Regulatory
Reform), Basel III/CRD IV, Consumer Credit Reform and the
incoming Mortgage Market Review. The Board is focussed on
responding eƊectively and in a timely manner to changes in the
regulatory environment to ensure compliance with regulatory
requirements is maintained.
Virgin Money is mindful of the risks that economic uncertainty
may pose to both prospective and existing customers. These risks
include a search for yield by savers and aƊordability pressures on
household budgets. Virgin Money is committed to increasing the
levels of competition available to UK retail customers whilst also
balancing prudential and conduct priorities.
During 2013 Virgin Money established a fully independent model
validation team responsible for embedding our model policy, model
validation standards and the maintenance of a business wide model
log. These standards ensure that regulatory requirements are met
with regard to validation of internal ratings based (IRB) models and
retention of our IRB waiver.
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Operational and conduct risk
The key areas of risk that have been a focus during the year include:

Topic

Description

Financial Crime

As a retail bank, Virgin Money is alert to the risk of external fraud. Losses to date have not exceeded
expectations. Criminals continue to innovate and develop new strategies to exploit weaknesses in
Ănancial Ărms’ security processes and consumer behaviour. This is especially prevalent in the context
of cybercrime. Virgin Money is constantly monitoring new threats and continues to invest in IT security
capability whilst ensuring controls for known threats remain robust.

Information Security

Information security is also a key risk, and Virgin Money therefore has robust information security
controls, including eƊective detective and preventative controls to minimise malicious or accidental
damage. These include intrusion detection, access control, secure and up-to-date hardware and software
conĂguration, data loss prevention, and IT network protection. The Group continues to invest in this area
in response to emerging threats and to ensure controls for known threats remain robust.

Financial Reporting and
Information Management

Virgin Money has invested in consolidating and simplifying its Ănancial systems and processes, lowering
the risk of error. This is expected to continue into the coming year given continued regulatory reporting
requirements.

Managing Third
Parties

Virgin Money works with third parties through both partnerships and outsourcing arrangements to deliver
many product oƊerings. This has been part of the business model for a number of years and Virgin Money
has a proven track record in managing these eƊectively, not only because of a thorough due diligence
process, but also because of ongoing detailed analysis of each relationship. The oversight of these third
parties ensures that customer and regulatory responsibilities are delivered consistently.

Business Continuity
Management

Virgin Money undertakes regular testing to demonstrate resilience against a disaster or material business
continuity event. The level of change in the business during the year has required an increase in testing
activity to prove continued systems resilience.

New/Emerging Regulation

Virgin Money is subject to a considerable amount of regulatory change initiated by UK and European
regulators. This is subject to close monitoring by the business to ensure mandatory change is
implemented in a well controlled and timely manner. Virgin Money has invested signiĂcantly during 2013
in response to new regulatory requirements and this is expected to continue in future years.

SigniĂcant Inăuence and
Approved Persons (SIAP)

The regulatory landscape has evolved with regard to the expectations and responsibilities of Approved
Persons. This position is expected to change further as the Banking Reform bill is brought into regulation.
Virgin Money ensures that all Approved Persons are subject to robust due diligence, induction training and
ongoing support to enable them to discharge these duties to best eƊect.

Remuneration Code

Virgin Money continues to ensure full compliance with the Remuneration code, and is conscious of the
incoming European regulatory agenda in the design of any new remuneration schemes.

Product Design and
Distribution

Virgin Money is committed to having simple and transparent products designed to meet the needs
of targeted customer groups. The customer is placed at the heart of decision making relating to the
development of new/existing products with the focus on ensuring our communications are clear, fair and
not misleading and the products do not rely on terms that could be considered unfair or ambiguous.
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Operational and conduct risk
Topic

Description

Sales Practices and
Culture

Virgin Money encourages customer facing colleagues to have the right behaviours that put the customer’s
needs at the centre of each conversation. Virgin Money does not operate a sales incentive scheme but
instead uses a balanced scorecard approach to ensure that customer service/satisfaction has equal
weighting to sales performance. The success of Virgin Money’s business is based on establishing long
term relationships with customers.

Pricing Risk

Risk performs oversight of changes to pricing in two key areas. Impact analysis is carried out on any
product pricing decisions to ensure that the business remains within risk appetite with particular focus on
product acquisition limits. Additionally oversight of changes from a conduct and compliance perspective
ensures that pricing decisions continue to treat our customers fairly and in line with regulation.

Model Risk

The Independent Model Validation team oversees model risk across the Group. The model validation
standards ensure eƊective model governance and oversight across all risk categories and functions where
models are used.

Reputational Risk

Reputational risk is inherent in all risk categories where actions and incidents can aƊect whether people
trust, and wish to do business with Virgin Money. The Virgin brand carries potential for reputational risk
for Virgin Money and vice-versa. While there is no possible direct Ănancial contagion for Virgin Money
from an out-of-company event the risk is monitored closely. There is an incident management framework
in place for the management of brand related issues.
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Virgin Money Lounge, Norwich
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Statement of Directors
s’ Responsib
bilittie
es in respect of
nd the Dire
ectors
s’ Report and the
the Strategic Report an
Financial Statements
The directors are responsible for preparing the Strategic Report and
the Directors’ Report and the Financial Statements in accordance
with applicable law and regulations.
Company law requires the directors to prepare group and parent
company Ănancial statements for each Ănancial year. Under that
law they have elected to prepare both the group and the parent
company Ănancial statements in accordance with IFRS as adopted
by the EU and applicable law.
Under company law the directors must not approve the Ănancial
statements unless they are satisĂed that they give a true and
fair view of the state of aƊairs of the group and parent company
and of their proĂt or loss for that period. In preparing each of the
group and parent company Ănancial statements, the directors are
required to:

›
›

select suitable accounting policies and then apply them
consistently;
make judgements and estimates that are reasonable and
prudent;

›
›

state whether they have been prepared in accordance with IFRS
as adopted by the EU; and
prepare the Ănancial statements on the going concern basis
unless it is inappropriate to presume that the group and the
parent company will continue in business.

The directors are responsible for keeping adequate accounting
records that are suƋcient to show and explain the parent
company’s transactions and disclose with reasonable accuracy
at any time the Ănancial position of the parent company and
enable them to ensure that its Ănancial statements comply with
the Companies Act 2006. They have general responsibility for
taking such steps as are reasonably open to them to safeguard
the assets of the group and to prevent and detect fraud and other
irregularities.
The directors are responsible for the maintenance and integrity of
the corporate and Ănancial information included on the company’s
website. Legislation in the UK governing the preparation and
dissemination of Ănancial statements may diƊer from legislation in
other jurisdictions.
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Independent Auditor’s Rep
portt to th
he members of
UK) Lim
mite
ed
Virgin Money Holdings (U
We have audited the Ănancial statements of Virgin Money Holdings
(UK) Limited for the year ended 31 December 2013 set out on
pages 142 to 211. The Ănancial reporting framework that has been
applied in their preparation is applicable law and International
Financial Reporting Standards (IFRSs) as adopted by the EU and,
as regards the parent company Ănancial statements, as applied in
accordance with the provisions of the Companies Act 2006.

›

This report is made solely to the company’s members, as a body, in
accordance with Chapter 3 of Part 16 of the Companies Act 2006.
Our audit work has been undertaken so that we might state to the
company’s members those matters we are required to state to them
in an auditor’s report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company’s members, as a
body, for our audit work, for this report, or for the opinions we have
formed.

Opinion on other matters prescribed by the
Companies Act 2006

Respective responsibilities of Directors and
Auditor
As explained more fully in the Directors’ Responsibilities Statement
set out on page 140, the directors are responsible for the
preparation of the Ănancial statements and for being satisĂed that
they give a true and fair view. Our responsibility is to audit, and
express an opinion on, the Ănancial statements in accordance with
applicable law and International Standards on Auditing (UK and
Ireland). Those standards require us to comply with the Auditing
Practices Board’s Ethical Standards for Auditors.

Scope of the audit of the Financial Statements
A description of the scope of an audit of Ănancial statements is
provided on the Financial Reporting Council’s website at
www.frc.org.uk/auditscopeukprivate.

›

the parent company Ănancial statements have been properly
prepared in accordance with IFRSs as adopted by the EU and as
applied in accordance with the provisions of the Companies Act
2006; and
the Ănancial statements have been prepared in accordance with
the requirements of the Companies Act 2006.

In our opinion the information given in the Strategic Report and
the Directors’ Report for the Ănancial year for which the Ănancial
statements are prepared is consistent with the Ănancial statements.

Matters on which we are required to report by
exception
We have nothing to report in respect of the following matters
where the Companies Act 2006 requires us to report to you if, in our
opinion:

›
›
›
›

adequate accounting records have not been kept by the parent
company, or returns adequate for our audit have not been
received from branches not visited by us; or
the parent company Ănancial statements are not in agreement
with the accounting records and returns; or
certain disclosures of directors’ remuneration speciĂed by law
are not made; or
we have not received all the information and explanations we
require for our audit.

Opinion on Financial Statements
In our opinion:

›
›

the Ănancial statements give a true and fair view of the state
of the group’s and of the parent company’s aƊairs as at 31
December 2013 and of the group’s proĂt for the year then
ended;
the group Ănancial statements have been properly prepared in
accordance with IFRSs as adopted by the EU;

Michael Peck (Senior Statutory Auditor)
for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants
15 Canada Square
London
E14 5GL
3 March 2014
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Consolidated Statemen
nt of Compre
ehensiv
ve In
ncome
For the year ended 31 December 2013
Note

2013

2012

£m

£m

Interest income

2

788.8

633.3

Interest expense

3

(477.6)

(498.0)

311.2

135.3

Net interest income
Fee and commission income

4

32.8

17.5

Fee and commission expense

5

(13.2)

(11.7)

Other operating income

6

48.0

110.1

-

0.1

9.3

16.9

(3.6)

0.8

Gain on sale of property, plant and equipment
Gains on sale of investment securities
Fair value (losses)/gains on Ănancial instruments

18

Net other income

73.3

133.7

384.5

269.0

(279.7)

(232.2)

(11.5)

(16.7)

(3.1)

(13.0)

7

(294.3)

(261.9)

Impairment losses on loans and advances

11

(50.7)

(3.0)

Gain on sale of subsidiary

23

203.4

Contingent consideration

37

(9.0)

13.0

FSCS levies

31

(19.4)

(5.9)

Negative goodwill credit

23

Impairment of intangible assets

24

(33.9)

-

Impairment of property, plant and equipment

25

(0.7)

-

(Loss)/proĂt for the year of the disposal group

15

(0.5)

0.3

Total income
Administrative expenses
Depreciation and amortisation

24,25

Strategic transaction costs
Total operating expenses

Proāt before taxation
Taxation
Proāt for the year after tax and attributable to owners

-

179.4
12

(5.1)

-

139.1

150.6
67.8

174.3

218.4

174.3

218.4

Other comprehensive income
ProĂt for the year after tax and attributable to owners
Available for sale reserve:
Movements before tax

(4.6)

11.3

Taxation

(0.5)

0.5

(5.1)

11.8

Movements before tax

11.8

(11.3)

Taxation

(0.3)

Cash ăow hedge reserve:

Total of items that may be reclassiāed to the proāt and loss
Total comprehensive income for the year attributable to owners
The notes on pages 149 to 211 form an integral part of these Ănancial statements

-

11.5

(11.3)

6.4

0.5

180.7

218.9

I
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Balance Sheets
As at 31 December 2013
Group
Note
Assets

Company

2013

2012

2013

2012

£m

£m

£m

£m

Cash and balances at central banks

14

1,423.5

1,604.5

-

-

Disposal group assets held for sale

15

85.9

79.6

-

-

Loans and advances to banks

16

626.9

1,310.2

11.8

17.1

Investment securities

17

1,688.6

1,534.3

-

-

Derivative Ănancial instruments

18

187.5

161.0

0.2

0.2

Loans and advances to customers

20

20,351.2

16,761.1

-

-

Fair value adjustments of portfolio hedging

20

133.0

-

-

Investment in subsidiary undertakings

21

-

-

1,119.0

1,118.4

Intangible assets

24

26.0

34.8

-

-

Property, plant and equipment

25

71.2

77.2

-

-

18.9

18.7

-

0.1

73.9

79.8

0.2

0.3

Prepayments and accrued income
Deferred taxation

26

Other assets

27

Total assets

(8.7)

23.9

37.2

14.3

59.3

24,568.8

21,831.4

1,145.5

1,195.4

Liabilities
Deposits by banks

28

389.2

3.4

-

-

Customer accounts

29

21,121.4

18,006.7

-

-

Disposal group liabilities held for sale

15

78.9

54.3

-

-

Derivative Ănancial instruments

18

147.1

285.6

2.0

-

Debt securities in issue

22

1,469.8

2,266.6

-

-

Accruals and deferred income

30

189.3

242.2

-

-

Provisions for liabilities and charges

31

25.8

25.4

-

-

Other liabilities

32

226.9

192.4

308.9

328.4

23,648.4

21,076.6

310.9

328.4

Total liabilities
Equity
Share capital1

33

-

-

-

-

Share premium

34

509.2

509.2

509.2

509.2

Own shares

35

(6.2)

(6.2)

Other reserves

36

6.7

0.3

-

-

Retained earnings

410.7

251.5

331.6

364.0

Total equity

920.4

754.8

834.6

867.0

24,568.8

21,831.4

1,145.5

1,195.4

Total liabilities and equity
1

(6.2)

Total ordinary shares by number 40,576,824 with a nominal value of £0.001, amounting to £40,576.83.

The notes on pages 149 to 211 form an integral part of these Ănancial statements.
The Ănancial statements were approved and authorised for issue by the Board and were signed on its behalf on 3 March 2014.

Jayne-Anne Gadhia CBE
Chief Executive OƋcer

(6.2)
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Consolidated Statemen
nt of Changes in Equity
For the year ended 31 December 2013

Share
capital1

Share
premium

Other
reserve

Own
shares

£m

£m

£m

£m

Balance as at 1 January 2013

-

509.2

0.3

(6.2)

ProĂt for the year

-

-

-

Net movement in available for sale reserve

-

-

Net movement in cash ăow hedge reserve

-

Total comprehensive income for the year

Retained
earnings

Total
equity

£m

£m

251.5

754.8

-

174.3

174.3

(5.1)

-

-

(5.1)

-

11.5

-

-

11.5

-

-

6.4

-

174.3

180.7

Distribution to Non core tier 1 noteholders

-

-

-

-

(15.7)

(15.7)

Employee beneĂt trust

-

-

-

-

-

-

Share-based payments

-

-

-

-

0.6

0.6

Balance as at 31 December 2013

-

509.2

6.7

410.7

920.4

Share
premium

Other
reserve

Retained
earnings

Total
equity

Other comprehensive income

Transactions with equity holders, recognised in equity

For the year ended 31 December 2012

Share1
capital
£m

£m

Balance as at 1 January 2012

-

509.2

ProĂt for the year

-

-

-

Net movement in available for sale reserve

-

-

Net movement in cash ăow hedge reserve

-

Total comprehensive income for the year

(6.2)
Own
shares

£m

£m

£m

£m

(4.6)

(2.2)

32.9

535.3

-

218.4

218.4

11.8

-

-

11.8

-

(11.3)

-

-

(11.3)

-

-

0.5

-

218.4

218.9

Issuance of shares

-

-

-

-

-

-

Employee beneĂt trust

-

-

4.4

(4.0)

-

0.4

Share based payments

-

-

-

-

0.2

0.2

Balance as at 31 December 2012

-

509.2

0.3

251.5

754.8

Other comprehensive income

Transactions with equity holders, recognised in equity

1

(6.2)

Total ordinary shares by number 40,576,824 with a nominal value of £0.001, amounting to £40,576.83.

Other reserves include an amount in relation to put options granted over shares in relation to an Employee BeneĂt Trust (see note 35
OwnǆShares).
The notes on pages 149 to 211 form an integral part of these Ănancial statements.
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Consolidated Cash Flo
ow State
ement
For the year ended 31 December 2013
Note

2013

2012

£m

£m

179.4

150.6

11.5

16.7

-

(0.1)

Net cash inĂow/(outĂow) from operating activities
ProĂt before taxation
Adjusted for:
Depreciation and amortisation
Gains on sale of property, plant and equipment
Gains on investment securities

(9.3)

(16.9)

-

(18.0)

148.9

(139.4)

33.9

-

Impairment of property, plant and equipment

0.7

-

Net increase in share based payment reserve

0.6

0.2

Contingent consideration

9.0

(13.0)

Income tax paid
Fair value adjustments on Ănancial instruments
Impairment of intangible assets

Gain on sale of subsidiary
Negative goodwill credit
Net cash inĂow/ (outĂow) from operating proāt before
changes in operating assets and liabilities

(203.4)

-

–

(139.1)

171.3

(159.0)

Changes in operating assets and liabilities
Net (increase)/decrease in deposits held for regulatory or monetary control purposes
Net (increase) in loans and advances to customers
Net (decrease)/increase in derivative Ănancial instruments payable
Net decrease in loans and advances to banks

(16.8)

2,741.2

(2,575.3)

(2,659.8)

(165.0)

20.7

-

859.3

Net (increase) in prepayments and accrued income

(0.2)

(0.9)

Net decrease in other assets

13.3

54.2

0.4

(1.4)

385.8

(94.8)

3,114.7

1,295.4

22.3

(24.5)

Net (decrease)/increase in accruals and deferred income

(42.0)

41.3

Net cash inĂow from operating activities

908.5

Net increase/(decrease) in provision for liabilities
Net increase/(decrease) in deposits from banks
Net increase in customer accounts
Net increase/(decrease) in other liabilities

The notes on pages 149 to 211 form an integral part of these Ănancial statements

2,071.7
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Consolidated Cash Flo
ow State
ement (contiinued)
For the year ended 31 December 2013
Note

2013

2012

£m

£m

(29.7)

(5.5)

(1.5)

(23.6)

(760.4)

(3,121.3)

615.4

2,885.6

18.3

(9.6)

–

(825.0)

192.5

-

Net cash (outĂow)/inĂow from investing activities
Net investment in intangible assets
Net investment in property, plant & equipment
Net investment in securities
Proceeds from sale and redemption of investment securities
Movement in disposal of group assets and liabilities
Acquisition of Virgin Money plc
Disposal of Virgin Money Cards Limited

(1,019.6)

Net investment in credit card portfolio
Net cash (outĂow) from investing activities

(985.0)

(1,099.4)

Net cash (outĂow)/inĂow from ānancing activities
Loan from banks

-

(253.8)

Sale of shares by Employee BeneĂt Trust

-

0.6

(7.8)

-

Net (decrease)/increase in debt securities in issue

(796.8)

1,320.2

Net cash (outĂow)/inĂow from ānancing activities

(804.6)

1,067.0

Net (decrease)/increase in cash and cash equivalents

(881.1)

2,039.3

Distribution to Non Core tier 1 loan noteholders

Cash and cash equivalents at 1 January
Cash and cash equivalents at 31 December
The notes on pages 149 to 211 form an integral part of these Ănancial statements.
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Company Statement of Chang
ges in Equitty
For the year ended 31 December 2013

Share
capital1

Share
premium

Other
reserves

Own
shares

Retained
earnings

Total
equity

£m

£m

£m

£m

£m

£m

Balance as at 1 January 2013

-

509.2

-

364.0

867.0

Loss for the year

-

-

-

-

(17.3)

(17.3)

Total comprehensive income for the year

-

-

-

-

(17.3)

(17.3)

Distribution to Non core tier 1 noteholders

-

-

-

-

(15.7)

(15.7)

Employee beneĂt trust

-

-

-

-

-

-

Share-based payments

-

-

-

-

0.6

0.6

Balance as at 31 December 2013

-

509.2

-

331.6

834.6

Share
capital

Share
premium

Other
reserves

Own
shares

Retained
earnings

Total
equity

£m

£m

£m

£m

£m

£m

Balance as at 1 January 2012

-

509.2

(4.4)

(2.2)

42.2

544.8

ProĂt for the year

-

-

-

-

321.6

321.6

Total comprehensive income for the year

-

-

-

-

321.6

321.6

Employee beneĂt trust

-

-

4.4

(4.0)

-

0.4

Share-based payments

-

-

-

-

0.2

0.2

Balance as at 31 December 2012

-

509.2

-

364.0

867.0

(6.2)

Transactions with equity holders, recognised in equity

For the year ended 31 December 2012

(6.2)

Transactions with equity holders, recognised in equity

1

Total ordinary shares by number 40,576,824 with a nominal value of £0.001, amounting to £40,576.83.

The notes on pages 149 to 211 form an integral part of these Ănancial statements.

(6.2)

148

I

Virgin Money Group Annual Report 2013

Company Cash Flow Sttatement
For the year ended 31 December 2013
Note

2013

2012

£m

£m

Net cash (outĂow)/inĂow from operating activities
(19.7)

Loss/(proĂt) before taxation

319.4

Adjusted for:
Income tax paid

2.2

6.6

Unrealised movement on derivatives

2.7

0.7

Revaluation of subsidiary investment

-

4.6

9.0

(13.0)

-

(320.3)

Contingent consideration
Gain on sale of subsidiaries
Net cash outĂow from operating proāts before changes in
operating assets and liabilities

(5.8)

(2.0)

0.1

0.4

(37.9)

(51.1)

0.7

0.3

(42.9)

(52.4)

Changes in operating assets and liabilities
Net increase in other assets
(Decrease) in amounts due to group undertakings
(Increase) in other liabilities
Net cash (outĂow) from operating activities
Net cash outĂow from investing activities
Purchase of subsidiary undertaking

-

(825.0)

Sale of subsidiary undertaking

-

330.0

Net cash outĂow from investing activities

-

(495.0)

-

(253.8)

Amounts from group undertakings

45.4

49.5

Distribution to Non Core Tier 1 loan noteholders

(7.8)

Net cash (outĂow)/inĂow from ānancing activities
Loan from banks

-

-

(4.0)

Net cash inĂow/(outĂow) from ānancing activities

37.6

(208.3)

Net (decrease) in cash and cash equivalents

(5.3)

(755.7)

Opening cash and cash equivalents

17.1

772.8

11.8

17.1

Repurchase of shares by Employee BeneĂt Trust

Closing cash and cash equivalents
The notes on pages 149 to 211 form an integral part of these Ănancialǆstatements.
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Notes to the Financial Statements
s
For the year ended 31 December 2013

Note 1: Basis of preparation
1.1 Reporting entity
Virgin Money Holdings (UK) Limited is a company incorporated and
registered in England and Wales.

1.2 Basis of preparation
The Group and Company Ănancial statements, which should be read
in conjunction with the Directors’ Report, have been prepared on
a going concern basis in accordance with International Financial
Reporting Standards (“IFRS”) as adopted by the EU and with those
parts of the Companies Act 2006 applicable to companies reporting
under IFRS. No individual statement of comprehensive income is
presented for the Company, as permitted by Section 408(4) of the
Companies Act 2006.
The Directors have reviewed the strategic plan which shows the
Ănancial position, cash ăow, liquidity and capital forecasts for the
Group and all of its subsidiaries. The Directors are conĂdent that
they show that the Group will have suƋcient resources to meet its
liabilities as they fall due. Accordingly the Directors believe that it
remains appropriate to prepare the Ănancial statements on a going
concern basis.

1.3 Basis of consolidation
In these Ănancial statements Virgin Money Holdings (UK) Limited is
referred to as the “Company”. The “Group” consists of the Company
and all of its subsidiaries. The subsidiaries are listed in note 21. The
consolidated Ănancial statements comprise the Ănancial statements
of the Group.
Entities are regarded as subsidiaries where the Group has the power
to govern Ănancial and operating policies so as to obtain beneĂts
from their activities. Intercompany transactions and balances
are eliminated upon consolidation. Subsidiaries are consolidated
from the date on which control is transferred to the Group and
are deconsolidated from the date that control ceases. Uniform
accounting policies are applied consistently across the Group.
Special Purpose Entities (SPEs) are entities created to accomplish
a narrow and well deĂned objective. For the Group this is the
securitisation of mortgage assets. An SPE is consolidated if, based
on an evaluation of the substance of its relationship with the Group
and the SPE’s risks and rewards, the Group concludes that it controls
the SPE. This assessment is made at the inception of the SPE, and it
is not normally reassessed.

1.4 Basis of measurement
The Ănancial statements have been prepared under the historical
cost convention as modiĂed by the revaluation of derivative Ănancial
instruments, available for sale assets and other assets held at fair

value through proĂt or loss. A summary of the material Group
accounting policies is included within the individual notes to the
Ănancial statements on pages 149 to 211. Polices which are relevant
to the Ănancial statements as a whole are set out below.
The preparation of the Ănancial statements in conformity with
IFRS requires Management to make judgements, estimates and
assumptions that aƊect the application of accounting policies and
the reported amounts of assets, liabilities, income and expenses.
Actual results may diƊer from these estimates.
Estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to accounting estimates are recognised in the period
in which the estimates are revised and in any future periods aƊected.
The accounting policies set out in the notes to the Ănancial
statements have been applied consistently to all periods presented
in these Ănancial statements.

1.5 Client money
The Group’s unit trust management and investment intermediary
subsidiaries administer money on behalf of some clients in
accordance with the Client Money Rules of the Financial Conduct
Authority. Such monies and the corresponding amounts due to
clients are not presented on the face of the balance sheet nor in the
notes to the Ănancial statements as the Group is not the beneĂcial
owner.

1.6 Foreign currency translation
The Group’s Ănancial statements are presented in sterling, which is
the functional currency of the Company.
Foreign currency transactions are translated into functional
currency using the exchange rates prevailing at the dates of the
transactions. Monetary items denominated in foreign currencies are
translated at the rate prevailing at the balance sheet date. Foreign
exchange gains and losses resulting from the restatement and
settlement of such transactions are recognised in proĂt or loss. Nonmonetary items (which are assets or liabilities which do not attach
to a right to receive or an obligation to pay currency) measured at
amortised cost and denominated in foreign currencies are translated
at the exchange rate at the date of the transaction. Non-monetary
items measured at fair value are translated at the exchange rate
at the date of valuation. Where these are held at fair value through
proĂt and loss, exchange diƊerences are reported as part of the fair
value gain or loss.
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Note 1: Basis of preparation (continued)
1.7 Accounting estimates and judgements
The preparation of Ănancial statements in conformity with
IFRS requires Management to make judgements, estimates and
assumptions that aƊect the application of accounting policies
and the reported amounts of assets and liabilities at the date of
the Ănancial statements and the reported amounts of income and
expenses during the reporting period. Although these estimates
are based on Management’s best knowledge of the amount, actual
results may diƊer ultimately from those estimates.
Area of signiācant judgement or estimate

The areas involving a higher degree of judgement or complexity,
or areas where assumptions and estimates are signiĂcant to the
Ănancial statements, are disclosed within the notes to the Ănancial
statements which the estimate or judgement relates to as follows:

Note reference

EƊective interest rates

2

Contractual revenue recognition

6

Fair value of share based payments

10

Impairment of loans and receivables

11

Disposal group classiĂcation and measurement

15

Carrying value of investments in subsidiaries

21

Acquisitions and disposals

23

Impairment of intangibles

24

Impairment of property, plant and equipment

25

Deferred tax assets

26

Provisions

31

ClassiĂcation of debt and equity

32

Contingent consideration and contingent liabilities

37

Fair value of Ănancial assets and liabilities

38
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Note 1: Basis of preparation (continued)
1.8 Changes in Accounting Policy
The following new standards, amendments to standards or interpretations are mandatory for the Ărst time for Ănancial years beginning on
1 January 2013 and have been endorsed for adoption by the EU. These are applicable from 1 January 2013 unless otherwise stated:
Pronouncement

Impact of change

IFRS 13, Fair value
measurement

IFRS 13 establishes a single framework for measuring fair value and making disclosures
about fair value measurements, when such measurements are required or permitted by other IFRS. In
particular, it uniĂes the deĂnition of fair value as the price at which an orderly transaction to sell an
asset or to transfer a liability would take place between market participants at the measurement date.
It also replaces and expands the disclosure requirements about fair value measurements in other IFRS,
including IFRS 7 Financial Instruments: Disclosures.
In accordance with the transitional provisions of IFRS 13, the Group has applied the new fair value
measurement guidance prospectively, and has not provided any comparative information for new
disclosures. Notwithstanding the above, the change had no signiĂcant impact on the measurements
of the Group or Company’s assets and liabilities.

Amendment to IAS 1, Other
comprehensive income

The Group has modiĂed the presentation of items of other comprehensive income in its consolidated
statement of comprehensive income to present separately items that would be reclassiĂed to proĂt or
loss in the future from those that would never be presented. Comparative information has also been
re-presented.
The adoption of the amendment to IAS 1 has no impact on the recognised assets, liabilities and
comprehensive income of the Group or Company.

Amendment to
IFRS 7, OƊsetting Ănancial
assets and Ănancial liabilities

This amendment introduces additional disclosure requirements for items oƊset under IAS 32 Financial
Instruments: Presentation which are subject to master netting agreements, requiring the gross
balances to be disclosed.
The Group currently presents derivatives on a gross basis and as a result there is no material change
to the disclosures of the Group or Company.

There are no other standards, amendments to standards or interpretations that are applicable in the period which have a material impact on
the Ănancial statements.
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Note 1: Basis of preparation (continued)
1.9 New standards and interpretations not yet adopted
The Group has not early adopted any standards or interpretations during 2013.
A number of new standards and amendments to standards and interpretations are eƊective for annual periods beginning on or after 1
January 2014 as endorsed by the EU. These where relevant will be adopted by the Group from 1ǆJanuary 2014 and have not been applied in
preparing these consolidated Ănancial statements. Those which may be relevant to the Group are set out below.
Pronouncement

Nature of change

Eƅective date

Amendment to IAS 32,
Financial Instruments:
Presentation on
oƊsetting Ănancial assets
and Ănancial liabilities

The amendments to IAS 32 clarify the oƊsetting criteria when
an entity currently has a legal right to set oƊ and when gross
settlement is equivalent to net settlement. This amendment is
not expected to have a signiĂcant impact on the Group when adopted. It is
required to be applied retrospectively.

Annual reporting
periods beginning
on or after 1 January
2014

IFRS 10 Consolidated
Financial Statements, IFRS
11 Joint Arrangements
and IFRS 12 Disclosure of
Interests in Other Entities
(2011)

IFRS 10 introduces a single control model to determine whether
an investee should be consolidated. The new control model focuses on the
concept of power, variability of returns and the linkage between the two.

Annual reporting
periods beginning
on or after 1 January
2014

IFRS 11 is not expected to have any impact on the Group as the Group is
not involved currently in any joint arrangements.
IFRS 12 brings into a single standard all the disclosure requirements about
an entity’s interests in subsidiaries, joint arrangements, associates and
unconsolidated structured entities.
No material changes to the consolidation of the Group are expected as
a result of adopting this standard, however additional disclosures will be
required by IFRS 12.
These standards are required to be applied retrospectively.
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Note 1: Basis of preparation (continued)
1.9 New standards and interpretations not yet adopted (continued)
The following new standards and amendments to standards or interpretations which may be relevant to the Group have
been issued but are not eƊective for Ănancial years beginning 1 January 2013 and have not yet been endorsed by the EU:

Pronouncement

Nature of change

Eƅective date

IFRS 9 Financial
Instruments (2009), IFRS
9 Financial
Instruments (2010)
IFRS 9 Financial
Instruments (2013)

IFRS 9 (2009) introduces new requirements for the classiĂcation and measurement
of Ănancial assets and IFRS 9 (2010) introduces additional requirements relating
to Ănancial liabilities. Under IFRS 9 (2009), Ănancial assets are classiĂed and
measured on the business model in which they are held and the characteristics of
their contractual cash ăows. IFRSǆ9 (2010) introduces a new requirement in respect
of Ănancial liabilities designated under the fair value option to present fair value
changes that are attributable to the liability’s credit risk in other comprehensive
income rather than in proĂt or loss. Together these changes represent the Ărst
phase of the planned replacement of IAS 39 Financial Instruments: Recognition and
Measurement.

The eƊective date
has been withdrawn

Phase 3 of IFRS 9 introduces new requirements for hedge accounting in IFRSǆ9
(2013). This amendment aligns hedge accounting more closely with risk
management. The requirements also establish a principles based approach to hedge
accounting and address inconsistencies and weaknesses in IAS 39.
Phase 2 of the IFRS 9 project will address the impairment of Ănancial assets.
IFRS 9 is required to be applied retrospectively, but prior periods need not be
restated. The adoption of IFRS 9 is expected to have a material impact on the
Group’s Ănancial statements, but this impact has not yet been quantiĂed, as there
are still revisions to the standard being proposed and no eƊective date has been set.
Amendments to IFRS 10,
IFRS 11, IFRS 12,
IAS 27 and IAS 28,
Consolidation

These amendments introduce the concept of an ‘investment entity’. Where a
subsidiary qualiĂes as an investment entity it is not required to be consolidated by
the Group, but should be recorded at fair value through proĂt or loss. No material
impact on the Group is expected from adopting these amendments.

Annual reporting
periods beginning
on or after 1ǆJanuary
2014

Amendment to IAS 36
Impairment of Assets,
Recoverable Amount
Disclosures for NonFinancial Assets

The circumstance in which the recoverable amount of assets or cash-generating units
is required to be disclosed is reduced by these amendments. They also clarify the
disclosures required and introduce an explicit requirement to disclose the discount rate
used in determining impairment (or reversals) where recoverable amount (based on fair
value less costs of disposal) is determined using a present value technique. Adoption of
these amendments is not expected to have a material impact on the Group.

Annual reporting
periods beginning
on or after 1ǆJanuary
2014

IFRIC 21: Levies

This interpretation provides guidance on when to recognise a liability for a levy
imposed by a government. This will impact the treatment of the FSCS levy (note 31)
by pushing back the recognition date of the levy.

Annual reporting
periods beginning
on or after 1ǆJanuary
2014

1.10 Presentation of information
Disclosures under IFRS7 ‘Financial instruments: Disclosure’ concerning the nature and extent of risks relating to Ănancial instruments have
been included within the audited sections of the Risk Management Report on page 88. Where marked as ‘audited’ these are covered by the
Independent Auditor’s Report on page 141.
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Note 2: Interest Income
Accounting policy
Interest income is recognised in proĂt or loss for all instruments
measured at amortised cost using the eƊective interest rate
method.
The eƊective interest rate method calculates the amortised cost
of a Ănancial asset or a Ănancial liability, and allocates the interest
income over the relevant period. The eƊective interest rate is the
rate that exactly discounts estimated future cash receipts through
the expected life of the Ănancial instrument or, where appropriate,
a shorter period to the net carrying amount of the Ănancial asset or
Ănancial liability. When calculating the eƊective interest rate the
Group estimates cash ăows considering all contractual terms of the

Key management estimates and judgements
IAS 39 requires interest earned from mortgages and credit cards to
be measured under the eƊective interest rate method. Management
must therefore use judgement to estimate the expected life of each
instrument and hence the expected cash ăows relating to it. The
accuracy of the eƊective interest rate would therefore be aƊected
by unexpected market movements resulting in altered customer
behaviour, inaccuracies in the models used compared to actual
outcomes and incorrect assumptions.
For the mortgage book Management have reviewed expected
lives during the period and the catch-up adjustment resulted in a
gain in proĂt and loss in the consolidated Ănancial statements of
£11.9ǆmillion (2012: £15.3 million) driven by an expectation based
on empirical analysis that, on an overall basis, loan lives are longer
and in relation to the introduction of a cut-oƊ point.

Ănancial instrument (for example prepayment options) but does not
consider future credit losses. The calculation includes all amounts
received or paid by the Group that are an integral part of the
overall return, direct incremental transaction costs related to the
acquisition or issue of a Ănancial instrument and all other premiums
and discounts.
Once a Ănancial asset or group of similar Ănancial assets has been
written down as a result of an impairment loss, interest income is
recognised using the rate of interest used to discount the future
cash ăows for the purpose of measuring the impairment loss.

If the estimated life of secured loans were increased or reduced
by one month, the value of such loans on the balance sheet would
be increased or decreased by £1.6 million (2012: £5.6 million) and
£1.5ǆmillion (2012: £5.5ǆmillion) respectively. The impact of a +/2.5% change in the cut-oƊ percentage leads to a change to the
value of the loans of £8.9 million charge and £11.1ǆmillion gain
respectively.
For the credit card book Management have concluded that
the current expected lives are appropriate and as a result no
adjustment has been made. If the estimated life of credit cards were
increased by one month or reduced by one month, the value of such
assets on the balance sheet would be increased or decreased by
£0.1 million.
Included in Interest income is an amount of £21.8 million which
relates to the accretion of the discount on the acquisition of the
credit card book. This discount represents the diƊerence between
the price paid over the fair value at acquisition, which unwinds over
the life of the acquired balances to their recoverable amount. The
full discount has been unwound in the year based on the repayment
proĂles.
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Note 2: Interest Income (continued)
2013

2012

£m

£m

On loans and advances to customers – secured

643.1

598.4

On loans and advances to customers – unsecured

122.6

-

0.9

1.6

12.4

19.0

On cash and balances with central banks

7.4

12.2

Other interest

2.4

2.1

788.8

633.3

Interest income

On loans and advances to banks
On investment securities

Total interest income
Interest accrued on individually impaired assets was £0.6 million (2012: £0.6 million).

Note 3: Interest Expense
Accounting policy
Interest expense is recognised in proĂt or loss for all instruments
measured at amortised cost using the eƊective interest rate
method.
The eƊective interest rate method calculates the amortised cost
of a Ănancial asset or a Ănancial liability, and allocates the interest
expense over the relevant period. The eƊective interest rate is
the rate that exactly discounts estimated future cash payments
through the expected life of the Ănancial instrument or, where

appropriate, a shorter period to the net carrying amount of the
Ănancial asset or Ănancial liability. When calculating the eƊective
interest rate the Group estimates cash ăows considering all
contractual terms of the Ănancial instrument. The calculation
includes all amounts received or paid by the Group that are an
integral part of the overall return, direct incremental transaction
costs related to the acquisition or issue of a Ănancial instrument
and all other premiums and discounts.

2013

2012

£m

£m

437.5

465.2

0.2

0.4

33.4

27.9

6.5

4.5

477.6

498.0

Interest expense
On retail customer accounts
On deposits by banks
On debt securities in issue
Other
Total interest expense
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Note 4: Fee and Commission Income
Accounting policy
Where they are not included in the eƊective interest rate
calculation, fees and commissions are recognised on an accruals
basis as services are provided. Loan commitment fees for loans
that are likely to be drawn down

are deferred (together with related incremental direct costs) and
recognised as an adjustment to the eƊective interest rate on the
loan. Insurance commissions are recognised in the period in which
they are earned.
2013

2012

£m

£m

3.5

4.2

27.8

-

Other fee and commission income

1.5

13.3

Total fee and commission income

32.8

17.5

Fee and commission income
On loans and advances to customers – secured
On loans and advances to customers – unsecured

In 2013, fee and commission income includes amounts earned on the credit card book purchased on 18 January 2013. Prior to this date,
credit card income was earned through a strategic partnership agreement with MBNA and was recognised in other operating income (refer
to note 6).

Note 5: Fee and Commission Expense
Accounting policy
Where they are not included in the eƊective interest rate
calculation, fees and commissions are recognised on an

accruals basis when the service has been received.

2013

2012

£m

£m

0.2

0.2

Other

13.0

11.5

Total fee and commission expense

13.2

11.7

Fee and commission expense
On other customer accounts

Other fee and commission expense includes bank servicing costs and bank charges.

Note 6: Other Operating Income
Accounting policy
Other operating income comprises the fair value for services, net
of value added tax, rebates and discounts. Other operating income
is attributable to the sale and management of stocks and shares
ISAs, pensions, authorised unit trusts, the marketing of credit cards,
general insurance and other Ănancial services products.
Credit card income
On 18 January 2013 the Group acquired £1 billion of the Virgin
Money branded credit card book from our credit card partner, MBNA.
Income from credit card receivables is now recognised in all income

categories rather than solely as other income as was the case in
the prior year. Further details of this transaction can be found in
noteǆ23.
Until 18 January 2013, income arising from credit card co-branding
arrangements was reăected within the pre-tax net income of
the total card portfolio and recognised daily. Amounts received
over and above the standard mechanism are recorded as revenue
when it is considered the performance obligations relating to such
amounts have been fulĂlled.
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Note 6: Other Operating Income (continued)
The Group was party to an extended contract which had a variation
in terms in 2009. The substance of the transaction was such that
the equivalent revenues to which the Group was entitled during the
term of the contract extension were deemed to relate to the entire
contract period of 10 years. As such, contracted revenues were
spread over a period of 10 years, discounted at a rate equivalent to
an appropriate 10 year bond yield. This contract with MBNA ended
on 18 January 2013.
The Group was also party to an arrangement in relation to Virgin
Atlantic Airways branded credit cards. Income on this contract has
been recognised in accordance with the contract terms. With eƊect
from 1 December 2013 the existing contract was terminated and
replaced with a new arrangement for these cards. The Group will
continue to recognise income in relation to the new arrangement
under the terms of the revised contract.

Other operating income
Other operating income from sales of units in managed funds
is recognised daily based on the average volume of funds under
management.
Revenue from the sale of general insurance and life
insurance policies is recognised in full on the eƊective date of
commencement or renewal of the related policies to reăect
underlying contracts with product providers.
Fees charged to charities for registering with Virgin Money
Giving Limited are recognised from the date on which there is no
signiĂcant uncertainty as to their collectability. The 2% commission
charged on donations and event fees is recognised from the date
donations and event fees are transacted on the website. Both of
these income streams contribute towards costs incurred by Virgin
Money Giving which is the Group’s not-for-proĂt subsidiary.

Key management estimates and judgements
The Group received income direct from its credit card portfolio
(from the beginning of the prior year to 18 January 2013), payment
services and insurance partners on the basis of detailed contractual
terms, rather than direct from the customer.

This required judgement in determining whether performance
obligations have been delivered and estimation of the appropriate
revenue, and Management have exercised judgement in both these
respects.

Other operating income comprises:
2013

2012

£m

£m

Co-branded credit cards

(2.4)

62.8

Other credit card partnerships

17.9

16.9

Net credit card income

15.5

79.7

Investment and protection income

30.9

29.9

Other

1.6

0.5

Total

48.0

110.1

Within co-branded credit cards, there is an expense of £8.3 million. This
relates to future overhead contributions which were due from MBNA
and were written oƊ when the contract ended in 2013.
Total operating income is derived in the United Kingdom and relates
to trade with third parties and continuing operations.
Net credit card income from co-branded credit cards was earned
by the Group throughout 2012 and up to 18ǆJanuary 2013. On this
date the Group terminated its existing relationship with MBNA and

acquired a credit card portfolio (refer to note 23). Income on the
acquired portfolio is now recognised through interest income and
expense (refer to notes 2 and 3) and fee and commission income and
expense (refer to notes 4 and 5). The Group continues to recognise
ongoing credit card income from other strategic partners as other
income.
Other includes commission on donations, interest received from
related parties and other sundry income.
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Note 7: Total Operating Expenses
Accounting policy
Operating expenses
Operating expenses are recognised on an accruals basis as services
are provided. Included within the employee beneĂts expense are
employee share based payments. The accounting policy in relation
to share based payments is set out in note 10.

Leases
If the lease agreement in which the Group is a lessee transfers the
risks and rewards of the asset, the lease is recorded as a Ănance
lease and the related asset is capitalised. At inception the asset is
recorded at the lower of the present value of the minimum lease
payments or fair value and is depreciated over the estimated useful

life. The lease obligations are recorded as borrowings.
If the lease does not transfer the risks and rewards of the asset, the
lease is recorded as an operating lease.
Operating lease payments are charged to proĂt or loss on a straight
line basis over the lease term unless a diƊerent systematic basis is
more appropriate. Where an operating lease is terminated before
the lease period has expired, any payment required to be made to
the lessor in compensation is charged to proĂt or loss in the period
in which termination is made.

Operating expenses comprise:
2013

2012

£m

£m

Employee costs (refer to note 8)

129.4

107.5

Other operating expenses

150.3

124.7

Administrative expenses

279.7

232.2

11.5

16.7

3.1

13.0

294.3

261.9

2013

2012

£m

£m

Hire of equipment

5.4

5.4

Property rentals

6.7

10.0

Remuneration of auditor (see below)

1.4

1.2

Depreciation of owned Ăxed assets

6.8

8.2

Amortisation of intangible assets

4.7

8.5

20.1

29.1

Depreciation and amortisation charge
Strategic transaction costs
Total

Operating expenses include:

Marketing costs
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Note 7: Total Operating Expenses (continued)
Remuneration of auditor
During the year the Group obtained the following services from the Group’s auditor as detailed below:
2013

2012

£m

£m

0.1

0.1

The audit of the accounts of the subsidiaries

0.7

0.5

Audit related assurance services

0.4

0.3

Tax advisory services

0.1

0.2

Other assurance services

0.1

0.1

Total

1.4

1.2

Fees payable to the Company’s auditor for the audit of the Company’s accounts
Fees payable to the Company’s auditor and its associates for other services:

All amounts payable to the auditor have been charged to Virgin Money Management Services Limited and Virgin Money plc, subsidiary
undertakings of the Company.

Note 8: Employee Information
Accounting policy
The Group applies IAS 19 Employee BeneĂts in its accounting for
the following components of employee costs:

(i) Short term employee beneƶts
Short term employee beneĂts include salaries and social security
costs and are recognised over the period in which the employees
provide the services to which the payments relate.
Cash bonus awards are recognised to the extent that the Group has
a present obligation to its employees that can be measured reliably
and are recognised over the period of service that employees are
required to work to qualify for the payment.

(ii) Other long term employee beneƶts
Other long term employee beneĂts include deferred cash bonus
awards. Deferred cash bonus awards are recognised at the present
value of the obligation at the reporting date. These costs are
recognised over the period of service that employees are required
to work to qualify for the payment.
The accounting policies for other pension costs and employee share
based payments are set out in note 9 and note 10 respectively.

Operating expenses include the following employee costs:
2013

2012

£m

£m

Wages and salaries

108.1

85.8

Social security costs

12.2

11.2

Other pension costs

8.5

8.0

Employee share based payments

0.6

2.5

129.4

107.5

Total employee costs
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Note 8: Employee Information (continued)
In 2013, employee costs include deferred cash bonus amounts
of £4.9 million, relating to the phantom incentive plan and other
legacy long term incentive plans which are now closed. Deferred
bonuses remain subject to a further assessment of performance
up until the point of payment and are settled in cash. Deferred
bonuses are paid to Directors and Senior Executives as part of
the phantom incentive plan (“the plan”). The plan is designed
to comply with PRA requirements for deferral and clawback on
treatment of variable remuneration. The plan was amended by the

Remuneration Committee on 18 July 2013 so that the award was
based on Tangible Net Asset Value (TNAV) rather than share price
over the vesting period. TNAV is calculated as the total assets of the
Group less any intangible assets less all liabilities. This amendment
has resulted in a change to the accounting treatment of the plan
in 2013 such that it is now accounted for as a long term employee
beneĂt and is included within wages and salaries. In 2012 this was
accounted for as a cash settled share based payment, included in
employee share based payments disclosed above and in note 10.

The monthly average number of persons (including Directors) employed by the Group was as follows:
2013

2012

Full time

2,121

1,892

Part time

597

481

2,718

2,373

Total

At 31 December 2013, the total number of full time equivalent employees is 2,637 (2012: 2,404). The Company did not directly employ any
staƊ during the year.

Directors’ remuneration
2013

2012

£m

£m

Remuneration paid to Executive Directors

1.2

1.2

Amounts receivable under long term incentive plans

0.6

-

Group pension contributions to deĂned contribution pension schemes

0.1

0.1

Total remuneration for Executive Directors

1.9

1.3

Remuneration paid to Non-Executive Directors

0.7

0.9

Total Directors’ remuneration

2.6

2.2

Remuneration

A new Executive Director was appointed on 7 October 2013 and
at this time an existing Executive Director stepped down from the
Board. The Ăgure shown above for 2013 remuneration includes
only the amount for the period when each Director served and is in
respect of their services as Directors of the Company.

The value of the Group’s contributions to a deĂned contribution
pension scheme in respect of the highest paid director amounted to
£0.1 million (2012: less than £0.1 million).

During the year retirement beneĂts were accruing to three Directors
(2012: two) in respect of deĂned contribution pension schemes.

No Directors exercised share options in 2013 (2012: none).
One Director has an outstanding share option (2012: one), a
proportion of which vested in 2013, but remains unexercised as at
31ǆDecember 2013.

The highest paid Director received remuneration of £0.7 million
(2012: £0.8 million). In addition, amounts receivable under long
term incentive plans were £0.5 million (2012: £nil). In 2012 the
long term incentive plan was accounted for as a cash settled share
based payment, however due to a modiĂcation of the scheme to
base awards from the scheme on TNAV, this is now accounted for
as a long term employee beneĂt. Further details for this plan are
provided in note 10.

In 2013 remuneration was paid to six Non-Executive Directors
(2012: six).
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Note 9: Retirement Beneƶt Obligations
Accounting policy
A deĂned contribution plan is a post-employment beneĂt plan into
which the Group pays Ăxed contributions to a third party pension
provider and has no legal or constructive obligation to pay further
amounts. Contributions are recognised as staƊ expenses in proĂt or loss
in the periods during which related employee services are fulĂlled.

The Group operates deĂned contribution pension schemes, for
its Directors and employees. The assets of the schemes are held
separately from those of the Group in independently administered
funds.

The Group made contributions of £8.5 million (2012: £8.0 million) during the year. There were no unpaid contributions outstanding at the
year end (2012: £nil).

Note 10: Employee Share Schemes
Accounting policy
The Group puts in place share schemes for employees to reward
strong long term business performance and to incentivise growth for
the future.
The Group engages in equity settled and cash settled share based
payment transactions in respect of services received from certain of
its employees.
For equity settled share based payment transactions the grant date
fair value is recognised as an employee expense with a corresponding
increase in equity over the period that the employees become
unconditionally entitled to the awards.
The fair value of the award granted is determined using valuation
models which take into account the terms and conditions attached
to awards. For share option awards this includes inputs for the
exercise price, the risk free interest rate, the expected volatility of
the Company’s share price and other relevant factors. In the absence
of market prices the fair value of the instruments at the date of
the grant is estimated using an appropriate valuation technique.
For other awards this includes the probability of a vesting event,
growth rates and other various factors which relate to performance
conditions attached to the awards.

The amount recognised as an expense is adjusted to reăect the actual
number of awards for which the related service and non-market
vesting conditions are expected to be met such that the amount
ultimately recognised as an expense is based on the number of awards
that do meet the related service and non-market performance
conditions at the relevant vesting date.
For share based payment awards with market performance
conditions or non-vesting conditions the grant date fair value of the
share based payment is measured to reăect such conditions and
there is no true-up for diƊerences between expected and actual
outcomes.
For cash settled share based payment transactions the fair value of
the amount payable to the employee is recognised as an expense
with a corresponding increase in liabilities. The fair value is initially
measured at grant date and spread over the period during which the
employees become unconditionally entitled to payment. The fair
value is measured based on a valuation model taking into account
the terms and conditions upon which the instruments were granted.
The liability is revalued at each balance sheet date and settlement
date with any changes to fair value being recognised in the proĂt and
loss account.

Key management estimates and judgements
The fair value of the share awards are calculated using statistical
models. The inputs to these models require management

judgement to estimate the probability and timings of events taking
place in the future.

Share based payments
The charge for the year arising from share based payment schemes was as follows:
Group and Company
Equity settled
Cash settled
Total share based payments
* Relates to the Phantom Incentive Plan, refer to paragraph on page 163.

2013

2012

£m

£m

0.6

0.2

0.6

2.3*
2.5
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Note 10: Employee Share Schemes (continued)
Existing Group Schemes
Award Plan

Eligible Employees

Nature of award

Vesting conditions1

Type

Issue Dates2

Share option
scheme

Senior employee

Award of share
options

Continuing employment
or leaver in certain
circumstances

Equity settled

2011

Growth scheme

Selected senior
employees

OƊer to subscribe
for a restricted
class of shares

Continuing employment
or leavers in certain
circumstances and
achievement of
performance conditions

Equity settled

2012 & 2014

Employee share
award plan

StaƊ below
executive level

Conditional share
award

Continuing employment
and achievement of
performance conditions

Equity settled

2013

Share award plan

Two senior
employees

Conditional share
award

Continuing employment

Equity settled

2013

2013 incentive
scheme

Selected senior
employees

Conditional share
award

Continuing employment
and achievement of
performance conditions

Equity settled

2013

1

All awards have vesting conditions and therefore some may not vest.

2

Issue dates show the year in which issues have been made under the relevant scheme. There could be further issuances in future years under the scheme.

Equity settled schemes
The terms of the existing group schemes are as follows:

Share option scheme
On 7 October 2011 an equity based option scheme was set up
for the Chairman. Under the scheme the Chairman has an option
over 65,824 shares of the Company. This option was granted on
7 October 2011 and subsequently revised on 19 June 2012. The
option vests in three tranches. Tranche 1 vested in October 2012,
tranche 2 vested in October 2013 and tranche 3 will vest in October
2014 (the anniversaries of the scheme grant date). At 31 December
2013 no share options have yet been exercised.

At 31 December 2013 the exercise price for options outstanding at
year end was £21.49 (2012: £21.49) and the average contractual
life of options granted is based on Admission to an Exchange
(Flotation). The latest date the options will expire is 10 years from
the date of any Flotation.
The fair value of the share options granted under the share option
scheme was determined at grant date using a Black-Scholes
valuation model. The signiĂcant inputs used to estimate the fair
value included the exercise price, share price, expected volatility
and the risk free rate. The risk free rate is based on the 5 year FTSE
Actuaries UK Gilt Yield.
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Note 10: Employee Share Schemes (continued)
Growth scheme

Share award plan

OƊers to acquire Growth shares (a restricted class of shares) were
extended to selected senior executive positions in January 2012
(“A” ordinary shares) and December 2013 (“B” ordinary shares).
Shares were subscribed for at a nominal price of £0.001 per share
with executives paying Income Tax and National Insurance on the
diƊerence between the nominal price and the full subscription
price. Growth shares are designed to enable participants to share
in the continued growth of the Group above an initial valuation
plus an annual increase in the value of the business. Participants do
this by subscribing for “A” or “B” ordinary shares in the Company.
Holders are entitled to receive a return on the shares granted in the
event of a prescribed exit event – Flotation of the Company, Share
Sale or Business Sale – occurring prior to 1 January 2022. Growth
shares are governed by the Articles of Association of the Company.
The scheme is deemed to be an equity settled scheme and has been
accounted for as such. Participants have to remain in employment
or be deemed a good leaver to continue to qualify for the scheme.

The share award plan was set up for two senior employees. Under
the plan the participants receive shares on vesting dates in March
2014, March 2015 and March 2016.

The fair value of the growth scheme was calculated at grant date
using a valuation model, which takes into account the above terms
and conditions. SigniĂcant inputs into the model were net asset
value, the hurdle rate speciĂed in the Articles of Association, a
discount factor and the probability of a vesting event occurring.

The fair value of the share award plan was calculated at grant date
based on the number of shares awarded and an estimated share
price as at 30 June 2013. The share price was estimated based on
the Tangible Net Asset Value (TNAV) per share. TNAV is calculated
as the total assets of the Group less any intangible assets less all
liabilities.

2013 incentive scheme
The 2013 incentive scheme was introduced in December 2013
for selected senior employees. Participants are entitled to receive
shares in the event of a Flotation of the Company. The award is a
pre-determined percentage of the Admission value, which is then
converted to a number of ordinary shares based on the Admission
price. The award will vest on the Company undertaking a Flotation.
Awards were granted at the end of December 2013. No charge has
been recognised in respect of these awards in the current year.

Cash settled schemes

Employee share award plan

Details of the cash settled schemes are as follows:

The employee share award plan was established for staƊ below
executive level. The purpose is to allow employees to share in the
future success and growth of the Group by granting an award
to acquire a pre-determined number of shares to each relevant
employee. The award will vest on the earlier of (i) the Company
undertaking a Flotation or Share Sale (as deĂned in the Company’s
Articles of Association) or (ii) at such other time as determined at
the discretion of the Remuneration Committee.

Phantom incentive plan

The fair value of the share award plan was calculated at grant
date using a valuation model which takes into account the above
terms and conditions. SigniĂcant inputs into the model were the
probability of a vesting event occurring, the annual growth of the
share price and a discount factor.

In late 2012, a notional (phantom) share plan for senior
individuals was established. The plan is designed to comply with
PRA requirements for deferral and clawback on treatment of
variable remuneration. In 2012 this was accounted for as a cash
settled share based payment. This scheme was amended by the
Remuneration Committee on 18 July 2013 so that the award was
based on TNAV rather than share price over the vesting period.
This amendment resulted in a change in accounting treatment of
the phantom incentive plan such that it is now accounted for as a
long term employee beneĂt rather than a cash settled share based
payment (refer to note 8).
As at 31 December 2013 there was a liability of £1.1 million (2012:
£1.1 million) arising from a cash settled share based payment
scheme which vested in 2011.
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Note 10: Employee Share Schemes (continued)
Movement in share options and conditional shares
Analysis of the movement in share options and conditional shares awarded to employees under the Group’s existing schemes is set out
below:
Ordinary shares
Share
option
scheme1
Shares in existence at 1 January

Employee
share award
plan1

“A” and “B”
shares
Share
award
plan1

Growth
scheme1 2

65,824

-

-

1,062,130

3

Granted in year

-

106,898

39,014

102,128

Exercised in year

-

-

-

-

Less: forfeited in year

-

(2,666)

-

(40,851)

Outstanding at end of year

65,824

104,232

39,014

1,123,407

Of which exercisable

43,883

-

-

-

1

All awards have vesting conditions and therefore some may not vest.

2

Growth shares are “A” and “B” ordinary shares. The return on these shares in the event of an exit event is calculated as set out in the Company’s Articles of Association. It is
currently unknown how many ordinary shares the growth shares convert to on an exit event.

3

The 2013 incentive scheme (granted in December 2013) is awarded as a percentage of the Admission value, which is then converted to a number of shares based on the
Admission price. It is not an award over a set number of shares, as such no shares are shown in the table above for this.

Own shares
The Company, through an Employee BeneĂt Trust (“EBT”), holds
shares in Virgin Money Holdings UK Limited (“own shares”) to meet
its obligations under its share based payment schemes.

The total number of own shares held by the EBT at 31 ǆDecember
2013 was 944,589 (2012: 905,590). No dividend rights have been
waived on these shares. Further details on the treatment of own
shares are provided in note ǆ35.
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Note 11: Impairment Losses on Loans and Advances
Accounting policy
Impairment losses
The Group assesses its Ănancial assets or groups of Ănancial assets
for objective evidence of impairment at each balance sheet date.
An impairment loss is recognised if and only if there is a loss event
(or events) that has occurred after initial recognition, and on or
before the balance sheet date, that has a reliably measurable
impact on the estimated future cash ăows of the Ănancial assets
or groups of Ănancial assets. Losses that are incurred as a result of
events occurring after the balance sheet date are not recognised in
these Ănancial statements.

Assets held at amortised cost
The Group Ărst assesses whether objective evidence of impairment
exists individually for Ănancial assets that are individually
signiĂcant, and individually or collectively for Ănancial assets that
are not individually signiĂcant. Objective evidence that a Ănancial
asset is impaired includes observable data that comes to the
attention of the Group about the following loss events:
› there is evidence of the customer or issuer experiencing
signiĂcant Ănancial diƋculty
› there is a breach of contract, such as a default or delinquency in
interest or principal repayments
› the customer is granted a concession that would otherwise not
be considered
› the borrower enters bankruptcy or other Ănancial
reorganisation
› the disappearance of an active market for that Ănancial asset
because of Ănancial diƋculties
› observable data indicating that there is a measurable decrease
in the estimated future cash ăows from a portfolio of assets
since the initial recognition of those assets, although the
decrease cannot yet be identiĂed with the individual Ănancial
assets in the portfolio, including:
(i) there are adverse changes in the payment status of
borrowers
(ii) economic conditions that correlate with defaults on the
assets in the portfolio.
assets

If the Group determines that no objective evidence of impairment
exists for an individually assessed Ănancial asset, whether
signiĂcant or not, it includes the asset in a group of Ănancial assets
with similar credit risk characteristics and collectively assesses
them for impairment. In assessing collective impairment the Group
uses statistical modelling of historic trends to assess the probability
of a group of Ănancial assets going into default and the subsequent
loss incurred. Regular model monitoring is performed to ensure the
model assumptions remain appropriate.
Assets that are individually assessed and for which an impairment
loss is or continues to be recognised are not included in a collective
assessment of impairment.
If there is objective evidence that an impairment loss on loans and
receivables has been incurred, the amount of the loss is measured
as the diƊerence between the asset carrying amount and the
present value of the estimated future cash ăows discounted at
the Ănancial asset’s original eƊective interest rate. The carrying
amount of the asset is reduced through the use of an impairment
allowance and the amount of the loss is recognised in proĂt or loss.
When a loan or receivable is uncollectible, it is written oƊ against
the related provision for loan impairment. Such loans are written
oƊ after all the necessary procedures have been completed and the
amount of the loss has been determined. Subsequent recoveries
of amounts previously written oƊ are recognised directly in proĂt
or loss. If, in a subsequent period, the amount of the impairment
loss decreases and the decrease can be related objectively to an
event occurring after the impairment was recognised (such as
an improvement in the customer’s credit rating), the previously
recognised impairment loss is reversed by adjusting the impairment
allowance. The amount of the reversal is recognised in proĂt or loss.
A provision is made for all accounts, including those which are
not currently in arrears, where losses may have been incurred but
have not yet been recognised. An increased level of provision is
held for accounts where an impairment trigger event has occurred
which includes accounts beneĂtting from forbearance
and those in
f
arrears.
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Note 11: Impairment Losses on Loans and Advances (continued)
Key management estimates and judgements
Individual impairment losses on secured loans and advances are
calculated based on an individual valuation of the underlying asset.
Collective impairment losses on loans and advances are calculated
using a statistical model.
The key assumptions used in the model are the probability of default;
the probability of this default resulting in possession and/or write
oƊ;ǆandǆthe subsequent loss incurred. These key assumptions are
monitored regularly to ensure the impairment allowance is entirely
reăective of the current portfolio.

›

›

The accuracy of the impairment calculation would therefore be
aƊected by unanticipated changes to the economic situation and
assumptions which diƊer from actual outcomes. For mortgage loan
receivables to the extent that:
the loss given default diƊers by +/- 10%, for example if the
loss given default is 10% then it is increased to 11%, the
impairment allowance would be an estimated £0.7ǆmillion

›

(2012: £0.8 million) higher or £0.7 million (2012: £0.8 million)
lower respectively
the level of house prices diƊers by +/- 10%, for example a
property value of £100,000 is increased to £110,000, the
impairment allowance would be an estimated £2.9ǆmillion
(2012: £2.8 million) lower or £6.0 million (2012: £8.0 million)
higher respectively
the emergence period of 6 months diƊers by +/-ǆ3ǆmonths,
the impairment allowance would be an estimated £0.2ǆmillion
(2012: £0.3 million) higher or £0.2 million (2012: £0.3 million)
lower respectively
For credit card receivables, to the extent that the loss given
default diƊers by +/- 10%, the impairment allowance would be an
estimated £4.4 million higher or £4.4 million lower respectively,
and to the extent the emergence period of 6ǆmonths diƊers by +/3 months, the impairment allowance would be an estimated £2.9
million higher or £2.9 million lower respectively.

The movement in the provision for impairment is reconciled as follows:

Group

On advances
secured on
residential
property

On advances
secured on
residential
buy to let
property

On unsecured
loans

Total

£m

£m

£m

£m

At 1 January 2013

7.3

0.4

0.1

7.8

Increase in allowance during the year net of recoveries
reăected in the Statement of Comprehensive Income

1.4

0.7

48.6

50.7

(1.7)

(0.5)

(21.6)

(23.8)

7.0

0.6

27.1

34.7

On unsecured
loans

Total

2013

Amounts written oƊ during the year
As at 31 December 2013

Group

On advances
secured on
residential
property

On advances
secured on
residential
buy to let
property

£m

£m

£m

£m

At 1 January 2012

0.3

-

-

0.3

Acquired through business combinations

6.2

0.3

0.1

6.6

Increase in allowance during the year net of recoveries
reăected in the Statement of Comprehensive Income

2.7

0.3

-

3.0

Amounts written oƊ during the year

(1.7)

(0.2)

-

(1.9)

Transferred to disposal group

(0.2)

-

-

(0.2)

As at 31 December 2012

7.3

0.4

0.1

7.8

2012
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Note 11: Impairment Losses on Loans and Advances (continued)
Included within the impairment allowance recognised in proĂt or
loss of £50.7 million is £21.8 million relating to the acquired credit
card portfolio (refer to note 23). On acquisition, the acquired credit
card portfolio included an element of anticipated future losses

which were reăected in a discount to the acquisition price. This
discount increased the impairment charge during the year. The
corresponding unwind of the discount on acquisition has been
recognised in interest income.

Note 12: Taxation
Accounting policy
Taxation comprises current tax and deferred tax. Current tax and
deferred tax are recognised in proĂt or loss except to the extent
that they relate to items recognised directly in equity or other
comprehensive income. Current tax is based on the taxable income
or loss for the year, using tax rates enacted or substantively enacted

at the reporting date, and any adjustment to tax payable in respect
of previous years. The Group has adopted the Code of Practice on
Taxation for Banks issued by HM Revenue and Customs.
Further disclosures relating to deferred tax are included in note 26.

Analysis of the tax charge for the year:
2013

2012

£m

£m

On current period proĂts

-

-

Adjustments in respect of prior periods

-

-

Total current tax

-

-

Credit in respect of current year

3.1

-

Adjustments in respect of prior periods

1.3

-

Recognition of deferred tax unprovided in prior periods

-

73.7

Unwind of deferred tax on fair value adjustments

-

(5.6)

Current tax

Deferred tax

EƊect of change in tax rates

(9.5)

(0.3)

Total deferred tax

(5.1)

67.8

Total tax (charge)/credit

(5.1)

67.8

Analysis of tax charge recognised in other comprehensive income:
2013

2012

£m

£m

(0.5)

0.5

Cash ăow hedge

(0.3)

-

Total

(0.8)

0.5

Current tax
Available for sale Ănancial assets
Deferred tax
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Note 12: Taxation (continued)
The tax on the Group’s proĂt before tax diƊers from the theoretical amount that would arise using the standard weighted average rate of
UK corporation tax of 23.25% (2012: 24.5%) as follows:
2013

2012

£m

£m

Proāt for the period

179.4

150.6

Tax at eƊective corporation tax rate of 23.25% (2012: 24.5%)

(41.7)

(36.9)

(4.3)

(4.5)

1.8

2.3

Unwind of fair value adjustments not taxable

-

1.2

Negative goodwill credit not taxable

-

34.1

Recognition of deferred tax unprovided in prior periods

-

74.6

Available for sale adjustments

-

(2.7)

EƊects of:
Expenses not deductible for tax purposes
Income not taxable

EƊect of change in tax rate

(9.5)

(0.3)

1.3

-

Gains covered by the substantial shareholding exemption

47.3

-

Total tax (charge)/credit

(5.1)

Adjustments in respect of prior periods

The UK Government announced in March 2012 that the main rate
of UK corporation tax would reduce from 26% to 24% from 1 April
2012. That rate reduction was substantively enacted in March
2012 with a further reduction in the rate to 23% from 1ǆApril 2013
substantively enacted in July 2012. This has resulted in a weighted
average corporation tax rate of 23.25% for the year ended 31
December 2013 (2012: 24.5%).
It was announced in December 2012 that the main rate of UK
corporation tax would reduce from 23% to 21% from 1 April 2014.
It was then subsequently announced in March 2013 that the main
rate would be subject to a further reduction to 20% from 1 April
2015. Both of these rate reductions were substantively enacted

67.8

in July 2013. The substantive enactment of these rate reductions
has been reăected in the computation of the net deferred tax asset
recognised by the Group with account taken of the tax rates that
will apply when the various temporary diƊerences are expected to
reverse.
During the year the Group sold 100% of the ordinary share capital
of Virgin Money Cards Limited for an overall gain of £203.4 million.
This gain is not subject to tax, clearance having been obtained from
HM Revenue and Customs that it qualiĂed as an exempt sale of a
substantial shareholding.

Virgin Money Group Annual Report 2013

I

169

Notes to the Financial Statements
s
For the year ended 31 December 2013

Note 13: Analysis of Financial Assets and Financial Liabilities by Measurement Basis
Accounting policy
Financial instruments
Financial assets
Financial assets can be classiĂed in the following categories:
› loans and receivables
› available for sale
› held to maturity or
› Ănancial assets at fair value through proĂt or loss.
Management determines the classiĂcation of its Ănancial
instruments at initial recognition. The Group measures all of its
Ănancial liabilities at amortised cost, other than derivatives and
those instruments which have been designated as part of a hedging
relationship (refer to note 18). Purchases and sales of Ănancial
assets at fair value through proĂt or loss, held to maturity and
available for sale are recognised on the trade date – the date on
which the Group commits to purchase or sell the asset.

Loans and receivables at amortised cost
The Group’s loans and advances to banks and customers and
some investment securities are classiĂed as loans and receivables.
Loans and receivables are non-derivative Ănancial assets with
Ăxed or determinable payments that are not quoted in an active
market, whose recoverability is based solely on the credit risk of the
customer and where the Group has no intention of trading the loan
or receivable. Both loans and receivables and Ănancial liabilities are
initially recognised at fair value including direct and incremental
transaction costs. Subsequent recognition is at amortised cost
using the eƊective interest rate method, less any provision for
impairment.

Available for sale ƶnancial assets
Available for sale Ănancial assets are non-derivative assets that are
either designated as available for sale or are assets that do not meet
the deĂnition of loans and receivables and are not derivatives or
assets held at fair value through proĂt or loss. These are principally
but not exclusively investment securities intended to be held for
an indeĂnite period of time which may be sold in response to a

need for liquidity or changes in interest rates, exchange rates or
equity prices. They are initially measured at fair value including
direct and incremental transaction costs. Fair values are obtained
from quoted market prices in active markets and, where these
are not available, from valuation techniques including discounted
cash ăow models (refer to note 38). Subsequent measurement
is at fair value, with changes in fair value being recognised in
other comprehensive income except for impairment losses and
translation diƊerences, which are recognised in proĂt or loss. Upon
derecognition of the asset, or where there is objective evidence that
the investment security is impaired, the cumulative gains and losses
recognised in other comprehensive income are removed from other
comprehensive income and recycled to proĂt or loss.

Held to maturity ƶnancial assets
Held to maturity Ănancial assets are non-derivative Ănancial assets
with Ăxed or determinable payments that the Group has the ability
and intention to hold to maturity. They are initially measured
at fair value including direct and incremental transaction costs.
Subsequent measurement is at amortised cost using the eƊective
interest rate method. No Ănancial assets were classiĂed as held to
maturity during either the current or prior year.

Financial assets at fair value through proƶt or loss
This category consists of derivative Ănancial assets. Assets in
this category are carried at fair value. The fair values of derivative
instruments are calculated by discounted cash ăow models using
yield curves that are based on observable market data or are based
on valuations obtained from counterparties. Gains and losses
arising from the changes in the fair values are recognised in proĂt
or loss.
The fair values of quoted investments in active markets are based
on current bid prices. If the market for a Ănancial asset is not
active (and for unlisted securities), the Group establishes fair value
using valuation techniques. These include the use of recent arm’s
length transactions, discounted cash ăow analysis, option pricing
models and other valuation techniques commonly used by market
participants.
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Note 13: Analysis of Financial Assets and Financial Liabilities by Measurement Basis
(continued)
Accounting policy (continued)
Financial liabilities
Borrowings, including shares, deposits and debt securities in issue
are recognised initially at fair value, being the issue proceeds
net of premiums, discounts and transaction costs incurred. All
borrowings are subsequently measured at amortised cost using the
eƊective interest rate method. Amortised cost is adjusted for the
amortisation of any premiums, discounts and transaction costs. The
amortisation is recognised in interest expense and similar charges
using the eƊective interest rate method. The Group does not hold
any Ănancial liabilities classiĂed as held for trading.

OƵsetting ƶnancial instruments
Financial assets and liabilities are oƊset and the net amount
reported in the balance sheet when there is a legally enforceable
right to oƊset the recognised amounts and there is an intention
to settle on a net basis, or realise the asset and settle the liability
simultaneously.

Sale and repurchase agreements
Securities sold subject to repurchase agreements (‘repos’) are
reclassiĂed in the Ănancial statements as assets pledged when the
transferee has the right by contract or custom to sell or repledge
the collateral. The counterparty liability is included in amounts due
to other banks, deposits from banks, other deposits or deposits
due to customers, as appropriate. Securities purchased under

agreements to resell (‘reverse repos’) are recorded as loans and
advances to banks or customers as appropriate. The diƊerence
between sale and repurchase price is treated as interest and
accrued over the life of the agreements using the eƊective interest
rate method. Securities lent to counterparties are also retained in
the Ănancial statements.

Derecognition of ƶnancial assets and liabilities
Derecognition is the point at which the Group removes an asset or
liability from its balance sheet. The Group’s policy is to derecognise
Ănancial assets only when the contractual right to the cash ăows
from the Ănancial asset expires or when the Group transfers the
Ănancial assets to another party provided the transfer of the asset
also transfers the right to receive the cash ăows of the Ănancial
asset or where the Group has transferred substantially all the risks
and rewards of ownership. Where the transfer does not result
in the Group transferring the right to receive the cash ăows of
the Ănancial assets, but it does result in the Group assuming a
corresponding obligation to pay the cash ăows to another recipient,
the Ănancial assets are also accordingly derecognised. The Group
derecognises Ănancial liabilities only when the obligation speciĂed
in the contract is discharged, converted to shares, cancelled or has
expired or is transferred to a third party. There were no transactions
in the year where the Group transferred Ănancial assets that should
have been derecognised in their entirety.
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Note 13: Analysis of Financial Assets and Financial Liabilities by Measurement Basis
(continued)
Financial
liabilities
at
amortised
Group

Other Loans and
ānancial receivables
liabilities

Available Derivatives
for sale not in IAS
securities 39 hedges

cost

Derivatives in IAS
39 hedges
Fair
Cash
value
Ăow
hedges

hedges

Total

£m

£m

£m

£m

£m

£m

£m

£m

Cash and balances with central banks

-

-

1,423.5

-

-

-

-

1,423.5

Derivative Ănancial instruments

-

-

-

-

12.5

170.2

4.8

187.5

Loans and advances to banks

-

-

626.9

-

-

-

-

626.9

Loans and advances to customers

-

-

20,351.2

-

-

-

-

20,351.2

Fair value adjustments of portfolio hedging

-

-

(8.7)

-

-

-

-

Investment securities

-

-

9.4

1,679.2

-

-

-

1,688.6

Accrued income

-

-

5.3

-

-

-

-

5.3

Total ānancial assets

-

-

22,407.6

1,679.2

12.5

170.2

4.8

24,274.3

2013
Financial assets

(8.7)

294.5

Non Ănancial assets
Total assets

24,568.8

Financial liabilities
Deposits by banks
Customer accounts
Debt securities in issue
Derivative Ănancial instruments
Non core tier 1 notes
Contingent consideration
Accruals
Total ānancial liabilities
Non Ănancial liabilities
Total liabilities
Equity
Total liabilities and equity

389.2

-

-

-

-

-

-

389.2

21,121.4

-

-

-

-

-

-

21,121.4

1,469.8

-

-

-

-

-

-

1,469.8

-

-

-

-

18.0

126.7

2.4

147.1

150.0

-

-

-

-

-

-

150.0

-

14.0

-

-

-

-

-

14.0

160.9

-

-

-

-

-

-

160.9

23,291.3

14.0

-

-

18.0

126.7

2.4

23,452.4
196.0
23,648.4
920.4
24,568.8
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Note 13: Analysis of Financial Assets and Financial Liabilities by Measurement Basis
(continued)
Financial
liabilities
at
amortised
Group

Other Loans and
Ănancial receivables
liabilities

Available Derivatives
for sale
not in IAS
securities 39 hedges

cost

Derivatives in IAS
39 hedges
Fair
Cash
value
ăow
hedges

hedges

Total

£m

£m

£m

£m

£m

£m

£m

£m

Cash and balances with central banks

-

-

1,604.5

-

-

-

-

1,604.5

Derivative Ănancial instruments

-

-

-

-

21.6

136.2

3.2

161.0

Loans and advances to banks

-

-

1,310.2

-

-

-

-

1,310.2

Loans and advances to customers

-

-

16,761.1

-

-

-

-

16,761.1

Fair value adjustments of portfolio hedging

-

-

133.0

-

-

-

-

133.0

Investment securities

-

-

37.3

1,497.0

-

-

-

1,534.3

Accrued income

-

-

1.0

-

-

-

-

1.0

Total ānancial assets

-

-

19,847.1

1,497.0

21.6

136.2

3.2

21,505.1

2012
Financial assets

Non Ănancial assets

-

326.3

Total assets

-

21,831.4

Financial liabilities
Deposits by banks
Customer accounts
Debt securities in issue
Derivative Ănancial instruments
Non core tier 1 notes
Contingent consideration
Accruals
Total ānancial liabilities
Non Ănancial liabilities
Total liabilities
Equity
Total liabilities and equity

3.4

-

-

-

-

-

-

3.4

18,006.7

-

-

-

-

-

-

18,006.7

2,266.6

-

-

-

-

-

-

2,266.6

-

-

-

-

29.7

254.5

1.4

285.6

150.0

-

-

-

-

-

-

150.0

-

5.0

-

-

-

-

-

5.0

202.0

-

-

-

-

-

-

202.0

20,628.7

5.0

-

-

29.7

254.5

1.4

20,919.3
157.3
21,076.6
754.8
21,831.4
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Note 13: Analysis of Financial Assets and Financial Liabilities by Measurement Basis
(continued)
Financial
liabilities
at
amortised
cost

Loans and
receivables

Available
for sale
securities

Derivatives
not in IAS
39 hedges

£m

£m

£m

£m

£m

£m

£m

Loans and advances to banks

-

11.8

-

-

-

-

11.8

Other assets

-

11.5

-

-

-

-

11.5

Derivative Ănancial instruments

-

-

-

0.2

-

-

0.2

Total ānancial assets

-

23.3

-

0.2

-

-

23.5

Company

Derivatives in IAS
39 hedges
Fair
Cash
value
Ăow
hedges
hedges

Total

2013
Financial assets

Non Ănancial assets

1,122.0

Total assets

1,145.5

Financial liabilities
-

-

-

2.0

-

-

2.0

150.0

-

-

-

-

-

150.0

14.0

-

-

-

-

-

14.0

Amounts owed to subsidiary undertakings 133.2

–

-

-

-

-

133.2

Total ānancial liabilities

-

-

2.0

-

-

299.2

Derivative Ănancial instruments
Non core tier 1 notes
Contingent liability

Non Ănancial liabilities

297.2

11.7

Total liabilities

310.9

Equity

834.6

Total liabilities and equity

1,145.5
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Note 13: Analysis of Financial Assets and Financial Liabilities by Measurement Basis
(continued)
Financial
liabilities
at
amortised
cost

Loans and
receivables

Available
for sale
securities

Derivatives
not in IAS
39 hedges

£m

£m

£m

£m

£m

£m

£m

Derivative Ănancial instruments

-

-

-

0.2

-

-

0.2

Loans and advances to banks

-

17.1

-

-

-

-

17.1

Other assets

-

34.7

-

-

-

-

34.7

Total ānancial assets

-

51.8

-

0.2

-

-

52.0

Company

Derivatives in IAS
39 hedges
Fair
Cash
value
ăow
hedges
hedges

Total

2012
Financial assets

Non Ănancial assets

1,143.4

Total assets

1,195.4

Financial liabilities
Non core tier 1 notes

150.0

-

-

-

-

-

150.0

5.0

-

-

-

-

-

5.0

Amounts owed to subsidiary undertakings 173.0

-

-

-

-

-

173.0

Total ānancial liabilities

-

-

-

-

-

328.0

Contingent liability

Non Ănancial liabilities

328.0

0.4

Total liabilities

328.4

Equity

867.0

Total liabilities and equity

1,195.4
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Note 14: Cash and Cash Equivalents
Accounting policy
For the purposes of the cash ăow statement, cash and cash equivalents comprise balances with less than three months maturity from the
date of acquisition, including cash and non-restricted balances with central banks.

Cash and balances with central banks comprise:

Included in cash and cash equivalents
Mandatory reserve deposits with central banks
Total

2013

2012

£m

£m

1,388.4

1,586.2

35.1

18.3

1,423.5

1,604.5

2013

2012

£m

£m

1,388.4

1,586.2

626.9

1,310.2

2,015.3

2,896.4

Mandatory reserves with central banks are not available for use in day to day operations.

Cash and cash equivalents comprise:

Cash and balances at central banks
Loans and advances to banks
Total

The Company had £11.8 million (2012: £17.1 million) of loans and advances to credit institutions repayable on demand at the year end.
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Note 15: Disposal Group
Accounting policy
Assets and liabilities of a disposal group are classiĂed as
held for sale where the carrying amount will be recovered
principallyǆthrough a sale transaction as opposed to continuing
use and they are available for sale in the present condition. This is
subject only to the terms that are usual and customary for the sale

of such assets and liabilities and the sale being highly probable
and expected to complete within one year of being classiĂed as
a disposal group. The disposal group is measured atǆthe lower of
carrying amount and fair value less costs to sell.

Key management estimates and judgements
The assets and liabilities of Church House Trust Limited have been
classiĂed as held for sale within a disposal group. Church House
Trust Limited is a regional private bank which provides deposits
and mortgages. Management judgement was required in assessing
whether the sale of Church House Trust Limited is highly probable
and is expected to complete within one year of being classiĂed as a
disposal group.
On 13 September 2013 the Company entered into a Share Purchase
Agreement (SPA). The execution of the SPA is subject to regulatory
approval. The sale is scheduled to complete in the Ărst half of 2014
should regulatory approval be granted.
A review of disposal group assets for impairment was undertaken.
In undertaking this review the carrying value of the asset is
compared to the recoverable amount of the assets and, if the
carrying amount is higher than the recoverable amount, it is written
down to the recoverable amount. The recoverable amount of the
asset is the higher of its fair value less costs to sell and its value in
use. Management judgement was necessary in the impairment
assessment of the assets held in a disposal group and following this
assessment no write down was required to any of the assets.

Material features of the disposal group comprise:
The loss for the year of the disposal group was £0.5 million (2012: proĂt
of £0.3 million). The assets of £85.9 million (2012: £79.6 million) and
liabilities of £78.9 million (2012: £54.3 million) of the disposal group
comprise those of Church House Trust Limited, a 100% owned subsidiary
of the Company at 31 December 2013. On 24 June 2013 £43.2 million of
deposits were transferred to Virgin Money plc and in advance of disposal
£4.7 million of customer loans will be transferred. These assets and
liabilities are not included in the disposal group. On 31 October 2013,
following notiĂcation to the PRA, the directors of Church House Trust
Limited passed a special resolution to eƊect a capital reduction of
£18.0 million. In advance of disposal it is intended that a distribution will
be declared and paid by Church House Trust Limited to the Company.
This future distribution is not included in the disposal group. The
Directors consider a sale to be highly probable and that this disposal
will occur within twelve months of classiĂcation as a disposal group.
In accordance with IFRS 5, ‘Non-current assets held for sale and
discontinued assets’, the assets and liabilities are therefore classiĂed as
a disposal group.

A breakdown of the assets and liabilities of the disposal group is provided in the table below:
2013

2012

£m

£m

25.9

9.6

8.7

15.6

51.0

54.1

0.3

0.3

85.9

79.6

78.1

53.7

Accruals and deferred income

0.7

0.5

Amounts due to group undertakings

0.1

0.1

Total Liabilities

78.9

54.3

(Loss)/proĂt for the year of the disposal group

(0.5)

0.3

Assets
Loans and advances to banks
Loans and advances to customers
Investment securities
Property, plant and equipment
Total Assets
Liabilities
Customer accounts

Church House Trust Limited was classiĂed as a disposal group at the prior year end, however the sale did not subsequently proceed. Church
House Trust Limited has been reclassiĂed in September 2013 when a new SPA was signed for a new sale.
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Note 16: Loans and Advances to Banks
Accounting policy
The Group’s loans and advances to banks and customers are
classiĂed as loans and receivables. Loans and receivables are nonderivative Ănancial assets with Ăxed or determinable payments that
are not quoted in an active market, whose recoverability is based
solely on the credit risk of the customer and where the Group has

no intention of trading the loan. Both loans and receivables and
Ănancial liabilities are initially recognised at fair value including
direct and incremental transaction costs. Subsequent recognition is
at amortised cost using the eƊective interest rate method, less any
provision for impairment.

Loans and advances to banks comprise:
Group

Company

2013

2012

2013

2012

£m

£m

£m

£m

Fixed rate

208.8

-

-

0.9

Variable rate

418.1

1,310.2

11.8

16.2

Total

626.9

1,310.2

11.8

17.1

Note 17: Investment Securities
Accounting policy
Investment securities are designated as either available for sale
or loans and receivables. Investment securities are principally
available for sale as they are intended to be held for an indeĂnite
period of time but may be sold in response to a need for liquidity
or changes in interest rates, exchange rates or equity prices.
Investment securities classiĂed as loans and receivables are asset
backed securities for which there is no quoted market price, refer to
note 38 for accounting treatment.
Investment securities classiĂed as available for sale are measured
initially at fair value including direct and incremental transaction
costs. Fair values are obtained from quoted prices in active markets
and, where these are not available, from valuation techniques
including discounted cash ăow models. Subsequent measurement
is at fair value, with changes in fair value being recognised in
other comprehensive income except for impairment losses and
translation diƊerences, which are recognised in proĂt or loss. Upon
derecognition of the asset, or where there is objective evidence
that the investment security is impaired, the cumulative gains and
losses recognised in other comprehensive income are removed
from other comprehensive income and recycled to proĂt or loss.
Investment securities classiĂed as loans and receivables are
recognised initially at fair value less any provision for impairment
including direct and incremental transaction costs. Subsequent

recognition is at amortised cost using the eƊective interest rate
method, less any provision for impairment.

Impairment of available for sale ƶnancial assets
The Group’s debt securities and treasury bills are held as available
for sale assets. For available for sale Ănancial assets the Group
assesses at each balance sheet date whether there is objective
evidence that a Ănancial asset, or group of Ănancial assets are
impaired (refer to page 102 of the Risk Management Report for
further details on the impairment assessment). The amount of the
loss is measured as the diƊerence between the asset’s acquisition
cost less principal repayments and amortisation and the current
fair value. The amount of the impairment loss is recognised in
proĂt or loss. This includes cumulative gains and losses recognised
previously in other comprehensive income which are recycled from
other comprehensive income to proĂt or loss. If, in a subsequent
period, the fair value of a debt instrument classiĂed as available
for sale increases and the increase can be related objectively to an
event occurring after the impairment loss was recognised in proĂt
or loss, the impairment loss is reversed through proĂt or loss.
Refer to note 11 for the accounting policy for impairment on
investment securities designated as loans and receivables.
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Note 17: Investment Securities (continued)
Investment securities comprise:
2013

2012

£m

£m

1,679.2

1,497.0

9.4

37.3

1,688.6

1,534.3

2013

2012

£m

£m

1,597.1

1,497.0

82.1

-

Total

1,679.2

1,497.0

Fixed rate

1,388.6

1,225.0

290.6

272.0

1,679.2

1,497.0

Available for sale securities
Investment securities held as loans and receivables
Total

(a) Available for sale securities

At fair value
Listed
Unlisted

Variable rate
Total

Further analysis of the composition of available for sale investment securities is set out in the Risk Management Report on pageǆ117.
The movement in available for sale securities was as follows:

At 1 January
Acquired through business combinations
Additions
Disposals (sales and redemptions)
Exchange diƊerences
Net (losses)/gains on changes in fair value
Transferred to disposal group
At 31 December

2013

2012

£m

£m

1,497.0

4.6

-

1,235.4

846.3

3,173.8

(606.1)

(2,885.6)

0.3

(0.5)

(58.3)

23.4

-

(54.1)

1,679.2

1,497.0
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Note 17: Investment Securities (continued)
(b) Investment securities held as loans and receivables
2013
Carrying
Value

2012
Fair Value

Carrying
Value

Fair Value

£m

£m

£m

£m

9.4

9.8

37.3

35.3

-

-

-

-

9.4

9.8

37.3

35.3

-

-

-

-

Variable rate securities

9.4

9.8

37.3

35.3

Total

9.4

9.8

37.3

35.3

Listed
Unlisted
Total
Fixed rate securities

Gains on sale of available for sale securities amounted to £9.3 million (2012: £16.9 million).

Note 18: Derivative Financial Instruments
Accounting policy
Derivative ƶnancial instruments and hedge accounting
The Group is authorised to undertake the following types of
derivative Ănancial instrument transactions for non-trading
purposes: cross currency swaps, interest rate swaps, equity swaps,
interest rate caps, forward rate agreements, options, foreign
exchange contracts and similar instruments.
The Group’s derivative activities are entered into for the purpose of
matching or eliminating risk from potential movements in interest
rates, foreign exchange rates and equity exposures inherent in the
Group’s assets, liabilities and positions. All derivative transactions
are for economic hedging purposes and so it is therefore decided at
the outset which position the derivative will be hedging. Derivatives
are reviewed regularly for their eƊectiveness as hedges and
corrective action taken, if appropriate. Derivatives are measured
initially at fair value and subsequently remeasured to fair value. Fair
values are obtained from quoted market prices in active markets
and, where these are not available, from valuation techniques
including discounted cash ăow models and option pricing models.
Where derivatives are not designated as part of a hedging
relationship, changes in fair value are recorded in proĂt or loss.
Where derivatives are designated within hedging relationships, the
treatment of the changes in fair value depends on the nature of the
hedging relationship as explained below.

Hedge accounting is used for derivatives designated in this way
provided certain criteria are met. The Group documents at the
inception of the hedge relationship the link between the hedging
instrument and the hedged item as well as its risk management
objective and strategy for undertaking various hedge transactions.
The Group also documents its assessment both at hedge inception
and on an ongoing basis of whether the derivatives used in hedging
transactions are highly eƊective in oƊsetting changes in the fair
values or cash ăows of hedged items. The Group designates certain
derivatives as either:

(i) Cash Ʒow hedges
A cash ăow hedge is used to hedge exposures to variability in
cash ăows, such as variable rate Ănancial assets and liabilities.
The eƊective portion of changes in the derivative fair value is
recognised in other comprehensive income and recycled to proĂt
or loss in the periods when the hedged item will aƊect proĂt or loss.
Interest rate derivatives designated as cash ăow hedges primarily
hedge the exposure to cash ăow variability from forecast loans and
advances to customers. The fair value gain or loss relating to the
ineƊective portion is recognised immediately in proĂt or loss.
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Note 18: Derivative Financial Instruments (continued)
Accounting policy (continued)
(ii) Fair value hedges
A fair value hedge is used to hedge exposures to variability in the
fair value of Ănancial assets and liabilities, such as Ăxed rate loans.
Changes in the fair value of derivatives that are designated and
qualify as fair value hedges are recorded in proĂt or loss, together
with any changes in the fair value of the hedged asset or liability
that are attributable to the hedged risk. If the hedge no longer
meets the criteria for hedge accounting, the adjustment to the
carrying amount of the hedged item is amortised to proĂt or loss
over the period to maturity.
If derivatives are not designated as hedges then changes in fair
values are recognised immediately in proĂt and loss.
The most frequently used fair value hedges are:
a. hedging the interest rate risk of a portfolio of prepayable Ăxed
rate assets with interest rate derivatives. This solution is used
to establish a macro fair value hedge for derivatives hedging
Ăxed rate mortgages
b. hedging the interest rate risk of a portfolio of Ăxed rate
liabilities with interest rate derivatives. This solution is used to

establish a macro fair value hedge for derivatives hedging Ăxed
rate savings
c. hedging the interest rate risk of a portfolio of non-prepayable
Ăxed rate assets with interest rate derivatives. This solution
is used to establish a macro fair value hedge for Ăxed rate
investments
d. hedging the interest rate and foreign currency exchange risk
of non-prepayable, foreign currency denominated Ăxed rate
assets or liabilities on a one-for-one basis with Ăxed/ăoating
or ăoating/Ăxed cross currency interest rate swaps.

(iii) Embedded derivatives
Certain derivatives are embedded within other non-derivative host
instruments to create a hybrid instrument. Where the economic
characteristics and risks of the embedded derivatives are not
closely related to the economic characteristics and risk of the host
instrument, and where the hybrid instrument is not measured at fair
value, the Group separates the embedded derivative from the host
instrument and measures it at fair value with the changes in fair
value recognised in proĂt or loss.
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Note 18: Derivative Financial Instruments (continued)
The analysis below splits derivatives between those in accounting hedge relationships and those in economic hedge relationships but not in
accounting hedge relationships.
Group
Contract/
notional
amount

2013
Fair values
Assets
Liabilities

£m

£m

21,191.6

170.2

21.8
732.5

£m

2012
Contract/
notional
amount

Fair values
Assets
Liabilities

£m

£m

£m

(126.6)

17,080.0

136.2

(254.2)

-

(0.1)

21.8

-

(0.3)

4.8

(2.4)

1,238.0

3.2

(1.4)

175.0

(129.1)

139.4

(255.9)

8,720.1

12.3

(16.0)

4,426.5

21.4

(24.3)

-

-

73.6

-

(5.4)

-

0.2

(2.0)

0.2

-

187.5

(147.1)

161.0

Derivatives in accounting hedge relationships
Derivatives designated as fair value hedges
Interest rate swaps
Cross currency interest rate swaps
Derivatives designated as cashăow hedges
Interest rate swaps
Total derivatives in accounting hedge
relationships
Derivatives in economic hedging relationships
but not in accounting hedge relationships
Interest rate derivatives
Interest rate swaps
Currency derivatives
Cross currency interest rate swaps

-

Options
Equity FTSE options
Total recognised derivative assets/(liabilities)

(285.6)

The net Equity FTSE options of £(1.8) million (2012: £0.2 million) are held by the Company.

Cash Ʒow hedges
Periods when cash ăows are expected to occur and aƊect proĂt or loss:
2013

2012

£m

£m

(0.7)

(3.7)

In one to Ăve years

0.9

(7.6)

Total

0.2

(11.3)

Within one year
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Note 18: Derivative Financial Instruments (continued)
(Losses)/gains from derivatives and hedge accounting
Gains and losses from derivatives and hedge accounting are as follows:
2013

2012

£m

£m

156.9

(38.8)

Fair value movement attributable to hedged risk

(167.5)

49.1

(Loss)/gain from fair value hedge accounting

(10.6)

10.3

(5.1)

(2.2)

Fair value gains and losses from other derivatives

12.1

(7.3)

(Loss)/gain from derivatives and hedge accounting

(3.6)

0.8

Derivatives designated as fair value hedges
1

Losses from cash ăow hedges
2

¹ Gains or losses from fair value hedges can arise where there is an IFRS hedge accounting relationship in place and either:
- the fair value of the derivative was not exactly oƊset by the change in fair value attributable to the hedged risk
- the derivative was dedesignated from the IFRS hedge accounting relationship and in the following months leads to amortisation of existing balance sheet positions
² Other derivatives are those used for economic hedging but which are not in an IAS 39 hedge accounting relationship

Note 19: Collateral Pledged and Received
The Group pledges and receives collateral in the form of cash and
marketable securities in respect of the following transactions:
› derivatives
› sale and repurchase, and reverse sale and repurchase
agreements
› securities lending and borrowing
Such collateral is subject to the standard industry terms of ISDA
Credit Support Annex. This means that securities received or given as
collateral can be pledged or sold during the term of the transaction
but must be returned on maturity of the transaction. The terms
also give each counterparty the right to terminate the related
transactions upon the counterparty’s failure to post collateral.
At 31 December 2013 cash collateral of £72.1 million (2012:
£157.7ǆmillion) had been pledged by the Group and £78.7 million

(2012: £0.7 million) had been received as cash collateral by the
Group in respect of derivatives.
At 31 December 2013 Ănancial assets of £305.2 million (2012:
none) are pledged as collateral in respect of sale and repurchase
transactions under terms that are usual and customary for such
activities.
Whole mortgage loan pools of £3,766 million (2012: £808ǆmillion)
are pre-positioned at the BoE. No loans are issued when
pre-positioning the mortgage loan pools at the BoE. Instead, the
whole pool is pledged to the BoE and drawings are made directly
against the eligible collateral.
The Company has pledged cash collateral of £1.8 million (2012:
£0.4 million) in respect of derivatives.

Note 20: Loans and Advances to Customers
Accounting policy
The Group’s loans and advances to customers are classiĂed as loans
and receivables in accordance with IAS 39 Financial Instruments:
Recognition and measurement. They are non-derivative Ănancial
assets with Ăxed or determinable payments that are not quoted
in an active market, whose recoverability is based solely on the
credit risk of the customer and where the Group has no intention of
trading the loan or receivable.

Loans and receivables are initially recognised at fair value including
direct and incremental transaction costs. Subsequent recognition is
at amortised cost using the eƊective interest rate method, less any
provision for impairment. Further details of the application of the
eƊective interest rate method is included in note 2 and provision
for impairment in note 11.
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Note 20: Loans and Advances to Customers (continued)
Loans and advances to customers comprise:
2013

Advances secured on residential property not subject to securitisation
Advances secured on residential property subject to securitisation
Residential buy to let loans not subject to securitisation
Total advances secured on residential property
Unsecured receivables not subject to securitisation
Gross loans and advances to customers
Impairment allowance (refer to note 11)
Net loans and advances to customers

2012

£m

£m

14,317.3

9,510.9

2,888.5

5,392.5

17,205.8

14,903.4

2,371.3

1,865.2

19,577.1

16,768.6

808.8

0.3

20,385.9

16,768.9

(34.7)

(7.8)

20,351.2

16,761.1

14,250.5

10,759.0

6,100.7

6,002.1

20,351.2

16,761.1

2013

2012

£m

£m

Loans to customers by rate
Fixed rate
Variable rate
Total

Fair value of portfolio hedging
The fair value of portfolio hedging represents an accounting hedge
adjustment to loans and advances to customers. This fair value
accounting hedge adjustment oƊsets the fair value movement on
the related derivatives. Such relationships are established to protect

(8.7)

133.0

the Group from interest rate risk on Ăxed rate products (see Risk
Management Report on page 121) and the fair value of the interest
rate swaps which form the other part of the relationship are reăected
in derivative Ănancial instruments.

Note 21: Investments in Subsidiaries
Accounting policy
Investments in subsidiaries are valued at cost less provision
for impairment. Investments in subsidiaries are included in the
Company’s balance sheet, comprising equity investments in
subsidiary entities. At each reporting date an assessment is
undertaken to determine if there is any indication of impairment.
This assessment can include reviewing factors such as the solvency,

proĂtability and cash ăows generated by the subsidiary. If there is
an indication of impairment, an estimate of the recoverable amount
is made. If the carrying value exceeds the recoverable amount then
a provision for impairment is made to reduce the carrying value to
the recoverable amount.

Key management estimates and judgements
A review of investments in subsidiaries for indications of impairment
is undertaken at each reporting date. If there are indicators of
impairment, an estimate of the recoverable amount is made. The
recoverable amount of the asset is the higher of its fair value less costs
to sell and its value in use. Management judgement was necessary in
the impairment assessment of the investment in certain subsidiaries, as
set out below.
Virgin Money plc has net assets in excess of the carrying value of the
investment at 31 December 2013. In addition, the carrying value has

been assessed with reference to the discounted value of expected
future cash ăows and no impairment provision has been recognised as
a result of this assessment.
The carrying value of each investment in Virgin Money Personal Financial
Service Limited and Virgin Money Unit Trust Managers Limited are in
excess of the net assets as at 31 December 2013. However, the carrying
values have been assessed by reference to the discounted value of
expected future cash ăows. No provision for impairment has been made
as a result of this assessment.
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Note 21: Investments in Subsidiaries (continued)
The following were subsidiaries of the Company:
Name

Class of Share

Holding

Virgin Money plc

Ordinary

100%

Church House Trust Limited – held for sale

Ordinary

100%

Virgin Money Personal Financial Service Limited

Ordinary

100%

Virgin Money Unit Trust Managers Limited

Ordinary

100%

Virgin Money Management Services Limited

Ordinary

100%

Virgin Money Giving Limited

Ordinary

100%

Challenger (Norwich) Limited*

Ordinary

100%

Virgin Card Limited*

Ordinary

100%

Virgin Money Nominees Limited*

Ordinary

100%

– company sold on 18 January 2013 (see note 23)

Ordinary

100%

Northern Rock Limited*

Ordinary

100%

Northern Rock Guernsey Limited #

Ordinary

100%

Direct holdings

Indirect holdings

Virgin Money Cards Limited

* Indicates dormant company
#

In liquidation

The following companies are Special Purpose Entities (“SPEs”)
established in connection with the Group’s securitisation
programme (refer to note 22). Although the Company has no
direct or indirect ownership interest in these companies, they are
accounted for as subsidiaries in the Group. This is because they
Name

are engaged principally in providing a source of long term funding
to the Group, which in substance means the Group has the rights
to all beneĂts from the activities of the SPEs. They are therefore
eƊectively controlled by the Group.

Nature of business

Gosforth Funding plc

Issue of securitised notes

Gosforth Funding 2011-1 plc

Issue of securitised notes

Gosforth Funding 2012-1 plc

Issue of securitised notes

Gosforth Funding 2012-2 plc

Issue of securitised notes

Gosforth Mortgages Trustee Limited

Trust

Gosforth Mortgages Trustee 2011-1 Limited

Trust

Gosforth Mortgages Trustee 2012-1 Limited

Trust

Gosforth Mortgages Trustee 2012-2 Limited

Trust

Gosforth Holdings Limited

Holding company

Gosforth Holdings 2011-1 Limited

Holding company

Gosforth Holdings 2012-1 Limited

Holding company

Gosforth Holdings 2012-2 Limited

Holding company
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Note 21: Investments in Subsidiaries (continued)
The movement in investment in subsidiary companies is reconciled as follows:
Company

2013

2012

£m

£m

1,118.4

128.7

Acquisition of Virgin Money plc

-

1,003.8

Sale of Virgin Money Cards Limited

-

(9.7)

Revaluation of investment in Church House Trust Limited to
recoverable amount prior to sale (refer to note 15)

-

(4.6)

0.6

0.2

1,119.0

1,118.4

Cost or valuation
At the beginning of the period

Capital contribution – share based payment (refer to note 10)
At the end of the period
On 18 January 2013 the Group sold 100% of the ordinary share
capital of Virgin Money Cards Limited to MBNA Europe Bank
Limited (“MBNA”) for an overall gain of £203.4 million. The principal
activities of Virgin Money Cards Limited were the marketing and
direct distribution of Virgin Money branded personal credit cards
issued by and under a partnership agreement with MBNA. Prior to
the sale, all assets, liabilities and contracts not connected with the

MBNA partnership agreement were transferred to Virgin Money
Cards Limited’s immediate parent, Virgin Money plc a wholly owned
subsidiary undertaking. Refer to note 23 for further details.
In the prior year, on 2 January 2012, subsequent to the acquisition
of Virgin Money plc on 1 January 2012, Virgin Money Holdings (UK)
Limited sold 100% of its investment in Virgin Money Cards Limited
(formerly Virgin Money Limited) to Virgin Money plc.

Note 22: Securitisation
Accounting policy
Certain Group companies have issued debt securities in order to
Ănance speciĂc loans and advances to customers. Both the debt
securities in issue and the loans and advances to customers remain
on the Group balance sheet within the appropriate balance sheet
headings unless:
(i)

a fully proportional share of all or of speciĂcally identiĂed
cash ăows have been transferred to the holders of the debt
securities, in which case that proportion of the assets are
derecognised

(ii)

substantially all the risks and rewards associated with the

assets have been transferred, in which case the assets are fully
derecognised
(iii) a signiĂcant proportion of the risks and rewards have been
transferred, in which case the assets are recognised only to the
extent of the Group’s continuing involvement.
The Group has also entered into self-issuance of securitised
debt which may be used as collateral for repurchase or similar
transactions. Investments in self-issued debt and the equivalent
deemed loan, together with the related income, expense and cash
ăows, are eliminated on consolidation in the Ănancial statements.
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Note 22: Securitisation (continued)
Accounting policy (continued)
Debt and equity securities in issue
Issued securities are classiĂed as liabilities where the contractual
arrangements result in the Group having an obligation to deliver
either cash or another Ănancial asset to the security holder, or
to exchange Ănancial instruments under conditions that are
potentially unfavourable to the Group. Issued securities are
classiĂed as equity where they meet the deĂnition of equity and
confer a residual interest in the Group’s assets on the holder of the
securities.
Financial liabilities are carried at amortised cost using the eƊective
interest rate method (see note 38). Equity instruments are initially
recognised at net proceeds, after deducting transaction costs
and any related income tax. Appropriations to holders of equity

securities are deducted from equity, net of any related income tax,
as they become irrevocably due to the holders of the securities.
Securitisation is a means used by the Group to fund an element of
its mortgage portfolio. These securitised advances are subject to
non-recourse Ănance arrangements. These advances have been
transferred at their principal value to Special Purpose Entities
(“SPEs”) and have been funded through the issue of amortising
mortgage backed securities to investors.
As discussed in note 1.3, the Group consolidates the assets and
liabilities of the securitisation SPEs, on a line by line basis, as the
Group controls the securitisation SPEs.

Securitisation balances comprise:
The balances of assets and liabilities in relation to securitisation notes in issue within the Group balance sheet are as follows:
2013

2012

£m

£m

307.2

294.5

2,888.5

5,392.5

Loans and advances to banks

195.8

-

Investments

100.0

197.0

Deferred tax asset

2.8

5.2

Other assets

0.1

-

Total assets

3,494.4

5,889.2

1,469.8

2,266.6

7.0

2.7

-

5.4

Other liabilities

3.0

5.1

Total liabilities

1,479.8

2,279.8

Assets
Cash and cash equivalents
Loans and advances to customers

Liabilities
Debt securities in issue
Deposits by banks
Derivative Ănancial instruments
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Note 22: Securitisation (continued)
The following table sets out the carrying amount of Ănancial assets
that did not qualify for derecognition and their associated liabilities.
Where relevant, the table also sets out the net position of the fair

value of Ănancial assets where the counterparty to the associated
liabilities has recourse only to the Ănancial assets.

2013

2012

£m

£m

Carrying amount of transferred assets

2,888.5

5,392.5

Carrying amount of associated liabilities

1,469.8

2,266.6

Fair value of transferred assets

2,944.7

5,530.5

Fair value of associated liabilities

1,482.2

2,291.0

There were no transactions in the year where the Group transferred Ănancial assets that should have been derecognised in their entirety.

Note 23: Acquisitions and Disposals
Accounting policy
Business combinations
Business combinations are accounted for using the acquisition
method as at the acquisition date, i.e. when control is transferred
to the Group. Control is the power to govern the Ănancial and
operating policies of an entity so as to obtain beneĂts from its
activities. In assessing control, the Group takes into consideration
potential voting rights that are currently exercisable.

The consideration transferred does not include amounts related
to the settlement of pre-existing relationships. Such amounts are
generally recognised in proĂt or loss.

The Group measures goodwill at the acquisition date as the fair
value of the consideration transferred less the fair value of the net
identiĂable assets acquired and liabilities assumed.

Any contingent consideration payable is measured at fair value at
the acquisition date. If the contingent consideration is classiĂed as
equity then it is not remeasured and settlement is accounted for
within equity. Otherwise subsequent changes in the fair value of the
contingent consideration are recognised in proĂt or loss.

When the excess is negative, the negative goodwill is recognised
immediately in proĂt or loss.

Transaction costs, other than those associated with the issue of
debt or equity securities, that the Group incurs in connection with a
business combination are expensed as incurred.

Credit card purchase and disposal of Virgin Money Cards Limited (2013)
Key management estimates and judgements

Material features of the transaction are as follows:

The acquisition of £1 billion of Virgin Money branded credit cards
from MBNA has been accounted for as a business combination in
accordance with the applicable accounting standards which require
the recognition of the identiĂable assets acquired and liabilities
assumed at their acquisition date fair values. Judgement was
required to determine if this transaction was an asset purchase or
a business combination. Management has determined that the
acquisition was a business combination whilst the purchase related
to credit card balances only, the key inputs, processes and outputs
required to run the business can be developed or purchased.

On 18 January 2013 the Group sold 100% of the ordinary share
capital of Virgin Money Cards Limited (name changed to Sapphire
Cards Limited on 18 January 2013 immediately prior to disposal) to
MBNA for an overall gain of £203.4 million. The principal activities
of Virgin Money Cards Limited were the marketing and direct
distribution of Virgin Money branded personal credit cards issued
by and under a partnership agreement with MBNA. Prior to the
sale, all assets, liabilities and contracts not connected with the
MBNA partnership agreement were transferred to Virgin Money
Cards Limited’s immediate parent, Virgin Money plc a wholly
owned subsidiary undertaking. This terminated all pre-existing
relationships in relation to Virgin Money brand cards.
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Note 23: Acquisitions and Disposals (continued)
Credit card purchase and disposal of Virgin Money Cards Limited (2013) (continued)
On the same day Virgin Money plc entered into a transaction to
acquire approximately one third of the Virgin Money branded
personal credit card book issued by MBNA, for a purchase
consideration of £1,019.6 million which was paid in cash. The assets
were previously managed jointly by MBNA and Virgin Money Cards
Limited under a partnership agreement. The initial fair value of the
assets acquired is estimated to be £1,019.6 million with the credit
card book being the only assets acquired. The gross contractual
amounts due for the credit card book acquired are £1,042.7 million
and the initial estimate of contractual cash ăows that are not
expected to be collected equate to the diƊerence in this value to
the fair value. The associated acquisition costs of £6.3ǆmillion were
charged to proĂt or loss in 2012. The remaining two thirds of the
portfolio managed under the partnership agreement are now wholly
owned by MBNA. These assets have been rebranded during 2013.
£5.0 million of the gain on sale of Virgin Money Cards Limited was

deferred and has been recognised in income over the rebranding
period.
This transaction allows the Virgin Money Group to broaden
the product set oƊered to consumers and provides further
opportunities for growth.
In the period from 18 January 2013 to 31 December 2013 the
acquired credit card portfolio contributed net interest income of
£122.6 million. If the acquisition had occurred on 1ǆJanuary 2013
Management estimates that consolidated net interest income
would not have been materially diƊerent to that recorded for the
period 18 January 2013 to 31 December 2013. In determining
these amounts, Management have used a weighted average cost
of funding to determine interest expense and assumed that all fair
value adjustments that arose on the acquisition date would have
been the same if the acquisition had occurred on 1 January 2013.

Acquisition of Northern Rock plc (2012)
Key management estimates and judgements

Material features of the transaction are as follows:

The acquisition of Northern Rock plc on 1 January 2012 was
accounted for in accordance with applicable accounting standards
which require the recognition of the identiĂable assets acquired
and liabilities assumed at their acquisition-date fair values. As part
of this process, it is also necessary to identify and recognise certain
assets and liabilities which are not included on the acquiree’s
balance sheet such as a core deposit intangible.

On 1 January 2012 Virgin Money Holdings (UK) Limited acquired
100% of the ordinary share capital of Northern Rock plc, a savings
and mortgage bank. On 12 October 2012 following a rebranding
exercise Northern Rock plc was renamed Virgin Money plc. The
acquisition has been an excellent Ăt with the Group as it brings
together entities with complementary product sets and distribution
channels.

The exercise to fair value the Northern Rock plc balance sheet was
inherently subjective and required Management to make a number
of assumptions and estimates including the determination of the
fair value of assets and liabilities at acquisition, the fair value of
consideration and the determination of the appropriate depreciation
period for non-current assets acquired. The major judgements and
estimates relate to the fair value of the mortgage and deposit books,
the fair value of the core deposit intangible and tax asset and the fair
value of the contingent consideration. Fair values were established
using discounted cash ăow models.

The purchase consideration included £747.0 million of cash and
£150.0 million of non core tier 1 notes paid on 1 January 2012. In
addition, deferred consideration comprising realised gilt gains and
net asset value adjustments of £72.9 million was settled on 28ǆJune
2012. The terms agreed with HMǆTreasury in respect of the acquisition
of Northern Rock plc that occurred on 1 January 2012, included
an amount which would be payable in the event of a successful,
proĂtable IPO or sale of the business between 2012 and 2016. The
amount payable varies on a sliding scale depending on the date of
completion of any IPO or sale. The consideration payable started at
£80ǆmillion for an event in 2012, reducing to £70 million in 2013,
£50 million between 2014 and 2016, and £0 in 2017 and thereafter.
The £18.0 million included in the table opposite represents the
initial estimate of the fair value at acquisition date of this contingent
consideration based on expectations of such an event taking place in
these timescales.

The eƊects of the fair value adjustments applied to reăect the fair
value of the assets and liabilities at fair value on acquisitions are
unwinding through the Group’s proĂt or loss. The determination
of the extent to which the adjustments unwind each period often
requires signiĂcant judgement. The unwind of the acquisition
date fair values on both customer lending and customer accounts
is based on the estimated average life of the underlying asset or
liability.
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Note 23: Acquisitions and Disposals (continued)
Acquisition of Northern Rock plc (2012) (continued)
The consideration was as follows:
£m
Initial cash proceeds

747.0

Non core tier 1 notes

150.0

Additional consideration

72.9

Contingent consideration

18.0

Total consideration
The acquisition of Virgin Money plc on 1 January 2012 was
accounted for in accordance with IFRS 3 ‘Business Combinations’,
which required the recognition of the identiĂable assets acquired
and liabilities assumed at their acquisition date fair values.
As part of this process it was also necessary to identify and
recognise certain assets and liabilities which are not included
on the acquiree’s balance sheet, for example intangible assets.
The exercise to fair value the Virgin Money plc balance sheet
was subjective and required Management to make a number of
assumptions and estimates.

987.9
The overall eƊect was to reduce the book value of the assets
acquired by £49.5 million, after the recognition of a core deposit
intangible asset of £4.8 million not included previously on the
Virgin Money plc balance sheet. This was oƊset by a reduction in
the value of Virgin Money plc liabilities of £26.2 million, resulting in
a net decrease in the value of net assets acquired of £23.3 million.
This adjustment is unwound to proĂt or loss, and the remaining
adjustment is £3.9 million (2012: £1.1 million). In accordance with
IFRS 3, the Company had 12 months to Ănalise the fair value of
Virgin Money plc. No further fair value adjustments were identiĂed.
Further information on the speciĂc adjustments is provided in the
table below.
Book value at
Note 31 December 2011

Adjustment

Take on
balance at
1 January 2012

£m

£m

£m

2,752.1

-

2,752.1

Derivative Ănancial instruments

181.0

-

181.0

Loans and advances to banks

859.3

-

859.3

14,159.0

(59.7)

14,099.3

1.5

-

1.5

1,361.9

(1.8)

1,360.1

4.6

-

4.6

-

4.8

4.8

-

9.4

9.4

Property, plant and equipment

27.9

(2.2)

25.7

Other assets

34.6

-

34.6

Prepayments and accrued income

12.5

-

12.5

Summary of valuation adjustments

Assets
Cash and balances with central banks

Loans and advances to customers

a

Retirement beneĂt asset
Investment securities
Intangible assets
Core deposit intangible asset
Deferred tax asset on fair value adjustment

Total assets

b

19,394.4

(49.5)

19,344.9
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Note 23: Acquisitions and Disposals (continued)
Acquisition of Northern Rock plc (2012) (continued)
Book value at
Note 31 December 2011

Adjustment

Take on
balance at
1 January 2012

£m

£m

£m

98.2

-

98.2

16,287.2

(28.9)

16,258.3

Customer accounts held for sale

396.0

-

396.0

Derivative Ănancial instruments

285.8

-

285.8

Debt securities in issue

943.7

2.7

946.4

62.4

-

62.4

156.5

-

156.5

Current income tax liability

6.5

-

6.5

Provisions for liabilities and charges

7.8

-

7.8

Summary of valuation adjustments

Liabilities
Deposits by banks
Customer accounts

c

Other liabilities
Accruals and deferred income

Total liabilities
Net assets acquired

18,244.1

(26.2)

18,217.9

1,150.3

(23.3)

1,127.0

Negative goodwill credit
1,127.0

Fair value of net assets acquired

987.9

Total consideration
Negative goodwill credit

139.1

d

Notes and adjustments
a)

b)

Mortgage balances were adjusted to fair value using
discounted cash ăow models which used benchmark interest
rates. The adjustment reăects the movement in credit
spreads since the lending was originated.
An intangible asset was recognised in respect of the intrinsic
value of the retail savings book. This will be amortised over its
remaining useful life.

c)

Deposit balances were adjusted to fair value using discounted
cash ăow models which used benchmark interest rates.

d)

The negative goodwill credit of £139.1 million was recognised
in proĂt or loss. The discount to net asset value paid by the
Company and the resultant negative goodwill credit reăects
the diƋcult economic environment in the UK, the loss making
nature of Northern Rock plc, and also depressed valuations in
general in the UK banking sector.

Mortgage book portfolio (2012)
Key management estimates and judgements

Material features of the transaction

As set out below, a portfolio of mortgage assets was purchased
by the Group in 2012. Judgement was necessary to determine
whether the acquisition was a business combination or an asset
purchase. Management has determined that the acquisition was
an asset purchase as the assets were solely purchased without
staƊ contracts or processes or other aspects of the business being
transferred with them.

On 20 July 2012 Virgin Money plc (a wholly owned subsidiary)
entered into a transaction to acquire a mortgage portfolio of
Northern Rock (Asset Management) plc (NRAM) originated loans
from NRAM for a purchase consideration of £466.4ǆmillion, paid in
cash.
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Note 24: Intangible Assets
Accounting policy
Intangible assets and amortisation
Intangible assets purchased separately from a business
combination are capitalised at their cost and amortised from
the dateǆat which they become available for use over their useful
economic life which is generally 3 to 10 years. Intangible assets
acquired as part of an acquisition are capitalised at their fair value
where this can be measured reliably in accordance with IFRSǆ13 Fair
Value Measurement.

Positive goodwill is held on the balance sheet and tested for
impairment annually.

Other intangible assets
Other intangible assets represent primarily the construction of
core operating platforms, which are internally generated. Core
operating platforms are amortised on a straight line basis over 3 to
10 years.

Computer software

Impairment of intangible assets

Costs incurred in acquiring and developing computer software for
internal use are capitalised as intangible assets where the software
leads to the creation of an identiĂable non-monetary asset and it
is probable that the expected future economic beneĂts that are
attributable to the asset will ăow to the Group from its use for a
period of over one year. The software is classiĂed as an intangible
asset where it is not an integral part of the related hardware and
amortised over its estimated useful life on a straight line basis
which is generally 3 to 10 years.

Intangible assets are assessed for indications of impairment at
each balance sheet date, or more frequently where required by
events or changes in circumstances. If indications of impairment
are found, these assets are subject to an impairment review. The
impairment review compares the carrying value of the assets with
their recoverable amounts, which are deĂned as the higher of the
fair value less costs to sell and their value in use. Fair value less costs
to sell is the amount at which the asset could be sold in a binding
agreement in an arm’s length transaction. Value in use is calculated
as the discounted cash ăows generated as a result of the asset’s
continued use including those generated by its ultimate disposal,
discounted at a market rate of interest on a pre-tax basis.

Costs associated with maintaining software are expensed as they
are incurred.

Core deposit intangible
As discussed in note 23, the core deposit intangible was recognised
on acquisition of Northern Rock plc. It was recognised in respect
of the intrinsic value of the retail savings book acquired. This will be
amortised over its remaining useful life of two years.

Goodwill
Purchased goodwill (representing the excess of the fair value of
the consideration given over the fair value of the separable net
assets acquired) arising on business combinations in respect of
acquisitions since 1 January 1998ǆis capitalised.

Where impairments are indicated, the carrying values of intangible
assets are written down by the amount of the impairment and the
charge is recognised in proĂt or loss in the period in which it occurs.
A previously recognised impairment charge on a Ăxed asset may
be reversed in full or in part where a change in circumstances leads
to a change in the estimates used to determine its recoverable
amount. The carrying value of the intangible asset will only be
increased to the carrying value at which it would have been held
had the impairment not been recognised.
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Note 24: Intangible Assets (continued)
Key management estimates and judgements
A review of intangible assets which are not yet in use for indicators
of impairment is undertaken at each reporting date. If there are
indicators of impairment, an estimate of the recoverable amount is
made. The recoverable amount of the asset is the higher of its fair
value less costs to sell and its value in use. Value in use is calculated
by discounting the future cash ăows (both costs to complete and
beneĂts post completion) generated from the continuing use of the
asset. If the carrying value of the asset is more than the higher of
the value in use and the fair value less costs to sell, an impairment
charge is recognised.
Through their review for impairment indicators Management
have considered the carrying value of two systems which are
under development, a banking platform which was acquired and
developed by the Group in 2010 prior to its acquisition of Northern

Rock plc (now renamed Virgin Money plc), which has not been
integrated into the IT infrastructure at this time. A full review of the
IT infrastructure and IT strategic plan indicates that this banking
platform will not be brought into use in the immediate future.
Management have also considered the carrying value of a separate
platform which is under construction as part of the key strategic
projects of the Group. This will deliver the capability to support
operationally, the Group’s current account oƊering. While it is
expected that this platform will be subject to further development,
it is not expected to derive economic beneĂts in the immediate
future.
As a result of both of these assessments, Management have judged
it appropriate to fully write down the carrying value of both assets
and have recognised an impairment charge of £33.9 million.
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Note 24: Intangible Assets (continued)
Intangible assets comprise:
Group 2013

Core deposit
intangible

Goodwill

Software

Other

Total

£m

£m

£m

£m

£m

4.8

4.6

45.2

-

Acquisitions

-

-

23.7

6.9

Disposals

-

-

(0.8)

4.8

4.6

68.1

6.9

84.4

Balance at 1 January 2013

1.7

4.6

13.5

-

19.8

Charge for the year

1.0

-

3.7

-

4.7

Disposals

-

-

-

-

-

Impairment

-

-

33.9

-

33.9

2.7

4.6

51.1

-

58.4

At 1 January 2013

3.1

-

31.7

-

34.8

At 31 December 2013

2.1

-

17.0

6.9

26.0

Core deposit
intangible

Goodwill

Software

Other

Total

£m

£m

£m

£m

£m

-

4.6

25.7

-

30.3

4.8

-

4.6

-

9.4

Acquisitions

-

-

14.9

-

14.9

Disposals

-

-

-

-

-

4.8

4.6

45.2

-

54.6

-

4.6

6.7

-

11.3

1.7

-

6.8

-

8.5

-

-

-

-

-

1.7

4.6

13.5

-

19.8

-

-

19.0

-

19.0

3.1

-

31.7

-

34.8

Cost
Balance at 1 January 2013

At 31 December 2013

-

54.6
1

30.6
(0.8)

Amortisation and impairment losses

At 31 December 2013
Carrying amounts

Group 2012

Cost
Balance at 1 January 2012
Acquired through business combinations

At 31 December 2012
Amortisation and impairment losses
Balance at 1 January 2012
Charge for the year
Disposals
At 31 December 2012
Carrying amounts
At 1 January 2012
At 31 December 2012
1

Additions in 2013 relate to software within the development of a core banking platform.
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Note 25: Property, Plant and Equipment
Accounting policy
Property, plant and equipment are stated at cost less accumulated
depreciation and provision for impairment, as appropriate. Cost
includes the original purchase price of the asset and the costs
attributable to bringing the asset to its working condition for its
intended use. Additions and subsequent expenditure are included
in the asset’s carrying value or are recognised as a separate asset
only when they improve the expected future economic beneĂts to
be derived from the asset. All other repairs and maintenance are
charged to proĂt or loss in the period in which they are incurred.
Depreciation is provided using the straight line method to allocate
costs less residual values over estimated useful lives, as follows:
Freehold property

50-100 years

Leasehold property

Unexpired period
of the lease

Plant and leasehold improvements

5-30 years

Computer equipment

3-5 years

OƋce equipment

3-10 years

Motor vehicles

4 years

Assets’ residual values and useful lives are reviewed, and adjusted
if appropriate, at each balance sheet date. Where the cost of
freehold land can be identiĂed separately from buildings, the land
is not depreciated. Property, plant and equipment are subject to
impairment testing, if deemed appropriate.

Impairment of property, plant and equipment
Property, plant and equipment are assessed for indications of
impairment at each balance sheet date, or more frequently where
required by events or changes in circumstances. If indications of
impairment are found, these assets are subject to an impairment
review. The impairment review compares the carrying value of the
assets with their recoverable amounts, which are deĂned as the
higher of the fair value less costs to sell and their value in use. Fair
value less costs to sell is the amount at which the asset could be
sold in a binding agreement in an arm’s length transaction. Value
in use is calculated as the discounted cash ăows generated as a
result of the asset’s continued use including those generated by
its ultimate disposal, discounted at a market rate of interest on a
pre-tax basis.
Where impairments are indicated, the carrying values of Ăxed
assets are written down by the amount of the impairment and the
charge is recognised in proĂt or loss in the period in which it occurs.
A previously recognised impairment charge on a Ăxed asset may
be reversed in full or in part where a change in circumstances leads
to a change in the estimates used to determine its recoverable
amount. The carrying value of the Ăxed asset will only be increased
to the carrying value at which it would have been held had the
impairment not been recognised.

Key management estimates and judgements
A review of Ăxed assets for indications of impairment is undertaken
at each reporting date. If there are indicators of impairment, an
estimate of the recoverable amount is made. The recoverable

amount of the asset is the higher of its fair value less costs to sell
and its value in use. Management judgement was necessary in the
impairment assessment of the Ăxed assets.
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Note 25: Property, Plant and Equipment (continued)
Property, plant and equipment comprise:
Group 2013

Land and
buildings

Plant, equipment
āxtures, āttings
and vehicles

Total

£m

£m

£m

58.6

34.9

93.5

Additions

1.2

1.1

2.3

Disposals

(0.4)

(0.5)

(0.9)

Assets within disposal group

(0.3)

At 31 December 2013

59.1

35.5

94.6

At 1 January 2013

4.4

11.9

16.3

Depreciation for the year

2.0

4.8

6.8

Cost
At 1 January 2013

-

(0.3)

Depreciation and impairment losses

(0.2)

(0.2)

(0.4)

Impairment

0.3

0.4

0.7

At 31 December 2013

6.5

16.9

23.4

At 1 January 2013

54.2

23.0

77.2

At 31 December 2013

52.6

18.6

71.2

Land and
buildings

Plant, equipment
Ăxtures, Ăttings
and vehicles

Total

£m

£m

£m

8.2

10.9

19.1

Acquired through business combinations

11.0

14.5

25.5

Additions

39.9

11.4

51.3

Disposals

(0.1)

(1.9)

(2.0)

Assets within disposal group

(0.4)

-

(0.4)

At 31 December 2012

58.6

34.9

93.5

Disposals

Carrying amounts

Group 2012

Cost
At 1 January 2012

Depreciation and impairment losses
At 1 January 2012

2.2

6.1

8.3

Depreciation for the year

2.2

6.0

8.2

-

(0.2)

(0.2)

4.4

11.9

16.3

Disposals
At 31 December 2012
Carrying amounts
At 1 January 2012
At 31 December 2012

6.0

4.8

10.8

54.2

23.0

77.2
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Note 25: Property, Plant and Equipment (continued)
In the prior year, the Group completed the purchase of its
operational headquarters in Newcastle upon Tyne together with
buildings at two other sites in the North East of England. The

total acquisition cost, including stamp duty, was £39.5 million.
The acquisition is included within land and buildings additions of
£39.9ǆmillion in the preceding table.

Note 26: Deferred Tax Asset
Accounting policy
Deferred tax is recognised in respect of temporary diƊerences
between the carrying amounts of assets and liabilities for Ănancial
reporting purposes and the amounts used for taxation purposes.
Deferred tax is measured at the tax rates that are expected to be
applied to temporary diƊerences when they reverse, based on
the laws that have been enacted or substantively enacted by the
reporting date.

A deferred tax asset is recognised for unused tax losses, tax credits
and deductible temporary diƊerences, to the extent that it is
probable that future taxable proĂts will be available against which
they can be utilised. Deferred tax assets are reviewed at each
reporting date and are reduced to the extent that it is no longer
probable that the related tax beneĂt will be realised.

Key management estimates and judgements
Taxation involves estimation techniques to assess the liability in
terms of possible outcomes. The assessment of the recoverability or
otherwise of deferred tax assets is based mainly on a determination
of whether the relevant entity will generate suƋcient proĂts within
5 years to realise the deferred tax assets.
This is reviewed at each reporting date by the Directors with a
detailed exercise conducted to establish the validity of proĂt
forecasts and other relevant information including timescales over
which the proĂts are expected to arise and the deferred tax asset will
reverse. Deferred tax is determined using tax rates that have been
enacted or substantially enacted by the balance sheet date and which
are expected to apply when the related deferred tax asset is realised
or the deferred tax liability is settled.

Following the acquisition of Northern Rock plc, Management
reviewed the unrecognised deferred tax balances within that
company (renamed Virgin Money plc) against forecasts of future
taxable proĂts. This exercise in conjunction with actions taken
by Management to have greater certainty regarding its future
proĂtability demonstrated to the satisfaction of the Directors that
while no deferred tax asset was recognised at acquisition, such an
asset could subsequently be recognised in the statutory accounts of
Virgin Money for the year ended 31 December 2012.
Based on their interpretation of the timing and level of reversal
of existing taxable temporary diƊerences, in line with relevant
accounting standards, the Directors conclude that a net deferred
tax asset of £73.9 million (2012: £79.8ǆmillion) should be
recognised at the balance sheet date.
Group

Company

2013

2012

2013

2012

£m

£m

£m

£m

8.6

9.8

-

-

62.2

61.1

-

-

4.1

6.9

-

-

Change in accounting basis on adoption of IFRS

(2.5)

(1.8)

0.2

0.3

Cash ăow reserve

(0.3)

-

-

-

1.8

3.8

-

-

73.9

79.8

0.2

0.3

Asset
Excess of depreciation over capital allowances
Unused tax losses
Short term timing diƊerences

Fair value adjustments on the acquisition of
Northern Rock plc (refer to note 23)
Recognised deferred tax assets

The Group has not recognised deferred tax assets in respect of gross assets of £26.9 million (2012: £26.4 million). The net Group deferred
tax asset has been recognised using a blended rate of 20.5% (2012: 23%).
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Note 27: Other Assets
Accounting policy
Other assets include prepayments and other amounts the Group is due to receive from third parties in the normal course of business.

Other assets comprise:
Group

Company

2013

2012

2013

2012

£m

£m

£m

£m

11.7

17.5

-

-

Amounts owed from related parties

-

7.7

11.8

57.2

Group relief owed from related parties

-

-

2.5

2.1

IndemniĂcation asset

-

6.0

-

-

Other

12.2

6.0

-

-

Total

23.9

37.2

14.3

59.3

Trade debtors

Included within trade debtors is an amount of £nil (2012: £8.3 million) related to income due from MBNA in respect of revenues spread over
a 10 year period (see note 6).
Details of the indemniĂcation asset are contained in note 31.

Note 28: Deposits by Banks
Accounting policy
Deposits by banks are measured initially at fair value, which is normally the proceeds received net of any directly attributable transaction
costs incurred. Subsequent measurement is at amortised cost, using the eƊective interest rate method.

Deposits by banks comprise:
Group
2013

2012

£m

£m

Fixed rate deposits

153.6

-

Variable rate deposits

235.6

3.4

Total

389.2

3.4
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Note 29: Customer Accounts
Accounting policy
Customer accounts are measured initially at fair value, which is normally the proceeds received. Subsequent measurement is at amortised
cost, using the eƊective interest rate method.

Customer accounts comprise:
Group
2013

2012

£m

£m

8,023.8

7,729.8

Variable rate deposits

13,097.6

10,276.9

Total

21,121.4

18,006.7

Fixed rate deposits

Note 30: Accruals and Deferred Income
Accounting policy
Accrued expenses are amounts that the Group is due to pay to third parties in the normal course of business. Deferred income represents
amounts received in advance of the Group providing services, and will be recognised as income in proĂt or loss when the services have been
provided.

Accruals and deferred income comprise:
Group

2013

2012

£m

£m

Accrued interest

160.9

177.8

Deferred income

6.8

24.2

21.6

40.2

189.3

242.2

Other accruals
Total
Accrued interest primarily represents interest which has accrued on retail funds and deposits.
Deferred income represents income advanced from partners that will be recognised in future periods.
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Note 31: Provisions for Liabilities and Charges
Accounting policy
Provisions are recognised for present obligations arising from past events where it is more likely than not that an outăow of resources will
be required to settle the obligations and they can be estimated reliably.

Key management estimates and judgements
A provision has been recorded in these accounts in relation to
the cost of remediating the interest charged to customers who
have been found to have letters and statements which were not in

compliance with the Consumer Credit Act. Management judgement
was required in recognising the corresponding indemniĂcation
asset.

The movement in provisions was as follows:

At 1 January
Transferred in through
business combinations
Charged/(released) in the year
Utilised in the year
At 31 December

2013

FSCS
2012

Customer redress
2013
2012

£m

£m

£m

£m

£m

£m

£m

£m

£m

£m

19.0

-

6.0

-

-

-

0.4

-

25.4

-

-

18.6

-

-

-

0.8

-

7.0

-

26.4

19.4

5.9

(4.9)

6.0

0.2

-

-

1.2

14.7

13.1

(12.9)

(5.5)

(1.1)

-

-

(0.8)

(0.3)

(7.8)

(14.3)

(14.1)

25.5

19.0

6.0

0.2

-

0.1

0.4

25.8

25.4

-

Customer Redress
As at 31 December 2012, Virgin Money estimated it had a potential
liability of £6.0 million to customers in relation to a potential
Consumer Credit Act documentation issue. This arose from a review
of customer mortgage loans acquired as part of the Northern
Rock plc transaction in January 2012. Following investigation
during the year, all impacted customers have now received
goodwill payments at a total cost of £1.1 million which has been
recognised as an administrative expense. No further provision
is held in relation to this matter. The remaining £4.9ǆmillion
provision and the indemniĂcation asset of £6 million have been
released. As at 31 December 2012, Virgin Money considered that
the cost of the remediation would be recovered from Northern
Rock (Asset Management) plc. However, in light of the lower cost
of remediation, Virgin Money is no longer seeking recovery from
NRAM.

Financial Services Compensation Scheme
The Financial Services Compensation Scheme (“FSCS”) is the UK’s
statutory fund of last resort for customers of authorised Ănancial
services Ărms and pays compensation if a Ărm is unable to pay
claims against it. The FSCS has borrowed from HM Treasury to fund
the compensation costs associated with institutions that failed in

Restructuring
2013
2012

Other
2013
2012

Total
2013
2012

2008 and will receive the receipts from asset sales, surplus cash
ăows and other recoveries from these institutions in the future.
The FSCS meets its obligations by raising management expense and
compensation levies. These include amounts to cover the interest
on its borrowings and ongoing management expenses. Each
deposit taking institution contributes in proportion to its share of
total protected deposits.
The Group has made provision for levies of £19.4 million (2012:
£5.9 million) with respect to estimated levies for Scheme Year
2014/2015 and revisions to the estimate for 2013/2014 previously
provided for in 2012 in relation to its deposit taking business. The
liability to pay the levy in relation to its deposit taking business in
scheme year 2014/2015 is based on the amount of deposits on the
balance sheet at 31 December 2013.
If the FSCS does not receive suƋcient funds from the failed
institutions to repay HM Treasury in full, it raises compensation
levies. The FSCS expects to receive full repayment of the debt
in relation to Bradford & Bingley plc but expects a shortfall of
approximately £1.1 billion in relation to the other institutions. The
FSCS has decided to recover this shortfall by levying the deposit
taking class in three roughly equal instalments. Accordingly a
provision for the Group’s estimated share of these compensation
levies of £7.5 million (2012: £6.1 million) has been included in these
Ănancial statements.
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Note 32: Other Liabilities
Accounting policy
Other liabilities represent amounts the Group is due to pay to third parties in the normal course of business. These include expense
accruals, which have been incurred, but not yet billed.
The Non core tier 1 notes are carried at amortised cost using the eƊective interest rate method.

Key management estimates and judgements
The Non core tier 1 notes have both debt and equity features
and are classiĂed as a compound Ănancial instrument. The
equity features include the perpetual life of the notes and the
discretionary nature of dividends. The debt feature relates to
a conversion mechanism whereby under certain scenarios the
notes convert to ordinary equity. This conversion mechanism is a

contingent settlement feature. When valuing a debt component
such as this, Management judgement is required on the probability
of the conversion event occurring. Management has estimated
the fair value of the debt component to be £150.0ǆmillion with no
element of the instrument being shown in equity.

Other liabilities comprise:
Group

Non core tier 1 notes
Trade creditors
Other taxes and social security costs
Other creditors
Amounts owed to subsidiary undertakings
Total
The Non core tier 1 notes of £150.0 million were issued to HM
Treasury on 1 January 2012 as part consideration in the acquisition
of Northern Rock plc. The notes have a discretionary coupon of
10.5% per annum, beginning on 1ǆJanuary 2013. The coupon has
been recognised as an equity distribution, as it attaches to the
equity component of the instrument.

Company

2013

2012

2013

2012

£m

£m

£m

£m

150.0

150.0

150.0

150.0

23.8

3.7

-

-

3.4

3.7

-

-

49.7

35.0

23.7

5.4

-

-

135.2

173.0

226.9

192.4

308.9

328.4

The Group’s exposure to liquidity risk related to trade and other
payables is disclosed on page 130 of the Risk Management Report.
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Note 33: Share Capital
Accounting policy
Share capital
To the extent that this deĂnition is not met, the proceeds of issue
are classiĂed as a Ănancial liability.

The Ănancial instruments issued by the Company are treated as
equity (i.e. forming part of shareholders’ funds) only to the extent
that they meet the following two conditions:
(a) they include no contractual obligations upon the Company
to deliver cash or other Ănancial assets or to exchange
Ănancial assets or Ănancial liabilities with another party under
conditions that are potentially unfavourable to the Group.
(b) where the instrument will or may be settled in the Company’s
own equity instruments, it is either a non-derivative that
includes no obligation to deliver a variable number of the
Company’s own equity instruments or is a derivative that will
be settled by the Company exchanging a Ăxed amount of cash
or other Ănancial assets for a Ăxed number of its own equity
instruments.

Share issue costs
Incremental costs directly attributable to the issue of new shares
or options are shown in equity as a deduction, net of tax, from the
proceeds.

Dividends
Dividends are recognised in equity in the period in which they are
approved by the Company’s shareholders or paid.

Share capital comprises:
Group and Company

2013

2013

2012

2012

Number

£m

Number

£m

38,742,729

-

38,742,729

-

1,102,982

-

1,102,982

-

731,113

-

731,113

-

40,576,824

-

40,576,824

-

Allotted, called up and fully paid
Ordinary Shares of £0.001 each
A Ordinary Shares of £0.001 each
Deferred Shares of £0.001 each
Total

The holders of Ordinary Shares are entitled to one vote per share at
meetings of the Group. A Ordinary Shares and Deferred Shares do
not have any voting rights.

On 29 February 2012, the Company issued 1,102,982 £0.001
shares for a consideration of £1,103.
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Note 34: Share Premium Account
Accounting policy
Share premium represents the aggregate of all amounts that
have ever been paid above par value to the Company when it has
issued ordinary and non-voting ordinary shares. There are certain

circumstances in which the share premium can be reduced but
these have not arisen in 2013 or 2012.

The movement in share premium was as follows:
Group and Company

At 1 January
Premium on shares issued in the year
As at 31 December

2013

2012

£m

£m

509.2

509.2

-

-

509.2

509.2

Note 35: Own Shares
Accounting policy
Purchases of shares by the Employee BeneĂt Trust (“EBT”) are
accounted for as a purchase of own shares by the Company and are
debited to the own shares reserve at cost. Put options granted over

Group and Company

Employee BeneĂt Trust
As part of an arrangement to allow holders of certain shares in the
Company an opportunity to access some of the value increase in
the Virgin Money Group since the original grant date, the Company
established an Employee BeneĂt Trust (“EBT”) in 2011. The
Company funded the EBT by means of a cash loan and is therefore
considered to be the sponsoring entity. The EBT purchased shares
in the Company using the cash loan which is accounted for as a
purchase of own shares by the Company. The investment in own
shares at 31 December 2013 is £6.2 million (2012: £6.2 million).
In April 2012, certain Non-Executive Directors were invited by the
Board to participate in an annual acquisition scheme to acquire a

the Company’s shares are accounted as a Ănancial liability with a
corresponding deduction in equity.

2013

2012

£m

£m

6.2

6.2

number of ordinary shares in 2012, 2013 and 2014 from the EBT
at the then current market value acquisition price. The number of
shares and market value of the shares available for acquisition will
be communicated annually and is to be payable out of participants’
own funds.
In 2012 and 2013, £399,966 and £43,466 of ordinary shares
respectively held by the EBT were sold to certain Non-Executive
Directors of the Group. In 2012 and 2013, 81,703 and 40,851 of
AǆOrdinary Shares were forfeited by employees and transferred
to the EBT for nil consideration. There were no other movements
during the year.
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Note 36: Other Reserves
Accounting Policy
Available for sale reserve

Cash Ʒow hedge reserve

The available for sale reserve represents the unrealised
change in the fair value of available for sale investments since
initial recognition.

For derivatives designated in a cash ăow hedge, the eƊective
portion of changes in fair value is recognised in the cash ăow
hedge reserve and recycled to proĂt or loss in the periods when the
hedged item will aƊect proĂt or loss.

(a) Available for sale reserve
2013

2012

£m

£m

11.6

(0.2)

Net gains from changes in fair value

(51.6)

48.1

Net gains on disposal transferred to net income

(10.2)

(27.4)

57.0

(11.7)

0.2

2.3

(0.5)

0.5

6.5

11.6

2013

2012

£m

£m

At 1 January

Amounts transferred to net income due to hedge accounting
Amortisation of fair value diƊerences in respect of
securities transferred to loans and receivables
Deferred tax
At 31 December

(b) Cash Ʒow hedge reserve

(11.3)

At 1 January

-

Amounts recognised in equity

7.0

(12.7)

Amounts transferred to interest payable

4.8

1.4

(0.3)

Deferred tax

-

At 31 December

0.2

(11.3)

Total other reserves

6.7

0.3

Note 37: Contingent Consideration and Contingent Liabilities
Accounting policy
Contingent liabilities are potential obligations whose existence
depends upon the outcome of uncertain future events or are
present obligations where the outăows of resources are uncertain
or cannot be reliably measured. Contingent liabilities are not
recognised in the Ănancial statements but are disclosed unless they
are remote.

The liability for contingent consideration resulting from a business
combination recognised under IFRS 3 Business Combinations is
recognised in the Ănancial statements, and updated annually to
reăect any changes in the estimate of the amount payable.
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Note 37: Contingent Consideration and Contingent Liabilities (continued)
Key management estimates and judgements
Contingent consideration

Contingent liabilities

The terms agreed with HM Treasury in respect of the acquisition
of Northern Rock plc that occurred on 1 January 2012, included
an amount which would be payable in the event of a successful,
proĂtable IPO sale of the business between 2012 and 2016. The
amount payable varies on a sliding scale depending on the date
of completion of any IPO or sale within the time window. The
consideration payable is now limited to £50.0 million and falls to
£nil in 2017. In accordance with accounting standards, the liability
has been measured throughout the period since acquisition. Its
quantum, at any point in time, is measured based on the probability
of the contingent event crystallising. This is in turn inăuenced by
external factors such as the macro economic environment in the UK
and internal factors such as the Group’s readiness to IPO.

Virgin Money is engaged in discussion with HM Revenue and
Customs (HMRC) regarding the tax treatment of certain commercial
funding transactions entered into by one of its former subsidiaries
during 2009. This subsidiary was sold to a third party during 2013.
The Group has indemniĂed the buyer for additional tax liabilities
not provided in the accounts of the subsidiary.

The key judgement relates to estimating the timing of any potential
payment.
The estimate of the liability has now been updated to reăect
changes in the factors inăuencing the probability of crystallisation
and the fact that the initial crystallisation trigger dates have now
passed. Accordingly Management estimate that the Group and
Company liability has increased by £9.0 million to £14.0 million at
the end of 2013.

Should the UK tax authorities decide to enter into litigation to
overturn the treatment of these commercial funding transactions
in Ăled tax returns and be successful in this litigation, Virgin
Money has estimated that the tax liability and associated interest
on overdue tax would be in the region of £9 million. This amount
would then be payable under the terms of the indemnity to the
purchaser of the subsidiary. Given the uncertainty of the outcome
of discussions with HMRC on this issue no provision has been made.
In the prior year, through its partnership agreement with MBNA in
respect of personal credit cards, certain obligations payable in cash
may have arisen if business volumes and activity did not reach preagreed targets. Management has utilised appropriate estimation
and modelling techniques to assess liabilities and exercised
judgement in respect of assumptions and estimates used. In the
current year, the Group has purchased a portfolio of Virgin Money
branded cards from MBNA, and as a result is no longer party to the
partnership agreement.

Note 38: Fair Value of Financial Assets and Liabilities
Accounting Policy
Fair value is deĂned as the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date in the principal
market, or in its absence, the most advantageous market to which
the Group has access at that date. The fair value of a liability
reăects its non-performance risk.

The best evidence of the fair value of a Ănancial instrument at initial
recognition is normally the transaction price – i.e. the fair value of
consideration given or received. The Group does not apply a credit
valuation adjustment (CVA) or debit valuation adjustment (DVA)
to reăect the credit risk of its derivative exposures as the Group’s
portfolio is fully collateralised.

For the majority of instruments, fair value is determined with
reference to quoted prices in an active market. A market is
regarded as active if transactions for the asset or liability take place
with suƋcient frequency and volume to provide pricing information
on an ongoing basis.

If an asset or a liability measured at fair value has a bid price and an
ask price, the Group measures assets and long positions at bid price
and liabilities and short positions at ask price.

Where quoted prices are not available, fair value is based upon
cash ăow models, which use wherever possible independently
sourced observable market parameters such as interest rate yield
curves, currency rates and option volatilities. The chosen valuation
technique incorporates all the factors that market participants
would take into account in pricing a transaction and is discounted
at a risk free rate.

Portfolios of Ănancial assets and Ănancial liabilities that are
exposed to market risk and credit risk that are managed by the
Group on the basis of the net exposure to either market or credit
risk, are measured on the basis of a price that would be received in
order to sell a net long position (or transferred in order to sell a net
short position) for a particular risk exposure. Those portfolio risk
adjustments are allocated to the individual assets and liabilities on
the basis of the relative risk adjustment of each of the individual
instruments in the portfolio.
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Note 38: Fair Value of Financial Assets and Liabilities (continued)
Key management estimates and judgements
Management must use judgement and estimates calculating
fair value where not all necessary inputs are observable or where
factors speciĂc to the Group’s holdings need to be considered. The
accuracy of the fair value calculations would therefore be aƊected
by unexpected market movements, inaccuracies within the models
used compared to actual outcomes and incorrect assumptions.
For example, if Management were to use a tightening in the credit
spread of 10 basis points, the fair values of liabilities (including
derivatives) would increase from the reported fair values by
£20.7ǆmillion (2012: £16.7ǆmillion).
The following table summarises the fair values of those Ănancial
assets and liabilities not already presented on the Group’s balance
sheet at their fair value, by the level in the fair value hierarchy into
which each fair value measurement is categorised. The accounting

policy in note 13 sets out the key principles for estimating the fair
values of Ănancial instruments.

Determination of fair value
The table below summarises the fair value measurement basis used
for assets and liabilities held on the balance sheet at fair value.
There are three levels to the hierarchy as follows:
Level 1 – Quoted prices (unadjusted) in active markets for identical
assets and liabilities
Level 2 – Inputs other than quoted prices included within Level
1 that are observable for the asset or liability, whether
directly (i.e. as prices) or indirectly (i.e. derived from prices)
Level 3 – Inputs for the asset or liability that are not based on
observable market data (unobservable inputs).

Fair value hierarchy of Ănancial assets and liabilities recognised at cost comprise:
Group

2013

2012

Level 1

Level 2

Level 3

Total
fair
value

Total
carrying
value

Total
fair
value

£m

£m

£m

£m

£m

£m

£m

Cash and balances with central banks

-

1,423.5

-

1,423.5

1,423.5

1,604.5

1,604.5

Loans and advances to banks

-

626.9

-

626.9

626.9

1,310.2

1,310.2

Loans and advances to customers

-

-

20,591.5

20,591.5

20,342.5

16,912.7

16,894.1

Investment securities held as loans
and receivables

9.8

-

-

9.8

9.4

35.3

37.3

-

5.3

-

5.3

5.3

1.0

1.0

Deposits by banks

-

389.2

-

389.2

389.2

3.4

3.4

Customer accounts

-

-

21,211.8

21,211.8

21,121.4

18,117.2

18,006.7

1,469.8

-

-

1,469.8

1,469.8

2,266.6

2,266.6

Non core tier 1 notes

-

-

150.0

150.0

150.0

150.0

150.0

Accruals

-

160.9

-

160.9

160.9

202.0

202.0

Total
carrying
value

Financial assets

1

Accrued income
Financial liabilities

Debt securities in issue

1

Amounts shown in respect of loans and advances to customers includes fair value adjustments of portfolio hedging.
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Note 38: Fair Value of Financial Assets and Liabilities (continued)
Company

2013

2012

Level 1

Level 2

Level 3

Total
Fair
value

Total
Carrying
value

Total
Fair
value

Total
Carrying
value

£m

£m

£m

£m

£m

£m

£m

Loans and advances to banks

-

11.8

-

11.8

11.8

17.1

17.1

Other assets

-

11.5

-

11.5

11.5

34.7

34.7

Non core tier 1 notes

-

-

150.0

150.0

150.0

150.0

150.0

Other liabilities

-

133.2

-

133.2

133.2

173.0

173.0

Financial assets

Financial Liabilities

Valuation methods for calculations of fair values in this table are set out below:

Cash and balances with central banks
Fair value approximates to carrying value because they have
minimal credit losses and are either short term in nature or reprice
frequently.

Loans and advances to banks
Fair value was estimated by using discounted cash ăows applying
either market rates where practicable or rates oƊered by other
Ănancial institutions for loans with similar characteristics. The fair
value of ăoating rate placements, Ăxed rate placements with less
than six months to maturity and overnight deposits is considered to
approximate to their carrying amount.

Loans and advances to customers
The Group provides loans of varying rates and maturities to customers.
The fair value of loans with variable interest rates is considered to
approximate to carrying value. For loans with Ăxed interest rates, fair
value was estimated by discounting cash ăows using market rates or
rates normally oƊered by the Group. The change in interest rates since
the majority of these loans were originated means that their fair value
can vary signiĂcantly from their carrying value. However, as the Group’s
policy is to hedge Ăxed rate loans in respect of interest rate risk, this

does not indicate that the Group has an exposure to this diƊerence in
value. However, were the Group to dispose of a portfolio of mortgages,
it would be likely the fair value would be lower than disclosed, as there
is currently no active market for the sale of mortgage books.

Investment securities held as loans and receivables
Fair values are based on quoted prices where available or by using
discounted cash ăows applying market rates.

Deposits by banks and customer accounts
Fair values of deposit liabilities repayable on demand or with
variable interest rates are considered to approximate to carrying
value. The fair value of Ăxed interest deposits with less than six
months to maturity is their carrying amount. The fair value of all
other deposit liabilities was estimated using discounted cash ăows,
applying either market rates or rates currently oƊered by the Group
for deposits of similar remaining maturities.

Non core tier one notes
There is no active market for these instruments. The fair value of
these instruments is considered to be approximate to their carrying
value.
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Note 38: Fair Value of Financial Assets and Liabilities (continued)
Fair value hierarchy of Ănancial assets and liabilities recognised at fair value comprise:
2013

Level 1

Level 2

Level 3

Total

£m

£m

£m

£m

-

187.5

-

187.5

1,597.1

82.1

-

1,679.2

Derivative Ănancial instruments

-

147.1

-

147.1

Contingent consideration

-

-

14.0

14.0

Level 1

Level 2

Level 3

Total

£m

£m

£m

£m

-

161.0

-

161.0

1,394.3

102.7

-

1,497.0

Derivative Ănancial instruments

-

285.6

-

285.6

Contingent consideration

-

-

5.0

5.0

Financial assets
Derivative Ănancial instruments
Available for sale securities
Financial liabilities

2012

Financial assets
Derivative Ănancial instruments
Available for sale securities
Financial liabilities

The Company has £1.8 million (2012: £0.2 million) of net derivative Ănancial instruments classiĂed as level 2 in the fair value hierarchy and
£14.0 million (2012: £5.0 million) of contingent consideration classiĂed as level 3 in the fair value hierarchy.

Level 2 Valuations

Level 3 Valuations

The fair values of level 2 derivative Ănancial instruments are
calculated by discounted cash ăow models using yield curves that
are based on observable market data or are based on valuations
obtained from counterparties.

The contingent consideration has been valued based on
Management’s assessment of the macro economic conditions and
the likelihood of an IPO in each relevant year. Further information is
included in note 37.

The fair value of level 2 available for sale securities are calculated
using valuation techniques, including discounted cash ăow models.

The following shows a reconciliation from the beginning to the end
of the period for fair value measurements in Level 3 of the fair value
hierarchy:

Group and Company

2013

2012

£m

£m

5.0

-

-

18.0

9.0

(13.0)

14.0

5.0

Contingent Consideration
At 1 January
Initial recognition
Total losses/(gains) in proĂt or loss
At 31 December
There have not been any movements between levels of the fair value hierarchy.
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Note 39: Capital Resources
It is the Group’s policy to manage a strong capital base to optimise
shareholder returns whilst maintaining capital adequacy and
satisfying key stakeholders. The Group manages its capital to meet
the regulatory requirements established by the regulator, the

Prudential Regulation Authority and to support growth.
The following table analyses the composition of the regulatory
capital resources of the Group.
Note

2013

2012

£m

£m

Core Tier 1
Ordinary share capital

33

-

-

Share premium

34

509.2

509.2

Investment in own shares

35

(6.2)

(6.2)

410.7

251.5

6.7

0.3

920.4

754.8

Net Liabilities of companies outside the regulatory group

3.5

3.0

Other Reserves

(6.7)

(0.3)

Intangible assets

(26.0)

(34.8)

Excess of expected loss over impairment (unaudited)

(41.1)

(37.4)

Core tier 1 capital

850.1

685.3

Non core tier 1 notes

150.0

150.0

Total tier 1 capital

1,000.1

835.3

Total available capital resource

1,000.1

835.3

Core Tier 1 ratio (unaudited)

16.2%

16.4%

Capital ratio (unaudited)

19.1%

19.9%

Retained earnings1
Other Reserves
Total Equity

36

Regulatory capital adjustments

1

Refer to Consolidated Statement of Changes in Equity.
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Note 40: OƵ Balance Sheet Items
The table below summarises:

Loan commitments
Contractual amounts to which the Group is committed for extension of credit to customers.

Operating lease commitments
Minimum future lease payments under non-cancellable operating leases.

Capital commitments
Capital commitments for the acquisition of buildings and equipment.
2013

Within
one year

In one to
āve years

Over
āve years

Total

£m

£m

£m

£m

2,784.0

-

720.1

3,504.1

Land and buildings

7.2

22.1

22.9

52.2

Other operating leases

4.8

18.4

-

23.2

Capital commitments

4.3

-

-

4.3

2,800.3

40.5

743.0

3,583.8

Within
one year

In one to
Ăve years

Over
Ăve years

Total

£m

£m

£m

£m

638.0

-

747.5

1,385.5

Land and buildings

5.8

22.3

14.9

43.0

Other operating leases

5.4

1.4

-

6.8

Capital commitments

2.4

-

-

2.4

651.6

23.7

762.4

1,437.7

Loan commitments
Operating lease commitments

2012

Loan commitments
Operating lease commitments
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Note 41: Related Party Transactions
Group:
The following transactions were carried out with related parties:
Transaction value
year ended
31 December
2013
2012

Balance
outstanding
at 31 December
2013
2012

-

3.6

Trademark licence fees to Virgin Enterprises Ltd

2.4

2.5

Virgin Money Overseas Limited

0.3

0.6

-

7.7

Other costs to Virgin Management Group companies

1.2

1.0

-

-

London Marathon sponsorship fees

(0.3)

2.4
(0.5)

The Group incurs credit card point of sale discount fees to Virgin
Holidays Limited.

A number of banking transactions are entered into with related
parties as part of normal banking business. These include deposits.

On 25 February 2010, Virgin Money Cards Limited entered into a
Sterling denominated loan agreement with Virgin Money Overseas
Limited. Interest is charged at rate equivalent to Australian Dollar
12 month LIBOR plus 2% per annum. This loan was repaid in full
during the year.

Other costs to Virgin Management Group companies include
transactions with other companies within the Virgin Group.

The volume of related party transactions outstanding at the year end and related income and expense for the year are set out below:
Directors and key management personnel

2013

2012

£m

£m

Deposits outstanding at 1 January

0.3

-

Net amounts deposited

0.6

0.3

Deposits outstanding at 31 December

0.9

0.3

-

-

2013

2012

£m

£m

Salaries and other short term beneĂts

5.5

5.0

Amounts receivable under long term incentive plans

3.7

-

Share based payments

0.5

1.5

Post employment beneĂts

0.5

0.5

10.2

7.0

Deposits

Interest income earned

Directors and key management personnel

Total remuneration

Key management personnel refer to the Executive Committee of the Virgin Money Group and Non-Executive Directors. Refer to notes 10
and 35 for detail of share scheme transactions.
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Note 41: Related Party Transactions (continued)
over the vesting period. TNAV is calculated as the total assets of the
Group less any intangible assets less all liabilities. This amendment
resulted in a change in accounting treatment of the phantom
incentive plan such that it is now accounted for as a long term
employee beneĂt rather than a cash settled share based payment.

Amounts receivable under long term incentive plans relate to the
phantom incentive plan. In 2012 this was accounted for as a cash
settled share based payment. This scheme was amended by the
Remuneration Committee on 18 July 2013 so that the award was
based on Tangible Net Asset Value (TNAV) rather than share price

Company:
The following transactions with subsidiaries occurred in the year:
Transaction value
year ended
31 December
2013
2012

Balance
outstanding
at 31 December
2013
2012

Recharges and trading balances from subsidiaries

3.2

3.9

0.7

22.5

Loans to subsidiaries

3.2

4.1

121.7

138.4

-

320.0

-

-

Gain on transfer of subsidiary to Virgin Money plc

Note 42: Parent Undertaking
No single entity or individual has a controlling interest in the Group.
The shareholder base of the Group includes four shareholders
who together own more than 95% of the Ordinary shares with the

Note 43: Events After Balance Sheet Date
There have been no material events subsequent to the end of the
reporting period on 31 December 2013 up to the date of signing
these Ănancial statements which require disclosure.

remainder of the shares held by a combination of corporate and
private shareholders, and the Employee BeneĂt Trust.
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Arrears

For secured, this is where the customer has failed to make contractual due date
and the payment shortfall exceeds 1 per cent of the current monthly contractual
payment amount. For unsecured, this is where the customer has failed to meet the
scheduled minimum monthly payment; i.e. the customer is at least one month past
due.

Basel III/CRD IV

Global regulatory standard on Bank Capital Adequacy, Stress Testing and Market and
Liquidity. It aims to strengthen regulation, supervision and risk management in the
banking sector.

Board

The Company Board.

Business continuity management

Activity performed by Virgin Money to ensure that critical business functions will
be available to customers, suppliers, regulators, and other entities that must have
access to those functions.

Capital at Risk (CaR)

Approach set out for the quantiĂcation of interest rate risk expressed as present
value of the impact of the sensitivity analysis on the Group’s capital.

Charge oƅ

Charge oƊ occurs on outstanding credit card balances which are deemed
irrecoverable. This involves the removal of the balance and associated provision
from the balance sheet with any remaining outstanding balance recognised as a loss.

Collective impairment
allowances

Assets may be assessed for impairment allowance on a collective basis for loans of
similar attributes; e.g. payment status; given the homogeneous nature of assets in
the portfolio.

Company

Virgin Money Holdings (UK) Limited.

Conduct risk

The risk that our operating model, culture or actions result in unfair outcomes for
customers.

Credit risk

Credit risk is the risk that a borrower or counterparty fails to pay the interest or the
capital on a loan or other Ănancial instrument on time.

CSA

Credit Support Agreements.

Default

Default occurs where a borrower has missed 6 months of mortgage repayments or
3 months of credit card repayments, or, the borrower is deemed to be unlikely to
repay their loan. The deĂnition of unlikely to repay includes those loans where: the
property has been taken into possession; loans that have been modiĂed in the form
of a “Rescue Solution” debt management plan; loans where the customer is at least
one month in arrears and they have active public information at the credit bureau.

Discount Window
Facility (DWF)

Allows participants to borrow highly liquid assets in return for less liquid
collateral in potentially large size and for a variable term.

Earnings at Risk (EaR)

Approach set out for the quantiĂcation of interest rate risk expressed as the impact
of the sensitivity analysis on the change to net interest income.
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Eƅective Interest Rate

The eƊective interest rate method calculates the amortised cost of a Ănancial asset
or Ănancial liability, and allocates the interest income over the relevant period.
The eƊective interest rate is the rate that exactly discounts estimated future
cash receipts through the expected life of the Ănancial asset or Ănancial liability.
Calculation of the eƊective interest rate takes into account all contractual terms
of the Ănancial instrument but includes all amounts received or paid that are an
integral part of the overall return, direct incremental transaction costs related to the
acquisition or issue of a Ănancial instrument and all other premiums and discounts.

Fair Value

Fair value is deĂned as the amount for which an asset could be exchanged, or a
liability settled, between willing parties in an arm’s length transaction.

Forbearance

Forbearance takes place when a concession is made on the contractual terms of
a loan in response to borrowers Ănancial diƋculties; or for where the contractual
terms have been cancelled for credit cards. Forbearance options are determined by
assessing the customer’s personal circumstances.

Foreign exchange risk

The risk of changes to asset/liability values due to movements in exchange rates.

Funding for Lending
Scheme (FLS)

The Bank of England launched the Funding for Lending scheme in 2012 to allow
banks and building societies to borrow from the Bank of England at cheaper
than market rates for up to four years. This was designed to increase lending to
businesses by lowering interest rates and increasing access to credit.

FCA

Financial Conduct Authority.

Funding risk

The inability to raise and maintain suƋcient funding in quality and quantity to
support the delivery of the business plan.

Group

The Company and its subsidiaries.

Help to Buy

‘Help to Buy’ was formed as part of the 2013 budget announcement by the
government and is part of a package of measures designed to increase the
availability of low-deposit mortgages for credit worthy households and to boost the
supply of new housing.

IFRS

International Financial Reporting Standards.

Impaired assets

Loans that are in arrears, or where there is objective evidence of impairment, and
where the carrying amount of the loan exceeds the expected recoverable amount.

Information management

Management of information through its lifecycle to maintain quality and value. This
includes creation, collection, organisation, control, retention and disposal.

Information security

Activities to ensure the availability, conĂdentiality and integrity of Virgin Money and
customer information.

Interest rate risk

The risk of a reduction in the value of earnings or assets resulting from an adverse
movement in interest rates.

ISDA

International Swaps and Derivatives Association.

LAB

Liquid Asset BuƊer.

Legal risk

The risk of Virgin Money activities being unlawful and not aligned to with best legal
practice.
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Liquidity risk

The inability to accommodate liability maturities and withdrawals, fund asset
growth, and otherwise meet our contractual obligations to make payments as they
fall due.

Long run average probability
of default

An estimate of the likelihood of a borrower defaulting on their credit obligations over
a forward looking 12 month period, with the estimates based on default experience
across a full economic cycle rather than current economic conditions.

Market risk

The risk that the value of, or net income arising from, our assets and liabilities
changes as a result of movements in interest or exchange rates.

MMR

Mortgage Market Review: a comprehensive review by the FCA of all aspects of the
mortgage market and its regulation. As a result, reforms introduced under the
Mortgage Market Review deliver a mortgage market that works better for consumers
and is sustainable for all participants. The main changes brought about by the review
come into force on 26 April 2014.

Model risk

The risk arising through deĂciencies in the development of a model or its control
environment including quality and control of model inputs and outputs, leading to
sub-standard decision-making and/or Ănancial loss.

Neither past due nor impaired

Loans that are not in arrears and which do not meet the impaired asset deĂnition.
This segment can include assets subject to forbearance solutions. Loans that are
categorised as neither past due nor impaired, but are currently subject to one of the
deĂned forbearance solutions.

Neither past due nor impaired
but in forbearance

Loans that are categorised as neither past due nor impaired asset deĂnition.
This segment can include assets subject to forbearance solutions.

Operational risk

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

Option

An option is a contract that gives the holder of the right but not the obligation to
buy (or sell) a speciĂed amount of the underlying physical or Ănancial commodity,
at a speciĂed price, at an agreed date or over an agreed period. Options can be
exchange-traded or traded over the counter.

OTC

Over the Counter.

Other encumbered assets

Assets that cannot be used for secured funding due to legal or other reasons. These
include cash reserves supporting secured funding structures.

Past due but not impaired

Loans that are in arrears or where there is objective evidence of impairment, but the
asset does not meet the deĂnition of an impaired asset as the expected recoverable
amount exceeds the carrying amount.

Pillar 1

The part of Basel II that sets out the process by which regulatory capital
requirements should be calculated for credit, market and operational risk.

Pillar 3

The part of Basel II that sets out the information banks must disclose in relation to
their risks, the amount of capital required to absorb them, and their approach to risk
management. The aim is to strengthen market discipline.
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Probability of default

Probability of Default measures the probability of a customer becoming six months
or more past due on their mortgage obligations, or three month past due for credit
cards, over a deĂned outcome period. The outcome period varies for assessment of
capital requirements and for assessment of provisions.

PRA

Prudential Regulation Authority.

RMBS

Residential Mortgage Backed Securities.

Secured lending

Lending on which the borrower uses collateral such as equity in their home.

Senior management

An individual other than a director:
(a)

who is employed by:
(i) a Ărm; or
(ii) a body corporate within a group of which the Ărm is a member;

(b)

to whom the governing body of the Ărm, or a member of the governing body
of the Ărm, has given responsibility, either alone or jointly with others, for
management and supervision;

(c)

who, if the individual is employed by the Ărm, reports directly to:
(i) the governing body; or
(ii) a member of the governing body; or
(iii) the chief executive; or
(iv) the head of a signiĂcant business unit; and

(d)

who, if the individual is employed by a body corporate within the group,
reports directly to a person who is the equivalent of a body or person referred
to in (c).

SPE

Special Purpose Entity.

TNAV

Tangible net asset value.

Unencumbered assets

Assets that are readily available to secure funding or to meet collateral
requirements, and assets that are not subject to any restrictions but are not readily
available for use.

Unsecured lending

Lending with no collateral held such as credit cards and current account overdrafts.

Write oƅ

Mortgages: may be written oƊ where the outstanding balance, or shortfall from sale
of property is deemed irrecoverable. Assets written oƊ will be deducted from the
balance sheet. Credit cards: a write oƊ occurs following charge oƊ when all attempts
to recover the outstanding balance is exhausted and the account is closed.

Yield curve

A line that plots the interest rates, at a set point in time, of an asset class or swap
rate at varying maturities. This can be used as a gauge to evaluate the future of
interest rates.
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