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BASIS OF PRESENTATION

Virgin Money UK PLC (‘Virgin Money’, ‘VMUK' or ‘the Company’), formerly known as CYBG PLC (‘CYBG’) (the Company was renamed on 30 October
2019), together with its subsidiary undertakings (which together comprise ‘the Group’), operate under the Clydesdale Bank, Yorkshire Bank, B and Virgin
Money brands. This results announcement covers the results of the Group for the year ended 30 September 2020. The term ‘Virgin Money’ is used
throughout this results announcement either in reference to the Group, or when referring to the acquired business of Virgin Money Holdings (UK) PLC or
subsequent integration of the acquired business, within the newly combined Group.

Statutory basis
Statutory information is set out on page 16 and within the financial statements.

Pro formaresults: On 15 October 2018, the Company acquired all the voting rights in Virgin Money Holdings (UK) PLC by means of a scheme of
arrangement under Part 26 of the UK Companies Act 2006, with the transaction being accounted for as an acquisition of Virgin Money Holdings (UK) PLC.

We believe that it is helpful to provide additional information which is more readily comparable with the current year results of the combined businesses.
Therefore we have prepared pro forma comparative results for the Group as if Virgin Money UK PLC and Virgin Money Holdings (UK) PLC had always
been a combined group, in order to assist in explaining trends in financial performance. A reconciliation between the results on a comparative pro forma
basis and a statutory basis is included on page 17. The pro forma comparative results are also presented on an underlying basis as there were a number of
factors which had a significant effect on the comparability of the Group’s financial position and results. Any reference to pro forma results relates to the prior
period only as the pro forma basis is not applicable in the current period due to the combined group being in operation for the entire 12 months to 30
September 2020.

Underlying basis

The results are adjusted to remove certain items that do not promote an understanding of historical or future trends of earnings or cash flows, and therefore
allows a more meaningful comparison of the Group’s underlying performance. A reconciliation from the underlying results to the statutory basis is shown on
page 17 and management’s rationale for the adjustments is shown on page 129.

Alternative performance measures (APMs)

The financial key performance indicators (KPIs) used by management in monitoring the Group’s performance and reflected throughout this results
announcement are determined on a combination of bases (including statutory, regulatory and alternative performance measures), as detailed at ‘Measuring
financial performance — glossary’ on pages 127 to 128. APMs are closely scrutinised to ensure that they provide genuine insights into the Group’s progress;
however statutory measures are the key determinant of dividend paying capability.

Certain figures contained in this document, including financial information, may have been subject to rounding adjustments and foreign exchange
conversions. Accordingly, in certain instances, the sum or percentage change of the numbers contained in this document may not conform exactly to the
total figure given.

FORWARD LOOKING STATEMENTS

The information in this document may include forward-looking statements, which are based on assumptions, expectations, valuations, targets, estimates, forecasts and
projections about future events. These can be identified by the use of words such as ‘expects’, ‘aims’, ‘targets’, ‘seeks’, ‘anticipates’, ‘plans’, ‘intends’, ‘prospects’,
‘outlooks’, ‘projects’, ‘forecasts’, ‘believes’, ‘estimates’, ‘potential’, ‘possible’, and similar words or phrases. These forward-looking statements, as well as those included
in any other material discussed at any presentation, are subject to risks, uncertainties and assumptions about the Group and its securities, investments and the
environment in which it operates, including, among other things, the development of its business and strategy, any acquisitions, combinations, disposals or other
corporate activity undertaken by the Group (including but not limited to the integration of the business of Virgin Money Holdings (UK) PLC and its subsidiaries into the
Group), trends in its operating industry, changes to customer behaviours and covenant, macroeconomic and/or geo-political factors, the repercussions of the outbreak
of coronaviruses (including but not limited to the COVID-19 outbreak), changes to its Board and/or employee composition, exposures to terrorist activity, IT system
failures, cybercrime, fraud and pension scheme liabilities, changes to law and/or the policies and practices of the Bank of England, the Financial Conduct Authority
and/or other regulatory and governmental bodies, inflation, deflation, interest rates, exchange rates, changes in the liquidity, capital, funding and/or asset position
and/or credit ratings of the Group, future capital expenditures and acquisitions, the repercussions of the UK’s referendum vote to leave the European Union, the UK’s
exit from the EU (including any change to the UK'’s currency), Eurozone instability, and any referendum on Scottish independence.

In light of these risks, uncertainties and assumptions, the events in the forward-looking statements may not occur. Forward-looking statements involve inherent risks
and uncertainties. Other events not taken into account may occur and may significantly affectthe analysis of the forward-looking statements. No member of the Group
or their respective directors, officers, employees, agents, advisers or affiliates gives any assurance thatany such projections or estimates will be realised or that actual
returns or other results will not be materially lower than those set out in this document and/or discussed at any presentation. All forward-looking statements should be
viewed as hypothetical. No representation or warranty is made that any forward-looking statementwill come to pass. No member of the Group or their respective
directors, officers, employees, agents, advisers or affiliates undertakes any obligation to update or revise any such forward-looking statement following the publication
of this document nor accepts any responsibility, liability or duty of care whatsoever for (whether in contract, tort or otherwise) or makes any representation or warranty,
express or implied, as to the truth, fullness, fairness, merchantability, accuracy, sufficiency or completeness of, the information in this document.

The information, statements and opinions contained in this document do not constitute or form part of, and should not be construed as, any public offer under any
applicable legislation or an offer to sell or solicitation of any offer to buy any securities or financial instruments or any advice or recommendation with respect to such
securities or other financial instruments.
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Virgin Money UK PLC 2020 Full Year Results Highlights

David Duffy, Chief Executive Officer:

“It has been an extraordinary year ofdisruptionfor all of us. Our priority has been to support our customers and colleagues through this
period, and we will continue to do so during the challenging economic environmentahead. I'm proud ofthe way we've adapted how we
work this year to continue serving our customers, while looking after our colleagues and protecting the bank for the future.

“While we are yet to see any material impacts of the pandemic on the credit quality of our loan book, our results reflect a cautious and
conservative approach to the coming period as we refine our assessment ofthe uncertain economic outlook and the impact of th e second
lockdown. Although the vaccine news is a strong cause of hope for the future, the economic benefits are still some way off when
considering the immediate reality of currentrestrictions and so have notyetbeen factored into our near-term forecasts.

“Lookinginto 2021, we are well underway in rolling out our full suite of Virgin Money products and services across personal and business,
underpinned by our unique brand proposition and leading digital capabilities. This progress, as well as the steps we have alr eady taken
to transformand simplify our business, mean we are well positioned to emerge fromthe pandemic as an agile, innovative and disruptive
forcein UK banking.”

Supporting our customers, colleagues & communities
e Virgin Money has continued to provide customers with valuable supportatthis difficult time:
o C€.67k Mortgage payment holidays granted to date (c.20% of balances); ¢.4% of balances currently on an active
paymentholiday with 98% of customers who have matured from their holiday period having returned to payment
o c¢.58k Personal paymentholidaysgrantedto date (c.6% of balan ces); c.1% of balances currently on an active payment
holiday with 93% of customers who have matured fromtheir holiday period having returned to payment
o Supported ¢.30k businesses with lending supportincluding c.£1.2bn of Government-backed loans disbursed
e c.6k ofour c.9k colleagues enabled to work from home; enhanced safety and wellbeing supportforthosein offices/branches
e C.£900k distributed to local charities supporting the COVID-19 effort by the Virgin Money Foundation; our not-for-profit Virgin
Money Giving platform continues to support fundraising efforts across the UKand helped over 20k charities raise >£100m

FY20 financial highlights
e Balance sheetreflects COVID-19 impacts;lending contraction of0.7% to £72.5bn and depositgrowth of5.8%to £67.5bn:
o Businesslending growth of 13.6% to £8.9bn due to £1.2bn of Government-backed lending (BBLS/CBILS/CLBILS)
o Personallendinggrowth of 3.9% to £5.2bn with the strong H1 growth tempered by lower demand in H2
o Mortgagelendingdeclined 3.0% to £58.3bn with disciplined pricingin H1 and UK lockdown marketimpacts in H2
o Relationship deposits grew 20.3% to £25.7bn as consumer savings increased significantly under lockdown and
businesses generally deposited the proceedsfrom Government-guaranteed lending into short-term cash accounts
e Underlying pre-provision operating profit of £625m is 10% lower YoY primarily due to NIM compression and base rate cuts:
o FY NIM of 1.56% within guidance; Q4 NIM of 1.52% up vs. Q3 of 1.47% reflecting depositrepricing actions
o Non-interestincome of £191m primarily reflects lower H2 activity based fees partially offsetby a £16m H1 gilts gain
o Operating costs of£917m down 3% YoY with net costreductionsof £30m despiteincurring c.£14m of COVID costs
e Creditimpairmentcharge of £501m (68bps costofrisk) reflecting a cautious approach to an uncertain economic environment
o The Group has deliberately adopted an updated and more conservative set of economic scenarios and weightings
reflecting the uncertain economic outlook and heightened risks ahead; a 5% weighting was applied to the Upside
scenario, 50% to Base and 45% to Downside; this resulted in aweighted-average GDP decline assumption of 15% in
2020, average unemploymentof8.6% in 2021 with a peak of 10% and a peak-to-trough HPIdecline of 22%
o ThelFRS 9 models have also been supplemented with post-model adjustments in relation to the Group’s expected
paymentholiday outcomes and economic dynamics thatmay notbe fully captured in inputs or models
o TheGroup now has considerable on-balance sheetprovisions of £735m; total coverage ratio of 102bps includes 23bps
for Mortgages, 537bps for Credit Cards, 824bps for Personal Loans & Overdrafts, and 391bps for Business
o No deterioration in asset quality to date with lower arrears across most portfolios reflecting Governmentsupportand
forbearance: Mortgage arrears of0.4%, Credit Cards of 0.8%, Personal Loans 0f0.4% and Business of 0.3%
e Underlying profitbefore tax of £124m is down 77% YoY primarily due to the significantimpairment charge recognised
e  Statutory loss after tax of £141m is inclusive of £292m of exceptional items, including £139m of integration & transformation
costs, £113m of acquisition accounting unwind and £26m of cond uctcharges (non-PPl related)

Well positioned for an uncertain outlook
e Resilientcapital base: transitional CET1ratio 0f13.4% with c.£950m of management buffer in excess of the MDA 0f9.5%;
e Strong liquidity &funding position: LCR of 140% and 107% loan-to-depositratio
e Strengthened our sustainability strategy: unveiled clear principles and 2030 aspirations as we seek to ‘be a force forgood’

Outlook and guidance

e Giventhe unprecedented nature of COVID-19, the exact economic outlook forthe UK is clearly evolving and remains hard to
predictwith any high degree of certainty at present; itis therefore notappropriate atthis stage to give firm medium-term guidance
and so the Group’s previous FY22 targets are withdrawn pending more certainty in the economic environment.

e FY21 guidance: NIM broadly flat on FY20 levels and non-interest income to remain subdued; underlying operating costs of
<£875m inclusive of c.£10-15m of COVID costs; costofrisk lower than FY20 assuming no further deteriorationin outlook

e Medium-term outlook: The Board continues to believe that Virgin Money has a clear path to delivering adouble digit statutory
ROTE over time and this will support future capital returns to shareholders; the improvementin returns will be driven by:
normalisation ofimpairments and exceptional costs; ensuring we continue to reduce our cost base to reflect the future operating
environment; optimising our balance sheetmix; and delivering amore efficient capital base over time.



Contact details

For further information, please contact:

Investors and Analysts

Andrew Downey +44 7823 443150
Head of Investor Relations andrew.downey @virginmoneyukplc.com
Richard Smith +44 7483 399 303
Senior Manager, Investor Relations richard.smith@virginmoneyukplc.com
Media (UK)
Matt Magee +44 7411 299477
Head of Media Relations matthew.magee@virginmoneyukplc.com
Christina Kelly +44 7484 905 358
Senior Media Relations Manager christina.kelly@virginmoneyukplc.com
Simon Hall +44 7855 257 081
Senior Media Relations Manager simon.hall@virginmoney.com
Press Office +44 800 066 5998
press.office@virginmoneyukplc.com
Powerscourt
Victoria Palmer-Moore +44 7725 565 545
Andy Smith +44 7872 604 889

Media (Australia)
Citadel Magnus

James Strong +61448881174
Peter Brookes +61 407 911 389

Virgin Money UK PLC will today be hosting a presentation for analysts and investors covering the 2020 full year financial
results starting at 08:30 GMT (19:30 AEDT) and this will be webcast live and is available at:

https://webcast.openbriefing.com/virginmoney fy/

A recording of the webcast will be made available on our website shortly after the meeting at:

https://www.virginmoneyukplc.com/investor-relations/results-and-reporting/financial-results/



https://webcast.openbriefing.com/virginmoney-fy/
https://www.virginmoneyukplc.com/investor-relations/results-and-reporting/financial-results/

Business and financial review

Financial Performance - underlying basis

Summary income statement — underlying basis

Pro forma
2020 2019 Change
£m £m %
Underlying netinterestincome 1,351 1,433 (6)
Underlying non-interestincome 191 206 (7)
Total underlying operating income 1,542 1,639 (6)
Underlying operating and ad ministrative expenses (917) (947) (3)
Underlying operating profit before impairment losses 625 692 (10)
Total impairmentlosses on creditexposures (501) (153) 227
Underlying profit on ordinary activities before tax 124 539 )
- Integration and transformation costs (139) (156) (11)
- Acquisition accountingunwinds (113) (87) 30
- Legacy conductcosts (26) (433) (94)
- Other items (14) (128) (89)
Statutory/pro formaloss on ordinary activities before tax (168) (265) (37)
Tax credit 27 58 (53)
Statutory/pro forma loss after tax (141) (207) (32)
Key performanceindicators®
Pro forma
2020 2019 Change
Profitability:
Net interest margin 1.56% 1.66% (10)bps
Underlyingreturn on tangible equity (RoTE) 0.6% 10.8% (10.2)%pts
Underlying costto incomeratio (CIR) 59% 57% 2%pts
Underlying return on assets 0.09% 0.54% (45)bps
Underlying earnings per share (EPS) 1.4p 28.1p (26.7)p

(1) For a definition of each of the KPlIs, refer to ‘Measuring financia performance — glossary’ on pages 127 to 128. The KPIs include statutory, regulatory and
alternative performance measures.



Business and financial review

Financial Performance - underlying basis

Key performanceindicators (continued)

As at: 2020 2019 Change
Asset quality

Costofrisk 0.68% 0.21% 47bps
Total provisionto customerloans 1.02% 0.50% 52bps
Indexed loan to valueratio (LTV) of mortgage portfolio® 57.3% 57.2% 0.1%pts
Regulatory Capital:

Common equity tier 1 (CET1) ratio (IFRS 9 transitional) 13.4% 13.3% 0.1%pts
CET1 ratio (IFRS 9 fully loaded) 12.2% 12.9% (0.7)%pts
Total capital ratio 20.2% 20.1% 0.1%pts
Minimum requirementfor own funds and eligible liabilities (MREL) ratio 28.4% 26.6% 1.8%pts
Capital Requirement Directive IV (CRD 1V) leverageratio 4.8% 4.3% 0.5%pts
UK leverageratio 4.9% 4.9% -%pts
Tangible netasset value (TNAV) pershare 244.2p 249.2p (5.0)p

Funding and Liquidity:

Loan to depositratio (LDR) 107% 114% (7)%pts
Liquidity coverageratio (LCR) 140% 152% (12)%pts
Net stable funding ratio (NSFR) 131% 128% 3%pts

(1) LTV of the mortgage portfolio is defined as mortgage portfolio weighted by balance. The Clydesdale Bank PLC portfolio is inde xed using the MIAC Acadametrics
indices at a givendate, while the Virgin Money portfdlio is indexed using the Markitindices.

Summary balance sheet

As at
2020 2019 Change
£m £m %
Customer loans 72,457 72,979 (0.7)
of which Mortgages 58,290 60,079 (3.0)
of which Personal 5,219 5,024 3.9
of which Business 8,948 7,876 13.6
Otherfinancial assets 15,608 16,391 (4.8)
Other non-financial assets 2,194 1,629 34.7
Total assets 90,259 90,998 (0.8)
Customer deposits 67,511 63,787 5.8
of which relationship deposits(® 25,675 21,347 20.3
of which non-inked savings 20,729 20,197 2.6
of which termdeposits 21,107 22,243 (5.2)
Wholesale funding 14,227 18,506 (23.1)
Other liabilities 3,589 3,685 (2.6)
Total liabilities 85,327 85,978 (0.8)
Ordinary shareholders' equity 4,017 4,106 (2.2)
Additional Tier 1 (AT1) equity 915 915 -
Equity 4,932 5,021 (1.8)
Total liabilities and equity 90,259 90,999 (0.8)
Risk Weighted Assets (RWAs) 24,399 24,046 15

(1)  Current accountand linked savings balances.



Business and financial review

Chief Executive Officer’s review
Supporting our stakeholders

Our primary focus has been to provide the very best supportto our customers,
colleagues and communities, butwe have also continued to make strategic

progressin a uniquely challenging environment

‘I am extremely proud of the Purpose-led support we have provided to our customers, colleagues and
communities throughout this year” David Duffy, CEO

Dear stakeholder,

Without doubt, 2020 has been a uniquely challenging year for all of us. My priority from the outset has beento make sure thatVirgin Money responds to
the crisis in a way that reflects our Purpose and our Virgin Values. That meansoffering our customers the right support to navigate through the challenges
the pandemic has brought about, protecting the health and well-being of our colleagues, while at the same time safeguarding our business for the future.
We are committed to providing support for all of our customers during these difficult and uncertain times.

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

Supporting our customers, colleagues and communities

In Mortgages, we have granted c.67k payment holidays while in Personal, we have granted c.58k payment holidays, with >90% of these customers who
have matured from their paymentholiday havingnow returned to regular payments. In Business, our relationship managers have been proactively
supporting customers with advice and financing solutions, while our participation in the various government-guaranteed lending schemes has seen us lend
c.£1.2bn to provide much neededliquidity to businesses. You can find out more aboutour divisional customer support onpages 28-33 in our Annual
Report & Accounts.

QOur colleagues are critical in how we have beenable to support our customers and their safety has been our first priority th roughout. We took a decision
early in the crisis notto furlough any colleagues, and we continue to work hard to make sure those critical colleagues who need tobe in our branches or
offices receive the best support possible. We have more details on our colleagues on page 11 in our Annual Report & Accounts.

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

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

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

proceeds as cash.

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

Significantimpairment provision drives a statutory loss

While itis clearthat the near-term economic outlook is challenging, we have not yet seen significant specific provisions or credit losses in relation to the
pandemic. However, the Board has chosen to apply conservative economic scenarios and weightings, supplemented by expert judgementcredit risk
overlays, in assessing its expected credit loss provisioning. In total, the Group has taken a substantial £501m provision charge duringthe yearto
significantly increase the Group’s on-balance sheet credit provisionto £735m, providing robust levels of coverage acrossall of our portfolios. This sizeable
provision charge has led to a significantly reduced underlying profit before tax of £124m, down 77% year-on-year. Together with £292m of exceptional
costs that primarily relate to our restructuring programmes and acquisition accounting unwind, the Group has reported a £141m statutory loss after tax for
the year.

Robust balance sheet for an uncertain environment

Importantly our balance sheet remains robust as we enter a period of economic stress with an expected increase in credit losses. We have a defensive
lending portfolio comprising 81% of prime, high-quality Mortgages, 12% of well diversified relationship-driven business lendingand 7% of high-quality
Personallending. We also retain a resilient capital base with a transitional CET1 ratio of 13.4%and c.£950m of CET1 management buffer, which isin
addition to our £735m of credit provisions. We continue to maintain a strong liquidity position with a Liquidity Coverage Ratio (LCR) of 140% and are
prudently funded with a 107% loan-to-deposit ratio (LDR). You can find out more about our financial performance and balance sheet strength in the CFO
Reviewon pages7to 17.



Business and financial review

Chief Executive Officer’sreview

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

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

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

In Personal, we launched thefirst-everdigital Virgin Money Current Account which is gaininggood traction with customers and was rated as “Outstanding”
by Moneyfacts with a perfect five-star score. More recently, we launched our market-leading basic bankaccount, the ‘M Account, which forms a vital part
of ourfinancial inclusion strategy, and we also launched the Virgin Money Personal Loan product as anotherimportant stepin ourintegrationjourney.

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

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

You can find out more about our strategic progress on pages 8-13 in our Annual Report & Accounts.

Enhancing our ESG approach

The events of 2020 have underscored the moral and commercial imperative for creating a sustainable business. As society continues to adjust tothese
new challenges, | believe we have anopportunity — and an obligation — to play a strongrole in helping customers and communities navigate the road
ahead. Fromtransitioning to a greener economy and reimagining customer’s business models, to developing more inclusive products and supporting
fundraising in a digital age — we are working hard to be a force forgood in society.

Our sustainability agendais an integral part ofdelivering our Purpose of ‘Making you happieraboutmoney’ andis being embedded in everything we do.
We are allon a journey to learn how best to do that, and | believe our refreshed ESG strategy provides a framework to accelerate the difference we are
able to make to the globalissues facing our planet andthe local issuesfacingour communities. You canfind outmore on our sustainability approachon
pages 16-21 in our Annual Report & Accounts.

Outlook

While the outlook remainsvery uncertain andthe range of potential outcomes is wide, Virgin Money enters this period from a position of strength. Over the
coming months, we anticipate an increase in specific creditlosses as unemployment starts to rise and as the government stimulus reduces,andwe
expect limited customerdemandforlending. We recognise the very recent news of potential vaccines, but believeiit is too early to incorporate this into our
near-termforecasts at present. Our primary focus will remain on supporting all of our stakeholders, while pro gressing our strategic delivery through the
completion of ourtransformation and rebrand activity, as well as the launch of exciting new propositions suchas our new Virgin Money Business Current
Account (BCA), our cashbackand loyalty programmes, and a host of innovative new partnerships.

In the mediumterm, the Board believes that, assuming no significantfurther deterioration in expectations forthe economic o uiook or changein interest
rates, Virgin Money has a clear path to delivering a double digit statutory ROTE over time, supporting future capital returns to investors. Theimprovement
in returns will be built on: the normalisation of impairments and exceptional costs; ensuringwe continue to reduce our cost base toreflect the future
operating environment; optimising our balance sheet mix; and delivering a more efficient capital base overtime, and we aimto come back with more
specific guidance once the medium-term outlook has stabilised.

Finally, I have been inspired by the lengths our colleagues have gone toin supporting our customers and communities in difficult circumstances this year
and want to thank them for theirimmense efforts, personal resilience and dedication. 2021 will no doubt require a similar le vel of commitment from us all to
continue providing theright support andto deliver on our strategic ambitions. | also want to take the opportunity to extend my very best wishes to all of our
customers, colleagues andinvestors in remaining safeand well.

a7 o

David Duffy
Chief Executive Officer
24 November 2020
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Chief Financial Officer's review
Cautious approach in an unprecedented
environment

2020 has been a challenging yearand our financial results reflect the cautious
approach we havetakenin assessing the economic outlook and future credit
losses

“2020 has been unprecedented in the challenges it has created for the banking industry and this is
reflected in our financial performance for the year.” Enda Johnson, Interim Group CFO

CFO review contents
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Financial Highlights

Statutory loss after tax Underlying profit before tax Underlying RoTE
£(141)m  £124m 0.6%

2019: £(179)m 2019: £539m 2019:10.8%

NIM Underlying CIR Cost of risk
1.56% 59% 68bps
2019:1.66% 2019:57% 2019: 21bps

CET1 ratio Loan growth Relationship deposit growth
13.4% (0.7)% +20.3%
2019:13.3% 2019: +2.9% 2019: +7.1%



Business and financial review

Chief Financial Officer’s review

Review of the year

2020 has beena uniquely challenging year for the banking industry and our business, and this is reflected in our financial performance forthe year. We
have been primarily focused on supporting our customers, colleagues and communities, while at the same time ensuring th e stability of the bank. Despite
the challenges, we did continue to execute on some key integration milestones, while delaying delivery of some of our strategic, transformation activity.
Importantly, we have also taken a cautious approach to our credit imp airment provisioning for what is likely to be a severe economic shock with an
expected rise in specific credit losses in the periodto come.

Balance sheetimpacted by the pandemic

The COVID-19 pandemic has had very differentimpacts across our variouslending segments, demonstrating the value of a diverse portfolio. Total
customerlending was down 0.7% in the yearto £72.5bn primarily due to a reduction in the mortgage book as we maintained our discipline in a competitive
market in the first half, with demand in the second half reducing substantially owing tothe pandemic restrictions. This was partly offset by increased
balances in Business with £1.2bn of incremental lending primarily under the government-guaranteed BBLS and CBILS lending schemes, and growthin
Personal from a strong first half performance and resilience of the balance transfer credit card portfolio in the second half. Total customer deposits
increased 5.8% to £67.5bnreflecting both consumer savings behaviour under lockdown and businesses depositing government-guaranteed lending
proceeds forliquidity.

Pre-provision operating profitimpacted by income headwinds

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

Significantimpairment provisions drive a statutory loss

The Group took a cautious approach to assessing its IFRS 9 impairment provisions by applying deliberately conservative economic assumptions and
scenario weightings, coupled with expert judgement credit risk overlays, to increase the Group’s on-balance sheet provisions to £735m and a total
coverage ratio of 102bps. This has led to the Group recognising £501m of impairmentcharges (68bps cost of risk) inclusive of write -offs in the period. This
sizeable provision charge primarily explains the 77% year-on-year reductionin underlying profit to £124m compared to FY19 (E539m), with an underlying
ROTE 0f 0.6% (FY19: 10.8%)

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

Robust capital, liquidity and funding position

Importantly though, the Group’s balance sheetremains robustas we entera period of economic stress with a transitional CET1 ratio of 13.4%. The Group
therefore retains a significant CET1 management bufferin excess of its Capital Requirements Directive IV (CRD IV) minimum CET1 requirement of 9.5%,
equating to c.£950m, in addition to the Group’s £735m of on-balance sheet credit provisions. The Group also maintains a strong liquidity position with an
LCR of 140% and a stable funding position with a loan-to-depositratio of 107%.

Conclusion

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

In the medium term, the Group believes that, assuming no significantfurther deteriorationin expectations for the economic outlook or changein interest
rates, Virgin Money has a clear path to delivering double digit statutory returns ontangible equity overtime. The improveme ntin returns will be built on:
the normalisation of impairments and exceptional costs; ensuringwe continue to reduce our cost base toreflect the future operating environment;
optimising our balance sheet mix; and delivering a more efficient capital base overtime.

Basis of preparation note
Statutory basis: The statutory results are set out at the end of this section on page 16.

Underlying basis: The results are adjusted to remove certain items thatdo not promote an understanding of historical or future trends of earnings or
cash flows, and therefore allows a more meaningful comparison ofthe Group’s underlying performance. A reconciliation from the underlying results to
the statutory basis is shown on page 17 and management’s rationale for the adjustments is shown on page 129.

Pro forma comparative results: We have prepared pro forma comparative resultsforthe Group as if Virgin Money UK PLC and Virgin Money Holdings
(UK) PLC had always been a combined group, in order to assist in explainingtrends in financial performance. A reconciliation between theresults on a
comparative pro forma basis and a statutory basis is includedon page 17.The pro forma comparative results are also presented onan underlying
basis as there were a number of factors which had a significant effect on the comparability of the Group’s financial position and results. Anyreference
to pro forma results relates to the prior period only as the pro forma basis is not applicable in the current period due to the combined group being in
operation forthe entire year.
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Income

Summary for the year ended 30 September Z%ﬁ? 2%}:‘1) Change
Underlying net interestincome 1,351 1,433 (6)%
Underlying non-interestincome 191 206 (7)%
Total underlying operating income 1,542 1,639 (6)%
Net interestmargin 1.56% 1.66% (10)bps
Average interest earning assets 86,826 86,362 1%

Overview

Income was 6% lowerthan FY19 at £1,542m, primarily reflecting the impact of the pandemic in the second half of theyear andrate changes. NIl was the
key driverfalling 6% versus FY19 to £1,351m. NIM was 10bps lower year-on-year at 1.56% and as expected this was primarily driven by the remaining
front versus back book mortgage margin compression, the impact of the base rate cut and excess liquidity costs due to elevated deposit levels.

NIl and NIM

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

In Business, a 40bps reduction in yields was primarily due to lower LIBOR rates and the impactof the Group’s new lending being primarily lower-yielding
government-guaranteed lending throughthe BBLS and CBILS. The strong average balance sheetgrowth associated with this largely offsetth e loweryield
to drive a stable NIl performance in the period.

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

Liability yields decreased 9bps relative to FY 19, reflecting theimpact of the BOE base rate cut and proactive repricing as we continued our strategy of
optimising our deposit mix. Consumer and business pandemic-related savings behaviours saw an increase in average balances across lower yielding
current accounts and savings products, despite the yieldson bothreducing. While on a spot basis our term deposit book reduc ed, average balances were
broadly stable reflecting the more back-ended repricing activity duringthe year evidenced in the lower yield.

Wholesale funding costs reduced during the year primarily due to a significant reduction in average balances followingthe Group’s initial Term Funding

Scheme (TFS) repayments, a reduction in repo funding and lower secured residential mortgage-backed securities (RMBS) funding owing to the Group’s
elevated customer deposit balances. The average yield reduced primarily due to rate reductions following the BoE base rate cut and optimisation of the

funding stack.

Following the reductionin Bank Base Rate to 0.1%, and noting future market rate expectations, the Group concluded thatits 5 -year structural hedge had
generated maximum value. During Q3 the Group’s term structural hedges were fully unwound, locking in expected NIl contributions from the hedges over
the next 5 years. The Group hasoffsetfuture uncertainty around the path for base rates through the designation of a portion of the Group’s CET1
management buffer to the risk, by agreeing a set of predefined triggers that could result in the Group amending its policy which are reviewed monthly and
by measuring different base rate sensitivitiesas part of its stress testing framework. Based on the currentrate outlook, the Group expects no significant
adverse impact on NIl in FY21 to having maintained a 5-yearrolling approach, butit does make the Group more rate sensitive in relationto both an
increase ordecrease in base rate. The prospectof negativerates in the UK remains highly uncertain notleast because of the operational challenges
regarding implementation, the interplay with 0% productfloors and because of uncertainty on market and competitor reaction to sucha move.

In FY21 we anticipate a NIMthatis broadly flat onthe FY20level (1.56%), assuming no changein the interest rate environment. This reflects more
favourable mortgage pricing, the structural maturity profile of our mortgage bookand deposit re -pricing opportunities.

Non-interestincome

Non-interestincome declined 7% year-on-yearto £191m. This included a £16m one-off gilt sales gainduring FY20, a fair value gain of £12m (vs. a £15m
lossin FY19), partly offset by the absence ofc.£20m of fee income earned from the Investments business that was transferredinto a joint venture

(V) with Aberdeen AssetManagement PLC (AAM)in FY19.

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

With the second-half impact onnon-interest income a reflection of lower activity levels and with uncertainty as to how quickly this rebounds, coupled with a
further UK lockdown currently in force at the time of writing, it is expected thatnon-interest income will remain subdued.
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Average balance sheet 2020 2019
Interest Interest
Average income/ Average Average income/ Average
balance (expense) yield/(rate) balance (expense) yield/(rate)
£m £m % £m £m %

Interest earning assets

Mortgages 59,464 1,446 2.43 60,288 1,551 2.57
Business lending® 8,296 313 3.77 7,542 314 4.17
Personal lending 5,366 423 7.88 4,670 359 7.69
Liquid assets 11,968 62 0.52 12,298 98 0.79
Due from otherbanks 1,727 5 0.30 1,564 13 0.86
Swap income/other = (78) n/a - (11) n/a
Other interest earning assets 5 - n/a - - -
Total average interest earning assets 86,826 2,171 2.50 86,362 2,324 2.69
Total average non-interest earning assets 3,696 3,545

Total average assets 90,522 89,907

Interest bearing liabilities

Current accounts 12,301 (13) (0.10) 11,570 (19) (0.16)
Savings accounts 27,430 (227) (0.83) 24,366 (214) (0.88)
Term deposits 22,175 (348) (1.57) 22,877 (370) (1.62)
Wholesale funding 15,972 (228) (1.42) 19,427 (288) (1.48)
Other interest bearing liabilities 180 (5) n/a - - —
Total average interest bearing liabilities 78,058 (821) (1.05) 78,240 (891) (1.14)
Total average non-interest bearing liabilities 7,633 6,590
Total average liabilities 85,691 84,830
Total average equity 4,831 5,077
Total average liabilities and averageequity 90,522 89,907
Net interestincome 1,350 1.56 1,433 1.66

(1) Includes loans designated at fair value through profit or loss (FVTPL).

Costs

For the year ended 30 September Z%ﬁ? 2%}:‘1) Change
Personnel expenses 336 365 (8)%
Depreciationand amortisationexpenses 139 111 25%
Other operating and administrative expenses 442 471 (6)%
Total underlying operating and ad ministrative expenses 917 947 (3)%
Underlying CIR 59% 57% 2%pts

Overview

Underlying operating expenses reduced 3% year-on-year to £917mwith the cost:income ratio of 59%increasing slightly due to the challenging operating
environment and adverse COVID-19-related income impactsduring the year.

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

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

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

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

We expectto achieve further net cost reductions in FY21 underpinned by the completion of our integration programme with incremental cost savings from
headcount reductions, third-party spend and property. However, we do anticipate incurring c.£10-15m of ongoing COVID-19related costs in FY21. The
Group is therefore targeting an underlying operating cost base of <€875min FY21,down from £917min FY20.
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Impairments

Credit Credit
provisions at provisions at Gross lending at % of loans in % of loans in
30 September 30 September 30 September Coverage ratio Net cost of risk Stage 2 at Stage 3 at
2019 2020 2020 2020 2020 30 September 30 September
£m £m £bn bps bps 2020 2020
Mortgages 40 131 58.6 23 16 14% 0.9%
Personal 175 301 5.6 591 423 15% 1.2%
Of which credit cards 145 222 4.5 537 355 12% 1.2%
Of which personal loans and

overdrafts 30 79 1.1 824 721 28% 1.4%
Business 147 303 8.7 391@ 212 44% 3.2%
Total 362 735 72.9 102 68 18% 1.2%

Of which Stage2 168 465 12.8 366

Of which Stage 3 115 134 0.9 1,574

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

Overview
The Group has increasedits on-balance sheetcredit provisions to £735m to ensure appropriate levels of provision coverage across its portfolios, with a
total coverage ratio of 102bps. This resulted in the Group recording a total impairment charge of £501min FY20 (68bps cost of risk) inclusive of write -offs.

Conservative economic weightings and overlays

The Group has taken a cautious approach to assessing its impairment provisions in order to set aside appropriate portfolio provision coverage forthe
anticipated economic deterioration and increase in credit losses thatis expected over the coming period. The Group has updated its IFRS 9 accounting
models with the latest economic scenarios from Oxford Economics and selected a conservative weighting skewed heavily towards the more adverse
economic scenarios, partly to reflect the high degree of uncertainty over the path of the virusin 2021 including the potential for furtherlockdowns. The
weightings applied were a 5% weighting to the upside scenario, 50%to the base scenario and 45% to the downside. The weighted economic scenario
includes a c.15% GDP troughin 2020, peakunemployment of c.10% in calendar Q1°21 and a peak-to-trough house price decline of 22%. This resulted in

a significant increase in the Group’s modelled andindividually assessed ECL to £549m (FY19: £313m).

To supplement the models, the Group also applied expert credit risk judgement through post-model adjustments (PMAs). These are designed to account
for factors that the models cannotincorporate or where the sensitivity is not as would be expected under what is an unpreced ented economic stress
scenario. Through this process, the Group prudently applied PMAs of £186m (FY19:£49m) comprising overlays in relation to the Group’s expected

payment holiday experience andthe evolving macroeconomic dynamics that may notbe fully captured in inputs or models.

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

the modelled PD migration impact from the economic updates and overlays applied.

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

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

Payment holidays

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

Outlook

The Group’s recognition of significant impairmentcharges in FY20 reflects the conservative weighted economic scenarios and expert judgementoverlays
applied, ahead of anexpected deterioration in the future economic environment. Current expectations are that, subject to no further material deterioration
in the economic outlook, the Group’s FY21 cost of risk will be lower than that for FY20.

Payment holidays status

Total balances of Total balances of % of matured payment % of matured payment

Product payment holidays Representing  payment holidays Representing holiday customers  holiday customers requiring
roduc granted to date % of balances stillinforce % of balances returning to payment support or in arrears
Mortgages £11.9bn 20% £2.5bn 4% 98% 2%
Credit Cards £219m 5% £31m 1% 92% 8%
Personal Loans £103m 11% £26m 3% 95% 5%
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Exceptional items and statutory loss

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

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

Overview

The Group’s underlying profit before tax was £124m (FY 19:£539m) down significantly year-on-year primarily due to the significant impairment provision
charge recognised of £501m. The Group therefore made a statutory loss after tax of £141m after deducting £292m of exceptional costs incurred during
the year, as well as a tax credit of £27m. The exceptional item charges incurred in FY20 were however significantly lower than FY19due to the non-
recurrence of significant one-off acquisition costs and legacy PP| conductcharges.

Underlying RoTE of 0.6% was significantly lower than the prior year of 10.8%, reflecting the lower underlying profit d ue to the sizeable impairment
provision. Statutory RoTE was therefore negative after reflecting the integration & transformation costs and acquisition acco unting unwind charges
incurred. TNAV pershare reduced5p in FY20 to 244.2p, with TNAV build of 34p from underlying pre-provision profit after tax being more than offsetby
28p of impairment provision charges and a net 11p adverse impact from other movements including exceptional item charges partly offsetby a pen sion
scheme actuarial gain.

Integration and transformation costs

Due to the impact of COVID-19, the Group delayed some of its planned restructuring activity in the first half, but recommenced the majority of the
programmes in the final quarter. This led to spend of£139min the period primarily relating to the integration programmes. This spend has supported the
delivery of net cost savings in FY20 and will also deliver run-rate savings into FY21. The Group expects to continue its integration and transformation
programmes in FY21 and anticipates a further c.£75m of costsduring the year to deliver this.

Acquisition accounting unwinds

The Group recognisedfair value acquisition net accounting adjustments at the time of the Virgin Money acquisition that would be unwound throughthe
income statement over the remaining life of the related assets and liabilities (c.5 years). £113mwas charged in FY20which included the reclassified fair
value unwind relatedto legacy Virgin Money hedges which had previously beenrecognisedin underlying non -interest income. The Group now expects a
further c.£150m of total acquisition accounting unwind charges over the next five years, which is expected to see the majority of this charge incurred over
the next 1-2 years.

Legacy conduct

The Group raised £26m of further provisions in relation to non-PPIcustomer redress matters in the year, relating to several outstanding legacy issues,
none of which is material in its own right. No further payment protectioninsurance (PPI) related provisions were recognised in FY20 and the Group has
made good progress in processing its outstanding PPI complaints and information requestsduring the year. The Group has processed all of its information
requests and now has just ¢.30k complaints left to review, which it expects to complete by the turn of the calendar year and in line with its current provision
estimate.

Other items
The Group incurred £14m of other one-off exceptional costs during the year, primarily reflecting the growth opportunity projects relating to the RBS

switching scheme and set-up costs relating to the AAM JV.

Taxation

On a statutory basis, the tax creditwas £27mon a pre-tax loss of £168m, an effective rate of 16%. The overall credit is less than the statutory rate of 19%
due to the impact of non-deductible expenses (tax effect of £5m). The banking surcharge is not payable this period. Included within the overall creditis
£37mrelated to changes in the corporationtax rate and a further £15m related to tax on Additional Tier 1 (AT1) distribution s now reflected via the income
statement (in prior periods tax related to AT1 distributions was recorded via changes in equity). These credits were offset by a reduction of£51min the
value of tax losses recognised, reflecting a fall in forecast profits against which such losses can be recognised. On an unde rlying basis, the Group tax
charge was £24mon underlying profitsof £124m, an effective rate of 19%. As outlined above, the impact of the rate change an d AT1 credits is offset by
the reduction in asset forlosses recognised, resulting in an effective rate that matches the sta tutory mainstream tax rate.

Outlook

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

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

of which BBLS 809 - n/a

of which CBILS 334 - n/a
Total customerlending 72,457 72,979 (0.7)%
Relationship deposits¥ 25.675 21,347 20.3%
Non-linked savings 20,729 20,197 2.6%
Term deposits 21,107 22,243 (5.1)%
Total customer deposits 67,511 63,787 5.8%
Wholesale funding 14,227 18,506 (23.1)%

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

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

(1) Current account and linked savings balances.

Overview

The Group’s balance sheet during FY20has beenimpacted by the pandemic in very differentways across our portfolios. At ana ggregate level our total
customerlending has reduced by 0.7% to £72.5bn primarily due to a contractionin our Mortgage book, while our total customer deposits have increased
by 5.8% to £67.5bnreflecting pandemic-related consumer and business behaviours.

Customer lending and depositbalances

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

Personal lending growth of 3.9% to £5.2bn was mainly focused on our high-quality credit card business where we continued our long-standing strategy of
origination focused on affluentcustomers with highlevels of disposable income, with good growth in our personal loanbook also due to our digital
originations. Our credit card lending balances have remained more resilient than the market dueto our high proportion of balance transfer card balances
which make up a significant proportion of our portfolioand are more stable at times of tempered demand. Credit card activity slowed significanty during
lockdown with volumes c.55% lower than usual in April/May, and while spending did improve overthe summerit is still not back to pre-pandemic levels
and is expected to remain muted particularly if future lockdowns are imposed.

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

Customer deposit balances grew 5.8% in the period to £67.5bn. The growth came primarily in relationship deposits which rose 2 0.3% to £25.7bn as
consumer spending slowed dramatically under lockdown and businesses generally deposited government-guaranteed lending proceedsinto cash
accounts for liquidity. Elsewhere, we continued to optimise the deposit base with a 5.1% reduction in term deposits.

Wholesale funding and liquidity

The Group maintains a strong funding and liquidity positionand has no reliance on short-term wholesale funding. The 12%pts reductionin the LCR over
the period highlights the Group’s ability to operate more efficiently, while continuing to comfortably exceed both regulatory requirementsand more prudent
internal risk appetite metrics. In addition toits liquid asset buffer averaging c.£12bn over the past 12 months, the Group h as a significant amount of pre-
positioned collateral eligible for use in a range of central bank facilities, ensuring a substantial buffer in the event of any sudden outflows.

Supplementing the customer deposit position, we ensure appropriate diversification in our funding through a number of well-established wholesale funding
programmes. In January, we successfully completed the issuance of further mortgage -backed securities from the Group’s Lanark programme, raising
£500m equivalent. This was supported by £475m of Tier 2 subordinated debt issuance in September which streng thened the Group’s capital stack, as wel
as €500m of seniorunsecured debt issuancein June as we continue to build a buffer over ourfinal MREL requirements.

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

Totalwholesale funding reducedto £14.2bnduring the year (FY 19:£18.5bn), principally as a result of the growth in customer deposits allowing us to
optimise the funding stack. This resulted in a 7%pts reduction in the Group’s LDR overthe periodto 107%.

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

The Group has maintained a robustcapital positionwith a CET1 ratio (IFRS 9 transitional basis) of 13.4% and a total capital ratio of 20.2%. The significant
impairment provision charges recognised duringthe year have largely been offset by IFRS 9 transitional relief and Excess Expected Loss (EEL)
deductions ona transitional basis. The Group’s CET1 ratio on an IFRS 9 fully loaded basis did howeverreduceto 12.2%.

Capital requirements
Following completion of the Group’s ICAAP, the PRA updated the capital requirements forthe Group. The Pillar 2A CET1 requirement was reduced from
2.9% to0 2.5% and the Group'’s fully-loaded CRD IV minimum CET1 capital requirementis now 9.5%.

CET1 capital

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

RWAs

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

CET1ratio in-year movements 2020
Opening CET1 ratio (IFRS9 transitional) 13.3%
Pre-provision capital generated (bps) 165
Impairment provision charge (bps) (121)
Impairment provision regulatory adjustments® (bps) 119
RWA growth® (bps) (19)
AT1 distributions (bps) (28)
Underlying capita generated (bps) 116
Integration andtransformation costs (bps) (47)
Acquisition accounting unwind (bps) (35)
Other (bps) (26)
Net capital generated (bps) 8
Closing CET1ratio (IFRS 9 transitional) 13.4%

(1) Impairment provision regulatory adjustments include IFRS 9 transitional relief of 82bps and movements in EEL of 37bps.
(2) Includes mortgage model changes of (29)bps and SME supporting factor relief of 39bps.

Robust capital position in the face of economic uncertainty

The significant impairment provisions taken during the yearto increase the Group’s on-balance sheet provisions to £735m means thatthe Group holds
appropriate levels of provision coverage as we go into a period of economic stress with an expectedincreasein credit losses. In addition, the Group also
retains a significant CET1 management buffer of c.£950m in excess of its CRD IV regulatory requirement, providing further potential loss -absorbing
capacity. The Board has concludedthat it is prudent to conserve capital and has notproposedan ordinary dividend for FY 20, butstill has an ambition to
deliver a sustainable and progressive dividend overtime.

MREL

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

Outlook

Looking into 2021, the Group anticipates RWA inflation and a reductionin IFRS 9 transitional relief through ratings migrations as the economy
deteriorates, but expects partial offsets through RWA efficiency opportunities including the move to IRB for credit cards, business model updates and
hybrid mortgage models. Thein-yeartransitional CET1 ratio trajectory willbe impacted by the timing of the RWA inflation, but the RWA opportunities and
expected EBA software intangible benefit meanwe currently expect to finish the yeararound ¢.13% on a transitional CET1 ratio basis. The Groupis also

preparing forthe ACS stress test in 2021 which will be an importantinput intothe Group’s medium term capital targets.
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Chief Financial Officer’s review

Guidance reflects level of economic uncertainty
FY21 financial guidance

Net Interest Margin (NIM)

Broadly flaton FY20 level

Underlying costs

<£875m (incl. £10-15m of COVID costs)

Cost of risk

Lower than FY20level

Medium-term outlook:

The Board believes that, assuming no significant further deterioration in expectations for the
economic outlook or change in interest rates, Virgin Money has a clear path to delivering double digit
statutory returns on tangible equity over time. Specific medium-term guidance will be provided when
there is more certainty on the forward economic trajectory.

Outlook

Given the unprecedented nature of COVID-19, the exacteconomic outlook forthe UK is clearly evolving and remains hard to predict with anyhigh degree
of certainty at this stage. Werecognise the very recent news of a potential vaccine buthave determined that it is too early to incorporate this in our near-
termforecasts at present.

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

However, the Group enters this period from a position of balance sheet strength and we remain agile in managing the emergingrisks, while continuing to
support our customers, colleagues and communities. Giventhe aforementioned uncertainties and fluidity ofthe operating environment, while it is possible
forthe Group to give indicative financial guidance for FY21, it is not appropriate at this stage to give firm medium-term guidance.

FY21 financialguidance

While the Group’s NIMreduced in FY20due to the continued compression in mortgage margins and the BoE baserate cut,in FY21 we anticipatea NIM
thatis broadly flat on the FY20 level (1.56%) assuming no change in the rate environment. This reflects more favourable mortgage pricing, the structural
maturity profile of our mortgage book and deposit re-pricing opportunities.

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

On costs, we expect to achieve further net cost reductions in FY21 underpinned by the completion of our integration programme with incremental cost
savings from headcount reductions, third-party spend and property, but we do currently anticipate incurring c.£10-15m of ongoing COVID-19related costs
in FY21. The Group is therefore targeting an underlying operating cost base of <£875min FY21, downfrom£917min FY20.

On cost of risk, the Group’s recognition of significant impairmentcharges in FY20 reflects the conservative weighted economic scenarios and expert
judgement overlays applied, ahead of an expected deterioration in the future economic environment. Current expectations are that, subject to no further
material deterioration in the economic outlook, the Group’s FY21 cost ofrisk will be lowerthan FY20.

Medium-term expectations

In the medium term, the Group believes that, assuming no significantfurther deterioration in expectations for the economic outlook or changein interest
rates, Virgin Money has a clear path to delivering double digit statutory returns ontangible equity overtime. The improvementin returns will be built on:
the normalisation of impairments and exceptional costs; ensuring we continue to reduce our cost base toreflect the future op erating environment;
optimising our balance sheet mix; and delivering a more efficient capital base overtime.

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

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

AL

Enda Johnson
Interim Group Chief Financial Officer
24 November 2020

15



Business and financial review

Chief Financial Officer’'s review

Summaryincome statement (statutory basis)

For the year ended 30 September Z%ﬁ? 2(32 Cha”%z
Net interestincome 1,283 1,514 (15)
Non-interestincome 160 235 (32)
Total operatingincome 1,443 1,749 an
Operating and administrative expenses (1,104) (1,729) (36)
Operating profit before impairment losses 339 20 1,595
Impairment losses on credit exposures (507) (252) 101
Statutory losson ordinary activities before tax (168) (232) (28)
Tax credit 27 53 (49)
Statutory loss after tax (141) (179) (21)

The Group hasrecognised a statutory loss aftertax of £141m (30 September 2019: loss of £179m). The statutory loss in 2020was due to the significant
increase in impairment provision charges dueto COVID-19, coupled with several ongoing exceptional items including integration and transformation costs,
and acquisition accounting unwind charges. In 2019the statutory loss largely reflected the significant one-off costs relating to the acquisition of Virgin
Money Holdings (UK) PLC and PPI conduct charges. The Group continuesto expect thatthe difference between underlying and statutory profitwill reduce
overtime as we deliverour strategy and the exceptional charges related tothe integration reduce.

Key Performance Indicators®

12 months to 12 months to

30 Sep 2020 30 Sep 2019 Change
Profitability
Statutory RoTE (6.2)% (6.8)% 0.6%pts
Statutory CIR 76% 99% (23)%pts
Statutory returnon assets (0.16)% (0.23)% 0.07%pts
Statutory basic loss pershare (15.3)p (17.9)p 2.6p

(1) For a definition of each of the KPlIs, refer to ‘Measuring financial performance — glossary’ on pages 127 to 128. The KPIs include statutory, regulatory and alternative performance
measures.
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Reconciliation of statutory to underlying results

The statutory basis presented within this section reflects the Group’s results as reported in the financial statements, incorporating Virgin Money Holdings
(UK) PLCfrom 15 October2018. The pro forma comparative basis includes the consolidated results of Virgin Money Holdings (UK) PLC as if the
acquisition had occurred on 1 October 2018. The underlying results reflectthe Group’s results prepared on anunderlying basis as presentedto the CEO,
Executive Leadership Teamand Board. These exclude certain items that are included in the statutory results, as management be lieves that these items
are not reflective of the underlying business and do notaid meaningful period-on-period comparison. The table below reconciles the statutory results to the

underlying results, andfull details on the adjusted items to the underlying results are included on page 129.

Integration and Acquisition
Statutory transformation accounting Legacy Underlying
2020 income statement res%'ﬁ °°§§ “”Wigdnﬁ °°”d£“r$$ O‘Qﬁ]’ bag'ﬁ
Net interestincome 1,283 - 68 = = 1,351
Non-interestincome 160 - 28 - 3 191
Total operatingincome 1,443 = 96 = 3 1,542
Total operating and administrative expenses
before impairmentlosses (1,104) 139 11 26 11 (917)
Operating profit before impairment losses 339 139 107 26 14 625
Impairmentlosses on credit exposures (507) - 6 - - (501)
(Loss)/profit on ordinary activities before tax (168) 139 113 26 14 124
Financial performance measures
RoOTE (6.2%) 3.3% 2.6% 0.6% 0.3% 0.6%
CIR 76.5% (8.1)% (6.6)% (1.5)% (0.8)% 59.5%
Return on assets (0.16)% 0.12% 0.10% 0.02% 0.01% 0.09%
Basic EPS (15.3)p 7.9p 6.5p 1.5p 0.8p 1.4p
Include Integration
Virgin Money and
pre- transfor- Acquisition
Statutory acquisition Pro forma mation accounting Legacy Underlying
2019 income statement resilrts restéltns] restjglrtns cogtns] unwir;cris condgr(;t Otgrer: ba:rlrs]
Net interestincome 1,514 22 1,536 - (23) - (80) 1,433
Non-interestincome 235 9 244 - - - (38) 206
Total operatingincome 1,749 31 1,780 - (23) - (118) 1,639
Total operating and administrative expenses before
impairment losses (1,729) (60) (1,789) 156 7 433 246 (947)
Operating profit/(loss)before impairment losses 20 (29) 9) 156 (16) 433 128 692
Impairmentlosses on credit exposures (252) 4) (256) - 103 - - (153)
(Loss)/profit on ordinary activities before tax (232) (33) (265) 156 87 433 128 539
Financial performance measures
RoTE (6.8)% (0.7)% (7.5)% 3.5% 2.0% 9.9% 2.9% 10.8%
CIR 99% 1% 100% (10)% 1% (26)% (8)% 57%
Return on assets (0.23)% (0.03)% (0.26)% 0.15% 0.09% 0.43% 0.13% 0.54%
Basic EPS (17.9)p 1.7)p (19.6)p 9.3p 5.1p 25.7p 7.6p 28.1p
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Risk Management

Introduction

Effective risk managementis critical to realising the Group’s strategic priorities of pioneering growth, with delighted customers and colleagues, while
operating with super straightforward efficiency, discipline and sustainability. The safety and soundness of the Group is alig ned to Our Purpose and is a
fundamental requirement to enable our customers and stakeholders to be ‘happier about money'.

The Group’s approachto and management of risk is defined in the Group’s Risk Management Framework (RMF). Integral to the RMF is the identification
of principal risks, the process by which the Group sets its risk appetite which is the nature and extent of risk it is willing to assume to achieve its strategic
objectives. The framework identifies ten principal risks: operational risk; people risk; financial risk; model risk; credit risk; technologyrisk; regulatory and
compliance risk; conduct risk; financial crime risk; and strategic and enterprise risk. Climate risk is recognised as a cross-cutting risk type thatmanifests
through other principal risks.

Risk appetite is defined as thelevel and types of risk the Group is willing to assume within the boundaries of its risk capacity, to achieve its strategic
objectives. The Risk Appetite Statement (RAS) articulates the Group’s risk appetite to stakeholders and providesa view on th e risk-taking activities the
Board is comfortable with, guiding decision-makers in their strategic and business decisions.

COVID-19 is impacting individuals, businesses and communities and has increased the Group’s risk profile. The measures introducedto support the
economy create new operational, conduct, enforceability and financial risks for the Group. These risks are being managed and will be monitored over time.

Furtherdetail on the Group's risks and how they are managed is available in the 2020 Annual Report & Accounts.
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Creditrisk

At a time of unprecedented challenge forthe UK economy, our lending portfolios
remain well positioned.

While 2020 has undoubtedly been a difficult year, the shape and creditquality of our lending portfolio meant we were well po sitioned to face the economic
challenges broughtabout by COVID-19. We started the year with a well-diversified portfolio, with 82% of our lending portfolio froma low LTV mortgage
book, 11% from a business lending portfolio in solidly performing sectors, and the remaining 7% from a high quality personal lending portfolio, and this mix
remained largely constant throughthe year. We adhered to our principles of managing our lending portfolio with a controlled risk appetite and prudent
approach to underwriting with additional changes to our underwriting criteria introduced in response to the economic events.

The emergence of COVID-19towards the end of the first half of the year and the resulting lockdown inevitably put pressure on all businesses and
individuals, however the additional support available in the form of governmentbacked lending and paymentholidays has undoubtedly easedthe
immediate pressures. Nevertheless, our assessment of the economic environmentis cautious given therisks to the downside which remain and we have
applied prudent macroeconomic forecasts and conservative weightings to those forecasts which has caused us to reassess the likelihood of future loss in
ourlending portfolio and resulted in us increasing our provision for future expected credit losses, both at the half year and year end. Accordingly, we have
recorded an underlying impairmentcharge of £501min the yearto 30 September 2020, an increase of £348m from the prior year charge of £153m. We
have kept this position under close watch throughout theyearand updated our view on a quarterly basis.

A key indicator of the underlying quality of the lending portfolio is the movement in staging overtime and thelevels of arrears in the portfolios. Arrears
levels have remained largely stable across all portfolios as government interventions and paymentholiday support has beendeployed. Whistwe have
seen a deteriorationin staging with 81% of the Group’s lending portfolio now in stage 1 at 30 September2020(2019: 93%), this is principally due to
probability of default (PD) migration rather than arrears, with the level of the portfolio < 30 DPD remaining stable at 98.5% (2019: 98.6%). Stage 3
balances have similarly remained stable. In summary, whilst an element of migrations to stage 2 reflect a level of financial difficulty for certain customers,
stage migrations in the year have generally been reflective of more negative macroeconomic forecasts rather than a deteriorationin the underlying quality
of ourbook. Furthermore, a significant proportion of customers who have taken advantage of the COVID-19 payment holidays available have already
resumed their normal payment patterns and we will continue to closely monitor these customers going forward.

In setting our provision for expected future credit lossesat the yearend, we have adopted prudent macroeconomic forecasts and weightings and
deployed these within our credit models. Where it has notbeenpossible to fully quantify new or emerging risks in modelled o utcomes, or we have
assessed limitations in our models, expert judgement has been applied to determine an appropriate level of additional post-model adjustments (PMAs);
the level of PMAs is inevitably higher this yearat £186m (2019: £49m) due largely to the impact of COVID-19 variables which, giventhe unprecedented
nature of the economic shock, could notbe fully incorporated intothe latest models. In combination, these factors ensure th e Group has suitably provided
against expected future losses, with a provision of £735m at 30 September 2020 (2019: £362m). This increased level of provisionresults in overall
coverage of 1.02% (2019: 0.50%), which we considerto be balanced and appropriate for our portfolio at the presenttime.

Notwithstandingthe level of prudence we have exercised in measuring ECLSs this year, and the recent announcement regarding positive progress in the
development of a COVID-19vaccine, the economic outlook remains challenging. We will continue to monitor and assess the quality of our credit portfo lios
as we navigate throughthese difficult times.

The Creditrisk report which now follows has been structuredinto the sections below in order to further explain our considerations:

e Managing risk within our portfolios: addresses the various frameworks, policies, approaches and mitigations deployed to manage and oversee
credit risk;

e Measuring creditrisk within our portfolios: covers the Group’s approach to ECL methodologies and calculations as well as the approach to credit
estimates and judgements, including PMAs;

e Portfolio performance: summarises the key credit performance measures and influencing factors set out at Group level, supported by commentary on
each of the three divisions: Mortgages, Personal, and Business, and

e Supporting our customers in times of need: informs the various support mechanisms the Group has deployedto support customers.
Arange of technicaltables and analysis is also included.

Group credit highlights

30 Sep 2020 30 Sep 2019

(audited) (audited)

£m £m

Underlying impairment charge on credit exposures 501 153
Impairment provisions: Modelled 496 266
PMA 186 49

Individually assessed 53 a7

Impairment provisions held on creditexposures 735 362
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Managing risk within our credit portfolios

Risk appetite

The Group controls its levels of credit risk by placing limits on the amount of risk it is willing to take in orderto achieve its strategic objectives. This involves
a defined set of qualitative and quantitative limits in relation to its credit risk concentrations to one borrower, or group of borrowers, and to geographical,
product and industry segments. The management of credit risk within the Groupis achieved through ongoing approval and monitoring of individual
transactions, regular asset quality reviews and the independent oversightof credit decisions and portfalios.

The COVID-19 pandemic continues to presentsignificant risks to the Group’s credit portfolios. However, the Group remains focused on supporting
customers and colleagues through the exceptional challenges that have crystallised over the pastfew months. The FY2021 RAS will continue to consider
the impact of COVID-19, remaining agile, focused and responsive, to ensure we are addressing new and developingrisks in a safe and controlled
manner.

Measurement

The Group uses a range of statistical models, supported by bothinternal and external data, to measure credit risk exposures. These models underpin the
IRB approval for the mortgage and business portfolios and the standardised approach for the personal portfolios. Further information on the measurement
and calculation of ECL and the Group’s approach to the impairmentof financial assetscan be foundon page 22.

The Group’s portfolios are subject to regular stress testing. Stress test scenarios are regularly prepared to assess the adequacy of the Group’s
impairment provision and the impacton RWAs and capital. Management will consider how each stress scenario may impact on diff erent components of
the credit portfolio. The primary method applied uses migration matrices, modelling the impactof PD rating migrations and changes in portfolio def ault
rates to changes in macroeconomic factors to obtain a stressed position for the credit portfolios. Loss givendefault (LGD) is stressed based ona range of
factors, including property price movements.

Mitigation

The Group maintains a dynamic approach to credit management andtakes necessary steps if individual issues are identified or if credit performance has,
oris expected to, deteriorate due to borrower, economic or sector-specific weaknesses.

The mitigation of credit risk within the Group is achieved through approval and monitoring of individual transactions and ass et quality, analysis of the
performance of the various credit risk portfolios, and independent oversight of credit portfolios across the Group. Portfolio monitoring techniques cover
such areas as product, industry or geographic concentrations and delinquency trends.

There is regular analysis of the borrower’s ability to meet their interest and capital repayment obligationswith early support and mitigation steps taken
where required. Credit risk mitigation is also supported, in part, by obtaining collateral and corporate and personal guarant ees where appropriate.

Other mitigating measures are described below.

Creditassessmentand mitigation
Credit risk is managed in accordance with lending policies, the Group’s risk appetite and the RMF. Lending policies and performance against risk appetite
are reviewed regularly.

The Group uses a variety of lending criteria when assessing applications for mortgage and personal customers. The approval process uses credit
scorecards, as well as manual underwriting, and involves a review of an applicant’s previous credit history using information held by credit reference
agencies.

The Group also assesses the affordability of the borrower under stressed scenarios including increased interest rates. In addition, the Group has in place
quantitative thresholds, such as maximum limits on the level of borrowing to income and the ratio ofborrowing to collateral. Some of these limits relate to
internal approval levels and others are hard limits above which the Group will rejectthe application.

For residential mortgages, the Group’s policy is to accept only standard applications with a LTV less than 95%. The Group has maximum percentage LTV
limits which depend upon theloan size. Producttypes suchas BTL andresidential interest-only mortgages are controlled by transactional limits covering
both LTV and value.

For business customers, credit risk is further mitigated by focusing on business sectors where the Group hasspecific expertise and through limiting
exposures on higher value loans andto certain sectors. When making credit decisions for business customers the Group will routinely assess the primary
source of repayment, most typically the cash generated by the customer through its normal trading cycle. Secondary sources of repayment are also
considered and while not the focus of the lending decision, collateral will be taken when appropriate. The Group seeks to obtain security cover and, where
relevant, guarantees from borrowers.

Specialistexpertise

Credit quality is managed and monitored by skilled teams including, where required, specialists who provide dedicated support for customers experiencing
financial difficulty. Credit decisions utilise credit scoring techniques and manual underwriting, as appropriate. These tasks are performed by skilled and
competent specialists acting within agreed delegated authority levels set in accordance with their experience and capabilities.

Credit strategy and policy

Credit risks associated with lending are managed throughthe application of detailed lending policies and standards which outline the approach to lending,
underwriting criteria, credit mandates, concentration limits and product terms.

Significant credit risk strategies and policiesare reviewed and approved annually by the Credit Risk Committee. For complex credit products and services,

the Chief Credit Officer and Credit Risk Committee provide a policy framework which identifies, quantifies and mitigates risk s including, but not limited to,
those that have arisen as a result of the impacts of COVID-19. These policies and frameworks are delegatedto, and disseminated under, the guidance

and control of the Board and senior management, with appropriate oversight through governance committees.

Specialist teams oversee creditportfolio performance as well as adherence to creditrisk policies and standards. Activities include targetedrisk-based
reviews, providing an assessment of the effectiveness of internal controls and risk management practices. Bespoke assignments are also undertaken in
response to emergingrisks and regulatory requirements. Independent assurance reviews are regularly undertaken by Internal Audit.
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Portfolio oversight
The Group’s credit portfolios, and the key benchmarks, behaviours and characteristics by which those portfolios are managed, are regularly reviewed. This
entails the production and analysis of regular portfolio monitoring reportsfor review by senior manag ement.

Controls over rating systems

The Group has a Model Risk Oversightteam that sets common minimum standards. The standards are designedto ensure risk models and assodated rating
systems are developed consistentlyand are of sufficientquality to support businessdecisions and meet regulatory requirements. The Group performs an
annual self-assessment ofits ratings systems to ensure ongoing CRR compliance supported byall three lines of defence.

The Group also utilises otherinstruments and techniques across its wider balance sheet. These are summarised below:

Derivatives

The Group maintains control limits on net openderivative positions. At any one time, the amount subject to creditrisk is limited to the current fair value of
instruments that are favourable to the Group (i.e. assets where their fair value is positive) which, in relationto derivatives, may only be a sma ll fraction of
the contract, or notional values used to express the volume ofinstruments outstanding. This credit risk is managed as part of the customer's overall
exposure together with potential exposures from market movements.

Master netting agreements

The Group furtherrestricts its exposure to credit losses by entering into master netting arrangements with counterparties with whom it undertakes a
significant volume of transactions. Master netting arrangements do not generally result in an offsetof balance sheetassets and liabilities, as transactions
are usually settled on a gross basis. However, credit risk associated with the favourable contracts is reduced by a master netting arrangement tothe
extent that, if any counterparty failed to meetits obligations in accordance with the agreed terms, allamounts with the cou nterparty are terminated and
settled on a net basis. Derivative financial instrument contracts are typically subjectto the International Swaps and Derivatives Association (ISDA) maste r
netting agreements, as well as Credit Support Annexes, where relevant, around collateral arrangements attached to those ISDA agreements. Derivative
exchange or clearing counterparty agreements exist where contracts are settled via an exchange or clearinghouse.

Collateral
Collateral held as security and other credit enhancements canbe summarised as follows:

Residential mortgages

Residential property is the Group’s main source of collateral on mortgage lendingand means of mitigating loss in the event o f the defaultrisk inherentin
its residential mortgage portfolios. Alllending activities are supported by an appropriate form of valuation using either professional orindexed (subject to
policy rules and confidence levels) valuations.

Commercial property

Commercial property is the Group’s main source of collateral onbusiness lending and means of mitigatingloss in the event of default. Collateral forthe
majority of commercial loans comprises first legal charges over freehold orlong leasehold property (including formal Companies House registrationwhere
appropriate). Allcommercial property collateral is subject toan independ ent, professional valuation whentaken and thereafter subjectto periodic review in
accordance with policy requirements.

Non-property related collateral
In addition to residential and commercial property based security, the Group also takes other forms of collateral whenlending. This can involve obtaining
security against the underlying loan through the use of cash collateral and/or netting agreements, both of which reduce the original exposure by the

amount of collateral held, subject to volatility and maturity adjustments where applicable.

The Group provides asset-backed lendingin the form of asset and receivables finance. Security for these exposuresis held in the form of direct recourse
to the underlying asset financed.

Further detail on collateral can be found onpages 32-33.

Monitoring
Credit policies and procedures, which are subject to ongoing review, are documented and disseminated in a form that supports the credit operations ofthe

Group.

Credit Risk Committee: The Credit Risk Committee ensures that the credit RMF and associated policies remain effective. The Committee has oversightof
the quality, composition and concentrations of the credit risk portfolio and considers strategies to adjust the portfolio to reactto changes in market
conditions.

RAS measures: Measures are monitored monthly and reviewed bi-annually, at a minimum, or where specific action is merited, forexample RAS was
amended at pacein responseto COVID-19. Regular review ensuresthat the measures accurately reflectthe Group’s risk appetite, strategy and concerns
relative to the wider macro environment. Allmeasures are subject to extensive engagement with the Executive Leadership Team andthe Board and are
subject to endorsement from executive governance committees priorto Board approval. Regulatory engagement is also scheduled as appropriate.

Risk concentration: Concentration of risk is managed by counterparty, product, geographical region andindustry sector. In addition, single name exposure
limits exist to control exposures to a single counterparty. Concentrations are also considered through the RAS process, focusing particularly on comparing
the portfolio against market benchmarks.

Single large exposure excesses: All excesses are reportedto the Transactional Credit Committee andthe Chief Credit Officer. Any exposure which
continues, oris expectedto continue, beyond 30 days will also be submitted to the Transactional Credit Committee with propo sals to correct the exposure
within an agreed period, not to exceed 12 months.

21



Risk Management

Creditrisk

Forbearance

Forbearance is considered to take place when the Group grants concessions to assistcustomers who are experiencing, orwho are about to experience,
difficulties in meeting their financial commitments tothe Group. The Group’s forbearance policies and definitions comply with the guidance established by
the EBA for financial reporting. Forbearance concessions include the granting of more favourable terms and conditions than th ose provided either at
drawdown of the facility, or which would not ordinarily be available to other customers with a similar risk profile. Forbeara nce parameters are regularly
reviewed and refined as necessary to ensure they are consistent with the latest industry guidance and prevailing practice, as well as ensuringthatthey
adequately capture and reflect the most recentcustomer behaviours and market conditions.

Measuring risk within our credit portfolios
The Group adopts two approaches to the measurement of credit risk:

Individually assessed approach
A charge is taken to the consolidated income statementwhen anindividually assessed provision has beenrecognised or a direct write-off has been

applied to an asset balance.

Collectively assessed approach
The Group uses a combination of strategies and statistical models thatutilise internal and external datato measure the exposure to credit risk within the
portfolios and to calculate the level of ECL. This is supplemented by managementjudgement in the form of PMAs wh ere necessary.

At each reporting date, the Group assesses financial assets measured at amortised cost, as well as loan commitments and finan cial guarantees not
measured at fair value through profit or loss, forimpairment. The impairment loss allowance s calculated using an ECL methodology and reflects: (i) an
unbiased and probability weighted amount; (i) the time value of money which discounts the impairment loss; and (jii) reasona ble and supportable
information that is available withoutundue costor effort about past events, current conditions and forecasts of future economic conditions.

The calculated ECL is determined using the following classifications:

Classification ECL calculation period Description
Stage 1 12 months Aloan that is not credit-impairedon initial recognition and has not experienceda significantincrease in credit risk (SICR).
Stage 2 Lifetime If a significantincreasein creditrisk has occurred since initial recognition, the loan is moved tostage 2 butis notyet deemed

to be credit-impaired.

Stage 3 Lifetime If the loan is credit-impaired itis moved to stage 3.

In addition to the above stages, purchased or originated credit-impaired (POCI) financial assets are those which are assessed as being credit-impaired
upon initial recognition. Once a financial assetis classified as POCI, it remains there until derecognition irrespective of its credit quality. POCI financial
assets are included within those financial assets in Stage 3 with corresponding values disclosed by way of footnote to the relevanttables. The Group

regards the date of acquisition as the origination date for purchased portfolios.

A Stage 2 ECL isrequired where a SICR has been identified, such as a deterioration in PD since origination, subjectto the 30 days pastdue (DPD)
backstop, with Stage 3 required where there is credit impairment subject to the 90 DPD backstop.

ECL methodology is based upon the combination of PD, LGD and exposure at default (EAD) estimates that consider a range of factors thatimpact on
credit risk and the level of impairment loss provisioning. The Group uses reasonable and supportable forecasts of future econ omic conditions in estimating
the ECL allowance. The methodology and assumptionsused in the ECL calculation are reviewed regularly and updated as necessary.

ECLs under IFRS 9 use economic forecasts, models and judgementto provide a forward -looking assessment of the required provisions. PMAs have
been used to address known limitations in the Group’s models or data. Dueto the current severe economic conditions, governmentand Group
interventions to support customers, and uncertainty arising from COVID-19, the Group has not relied upon modelled outcomes alone. Following detailed
analysis, expert creditjudgement has been applied, resulting in additional PMAs to ensure the ECL calculation reflects the full set of plausible
circumstances including data limitations, customer support measures, rapidly changing customer behaviours and the emerging na ture of COVID-19risks.

Further detail on the accounting policy appliedto ECLs can be found in note 3.2to the financial statements.

Portfolio performance

How our portfolios have performed

Credit risk exposures are classified intomortgage, personal and business portfolios. In terms of loans and advances, credit risk arises both from amounts
loaned and commitments to extend creditto customers. To ensure appropriate credit limits exist, especially for business lend ing, a single large exposure
policy is in place and forms part of the risk appetite measures thatare monitored and reported ona monthly basis. The overall compositio nand quality of
the credit portfolio is monitored and regularly reported to the Board and, where required, to the relevant supervisory authorities.

Exposures are also managed in accordance with the large exposure reporting requirements of the CRR. Unless otherwise noted, the amount that best
represents the maximum credit exposure at the reporting date is the carrying value of the financial asset.
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Maximum exposure to creditrisk (audited)

The table below shows the maximum exposure to credit risk including derivatives. The maximum exposure is shown gross, before the effect of mitigation
through the use of master netting and collateral agreements. The table also shows the maximum amount of commitments fromthe Group’s banking
operations.

30 Sep 2020 30 Sep 2019

(audited) (audited)

£m £m

Cash and balances with central banks (note 3.4) 9,107 10,296
Financial instruments at fair value through other comprehensive income (FVOCI) (note 3.7) 5,080 4,328
Due from otherbanks 927 1,018
Other financialassets atfair value (note 3.5) 203 267
Derivative financial assets (note 3.6) 318 366
Loans and advances to customers (note 3.1) 72,430 73,095
88,065 89,370

Financial guarantees (note 5.1) 95 113
Other credit commitments (note 5.1) 16,775 15,158
Maximum credit risk exposure 104,935 104,641

All Treasury-related financial assets are classed as Stage 1 financial assets under IFRS 9.

Included within cash and balances with central banks is £7.2bn of cash held with the BoE (2019: £8.4bn). Due from other banks is all with senior
investment grade counterparties. Financial instruments at FVOCI and the credit rating of counterparties are discussed in note 3.7.

Concentration of lending assets
The following tables show the levels of concentration of the Group’s loans and advances.

30 Sep 2020 30 Sep 2019

Gross loans and advancesto customers® (auditzgz (aUditzﬂ
Property — mortgage 58,652 60,391
Instalment loans to individuals and other personal lending (including credit cards) 5,550 5,280
Agriculture, forestry, fishing and mining 1,634 1,494
Manufacturing 884 793
Wholesale and retail 961 766
Property — construction 339 167
Financial, investment and insurance 97 104
Government and public authorities 19 30
Other commercial and industrial 4,789 4,221
72,925 73,246

Impairment provisions on credit exposures (735) (362)
Fair value hedge adjustment 240 211
72,430 73,095

(1) The Group has a portfolio of fair valued business loans of £190m (2019: £253m) loans and advances to customers (note 3.1) which are classified separately as financial assets at fair
value through profit or loss on the balance sheet. At 30 September 2020 the most significant concentrations of exposure were in agriculture, forestry, fishing and mining (29%), real
estate (28%), health and social work (18%), and government and public authorities (9%).
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30 Sep _2020 30 Sep _2019
Contingent liabilities and credit-related commitments (audltgig (audlt22
Property — mortgage 3,088 2,642
Instalment loans to individuals and other personal lending (including credit cards) 9,674 9,069
Agriculture, forestry, fishing and mining 375 302
Manufacturing 692 582
Wholesale and retail 563 472
Property — construction 136 119
Financial, investmentand insurance 173 103
Government and public authorities 348 350
Other commercial and industrial 1,821 1,632
16,870 15,271
Key credit metrics
30 Sep 2020 30 Sep 2019
(audited) (audited)
£m £m
Impairment provisions held on creditexposures
Mortgage lending 131 40
Personal lending 301 175
Business lending 303 147
Total impairmentprovisions 735 362
Pro forma
30 Sep 2020 30 Sep 2019
(audited) (unaudited)
£m £m
Underlying impairment charge on creditexposures
Mortgage lending 95 4
Personal lending 223 124
Business lending 183 25
Total underlying impairment charge 501 153
Asset quality measures:
Underlying impairment charge™® to average customer loans (cost of risk) 0.68% 0.21%
Stage 3 assets to customerloans 1.19% 1.09%
Total provision to customerloans® 1.02% 0.50%
Stage 3 provision to Stage 3 loans 15.62% 14.32%

(1) Inclusive of gains/losses on assets held at fair value and elements of fraud loss but excludes the acquisition accounting impact on impairment losses shown on page 129.
(2) This includes the government-backed portfolio of Bounceback Loans (BBLs), Coronavirus Business Interruption Loans (CBILs) and Coronavirus Large Business Interruption Loans
(CLBILs).

Group credit performance

Totalloans and advances to customers decreased by £0.3bnin the year, reflecting the Group’s focus on supporting existing customers, muted demand for
new borrowing andthe impact of changing customer behaviours as lending was paid down more rapidly. Mortgage lending decrease d by £1.7bn, offset by a
£1.1bn increasein business lending and a £0.3bnincrease in personal lending.

The Group’s impairment provisionincreased by £373m to £735m during the year, primarily due to the Group’s assessment ofthe impact of COVID-19 on
future credit losses. This assessment adopts multiple forward -looking, macroeconomic scenarios with higher probability weights applied to a worsening
economic outlook. In addition, PMAs have been applied where required.

The Group’s underlyingimpairment charge has increased from £153m to £501m during the year mainly due to the use of revised economic scenarios in
credit impairment models and the application of judgement based PMAS to reflect emerging COVID-19 risks. Increases are most evident in the personal and
business portfolios, reflecting their heightened sensitivity to significant deteriorationin unemployment and GDP forecasts.

As at 30 September 2020 the Group’s cost of risk was 68bps (30 September 2019: 21bps), further reflecting the pessimistic eco nomic outlook.

Underlying credit portfolio performance remains stable, as evidenced by the proportion of Stage 3 loans to total customerloans of 1.19% (2019:1.09%).
There has beenno material deterioration in asset qualitymeasures, arrears and default levels remain low, and forbearance le vels remain static. This is due
to a combination of customer support measures, controlled risk appetite and a continued focus onresponsible lending decisions. Customer support
measures include participating in government-backed loan schemes and offering paymentholidays, augmented by other temporary fiscal stimulus such as
furlough and HMRC paymentdeferrals. Further commentary on the types of customer support provided can be found in the divisional commentary on
pages 28-33in the Group’s Annual Report & Accounts. The proportion of total provisions to total customer loans has increased to 1.02% (30 September
2019: 0.50%) reflecting the expectation thatadditional losses willemerge as the level of COVID-19 support subsides and the economy hardens.
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Mortgage credit performance

30 Sep 2020 30 Sep 2019
Gross loans and advances £58.7bn £60.4bn
Impairment charge £95m £4m
Cost of risk 16bps 1bps
Provision to customer loanratio/E 23bps/E131m 7bps/£40m
% Loans in Stage 2 13.9% 3.0%
% Loans in Stage 3 0.9% 0.8%
% Forborne loans 1.08% 0.98%
90+ DPD 0.43% 0.32%
LTV of mortgage portfolio 57.3% 57.2%

Portfolio and impairment (Pages 23,34-35)

The Group’s mortgage lendinghas reduced from£60.4bnto £58.7bn in the yearto 30 September 2020, reflective of underlying contraction in the portfolio.
This aligns with the divisional strategy to maintain disciplined pricing in a competitive environmentand reflects the effectof lockdown on the UK housing
market, particularly in the second half of the financial year. Demand for new mortgage lendingwas muted and the Group focused on providingmuch
needed support for existing customers.

The impairment provision has increased by £91mto £131mas at 30 September 2020. This gives rise to a provision to customer loan co verage ratio of
23bps, an increase of 16bps from 2019. Consistent with the other portfolios, this reflects the adoption of a prude nt approach to setting impairment
provisions in expectation of future economic deterioration and heightened credit losses due to theimpact of COVID-19.

The mortgage portfolio continues to evidence strong underlying credit quality, with no material deterioration in assetquality measures. This is supported by
prudent risk appetite setting, robust credit underwriting disciplines and a continued focus onresponsible lending.

It remains unclear how the residential property market and mortgage customers will react post COVID-19, and the extent to which house prices could be
impacted. This could affectcustomers’ ability to pay andthe level of security provided, which is a significant factor in limiting losses. Regional and social
differences may begin toemerge as the UK recovers from the impact of COVID-19with certain households potentially disproportionately affected. This
level of granular detail cannot be fully reflected within the macroeconomic forecasts and models and requires a detailed leve | of judgement and expertise
to estimate the potentialimpact on ECL.

The impairment charge hasincreased by £91mto £95min the yearto 30 September 2020. £29m of this increase relates to the ad option of more
conservative forward-looking macroeconomic scenarios with higher probability weights applied to a worsening economic outlook. Further analysis, with
appropriate expert judgement, determined that PMAs should also be applied to address impacts on calculation inputs or model sensitivities. This resulted
in a further £62mincrease in ECL, £43m of which relates to the longer-term implications for customers who have takena paymentholiday. Analysis
indicates that a proportion of these customers are expectedto experiencedifficulty in returning to their contractual re payment profile leading to a level of
forbearance, delinquency or potentially default. Further PMAs have also beenraised to address the risk of high house prices relative to income,
heightened sensitivity for BTL customers and for certain customers with a high indebtedness index.

IFRS 9 staging (Pages 34-41)

Despite the application of more negative economic forecasts and additional PMAs, 85.2% of mortgage lendingremains classedas Stage 1 (2019: 96.2%).
The reduction duringthe year reflects the expected COVID-19 impact on customers. This has led to a corresponding increase of 10.9%in Stage 2 to
13.9% (2019: 3.0%). Stage migrations reflectupdated macroeconomic forecasts, triggering a more negatve outiook and increasing the volume of
mortgage customer accounts exhibiting SICR. The migration to Stage 2 also recognises, through PMAs, that some customers with payment holidays will
have experienced a SICR.

Mortgage IFRS 9 PDs are driven by underlying internal credit scores adjusted for forward -looking macroeconomics. Of the Stage 2 mortgage balances,
87% are as a result of PD deterioration influenced by revised macroeconomic forecasts. The changes in PD grades observedat 30 September 2020 do
not reflect any deteriorationin credit scores but rather the migration to more conservative macroeconomic forecasts. While there has beena reduction
from92% (2019) to 81% of assets classed as ‘Strong’, the proportion of assets classed as ‘Good’ has increased to 14% (2019: 5%), with the resultthat
over 95% of the mortgage portfalio stillremains ‘Good’ or better.

The proportion of mortgagesclassified as Stage 3 remains modest and stable at 0.9% (2019: 0.8%).

Asset quality, collateral and LTV (Pages 32)

The mortgage portfolio remains very well secured with 83% of mortg ages, by loanvalue, havingan indexed LTV less than 75%, with an average portfolio
LTV 0f57.3% (2019: 57.2%). The proportion of the portfolio over 90% LTV has remained stable at 1.9%(2019: 2.1%) and the pro portion over 80% LTV
hasincreased only slightly to 11.1% as at 30 September 2020 (30 September 2019: 10.7%).

90+ DPD arrears as at September 2020 of 0.43% (2019: 0.32%) remains low and less thanthe market average of 0.8%. Mild deteriorationin arrears was
observed priorto COVID-19, in line with industry experience. Further deterioration in delinquency has occurred dueto COVID-19 as customers have
moved through arrears however a moratorium on repossessions has prevented action being takenresultingin a smallnumber of loans beingin arrears
longerthan would typically be expected under normal circumstances. The underlying arrears for the year continues to evidence a stable portfolio, with
improving bureau scores andreduced customerindebtedness, accepting thatpayment holidays will have benefitted customers and there will be
challenges ahead.
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Payment holidays (Page 28)

20% of mortgage customers, by balance, applied forandwere granted a payment holiday. Of the paymentholidays which have matured by 30 September
2020, 98% of customers have resumed paymentin line with previously contracted terms with only 2% requiring further support or having movedinto
arrears. Only 4% of customers, by balance, have an active payment holiday in force at 30 September2020. The Group will continue to support customers
in line with theirneeds and revised regulatory guidance.

Forbearance (Page 29-30)

A key indicator of underlying mortgage portfolio health is the level of forbearance granted. As at 30 September 2020, forbearance totalled £636m (5,621
customers), an increase fromthe 30 September 2019 position of £589m (5,061 customers). This represents 1.08% of total mortgage balances (2019:
0.98%). Forbearance remains animportant metric, reflecting the volume and value of concessions granted to customers on a non-commercial basis. The
increase in forbearanceis driven by additional volumes of tailored arrangements. The majority of customers benefitting from these arrangements are
expected to returnto fully performing status when the temporary support arrangements expire. Payment holidays granted in line with regulation have not

been classified as forbearance.

Personal credit performance

30 Sep 2020 30 Sep 2019

Creditcards Loans & overdrafts Total personal Creditcards Loans & overdrafts Total personal
Gross loans and advances £4.5bn £1.1bn £5.6bn £4.2bn £1.1bn £5.3bn
Impairment charge £153m £70m £223m £107m £17m £124m
Cost of risk 355bps 721bps 423bps 290bps 192bps 271bps
Provision to customer loanratio/ 537bps/E222m  824bps/E79m  591bps/£301m  342bps/£145m  322bps/£30m  339bps/E175m
% Loans and advances in Stage 2 11.6% 28.0% 14.8% 8.9% 4.4% 8.0%
% Loans and advances in Stage 3 1.2% 1.4% 1.2% 1.3% 1.4% 1.3%
% Forborne loans 0.63% 0.88% 0.67% 0.53% 1.10% 0.70%
90+ DPD 0.38% 0.52% 0.41% 0.54% 0.67% 0.57%

Portfolio and impairment (Pages 23,34-35)

Of the £5.6bn total personal lending, the majority is credit cards at £4.5bn, with the balance comprising personal loans and overdrafts. The modestyear-
on-year growth in the portfolio reflects the changed environment, more muted demand for credit and customers’ prudentactionin responseto COVID-19,
paying down lending where they have been ableto do so. Arrears levels remain stable as customers continue to behave responsibly and benefit from the
various forms of government support, including payment holidays. Most customers who have sought a payment holiday have now reverted to normal
terms. Further detail is provided on page 28.

The impairment provision hasincreased by £126mto £301m as at 30 September 2020, driving an increase in the provision covera geratio of 252bps to
591bps. £36m of the increase results from the modelled application of more negative macroeconomic forecasts, with the remainingincrease dueto
additional PMAs. £23m of the PMAs reflect the longer-term implications for customers who have taken a payment holiday. Analysis indicates thata
proportion of these customers are expected to experience difficultly in returning tothe contractual repaymentprofile leadingto a level of forbearance,
delinquency and potentially default currently masked by support measures. £17mrelates toan assumptionthat the sale or future recovery value of
unsecured written-off debt will potentially reduce and result in an adjustmentbeing requiredto loss given default assumptions in the ECL calculation, and
£l4mrelates to the assumption that improvements in customer risk profiles through bureau datainputs are temporary and therefore notreflective of the
longer-term expectations. The majority of the residual PMA increaseis to address a lack of sensitivity in the mod elled outcome, particularly for the

personal loan portfolio.
Cost of risk forthe year of 423bps (2019: 271bps) is reflective of this higher allowance.

IFRS 9 staging (Pages 34-41)
The adoption of more negative economic forecasts and additional PMAs hasdriven movement from Stage 1 to Stage 2, with Stage 2 increasing by 6.8%
to 14.8% (2019: 8.0%) requiring additional allowance for lifetime loss. 84% of the portfolioremains in Stage 1.

Personal portfolio PD is most sensitive to the rate of unemployment, which is forecast to peak at ¢.10%. The increased forecast assumptionresultsin a
deterioration in PD, influencing the migration of customerloansinto Stage 2. Of the Stage 2 Personal balances, 77% are as a result of PD deterioration
influenced by revised macroeconomic forecasts (2019: 41%). Stage 3 personal lending remains modest and stable at 1.2% (2019: 1.3%).

Asset quality

Asset quality has beenassisted by the credit strategies deployed during the yearto control and, where determined, tighten origination controls. The total
credit cards arrears balance of 1.4%is supported by payment holidays and prudent customer behaviours (2019: 1.7%). The majority of payment holidays
have now matured, and customers have returnedto normal payment terms. New lending continues to focus on segments with lower levels of economic
volatility with portfolio level exposures to non-homeowners, lower age demographics and self-employed remaining low.

Lending performance also remains strongwith 90+ DPD measures at a cyclical low point of 0.41% (2019: 0.57%).

Payment holidays (Page 28)

5% of credit card customers were granted a paymentholiday. Where those holidays have matured, 92% of customers have reverted to repay in line with
previously contracted terms and 8% have either sought additional support orfallen into arrears. Of the 11%of personal loan customers granted a payment
holiday, 95% of those which have matured have reverted to normal terms with 5% seeking further support orin arrears. 1% of credit cards customers and
3% of personal loan customers had an active payment holidayarrangement in place at 30 September 2020. The Group will continu e to support customers
in line with theirneeds and revised regulatory guidance.
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Forbearance (Pages 29-30)

Limited forbearanceis exercised in relationto personal loans and overdrafts, with a modestreduction to £8.4m (0.88% of the personal lending portfolio)
from£11.5m (1.10%) at 30 September 2019. As at 30 September 2020, credit cards forbearance totalled £27m (6,309 customers), an increase fromthe
30 September 2019 position of £24m (5,522 customers). This represents 0.63% of total credit cards balances (2019: 0.53%). The increase in credit cards
forbearance is driven by additional volumes of payment arrangements. The level of impairment coverage on forborne loans has increased to 47.2%from
41.3% at 30 September 2019 reflectinga more prudent approach to ECL. Payment holidays granted in line with regulation have n otbeen classified as
forbearance.

Business credit performance

30 Sep 2020 30 Sep 2019
Gross loans and advances £8.70n® £7.6bn
Impairment charge £183m £25m
Cost of risk 212bps 30bps
Provision to customer loanratio/£® 391bps/E303m  193bps/E147m
% Loans in Stage 2 44.2% 30.2%
% Loans in Stage 3 3.2% 3.6%
% Forborne loans 5.92% 6.38%
90+ DPD 0.27% 0.47%

(1) Inclusive of government backed loan schemes.
(2) Coverage ratio excludes government-backed loan schemes.

Portfolio and impairment (Pages 23,34-35)
Business lending has increased by £1.1bn during theyearto £8.7bnas at 30 September 2020 (2019:£7.6bn). This includes lending under government-

backed loan schemes, which contributed to £1.2bn of portfolio growth in the year. Furtherinformationcan be found on p129.

There has been no significantdeterioration in underlying asset quality measures. The Group entered the pandemic with a defen sively positioned portfolio
biased away from sectors expected to experience disruption such as Hospitality and Retail, towards sectors expectedto be resilient, such as Agriculture

and Health & Social Care.

The impairment provision has increased by £156mto £303m as at 30 September dueto the expectation of greater pressures onth e portfolioin 2021 from
COVID-19 and Brexit. The impairment charge forthe yearto 30 September 2020 was £183m giving a cost of risk of 212bps.

The resultant coverage ratio of provisions to customerloans of 391bpsincreased by 198bps from 2019, reflective of the composition of the Group’s
generally sub-investment grade SME portfolio. Historically selective risk appetite choices have limited exposures to more sensitive sectors such as
Hospitality, Retail, Travel, Construction and Commercial Real Estate. Evenin the absence of increased default or arrears experience, the prudent
economic forecasts applied caused PDs across the businessportfolio to worsen with the accompanying increase in coverage reflective of the impact of

COVID-19 through increased PDs including further migrations from 12-month to lifetime loss coverage.

The Group does not hold any level of PMA for business lending as at 30 September 2020. The policies and frameworks in place to identifybusiness
customers experiencing financial difficulty are operating effectively, meaning internal rating systems respond appropriately as levels of customer difficulty
heighten. The overall level of modelled provision for business loans is assessed as sufficient in the contextof the portfolio shape and strength,and
considering the extensive number of sector and segment reviews undertaken in recent months. Regular customer and portfolio level analysis is completed
to ensure early identification of business customers likely to experience financial difficulty. This enables prompt relationship manager engagementwith
customers and appropriate early support interventions.

IFRS 9 staging (Pages 34-41)

The application of the revised, more negatively biased, forecast economic scenarios has resulted in heightened portfolio stag e migration with 44.2% of
balancesin Stage 2 (2019:30.2%). This reflects the Group’s prudent assumptions and the early adoption of the EBArequirements toretain forborne
assets in Stage 2 fora minimum of two years. Business migration to Stage 2 can result from a range of triggers. Since 30 September 2019, there has
been a notable shift with economic forecasts weighing more heavily and 75% of balances in Stage 2 now associated with a deteriorationin PD as a result
of forward-looking economic forecasts, most notably GDP. As at 30 September 2019, deterioration was more typically associated with discrete internal
ratings downgrades and only 2% of Stage 2 migrations were a consequence of forward -looking economic indicators. Businessloans in Stage 3 remain
modest and stable at 3.2% (2019: 3.6%).

The PDs for business lending combine both internal ratings information and forward -looking economic forecasts. These economic forecasts, which include
double-digit GDP falls in 2020and a relatively weak recovery, are the material drivers of the P D and stage migrations across the year. The deteriorations
in PD and staging have notbeendriven to any material extent by observed evidence of impairment through either internal down grades or the emergence
of arrears or defaults. While the proportion of assets classed as ‘Strong’ has reducedto 11% (FY19: 32%), assets classed as ‘Good have increased to

73% (2019: 62%), and over 84% of the business portfolio still remains ‘Good’ or better.
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Asset quality

Asset quality is notably influenced by the support provided to customers, including government-backed loan schemes, and the Group’s prudent risk
appetite and risk frameworks which seek to ensure early identification of customers in difficulty. The early identification and escalation of customers
evidencing deteriorating positions ensures the Group is intervening early and providing appropriate typesof support to chang ing customer circumstances.

Arrears measures are stable to improving, with 90+ DPD of 0.27% as at 30 September 2020 (2019: 0.47%). During the year, the proportion of business
customer accounts classed as categorised (watch,default and impaired), by value, has increased from 8.13% to 8.61% of the to tal business book. The
Group has clear strategies in place to work with each customer and the marginal increase reflects the lack of significantincreasein the proportion of
customers evidencingfinancdal distress.

Payment holidays (Page 28)

23% of eligible customers took advantage of a repayment holiday and, of those which have matured, 98% have returned to regular payment by 30
September2020. Only 1% of businesscustomer balances, equatingto £108m, have an active payment holiday in force at 30 September 2020. Of the
initial population granted a holiday, 2% have soughtfurther support or have fallen into arrears. The Group will continue to support customers in line with
theirneeds and revised regulatory guidance.

Forbearance (Page31)

Business portfolio forbearance has increased from £509m (368 customers) at 30 September 2019to £539m (368 customers) at 30 September 2020.
Forbearance remains an importantmetric, reflecting the volume and value of concessions grantedto customers on a non-commercial basis. Movesin
forbearance reflect the proportion of business customers requiring support on non-standard terms and evidencing finandal difficulty. As a percentage of
the business portfolio, forborne balances have reducedto 5.92% (2019: 6.38%) while impairment coverage, in line with actions taken on expected credit
losses, hasincreased to 14.3% (2019:10.87%). The majority of forbearance arrangementsrelate to term extensions allowing cu stomers a longertermto
repay their obligations in full than initially contracted. Paymentholidays grantedin line with regulation have not been classified as forbearance.
Supporting our customers intimes of need

During the year, the Group participated in the various UK Government-backed loan schemes for businesses, in addition to offering payment holidays to
mortgage, personal and business customers.

Governmentbacked loan schemes

The following loan schemes were introduced by the government in Apriland May 2020, with changes made to their operationannouncedin September
2020:

Bounce Back Loans (BBLs): loans of between £2,000 and £50,000 are available under this scheme with a fixed rate of lending av ailable forup to ten
years, with no repayments duein the first year. Changes to the scheme included customers applying to pay interest only for six months (up to a maximum
of three applications) with the additional potential for a six-month payment holiday for both capital and interest payments (this can only be requested where
the customer has already made six repayments of principal). The governmentguarantees100% of the lending.

Coronavirus Business Interruption Scheme (CBILS): loans of over £50,000to a maximum of £5m are available under this scheme. They attract a variable
rate of lending with no arrangement feesor interest paid by the borrower in the first 12 months. The government pays thefee s and interest and
guarantees 80% of thelending. The maximum loan termis six years.

Coronavirus Large Business Interruption Scheme (CLBILs): loans of over £50,000, up to a maximum of £200m (in aggregate) are available under this
scheme with a variable rate of lending and terms of betweenthree monthsand three years. The government guarantees 80% of th e lending.

The Group has the following lending under these schemes as at 30 September 2020:

% of total

No of Drawn balance Average loan size Business

(Unaudited) customers (£m) (£m) lending
BBLs 28,077 809 0.03 9%
CBILs 907 334 0.37 3%
CLBILs 3 20 6.59 Immateral

The deadline forapplications forloans under the schemes is 31 January 2021.

Payment holidays

The Group continues to actively support customers through COVID-19, offering payment holidays where appropriate, although the level of new requests
has reduced significantly since the peak in April2020. Following the announcementof further national COVID-19restrictions at the end of October 2020,
the Group will continue to align with all applicable FCA guidance in respectof payment holidays and anticipates extending their availability to impa cted
customers requestinga payment holiday prior to the 31 January 2021 deadline.

Payment holidays currentlyin force at

Payment holidays granted to date end September 2020 Of matured payment holidays
Total balances % of Total balances % of % Resumed % Further
(Audited) £m Total balances £m Total balances repayment treatment/ arrears
Mortgages 11,908 20% 2,525 4% 98% 2%
Credit cards 219 5% 31 1% 92% 8%
Personal 103 11% 26 3% 95% 5%
Business 2,072 23% 108 1% 98% 2%
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Forbearance

The Group makes every effort to treatcustomers fairly and aligns its forbearance practices to that principle. While forbeara nce alone is not necessarily an
indicator of impaired status, it is a trigger for a review of the customer’s credit profile and forbearanceis only granted whenthereis a realistic prospect of
the customer repaying all facilities in full. If there is any concern over future cash flows and the Groupincurring a loss, then forborne loans will also be
classified as impaired in accordance with the Group’s impairment policy.

As a consequence of the Group’s decision to early adoptthe EBA probationary rules relative to forbearance, exposures classified as forborne and
performing at the date forbearance is granted continue to be reported as subject to forbearance for a minimum period of two years fromthat date (the
probation period). Exposures classified as forborne, which are non-performing when customers were granted forbearance, cannotexit non-performing
status for a minimum of 12 months from the date forbearance was granted and cannot exit forbearance status for a further two years fromthe date of
returning to performing status (three years in total). Forbearance frameworks are reviewed on a regular basis to ensure the o perational processes remain
appropriate and, where required, system changes are made to enhance forbearance data capture.

The Group has identified a number of situations that in isolation are not considered to be forbearance:

. facilities that have been temporarily extended pending review and where no concession has been granted for reasons relatingto the actual or
apparent financial stress of a customer;

. areduction in asset quality to a level where actual, or apparent, financial stress is not evident;
. where changes are madeto the terms of a borrower's interest structure orrepayment arrangement on a commercial basis; and

. late provision of financial information, in the absence of other indicators of financial difficulty, is not in all cases considered a non-commercial breach
of non-financial covenants.

Where the Group has made a demand for repayment, the customer’s facilities have beenwithdrawn or where a debt repayment process has been
initiated, the exposureis classified as forborneif the debt is subject to any of the mentioned forbearance concessions.

Customers who requested COVID-19 related support, including payment holidays, and who were notthe subject of any wider SICR triggers, or who were
otherwise assessed as having the ability in the mediumtermto be viable and meet risk appetite criteria, were notconsideredto have beengranted
forbearance.

Where the Group has identified customers who require remedial action to return them within risk appetite over the mediumterm, orwho were showing
signs of financial stress before COVID-19, such customers are consideredto have been granted forbearance with exposures categorised as Stage 2 and
subject to a lifetime ECL assessment.

Mortgage and Personal forbearance

The Group utilises various forbearance measures for mortgage and personal customers, specific to the individual customer and their circumstances.
Customers may potentially be subject to more thanone forbearance strategyat any one time where this is considered to be the most appropriate course

of action.

Debt management for mortgage customers in financial difficulty

To support customers who are encountering financial difficulties, cases are managed on anindividual basis, with the circumstances of each customer
considered separately and the actiontakenjudged as being affordable and sustainable for the customer. Operationally, the provision and review of such
assistance is controlled by various methods. Theseinclude the application of an appropriate policy framework, controls around the execution of policy,
regular review of the different treatments to confirm that they remain appropriate, monitoring of customers’ performance, including the level of payments
received, and management visibility of the nature and extent of assistance provided and the associated risk.

Help is provided through spedialist teams, such as the Financial Care Team, wheretailored repayment programmes can be agreed. Customers are
actively supported and referred to free money advice agencieswhen they have multiple credit facilities, including those at o ther lenders that require
restructuring.

One componentof the Group’s approach is to contact customers showing signs of financial difficulty to discuss their circumstan ces and offer solutions to
prevent theiraccounts falling into arrears.
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The following table summarises the level of forbearance in respectof the Group’s mortgage and creditcard portfolios at each balance sheetdate. All
balances subjectto forbearance are classed as either Stage 2 or Stage 3 for ECL purposes.

Impairment allowance on

Total loans and advances loans and advances
subject to forbearance measures subject to forbearance measures
Gross
Number of carrying % of total Impairment
As at 30 September 2020 (audited) foars amogr':]t potidlio a“o""afgﬁ Covera‘f)z
Mortgages
Formal arrangements 1,194 145 0.25 7.2 4.94
Temporary arrangements 792 100 0.17 5.2 5.21
Payment arrangement 1,475 141 0.24 2.8 1.96
Payment holiday 1,454 157 0.26 2.3 1.45
Interest only conversion 379 64 0.11 0.4 0.58
Term extension 163 13 0.02 0.1 0.89
Other 28 3 0.01 - 1.13
Legal 136 13 0.02 1.0 7.87
Total mortgageforbearance 5,621 636 1.08 19.0 2.98
Personal —creditcards
Payment arrangement 6,309 27 0.63 12.5 47.23
Total cards forbearance 6,309 27 0.63 12.5 47.23
As at 30 September 2019 (audited)
Mortgages
Formal arrangements 1,352 157 0.26 4.4 2.83
Temporary arrangements 913 119 0.20 3.1 2.62
Payment arrangement 1,118 113 0.19 1.6 1.41
Payment holiday 981 114 0.19 0.7 0.58
Interest only conversion 358 54 0.09 0.3 0.57
Term extension 174 16 0.03 0.1 0.64
Other 35 3 0.00 - 0.50
Legal 130 13 0.02 0.3 2.46
Total mortgageforbearance 5,061 589 0.98 10.5 1.79
Personal —creditcards
Payment arrangement 5,522 24 0.53 9.5 41.30
Total cards forbearance 5,622 24 0.53 9.5 41.30

The increase in mortgage forbearance is primarily driven by payment arrangements, typically where an account is in arrears and th e agreement to adjust
payments gives a path to clear the overdue amounts. Short-term payment holidays have also increased with the vast majority returning to fully performing
status at the end of the agreed term.

When all other avenues of resolution, including forbearance, have been explored, the Group will take steps to repossess and sell underlying collateral. In
the yearto 30 September 2020, there were 57 repossessions of which 21 were voluntary (12 months to 30 September2019: 66 including 14 voluntary).

The increase in credit cards forbearanceis the result of payment arrangements being extended to customers where COVID-19 payment holidays were not
deemed to be a suitable solution.

Other Personal lending forbearance

The Group currently exercises limited forbearance strategies in relation to current accounts and personal loans. The Group has assessed the total loan
balances subjectto forbearance on other types of personal lendingto be £8.4mas at 30 September 2020 (30 : £11.5m), represe nting 0.88% of the
personal lending portfolio (2019: 1.10%).

Impairment provisions on forborne balances totalled £3.4m as at 30 September 2020 (2019: £3.6m) providing overall coverage of 40.59% (2019: 31.58%).
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Business forbearance

Forbearance is considered to exist for business customers where one or more concession is granted ona non-commercial basis. The Group reports
business forbearance at a customerlevel and at a value which incorporatesall facilities and the related impairment allowance, irrespective of whether
each individual facility is subject to forbearance. Authority to grant forbearance measures for business customers is held by the Group’s Strategic
Business Services unit andis exercised, where appropriate, on the basis of detailed consideration of the cu stomer’s financial position and prospects.

Where a customeris part of a larger group, forbearanceis exercised andreported across the Group at the individual entity |evel. Where modification of the
terms and conditions of an exposure meeting the criteria for classification as forbearance results in derecognition of loans and advances fromthe balance
sheet and the recognition of a new exposure, the new exposure shall be treated as forborne.

The tables below summarise the total number of arrangements in place andthe loan balances andimpairment provisions associated with those
arrangements. Allbalances subject toforbearance are classed as either Stage 2 or Stage 3 for ECL purposes.

Impairment allowance on

Total loans and advances loans and advances
subject to forbearance measures subject to forbearance measures
Gross
Number of carrying % of total Impairment
customers amount portfolio allowance Coverage
£m £m %
As at 30 September 2020 (audited)
Term extension 199 211 2.31 27.5 13.05
Deferral of contracted capital repayments 92 115 1.26 23.1 20.08
Reduction in contractedinterestrate 2 1 0.01 0.1 6.75
Alternative forms of payment 1 - - - 64.36
Debt forgiveness 2 4 0.05 0.2 4.66
Refinancing 15 6 0.07 1.8 29.37
Covenant breach/reset/waiver 57 202 2.22 24.4 12.10
Total businessforbearance 368 539 5.92 77.1 14.30
As at 30 September 2019 (audited)
Term extension 187 153 1.93 14.9 9.70
Deferral of contracted capital repayments 98 134 1.68 15.0 11.16
Reduction in contractedinterestrate 3 1 0.02 - 3.37
Alternative forms of payment 2 7 0.08 0.4 5.37
Debt forgiveness 2 4 0.05 - 1.06
Refinancing 16 10 0.12 1.5 15.03
Covenant breach/reset/waiver 60 200 2.50 23.6 11.82
Total businessforbearance 368 509 6.38 55.4 10.87

The number of business customers granted forbearance as at 30 September 2020 remained at 368, with the associated gross carrying value increasing
by £30m (6%). Customers within the forbearance portfolio have received £23m of COVID-19related support loans: £17m CBIL and £6m BBL. In addition,
business customers have been supported with 63 Capital RepaymentHolidays (CRH) accounting for £147m of the exposure, with two customers (E29m
exposure) being granted a second CRH. There are only seven newly forborne connections (E1.7m exposure) where theimpact of COVID-19is the
primary driver of trading deterioration.

The table incudes a portfalio of financial assets at fair value. The gross value of fair value loans subject to forbearance as at 30 September 2020 is£7m
(30 September 2019: £8m), representing 0.08% of the total business portfolio (30 September2019: 0.11%). The credit risk adju stment on these amounts
totalled £0.7m (30 September 2019: £0.6m), a coverage of 9.77% (30 September 2019: 6.94%).

The contractual amount outstanding on loansand advances that were written offduring the reporting period or still subject t o enforcement activity was
£4.1m.
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Collateral
The Group evaluates each customer’s creditworthinesson a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Group upon

extension of credit,is based on management’s credit evaluation of the counterparty. Collateral held canvary, butmay include:
e specific charges over defined assets ofthe counterparty;
* afloating charge overall assets and undertakings of an entity;

e specific orinterlocking guarantees; and
e loan agreements whichinclude affirmative and negative covenants and, in some instances, guarantees of counterparty obligations.

Generally, the Group does not take possession of collateral it holds as security or call on other credit enhancements that wo uld result in recognition of an
asseton its balance sheet.
Itis the Group’s policy to dispose ofrepossessed properties with the proceeds used to reduce or repay the outstanding balan ce. The Group does not

occupy repossessed properties forits own business use.

Mortgage lending by average LTV (audited)
The LTV ratio of mortgage lending, coupled with the relationship of the debt to customers’ income, is integral to the credit quality of these loans. The table

below sets out the indexed LTV analysis of the Group’s mortgage stock:

September 2020 Stage 1 Stage 2 Stage 3? Total
LTV (63} Loans ECL Loans ECL Loans ECL Loans ECL
£m % £m £m % £m £m % £m £m % £m
Less than 50% 18,495 37% 2 2,705 33% 6 214 41% 4 21,414 37% 12
50% to 75% 23,215 46% 5 3,754 46% 40 192 37% 6 27,161 46% 51
76% to 80% 2,896 6% 1 641 8% 12 33 7% 2 3,570 6% 15
81% to 85% 2,336 5% 2 437 6% 12 21 4% 2 2,794 5% 16
86% to 90% 2,131 4% 2 428 5% 15 19 4% 2 2,578 4% 19
91% to 95% 798 2% 1 170 2% 8 9 2% 1 977 2% 10
96% to 100% 56 0% 0 21 0% 1 6 1% 1 83 0% 2
Greater than 100% 43 0% 1 10 0% 1 22 4% 4 75 0% 6
49,970 100% 14 8,166 100% 95 516 100% 22 58,652 100% 131

(1) LTV of the mortgage portfolio is defined as mortgage portfolio weighted by balance. Currently the Clydesdale Bank PLC portfolio is indexed using the MIAC Acadametrics indices at a
given date, while the Virgin Money Holdings (UK) PLC portfolio is indexed using the Markitindices. The Group view is a combined summary of the two portfolios.

(2) Stage 3 includes £86m of purchased or originated credit impaired (POCI) gross loans and advances.

September 2019 Stage 1 Stage 2 Stage 3" Total
LTV (6} Loans ECL Loans ECL Loans ECL Loans ECL
£m % £m £m % £m £m % £m £m % £m
Less than 50% 21,644 37% 1 682 38% 1 195 42% 3 22,521 37% 5
50% to 75% 26,778 46% 2 816 45% 4 177 38% 8 27,771 46% 14
76% to 80% 3,518 6% 1 117 7% 1 23 5% 2 3,658 6% 4
81% to 85% 2,635 5% 1 75 4% 1 22 5% 3 2,732 5% 5
86% to 90% 2,382 4% 1 73 4% 1 12 3% 2 2,467 4% 4
91% to 95% 1,016 2% 0 29 2% 1 9 2% 2 1,054 2% 3
96% to 100% 79 0% 0 5 0% 0 7 1% 1 91 0% 1
Greater than 100% 68 0% 0 8 0% 0 21 4% 4 97 0% 4
58,120 100% 6 1,805 100% 9 466 100% 25 60,391 100% 40

(1) Stage 3 includes £101m of POCI gross loans and advances.
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The Group also operates a policy of obtaining security against the underlying loanvia the use of guarantees, which can be either limited or unlimited,
making the guarantor liable for only a portionor all of the debt.

The following table shows the total non-property collateral held by sector at 30 Se ptember 2020 in terms of cash, guarantees (these guarantors are

predominantly other financial institutions who are consideredto be of a high credit quality) and netting. The exposure amount shown below is the total
gross exposure (before any credit risk mitigation and after credit conversion factors have been applied where applicable) for arrangements which have

some form of associated collateral held against it and is not the total exposure for each assetclass, as this is disclosed e Isewhere in this section.

Debt Other

2020 (audited) e T R
Exposureclasses

Corporates 8 926 76 - 487 648 2,145 2,359
Total IRB approach 8 926 76 - 487 648 2,145 2,359
Central governments or central banks 5,410 = = = = = 5,410 7,420
Regional governments or local authorities - - 155 - - - 155 155
Public sector entities - - - - - - - -
Financial institutions - - - 295 - - 295 360
Corporates - 170 - - - - 170 170
Secured by mortgages on residertia real estate - - - - - - - -
Secured by mortgages on commercial real estate - - - - - - - -
Exposures in default = 1 = = = = 1 1
Total standardised approach 5,410 171 155 295 - - 6,031 8,106
Total 5,418 1,097 231 295 487 648 8,176 10,465
2019 (audited)

Corporates 12 - 69 - - - 81 203
Total IRB approach 12 - 69 - - - 81 203
Central governments or central banks 3,809 — - - - — 3,809 5,695
Regional governments or loca authorities - - 110 - - - 110 110
Institutions - - - 304 - - 304 360
Corporates 4 6 - - - - 10 10
Secured by mortgages on residertiad real estate - - - - - - - 2
Secured by mortgages on commercial real estate - - - - - - - 1
Exposures in default - - - - - - - -
Total standardised approach 3,813 6 110 304 - - 4,233 6,178
Total 3,825 6 179 304 - - 4,314 6,381

The increase in cash collateral held and corresponding exposure is due to movements within the liquid asset portfolio and similar transactionsoutstanding
at 30 September 2020 (including TFS drawings), reflected within central governments or central banks. The debt securities collateral held continues to be
in relation to a repo where UK Gilts were placed as security.

Lending backed by government guarantees in response to COVID-19 can be seenwithin the Guarantee column.

Following PRA approval duringthe year, the Group moved to recognise AssetFinance and Invoice Finance collateral, being othe r physical collateral and
receivables respectively, as beingeligible collateral from a credit risk mitigation perspectivein relation to the foundation internal ratings-based (FIRB)
approach.

Corporates is the largest sector utilising other risk mitigation techniques, with all five methods utilised dependent on creditquality. The extent to which
these will be used is dependent onthe specific circumstances of the customer.
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Credit quality of loans and advances as at 30 September 2020 (audited)
The following tables highlight the distribution of the Group’s gross loans and advances, ECL and coverage by IFRS 9 stage allocation.

Gross loans and advances®” ECL and coverage

Personal

As at September Mortgages Cards Loans & Overdrafts Combined Business® Total
2020 £m % £m % £m % £m % £m % £m %
Stage 1 49,970  85.2% 3,893  87.2% 767  70.6% 4,660  84.0% 4,589  52.6% 59,219  81.2%
Stage 2 <30 DPD 7,976  13.6% 512  11.4% 298  27.4% 810  14.6% 3,845  44.1% 12,631  17.3%
Stage 2 > 30 DPD 190 0.3% 7 0.2% 6 0.6% 13 0.2% 10 0.1% 213 0.3%
Stage 2 —total 8,166  13.9% 519  11.6% 304  28.0% 823  14.8% 3,855  442% 12,844  17.6%
Stage 3 516 0.9% 52 1.2% 15 1.4% 67 1.2% 279 3.2% 862 1.2%

58,652  100.0% 4,464  100.0% 1,086  100.0% 5,550  100.0% 8,723 100.0% 72,925  100.0%
ECLs
Stage 1 14 10.7% 48  21.6% 22 27.8% 70 23.3% 52 17.1% 136  18.5%
Stage 2 <30 DPD 84  64.1% 141 63.5% 44 55.7% 185  61.4% 176  58.1% 445  60.6%
Stage 2 >30 DPD 11 8.4% 6 2.7% 3 3.8% 9 3.0% - 0.0% 20 2.7%
Stage 2 —total 95  72.5% 147 66.2% 47  59.5% 194  64.4% 176  58.1% 465  63.3%
Stage 3© 22 16.8% 27 12.2% 10  12.7% 37 12.3% 75 24.8% 134  18.2%

131 100.0% 222 100.0% 79  100.0% 301  100.0% 303  100.0% 735  100.0%

Coverage
Stage 1 0.03% 1.34% 3.22% 1.64% 1.42% 0.24%
Stage 2 <30 DPD 1.06% 29.73% 16.67% 25.03% 4.60% 3.56%
Stage 2 >30 DPD 5.98% 76.86% 74.28% 75.83% 5.12% 9.73%
Stage 2 —total 1.17% 30.40% 17.64% 25.81% 4.61% 3.66%
Stage 3© 4.31% 57.48% 79.43% 62.05% 26.77% 15.74%

0.23% 5.37% 8.24% 5.91% 3.91% 1.03%

(1) Excludes loans designated at fair value through profit and loss, balances due from customers on acceptances, accrued interest and deferred and unamortised fee income.
(2) Business coverage has been adjusted to exclude government-backed loans.
(3) Stage 3 includes POCI for gross loans and advances of £86m for Mortgages and £4m Personal; and ECL of £Nil for Mortgages and (£2m) for Personal.
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Gross loans and advances™ ECLs and coverage

Personal

As at September Mortgages Cards Loans & Overdrafts Combined Business Total
2019 £m % £m % £m % £m % £m % £m %
Stage 1 58,120  96.2% 3,806  89.8% 981  94.2% 4,787  90.7% | 5,018  66.2% 67,925  92.7%
Stage 2 <30 DPD 1,637 2.7% 353 8.3% 39 3.7% 392 7.4% | 2,280 30.1% 4,309 5.9%
Stage 2 > 30 DPD 168 0.3% 25 0.6% 7 0.7% 32 0.6% 5 0.1% 205 0.3%
Stage 2 - total 1,805 3.0% 378 8.9% 46 4.4% 424 8.0% | 2,285  30.2% 4,514 6.2%
Stage 3? 466 0.8% 54 1.3% 15 1.4% 69 1.3% 272 3.6% 807 1.1%

60,391 100.0% | 4,238  100.0% 1,042 100.0% 5,280 100.0% | 7,575 100.0% 73,246  100.0%
ECLs
Stage 1 6  15.0% 42 29.0% 11 36.7% 53 30.3% 20 13.6% 79 21.8%
Stage 2 <30 DPD 5 12.5% 65  44.8% 6  20.0% 71 40.6% 72 49.0% 148 40.9%
Stage 2 >30 DPD 4 10.0% 12 8.3% 4 13.3% 16 9.1% - 0.0% 20 5.5%
Stage 2 - total 9 22.5% 77 53.1% 10  33.3% 87  49.7% 72 49.0% 168  46.4%
Stage 3? 25 62.5% 26 17.9% 9 30.0% 35 20.0% 55 37.4% 115  31.8%

40 100.0% 145  100.0% 30 100.0% 175  100.0% 147 100.0% 362 100.0%

Coverage
Stage 1 0.01% 1.11% 1.30% 1.11% 0.40% 0.12%
Stage 2 <30 DPD 0.29% 18.49% 15.55% 18.22% 3.13% 3.41%
Stage 2 > 30 DPD 2.26% 46.91% 67.99% 51.18% 2.27% 9.68%
Stage 2 - total 0.47% 20.35% 23.16% 20.64% 31.30% 3.69%
Stage 3? 5.36% 48.15% 67.90% 50.72% 19.99% 14.25%

0.07% 3.42% 3.22% 3.39% 1.93% 0.50%

(1) Excludes loans designated at fair value through profit and loss, balances due from customers on acceptances, accrued interest and deferred and unamortised fee income.

(2) Stage 3 includes POCI for gross loans and advances of £103m for Mortgages and £8m Personal; and ECL of (E1m) for Mortgag es and (£2m) for Personal.
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Stage 2 balances
There can be a number of reasons that require a financial assetto be subject to a Stage 2 lifetime ECL calculation other tha nreaching the 30 DPD
backstop. The following table highlightsthe relevant trigger pointleading to a financial assetthatis not >30 DPD being in Stage 2:

Personal

At 30 September Mortgages Cards Loans & Overdrafts Combined Business Total
2020 £m % £m % £m % £m % £m % £m %
PD deterioration 7,085 87% 342 66% 293 96% 635 7% 2,883 75% 10,603 82%
Forbearance 174 2% 14 3% 3 1% 17 2% 353 9% 544 4%
AFD or Watch List® 13 0% - - - - - - 586 15% 599 5%
>30DPD 190 2% 7 1% 6 2% 13 2% 10 0% 213 2%
Other® 704 9% 156 30% 2 1% 158 19% 23 1% 885 %
8,166 100% 519 100% 304 100% 823 100% 3,855 100% 12,844 100%

ECLs
PD deterioration 65 68% 86 59% 42 89% 128 66% 103 58% 296 64%
Forbearance 3 3% 5 3% 2 5% 7 4% 31 18% 41 9%
AFD or Watch List® _ _ _ _ _ _ _ _ 37 21% 37 8%
>30DPD 11 12% 6 4% 3 6% 9 5% - - 20 4%
Other® 16 17% 50 34% = = 50 25% 5 3% 71 15%
95 100% 147 100% 47 100% 194 100% 176 100% 465 100%
Personal

At 30 September Mortgages Cards Loans & Overdrafts Combined Business Total
2019 £m % £m % £m % £m % £m % £m %
PD deterioration 809 45% 137 36% 35 76% 172 41% 1,512 66 2,493 55%
Forbearance 214 12% 6 2% 3 7% 9 2% 292 13% 515 11%
AFD or Watch List® 13 1% - - - - - - 446 20% 459 10%
>30DPD 168 9% 25 7% 7 15% 32 8% 5 0% 205 5%
Other® 601 33% 210 55% 1 2% 211 49% 30 1% 842 19%
1,805 100% 378 100% 46 100% 424 100% 2,285 100% 4,514 100%

ECLs

PD deterioration 3 33% 25 32% 5 50% 30 35% 33 46% 66 39%
Forbearance 1 11% 1 1% 1 10% 2 2% 17 24% 20 12%
AFD or Watch List® - - - - - - - - 19 26% 19 11%
>30DPD 4 45% 12 16% 4 40% 16 18% - - 20 12%
Other® 1 11% 39 51% - - 39 45% 3 4% 43 26%
9 100% 77 100% 10 100% 87 100% 72 100% 168 100%

(1) Approaching Financial Difficulty (AFD) and Watch markers are early warning indicators of customers who may be approaching financial difficulties. If these indicators are not reversed they
may lead to arequirement for more proactive management by the Group.
(2) Other includes eCRS (internal rating scale) changes as well as anumber of smaller value drivers.
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Creditrisk exposure, by internal PDrating, by IFRS 9 stage allocation (audited)
The distribution of the Group’s credit exposures by internal PD rating is analysed below.

Gross carrvina amount

Stage 1 Stage 2 Stage 3 Total
£m £m £m £m

As at 30 September 2020
Mortgages PDrange
Strong 0-0.74 44,038 3,785 - 47,823
Good 0.75-2.49 5,246 2,879 - 8,125
Satisfactory 2.50-99.99 686 1,502 - 2,188
Default 100 - - 516 516
Total 49,970 8,166 516 58,652
Personal
Strong 0-2.49 4,144 183 - 4,327
Good 2.50-9.99 500 478 - 978
Satisfactory 10.00-99.99 16 162 - 178
Default 100 - - 67 67
Total 4,660 823 67 5,550
Business
Strong 0-0.74 791 152 - 943
Good 0.75-9.99 3,674 2,733 - 6,407
Satisfactory 10.00-99.99 124 970 - 1,094
Default 100 - - 279 279
Total 4,589 3,855 279 8,723
As at 30 September 2019
Mortgages PDrange
Strong 0-0.74 55,057 833 - 55,890
Good 0.75-2.49 2,648 455 - 3,103
Satisfactory 2.50-99.99 415 517 - 932
Default 100 - - 466 466
Total 58,120 1,805 466 60,391
Personal
Strong 0-2.49 4,197 50 - 4,247
Good 2.50-9.99 553 231 - 784
Satisfactory 10.00-99.99 37 143 - 180
Default 100 - - 69 69
Total 4,787 424 69 5,280
Business
Strong 0-0.74 2,225 175 - 2,400
Good 0.75-9.99 2,791 1,938 - 4,729
Satisfactory 10.00—-99.99 2 172 - 174
Default 100 - - 272 272
Total 5,018 2,285 272 7,575

(1) Stage 3 includes POCI of £86m (2019: 103m) for Mortgages and £4m (2019: £8m) for Personal.
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Reconciliation of movementin gross balances and impairmentloss allowance (audited)

The following tables explain the changes in the loss allowance and gross carrying value of the portfoliosbetween 30 September2019and 30 September
2020. Values are calculated usingtheindividual customer account balances, andthe stage allocation is taken as at the end of each month. The monthly
position of each accountis aggregated to report a net closing position for the period, thereby incorporating all movements an account has made during the
year.

Stage 1 Stage 2 Stage 3V

Total

Gross Gross Gross gross Total
September 2020 Ioinr: Eé:n% Ioznrs Efnl-; Ioe‘ar‘n”s] Eé:rrll_ Ioaﬁ::rs] provisi%r:‘.:,
Virgin Money UK PLC
Openingbaance at 1 October 2019 67,925 79 4,514 168 807 115 73,246 362
Transfers from Stage 1 to Stage 2 (14,972) (81) 9,513 436 - - (5,459) 355
Transfers from Stage 2 to Stage 1 5,032 37 (2,813) (190) - - 2,219 (153)
Transfers to Stage 3 (102) 1) (328) (84) 384 129 (46) 44
Transfers from Stage 3 44 - 76 9 (93) (18) 27 9)
Changes to model methodology 24 (8) (24) (6) - - - (14)
New assets originated or purchased 18,380 96 1,349 90 150 15 19,879 201
Repayments and other movements (3,454) 67 2,304 150 40 (49) (1,110) 168
Repaid or derecognised (13,658) (53) (1,747) (108) (267) (63) (15,672) (224)
Write-offs - - - - (159) (159) (159) (159)
Cash recoveries - - - - - 25 - 25
Individually assessedimpairment charge - - - - - 139 - 139
Closing balance at 30 September 2020 59,219 136 12,844 465 862 134 72,925 735
Mortgages
Openingbaance at 1 October 2019 58,120 6 1,805 9 466 25 60,391 40
Transfers from Stage 1 to Stage 2 (10,390) (20) 4,976 75 - - (5,414) 65
Transfers from Stage 2 to Stage 1 3,525 3 (1,260) a7 - - 2,265 (14)
Transfers to Stage 3 (63) - (69) (6) 86 13 (46) 7
Transfers from Stage 3 38 - 24 3 (34) (6) 28 ?3)
Changes to model methodology - - - - - - - -
New assets originated or purchased 6,981 1 16 - 3 - 7,000 1
Repayments and other movements (2,018) 15 2,784 32 32 (6) 798 41
Repaid or derecognised (6,223) (1) (110) (1) (34) (4) (6,367) (6)
Write-offs - - - - (3) (3) (3) (3)
Cash recoveries - - - - - - - -
Individually assessedimpairment charge - - - - - 3 - 3
Closing balance at 30 September 2020 49,970 14 8,166 95 516 22 58,652 131

(1) Stage 3 includes POCI for gross loans and advances of £86m for Mortgages and £4m Personal; and ECL of £nil for Mortgages and (£2m) for Personal.
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Stage 1 Stage 2 Stage 3 Total

Gross Gross Gross gross Total
September 202 T - T e
Personal
Opening baance at 1 October 2019 4,787 53 424 87 69 35 5,280 175
Transfers from Stage 1 to Stage 2 (1,326) (47) 1,356 270 - - 30 223
Transfers from Stage 2 to Stage 1 723 29 (768) (151) - - (45) (122)
Transfers to Stage 3 (23) (1) (110) (65) 135 96 2 30
Transfers from Stage 3 2 - 3 2 (6) (5) (1) 3
Changes to model methodology 24 (8) (24) (6) - - - (14)
New assets originated or purchased 1,621 26 5 1 1 - 1,627 27
Repayments and other movements (925) 23 (45) 62 36 (52) (934) 33
Repaid or derecognised (223) (5) (18) (6) (40) (36) (281) (47)
Write-offs - - - - (128) (128) (128) (128)
Cash recoveries - - - - - 23 - 23
Individually assessedimpairment charge - - - - - 104 - 104
Closing balance at 30 September 2020 4,660 70 823 194 67 37 5,550 301
Business
Openingbaance at 1 October 2019 5,018 20 2,285 72 272 55 7,575 147
Transfers from Stage 1 to Stage 2 (3,256) (24) 3,181 91 - - (75) 67
Transfers from Stage 2 to Stage 1 784 5 (785) (22) - - 1) 17)
Transfers to Stage 3 (16) - (149) (23) 163 20 2) 7
Transfers from Stage 3 4 - 49 4 (53) ) - 3)
Changes to model methodology - - - - - - - -
New assets originated or purchased 9,778 69 1,328 89 146 15 11,252 173
Repayments and other movements (511) 29 (435) 56 (28) 9 (974) 94
Repaid or derecognised (7,212) 47) (1,619) (101) (193) (23) (9,024) (171)
Write-offs - - - - (28) (28) (28) (28)
Cashrecoveries - - - - - 2 - 2
Individually assessedimpairment charge - - - - - 32 - 32
Closing balance at 30 September 2020 4,589 52 3,855 176 279 75 8,723 303
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Stage 1 Stage 2 Stage 3%
Total

Gross Gross Gross gross Total
September 2019 Ioinni EECnI; Ioi‘nrﬁ EgnI; Ioinni E£CnI1_ Ioaﬁrrlrs] provisicgr;.:,
Virgin Money UK PLC
Openingbaance at 1 October 2018 29,456 53 2,897 86 564 85 32,917 224
Transfers from Stage 1 to Stage 2 (6,552) (60) 6,570 257 - - 18 197
Transfers from Stage 2 to Stage 1 3,619 17 (3,650) (98) - - (31) (81)
Transfers to Stage 3 (153) 2) (496) (82) 650 125 1 41
Transfers from Stage 3 41 - 128 6 (175) (28) (6) (12)
Changes to model methodology (1,752) (5) 32) (6) - - (1,784) (11)
New assets originated or purchased 57,236 152 1,004 65 46 7 58,286 224
Repayments and other movements (984) (23) (268) 17 92 12) (1,160) (18)
Repaid or derecognised (12,986) (53) (1,639) () (233) (15) (14,858) (145)
Write-offs - - - - (137) (199) (137) (199)
Cash recoveries - - - - - 28 - 28
Individually assessedimpairment charge - - - - - 114 - 114
Closing balance at 30 September 2019 67,925 79 4,514 168 807 115 73,246 362
Mortgages
Openingbaance at 1 October 2018 23,572 3 689 3 279 23 24,540 29
Transfers from Stage 1 to Stage 2 (3,851) (4) 3,835 22 - - (16) 18
Transfers from Stage 2 to Stage 1 2,393 1 (2,401) ) - - 8) 8)
Transfers to Stage 3 (92) (1) (185) 4) 276 11 1) 6
Transfers from Stage 3 29 - 72 1 (105) 4) 4) 3)
Changes to model methodology - - - - - - - -
New assets originated or purchased 44,730 8 3 - 138 - 44,871 8
Repayments and other movements (2,412) - (48) 3) (31) (1) (2,491) 4)
Repaid or derecognised (6,249) (1) (160) 1) (83) 2) (6,492) 4)
Write-offs - - - - (8) (3) (8) (3)
Cash recoveries - - - - - - - -
Individually assessedimpairment charge - - - - - 1 - 1
Closing balance at 30 September 2019 58,120 6 1,805 9 466 25 60,391 40

(1) Stage 3 includes POCI for gross loans and advances of £103m for Mortgages and £8m Personal; and ECL of (E1m) for Mortgages and (£2m) for Personal.
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Stage 1 Stage 2 Stage 3 Total

Gross Gross Gross gross Total
Septemper 2019 T T T T S
Personal
Openingbalance at 1 October 2018 1,143 15 38 12 22 18 1,203 45
Transfers from Stage 1 to Stage 2 (931) (48) 970 194 - - 39 146
Transfers from Stage 2 to Stage 1 403 12 (422) (70) - - (19) (58)
Transfers to Stage 3 (28) (1) (95) (56) 125 91 2 34
Transfers from Stage 3 3 - 2 1 (7) (6) (2 5)
Changes to model methodology 32 1) (32) (6) - - - 7
New assets originated or purchased 4,429 85 2 - 1 1 4,432 86
Repayments and other movements (20) (5) (24) 17 36 4) 8) 8
Repaid or derecognised (244) 4) (15) 5) 8) (6) (267) (15)
Write-offs - - - - (100) (165) (100) (165)
Cash recoveries - - - - - 27 - 27
Individually assessedimpairment charge - - - - - 79 - 79
Closing balance at 30 September 2019 4,787 53 424 87 69 35 5,280 175
Business
Openingbaance at 1 October 2018 4,741 35 2,170 71 263 44 7,174 150
Transfers from Stage 1 to Stage 2 (1,770) (8) 1,765 41 - - 5) 33
Transfers from Stage 2 to Stage 1 823 4 (827) (29) - - 4) (15)
Transfers to Stage 3 (33) - (216) (22) 249 23 - 1
Transfers from Stage 3 9 - 54 4 (63) (8) - 4)
Changes to model methodology (1,784) (4) - - - - (1,784) 4)
New assets originated or purchased 8,077 59 999 65 44 6 9,120 130
Repayments and other movements 1,448 (28) (196) 3 (50) ) 1,202 (22)
Repaid or derecognised (6,493) (48) (1,464) (71) (142) 7) (8,099) (126)
Write-offs - - - - (29) (31) (29) (31)
Cashrecoveries - - - - - 1 - 1
Individually assessedimpairment charge - - - - - 34 - 34
Closing balance at 30 September 2019 5,018 20 2,285 72 272 55 7,575 147

Transfer from Stage 1 to Stage 2 (non-creditimpaired)
A lifetime ECL calculation is required where an asset has been assessed as experiencing a significantincrease in credit risk (SICR), as determined by the

Group’s staging criteria. The non-creditimpaired movements are classed as Stage 2.

Transfer from Stage 2 to Stage 1

A 12-month ECL calculationis required where anasset,that had previously been classed as Stage 2, reverts back to the conditions observed at theinitial
credit assessment.

Transfer to Stage 3

A lifetime ECL calculation is required where an asset has been assessed as experiencing a SICR, as determined by the Group’s staging criteria. The
creditimpaired movements are classed as Stage 3.

Transfer from Stage 3
Where an asset, that had previously been classed at Stage 3, has either (i), reverted back to the conditions observed at the initial credit assessment where
a 12-month ECL should be calculated or (ii) no longer meets the criteria for Stage 3 but does meet the criteria for Stage 2, it is transferred to that category.

Changes in model methodology
ECL value changes resulting froma changeto an underlying model methodology.

New assets originated or purchased
The balance and ECL calculated onnewly opened or originated assets. Assets where the term has ended, and a new facility has been provided are
reported as new assets.

Repayments and other movements
Movements due to customer repayment and other minor movements not captured under any other category.
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Repaid or derecognised (excluding write-offs)
ECL impact from customer repayment or derecognition of all or part of an asset, other thanthatresulting from a write -off.

Write-offs

ECL impact due to the reduction of all, or part, of an asset balance due to a write -off approved by the Group. ECL release may appear higherthan the
asset balance on some occasions as a result of the initial ECL lifetime beingreleased, in additionto the individually asses sed provision applied forthe
asset balance write-off.

Cashrecoveries
ECL impact of payments received on assets that had previously been written off.

Individually assessed impairment charge
The income statement charge where an individually assessed provision has been recognised or a direct write -off has beenapplied to an asset balance
and reported separately fromthe Stage 3 provision.

Scenarios,weightings and macroeconomic assumptions
The Group’s ECL allowance as at 30 September 2020 was £735m (30 September2019:£362m).

Macroeconomic assumptions

A range of future macroeconomic conditions is used in the scenarios over the five-year forecastperiod, reflecting the best estimate of future conditions
under each scenario. The Group has identified the following key macroeconomic conditions as the most significantinputs for IFRS 9 modelling purposes:
UK GDP growth, inflation, house prices, base rates,and unemployment rates. These are assessed and reviewed on a quarterly ba sis to ensure
appropriateness and relevance tothe ECL calculation. The output of the models is then supplemented by PMAs when it is considered thatnot all the risks
identified in a product segmenthave been accurately reflected within the models.

The shockto the economy as a result of COVID-19 has been fasterand more severe than any in history. This has putincreased emphasis on the IFRS 9
models and the impact of the forward-looking multiple macroeconomic scenarios on ECLs. As a result, the Group has re-assessedthe possible IFRS 9
scenarios to select appropriate scenarios and weightings. The scenario weightings are considered and debated by an internal review panel and then
recommended and approvedforuse in the IFRS 9 models by ALCO. Thethree scenarios selected, together with the weightings app lied, have been
updated to reflect the current economic environment:

Scenario 2020 (%) 2019 (%)
Upside 5 20
Base 50 60
Downside 45 20

The ‘Upside’ scenario has beenreduced to a 5% weighting as it is considered to be overly optimistic in the currenteconomic environmentand the
medium-term outlook. The decrease in the level of weighting applied to the ‘Base’ scenario is reflective of the severity of theimpact of COVID-19 onthe
UK economy and the subsequent view that a larger share of the weightings should be focused onthe downside scenario.

Upside (5%)

This reflects the unprecedented collapse of GDP (20% year-on-year, based on Q2 of the calendar year). The resultant effect is a predicted annual
reduction of 10.8% in GDP in 2020. Public sector borrowing is expectedto exceed 14% of GDP in the fiscal year 2020/21, lifting public debt to c. 110% of
GDP in the nearterm before falling back to stabilise at c. 97% (the pre-crisis long run forecastwas c. 80%).

Base (50%)

Growth in GDP is limited to an average of just 0.5% per annum for the next five years, which translates into around 4% lower than in the upside scenario
by the end of the forecastperiod. Unemploymentpeaks at 8.8% and recovers slowly while property prices, and in particular co mmercial property prices,
suffer sharp falls and only recover to pre-crisis levels towards the end of the scenario.

Downside (45%)
Demand shock fromlockdown is compounded by financial crisis, with the slow pace of lifting lockdown restrictions weighing on sentiment, as investment
decisions are delayed. The size of the deficit leads to the re-introduction of austerity measures, with outputdeclining by c. 24% peak to trough and

unemployment surging to 12%.

Within each portfolio, the following are the macroeconomic inputs which are more sensitive and therefore more likely to drive the move from Stage 1 to
Stage 2 under a stress scenario:

Mortgages: Unemployment, House Price Index (HPI) and Base Rate.
Personal: Unemployment and Inflation.

Business: GDP, Unemployment and Base Rate.
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Five-year simple averages and graphical illustrations for the most sensitive inputs of unemployment, GDP and HP| are:

Unemployment GDP HPI
% % %
at 30 September 2020
Upside 4.4 1.3 1.7
Base 6.5 0.5 (1.6)
Downside 7.4 (0.4) (6.2)
at 30 September 2019
Upside 3.4 2.7 5.8
Base 3.8 1.8 2.9
Downside 5.8 0.2 (4.6)

The fullrange of the key macroeconomic assumptions is included in the table onpage 45.

The use of estimates, judgements and sensitivity analysis
The following are the main areas where estimates and judgements are appliedto the ECL calculation:

The use of estimates

Assetlifetimes

The calculation of the ECL allowanceis dependent onthe expected life of the Group’s portfolios. The Group assumes the remaining contracttermas the
maximum period to consider credit losseswherever possible. Forthe Group’s creditcard and overdraft portfolios, behavioural factors such as observed
retention rates and other portfolio level assumptions are takeninto considerationin determining the estimated asset life.

Economic scenarios
The calculation of the Group’s impairment provision is sensitive tochanges in the chosen weightings as highlighted above . The effect on the closing
modelled provision of each portfolio as a result of applying a 100% weighting to each of the selected scenarios is shown below:

Probability
Weighted @ Upside Base Downside
£m £m £m £m

30 September 2020

Mortgages 46 7 28 76
Personal of which: 190 162 183 204
Cards 165 139 158 179
Personal loans and overdrafts 25 23 25 25
Business 260 156 214 324
Total 496 325 425 604

Probability
Weighted Upside Base Downside
£m £m £m £m

30 September 2019

Mortgages 16 14 14 25
Personal of which 156 150 153 172
Cards 131 125 128 146
Personal loans and overdrafts 25 25 25 26
Business 94 75 88 134
Total 266 239 255 331

(1) In addition to the modelled provision shown in the table, the Group holds £186m relative to PMAs (2019: £49m) and £53m of individually assessed provision (2019: £47m).
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One of the criteria for moving an exposure between stages is the PD which incorporates macroeconomic factors. As a result, the stage allocation will be
different in each scenario and so the probability-weighted ECL cannot be recalculated using the scenario ECL provided and the scenario weightings.

Certain asset classes are less sensitive to specific macroeconomic factors, showing lower relative levels of sensitivity. To ensure appropriate levels of
ECL, the relative lack of sensitivity is compensated for through the application of postmodel adjustments, further detail of which can be found below.

The use of judgement

SICR

Considerable judgement is required in determining the point at which a SICR has occurred, as this is the pointat which a 12-month ECL is replaced by a
lifetime ECL. The Group has developed a series of triggers that indicate where a SICR has occurred when assessing exposures for the risk of default
occurring at each reporting date compared to therisk at origination. There is no single factor that influences this decision, rather a combination of different
criteria that enables the Group to make an assessment based on the quantitative and qualitative information available. This includes the impact of forward-
looking macroeconomic factors butexcludes the existence of any collateral implications.

Indicators of a SICRinclude deterioration of theresidual lifetime PD by set thresholds which are unique to each product portfolio, non-defaultforbearance
programmes, and watch list status. The Group adopts the backstop positionthat a SICR will have taken place when the financial assetreaches 30 DPD.
Customers who requested COVID-19 related support, including payment holidays, and who were notthe subject of any wider SICR triggers orwho were
otherwise assessed as having the ability in the mediumtermto be viable and meet our risk appetite criteria, were notconsid ered to have beengranted
forbearance orto have a SICR.

The Group does not have a set absolute threshold by which the PD would have to increase by in establishingthata SICR has occurred, and has
established an approach with the required SICR threshold trigger varying on a portfolio basis according to the origination PD.

The table below illustrates this with reference to the Group’s business and credit Card portfolios:

Origination PD SICR Trigger

Business Low origination PD 0.04% 0.23%
High origination PD 10.09% 13.20%

Credit cards Low origination PD 1.00% 23.86%
High origination PD 11.00% 28.11%

Changes to the overall SICR thresholds can also impact staging, driving accounts into higher stages with the resultantimpact on the ECL allowance:

2020 (£Em) 2019 (£Em)
A 10% movementin the mortgage portfoliofrom Stage 1 to Stage 2 +18 +7
A 10% movementin the credit card portfalio from Stage 1 to Stage 2 +56 +52
A 10% movementin the business portfdio from Stage 1 to Stage 2 +11 +13
A PD stress which increases PDs upwards by 20% forall portfolios +151 +54

Definition of default

The PD of a credit exposure is a key input to the measurement ofthe ECL allowance. Default occurs whenthere is evidence that a customer is
experiencing significantfinandal difficulty whichis likely to affect the ability to repay amounts due. The Group utilises the 90 DPD backstop for default
purposes.

PMAs

The ECL provision is furtherimpacted by judgements in the form of PMAs, which are judgements that increase the collectively assessed modelled output
where the Group considers that not all of the known or potential future risks identified in a particular product segment have been accurately reflected within
the models.

At 30 September 2020, £186m of PMAs (2019: £49m) are included within the balance sheet ECL provision of £735m (2019: £362m) and categorised as:

2020 2019

Total Total

£m £m

Mortgages 75 14
Personal 111 19
Business - 16
Total 186 49

PMAs account for 57% of the mortgage ECL provision of £131m (2019: 35% of £40m) and 37% of the personal ECL provision of £301m (2019: 7% of
£175m). The Group does not hold PMAs in relation to the Business portfolio. PMAs are assigned between Stages 1 and 2. PMAs are discussed in more

detail in the divisional commentary on pages 25 - 28.
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The key macroeconomic factors used in the scenarios and their weighted averagesare™:

Scenario weltghting Economic measure® 2020 2001 2022 2023 2024
Upside 5% Base rate 0.2% 0.1% 0.1% 0.2% 0.4%
Unemployment 5.5% 5.1% 3.9% 3.7% 3.6%
GDP (10.8%) 10.2% 3.5% 1.9% 1.8%
Inflation 0.7% 1.2% 1.7% 1.8% 1.7%
HPI (4.2%) (1.8%) 6.7% 4.0% 3.8%
Base 50% Base rate 0.2% 0.1% 0.1% 0.2% 0.3%
Unemployment 6.1% 7.8% 6.3% 6.3% 6.0%
GDP (14.0%) 7.9% 4.6% 2.1% 1.8%
Inflation (0.6%) (0.2%) 2.0% 2.3% 1.2%
HPI (7.3%) (8.5%) 1.5% 1.9% 4.1%
Downside 45% Base rate 0.2% (0.5%) (0.5%) (0.3%) (0.3%)
Unemployment 6.7% 10.0% 7.2% 6.8% 6.5%
GDP (16.9%) 5.0% 5.7% 2.0% 1.9%
Inflation (0.2%) (1.4%) 1.0% 2.4% 0.8%
HPI (11.2%) (15.6%) (6.7%) (2.2%) 4.8%
Weighted average Base rate 0.2% (0.2%) (0.2%) (0.1%) 0.0%
Unemployment 6.3% 8.6% 6.6% 6.4% 6.1%
GDP (15.1%) 6.7% 5.1% 2.1% 1.9%
Inflation (0.4%) (0.7%) 1.5% 2.3% 1.1%
HPI (8.9%) (11.4%) (1.9%) 0.2% 4.4%

(1) Economic assumptions are on a calendar year basis unless otherwise stated.

(2) The percentages shown for base rate, unemployment and inflation are averages. Those for GDP and HPI are year on year.

Other creditrisks
The Group is exposed to credit risk on its other banking and Treasury-related activities, which are subject to mitigation and monitoring. No material ECL

provisions are currently held for these exposures.

Offsetting of financial assets and liabilities

The Group reduces exposure to credit risk through central clearing for eligible derivatives and daily posting of cash collate ral on such transactions as
detailed in note 3.6to the financial statements. The amounts offseton the balance sheet,as shown below, represent derivatives and variation margin
collateral with central clearing houses which meetthe criteria for offsetting under IAS 32. The table excludes financial instruments not subjectto offset and
that are only subject to collateral arrangements (e.g.loans and advances).

The Group enters into derivatives with various counterparties which are governed by industry -standard master netting agreements. The Group holds and
provides collateral in respect of derivatives transactionscovered by these agreements. The right to offsetbalances under these master netting agreements
only arises in the event of non-payment or default and, as a result, these arrangements do notqualify for offsetingunder IAS 32.
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The netamounts presented in the table are not intended to represent the Group’s exposure to credit risk, as the Group will use a wide range of strategies
to mitigate credit risk in addition to nettingand collateral.

Net amounts not offset
on balance sheet

Cash
Gross amounts Net amounts Subject to collateral
Gross amounts balanggssei:e(g bal g;?:?ae;g?e%t?g me;treéenniréi&g leaf:[(je?veg(; Net amount
£m £m £m £m £m £m
2020 (audited)
Assets
Derivative financial instruments® 423 (105) 318 (127) (12) 179
Liabilities
Derivative financial instruments® 1,063 (813) 250 (127 (83) 40
Securities sold underrepurchase agreement = = = = = =
2019 (audited)
Assets
Derivative financial instruments® 478 (112) 366 (70) 8) 288
Liabilities
Derivative financial instrumerts® 739 (466) 273 (70) (190) 13
Securities sold underrepurchase agreement 1,554 - 1,554 (1,554) - -

(1) Cash collateral amounts are limited to the net balance sheet exposure in order to exclude any over collateralisation. In addition to cash collateral, the Group holds securities collateral in
respect of derivative transactions subject to master netting agreements of £522m (2019: £57m), which is not recognised on the balance sheet.

(2) Derivative financial instruments comprise both trading and hedging derivative assets and liabilities.
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Strong foundations supporting resilience and growth

The financial risk framework underpins the Group’s robust balance sheet, ensuring strategy is resilient and responsive to external pressures,
including the impact of COVID-19 and changingregulatory obligations.

Financial risk covers several categories of risk which impact the manner in which the Group can support its customers in a safe and sound manner. They
include capitalrisk, fundingrisk, liquidity risk, market risk, and pensionrisk. During the year, model risk was removed as a sub-category of financial risk
and promoted to principal risk status. Furtherinformation can be found on page 169 in the Group’s Annual Report & Accounts.

Risk appetite

The primary objective forthe managementof financial risks is to control the risk profile within approved risk limits, to maintain the confidence of the
Group’s customers and other stakeholders. Financial risks are also managed to protectcurrent and future earnings from the impact of market volatility.
The Group applies a prudent approach to finandial risks in order to safeguard the ongoing strength and resilience of the balance sheet. These actvities
are all undertaken in a manner consistent with the Group’s obligations underring-fencing legislationand prudential rules.

Financial risk appetite is approved by the Board, with authority delegatedto ALCO for subsequent implementation and monitoring. The Board has
established a range of capital risk appetite measures including CET1, leverage and minimum holdings of capital. Measures for funding and liquidity risks
considerthe structure of the balance sheet, the Group’s overall funding profile and compliance with the Overall Liquidity Ad equacy Rule (OLAR). Board-
approved risk appetite covers both regulatory and internal liquidity requirements and the need to maintain access to liquidity resources sufficient to
accommodate outflows of funds in a range of stress scenarios over a one-monthand three-month period.

The Group’s participationin wholesale markets, along with its use of financial instruments, is to fund its banking activities and manage the liquidity and
interest rate risks arising fromthese activities. The Group establishes an appetite for these risks based on an overriding p rinciple thatthe Group will not
engage in proprietary risk taking.

The Group’s pension risk appetite is a component of the Group -wide RAS framework for the managementof balance sheetrisks and is consideredin the
context of potential capital impacts as a result of volatility in the Scheme’s valuations.

Capital risk
Capitalis held by the Group to protectits depositors, to coverinherent risks in a normal and stressed operating environment and to support the Group’s
strategy of pioneering growth. Capital risk is the risk that the Group has insufficient quantity or quality of capital to support its operations.

Exposures
Capital risk exposures arise when the Group has insufficient capital resources to support its business activities or to meet regulatory capital requirements
under normal operating conditions or stressed scenarios.

Measurement

The Group manages capital in accordance with prudential rules issued by the PRA andthe FCA, which are implemented through the CRD IV CRR
regulatory framework. Pillar 1 capital requirements for the yearended 30 September 2020 are calculated in respectof credit risk, operational risk, market
risk, counterparty credit risk and credit valuation adjustments. The capital requirementsfor retail mortgages are calculated using anadvanced internal
ratings based (AIRB) approachwhile the business portfoliosuse a foundationinternal ratings based (FIRB) approach. In March 2020, the Group rece ived
approval to move the specialised lending portfolio from the standardised approach to an IRB slotting basis. All other require ments are calculated using the
standardised approach.

The Group obtained IRB accreditation for certain portfolios in October 2018. The PRA has since released a final policy statement outlining its approachto
implementing definition of default per EBA guidelines. Further to this, there are recommended changes to both PD and LGD model components relating

directly to the calculation of risk-weighted capital requirements. In July 2020, the PRA announced theirtimeline to evaluate the approach of UK banks to
the change in the definition of default calculation. Implementation for residential mortgage portfolios is expected to bein 2021 and by 1 January 2022 for

all other exposure classes, subject to PRA approval.

Arigorous approach is taken to assessing risks that are not adequately covered by Pillar 1, including interest raterisk and pension risk. The Group also
undertakes analysis of a range of stress scenarios to test theimpact on capital arising from severe yet plausible scenarios. These approaches to capital

are thoroughly documented in the Group’s ICAAP which is subjectto review, challenge and approval by the Board.

The Group IRB framework looks at the customer and business PD along with loss severity (EAD and LGD). The outputs are used in the calculation of
RWA, EL and IFRS 9 ECL. The IRB parameters and rating assessments are actively embedded in the following day -to-day processes:

e Creditapproval — IRB models and parameters are used to assess the customerrisk and IRB outputs are used to inform cut-off models that drive the
lending decisions;

e Pricing — IRB outputs and estimates are used in the assessment of new products and portfolio pricing reviews;
e Risk appetite — IRB parameters are included in the assessment of models and are analysed to inform the Group’s risk capacity and appetite; and
e Asset quality — IRB parameters are monitored to understand the product and segment performance of the Group’s portfolios.

Regulatory capital developments
The regulatory landscape for capital is subject toa number of changes whichleads to uncertainty on eventual outcomes.

Reconciling capital requirements and macroprudential buffers
On 6 July 2020, the PRA published Policy Statement15/20, which updates the Pillar 2A capital framework for the additional resilience a ssociated with
higher macroprudential buffer requirements in a standard risk environment. The PRA will make changes to Pillar 2A, where applicable,on or before 16

December2020.
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Capital Requirements Directive V (CRD V) and Capital Requirements Regulation Il (CRR II)

On 16 July 2020, Her Majesty’s Treasury (HMT)issued a consultationon aspects of CRD V that must be implemented before the e nd of the transition
period forthe UK leaving the EU. Items being consulted on include macro-prudential tools (O-SlI buffer, Systemic Risk Buffer), holding companies and
equal pay framework and enforcement. On 15 October 2020, HMT published a summary of responses to the consultation and laid draftlegislation in
Parliament.

On 31 July 2020, the PRA issued CP12/20 'CRD V' which set out proposed changes to the PRA's rules, supervisory statements and statementsof policy
to meet the objectives of CRD V. This consultation was focused on Pillar 2, re muneration, intermediate parent undertakings, governance, and third -county
branch reporting.

On 20 October 2020, the PRA issued CP17/20‘CRD V: Furtherimplementation’. This consultationis focused on: the approval and supervision of holding
companies; measures to enhance supervisory requirements for interest rate risk in the banking book (IRRBB); revisions to the capital buffers framework;
amendments to the definition of the maximum distributable amount thatconstrains a firm’s distributions whenit uses its capital buffers; and clarifying the
quality of capital required to meet Pillar 2. It also covers CRR measures in respect of the process through which variable ca pital requirements may be
applied to firms’ real estate exposures, and the methods that may be usedfor prudential consolidation.

Based on the CRD V and CRR Il requirements published in the EU Official Journal and the subsequent HMT/PRA releases, the Group does notanticipate
a material impact on capital ratios.

Basel lllrevisions

The Basel Committee published its final reforms to the Basel Il framework in December 2017. The amendments include changes to the standardised
approaches to credit and operational risks and the introduction of a new RWA outputfloor. The reforms are subject to a tran sition period from 2023 to
2028.

IRB approach to UK mortgage risk weights

In September2020, the PRA issued Consultation Paper 14/20 ‘Interal RatingsBased UK mortgage risk weights: Managing deficiencies in model risk
capture’. The proposals helpaddress the PRA’s view of prudential risks from “inappropriately low” IRB UK mortgage risk weights with the aim of:

o reducing the differencein standardised approach and IRB mortgage risk weights for current UK mortgages;

e placing a limit on future divergence; and

e reducing the variability of mortgage risk weights between those firms on the IRB approach for givenlevels of mortgage LTVs.
Key proposals from this are the introduction of the following floors:

e anindividual mortgagerisk weight of at least 7%; and

e anexposure-weighted average risk weight of at least 10% for an IRB UK mortgage portfolio as a whole.

Following consultation, the PRA’s final policy is expected to take effect from 1 January 2022.

COVID-19 regulatory capital developments

There have been a number of regulatory capital developments in the UK and Europe in response to COVID-19. Key items relevant to the Group are set
out below.

Governmentbacked loan schemes

During the year, the Group participatedin the various government backed loan schemes for businesses, in addition to offering payment holidays to both
business and retail customers. Impactsto the Group's financial risk profile are discussed in this sectionand further details on loan schemes are provided
in the credit risk section.

Revisedtimelines

In orderto provide operational capacity for banks to respond to the immediate financial stability priorities resulting from the impact of COVID-19, boththe
PRA and Basel communicated revised timelines across key regulatory initiatives. The implementation of the Basel lll revisions has beendelayed by one
yearto 1 January 2023, and includes revisions to: the standardised approach to credit risk; IRB approach; operational risk framework, market risk
framework; Pillar 3 disclosures and the introduction of output floors.

In addition, the PRA advised that the proposals in Consultation Paper 21/19 ‘Credit risk: PD and LGD estimation’ will be delayed by one yearto 1 January
2022 and the hybrid IRB models will also be delayed until the same date.

On 26 March 2020, the PRA wrote to CEOs of UK bankssetting out guidance in respect of:

e consistent and robust IFRS 9 accounting and the regulatory definition of default;

* the treatment of borrowers who breach covenants dueto COVID-19;and

o the regulatory capital treatment of IFRS 9.

The PRA has subsequently provided a number of updates tobanks in this regard as the COVID-19 situation evolves.

CRR ‘Quick Fix’ package

On 24 June 2020, the European Parliamentadopted regulation to facilitate lendingto households and businesses in the EU in light of COVID-19. This
package, known as the ‘CRR Quick Fix’, came into force on 27 June 2020 and made a number of beneficial amendments to the CRR that apply to the
Group, including changes to IFRS 9 transitional arrangements and SME supporting factors.

On 14 October 2020, the EBA publishedits final draft Regulatory Technical Standards (RTS) specifying the prudential treatmen tof software assets. The
RTS replaces the current upfront full deduction with a simple approach based on a prudential amortisation of software assets calibrated over a maximum
period of three years. The RTS will become effective on the day following its publicationin the Official Journal of the European Union.
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Mitigation
The Group’s capital risk policy standard provides the framework for the management of capital within the Group. The objective s of the policy standard are
to efficiently manage the capital baseto optimise shareholder returns while maintaining ro bustcapital adequacy, meeting regulatory requirements,

managing the ratingagencies assessment of the Group, and ensuring thatexcessive leverage is not taken.
The Group is able to accumulate additional capital through retention of profitovertime, which may be increased by: income growth and cost cutting;

raising new equity via, forexample, a rights issue; reducing or cancelling distributions on capital instruments; and raising AT1and Tier 2 capital. The
availability and cost of additional capital is dependent upon market conditions and perceptions at the time. The Group is also able to manage the demands

for capital through managementactions including adjusting lending strategy.

Capital optimisation remains a key strategic priority of the Group. Work is progressingto ensure thatthe approach to models and IRB portfolios supports
the overall strategy and delivers robustoutcomes for the management of risks.

Monitoring

The capital plan is approved by the Board annually, and ALCO monitors the actual and forecast position monthly. This ensures that performance trends
are reviewed and that there is transparency of the impact on capital ratios, risk appetite and the future outlook.

Capital position
The Group’s capital positionas at 30 September 2020 is summarised below:

Regulatory capita (unaudited)(l) zgﬁ? 2(32
Statutory total equity 4,932 5,021
CET1 capital: regulatory adjustments(z)

AT1 capital instruments (915) (915)
Defined benefit pension fund assets (470) (257)
Prudent valuation adjustment (6) (5)
Intangible assets (477) (501)
Goodwill (11) (11)
Deferred tax asset relying on future profitability (151) (146)
Cash flow hedge reserve 80 26
Excess expected losses - (88)
AT1 coupon accrual (21) (20)
IFRS 9 transitional adjustments 310 100
Total regulatory adjustmentsto CET1 (1,661) (1,817)
Total CET1 capita 3,271 3,204
AT1 capital

AT1 capital instruments 915 915
Total AT1 capital 915 915
Total Tier 1 capital 4,186 4,119
Tier 2 capital

Subordinated debt 749 721
Total Tier 2 capital 749 721
Total regulatory capital 4,935 4,840

(1) This table shows the capital position on a CRD IV ‘fully loaded’ basis and transitional IFRS 9 basis.
(2) A number of regulatory adjustments to CET1 capital arerequired under CRD IV regulatory capital rules.
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CRD IV CRD IV
Regulatory capita flowof funds (unaudited)(l) 2(3:]) 2(3:‘1)
CET1capita®
CET1 capital at 1 October 3,204 2,113
Share capital and share premium 1 3
Retained earnings and other reserves (including special purpose entities) (91) (210)
Acquisition of Virgin Money Holdings (UK) PLC - 1,567
Prudent valuation adjustment 1) 2)
Intangible assets 24 (89)
Goodwill = (11)
Deferred tax asset relying on future profitability (5) (47)
Defined benefit pension fund assets (213) (119)
Cash flow hedge reserve 54 (23)
Excess expected losses 88 (88)
IFRS 9 transitional relief 210 100
Total CET1 capital at 30 September 3,271 3,204
AT1capital
AT1 capital at 1 October 915 450
AT1 capital issuedand transferred from Virgin Money Holdings (UK) PLC - 465
Total AT1 capital at 30 September 915 915
Total Tier 1 capital at 30 September 4,186 4,119
Tier 2 capital
Tier 2 capital at 1 October 721 626
Credit risk adjustments® - (152)
Capital instruments issued: subordinated debt 472 247
Capital instruments purchased: subordinated debt (444) -
Tier 2 capital at 30 September 749 721
Total capital at 30 September 4,935 4,840

(1) The table shows the capital position on a CRD IV ‘fully loaded’ basis and transitional IFRS 9 basis.
(2) CET1 capital is comprised of shares issued and related share premium, retained earnings and other reserves less specified regulatory adjustments.
(3) The transition to IFRS 9reporting has removed the requirement for Tier 2 credit risk adjustments.
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The Group’s CET1 capitalincreased by £6 7min the year, primarily driven by regulatory adjustments for expectedlosses (ELs) and transitional relief of
£298m, offset by theloss forthe year of £141mand AT1 distributions of £79m.

During the year, there were also increases in Tier 2 capital. The Groupissued an additional £475m of Tier 2 capital in September 2020in the form of Fixed
Rate Reset Callable Tier 2 Notes due 2030. In addition, during the year the Group purchased £445m of Fixed Reset Callable Subordinated Tier 2 Notes
due 2026. The balances do not agree directly to the regulatory capital flow of funds statement above due to differences between the accounting and
regulatory carrying values.

Minimum Pillar 1 capital requirements (unaudited) 2c§7c1) 22_?
Credit risk 1,720 1,685
Operational risk 205 209
Counterparty credit risk 14 15
Credit valuation adjustment 14 15
Total Pillar 1 regulatory capital requirements 1,953 1,924
RWA movements (unaudited)
12 months to 30 September 2020 12 months to 30 September 2019)

Capital Capital
RWA flow statement IRB Rvglrﬁ STD RVEVrﬁ Other Rvgr,:\ T%tril requu;r(]i IRB RVEVrﬁ STD Rvgnﬁ: Other Rvgné T%tr?]l reqw{r:_'en(:
RWA at 1 October 15,104 5,953 2,989 24,046 1,924 - 18,104 1,998 20,102 1,608
Asset size (48) 187 - 139 11 183 531 10 724 58
Asset quality 464 (65) - 399 33 484 (61) - 423 34
Model updates® 149 = = 149 12 (396) - - (396) (32)
Methodology and policy (287) (48) - (335) 27) 250 - - 250 20
Acquisitions and disposals - - - - - 4,330 2,870 962 8,162 654
IRB accreditation 457 (473) - (16) (1) 10,247 (15,592) - (5,345) (428)
Other® 7 88 (78) 17 1 6 101 19 126 10
RWA at 30 September 15,846 5,642 2,911 24,399 1,953 15,104 5,953 2,989 24,046 1,924

(1) The comparative has been restated in line with current year presentation following a change inflow logic.
(2) Model updates include the mortgage quarterly PD calibrations.
(3) 'Other" includes operational risk, CVA and counterparty credit risk.

Methodology and policy movements have beendriven primarily by SME Supporting Factor changes, which were implemented by the CRR Quick Fix
package and took effect from 27 June 2020, resultingin a £695m reductionin RWA. The other material change is the inclusion of a new mortgage LGD
model, approved by theregulator and deployed intothe heritage Virgin Moneyrating systemin March 2020. This resulted in an uplift of £511m in RWA
due to increased risk sensitivity and improved downturn estimation.

Of the remaining reduction of £151m, £94m relates to the recognition of eligible collateral in relation to the assetfinance andinvoice finance portfolios,
following approval by the PRA. In addition, there was a £68m reduction due to a change in the credit conversion factor applie dto personal current
accounts and business credit cards.

IRB accreditation movements were driven by PRA approval receivedin March 2020 to move the specialised lending portfolio from the standardised
approach to IRB slotting. This was first reported in June 2020.
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Pillar 1 RWA and capital requirements by business line (unaudited)
At 30 September 2020

At 30 September 2019

Capital Capital

Capital requirements for calculating RWA reqwr;ﬁ R\Q/mA EXDOSE:T? reqwr;r(]i Rvi\lrﬁ EXPOSE::
Corporates 509 6,362 9,468 501 6,258 8,587
Retail 759 9,484 62,683 708 8,846 64,067
Total IRB approach 1,268 15,846 72,151 1,209 15,104 72,654
Central governments or central banks = - 12,264 1 9 11,663
Regional governments or loca authorities 1 13 219 1 13 175
Public sector entities - 5 409 - 5 335
Multilateral development banks = - 1,268 - - 1,034
Financial institutions 15 186 898 16 195 948
Corporates 17 210 233 28 347 376
Retail 327 4,090 5,453 319 3,993 5,324
Secured by mortgages on immovable property 12 144 433 40 498 875
Exposures in default 5 62 58 5 59 55
Collectiveinvestments undertakings - - - - 1 1
Equity exposures 1 14 13 1 11 9
Items associated with particularly high risk - - - 1 11 7
Covered bonds 12 144 1,442 11 141 1,415
Other items 62 774 746 53 670 754
Total standardised approach 452 5,642 23,436 476 5,953 22,971
Total creditrisk 1,720 21,488 95,587 1,685 21,057 95,625
Operational risk 205 2,557 = 209 2,606

Counterparty credit risk 14 179 - 15 191

Credit valuation adjustment 14 175 - 15 192

Total Pillar 1 regulatory capital requirements 1,953 24,399 - 1,924 24,046
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The exposure amounts disclosed in the Pillar 1 RWA and capital requirements by business line table are post-credit conversion factors and pre-credit
mitigation.

Additional breakdown analysis of the IRB portfolios can be seenwithin the ‘EU CR6 — IRB Approach— Credit risk by exposure class and PD range’ table
in the Group’s Pillar 3 disclosures.

Capital position and CET1 (unaudited) 2?57? 2%}2
RwA®Y

Retail mortgages 9,484 8,846
Business lending 6,716 7,124
Other retail lending 4,151 4,042
Other lending 343 481
Other® 794 564
Total creditrisk 21,488 21,057
Operational risk 2,557 2,606
Counterparty credit risk 179 191
Credit valuation adjustment 175 192
Total RWA 24,399 24,046

(1) RWA are calculated under the AIRB approach for the mortgage portfolio and the FIRB approach for the business portfolio. In March 2020, the Group received approval to move the
specialised lending portfolio from a standardised approach to IRB slotting, with this change first being reported in June 2020. All other portfolios are calculated under the standardised
approach, via either sequential IRB implementation or Permanent Partial Use.

(2) The items included in the Other exposure class that attract a capital charge include items inthe course of collection, fixed assets, prepayments, other debtors and deferred tax assets that
are not deducted.

IFRS 9 transitional arrangements (unaudited)
This table shows a comparison of capital resources, requirements and ratios with and without the application of transitional arrangements for IFRS 9.

30 September 2020 (Em)

IFRS 9 IFRS 9
Available capital (amo unts)m TranSiggggl = Ioba:ﬁg
CET1 capital 3,271 2,961
Tier 1 capital 4,186 3,876
Total capital 4,935 4,720
RWA (amounts)
Total RWA 24,399 24,246
Capital ratios
CET1 (as a percentage of RWA) 13.4% 12.2%
Tier 1 (as a percentage of RWA) 17.2% 16.0%
Total capital (as a percentage of RWA) 20.2% 19.5%
Leverageratio
Leverage ratio total exposure measure 86,490 86,181
Leverage ratio 4.8% 4.5%

(1) The table shows the capital position on a CRD IV 'fully loaded' basis.

The adoption of IFRS 9 by the Group on 1 October 2018 resultedin an increase in credit impairment losses, due tothe move froman incurredloss to an
ECL methodology. The CRR includes transitional arrangements, which allow for the regulatory capital impact of these higherlosses to be phased in overa
five year period from adoption. The table above presents the Group's key capital metrics, as reported (i.e. including transitional relief), and on a fully
loaded basis (with no transitional relief).

The CRR Quick Fix amendments package, which applies from 27 June 2020, introduced changes to provide additional relief from the econo mic impacts of
COVID-19. Underthis package, relevant provisions raised from 1 January 2020 through to 2021 have a CET1 add -back percentage of 100%, reducing to
75%1in 2022,50% in 2023 and 25% in 2024.
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Capital requirements

The Group measures the amountof capital it is required to hold by applying CRD IV as implementedin the UK by the PRA and supplementedthrough
additional regulation underthe PRA Rulebook. The table below summarises the amountof capital in relation to RWA the Groupis currently required to
hold, excluding any PRA buffer.

As at 30 September 2020
Minimum requirements (unaudited) CET1 Total capital
Pillar 1™ 4.5% 8.0%
Pillar 2A® 2.5% 4.4%
Total capital requirement 7.0% 12.4%
Capital conservation buffer 2.5% 2.5%
UK countercyclical capital buffer 0.0% 0.0%
Total (excluding PRA buffer)(3) 9.5% 14.9%

(1) The minimum amount of total capital under Pillar 1 of the regulatory framework is determined as 8% of RWA, of which at least 4.5% of RWA are required to be covered by CET1 capital.
(2) On 7 May 2020, the PRA announced that Pillar 2A capital requirements for banks would be converted from an RWA percentage to a fixed amount. This change was made on the basis
that the PRA does not believe that RWA are a good approximation for the evolution of the risks captured in Pillar 2A in a stress.

(3) The Group may be subject to a PRA buffer as set by the PRA but is not permitted to disclose the level of any buffer. A PRA buffer can consist of two components:
— arisk management and governance buffer that is setas a scalar of the Pillar 1 and Pillar 2A requirements; and
— abuffer relating to the results of the BoE stress tests.

The Group continues to maintain a significant buffer of 3.9% (equivalent to £950m) over its CRD IV minimum CET1 requirement of 9. 5%.

The Group’s total capital Pillar 2A requirement has reduced from 5.3%at September 2019to 4.4% at September 2020 following revisions made by the
PRA during the year.

The regulatory capital buffer framework is intended to ensure firms maintain a sufficient amountof capital above their regulatory minimum in orderto
withstand periods of stress. The UK has implemented the provisions on capital buffers outlined in the CRD to create combined capital buffersincludinga
Capital Conservation Buffer (CCB), a Countercyclical Capital Buffer (CCyB), a Global Systemically Important Institution (G-SlI) Buffer, and a Systemic
Risk Buffer (SRB) forring-fenced banks. The Group’s capital planning process considers the impact of all relevant capital buffers.

The UK CCyB is dependentuponthe BoE’s view of credit conditions in the economy and may be set between 0% and 2.5%. On 11 March 2020, as patrt of
a package of measures to support the economy fromthe impact of COVID-19, the Financial Policy Committee (FPC) announced a reductionin the UK
CCyB to 0% with immediate effect. The FPC expects to maintain the 0% rate for at least 12 months, so that any subsequent increase would not take effect

until March 2022 at the earliest.

Currently, the Group doesnot meet the criteria for designation as a systemically important institution, orthe threshold for systemic risk. Therefore, the
Group is not subject to either a G-SlI buffer of SRB.

MREL
An analysis of the Group’s current MREL positionis provided below:

As at
30 Sen 2020 30 Sep 2019
Total capital resources® 4,935 4,840
Eligible senior unsecured securities issued by Virgin Money UK PLC® 2,002 1,550
Total MREL resources 6,937 6,390
Risk-weighted assets 24,399 24,046
MREL Ratio 28.4% 26.6%

(1) This table shows the capital position on a CRD IV ‘fully loaded’ basis and transitional IFRS 9 basis.
(2) Excludes instruments with less than one year to maturity.

In June 2018, the BoE published its updated approachto settinga MREL. MREL is subject to phasedimplementation and will be fully implemented from 1
January 2022, atwhich time the Group’s indicative MREL is expected to be two times the sum of its Pillar 1 and Pillar 2A cap ital requirements, subject to
final regulatory guidance. During the transitional period from 1 January 2020 until 31 December 2021, the Group is subject to aninterim MREL of 18% of

RWAs.

During 2020, the Groupissued £0.9bn of debt thatcontributes to its MREL (E450m senior unsecured term fundingand £475m subo rdinated debt).
Combined with previous issuances made over the last few years, the Group’s MREL ratio of 28.4% comfortably exceeds its interim MREL and is in line

with its expected end-state MREL.

This means future MREL issuance is focused on building a prudent managementbuffer over the expected end -state MREL.
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Dividend

The Board has recommended not to pay a final dividend for the financial year ended 30 September 2020.

Leverage

Leverage ratio (unaudited) 2%%2 Z?c_lmg
Total Tier 1 capital forthe leverage ratio

Total CET1 capital 3,271 3,204
AT1 capital 915 915
Total Tier 1 4,186 4,119
Exposures fortheleverage ratio

Total assets 90,259 90,999
Adjustmentfor off-balance sheetitems 2,892 2,728
Adjustmentfor derivative financial instruments 81 (35)
Adjustmentfor securities financing transactions 2,072 1,934
Adjustment for qualifying centralbank claims (8,088) -
Other adjustments (726) (882)
Leverage ratio exposure 86,490 94,744
CRD IV leverage ratio® 4.8% 4.3%
UK leverage ratio® 4.9% 4.9%
Average UK leverageratio exposure 85,713 n/a
Average UK leverage ratio® 4.6% n/a

(1) IFRS9 transitional capital arrangements have been applied to the leverage ratio calculation.
(2) The Group’s leverage ratio on a modified basis, excluding qualifying central bank claims and loans under the UK BBLS from the exposure measure.

(3) The fully loaded average leverage exposure measure is based on the daily average of on-balance sheet items and three month-end average of off-balance sheet items. The average
leverage ratio is based on the average of the month-end Tier 1 capital position. Under the UK leverage ratio framework, the Group was only required to start reporting average balances
from December 2019.

The UK leverage ratio framework, which came into force on 1 January 2016, is relevantto PRA regulated banks and building societies with consolidated
retail deposits equal to or greaterthan £50bn. The reporting date from which the Group met this threshold was 31 December 20 19 and as a result, the
average UK leverage ratio exposure and average UK leverage ratio are disclosed in the Group’s Annual Report & Accounts for the first time.

The leverage ratio is monitored againsta Board-approved RAS, with responsibility for managing the ratio delegated to ALCO, which monitorsiton a
monthly basis.

The leverage ratio is the ratio of Tier 1 capital to total exposures, defined as:
e capital: Tier 1 capitaldefinedon a CRD IV fully loaded and IFRS 9 transitional basis; and

e exposures: total on- and off-balance sheet exposures (subject to creditconversion factors) as defined in the delegated actamending CRR article 429
(Calculation of the Leverage Ratio), which includes deductions applied to Tier 1 capital.

Otherregulatory adjustments consist of adjustmentsthat are required under CRD IV to be deducted from Tier 1 capital. The removal of these fromthe
exposure measure ensures consistency is maintained between the capital and exposure components of the ratio.

On 4 May 2020, the PRA published a modification by consent for banks subject to the UK Leverage Ratio Part of the PRA Rulebook to exclude loans
underthe BBLS from the leverage ratio total exposure measure. Bounce backloans have therefore been excluded fromthe UK leverage exposure value
used in the leverage ratio calculation.

The Group’s CRD IV leverage ratio of 4.8% (30 September2019: 4.3%) exceeds the Basel Committee’s proposed minimum of 3% and the Group’s UK
leverage ratio of 4.9% (30 September 2019: 4.9%) exceeds the UK minimum ratio of 3.25%.

Following the FPC announcement on 11 March 2020 to reduce the Group’s CCyB rate to 0%, the leverage ratio buffer also reduced to 0%.

On 14 November 2018, the PRA published a policy statement— ‘UK leverage ratio: Applying the framework to systemic ring-fenced bodies and reflecting
the systemicrisk buffer,” confirming that from 1 January 2019the UK leverage ratio framework will apply on a sub -consolidated basis to ring-fenced bodies
in scope.
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Funding and liquidity risk
Funding risk occurs where the Group is unable to raise or maintain funds of sufficient quantity and quality to support the de livery of the business plan or
sustain lending commitments. Prudentfunding risk management reduces the likelihood of liquidity risks occurring, increases the stability of funding

sources, minimises concentration risks and controls future balance sheetgrowth.

Liquidity risk occurs when the Group is unable to meet its current and future financial obligations as they fall due or at acceptable cost, or when the Group
reduces liquidity resources below internal or regulatory stress requirements.

Exposures

The Group is predominantly funded by personal and business customers. Customer funding is augmented by the Group’s ongoing wholesale funding
programmes, medium-term secured fundingissuance (e.g. the Group’s securitisation programme), regulated covered bonds and unsecured medium-term
notes. The Group also has accessto the BoE TFS.

Funding risk exposures arise from an unsustainable or undiversified funding base, for example, a reliance on short-term wholesale deposits. The risk may
result in deviation from funding strategy, requiring funding to be originated rapidly at excessive cost, orrequire a reductionin lending growth, which are
outcomes that may adversely affect customers or shareholders.

The Group’s primary liquidity risk exposure arises through the redemption of retail deposits where customers have the ability to withdraw funds with limited
orno notice. Exposure also arises from the refinancing of customer and wholesale funding atmaturity and the ability to fund new an d existing committed
lending obligations including mortgage pipeline and creditcard facilities.

Measurement

Funding and liquidity risks are subject to a range of measurescontained within the Group’s RAS and a series of limits agreed by ALCO. These measures
provide a short-and long-term view of risks under both normal and stressed conditions. The measuresfocus on: cash outflows and inflows under stress;
concentration risks; refinancing risks; asset encumbrance; and readiness of mitigating actions.

The Group’s funding plan establishes an acceptable level of funding risk which is approved by the Board and is consistent with risk appetite and the
Group’s strategic objectives. The development of the Group’s funding plan is informed by the requirements of the Group’s fina ncial risk policy standards. A
series of metrics is used across the Group to measure risk exposures, including funding ratios, limits to concentrationrisk and maximum levels of
encumbrance.

Liquidity risk exposures are subjectto assessment under both regulatory andinternal requirements. The volume and quality of the Group’s liquid asset
portfolio is defined through a series of stress tests across a range of time horizons and stress conditions. The High-Quality Liquid Asset(HQLA)
requirement is quantified as the outflow of funds under a series of stress scenarios less the impact of inflows from assets. Stress cashoutflow
assumptions have been established for individual liquidity risk drivers across idiosyncratic and market-wide stresses. Liquidity within the Group is

managed in accordance with the ILAAP, which is approved by the Board.

The Treasury function is responsible for the development and execution of strategy subject to oversightfrom the Risk function. In relationto fundingand
liquidity risk, the primary management committeeis the ALCO. The Group continues to maintain its strong funding and liquidity position and seeks to

achieve an appropriate balance between profitability, liquidity risk and capital optimisation.

Monitoring
Liquidity is actively monitored by the Group, with reporting conducted through ALCO and the Executive Risk Committee. In a stress situationorin adverse
conditions, the level of monitoringandreportingis increased commensurate with the nature of the stress event, as demonstratedin response to COVID-

19.

Monitoring and control processes are in place againstinternal and regulatory liquid ity requirements. The Group monitors a range of market and internal
early warning indicators on a routine basis for early signs of liquidity risk in the market or specific to the Group. These indicators cover a mixture of
quantitative and qualitative measures including daily variation of customer balances, measurement againststress requirements and monitoring of the
macroeconomic environment.

Mitigation

The Group holds a portfolio of HQLA thatcan be utilised to raise funding in times of stress. The size of the HQLA portfolio is calibrated based on a view of
potential outflows under both systemic and idiosyncratic stress events. In addition, the Group can use the repo marketto gen erate funds and can also
participate in BoE operations throughthe Sterling Monetary Framework (SMF). The Group has several sources of fundingwhich are well-diversifiedin
terms of the type of instrument and product, counterparty, term structure and market. In additionto customer funding, wholesale fundingis used to support
balance sheetgrowth, lengthenthe contractual tenor of funding and diversify funding sources. These funding programmes are a sou rce of strength for the
Group and leverage the Group’s high-quality mortgage book as collateral for secured funding.

As a participantin the BoE SMF, the Group has access to funding via the TFS. Following its launch in April 2020, the Group has also been ableto access
additional funding from TFSME, which was established to provide cost-effective funds to banks to support additional lending to the real economy and
incentivise lending to SMEs during a period of economic disruption caused by COVID-19.

The funding plan includes an assessment ofthe Group’s capacity for raising funds from its primary sources, thereby mitigatin g funding risk. Refinancing
risks are carefully managed and are subject to controls overseenby ALCO. The Group’s funding planincludes embedded TFS and TFSME repayment
profiles designed to manage refinancing risk.

The Group recovery plan has been established for management of an escalated liquidity requirement, if the Group experiences either restricted access to
wholesale funding or a significant increase in the withdrawal of funds. The plan identifies triggers for escalation, assesses capacity, details the action
required, allocates the key tasks to individuals, provides a timeframe and defines a managementcommittee to manage the action p lan.

The Group operates a Funds Transfer Pricing system. A key purpose of Funds Transfer Pricing is to ensure that liquidity risk is a factorin the pricing
of loans and deposits.
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Sources of funding
The table below provides anoverview of the Group’s sources of funding as at 30 September2020.

2020 2019
(audited) (audited)
£m £m
Total assets 90,259 90,999
Less: other liabilities™ (3,390) (3,471)
Funding requirement 86,869 87,528
Fundedby:
Customerdeposits 67,710 64,000
Debt securities in issue 8,758 9,591
Due to other banks 5,469 8,916
of which:
Secured loans 5,397 7,308
Securities sold underagreements to repurchase _ 1,554
Transaction balances with other banks 15 12
Deposits with other banks 57 42
Equity 4,932 5,021
Total funding 86,869 87,528

(1) Other liabilities includes customer deposits at fair value through profit or loss, derivative financial instruments, deferred tax liabilities, provisions for liabilities and charges, and other
liabilities as per the balance sheet line item.

The Group’s fundingobjective is to prudently manage the sources andtenor of fundsin order to provide a sound base from which to support sustainable
customer growth. At 30 September 2020, the Group had a funding requirementof £86,869m (2019: £87,528m) with the majority being used to support
loans and advances to customers. The Group’s funding mix did not materially change throughout the yearand continues to be predominantly retail
funded. During theyear, the Group has been active in the securitisation and senior debt markets.

Customer deposits

The majority of the Group’s funding requirementwas met by customer deposits of £67,710m (2019: £64,000m). Customer deposits comprise interest
bearing deposits, term deposits and non-interest bearing demand deposits from a range of sourcesincluding personal and business customers. The
increase of £3,710m during the year demonstratesthe impact of COVID-19, as societal restrictions coupled with a fallin UK consumer confidence linked
to the recessionary environmenthave drivenincreases in customer deposits within current accounts and easy access saving products.

Equity

Equity of £4,932m (2019:£5,021m)was also used to meet the Group’s funding requirement. Equity comprises ordinary share capital, retained earnings,
otherequity investments and a number of other reserves. For full details on equity referto note 4.1 within the consolidated financial statements.

Liquid assets
The quantity and quality of the Group’s liquid assets are calibrated to the Board’s view of liquidity risk appetite and remain at a prudentlevel above
regulatory requirements.

The LCR moved from 152% to 140% during the year and remains comfortably above regulatory and internal risk appetite. The management of liquidity
resources throughoutthe year recognises the reduced risk exposure from transformation activities and increased availability of contingent funding through
the BoE TFSME.

2020 2019
Liquidity coverage ratio (auditggz (a”ditgﬂ
Eligible liquidity buffer 10,675 11,243
Net stress outflows 7,609 7,409
Surplus 3,066 3,834
Liquidity coverageratio 140% 152%
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The liquid asset portfolio provides a buffer againstsudden and potentially sharp outflows of funds. Liquid assets must therefore be high-quality so they can
be realised for cash and cannot be encumbered for any other purpose (e.g. to provide collateral for payments systems).

The volume and quality of the Group’s liquid asset portfoliois considered through a series of internal stress tests across a range of time horizons and
stress conditions, including most recently the Group’s view of liquidity risk due to impacts of COVID-19 and the UK’s withdrawal from the EU. The Group
ensures a liquidity surplus is held, during normal market conditions, above the most severe of these scenarios. Stress cash outflow assumptionshave
been established forindividual liquidity risk drivers and are approved annually by the Board as partof the ILAAP.

The key risk driver assumptions appliedto the scenarios are:

Liquidity Risk Driver Internal Stress Assumption

Retail funding Severe unexpected withdrawal of retail deposits by customers arising from redemption or refinancingrisk. No additional
deposit inflows are assumed.

Wholesale funding Limited opportunity to refinance wholesale contractual maturities. Full outflow of secured and unsecured funding during the
refinancing period, with no reinvestment of funding.

Off-balancesheet Cash outflows duringthe period of stress as a result of off-balance sheet commitments suchas mortgage pipeline, undravn
credit card facilities and collateral commitments. Lending outflows, over and above contractual obligations, are honoured as
the Group preserves ongoing division viability.

Intra-day Other participants in the payment system withhold or delay payments or customers increase transactions resulting in reduced
liquidity.
Liquid assets The liquidity portfolio value is reduced, reflecting stressed market conditions.

The Group monitors the movements in its credit ratings and the related requirement to postcollateral for payment systems and clearing houses. These
figures are not considered material comparedto the volume of unencumbered liquid assets.

As at 30 September 2020, the Group held eligible liquid assets well in excess of 100% of net stress outflows, as defined through internal risk appette.

Average Average

2020 2019 Change 2020 2019

Liquid asset portfolio(l) (audnzgz (audnzgz (audne;j/i (audnzgz (audnzg:
Level 1

Cash and balances with central banks 6,255 7,469 (16%) 6,430 7,266

UK government treasury bills and gilts 1,232 1,076 14% 1,301 870

Other debt securities 3,262 2,867 14% 3,186 2,604

Total level 1 10,749 11,412 (6%) 10,917 10,740

Level 27 29 29 - 33 103

Total LCR eligible assets 10,778 11,441 (6%) 10,950 10,843

(1) Excludes encumbered assets.
(2) Includes Level 2A and Level 2B.

Before investing in any security, an assessmentis completed for both the credit quality and the treatment for liquidity purp oses. ALCO oversees the
composition of the liquid asset portfolio.

Furtherinformation can be foundin notes 3.4 (cash and balances with central banks) and 3.7 (FVOCI) to the consolidated financial statements.

Cash and balances with central banks of £9,107m, as pernote 3.4, includes: £2,572m of assets thatare encumberedto support theissuance of Scottish
bank notes (excluding notes notin circulation) and to support payments systems; £220m of mandatory central bank deposits; and £6 1m excluded from
LCR to coveroperatingexpenses.

Financial assets at FVOCI of £5,080m, as pernote 3.7, include: £826m of encumbered UK governmenttreasury bills and gilts, £312m of which is
encumbered to support Operational Continuity in Resolution and £513m of which is encumberedto support structured funding programmes.

The CRR Il amendments to the CRR willintroduce a binding net stable funding ratio (NSFR) requirementfrom 28 June 2021. Based oncurrent
interpretations of European regulatory requirements and guidance, the ratio as at 30 September2020is 131% (2019: 128%).
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Encumbered assets by asset category

The Group manages thelevel of assetencumbrance to ensure appropriate assets are maintained to support potential future planned and stressed funding
requirements. Encumbrance limits are setin the Group RAS and calibrated to ensure that after a stress scenario is applied that increases asset
encumbrance, the balance sheetcan recover over an acceptable period of time. Examples of reasons for asset encumbrance inclu de,amongothers,
supporting the Group’s secured funding programmes to provide stable term funding tothe Group, the posting of assets in respectof drawings under the
TFS, use of assets as collateral for payments systems in order to support customer transactional activity,and providing security for the Group’s issuance
of Scottish bank notes.

Encumbered assets by asset category (audited)

Other assets
Assets encumbered with Assets not positioned
non-central bank counterparties Positioned at the central bank
atthe Other
central assets
bank Readily capable
Covered Securi- (including  available for of being Cannot be
bonds tisations Other Total encumbered) encumbrance encumbered encumbered Total Total
September 2020 £m £m £m £m £m £m £m £m £m £m
Loans and advances
to customers 2,551 7,253 - 9,804 15,604 26,736 17,406 3,070 62,816 72,620
Cash and balances
with central banks - - - - 2,994 6,113 - - 9,107 9,107
Due from otherbanks 337 424 93 854 - - 73 - 73 927
Derivative financial
instruments - - - - - - - 318 318 318
Financial instruments at
fair value throughother
comprehensive income = - 826 826 - 4,254 - - 4,254 5,080
Other assets - - 910 910 - - 301 996 1,297 2,207
Total assets 2,888 7,677 1,829 12,394 18,598 37,103 17,780 4,384 77,865 90,259
Other assets
Assets encumbered with Assets not positioned
non-central bank counterparties Positioned at the central bank
at the Other
central assets
bank Readily capable
Covered Securi- (including  available for of being Cannot be
bonds tisations Other Total encumbered) encumbrance encumbered encumbered Total Total
September 2019 £m £m £m £m £m £m £m £m £m £m
Loans and advances
to customers 2,896 8,571 - 11,467 19,929 19,933 18,589 3,430 61,881 73,348
Cash and balances
with central banks - - - - 3,219 7,077 - - 10,296 10,296
Due from otherbanks 156 550 171 877 - - 131 10 141 1,018
Derivatives financial
instruments - - - - - - - 366 366 366
Financial instruments at
fair value throughother
comprehensive income 41 34 555 630 - 3,697 - 1 3,698 4,328
Other financial assets - - 409 409 - - 173 1,061 1,234 1,643
Total assets 3,093 9,155 1,135 13,383 23,148 30,707 18,893 4,868 77,616 90,999

The Group’s total non-central bank asset encumbrance decreased by £989mto £12,394m as at 30 September 2020. This was primarily due to a reducton
in RMBS funding partially offset by anincrease in derivatives margin requirements. Current levels of encumbrance include the impact of use of Term
Funding Schemes which are subject to a repayment profile to manage refinancing risk, and the TFSME scheme launched this year.
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Assets and liabilities by maturity

The following tables represent a breakdown of the Group’s balance sheet, according to the contractual maturity of the assets and liabilities. Many of the
longer-term monetary assets are variable rate products, with behavioural maturities shorter than the contractual terms. Accordingly, this information is not
relied upon by the Group in its management of interest rate risk. The Group has disclosed certain term facilities within loans and advances to customers
with a revolving element at the maturity of the facility as this best reflects their contractual maturity.

3 months 3to12 1to5 Over  No specified
2020 (audited) %ar# or I(‘agsni mong:; vegrn? 5vez!r§ maturitg: T(‘);trﬂ
Assets
Financial assets atamortised cost
Loans and advances to customers 785 2,058 1,820 10,880 52,460 4,427 72,430
Cash and balances with central banks 7,547 - - - - 1,560 9,107
Due from otherbanks 814 113 - - - - 927
Financial assets at fair value through profit or loss
Loans and advances to customers - 7 17 61 105 = 190
Derivative financial instruments 1 9 114 80 114 - 318
Other financialassets - - - - - 13 13
Financial assets at fair value through other comprehensive income - 732 251 2,318 1,779 - 5,080
Other assets - 32 327 2 1 1,832 2,194
Total assets 9,147 2,951 2,529 13,341 54,459 7,832 90,259
Liabilities
Financial liabilities at amortised cost
Customerdeposits 44,676 4,677 11,080 7,277 = = 67,710
Debt securities in issue - 385 1,261 5,407 1,705 - 8,758
Due to other banks 68 - 1,493 3,908 - - 5,469
Financial liabilities at fair value through prdfit or loss - - - - - - -
Derivative financial instruments 1 4 33 76 136 - 250
Other liabilities 2,319 81 89 76 79 496 3,140
Total liabilities 47,064 5,147 13,956 16,744 1,920 496 85,327
Off-balancesheetitems
Financial guarantees - 18 15 16 46 - 95
Other credit commitments 16,775 - - - - - 16,775
Total off-balance sheet items 16,775 18 15 16 46 - 16,870

(1) The 'no specified maturity' balance withinloans and advances to customers relates to credit cards.
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3 months 3t012 1to5 Over  No specified
2019 (audited) C‘garﬂ or l?’rS] mong:ﬁ yegrn? 5 yegrn? maturit)EI(r;) T%trﬁ
Assets
Financial assets atamortised cost
Loans and advances to customers 1,097 1,804 1,738 9,777 54,462 4,217 73,095
Cash and balances with central banks 8,722 — - - — 1,574 10,296
Due from otherbanks 225 793 - - — — 1,018
Financial assets at fair value through profit or loss
Loans and advances to customers _ 6 26 96 125 _ 253
Derivative financial instruments — 8 34 226 98 — 366
Other financial assets _ — - - — 14 14
Financial assets at fair value through other comprehensive income - 125 784 1,735 1,684 - 4,328
Other assets - 66 176 - - 1,387 1,629
Total assets 10,044 2,802 2,758 11,834 56,369 7,192 90,999
Liabilities
Financial liabilities at amortised cost
Customerdeposits 40,512 5,558 10,168 7,762 - - 64,000
Debt securitiesin issue — 574 1,258 5,168 2,591 - 9,591
Due to other banks 45 1,361 181 7,329 - - 8,916
Financial liabilities at fair value through prdfit or loss
Customerdeposits — 2 2 - — — 4
Derivative financial instruments - 7 14 64 188 - 273
Other liabilities 2,277 78 99 - — 740 3,194
Total liabilities 42,834 7,580 11,722 20,323 2,779 740 85,978
Off-balancesheetitems
Financial guarantees - 23 24 18 48 - 113
Other credit commitments 15,158 - - - — — 15,158
Total off-balance sheet items 15,158 23 24 18 48 - 15,271

(1) The 'no specified maturity' balance within loans and advances to customers relates to credit cards.
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Cash flows payable under financial liabilities by contractual maturity

3 months 3to 12 1to5 Over  No specified
2020 (audited) C.f.ar:]l or Iisni mong:rs] vezrns] SVeEIrTs] malu;iitn\: T(’);tril
Liabilities
Financial liabilities at amortised cost
Customerdeposits 44,676 4,720 11,211 7,423 = = 68,030
Debt securities in issue - 423 1,380 5,919 1,693 - 9,415
Due to other banks 68 1 1,507 3,907 = = 5,483
Financial liabilities at fair value through prdfit or loss
Trading derivativefinancia instruments - 32 39 27 24 - 122
Hedging derivativeliabilites
Contractual amounts payable _ 5 25 159 48 - 237
Contractual amounts receivable - - - (79) - - (79)
Other liabilities 2,319 81 89 76 79 496 3,140
Total liabilities 47,063 5,262 14,251 17,432 1,844 496 86,348
3 months 3t012 1to5 Over No specifi_ed
Liabilities
Financial liabilities at amortised cost
Customerdeposits 40,512 5,590 10,321 8,014 - - 64,437
Debt securitiesin issue - 602 1,402 5,704 2,611 - 10,319
Due to other banks 45 1,375 240 7,380 - - 9,040
Financial liabilities at fair value through prdfit or loss
Customerdeposits — 2 2 - — — 4
Trading derivative financia instruments - 15 14 36 28 - 93
Hedging derivative liabilities
Contractual amounts payable - 7 36 197 619 - 859
Contractual amounts receivable - - ) (81) (532) - (614)
All other liabilities 2,277 78 99 - - 740 3,194
Total liabilities 42,834 7,669 12,113 21,250 2,726 740 87,332

The balances in the cash flow tables above will not agree directly to the balances in the consolidated balance sheet as the table incorporates all cash
flows, on an undiscounted basis, related to both principal and future coupon payments.

The table below shows the residual maturity of the Group’s debtsecurities in issue.

Analysis of debt securities inissueby residual maturity (unaudited)

3 months 3to 12 1to5 Over

or less months years 5years Total Total

£m £m £m £m 2020 2019

Covered bonds — 10 623 1,295 1,928 1,912
Securitisation 372 1,214 2,419 - 4,005 5,051
Medium term notes 6 7 1,645 410 2,068 1,897
Subordinated debt 7 30 720 - 757 731
Total debt securities inissue 385 1,261 5,407 1,705 8,758 9,591
Of which issued by Virgin Money UKPLC 13 37 2,365 410 2,825 2,257
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External creditratings
The Group’s long-term credit ratings are summarised below:

Outlook as at As at
Material risk for the Group 30 Sep 20200 30 Sep 2020 30 Sep 2019
Virgin Money UK PLC
Moody’s Stable Baa3 Baa3
Fitch Negative BBB+ BBB+
Standard & Poor’s Negative BBB- BBB-
Clydesdae Bank PLC
Moody’s @ Stable Baal Baal
Fitch Negative A- A-
Standard & Poor’s Negative BBB+ BBB+

(1) For detailed background on the latest credit opinion by Standard & Poor and Fitch, please refer to the respective rating agency websites.

(2) Long-term deposit rating.

On 21 October2019, Fitch and Moody’s withdrew the long- and short-term ratings of Virgin Money Holdings (UK) PLC and Virgin Money PLC following
completion of the FSMA Part VIl transfer.

On 12 November 2019, Moody’s changed the outlook on the long-term ratings of Virgin Money UK PLC and Clydesdale Bank PLC to ‘stable’ from
‘positive’. This followed a revision in Moody’s outlook forthe UK Sovereign from ‘stable’ to ‘negative’, reflecting their view that UK institutions have
weakened andthe UK’s economic and fiscal strengthis likely to be weaker going forward. Moody's adjusted the ratings outlook for 15 banks and building
societies, including the Group.

On 1 April 2020, Fitch placedthe long-term ratings of Virgin Money UK PLC and Clydesdale Bank PLC on ‘ratingwatch negative’, reflecting the downside
risks resulting from the economic and financial market implications resulting from COVID-19. On 10 July 2020, Fitch affirmed the ratings of Virgin Money
UK PLC and Clydesdale Bank PLC,removed the ‘rating watch negative’ and changed the outlook to ‘negative’. The negative outlo ok reflects Fitch's view
that risks remain clearly tilted to the downside in the medium term but that the Group's ratings are not immediately at risk from the impact of the economic
downtumn, due mainly to the bank's sufficient capital buffers and sound asset quality metrics at the entry point of the crisis, and relatively large and stable
deposit funding.

On 23 April 2020, Standard & Poor's changed the outlook on the long-term ratings of Virgin Money UK PLC and Clydesdale Bank PLC to ‘negative’ (from
‘stable’ and ‘positive’, respectively), as part of a broader action onthe Europeanbanking sector. The outlook revisions reflects Standard & Poor’s view that
the economic stress triggered by COVID-19 is likely to put pressure onthe Group’s assetquality and earings and may delay MREL issuance.

As at 24 November 2020, there have beenno otherchanges to the Group’s long-term credit ratings or outlooks since the report date.

Marketrisk

Market risk is the risk of loss associated with adverse changes in the value of assets and liabilities held by the Group as a result of movements in market
factors such as foreign exchange risk, interestrates (duration risk), customer behaviour (optionalityrisk), and the movement in rate spreads across types
of assets orliabilities (basis risk and credit spread risk). The Group’s balance sheet is predominantly UK based and is denominatedin GBP, therefore
foreign exchange risk is not a material risk for the Group.

Exposures
The Group’s principal exposure comes from structural interest raterisk. It comprises the sensitivity of the Group’s current and future NIl and economic
value to movements in market interest rates. The major contributors to interestrate risk are:

e the mismatch, orduration, betweenrepricing dates of interest bearing assets and liabilities;

. basisrisk orassets and liabilities repricing to different reference rates, for example, customer asset and liability products repricing against BoE base
rate and Sterling Overnight Index Average (SONIA); and

. customer optionality, e.g. the right to repay borrowing in advance of contractual maturity dates.

The focus of the Group’s activity is to provide high-quality banking services to its customers. These services include the provision of foreign exchange
products and derivative products to enable customers to manage risks within their businesses. As a result of these activities, the Group may be exposed
to forms of market risk that would arise from movements in the price on these products, however, these risks are not a material component of the Group’s

risk profile. Controls include the hedging of these products as and whenthey arise.

Outlook

The BoE continues to assess the appropriateness of a negative official Bank Rate, alongside other monetary policy tools that are available to support the
economy and may consider using negativerates, if it is deemed to be more effective in terms of policy objectives over othertools. To be an effective policy
tool, the BoE recognises the needforthe financial sectorto be operationally ready to implement such a policy step in a way that doesn’t adversely affect
the safety and soundnessof firms and is engaging with firms on this matter, including the Group. This engagementis not indicative thata zero or negative
policy rate will be employed, noris the engagement asking firms to begin taking steps to ensure operational readiness. The BoE has requested
information on the impact of a range of outcomes each of which would have differentoperational considerations and potentially different outcomes in
terms of risk, margins and earnings for firms.
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Measurement
IRRBB is measured, monitored, and managed from both an internal management and regulatory perspective. The RMF incorporates b oth market
valuation and earnings-based approaches. Inaccordance with the Group IRRBB policy standard, risk measurement techniques include: basis point

sensitivity, NIl sensitivity, value at risk (VaR), economic value of equity, interestrate risk stress testing, and scenario analysis.
The key features of the internal interest rate risk management model are:

. basis point sensitivity analysis is performed daily and compares the potential impact of a one basis point (0.01%) change on the presentvalue of all
future cash flows;

. NIl sensitivity assesses changes to earningsover a 12-monthtime horizon as a result of interest rate movements and changes to customer
behaviour;

. VaR is measured on a statistical basis using a 99% confidence level based ondaily rate movements over a two year history set with a one day
holding period;

. economic value of equity is measuredin line with EBA guidance with all eight of the proposed EBA rate shocks assessed on a quarterly basis,
including customer optionality stresses. Reporting is performed bothincluding and excluding equity;

. static balance sheet (i.e. any new business is assumed to be matched, hedged or subjectto immediate repricing);

. investment term for capital is modelled with a benchmark term agreed by ALCO;

. investment term for core non-interest bearing assets and liabilities is modelled ona behavioural basis with a benchmark term agreed by ALCO;
. assumptions covering the behavioural life of products and customer behaviour for optionality are reviewed and approved by ALCO; and

. credit spread risk in the banking book (CSRBB) is assessed through VaR applied to the Group’s liquid assetbuffer portfolio. CSRBBis measured at
a 99% confidence level based on daily spread movements over a 10-year history set with a three month holding period.

Foreign exchangerisk is assessed based on the absolute exposure toeach currency.

Mitigation

Market risks are overseen by ALCO with delegation for day-to-day management givento Treasury. Treasury uses a number of techniques and products to
manage market risks including interestrate swaps, cash flow netting and foreign exchange. Basis risk may be managed through a combination of
wholesale market basis risk management products, pricing strategies and productinnovation.

Fair value hedges — the Group hedges part of its existing interest rate risk, resulting from potential movements in the fair value of fixed rate assets and
liabilities. The fair value of these swaps is disclosed within note 3.6 to the Group’s consolidated financial statements. The re were notransactions for which
fairvalue hedge accounting had to be discontinued in the year.

Cash flow hedges — the Group hedgesa portion ofthe variability in future cash flows attributable to interest rate and foreign currency risk. The interest and
foreign currency risks arise from variable interest rate assets and liabilities which are hedged using cross currency andinterestrate swaps, and material
non-GBP denominated assets which are hedged using foreign exchange forward contracts. There were no transactions for which cash flow hedge
accounting had to be discontinued in the year as a result of the highly probable cash flows no longer being expected to occur. The fair value of derivatives
is disclosed within note 3.6to the Group’s consolidated financial statements.

Monitoring

Model parameters and assumptions are reviewed and updated on atleast an annual basis. Material changes require the approval of ALCO. Oversight of
market risk is conducted by the Group’s Financial Risk team which is independent of the Treasury function. The Board and Exec utive Risk Committee,
through ALCO’s oversight, monitor risk to ensure it remains within approved policy limits and Board requirements.

Value at Risk (audited)

Duration risk Credit spread®
12 months to 30 September Z%fg 2012(;1) 2?52 2(33
As at 30 September 2 2 49 19
Average value duringthe year 2 2 36 23
Minimum value duringthe year 1 - 23 19
Maximum valueduring the year 2 2 49 26

(1) 2019 duration risk VaR restated from athree-month to aone-day holding period to alignto 2020 internal risk methodology.
(2) The history set for credit spread VAR was increased from two years to 10 years from 1 March 2020 under internal methodology driving the year on year increase. The average figures
for 2020 include 5 months over a two year history and seven months over a 10 year history.
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Marketrisk linkage to the balance sheet (audited)

The following table shows the Group’s principal market risks, linked to the balance sheet assets and liabilities.

2020 2019  Interestrate Credit Foreian
£m £m duration Optionality Basis spread exchange
Assets
Financial assets at amortised cost
Loans and advances to customers 72,430 73,095 . . . .
Cash and balances with central banks 9,107 10,296 . .
Due from otherbanks 927 1,018 . . .
Financial assets at fair value through profit or loss
Loans and advances to customers 190 253 . . . .
Derivative financial instruments 318 366 . . .
Other financialassets 13 14 . .
Financial instruments at fair value through other comprehensive
income 5,080 4,328 . . . o
Other assets 2,194 1,629 . .
Total assets 90,259 90,999
Liabilities
Financial liabilities at amortised cost
Customerdeposits 67,710 64,000 . . . 5
Debt securitiesin issue 8,758 9,591 . . .
Due to other banks 5,469 8,916 . . .
Financial liabilities at fair value through prdfit or loss
Customerdeposits _ 4 . . . .
Derivative financial instruments 250 273 . . .
Other liabilities 3,140 3,194 . .
Total liabilities 85,327 85,978
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Repricing periods of assets and liabilities by asset/liability category
The following table shows therepricing periods of the Group’s assets and liabilities as assessed by the Group. This repricin g takes accountof behavioural
assumptions where materialandthe Group’s policy to hedge capital in accordance with a benchmark term agreed by ALCO. During Q3 2020the Group

shortened thetenor appliedto equity and to deposits that are subject to behavioural assumptions.

3 months 3to12 1to5 Over intglr?sg-t

2020 (unaudited) Overnig:]t or I?Esrﬁ mong:: vezrr: 5 vegrr: bearg\r(r}] T%tril
Assets
Financial assets atamortised cost

Loans and advances to customers 3,130 14,310 15,101 38,802 1,087 - 72,430

Cash and balances with central banks 7,697 - - - - 1,410 9,107

Due from otherbanks 167 760 - - - - 927
Financial assets at fair value through profit or loss

Loans and advances to customers - 119 10 29 32 - 190

Other financial assets - - - - - 318 318
Financial assets at fair value through other comprehensive income 1,017 1,506 150 1,131 1,276 - 5,080
Other assets - - - - - 2,207 2,207
Total assets 12,011 16,695 15,261 39,962 2,395 3,935 90,259
Liabilities
Financial liabilities at amortised cost

Customerdeposits 27,503 22,837 10,201 7,167 2 - 67,710

Debt securifiesin issue 2,245 2,126 30 2,237 2,120 = 8,758

Due to other banks 5,469 — - - - - 5,469
Financial liabilities at fair value through prdfit or loss

Derivative financial instruments - - - - - 250 250
Other liabilities - 950 - - - 2,190 3,140
Equity 4,932 - - - - - 4,932
Total liabilities and equity 40,149 25,913 10,231 9,404 2,122 2,440 90,259
Notional value of derivatives managing interest rate sensitivity 32,965 6,185 (8,416) (30,392) (342) - -
Total interest rate gap 4,827 (3,033) (3,386) 166 (69) 1,495 -
Cumulative interest rate gap 4,827 1,794 (1,592) (1,426) (1,495) - -
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3 months 3to 12 1to5 Over inte';lrg;_t

2019 (unaudited) Overnigrrr\]t or I?ﬁ mong:: yegrn? 5 yezrnf beariﬁnr?] T?Etr?ql
Assets
Financial assets atamortised cost

Loans and advances to customers 7,475 10,245 13,884 40,122 1,241 128 73,095

Cash and balances with central banks 8,254 572 12 62 — 1,396 10,296

Due from otherbanks 333 685 - - - - 1,018
Financial assets at fair value through profit or loss

Loans and advances to customers — 21 87 145 — — 253

Derivative financial assets - - - - - 366 366
Financial assets at fair value through other comprehensive income 684 1,099 410 836 1,299 — 4,328
Other assets - 107 80 426 - 1,030 1,643
Total assets 16,746 12,729 14,473 41,591 2,540 2,920 90,999
Liabilities
Financial liabilities at amortised cost

Customerdeposits 10,353 17,720 12,524 23,401 2 - 64,000

Debt securitiesin issue 301 5,599 300 1,228 2,163 - 9,591

Due to other banks 2,844 5,922 150 - - - 8,916
Financial liabilities at fair value through prdfit or loss

Customerdeposits 4 — - _ — — 4

Derivative financial instruments - - - - - 273 273
Other liabilities - 48 143 760 - 2,243 3,194
Equity 230 240 719 3,832 - - 5,021
Total liabilities and equity 13,732 29,529 13,836 29,221 2,165 2,516 90,999
Notional value of derivatives managing interest rate sensitivity (2,253) 16,185 (800) (13,149) 17 - -
Total interest rate gap 761 (615) (163) (779) 392 404 -
Cumulative interest rate gap 761 146 a7 (796) (404) - -

LIBORreplacement

The Group has a LIBOR transition programme to manage theimpact of the BoE’s planto discontinue the use of LIBOR as a refere ncerate after 2021.
The work to decommission LIBOR is focused on ceasing the issuance ofnew LIBOR lendingin advance of the end of March 2021 industry deadline,
developing and delivering alternative referencerate products, and implementing a back-book migration strategy based on consensual customer
agreement andtransition before the end of 2021. A similar approachis being taken with new and existing derivatives. All market-facing derivative flows
are now executed against SONIA andthe strategy to proactively manage the back-book of LIBOR derivatives is underway.

The Group has maintained engagement with the BoE’s Working Group on Sterling Risk Free Reference Rates and otherindustry forums. The programme
will ensure that the risks of being unable to offer products with suitable reference rates will be mitigated and thatfull consideration is given to the potential
forany conductissues thatmay arise through the transition.
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Pensionrisk
The Group operates a defined benefit pension scheme, the Yorkshire and Clydesdale Bank Pension Scheme (the Scheme). Clydesdale Bank PLC (the
Bank)is the Scheme’s principal employerand there are no other participatingemployers. The Scheme was closed to future accrualon1 August 2017 for

most members. A small number of members remain on a defined benefit accruals basis subject to certain conditions.

Defined benefit pension schemes provide a promise to pay members a pre -determined level of income at retirement which is independent of the
contributions, investments andreturns (the scheme assets) usedto fundthese benefit promises (the scheme liabilities). The operation of a pension
scheme gives rise to several risks, for example, movements in equity valuations, changes in bondyields, life expectancy of scheme members, movements
in interest and inflationrates and changes in legislation. The Group also supports a defined contribution scheme, however th e nature of this type of
scheme places the investment and liability risk on the member rather than the Group.

Pension risk is the risk that, at any point in time, the value of the scheme assetsis not enough to meet the current or expecte d future value ofthe scheme
liabilities. This risk will continue to exist until the scheme is formally wound up, either if all the liabilities are transferredto a third party (for example aninsurer)
oronce allindividual member benefits have been honoured.

Risk appetite
The Group’s pension risk appetiteis a component of the Group-wide RAS framework for the managementof balance sheetrisks and is consideredin the
context of potential capital impacts as a result of volatility in the Scheme’s valuations.

Assets

The Trustee governs investmentsaccording to a Statement of Investment Principles. This is reviewed and agreed by the Trustee Board on a regular
basis, with the Bank consulted onany proposed changes. The Statementof Investment Principles is drafted in accordance with the requirements of
Section 35 of the Pensions Act 1995 (as amended by the Pensions Act 2004 and re gulations made under it). This sets out the Scheme objectives andthe
journey plan to meet these objectives.

This results in an appropriate mix of return seeking assets as well as liability matching assets to better match future pension obligations. The split of
Scheme assets is shown within note 3.10to the Group’s consolidated financial statements. The fair value of the assets was £4.7bnas at 30 September

2020 (2019: £4.7bn).

Liabilities

The retirement benefitobligations are a series of future cash outflows with relatively long duration and are responsive to movements onmany of the inputs
including interest rates. On an IAS 19 basis these cash flows are primarily sensitive to changes in the expectedlong-term price inflationrates (RPI1/CPI),
the life expectancy of members and the discount rate (linked to yields on AA corporate bonds):

. an increase in long-term expected inflation corresponds to an increase in liabilities;
. an increase in life expectancy corresponds to an increasein liabilities; and
. a decrease in the discount rate corresponds to an increase in liabilities.

Exposure
The Group’s defined benefit pension scheme affeds its regulatory capital in two ways:

. CET1 capital — while an IAS 19 surplus will increase the Group’s balance sheet assets and reserves, any such amountis not recognised for the
purposes of determining CET1 capital. However, an IAS 19 deficit, which increases balance sheet liabilities and reduces reserves, is recognised for
regulatory capital purposes, and so willdecrease CET1 capital.

. Pillar 2A capital —the Group is also requiredto determine the level of capital required to be held under Pillar 2A for pension obligation risk as part of
the annual ICAAP process. This requirementforms part of the Group’s regulatory Total Capital Requirement.

Within the Scheme itself, risk arises because the assets (e.g. equities, bonds/gilts, property) are exposed to market valuation movements, within and
between asset classes, while the liabilitiesare more sensitive to interest rate and inflation rate changes, and changes in other actuarial assumptions which
may not be borne out in experience, for example life expectancy.

Mitigation

The Trustee and Group have a common view of the Scheme’s long-term strategic aims, encapsulated by an agreed de-risking journey plan. Within the
journey plan, several core principles have been established, including a long -term self-sufficiency funding target (i.e. the point in time when the Scheme
would no longerneedto call on the Bank for additional funding) with assumptions as to how this target is expected to be managed, monitored and met.
Potential actions to address deviations in the actual funding level relative tothe journey planhave also been considered.

Several other activities have been implemented by the Group and Trustee with the specific aim of reducing risk in the Scheme, including equity options
which reduce the downsiderisk of a fall in equity values, increasing the levels of inflation, interest rate hedging and several member benefit reforms,
culminating in closure to future accrual for most members.

In addition, the Group hassigned a contingent security arrangement to give the Trustee a degree of protection against therisk of the Group defaultingon
its obligations under the Recovery Plan andto provide an additional amount to partially mitigate adverse changes impactingthe Scheme’s assetsor
liabilities. Furtherinformation is shown within note 3.10 to the Group’s consolidated financial statements.

The Bank and the Trustee continueto explore other cost-effective options to further reduce risk within the Scheme.

Monitoring
Information on the Scheme’s current valuations, asset holdings and discountand inflation rate assumptions are presented monthly to ALCO. The impact

of the Scheme on the Groupis also subject to risk oversightfrom the Risk function. In addition, semi-annual pension risk updates are provided to the
Executive and Board Risk Committees.

Performance of the Scheme’s assetportfolio against the various risk metrics is independently monitored by the Scheme investment adviser, Willis Towers
Watson, andreported to the InvestmentSub Committee (ISC), which includes Group representation, and Trustee Board ona quarterly basis.
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Directors’responsibility statementin respect of the Annual
Report & Accounts

The responsibility statement below has been prepared in connection with the Company's full Annual Report & Accounts forthe year ending 30 September
2020. Certain parts thereofare not included within this announcement.

The Directors confirmthat to the best of their knowledge:

e thefinancial statements, prepared in accordance with the applicable set of accounting standards, give a true and fair view o f the assets, liabilities,
financial position and profit or loss of the Company and the Group and the undertakingsincluded in the consolidation taken as a whole; and

. the Strategic reportincludes a fair review of the development and performance ofthe business and the position of the Company and the Group,
togetherwith a description of the principal risks and uncertainties that they face.

The Directors considerthe Annual Report & Accounts, taken as a whole, is fair, balanced and understandable and provides the information necessary for
shareholders to assessthe Company’s and Group’s position and performance, business model and strategy.

P ”

David Duffy
Chief Executive Officer
24 November2020
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Consolidated income statement

For the year ended 30 September Note 2%‘3 2012(;1)
Interest income 2,129 2,420
Other similar interest 8 13
Interest expense andsimilar charges (854) (919)
Net interestincome 2.2 1,283 1,514
Gains less losses on financial instruments at fair value (11) (17)
Other operating income 171 252
Non-interestincome 2.3 160 235
Total operatingincome 1,443 1,749
Operating and administrative expenses before impairmentlosses 2.4 (1,104) (1,729)
Operating profit before impairment losses 339 20
Impairmentlosses on credit exposures 3.2 (507) (252)
Loss on ordinary activities before tax (168) (232)
Tax credit 2.5 27 53
Loss for theyear (141) (179)
Attributableto:

Ordinary shareholders (220) (253)
Other equity holders 79 41
Non-controling interests - 33
Loss for theyear (141) (179)
Basic loss per share (pence) 2.6 (15.3) (17.9)
Diluted loss per share (pence) 2.6 (15.3) (17.9)

(1) The comparative has been restated in line with the current year presentation. Refer to note 1.10.

All material items dealt with in arriving at the loss before tax forthe above years relate to continuing activities.

The notes on pages 76 to 126 form an integral part of these financial statements.
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Consolidated statement of comprehensiveincome

For the year ended 30 September Note 2("{?3 2012(;)
Loss for theyear (141) (179)
Items that may be reclassified to theincome statement
Change in cash flow hedge reserve
(Losses)/gains duringthe year (133) 73
Transfers to the income statement 60 (57)
Taxation thereon — deferred tax credit/(charge) 20 9)
Taxation thereon — current tax (charge)/credit ) 6
(54) 13
Change in fair value through other comprehensive income reserve
Gains during the year 15 13
Transfers to the income statement (16) (4)
Taxation thereon — deferred tax credit/(charge) 1 2)
- 7
Total items that may be reclassified to theincome statement (54) 20
Items that will not be reclassified to the income statement
Change in assetrevaluation reserve - -
Taxation thereon — deferred tax charge - (1)
Change in defined benefit pension plan 3.10 292 110
Taxation thereon — deferred tax charge (117) (56)
Taxation thereon — current tax credit 9 7
184 61
Total items that will not be reclassified to the income statement 184 60
Other comprehensive income, net of tax 130 80
Total comprehensivelosses for the year, net of tax (11) (99)
Attributableto:
Ordinary shareholders (90) (173)
Other equity holders 79 41
Non-controling interests - 33
Total comprehensivelosses for the year, net of tax (11) (99)

(1) The comparative has been restated in line withthe current year presentation. Refer to note 1.10.

The notes on pages 76 to 126 form an integral part of these financial statements.
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Consolidated balance sheet

As at 30 September Note 2%%3 2%%2
Assets
Financial assets atamortised cost

Loans and advances to customers 3.1 72,430 73,095

Cash and balances with central banks 3.4 9,107 10,296

Due from otherbanks 927 1,018
Financial assets at fair value through profit or loss

Loans and advances to customers 3.5 190 253

Derivative financial instruments 3.6 318 366

Other financialassets 3.5 13 14
Financial assets atfair value through other comprehensive income 3.7 5,080 4,328
Property, plantand equipment 288 145
Intangible assets and goodwill 3.8 491 516
Current tax assets 27 13
Deferred tax assets 3.9 326 322
Defined benefit pension assets 3.10 723 396
Other assets 339 237
Total assets 90,259 90,999
Liabilities
Financial liabilities at amortised cost

Customerdeposits 3.11 67,710 64,000

Debt securitiesin issue 3.12 8,758 9,591

Due to other banks 3.13 5,469 8,916
Financial liabilities at fair value through prdfit or loss

Customerdeposits _ 4

Derivative financial instruments 3.6 250 273
Deferred tax liabilities 3.9 274 201
Provisions for liabilities and charges 3.14 172 459
Other liabilities 3.15 2,694 2,534
Total liabilities 85,327 85,978
Equity
Share capital and share premium 4.1 147 146
Other equity instuments 4.1 915 915
Capital reorganisation reserve 4.1 (839) (839)
Merger reserve 4.1 2,128 2,128
Other reserves 4.1 (43) 10
Retained earnings 2,624 2,661
Total equity 4,932 5,021
Total liabilities and equity 90,259 90,999

The notes on pages 76 to 126 form an integral part of these financial statements.

These financial statements were approved by the Board of Directors on 24 November 2020 and were signed on its behalfby:

e 0~

David Bennett David Duffy
Chairman Chief Executive Officer

Virgin Money UK PLC, Registered number: 09595911
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Consolidated statement of changes in equity

Other reserves

Share
capital Other Equity Cash Non
and Capital equity Own Deferred based Asset flow control-
share reorg’  Merger instru- shares shares comp’ reval’ FVOCI hedge Retained ling Total
premium  reserve  reserve ments held reserve reserve reserve reserve reserve earnings interest equity
£m £m £m £m £m £m £m £m £m £m £m £m £m
Note 411 4.1.3 4.14 4.1.2 4.15 4.15 415 4.15 4.15 4.16
As at 1 October 2018 89 (839) 633 450 - - 10 2 4 (39) 2,855 - 3,165
Loss for the year® - - - - - - - - - - (179) - (179)
Other comprehensive
(losses)fincome, net of tax - - - - - - - 1) 7 13 61 - 80
Total comprehensive
(losses)fincomefor the year - - - - - - - 1) 7 13 (118) - (99)
Acquisition of Virgin Money
Holdings (UK) PLC 54 - 1,495 - (5) 23 - - - - - 422 1,989
Dividends paid to ordinary
shareholders - - - - - - - - - - (45) - (45)
AT1 distribution paid® - - - - - - - - - - (41) - (41)
Distributions to non-controlling
interests® - - - - - - - - - - (33) - (33)
Transfer from equity based
compensation reserve - - - - - - (8) - - - 8 - -
Equity based compensation
expensed - - - - - - 4 - - - - - 4
Settlement of Virgin Money
Holdings (UK) PLC share awards 3 - - - 4 4) - - - - 1 - 4
ATl issuance - - - 465 - - - - - - - - 465
Capital note redemption - - - - - - - - - - 34 (422) (388)
As at 30 September 2019 146 (839) 2,128 915 1) 19 6 1 11 (26) 2,661 - 5,021
Adjustmenton adoption of
IFRS 16 (net of tax) — note 5.4 - - - - - - - - - - 1 - 1
As at 1 October 2019 146 (839) 2,128 915 1) 19 6 1 11 (26) 2,662 - 5,022
Loss for the year - - - - - - - - - - (141) - (141)
Other comprehensive
(losses)/fincome net of tax - - - - - - - - - (54) 184 - 130
Total comprehensive(losses)/
income for the year - - - - - - - - - (54) 43 - (11)
AT1 distribution paid - - - - - - - - - - (79) - (79)
Ordinary sharesissued 1 - - - - - - - - - - - 1
Transfer from equity based
compensation reserve - - - - - - (6) - - - 6 - -
Equity based compensation
expensed - - - - - - 10 - - - - - 10
Release of assetrevauation
reserve - - - - - - - 1) - - - - 1)
Settlement of Virgin Money
Holdings (UK) PLC share awards - - - - 1 3) - - - - 1 - Q)
FSMA Part VIl transfer - - - - - - - - - - 9) - 9)
As at 30 September 2020 147 (839) 2,128 915 - 16 10 - 11 (80) 2,624 - 4,932

(1) The comparative has been restated inline with the current year presentation. Refer to note 1.10.

The notes on pages 76 to 126 form an integral part of these financial statements.

73



Group financial statements

Consolidated statement of cash flows

For the year ended 30 September Note Z%i? 2013:1)
Operating activities

Loss on ordinary activities before tax (168) (232)
Adjustments for:

Non-cash or non-operating items included in loss beforetax 5.2 (606) (1,035)
Changes in operating assets 5.2 (75) (2,543)
Changes in operating liabiities 5.2 1,877 2,630
Payments for short-term and low value leases ) -
Interest received 2,152 2,320
Interest paid (684) (745)
Tax paid (12) 8
Net cash provided by operating activities 2,482 387
Cash flows from investing activities

Interest received 35 27
Cash acquired on acquisition of Virgin Money Holdings (UK) PLC - 4,663
Proceeds from maturity of financial assets at fair value through other comprehensive income 1,568 659
Proceeds from sale of financial assets at fair value through other comprehensive income 587 352
Purchase of financial assets at fair value through other comprehensiveincome (2,838) (1,647)
Proceeds from sale of 50% (less one share) consideration in Virgin Money Unit Trust Managers Limited - 45
Purchase of sharesissued by VirginMoney Unit Trust Managers Limited ) -
Proceeds from sale of property, plantand equipment 5 3
Purchase of property, plantand equipment (14) (20)
Purchase and development of intangible assets (78) (130)
Net cash (used in)/provided by investing activities (737) 3,952
Cash flows from financing activities

Interest paid (195) (81)
Repayment of principal portions of lease liabilities®” 3.17 (30) -
Proceeds from issuance of other equity instruments - 247
Repayment of AT1 classified as non-controlling interest - (160)
Redemption and principal repayment on RMBS and covered bonds 3.12 (1,492) (2,003)
Redemption and principal repayment on medium-term notes/subordinated debt 3.12 (745) -
Issuance of RMBS and covered bonds 3.12 491 2,227
Issuance of medium-term notes/subordinated debt 3.12 922 642
Amounts drawn down underthe TFSME 1,300 -
Amounts repaidunder the TFS (3,234) (1,295)
Ordinary dividends paid - (45)
AT1 distributions 4.1.2 (79) (41)
Distributions to non-contralling interests - (33)
Net cash used in financing activities (3,062) (542)
Net (decrease)increase in cash and cash equivaents (1,317) 3,797
Cash and cash equivalents atthebeginning of the year 11,131 7,334
Cash and cash equivalents at the end of the year 5.2 9,814 11,131

(1) The Group adopted IFRS 16 ‘Leases’ on 1 October 2019. The payment of principal amounts of lease liabilities is now included as a deduction within financing activities whereas previously
under IAS 17 ‘Leases’ operating lease charges were included as a deduction within cash flow from operating activities. Interest on lease liabilities is included within interest paid and

depreciation on right-of-use assets is included within depreciation.

(2) Cash and cash equivalents has been restated in the comparative year inline with the current year presentation, as detailed in note 1.11.
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Consolidated statement of cash flows

Movements in liabilities arising from financing activities

Term Debt
funding securities Lease
schemes inissue liabilities™ Total
£m £m £m £m
At 30 September 2019 7,308 9,591 - 16,899
Adjustmenton transitionto IFRS 16 - - 205 205
Revised 1 October 2019 7,308 9,591 205 17,104
Cash flows:
Issuances - 1,413 - 1,413
Drawdowns 1,300 - - 1,300
Redemptions - (2,237) - (2,237)
Repayment (3,234) - (30) (3,264)
Non-cash flows:
Fair value adjustments and associated unwind on acquired TFS and debt
securitiesin issue 36 27 - 63
Additions to right-of-use asset in exchange for increased lease liabilities - — 2 2
Remeasurement - - (6) (6)
Movementin accruedinterest (13) 7) 4 (16)
Unrealised foreign exchange movements - (23) - (23)
Unamortised costs - (6) - (6)
At 30 September 2020 5,397 8,758 175 14,330

(1) The Group adopted IFRS 16 ‘Leases’ on 1 October 2019. The payment of principal amounts of lease liabilities is now included as adeduction within financing activities whereas previously
under IAS 17 ‘Leases’ operating lease charges were included as a deduction within cash flow from operating activities. Interest on lease liabilities is included withininterest paid.

The notes on pages 76 to 126 form an integral part of these financial statements.
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Notesto the consolidated financial statements

Section 1: Basis of preparation

Overview

This section sets out the Group’s accounting policies that relate to the consolidated financial statements as a whole. Where an accounting policy
is specific to one note, the policy is describedin the note to which it relates. This section also shows new accounting stan dards,amendments
and interpretations which are relevantto the Group, and whether they are effectivein 2020 or later years. We explain how th ese changes are
expected to impact the financial position and performance of the Group.

The Group has adoptedthe UK Finance Code for Financial Reporting Disclosure and has prepared the 2020 Annual Report & Accounts in
compliance with the Code.

1.1 General information
The Company is a public company limited by shares, incorporated in the United Kingdom underthe Companies Act and registered in England and Wales.

The consolidated financial statements comprise those of the Company and its controlled entities, together the ‘Group’.

1.2 Basis of accounting
The consolidated financial statements have been preparedin accordance with IFRS as adopted by the EU and in accordance with the provisions of the

Companies Act 2006.

The financial information has been prepared under the historical cost convention, as modified by the revaluation of certain financial assets and liabilities at
fairvalue through profit orloss and other comprehensive income. Fair value is defined as the price that would be received to sellan assetor paid to
transfer a liability in an orderly transaction between market participants at the measurementdate.

1.3 Presentation of risk, offsetting and maturity disclosures

Certain disclosures required under IFRS 7 ‘Financial instruments: disclosures’ and IAS 1 ‘Presentation of finandal statements’ have beenincluded within
the audited sections of the Risk report. Where informationis marked as audited, it is incorporated into these financial statements by this cross reference
and itis covered by the Independent auditor's report.

1.4 Going concern
The Group’s business activities, together with the factors likely to affectits future development, performance and position, are setoutin the Strategic
report containedin the Group's Annual Report & Accounts. In addition, the Risk report includes the Group’s risk management objectives and the Group’s

objectives, policies and processes for managingits capital.

In assessing the Group’s going concern position as at 30 September 2020, the Directors have considered a number of factors, including the current
balance sheetposition, the Group’s strategic and financial plan, taking account of possible changes in trading performance and funding retention, and
stress testing and scenario analysis. The assessment concludedthat, for the foreseeable future, the Group has sufficient capital and liquidity for the next
12 months. The Group’s capital ratios and its total capital resources are comfortably in excess of PRA requirements andinternal stress testingindicates
the Group can withstand severe economic and competitive stresses. The Group’s MREL ratio at 30 September 2020 comfortably exceeds its interim
MREL requirements and is in line with its expected end-state MREL requirements. This means future MREL issuance is focused onbuilding a prudent
management buffer over the expected end-state MREL minimum requirement.

As a result of the assessment, the Directors have a reasonable expectation that the Company and the Group have adequate resources to continuein
operational existence for the foreseeable future and therefore believe that the Groupis well placed to manage its business risks successfully. Accordingly,
they continue to adopt the going concern basis in preparing the consolidated financial statements.

1.5 Basis of consolidation
Controlled entities are all entities (including structured entities) to which the Company is expo sed, or has rights, to variable returns fromits involvement
with the entity and has the ability to affect those returns through its power over the enfity. An assessmentof control is pe formed on an ongoing basis.

Controlled entities are consolidated from the date onwhich control is established by the Group until the date that control ceases. The acquisition method of
accounting is used to account for business combinations other than those under common control. A non-controlling interestis recognised by the Group in
respect of any portion of the total assets less total liabilities of an acquired entity or entities that is not owned by the Group. Balances and transactions
between entities within the Group and any unrealised gains and losses arising from th ose transactions are eliminated in fullupon consolidation.

The Group’sinterests in JV entities are accounted for using the equity method and then assessed forimpairment in the relevant holding companies’
financial statements.

The consolidated financial statements have been prepared using uniform accounting policies.
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Notesto the consolidated financial statements

Section 1: Basis of preparation

1.6 Foreign currency

Functional and presentation currency

Itemsincluded in the financial statements of each of the Group’s enfities are measured using the currency of the primary economic environment in which
the entity operates, the functional currency’. The consolidated financial statementsare presented in pounds sterling (GBP), which is also the Group’s
presentation currency, rounded tothe nearest million pounds sterling (Em) unless otherwise stated.

Transactions and balances

The Group records an asset, liability, expense or revenue arising from a transaction using the closing e xchange rate between the functional and foreign
currency on the transaction date. At each subsequent reporting date, the Group translates foreign currency monetary items at the closingrate. Foreign
exchange differences arising ontranslation or settlement of monetary items are recognised in the income statement during the year in which the gains or

losses arise.

Foreign currency non-monetary items measured at historical cost are translated at the date of the transaction, with those measured at fair value translated
atthe date when thefairvalue is determined. Foreign exchange differences are recognised directly in equity for non-monetary items where any
component of associated gains or losses is recognised directly in equity. Foreign exchange differences arising from non-monetary items, whereby the
associated gainsorlosses are recognised in theincome statement, are also recognised in the income statement.

1.7 Financial assets and liabilities

Recognition and derecognition

Afinancial asset or a financial liability is recognised on the balance sheet when the Group becomesparty to the contractual provisions of the instrument.
Purchases and sales of financial assets classified within FVTPL or FVOCI are recognised ontrade date.

The Group derecognises a financial asset whenthe contractual cash flows from the asset expire or it transfers the right to receive contractual cash flows
on the financial asset in a transactionin which substantially all the risks and rewards of ownership are transferred. Finandal liabilities are derecognised
when the Group has discharged its obligationto the contract, orthe contract is cancelled or expires.

Classification and measurement

The Group measures a financial asset or liability on initial recognition at its fair value, plus or minus transaction costs that are directly attributable to the
acquisition orissue of the financial assetor the financial liability (with the exception of financial assets or liabilities at FVTPL, where transaction costs are
recognised directly in the income statement as they are incurred).

Financial assets

Subsequent accounting for a financial asset is determined by the classification of the assetdepending on the underlying business model and contractual
cash flow characteristics. This results in classification within one of the following categories: i) amortised cost; ii) FVTPL; oriii)) FVOCI.

A financial asset is measured at amortised cost when: (1) the asset is held within a business model whose objective is achiev ed by collecting contractual
cash flows; and (2) the contractual terms give rise to cash flows on specified dates which are solely payments of principal a nd interest onthe principal
amount outstanding. The amortised cost classification applies tothe Group’s loans and advances to customers (note 3.1), cash and balances from central
banks (note 3.4) and balances due from other banks. Financial assets classified at amortised cost are subject to ECL requirements as detailed in note 3.2.

The accounting policies for financial assets at FVTPL and FVOCI are detailed in notes3.5 and 3.7 respectively.

Financial liabilities
All financial liabilities are measured at amortised cost, except for financial liabilities at FVTPL. Such liabilities include derivatives(otherthan derivatives

that are financial guarantee contracts or are designated and effective hedging instruments) and liabilities designated at FVTPL on initial recognition.

Offsetting
This can only occur, and the net amountbe presented onthe balance sheet, whenthe Group currently has a legally enforceable right to offset the

recognised amounts and intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously.

1.8 Property, plantand equipment
The Group’s property, plant and equipment is carried at cost, less accumulated depreciation and impairmentlosses. Cost includes expenditure that is
directly attributable to acquisition of the asset. Impairmentis assessed whenever events or changes in circumstances indicat e that the carrying amount

may not be recoverable.

All items of property, plant and equipment are depreciated or amortised using the straightline method, at ratesappropriate to their estimated useful life to
the Group. The annual rates of depreciation or amortisation are:

Buildings 50 years
Leases (leasehold improvements) the lower of the expectedlease term orthe asset’s remaining useful life
Fixtures and equipment 3-10years

Residual values and useful lives of assetsare reviewed at each reporting date. Depreciationis recognised within operating expenses in the income
statement.

The Group previously held freehold andlong-term leasehold land and buildings at fair value as highlighted in note 1.11.
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1.9 Critical accounting estimates and judgements

The preparation of financial statements requires the use of certain critical accounting estimates and judgements that affect the reported amounts of assets,
liabilities, revenues and expenses and the disclosed amount of contingent liabilities. Actual results may differ from those o n which management’s
estimates are based. Estimates and assumptions are continually evaluated and are based on historical e xperience and other factors, including
expectations of future events that are believed to be reasonable. Estimates which are based on future economic conditions, and sensitive to changes in
those conditions, have been impacted by COVID-19. This estimation impact has primarily been in the measurement of ECL, EIR and assessing the
recoverability of deferredtax balances. Actual results may differ materially from these estimates.

The Group considers the most significantuse of accounting estimates and judgements relate to the following areas:
e impairment provisions on credit exposures (note 3.2);

e EIR(note 2.2);

o deferred tax (note 3.9);

e PPl redress provision and other conductrelated matters (note 3.14); and

e retirement benefit obligations (note 3.10).

1.10 New accounting standards and interpretations
The Group has adopted a number of International Accounting Standards Board (IASB) pronouncements in the currentfinancial year.

IFRS 16 ‘Leases’

IFRS 16 ‘Leases’is effective forfinancial periodsbeginning on or after 1 January 2019 and replaces IAS 17 ‘Leases’, IFRIC 4 ‘Determiningwhetheran
Arrangement contains a Lease,’ SIC-15 ‘Operating Leases - Incentives’ and SIC-27 ‘Evaluating the Substance of TransactionsInvolvingthe Legal Form of
alease.’

IFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure of leases. The Group’s accountingas a lessor

is substantially unchanged from the previous approachunderIAS 17; however, IFRS 16 resultedin most leases wherethe Groupis a lessee being
brought on to the balance sheet under a single lease model, removingthe distinction between finance and operating leases. IFRS 16 requires a lessee to
recognise a ‘right-of-use’ asset and a corresponding lease liability at the date onwhich the leased asset is available for use. Assets and liabilities arising
froma lease are initially measured on a present value basis. The accounting policy for leases (note 3.17) has been revised.

As permitted by the new standard, the Group has implemented IFRS 16 using the ‘modified retrospective’ approach and recognised the cumulative impact
of transition as an adjustment through retained eamnings. Therefore, the comparative information has notbeenrestated and is presented, as previously
reported, underIAS 17 andrelated interpretations. Adoption of the new standard has had a material impact on the Group’s financial statements , with right-
of-use assets of £194m recognised on transition together with lease liabilities of £205m. As at 30 September 2020 the right-of-use assets and lease
liabilities were £162mand £175m respectively. The right-of-use assets are presentedin property, plant and equipment andthe liabilities are presentedin
otherliabilities. Further detail on the transitional impact of IFRS 16 can befound in note 5.4.

Interest Rate Benchmark Reform (Amendments to IFRS 9, IAS 39 and IFRS 7)

Amendmentsto IFRS 9, IAS 39 and IFRS 7 were issued in September 2019. The amendments are effective for financial years beginning on or after 1
January 2020 (with early adoption permitted) and were endorsed for use in the EU in January 2020. The amendments provide temporary relie fs which
enable hedge accountingto continue duringthe period of uncertainty before the hedged items or hedginginstruments affected by the current interest rate
benchmarks are amended as a result of the ongoing interest rate benchmark reforms.

The Group exercised the accounting policy choice to continue hedge accounting under IAS 39 on adoption of IFRS 9 in October2018. The Group has
also early adopted the amendments and related disclosure requirements relatingto IAS 39 and IFRS 7 with effectfrom 1 Octobe r2019. Adoptingthese
amendments allows the Group to continue hedge accounting during the period of uncertainty arising from interestrate benchmark reforms. Further detail
is provided in note 3.6.
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1.10 New accounting standards and interpretations continued

Other accounting standards and interpretations
Except where otherwise stated, the following IASB pronouncements did nothave a materialimpact on the Group’s consolidated financial statements:

. IFRIC interpretation 23: ‘Uncertainty over Income Tax Treatments’ issued in June 2017 and effective for financial years beginning onor after 1
January 2019. The new interpretation applies to any situation in which there is uncertainty as to whether an income tax treatment is acceptable under
tax law and is not limited to actual ongoing disputes;

. ‘Annual Improvements to IFRS Standards 2015-2017 Cycle’, issued December 2017 and effective for financial years beginning on orafter 1 January
2019. The IASB has made amendments to the following standards: IFRS 3 ‘Business Combinations’; IFRS 11 ‘Joint Arrangements’; IAS 12 ‘Income
Taxes’; and IAS 32 ‘Borrowing Costs’. Theamendmentto IAS 12 clarifies that the income tax consequences of distributions on financial instruments
classified as equity should be recognised alongside the past transactions or events thatgenerated the distributable profits. This means that the
taxation impacts of distributionsrelatingto AT1 securities and non-controlling interests are now recognised within tax expense in the income
statement as opposedto being recognised directly in retained earnings within equity. The amendment impacts only the presentation of the related
taxation and not the calculation, with no change to the Group’s net assets butan increase in profit attributable to equity o wners. Comparativeshave
been restated. The adoption of thisamendmenthas resulted in a reduction in tax expense and an increase in profit forthe year of £15m (12 months
to 30 September2019: £15m) forthe Group and a reduction in tax expense and an increase in profit for the year of £15m (12 months to 30
September 2019: £8m) forthe Company;

. amendment to IAS 19:‘Plan amendment, curtaiimentor settlement’ issued in February 2018 and effective prospectively for fina ncial years beginning
on orafter1 January 2019. The amendments clarify that after a plan eventcompanies should use these updated assumptions to measure current
service cost and netinterest for the remainder of the reporting period; and

. amendment to IAS 28:‘Long-term Interests in Associatesand Joint Ventures'issued in October 2017 and effective for financial years beginning on or
after 1 January 2019. The amendment clarifies that an entity applies IFRS 9 to long-terminterests in an associate or JV to which the equity method is
not applied but that, in substance, form part of the netinvestment in the associate or JV (long-terminterests).

New accounting standards and interpretations not yet adopted
Interest Rate Benchmark Reform — Phase 2 (Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16)

Following completion of the second part of the IASB'’s two-phased project,amendments were issued in August2020 and are effective for financial years
beginning on orafter 1 January 2021. The amendments have not yet been endorsed for use by the EU and therefore have not beenadopted by the
Group.

The amendments address issuesthat mightaffectfinancial reporting as a result of the reform of an interest rate benchmark, including the effects of
changes to contractual cash flows or hedging relationships arising from the replacement of an interest rate benchmark with an alternative benchmark rate.
The amendments provide practical relief from certain requirements in IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 relating to:

echanges in the basis for determining contractual cash flows of financial assets, financial liabilities and lease liabilities; and
ehedge accounting.
On application of theamendments, the Group does notexpect any impacton amounts reported for 2020 or prior years.

The IASB hasissued a number of other minoramendments to IFRSs thatare not mandatory for 30 September 2020 reporting years and have not been
early adopted by the Group. These amendments are not expected to have a materialimpactforthe Group.

1.11 Other changes in the year

Freehold and long-term leasehold land and buildings — change in accounting policy

The Group changed its accounting policy with respect to freehold and long -term leasehold land and buildings. The Group now applies the cost model,
where these assets are carried at cost less accumulated depredation and any accumulated impairment. Prior to this changein policy, freehold andlong-
termleasehold land and buildings were recorded at their fair values. The Group concluded that the cost model provides a more reliable and more
meaningful presentation following the adoption of IFRS 16 which introduced a significant property related right-of-use asset, held at cost, on the balance
sheetin the year, and also removed the previous distinction between finance and operating leases. The application of the cost modelis also standard
market practice across the UK banking sector. Forthese reasons the Group determined it should harmonise the measurement basis for all property
related assets to be at cost. This change in accounting policy has not had a materialimpact on the Group’s balance sheetas there has been no difference
of significance between the fair value and cost value on freehold andlong-term leasehold land and buildings fora number of years. The £1m asset
revaluation reserve that existed at 30 September 2019 has been released. Due to theimmaterial effectof this change, comparatives have not been
restated.

Cash and cash equivalents — changein definition

During the year, the Group has reassessed the individual elements that comprise ‘cash and cash equivalents’. This has resultedin a revision to the
definition that more closely aligns the Group’s interal use of the cash and cash equivalents definition and cash management practices, with the changes
resulting in an increase to the cash and cash equivalents balance primarily as a result of the inclusion ofamounts due from other banks. The revised
definition can be foundin the Glossary. Comparative years have been restated to reflect this change in definition, with the balance forthe 12monthsto 30
September2019increasing by £1,012mfrom£10,119mto £11,131m.
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2.1 Segmentinformation

The Group’s operating segments are operating units engaged in providing different products or services and whose operating re sults and overall
performance are regularly reviewed by the Group’s Chief Operating Decision Maker, the Executive Leadership Team.

With effect from 1 October 2019, the business has been aligned operationally into three divisions: Mortgages, Personal and Bu siness. However, the
business continues to be reported to the Group’s Chief Operating Decision Maker as a single segment and decisions made on the performance ofthe
Group on that basis. Segmental information will therefore continue to be presented on this single segment basis until segment reporting has beenfully
embedded within the Group.

Summary income statement

2020 2019

£m £m

Net interestincome 1,283 1,514
Non-interestincome 160 235
Total operating income 1,443 1,749
Operating and administrative expenses (1,104) (1,729)
Impairmentlosses on credit exposures (507) (252)
Segment loss before tax (168) (232)
Average interest earning assets 86,826 86,362

The Group has no operations outside the UK and therefore no secondary geographical area informationis presented. The Group is not relianton a single
customer. Liabilities are managedon a centralised basis.

2.2 Netinterestincome

Accounting policy

Interestincome is recognised in the income statement using the effective interest method which discounts the estimated future cash payments
orreceipts over the expected life of the financial instrumentto the gross carrying amount of the non-credit impaired financial asset. Interest
expense is recognisedin the income statement using the same effective interest method on the amortised costof the financial liability.

When calculatingthe EIR, cash flows are estimated considering all contractual terms of the financial instrument (e.g. prepayment, calland
similar options) excluding future credit losses. The calculation includes allamounts paid or received that are an integral p art of the EIR such as
transaction costs and all other premiums or discounts. Where it is not possible to reliably estimate the cash flows or the expected life of a
financial instrument (or group of financial instruments), the contractual cash flows over the full contractual term of the financial instrument (or
group of financial instruments) are used.

Loan origination and commitment fees are recognised within the EIR calculation. Fees in relation to the non-utilisation of a commitmentare
recognised as revenue upon expiry of the agreed commitment period. Loan related administration and service fees are recognised as revenue
overthe period of service.

Interestincome on financial assets in impairment Stages 1 and 2 is recognised on the unwind of the discount fromthe initial recognition of the
ECL using the original EIR. Once a financial asset or group of similar financial assets has been categorised as credit-impaired (Stage 3), interest
income is recognised on the netcarrying value (after the ECL allowance) using the assets original EIR. The interest income for POCI financial
assets is calculated using the credit-adjusted EIR applied to the amortised cost ofthe financial asset from initial recognition. The Group
recognises and presents the reversal of ECLs following the curing of a credit impairedfinancial assetas a reversal of impairment losses.

Interestincome and interest expense onhedged assets and liabilities and financial assets and liabilities designated as FVTP L are also
recognised as part of NII.

Interest income and expense on derivatives economically hedging interest bearing financial assets or liabilities (but not designate d as hedging
instruments) and other financial assets and liabilities held at FVTPL (either mandatory or by election) are presented within ‘Other similarinterest.

Included in interestincome is finance lease income which is recognised at a constantperiodic rate of return onthe netinve stment.
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2.2 Netinterestincome continued

Critical accounting estimates and judgements

EIR

The EIRis determined at initial recognition based uponthe Group’s best estimate of the future cash flows of the financial instrument. In the event
these estimates are revised at a later date, a present value adjustmentto the carrying value of the EIR asset may be recognised in profit or loss.
Such adjustmentscan introduce income statement volatility and consequently the EIR method introduces a source of estimation uncertainty.
The Group considers thatmaterial risk of adjustments exists in relationto the application of EIR to the Group’s mortgage and credit card
portfolios.

Mortgages

The main accounting judgementwhen assessing the cash flows within the Group’s securedlending EIR modelis the productlife (including
assumptions based on observed historic customer behaviour when in a standard variable rate (SVR) period) and the early repayment charge
income receivable. The Group currently assumes that 84% of customers will have fully repaid or remortgaged within two months of reverting to
SVR. If this were to increase to 89%, the loans and advances to customers balance would reduce by £9m with the adjustmentrecognisedin NII.

Creditcards

The Group measures credit card EIR by modelling expected cash flows based onassumptionsof future customer behaviour, which is supported
by observed experience. Key behavioural assumptions include an estimation of utilisation of available credit, future retail and cash transactions,
repayment activity and the retention of the customer balance after the end of a promotional period.

The EIR of new business written in the current yearis 5.60% (2019: 5.26%).

The Group specifically considered the impact of COVID-19 on the expected cash flows, and adjustments were made to assumptions of future
customer behaviour, in particular utilisation of available credit, future retail transactions and repayment activity. In the weeks that followed the
initial UK lockdown retail spendfell by almost 60% before beginningto recover as lockdown restrictions beganto ease. Retail and cash
transactions remain below the level of pre-COVID-19 volumes, at around 75% of pre-COVID-19 volumes. The Group currently assumes that
retail and cash transaction activity will recover during 2021, however if current customer behaviour was to continue and reta il transaction activity
remained at 75% of pre-COVID-19volumes for the next 12 months to 30 September 2021, with an assocdiated adjustment to expected
repayment activity of 0.6% to account for the lower retail and cash transactions, the Group estimates this would result in a negative present
value adjustment of approximately £20m as at 30 September2020.

The Group holds an appropriate level of model risk reserve across both asset classes to mitigate therisk of estimation uncertainty.

The Group will continue to monitor the impactof COVID-19 and update key assumptions and judgements as required.

2020 2019
£m £m

Interestincome
Loans and advances to customers 2,062 2,320
Loans and advances to other banks 35 72
Financial assets at fair value through other comprehensive income 32 27
Other interestincome = 1
Total interestincome 2,129 2,420
Other similar interest
Financial assets at fair value through profit or loss 15 21
Derivatives economically hedging interest bearing assets ) 8)
Total other similar interest 8 13
Less: interest expense and similar charges
Customerdeposits (588) (580)
Debt securitiesin issue (193) (185)
Due to other banks (68) (144)
Other interestexpense (5) (20)
Total interest expense and similar charges (854) (919)
Net interestincome 1,283 1,514
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2.3 Non-interestincome

Accounting policy
Gains less losses on financial instruments at fair value
This includes fair value gains and losses from three distinct activities:

e derivatives classified as held for trading — the full change in fair value of trading derivatives is recognised inclusive of interest income and
expense arising on those derivatives except when economically hedging other assets and liabilities atfair valu e as outlinedin note 2.2;

. otherfinancial assets and liabilities designated atFVTPL — theserelate principally to the Group’s fixed interest rate loan portfolio and related
term deposits (note 3.5), which were designated at inception as fair value throug h profit or loss. The fair value of these loans is derived from
the future loan cash flows using appropriate discount rates andincludes adjustments for credit risk and credit losses. The valuation technique
used is reflective of current marketpractice; and

. hedged assets, liabilities and derivatives designated in hedge relationships — fair value movements are recognised on boththe hedged item
and hedging derivative in a fair value hedge relationship, the netof which represents hedge ineffectiveness, and hedge ineffectivenesson
cash flow hedge relationships (note 3.6).

Fees and commissions

Fees and commissions receivable which are notan integral part ofthe EIR are recognised asincome as the Group fulfils its p erformance
obligations. The Group’s principal performance obligations arising from contracts with customers arein respectof current accounts, debit cards
and credit cards. The Group provides the service and consequently generates the feesmonthly; the fees are recognisedin inco me onthis basis.
Costs incurred to generate fee and commission income are charged to fees and commissions expense as they are incurred.

Income from insurance, protection and investments
Thisincludes management fees in the previous year generated from the sale of and manag ement of funds, Stocks and Shares ISAsand pensions
to retail investors.

2020 2019
£m £m
Gains less losseson financial instrumentsat fair value
Held for trading derivatives 15 16
Financial assets and liabiliies at fair value® 2 3
Ineffectiveness arising from fair value hedges (note 3.6) 7) (22)
Amounts recycled to profit andloss from cash flow hedges® (note 3.6) (5) -
Ineffectiveness arising from cashflow hedges (note 3.6) (6) (14)
(11) (17)
Other operating income
Net fee and commissionincome 142 195
Margin on foreign exchange derivative brokerage 17 19
Gain on sale of financial assets at fair value through other comprehensiveincome 16 3
Gain on sale of Virgin Money Unit Trust Managers Limited = 35
Share of joint venture loss after tax®® @) 1)
Otherincome 3 1
171 252
Total non-interest income 160 235

(1) A creditrisk gainon loans and advances at fair value of £1m and a fair value loss of £6m have been recognised in the current year (2019: £2m gain and £2m fair value loss).
(2) In respect of terminated hedges.
(3) The share of joint venture loss after tax is included within continuing activities.
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2.3 Non-interestincome continued
Non-interestincome includes the following fee and commission income disaggregated by income type:

2020 2019

£m £m

Current account and debit card fees 94 117
Credit cards 41 42
Insurance, protectionand investments 16 37
Other fees® 31 31
Total fee and commission income 182 227
Total fee and commission expense (40) (32)
Net fee and commissionincome 142 195

(1) Other fees include mortgages, invoice and asset finance and ATM fees.

2.4 Operating and administrative expenses before impairment losses

Accounting policy
Personnel expenses primarily consist ofwages and salaries, accrued bonus and social security costs arising from services ren dered by employees
during the financial year.

The Group recognisesbonus costs whereit has a presentobligation thatcan be reliably measured. Bonus costs are recognised over the relevant
service period required to entitle the employee to the reward.

The Group’s accounting policieson pension expenses and equity based compensation are included in notes 3.10and 4.2 respectively.

2020 2019

£m £m

Personnel expenses 396 421
Depreciationand amortisationexpense' 149 108
Other operating and administrative expenses 559 1,200
Total operating and administrative expenses 1,104 1,729

(1) Following the adoption of IFRS 16 from 1 October 2019, the depreciation charge arising on the right-of-use assets is reported within depreciation and amortisation expense. Prior to
adoption of IFRS 16, the equivalent operating lease charges were reported within other operating and administrative expenses.

Personnel expensescomprise the following items:

2020 2019

£m £m

Salaries, wages and non-cash benefits and social security costs 252 256

Defined contribution pension expense 49 a7

Defined benefit pension expense (note 3.10) - 9

Equity based compensation (note 4.2) 10 4

Other personnel expenses 85 105

Personnel expenses 396 421
The average number of FTE employees ofthe Group duringthe yearwas made up as follows:

2020 2019

Number Number

Managers 2,911 2,989

Clerical staff 5,345 5,714

8,256 8,703

The average monthly number of employeeswas 9,275(2019: 9,787).

All staff are contracted employees ofthe Group andits subsidiary undertakings. The average figures above do not include con tractors.
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2.4 Operating and administrative expenses beforeimpairmentlosses continued
Auditor’'s remunerationincluded within other operating and administrative expenses:

2020 2019

£000 £000
Fees payable tothe Company’s auditor for the audit ofthe Company’s financial statements 20 21
Fees payable tothe Company’s auditor for the audit of the Company’s subsidiaries® 3,218 2,967
Total audit fees 3,238 2,988
Audit related assurance services 322 436
Other assurance services 329 289
Total non-audit fees 651 725
Fees payable tothe Company’s auditor in respect of associated pension schemes 91 88
Total fees payableto the Company’s auditor 3,980 3,801

(1) Includes the audit of the Group’s structured entities.

Non-audit services of £0.7m (2019: £0.7m) performed by the auditor during the year included the review of the Interim Financial Report, comfort letters for
the global medium-term note programme and AT1 issuance, and clientmoney reviews. Inaddition to the above, out of pocket expenses of £0.1m (2019:
£0.2m)were bome by the Group, principally related to reimbursementof travel expenses incurred by staff when performing the above services.

2.5 Taxation

Accounting policy

Income tax on the profitor loss forthe year comprises currentand deferred tax. Incometax is recognised in the income statement except to the
extent thatitis related toitems recognised directly in equity, in which case the tax is also recognised in equity (excluding AT1 distributionswhere
the tax impact is recognised in the income statement). Currenttax is the expected tax payable or receivable onthe taxable p rofit or loss for the
year, using tax ratesenacted or substantively enacted at the balance sheetdate, and any adjustmentto tax p ayable in respectof previous years.
Deferred tax assets and liabilities are recognised on temporary differences arising between the tax bases of assets and liabilities and their carrying
amounts in the financial statements. Deferred tax is determined usingtax rates and laws that have been enacted or substantively enacted by the
balance sheet date and are expected to apply when the related deferred tax asset is realised or the deferred tax liability is settled.

2020 2019
£m £m
Current tax

Current year 10 5
Adjustmentin respect of prior years (6) (5)
4 _

Deferred tax (note 3.9)
Current year (38) (56)
Adjustmentin respect of prior years 7 3
(31) (53)
Tax credit for the year 27) (53)
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2.5 Taxation continued
The tax assessed for the year differs fromthat arising from applying the standard rate of corporation tax in the UK of 19%. A reconciliation from the credit

implied by the standard rate to the actual tax credit is as follows:

2020 2019
£m £m
Loss on ordinary activities before tax (168) (232)
Tax credit based on the standard rate of corporation tax in the UK of 19% (2019: 19%) (32) (44)
Effects of:
Disallowable expenses 5 50
Conduct indemnity adjustment (39) 10
Deferred tax assets derecognised/(recognised) 90 (49)
Non-taxable gain on partial disposal of Virgin Money Unit Trust Managers Limited (note 2.3) - 7)
Bank levy - 1
Impact of rate changes (37) 3
AT1 distribution (15) (15)
Adjustmentsin respect of prior years 1 2)
Tax credit for the year 27) (53)

The conduct indemnity adjustmentrepresents a reductionin the amount payable to the Group’s former parent, NAB, under the term of the Deed of
Indemnity entered into at demergerin 2016. The reductionreflects the forecast decrease in utilisation of tax losses that are the subjectof the indemnity,
with a consequent reduction in the amountto be returnedto NAB. The currentanticipated cumulative liability, measuredin ac cordance with the Group’s
established methodology, is £64m (2019: £104m), shown within ‘Due to other banks’ on the Company balance sheet. The liability will crystallise when
certain tax losses are used within the Virgin Money UK PLC group to reduce the Group’s corporation tax liability.

Deferred tax assets derecognised represent historic losses that have been derecognised in accordance with the Group’s established deferred tax
recognition methodology, reflecting their expected utilisation against future taxable profits. More information on deferred tax is given in note 3.9.
The rate change credit arises onthe revaluation of the Group’s net deferred tax assets. The valuation at 30 September 2019 reflected the enacted
reduction to a 17% rate, but this reduction was cancelled in the Budget of 11 March 2020 with reversionto 19%.

Asoutlined in note 1.10, and in accordance with IASB improvements for periods commencing on or after 1 January 2019, the tax credit associated with
the distribution on AT1 instruments has been presentedin the income statement, rather than in equity. This change is presentational only;it has no effect
on total shareholder assets. Prior year comparatives have been restated.
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2.6 Earnings pershare (EPS)

Accounting policy
Basic EPS
Basic EPS is calculated by taking the profit attributable to ordinary shareholders of the parentcompany and then dividing th is by the weighted-

average number of ordinary shares outstanding during the year after deducting the weighted -average of the Group’s holdings of its own shares.

Diluted EPS
This requires the weighted-average number of ordinary shares in issue to be adjusted to assume conversion of all dilutive potential ordinary
shares. These arise from awards made under equity based compensation schemes. Share awards with performance conditions attachingto them

are not considered to be dilutive unlessthese conditions have been met atthereporting date.

The Group presents basic and diluted loss per share datain relationto the ordinary shares ofVirgin Money UK PLC.

2020 2019
£m £m
Loss attributable to ordinary equity holders for the purposes of basic and diluted EPS (220) (253)
2020 2019

Weighted-average number of ordinary shares in issue (millions)
— Basic 1,440 1,414
— Diluted 1,440 1,414
Basic loss per share (pence) (15.3) (17.9)
Diluted loss per share (pence) (15.3) (17.9)

Basic loss per share has been calculated after deducting 0.3m (2019: 1m) ordinary shares representing the weighted-average ofthe Group’s holdings of its
own shares. The calculation ofthe diluted earnings per share in the current and prior year excluded conditional awards of 1m ordinary shares made under
equity based compensation schemes. These have been considered anti-dilutive due to the Group making a loss in the currentand prior year.
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3.1 Loans and advances to customers

Accounting policy

Loans and advances to customers arise whenthe Group provides money directly to a customer and includes mortgages, term lending, overdrafts,
credit card lending, lease finance and invoice financing. Theyare recognised initially at fair value and are subsequently me asured atamortised
cost, using the effective interest method, adjusted for ECLs (note 3.2). They are derecognised whentherights toreceive cash flows have expired
orthe Group has transferred substantially all the risks and rewards of ownership.

Leases enteredinto by the Group as lessor, where the Group transfers substantially all the risks and rewards of ownership tothe lessee, are
classified as finance leases. The leased asset is not held on the Group balance sheet;instead, a finance lease is recognised representing the
minimum lease payments receivable under the terms of the lease, discounted atthe rate of interestimplicit in the lease. Interestincomeis
recognised in interestreceivable, allocated to accounting years to reflecta constant periodic rate of return.

2020 2019

£m £m

Gross loans and advances to customers 72,925 73,246
Impairment provisions on credit exposures (note 3.2) (735) (362)
Fair value hedge adjustment 240 211
72,430 73,095

The Group has a portfolio of fair valued business loans of £190m (2019: £253m) which are classified separately as financial assets at FVTPL on the
balance sheet(note 3.5). Combined with the above, this is equivalentto totalloans and advances of £72,620m (2019: £73,348m).

The fairvalue hedge adjustment represents an offset to the fair value movement on derivatives designated in hedge relationships to managethe interest
rate risk inherent in the Group’s fixed rate mortgage portfolio.
The Group has transferred a proportion of mortgages to the securitisation and covered bond programmes (note 3.3).

Lease finance

The Group leases a variety of assets to third parties under finance lease arrangements, including vehicles and general plant and machinery. The cost of
assets acquired by the Group duringthe yearforthe purpose of lettingunder finance leases and hire purchase contractsamou ntedto £61m (2019: £38m)
and £346m (2019: £408m) respectively.

Finance lease receivables are presented in the statement offinandal position within ‘Loans and advances to customers’. The maturity analysis of lease
receivables, including the undiscounted lease payments to be received are as follows:

Gross investmentin finance lease and hire purchasereceivables

2020 2019

£m £m

Less than 1 year 265 276
1-2years 186 180
2-3years 125 112
3-4 years 65 63
4-5years 32 31
More than 5 years 33 23
706 685

Unearned finance income (36) (36)
Net investmentin finance lease and hire purchase receivables 670 649

Finance income recognised onthe netinvestment in the lease was £22m (2019:£22m) andis included in ‘Interestincome’in the income statement (note
2.2).
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3.2 Impairment provisions on credit exposures

Accounting policy

At each reporting date, the Group assesses financial assets measured at amortised cost, as well as loan commitments and finan cial guarantees
not measured atFVTPL, forimpairment. The impairment loss allowance is calculated using an ECL methodology and reflects: (i) an unbiased and
probability weighted amount; (i) the time value of money which discounts the impairmentloss; and (iii) reasonable and supportable information
that is available withoutundue cost or effort at the reporting date aboutpastevents, current conditions and forecasts of future economic conditions.

ECL methodology is based upon the combination of PD, LGD and EAD estimates that consider a range of factors thatimpact on credit risk and
consequently the level of impairment loss provisioning. The Group uses reasonable and supportable forecasts of future economic conditions in
estimating the ECL allowance. The methodology and assumptions usedin the ECL calculation are reviewed regularly and updated as necessary.

The ECL assessmentis performed on either a collective or individual basis:

Collectively assessed: these assets are assessed and provided foron a group or a pooled basis due to the existence of shared risk characteristics
foraslong as they retainthose similar characteristics. Financial assets are considered to have sharedrisk characteristics when, at a given point in
time, they will tend to displaya similar PD and credit risk profile.

Individually assessed: these assets are assessed and provided for at the financial instrument level, with the assessment (which is governed by the
Group'’s Credit Policy) taking into consideration a range oflikely potential outcomes relatingto each customer and their associated financial assets.

Regardless of the calculation basis, the Group generates an allowance at the individual financial instrument level.

SICR assessment and staging

The ECL is calculated as either a 12-month (Stage 1) or lifetime ECL depending onwhether the financial asset has suffered a SICR since
origination (Stage 2) or has otherwise become creditimpaired (Stage 3) as at the reporting date. The Groupuses a PD threshold curve (distinctfor
each portfolio) to assess fora SICR and also utilises the 30 days past due and 90 days past due backstops for recognising Stage 2 and Stage 3
provisions respectvely.

In addition to the above stages, POCI financial assets are those which are assessed as being credit impaired upon initial recognition. Once a
financial assetis classified as POCI, it remains there until derecognition irrespective of its credit quality. POClfinancial assetsare disclosed
separately fromthose financial assets in Stage 3. The Group regards the date of acquisition as the origination date for purchased portfolios.

Financial assets can move between stages when the relevant staging criteria are nolonger satisfied. If the level of impairme nt loss reduces in a
subsequentyear, the previously recognised impairment lossallowance is reversed and recognised in the income statement.

The Group has notmade use of the low creditrisk option under IFRS 9 forloans and advances at amortised cost.

Write-offs and recoveries

When there is no reasonable expectation of recovery for a loan, it is written off against the related provision. Such loans are written off after all the
necessary procedures have beencompleted and the amountof theloss hasbeen determined. Subsequent recoveries of amounts pre viously
written off decrease the amountof the impairment charge in the income statement.

The Group’s impairment policy for debt instruments atFVOCI is includedin note 3.7. The impact of the ECL methodology on the Group’s cash and
balances with central banksand due from other banks balances is immaterial.

Critical accounting estimates and judgements
The use of an ECL methodology under IFRS 9 requires the Group to apply estimates and exercise judgementwhen calculating animpairment
allowance for credit exposures.

Further detail on the scenarios, macroeconomic assumptions and weightingsused in the ECL calculation together with sensitivity analysis is
detailed in the Risk report on pages 42to 45.
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3.2 Impairment provisions on credit exposures continued

Movementinimpairment provisions on credit exposures 2?:_? 2(33
Opening balance 362 224
Charge for the year 507 252
Amounts written off (159) (142)
Recoveries of amounts written off in previous years 25 28
Closing balance 735 362
Individually assessed 53 47
Collectively modeled 682 315
735 362

The Group impairment provision is classified by stage allocation as follows:
2020 2019
£m £m
Stage 1 136 79
Stage 2 465 168
Stage 39 134 115
735 362

(1) Stage 3 includes £2m (2019: £3m) of POCI gross loans and advances.

3.3 Securitisation and covered bond programmes

Accounting policy

The Group sponsors the formation of structured entities, primarily for the purpose of facilitation ofassetsecuritisation and covered bond
transactions, the full details of which can be foundin note 6.2 to the Company financial statements. The Group has no shareh olding in these
entities, but is exposed, or has rights, to variable returnsand has the ability to affectthose returns. The entities are co nsolidated in the Group’s
financial statements in accordance with note 1.5.

Securitisation

The Group has securitised a portion of its retail mortgage loan portfolio under both master trust (Lanark and Lannraig) and standalone (Gosforth)
securitisation programmes. The securitised mortgage loans have been assigned at principal value to bankruptcy remote structured entities. The
securitised debt holders have no recourse tothe Group other than the principal and interest (including fees) generated from the se curitised

mortgage loan portfolio.

The externally held securitised notes in issue are included within debt securities in issue (note 3.12). There are a number of notesheld internally
by the Group which are used as collateral for repurchases and similar transactions or for creditenhancementpurposes.

Covered bond

A subset of the Group’s retail mortgage loan portfolio has beenring-fenced and assigned to bankruptcy remote limited liability partnerships,
Clydesdale Covered BondNo 2 LLP and Eagle Place LLP, to provide a guarantee for the obligations payable on the covered bonds issued by the
Group.

The covered bond partnerships are consolidated with the mortgage loans retained onthe consolidated balance sheet and the coveredbonds
issued included within debt securities in issue (note 3.12). The covered bond holders have dual recourse: firstly, to the bond issuer on an
unsecured basis; and secondly, to the appropriate LLP under the Covered Bond Guarantee secured againstthe mortgage loans.

Under both the securitisation and covered bond programmes, the mortgage loans do notqualify for balance sheetderecognition because the
Group remains exposed to the majority ofthe risks and rewardsof the mortgage loan portfolio, principally the associated credit risk. Th e Group
continues to service the mortgage loans in return for an administration fee and is also entitled to any residual income after all paymentobligations
due undertheterms of the programmes and senior programme expenses have beenmet. Inthe mortgage originator a deemed loan liability is

recognised forthe proceeds ofthe funding transaction.

Significantrestrictions
Where the Group uses its financial assetsto raise finance through securitisations and the sale of securities subjectto repurchase agre ements, the
assets become encumbered and are notavailable for transfer around the Group.
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3.3 Securitisation and covered bond programmes continued
The assets and liabilities in relation to securitisation and covered bonds in issue at 30 September are as follows:

2020 2019
Loans and Loans and

advances Notes advances Notes
securitised inissue securitised inissue
£m £m £m £m

Securitisation programmes
Lanark Master Issuer 5,686 4,757 5,009 4,597
Lannraig Master Issuer 860 765 1,032 838
Gosforth 2014-1 - - 372 385
Gosforth 2015-1 = = 707 630
Gosforth 2016-1 1,141 947 1,142 1,048
Gosforth 20162 - - 701 579
Gosforth 2017-1 910 709 934 852
Gosforth 2018-1 1,227 1,060 1,353 1,267
9,824 8,238 11,250 10,196
Less held by the Group (4,236) (5,154)
4,002 5,042

Covered bond programmes
Clydesdale Bank PLC 905 781 1,253 776
Clydesdale Bank PLC (formerly Virgin Money PLC) 3,446 1,137 2,622 1,126
4,351 1,918 3,875 1,902

The fairvalues of financial assets and associated liabilities relating to the securitisation programmes where the counterparty to theliabilities has recourse
only to the financial assets were £9,807m and £3,988m respectively (2019: £11,329m and £5,085m).

There were no events during the year that resulted in any Grou p transferred financial assets being derecognised.
The Group has contractual and non-contractual arrangements which may require it to provide financial support as follows:

Securitisation programmes
The Group provides credit support to the structured entitiesvia reserve funds, which are partly funded through subordinated debt arrangements and by

holding junior notes. Exposures are shown in the table below:

2020 2019

£m £m

Beneficial interest held 1,795 1,467
Subordinated loans 46 100
Junior notes held 1,299 1,722
3,140 3,289

Looking forward through future reporting years there are a number of date-based options on the notes issued by the structured entities which could be
actioned by them as issuer. These could require the Group, as sponsor, to provide additional liquidity support.

Covered bond programmes

The nominal level of over-collateralisation was £520m (2019: £699m) in the Clydesdale Bank PLC programme and £2,314m (2019: £1,490m) in the
Clydesdale Bank PLC (formerly Virgin Money PLC) programme. From time to time the obligations of the Group to provide over-collateralisation may
increase due to the formal requirements of the programme.

Under all programmes, the Group has an obligation to repurchase mortgage exposures if certain mortgage loans nolonger meet the programme criteria.
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3.4 Cash and balances with central banks

Accounting policy
Cash and balanceswith central banks are measured at amortised cost, using the effective interestmethod, adjusted for ECLs, and are
derecognised when the rights to receive cashflows have expired orthe Group has transferred substantally all the risks and rewards of ownership.

These balances are generally ofa short-term nature and repayable on demand or within a short timescale, generally three months.

2020 2019

£m £m

Cash assets 1,560 1,574
Balances with central banks (including EU payment systems) 7,547 8,722
9,107 10,296

Less mandatory deposits with central barks® (220) (183)
Included in cash and cash equivaents (note 5.2) 8,887 10,113

(1) Mandatory deposits are not available for use in the Group’s day-to-day business and are non-interest bearing.

3.5 Financial assets and liabilities at fair value through profitor loss

Accounting policy

Afinancial assetis measuredat FVTPLIf it (i) does not fall into one of the business models for amortised cost (note 1.7) or FVOCI (note 3.7); (i) is
specifically designated as FVTPL on initial recognition in order to eliminate or significantly reduce a measurementmismatch; or (iii) is classified as
held fortrading.

Financial liabilities are measured at FVTPL where they are trading liabilities or where they are designated at FVTPL (e.g. an accounting mismatch)
orwhere the performance is evaluated on a fair value basis in accordance with risk management and investmentstrategies.

A financial instrument is classified as held for trading if it is acquired principally for the purpose of sellingin the near term, forms part of a portfolio
of financial instruments that are managed together and for which there is evidence of short-term profit taking, orit is a derivative notin a qualifying
hedge relationship.

Associated gains and losses are recognised in the income statement as they arise (note 2.3).

2020 2019
£m £m

Financial assets at fair value through profit or loss
Loans and advances 190 253
Other financialassets 13 14
203 267

Loans and advances

Includedin financial assets at FVTPL is a historical portfolio of loans (sales ceased in 2012). Interestrate risk associated with these loans is managed using
interest rate derivative contracts and theloans are recorded at fair value to avoid an accounting mismatch. The maximum cred it exposure of the loans is
£190m (2019: £253m)including accrued interest receivable of £1m (2019: £1m). The cumulative loss in the fair value of the loans attributable to changes
in credit risk amounts to £3m (2019: £4m) and the change forthe current yearis a decrease of £1m (2019: decrease of £4m), of which £1m (2019: £2m)

has been recognised in theincome statement.

Other financial assets
Included in otherfinancial assets are £12m (2019: £8m) of unlisted securities and £1m (2019: £6m) of debtinstruments.

Referto note 3.16 for further information on the valuation methodology applied to financial assets held at FVT PL and their classification within the fair
value hierarchy. Details of the credit quality of financial assets is providedin the Risk report.
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3.6 Derivative financial instruments

Accounting policy

The Group uses derivative financial instruments to manage exposure to interest rate and foreign currency risk. Interest rate risk arises when there
is a mismatch between fixed interest rate and floating interestrates, and different repricing characteristicsbetween assets and liabilies. Currency
risk arises when assetsand liabilities are notdenominated in the functional currency of the entity. Derivatives are recognised on the balance sheet
at fairvalue on trade date and are measured at fair value throughout the life of the contract. Derivativesare carried asas sets whenthe fairvalueis
positive and as liabiliies whenthe fair value is negative. The notional amountof a derivative contract is notrecorded on the balance sheetbut is
disclosed as part of this note.

Netting

Derivative assets and liabilities are offset againstcollateral received and paid respectively, and the net amountreportedin ‘dueto and from other
banks’in the balance sheet only whenthereis a legally enforceable right to offsetthe recognised amounts, andthereis an intention to settleon a
net basis. Amounts offset on the balance sheetrepresent the Group’s centrally cleared derivative financial instuments and collateral paid toffrom
central clearing houses, which meet the criteriafor offsetingunder IAS 32.

Hedge accounting

The Group elects toapply hedge accounting for the majority of its risk managementactivitythatuses derivatives. This results in greater alignment
in the timing of recognition of gains and losses on hedged items and hedginginstruments and therefore reduces income statement volatility. The
Group does nothave a trading book, however derivatives thatdo not meet the hedgin g criteria, or for which hedge accounting is not applied, are
classified as held for trading.

The Group has elected, as a policy choice permitted under IFRS 9, to continue to apply hedge accountingin accordance with IAS 39. The method
of recognising the fair value gain orloss ona derivative depends onwhetherit is designated as a hedging instrument and the nature of theitem
being hedged. Certain derivatives are designated as either hedges ofhighly probable future cash flows attributable to a recognised asset or
liability, or a highly probable forecast transaction (a cash flow hedge); or hedges of the fair value of recognised assets or liabilities or firm
commitments (a fair value hedge).

As highlightedin note 1.10, the Group has early adopted the ‘Amendments to IAS 39and IFRS 7 Interest Rate Benchmark Reform’ issued

in September 2019. In accordance with the transition provisions, the amendments have been adopted retrospectively in respect of hedging
relationships thatexisted at the start of the reporting year or were designated thereafter, and to the amountaccumulated in the cash flow hedge
reserve atthat date.

The amendments provide temporary relief from applying specific hedge accounting requirements to hedging relationships directly affected by
IBOR (Interbank Offered Rates) reform. The reliefs have the effect thatIBOR reform should notgenerally cause hedge accounting to terminate.
However, any hedge ineffectivenesscontinues to be recordedin the income statement. Furthermore, the amendments set out triggers for when
the reliefs will end, which include the uncertainty arising from interest rate benchmark reform no longer being present.

In summary, the reliefs provided by the amendments thatapply to the Group are:

. When considering the ‘highly probable’ requirement, the Group has assumed that the IBOR interest ratesupon which the hedged items are
based do notchange as a resultof IBOR reform;

. In assessing whether the hedge is expectedto be highly effective on a prospective basis the Group has assumed thatthe IBOR interest rates
upon which the cash flows ofthe hedged items and the hedging instruments that hedge them are based are notaltered by IBOR reform;

. The Group will not discontinue hedge accounting should the retrospective assessment of hedge effectiveness fall outside the 80-125 per
centrange andthe hedging relationship be subject to interest rate benchmark reforms. For those hedging relationships that are not subjectto
the interest rate benchmark reforms the Group will continue to cease hedge accounting if retrospective effectiveness is outside the 80 -125
percentrange;

. The Group has retained the cumulative gain orloss in the cashflow hedge reserve for designated cash flow hedges that are su bject
to interest rate benchmark reforms eventhough there is uncertainty arising from the interest rate benchmark reform with respectto the timing
and amount ofthe cash flows ofthe hedged items. Should the Group consider the hedged future cash flows are nolonger expectedto occur
due to reasonsotherthan interestrate benchmark reform, the cumulative gain orloss will be immediately reclassified to pro fit or loss; and

. The Group has assessed whetherthe hedged IBOR risk component is a separately identifiable risk only when it first designates a hedged
itemin a fairvalue hedge andnot onan ongoing basis.
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Accounting policy continued

Cash flow hedge

The effective portion of changes in the fair value ofderivativesthatare designated and qualify as cash flow hedges is reco gnised in equity.
Specifically, the separate component of equity (note 4.1) is adjusted to the lesser of the cumulative gain orloss on the hedging instrument and the
cumulative changein fair value of the expected future cash flows on the hedged item from the inception of the hedge. Any remaining gain orloss
on the hedginginstrument is recognised in the income statement. The carrying value ofthe hedged itemis not adjusted. Amounts accumulatedin
equity are transferred to the income statement in the year in which the hedged item affects profitorloss.

When a hedginginstrumentexpires or is sold, orwhen a hedge nolonger meets the criteria for hedge accounting, any cumulative gain or loss
remains in equity andis recognised whenthe forecast transactionis ultimately recognised in the income statement. When a fo recast transaction is
no longer expected to occur, the cumulative gain or loss thatwas reported in equity is immediately transferred to the income statement.

Fair value hedge

The carrying value of the hedged item on initial designation is adjusted for the fair value attrib utable to the hedged risk. Subsequently, changes in
the fairvalue of derivatives thatare designated and qualify as fair value hedges are recorded in the income statement, toge ther with any changes
in the fairvalue of the hedged asset or liability thatare attributable to the hedgedrisk. This movement in the fair value of the hedged item is made
as an adjustmentto the carrying value of the hedged assetor liability.

Where the hedged itemis derecognised from the balance sheet, the adjustment to the carryingamountof the assetor liability is immediately
transferred to the income statement. When a hedging instrument expires or is sold, orwhena hedge no longer meets the criteria for hedge
accounting, the adjustmentto the carryingamount ofa hedged ite m is amortised to the income statementover the remaining life ofthe assetor
liability.

Derivatives held for trading

Changes in value of held for trading derivatives are immediately recognised in the income statement (note 2.3).

The tables below analyse derivatives betweenthose designated as hedging instruments and those classified as held for trading:

2020 2019
£m £m
Fair value of derivativefinancial assets
Designated as hedging instruments 198 315
Designated as held for trading 120 51
318 366
Fair value of derivativefinancial liabilities
Designated as hedging instruments 158 191
Designated as held for trading 92 82
250 273

In respect of derivatives with other banks, cash collateral totalling £53m (2019: £55m) has been pledged and £93m has been received (2019: £149m).
These amounts are included withindue from and due to other banks respectively. Collateral placed with clearing houses, which did notmeet offsetting
criteria, totalled £202m (2019: £55m) andis included within other assets.

The derivative financial instrumentsheld by the Group are further analysed below. The notional contract amount is the amount from which the cash flows
are derived and does not represent the principal amounts at risk relating to these contracts.
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Total derivativecontracts

2020 2019
Notional Notional
contract Fair value Fair value contract Fair value Fair value
amount of assets of liabilities amount of assets of liabilities
£m £m £m £m £m £m
Derivatives designated as hedging instruments
Cash flow hedges
Interest rate swaps (gross) 29,645 74 215 25,023 105 121
Less: net settled interest rate swaps® (19,187) (13) a71) (14,513) (47) (75)
Interest rate swaps (net)® 10,458 61 44 10,510 58 46
Cross currency swaps? 420 28 - 1,446 162 -
10,878 89 44 11,956 220 46
Fair value hedges
Interest rate swaps (gross) 37,803 182 751 25,492 146 526
Less: net settled interest rate swaps®® (30,603) (92) (642) (23,872) (60) (389)
Interest rate swaps (net)® 7,200 90 109 1,620 86 137
Cross currency swaps'? 1,448 19 5 808 9 8
8,648 109 114 2,428 95 145
Total derivatives designated as hedging
instruments 19,526 198 158 14,384 315 191
Derivatives designated as held for trading
Foreign exchange rate related contracts
Spot and forward foreign exchange® 1,003 15 15 728 16 15
Cross currency swaps®? 1,263 56 7 1,123 11 9
Options® 1 _ _ 2 _ _
2,267 71 22 1,853 27 24
Interest rate related contracts
Interest rate swaps (gross) 704 28 47 1,159 24 53
Less: net settled interest rate swaps® - - - (363) (5) )
Interest rate swaps (net)® 704 28 47 796 19 51
Swaptions @ 10 - 2 11 - 2
Options® 426 2 3 465 2 3
1,140 30 52 1,272 21 56
Commodity related contracts 131 19 18 55 2 2
Equity related contracts - - - 3 1 -
Total derivatives designated as held for trading 3,538 120 92 3,183 51 82

(1) Presented within other assets.
(2) Presented within derivative financial instruments.
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Hedge accounting

The hedging strategy of the Groupis divided into micro hedges, where the hedgeditem is a distinctly identifiable asset or liability, and portfalio hedges,
where the hedgeditemis a homogenous portfolio of assets and liabilities.

In some hedge accounting relationships, the Group designates risk components of hedged items as follows:

e benchmarkinterest rate risk as a component of interest rate risk, such as the SONIA component;

e exchange rate risk for foreign currency financial assets andfinancial liabilities; and

e components of cashflows of hedged items, for example certain interest payments for part of the life of aninstrument.

Otherrisks such as credit risk and liquidity risk are managed by the Group but are notincluded in the hedge accounting rela tionship. Changesin the
designatedrisk component usually account for the largest portion of the overall change in fair value or cash flows of the hedgeditem.

Portfolio cash flow hedges

The Group applies macro cash flow hedge accounting to a portion of its floating rate financial assets and liabilities. The hedged cash flows are a group of
forecast transactions that result in cash flow variability from resetting of interest rates, reinvestmentof financial assets, or refinancing and rollovers of
financial liabilities. This cash flow variability can arise on recognised assets or liabilities or highly probable forecasttransactions. The hedged items are
designated as the gross asset or liability positions allocated to time buckets based on projected repricing and interest profiles. The Group aims to maintain
a position where the principalamountof the hedged items is greater than or equal to the notional amount of the corresponding interest rate swaps used as
the hedging instruments. The hedge accountingrelationship is reassessed ona monthly basis with the composition of hedging instruments and hedged
items changing frequently in line with the underlying risk exposures. If necessary, the hedge relationships are de -designated and redesignated based on
the effectiveness test results.

Micro cash flow hedges
Floating rate issuances that are denominated in currencies other thanthe functional currency of the Group are designated in cash flow hedges with cross
currency swaps.

Portfolio fair value hedges

The Group applies macro fair value hedging to its fixed rate mortgages. During the year fair value hedging of fixed rate deposits was discontinued. The
Group determines hedged items by identifying portfolios of homogeneous loans or deposits based on their contractua | maturity and other risk
characteristics. Loans or deposits within the identified portfolios are allocated to repricing time buckets based on expected, rather than contractual,
repricing dates. The hedging instruments are designated to those repricing time buckets. Hedge effectiveness is measured on a monthly basis, by
comparing fair value movements of the designated proportion of the bucketed loans due to the hedged risk againstthe fair value movements of the
derivatives.

The aggregated fair value changesin the hedged loans and deposits are recognised on the Group’s balance sheet as anasset and liability respectively.
Atthe end of every month, in order to minimise the ineffectiveness from early repayments and accommodate new exposures, the Group voluntarily de-
designates the hedge relationships and redesignates them as new hedges.

Micro fair value hedges
The Group uses this hedging strategy on GBP and foreign currencydenominated fixed rate assets held at FVOCIl and GBP andforeign currency
denominated fixed rate debtissuances by the Group.

Hedge ineffectiveness
Hedge ineffectiveness can arise from:

e mismatches between the contractual terms of the hedged item and hedging instrument, including basis differences;
o differencesin timing of cash flows of hedged items and hedging instruments;

e changesin expected timingsand amounts of forecast future cash flows; and

o derivatives used as hedginginstruments having a non-zero fair value at the time of designation.

Additionally, for portfalio fair value hedges of the Group’s fixed rate mortgage portfolio, ineffectiveness also arises from the difference between forecast
and actual repayments (e.g. prepayment risk and impact of short-term paymentholidays granted to customers in responseto COVID-19).

Interest Rate Benchmark Reform
The Group has cash flow and fair value hedge accounting relationships thatare exposed to different IBORs, predominantly GBP LIBOR but also Euro
Interbank Offer Rate (EURIBOR), which are subjectto IBOR reform.

As at 30 September 2020, the principal of the hedged items designated into cash flow hedge relationships that is directly affected by the interest rate
benchmark reformis £611m. The principal of the hedged items designated in fair value hedge relationshipsthat is directly af fected by the interest rate
benchmark reformis £780m, of which £78mrelates to EURIBOR. These fair value hedges principally relate to GBP and foreign currency denominated
fixed rate assets, and GBPfixed rate debt.

At 30 September 2020, the principal amount of the hedginginstruments in hedge relationships to which these amendments apply was £908m, of which
£778mrelates to fair value hedges and £130m relates to cashflow hedges.

Page 67 of the Risk report describes how the Group is managing the transitionto new benchmark interestrates.

95



Group financial statements

Notesto the consolidated financial statements

Section 3: Assets and liabilities

3.6 Derivative financialinstruments continued

The Group will continue to apply theamendments to IAS 39 until the uncertainty arising from IBOR reform, with respect to the timing and the amount of
the underlying cash flows that the Groupis exposedto, ends. The Group has assumed that this uncertainty will not end untilthe Group’s contracts that
reference IBORs are amended to specify the date on which the interestrate benchmark will be replaced, the cash flows of the alternative benchmark rate
and the relevant spread adjustment.

The table below discloses the impact derivatives held in micro hedging relationships are expectedto have onthe timing and uncertainty of future cash flows.
Allnotional principal amounts and carrying values are presented gross, prior to any netting permitted for balance sheet presentation as thisreflects the
derivative position used for risk management and the impacton future cash flows.

3 months or less 310 12 months lto5years Total
2020
Cash flow hedges
Foreign exchange risk
Cross currency swap
Notional principal (Em) 185 235 - 420
Average GBP/EURTrate 1.4149 1.4149 - n/a
Average GBP/USD rate 1.3023 1.2984 - n/a
2019
Cash flow hedges
Foreign exchange risk
Cross currency swap
Notional principal (Em) 107 445 894 1,446
Average GBP/EUR rate 1.3459 1.3423 1.3680 n/a
Average GBP/USD rate 1.3263 1.3228 1.3089 n/a
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Summary of hedging instruments in designated hedge relationships
In the table below, the Group sets out the accumulated adjustments arising from the corresponding continuing hedge relationships, irrespective of whether

ornotthere has been a changein hedge designation duringtheyear.

2020 2019
Carrying amount Change in fair Carrying amount Change in fair
value of hedging value of hedging
instrument in the instrument in the
Notional year used for Notional year used for
contract ineffectiveness contract ineffectiveness
amount Assets Liabilities measurement(® amount Assets Liabilities measurement(®
£m £m £m £m £m £m £m £m
Cash flow hedges
Interest rate risk
Interest rate swaps ¥ 29,645 74 (215) (80) 25,023 105 (122) -
Foreign exchange risk
Cross currency swaps 420 28 = (59) 1,446 162 - 59
Total derivatives designated as
cash flow hedges 30,065 102 (215) (139) 26,469 267 (121) 59
Fair value hedges
Interest rate risk
Interest rate swaps® 37,803 182 (751) (40) 25,492 146 (526) (264)
Foreign exchange and interest rate risk
Cross currency swaps 1,448 19 5) = 808 9 8) 1
Total derivatives designated as
fair value hedges 39,251 201 (756) (40) 26,300 155 (534) (263)

(1) As shown inthe total derivatives contracts table on page 94, for centrally cleared derivatives, where the IAS 32 ‘Financial Instruments: Presentation’ netting criteria is met, the derivative
balances are offset within other assets. For all other derivatives, the derivative balances are presented within derivative financial instruments.

(2) Changes in fair value of cash flow hedging instruments are recognised in other comprehensive income. Changes in fair value of fair value hedging instruments are recognised in the
income statement in non-interest income.

Summary of hedged items in designated hedge relationships
In the table below, the Group sets out the accumulated adjustments arising from the corresponding continuing hedge relationships, irrespective of whether
ornotthere has been a changein hedge designation duringtheyear.

2020 2019
Change in fair Cash flow hedge reserve Change in fair Cash flow hedge reserve
value of hedged value of hedged (excluding deferred tax)
item in the year item in the year
used for used for
ineffectiveness Continuing Discontinued ineffectiveness Continuing Discontinued
measurement hedges hedges measurement hedges hedges
£m £m £m £m £m £m
Cash flow hedges
Interest rate risk
Gross floating rate assets andgross 74 (123) 17 14) (15) (20)
floating rate liabilties®
Foreign exchange risk
Floating rate currency issuances® 59 1) = (59) - -
Total 133 (124) 17 (73) (15) (20)

(1) Highly probable future cash flows arising from loans and advances to customers, due to customers and debt securities inissue.
(2) Hedged item is recorded in debt securities in issue.
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2020 2019
Carrying amount Accumulated  Change in fair Carrying amount Accumulated  Change in fair
of hedged items amount of value of of hedged items amount of value of
fair value hedged items fair value  hedged items
adjustments in the year adjustments in the year
onthe used for onthe used for
hedged ineffectiveness hedged ineffectiveness
Assets Liabilities item  measurement Assets Liabilities item  measurement
£m £m £m £m £m £m £m £m
Fair value hedges
Interest rate risk
Fixed rate mortgages(3) 31,110 - 240 29 16,436 — 211 209
Fixed rate customer deposits® _ _ (1) 1 ~  (4,769) (10) ©
Fixed rate FVOCI debtinstruments® 3,001 _ 74 16 2,940 _ 166 133
Fixed rate issuances® _ (2,576) 146 (23) - (2,368) 122 (92)
Foreign exchange and interest rate risk
Fixed rate currency FVOCI debt instruments ® 83 _ 5 3 82 _ 3 4
Fixed rate currency issuances® _ (1,389) 4 ®) _ (530) 1 ()
Total 34,194 (3,965) 458 23 19,458 (7,667) 493 241

(1
(2
(3
(4) Hedge relationship was discontinued during the year. The fair value adjustment taken will be amortised over the remaining life of the hedged items, and is recorded in due to customers.
(5) Hedged item is recorded in financial assets at FVOCI.

Highly probable future cash flows arising from loans and advances to customers, due to customers and debt securities in issue.
Hedged item is recorded in debt securities in issue.

Hedged item and the cumulative fair value changes, are recorded inloans and advances to customers.

)
)
)
)

2020 2019
Effective Reclassified into Effective Reclassified into
Hedge portion  income statement as Hedge portion  income statement as
ineffectiveness recognised ineffectiveness recognised
recognised in other Net Non- recognised in other Net Non-
inincome comprehensive interest interest inincome comprehensive interest interest
statement™® income income income statement™® income income income
£m £m £m £m £m £m £m £m
Cash flow hedges
Interest rate risk
Gross floating rate assets andgross
floating rate liabilities (6) (74) 4 5) (14) 14 - —
Foreign exchange risk
Floating rate currency issuances - (59) - (59) - 59 - 57
Total losses on cash flowhedges (6) (133) 4 (64) (14) 73 - 57

98



Group financial statements

Notesto the consolidated financial statements

Section 3: Assets and liabilities

3.6 Derivative financialinstruments continued

Hedge ineffectiveness
recognised inincome

2020 2019
£m £m
Fair value hedges
Interest rate risk
Fixed rate mortgages (22) (24)
Fixed rate customer deposits 3 4
Fixed rate FVOC| debtinstruments - (2
Fixed rate issuances 2 (1)
Foreign exchange and interest rate risk
Fixed rate currency FVOCI debt instruments - -
Fixed rate currency issuances - 1
Total losses on fair value hedges® 17) (22)

(1) Recognised in gains less losses on financial assets at fair value.

3.7 Financial assets at fair value through other comprehensive income

Accounting policy

A financial asset is measured at FVOCI when (i) the asset is held withina businessmodel whose objective is achieved by both collecting
contractual cash flows and selling financial assets; and (i) the contractual terms give rise to cash flows on specified date s which are solely
payments of principal and intereston the principal amount outstanding unless the financial asset is designated at FVTPL oninitial recognition. An
option for equity investments thatare notheld for trading can be takento classify them atFVOCI where an irrevocable electionis made at initial

recognition. This option is available for each separate investment. The Group has not exercised this option for any equity investments.

Interestincome and impairmentgains andlosseson FVOCI assets are measuredin the same manner as for assets measured at amortised cost
and are recognisedin the income statement, with all other gains or lossesrecognised in other comprehensive income as a separate componentof
equity in the year in which they arise. Gains and lossesarising from changesin fair value areincluded as a separate co mponent of equity until sale
when the cumulative gain orloss is transferred to the income statement. For all FVOCI assets, the gainor loss is calculated with reference to the
gross carrying amount.

Debt instruments atFVOCI are subject to the same impairmentcriteria as amortised cost financial assets (note 3.2), with the ECL element
recognised directly in the income statement. As the financial asset is fair valued through other comprehensive income, the changein its value
includes the ECL element, with the remaining fair value change recognised in other comprehensive income. Any reversal of the ECL is recorded in
the income statement up tothe value recognised previously.

The Group exercisesthe low creditrisk option for debt instruments classified as FVOCI, recognising the high creditquality of the instruments,
accordingly a 12-month ECL is calculated on the assets.

2020 2019

£m £m

Listed securities 5,080 4,328
Total financial assets at fair valuethrough other comprehensive income 5,080 4,328

Referto note 3.16 for further information on the valuation methodology applied to financial assets at FVOCI at 30 September 20 20 and their classification
within the fair value hierarchy. Details of the credit quality of financial assetsis provided in the Risk report.
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Accounting policy

Capitalised software is stated at cost, less amortisation and any provision forimpairment.

Identifiable and directly associated external and internal costs of acquiring and developing software are capitalised where the software is controlled
by the Group, and whereit is probable that future economic benefits that exceed its cost will flow fromits use over more th an one year. Costs
associated with maintaining software are recognised as an expense as incurred. Capitalised software costsare amortised on a straight line basis

overtheirexpected useful lives, usually betweenthree andtenyears. Impairment losses are recognised in the income stateme ntas incurred.

Goodwill arises on the acquisition of an entity and represents the excess of the fair value of the purchase consideration and directcosts of making
the acquisition over the fair value of the Group’s share ofthe net assetsat the date of the acquisition. Goodwill is not su bjectto amortisation and is

tested forimpairmenton anannual basis.

Assets that are subjectto amortisation are reviewed forimpairment whenever events or changes in circumstances indicate that the carrying

amount may not berecoverable, which typically arises whenthe be nefits associated with the software were substantially reduced from what had
originally been anticipated or the asset has been superseded by a subsequentinvestment. Insuch situations, an impairmentloss is recognised for
the amount by which the carrying amount of an assetexceeds its recoverable amount. The recoverable amountof anassetis the higher of its fair

value less costs of disposal or its value-in-use.

Intangible assets which are fully amortised are reviewed annually to consider whether the assets remain in use.

Capitalised Core deposit
software Goodwill intangible Total
£m £m £m £m

Cost
At 1 October 2018 733 - - 733
Acquisition of Virgin Money Holdings (UK) PLC 172 11 6 189
Additions 130 - - 130
Write-off (85) - - (85)
At 30 September 2019 950 11 6 967
Additions 78 - - 78
At 30 September 2020 1,028 11 6 1,045
Accumulated amortisation
At 1 October 2018 321 - - 321
Charge for the year 82 - 1 83
Impairment 115 - - 115
Write-off (68) - - (68)
At 30 September 2019 450 - 1 451
Charge for the year 102 - 1 103
At 30 September 2020 552 - 2 554
Netbook value
At 30 September 2020 476 11 4 491
At 30 September 2019 500 11 5 516

£4m (2019: £31m) of the £78m (2019: £130m) software additions do not form part of internally generated software projects.
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Accounting policy
Deferred tax assets and liabilities are recognised on temporary differences arising betweenthe tax bases of assets and liabilities and their carrying
amounts in the consolidated financial statements. A deferred tax asset is recognised for unused tax lossesand unusedtax cre dits only if it is

probable that future taxable amountswill arise against which those temporary differences and losses may be utilised.

Critical accounting estimates and judgements
The Group has deferred tax assetsof £326m (2019: £322m), the principal compon ents of which are tax losses and capital allowances.

The Group has assessed the recoverability of these deferred tax assets at30 September 2020 and considers it probable that su fficient future
taxable profitswill be available against which the underlying deductible temporary differences can be utilised over the corporate planning horizon.
This assessment is based on the latest strategic plan which has taken accountof the volatile and uncertain macroeconomic conditions in the UK
due to the COVID-19 pandemic and the uncertainty around Brexit. Deferred tax assetsare recognised to the extent thattheyare expectedto be
utilised over six years fromthe balance sheetdate. If instead of six years the period was five years or sevenyears the recognised deferred tax
asset would be £309m or £345m respectively. All tax assets arising will be used within the UK.

Movementin net deferred tax asset

2020 2019
£m £m
At 1 October 121 136
Recognised in the income statement (note 2.5) 31 53
Recognised directly in equity (100) (68)
At 30 September 52 121
The Group has recognised deferredtax in relation to the following items:
2020 2019
£m £m
Deferred tax assets
Tax losses cariied forward 151 146
Capital allowances 113 91
Cash flow hedge reserve 23 3
Acquisition accounting adjustments ® 1 44
Transitional adjustment— IFRS 9 15 16
Transitional adjustment — available for sale reserve - 1
Employee equity based compensation 5
Unamortised issue costs 4 4
Pension spreading 9 11
Other 5 1
326 322
Deferred tax liabilities
Defined benefit pension scheme surplus (253) (139)
Acquisition accounting adjustments® (11) (51)
Gains on financialinstruments at fair value through other comprehensive income (6) (6)
Intangible assets 3) 4)
Other 1) 1)
(274) (201)
Net deferred tax asset 52 121

(1) Following the execution of FSMA part VII, the deferred tax assets and liabilities in respect of acquisition accounting adjustments have been offset to provide asingle number that will
unwind inthe same entity over coming years.

The deferred tax assets and liabilities detailed above arise primarily in Clydesdale Bank PLC.

The value of tax losses carried forward of £151m (2019: £146m) has increased due tothe recognition of current year losses and the rate change arising
fromthe increase in the corporationtax rate. The de-recognition of historic losses haslargely been offset by a reductionin the conductindemnity
adjustment (note 2.5). At 30 September 2020, the Group had an unrecognised deferred tax assetof £217m (2019: £114m) representing trading losses
with a gross value of £1,142mvalued at 19% (2019: £668m valued at 17%).
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3.10 Retirement benefit obligations

Accounting policy
The Group makes contributions to both defined benefit and defined contribution pension schemes which entitle employees to benefits
on retirement or disability.

Defined contribution pension scheme
The Group recognisesits obligation to make contributions to the scheme as anexpense in the income statement as incurred.
Prepaid contributions are recognised as an asset to the extent that a cashrefund or a reductionin future payments is available.

Defined benefit pension scheme

A liability or asset is recognised on the balance sheetin respect of the defined benefitscheme andis measured as the difference betweenthe
present value of the defined benéefit obligation less the fair value of the defined benefitscheme assets at the reportingdate. The present value of
the defined benefit obligation for the scheme is discounted by high quality corporate bond rates that have maturity dates approximating to the
terms of the defined benéefit obligation. Surpluses are only recognisedto the extentthat they are recoverable throughreduced contributions in the
future or through refunds from the scheme. In assessing whether a surplus is recoverable, th e Group considers its currentright to obtain a refund
ora reduction in future contributions and does not anticipate any future acts by other parties that could change the amount of the surplus that may
ultimately be recovered.

Pension expense attributable to the Group’s defined benefit scheme comprises currentservice cost, past service cost resultingfroma scheme
amendment or curtailment, net intereston the netdefined benefit obligation/asset, gainsor losses on settlement and adminis trative costs incurred.
Where actuarial remeasurements arise, the Group recognises such amounts directly in equity throughthe statement of comprehensive income in
the yearin which they occur. Actuarial remeasurementsarise from experience adjustments (the effects of differencesbetween previousactuarial

assumptions and what hasactually occurred) and changes in actuarial assumptions.

The following table summarises the presentvalue ofthe defined benefit obligation and fair value of planassets forthe Scheme as at 30 September:

2020 2019

£m £m

Active members’ defined benefit obligation (23) (30)
Deferred members’ defined benefit obligation (2,064) (2,537)
Pensioner and dependant members’ defined benefit obligations (1,871) (1,744)
Total defined benefit obligation (3,958) (4,311)
Fair value of Schemeassets 4,681 4,707
Net defined benefit pension asset 723 396

The Group’s pension arrangements

The Group operates both defined benefit and defined contribution arrangements. The Group’s principal trading subsidiary, Clyd esdale Bank PLC, is the
sponsoring employer in one funded defined benefit pension scheme, the Yorkshire and Clydesdale Bank Pension Scheme (‘the Scheme’). The current
version of the Scheme was established undertrust on 30 September 2009 with the assets heldin a trustee administered fund. The Trustee is responsible
forthe operation and governance of the Scheme, including making decisionsregarding the Scheme’s funding and investment strategy.

The Scheme is subject to the funding legislation outlinedin the Pensions Act 2004 which came intoforce on 30 December 2005. This, together with
documents issued by the Pensions Regulator, sets out the framework for funding defined benefit occupational pension plans in the UK.

The Group hasimplemented a number of reforms to the Scheme to manage the obligation. It closed the Scheme to new membersin 2004 and since April
2006 has determined benefits accruingon a career average revalued earnings basis. On 1 August2017, the Scheme was closed to future benefit accrual
for the majority of current employees, with affected employees’ future pension benefits being provided through the Group’s existing defined contribution
scheme, ‘Total Pension’. The income statement charge for this is separately disclosed in note 2.4.

The Group also provides post-retirement healthcare under a defined benefitscheme for pensioners and their dependant relatives for which provision has
been made on a basis consistentwith the methodology applied to the defined benefit pension scheme. This is a closed scheme andthe provision will be
utilised overthe life of the remaining scheme members. The obligation in respect of this scheme was £2mat 30 September 2020 (2019: £3m) and is
included within other liabilities in note 3.15.
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3.10 Retirement benefit obligations continued

Scheme valuations

There are a number of means of measuring liabilities in the defined benefit schemes, with the ultimate aim of the Trustee beingthatthe Scheme is 100%
funded onan agreed self-sufficiency basis (whichis where the Scheme is essentially self-funded and does notneed to call on the Group for anyadditional
funding). The two bases used by the Group tovalue its obligations are: (i) an IAS 19 accounting basis; and (i) a Trustee’s Technical Provision basis.

(i) IAS 19 accounting basis

The valuations of the Scheme assets and obligations are calculated onan accounting basis in accordance with the applicable a ccounting standard IAS 19
which provides the basis for the accounting framework and methodology for entries in the income statement, balance sheet and capital reporting. The
principal purpose of thisvaluationis to allow comparison of pension obligations between companies. The obligation under an accounting valuationcan be
higher orlowerthan those under a Trustee’s Technical Provision valuation.

The rate used to discount the obligationon anIAS 19basis is a key driver of any potential volatility andis based on yields on AArated high-quality corporate
bonds, regardless of how the Trustee ofthe Scheme invests the assets. The accounting valuationunder|AS 19 can therefore move adversely because of
low rates and narrowing credit spreads which are not fully matched by the Scheme assets. Inflation is another key source of volatility and arises asa result
of member benefits having an element ofindex linking, which causes the obligation toincrease in line with rises in long-term inflation assumptions. In
practice however, overthe longterm, the relationship betweeninterestand inflation rates tends to be negatively correlated resulting in a degree of risk offset.

(ii) Trustee’s Technical Provision basis
This valuation basis reflects how much moneythe Trustee considers is required now in order to provide for th e promised benefits as they come up for
payment in the future. The Trustee s responsible for ensuring that the calculation is conducted prudently onan actuarial ba sis, taking into account factors

including the Scheme’s investment strategy and the relative financial strength of the sponsoring employer.

A key aspect of this valuation is the investment strategy the Trustee proposes to follow as part ofthe policy for meeting th e Scheme’s obligations. Because
there are no guarantees about investment returns over long periods, legislation requires the Trustee to consider carefully how much of their expected future
investment returns it would be prudent for them to account forin advance.

During the current year the Trustee concludedthe latesttriennial valuation forthe Scheme, whichwas conducted in accordance with Scheme data and
market conditions as at 30 September 2019. The valuation resulted in an improvement in the Scheme’s funding position, with a reported surplus of £144m
(previously a deficit of £290m) and a Technical provisions funding level of 103% (previously 94%). As the 2019 valuation outcome was a funding surplus,
future payments to the Scheme are limited solely to those relating to a payment holiday agreed betweenthe Group and Scheme T rusteein respect of
contributions due under the prior 2016 valuation. These total £52m and will be paid at the rate of £2m per month over the period January 2021 to April 2023.

Scheme assets are not subject to the same valuation differencesas Scheme obligations and are consistently valued at current market value.
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IAS 19 position
The Scheme movements in the year are as follows:

2020 2019
Present Fair value Cumulative Present Fair value Cumulative
value of of plan loss value of of plan loss
obligation assets Total in OClI obligation assets Total inOCI
£m £m £m £m £m £m £m £m
Balance sheet surplus at 1 October (4,311) 4,707 396 (3,746) 3,958 212
(594) (704)
Total expense
Current servicecost - - - - - -
Past service cost @) - ® (11) - (11)
Interest (expense)income (75) 82 7 (100) 107 7
Administrative costs - (6) (6) - (5) (5)
Total (expense)/income recognised
in the consolidated income statement (76) 76 - (111) 102 9)
Remeasurements
Return on Scheme assets greater than
discount rate - 61 61 61 - 772 772 772
Actuarial:
Gain/(loss) — experience adjustments 140 — 140 140 9) - 9) 9)
Gain — demographic assumptions 116 - 116 116 30 - 30 30
Loss —financial assumptions (25) - (25) (25) (683) - (683) (683)
Remeasurement gains/(osses) recognised
in other comprehensiveincome 231 61 292 292 (662) 772 110 110
Contributions and payments
Employer contributions - 35 35 - 83 83
Benefit payments 105 (105) - 96 (96) -
Transfer payments 93 (93) = 112 (112) -
198 (163) 35 208 (125) 83
Balance sheet surplus at 30 September (3,958) 4,681 723 (4,311) 4,707 396
(302) (594)
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3.10 Retirement benefit obligations continued
The expected contributionsand expected benefit payments for the yearending 30 September 2021 are £39m (2020: £56m) and £108m (2020: £108m)

respectively.

The Group and Trustee have entered into a contingent security arrangement (the ‘Security Arangement) (note 5.3).

Maturity of Scheme liabilities

The estimated maturity period of Scheme obligations on an IAS 19 accounting basis is provided within the Group Annual Report & Accounts.

The discounted mean term of the defined benefit obligationat 30 September 2020 is 19 years (2019: 20years).

Scheme assets

In orderto meet the obligations of the Scheme, the Trustee invests in a diverse portfolio of assets, with thelevel and volatility of assetreturns being a key
factorin the overallinvestment strategy. The investmentportfolio is subject also to a range of risks typical of the types of assets held, such as: equity risk;
credit risk on bonds; currency risk; interestrate and inflationrisk; and exposure to the property market. The Trustee’s investment strategy (including
physical assets and derivatives) seeks to reduce the Scheme’s exposure to theserisks. In managing interest rate and inflation risks, the investment
strategy seeks to hold portfolios of matching assets (including derivatives) that enable the Scheme’s assets to better match movements in the value of
liabilities due to changes in interest rates and inflation.

As at 30 September 2020, theinterest rate and inflation rate hedge ratios were around 97% and 84% respectively (2019: 85% and 75%) of the obligation
when measured on a self-sufficiency basis. This strategy reflects the Scheme’s obligation profile and the Trustee’s and the Group’s attitude to risk. The
Trustee monitors the investment objectivesand asset allocation policy on a regular basis.

The Trustee’s investment strategy involves two main categories of investments:
e matching assets — a range of investments that provide a match to changes in obligationvalues; and

e return seeking assets — a range of investmentsdesignedto provide specific, planned and consistent returns.
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3.10 Retirement benefit obligations continued
The major categoriesof planassets forthe Scheme, stated atfair value, are as follows:

2020 2019
Quoted Unguoted Total Quoted Unquoted Total
£m £m £m % £m £m £m %
Bonds
Fixed government 930 - 930 569 - 569
Index linked government 2,001 - 2,001 1,757 - 1,757
Global sovereign 115 1 116 20 1 21
Corporate and other 879 48 927 531 305 836
3,925 49 3,974 85% 2,877 306 3,183 68%
Equities®
Global equities - 368 368 - 503 503
Emerging market equities - 43 43 - 50 50
UK equities - 114 114 - 32 32
= 525 525 11% - 585 585 12%
Other
Secured income altematives - 165 165 - 358 358
Derivatives® - 78 78 - 219 219
Repurchase agreements = (1,025) (1,025) - (534) (534)
Property - 122 122 - 129 129
Alternative credit - 563 563 - 409 409
Infrastructure - 127 127 - 352 352
Cash = 146 146 - 1 1
Equity options 6 - 6 5 - 5
6 176 182 4% 5 934 939 20%
Total Scheme assets 3,931 750 4,681 100% 2,882 1,825 4,707 100%

(1) Equity investments are classified as unquoted reflecting the nature of the funds in which the Scheme invests directly. The underlying investments within those funds are, however, mostly
quoted.

(2) Derivative financial instruments are used to modify the profile of the assets of the Scheme to better match the Scheme liabilities. Derivative holdings may lead to increased or decreased
exposures to the physical asset categories disclosed above. At 30 September 2020, the Scheme had employer-related investments within the meaning of Section 40 (2) of the Pensions
Act 1995 totalling £2m (2019: £2m).

Actuarial assumptions
The following assumptions were usedin arriving at the IAS 19 defined benefit obligation:

2020 2019
% p.a %p.a
Financial assumptions
Discount rate 1.58 1.77
Inflation (RPI) 2.93 3.20
Inflation (CPI) 2.03 2.20
Career average revalued earnings (CARE) revaluations:
Pre 31 March 2012 benefits (RPI) 2.93 3.20
Post 31 March 2012 benefits (CPI capped at 5% per annum) 2.03 2.20
Pension increases (capped at 2.5% perannum) 2.01 2.10
Pension increases (capped at 5% per annum) 2.85 3.07
Rate of increase for pensions in deferment 2.03 2.20

106



Group financial statements

Notesto the consolidated financial statements

Section 3: Assets and liabilities

3.10 Retirement benefit obligations continued
Demographic assumptions

2020 2019
Years Years

Post-retirement mortality:
Current pensioners at 60 — male 27.2 28.0
Current pensioners at 60 — female 29.3 29.6
Future pensioners at 60 — male 28.2 29.1
Future pensioners at 60 — female 30.4 30.8

Critical accounting estimates and judgements
The value of the Group’s defined benefit pension scheme requires managementto make several assumptions. The key areas of estimation
uncertainty are:

o discountrate applied: this is set with reference to marketyields atthe end ofthe reportingyear on high quality corporate bonds in the currency
and with a term consistent with the Scheme’s obligations. The average duration ofthe Scheme’s obligations is approximately 2 0 years. The
market for bonds with a similar duration is illiquid and, as a result, significant management judgement is required to determine an appropriate
yield curve on which to basethe discountrate;

e inflation assumptions: this is set with reference to marketexpectations ofthe RPImeasure of inflation for a term consistentwith the Scheme’s
obligations, based on data published by the BoE. Other measuresof inflation (such as CPI, or inflation measures subject toan annual cap)
are derived from this assumption; and

¢ mortality assumptions: the costof the benefits payable by the Scheme will also depend upon the life expectancy of the members.

The assumptions for mortality rates are based on standard mortality tables (as adjusted to reflectthe characteristics of Scheme members)
which allow for future improvements in life expectancies.

The table below sets outthe sensitivity and impact onthe balance sheet surplus position ofthe Scheme, the defined benéefit obligation and pension
costto changes in the key actuarial assumptions:

Balance
Assumption change sheet surplus Obligation Pension cost
£m £m £m
Discountrate +0.25% (29) (180) (5)
-0.25% 33 192 4
Inflation +0.25% (23) 128 2
—-0.25% 26 (124) )
Life expectancy +1year (161) 161 3
—lyear 156 (156) ?3)

The above sensitivity analyses are based ona changein an assumption while holding all other assumptions constant. In practice, changes
in some of the assumptionsmay be correlated.

3.11 Customer deposits

2020 2019

£m £m

Interest bearing demand deposits 41,866 38,551
Term deposits 21,107 22,239
Non-interest bearing demand deposits 4,549 3,002
Other wholesale deposits - 1
67,522 63,793

Accrued interest payable 188 207
67,710 64,000
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3.12 Debtsecuritiesin issue

Accounting policy

Debt securities comprise short and long-term debt issued by the Group including commercial paper, medium-term notes, covered bonds and

RMBS notes.

Debt securities are initially recognised at fair value, being the issue proceeds, net of transaction costs incurred. These in strumentsare
subsequently measured atamortised costusing the effective interest method resulting in premiums, discounts and associated issue costs being

recognised in the income statement over the life of the instrument.

The breakdown of debt securities in issue is shown below:

Medium-term

Subordinated

notes debt Securitisation Covered bonds Total
£m £m £m £m £m

2020
Amortised cost 1,991 750 3,992 1,842 8,575
Fair value hedge adjustments 64 - 10 76 150
Total debt securities 2,055 750 4,002 1,918 8,725
Accrued interest payable 13 7 3 10 33
2,068 757 4,005 1,928 8,758

2019
Amortised cost 1,838 722 5,040 1,828 9,428
Fair value hedge adjustments a7 - 2 74 123
Total debt securities 1,885 722 5,042 1,902 9,551
Accrued interest payable 12 9 9 10 40
1,897 731 5,051 1,912 9,591

Key movements in the year are shown in the table below®. Full details of all notes in issue canbe found at

https://www.virginmoneyukplc.com/investor-relations/debt-investors/. There were no issuances or redemptions of covered bonds duringthe year.

Issuances Redemptions
Denomination £m Denomination £m
Medium-term note EUR 448 GBP (300)
Subordinated debt GBP 474 GBP (445)
Securitisation USD, GBP 491 USD, EUR, GBP (1,492)
1,413 (2,237)

(1) Other movements relate to foreign exchange, amortisation of issuance costs and the unwinding of acquisition accounting adjustments.
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3.12 Debtsecuritiesinissue continued

The following tables provide a breakdown of the medium-term notes and subordinated debt by instrument as at 30 September:

Medium-term notes (excluding accrued interest)

2020 2019
£m £m
VM UK 3.125% fixed-to-floating rate callable senior notes due 2025 298 298
VM UK 4% fixed rate reset callable senior notes due 2026 529 523
VM UK 3.375% fixed rate reset callable senior notes due 2025 369 366
VM UK 4% fixed rate reset callable senior notes due 2027 406 397
VM UK 2.875% fixed rate reset callable senior notes due 2025 453 -
CB PLC 2.25% fixed rate senior notes due 2020 - 301
2,055 1,885
Subordinated debt (excluding accrued interest)
2020 2019
£m £m
VM UK 5% fixed rate reset callable subordinated notes due 2026® 31 476
VM UK 7.875% fixed rate reset callable subordinated notes due 2028 247 246
VM UK 5.175% fixed rate reset callable subordinated notes due 2030 472 -
750 722
(1) Following a successful tender process, 93.6% of this note was repurchased at par on 11 September 2020.
Details of securitisation and covered bondissuances are includedin note 3.3.
3.13 Due to other banks
Accounting policy
Repurchase agreements
Securities sold subject to sale and repurchase agreements (‘repo’) are retained in their respective balance sheet categories. The associated
liabilities are includedin amounts due to other banks based uponthe counterparties to the transactions.
The difference between the sale and repurchase price ofrepos is treated as interestand accrued over the life of the agreementsusing the
effective interest method.
2020 2019
£m £m
Secured loans 5,397 7,308
Securities sold underagreements to repurchase® - 1,554
Transaction balances with other banks 15 12
Deposits from other banks 57 42
5,469 8,916

(1) The underlying securities sold under agreements to repurchase have acarrying value of £Nil (2019: £2,324m).

Secured loans comprise amounts drawn underthe TFS and TFSME schemes (including accrued interest).
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3.14 Provisions for liabilities and charges

Accounting policy

Provisions for liabilities and charges are recognised when a legal or constructive obligation exists as a resultof pastevents, it is probable that an
outflow of economic benefits will be necessary to settle the obligation, and the obligation can be reliably estimated. Provisions for liabilities and
charges are not discounted to the presentvalue of their expected net future cash flows e xcept where the time value of money is considered
material.

Critical accounting estimates and judgements

PPI redress provisionand other conduct related matters

With the FCA'’s timebar deadline on PPIcomplaints having now passed and significantprogress havingbeen made intothe large stock of
complaints and IRs received in the weeks preceding the time bar, the level of uncertainty in determining the quantum of PPIrelated liability has
reduced. The provision, however, continues to be subject to inherentuncertainties as a result ofthe subjective nature ofth e assumptions used in
guantifying the overall estimated position at 30 September 2020, consequently the provision calculated may be subject to change in the future if
outcomes differ to those currently assumed. Sensitivity analysis indicating the impact of reasonably possible changes in key assumptions on the
PPI provision is presented within this note.

There are similar uncertainties and judgements for other conductrisk related matters, however the level of liability is materially lower.

2020 2019
£m £m

PPl redress provision
Opening balance 379 275
Charge to the income statement - 415
Utilised (272) (311)
Closing balance 107 379
Customer redress and other provisions
Opening balance 25 41
Adoption of IFRS 16 (note 5.4) 8 -
Opening balance (restated) 33 41
Virgin Money provision on acquisition - 11
Charge to the income statement 28 18
Utilised (30) (45)
Closing balance 31 25
Propertyclosure and redundancy provision
Opening balance 55 15
Adoption of IFRS 16 (note 5.4) (11) -
Opening balance (restated) 44 15
Virgin Money provision on acauisition - 2
Charge to the income statement 19 64
Utilised (29) (26)
Closing balance 34 55
Total provisions for liabilities and charges 172 459
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3.14 Provisions for liabilities and charges continued

PPlredress

In common with the wider UK retail banking sector, the Group continues to deal with complaints receivedin the period up to thetime barin Augu st 2019.
The Group has made good progress in reviewing and closing the remaining IRs and related complaints and considers the remaining provisionto be
enough to meet current and future expectations in relation to the mis-selling of PPI policies and therefore no additional charge was required in the year.
The total provision raised to date in respectof PPIis £3,055m (2019: £3,055m), with £107m of this remaining (2019: £379m).

At 30 September 2020 the Group had received 730,000 complaints with ¢.30,000 of those leftto review.

The overall provision continues to be based on several assumptions derived from a combination of past experience, estimated future experience, industry
comparison and the exercise of judgement in the key areas identified. Our experience since thetime bar has beenwithin expectations, particularly around
the validity of complaints requiring redress (uphold rate). The PPI operation is now moving into the final months and the main area of variability isth e
uphold rate on the remaining complaints. Until this process is fully complete there remains a residual risk that existing provisions for PPI customer redress
may not cover all potential costs.

Customer redress and other provisions

Other provisions include amounts in respect of a number of non-PPI customer redress matters, legal proceedings, claims arising in the ordinary course of
the Group’s business and other matters. The Group has raised £26m of further provisions in relation to non-PPI customer redress matters in the year. The
ultimate cost to the Group of these customer redress matters is driven by a number of factors relating to offers of redress, compensation, offers of
alternative products, consequential loss claims and administrative costs. The matters are at varying stages of their life cycle and in certain circumstances,
usually early in the life of a potential issue, elements of the potential exposure are contingent. These factors could result in the total cost of review and
redress varying materially from the Group’s estimate. The finalamountrequired to settle the Group’s potential liabilities in these matters is therefore
uncertain and further provision could be required.

3.15 Other liabilities

Accounting policy

Deferred grants

Deferred grants are recognised when there is reasonable assurance that the grant will be received and thatany conditions attached to the grant
will be complied with. Where the grant relatesto costs, it is released to theincome statement on a systematic basis in line with the incurring of the
related costs. Where the grantrelates to the costof an asset, it is released and recognised directly against the cost of the assetwhen incurred.

2020 2019

£m £m

Notes in circulation 2,319 2,277
Accruals and deferred income 94 130
Deferred grant 35 -
Other 246 127
2,694 2,534

During the year, the Group applied forand was successful in receiving £35m fromthe CIF (as part of the RBS alternative remedies package). This willbe
utilised under the terms of the grant application in future financial years.
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3.16 Fair value of financial instruments

Accounting policy
Fairvalue is the price that would be receivedto sell an assetor paid to transfer a liability in an orderly transaction between market participants at
the valuationdate.

When available, the Group measures the fair value of a finandal instrument using quoted prices in an active marketfor that instrument. Where no
such active market exists for the particular assetor liability, the Group uses a valuation technique to arrive at the fair value, including the use of
transaction prices obtainedin recent arm’s length transactions where possible, discounted cash flow analysis, option pricing models and other
valuation techniqgues commonly used by marketparticipants. In doing so, fair value is estimated using a valuation technigue that makes maximum
possible use of marketinputs and that placesminimal possible reliance upon entity-specificinputs.

The best evidence ofthe fair value of a financial instrument atinitial recognitionis the transaction price, which represents the fair value of the
consideration paid or received, unless the fair value of that instrument is evidenced by comparison with other observable current market
transactionsin the same instrument (i.e. without modification or repackaging) or based on a valuation technique whose variables include onlydata
from observable markets. When such evidence exists, the Group recognises profits or losseson the transaction date.

In certain limited circumstances, the Group applies the fair value measurementoptionto financial assets includingloans and advanceswhere the
inherent market risks (principally interest rate and option risk) are individually hedged using appropriate interestrate derivatives. The loanis
designated as being carried at FVTPL to offsetthe movements in the fair value of the derivative within the income statement and therefore avoid
an accounting mismatch. Whena loanis held at fair value, a statistical-based calculation is used to estimate ELs attributable to adverse
movements in credit risk on the assets held. This adjustmentto the credit quality of the assetis then applied to the carrying amount of the loan to

arrive at fairvalue and recognisedin the income statement.

Analysis of the fair value disclosuresuses a hierarchythatreflects the significance ofinputs used in measuring fair value. Thelevelin the fair value
hierarchy within which a fair value measurement is categorised is determined on the basis of the lowestlevel input that is significant to the fair
value measurement in its entirety. The fair value hierarchyis as follows:

. Level 1 fair value measurements — quoted prices (unadjusted) in active markets for an identical financial asset or liability;

. Level 2 fair value measurements — inputs other than quoted prices within Level 1 that are observable for the financial assetor liability, either
directly (as prices) orindirectly (derived from prices); and

. Level 3 fair value measurements — inputs for the financial asset or liabilitythatare notbased on observable market data
(unobservable inputs).

Forthe purpose ofreporting movements between levels ofthe fair value hierarchy, transfers are recognised at the beginning of the reporting year
in which they occur.

(a) Fair value of financial instruments recognised on the balance sheetatamortised cost

The tables show a comparison of the carrying amounts of financial assets and liabilities measured at amortised cost, andtheir fair values, where these are
not approximately equal.

There are various limitations inherent in this fair value disclosure, particularly where pricesare derived from unobservable inputs due to some financial
instruments notbeingtradedin an active market. The methodologies and assumptions used in the fair value estimates are therefore described in the notes
to the tables. The difference between carrying value and fair valueis relevant in a trading environment but is not relevant to assets such as loans and
advances.

30 September 2020 30 September 2019
Carrying value Fair value Carrying value Fair value
£m £m £m £m
Financial assets
Loans and advances to customers® 72,430 71,788 73,095 73,119
Financial liabilities
Due to other banks® 5,469 5,469 8,916 8,874
Customerdeposits® 67,710 67,809 64,000 64,166
Debt securities in issue® 8,758 8,836 9,591 9,667

(1) Loans and advances to customers are categorised as Level 3 inthe fair value hierarchy with the exception of £1,060m (2019: £1,513m) of overdrafts which are categorised as Level 2.
(2) Categorised as Level 2 inthe fair value hierarchy.
(3) Categorised as Level 2 inthe fair value hierarchy with the exception of £2,846m of listed debt (2019: £2,606m) whichis categorised as Level 1.
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3.16 Fair value of financial instruments continued
The Group’s fair values disdosed for financial instruments at amortised cost are based on the following methodologies and assumptions:

(a) Loans and advances to customers — The fairvalues of loans and advances are determined by firstly segregating them into portfolioswhich have similar
characteristics. Contractual cash flows are then adjusted for ECLs and expectations of customer behaviour based on observed historic data. The cash
flows are then discounted using current market rates for instruments of similar terms and maturity to arrive at an estimate o ftheir fair value.

(b) Due to otherbanks — The fair value is determined from a discounted cash flow model using currentmarket rates for instruments of similar terms and
maturity.

(c) Customerdeposits — The fair value of depositsis determined using a replacement costmethod which assumes alternative fundingis raised in the most
advantageous market. The contractual cash flows have been discounted using a funding curve with credit spreads reflecting the tenor of each deposit.

(d) Debtsecurities inissue — The fairvalue is taken directly from quoted market prices where available or determined from a discounted cash flow model
using current market rates for instruments of similar terms and maturity.

(b) Fair value of financial instruments recognised on the balance sheet at fair value
The following tables provide an analysis of financial instruments that are measured subsequentto initial recognition at fair value, using the fairvalue

hierarchy described above.

Fair value measurement as at Fair value measurement as at
30 September 2020 30 September 2019
Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
£m £m £m £m £m £m £m £m

Financial assets
Financial assets atfair value through other
comprehensive income 5,080 - - 5,080 4,328 - - 4,328
Loans and advances at fairvalue through profitor loss - 190 - 190 - 253 - 253
Other financial assets at fair value through profit or loss - 8 5 13 - - 14 14
Derivative financial assets = 318 = 318 - 366 — 366
Total financial assets at fair value 5,080 516 5 5,601 4,328 619 14 4,961
Financial liabilities
Financial liabilities at fair value = = = = - 4 - 4
Derivative financial liabilities - 250 - 250 - 273 - 273
Total financial liabilities at fair value - 250 - 250 - 277 - 277

There were no transfers between Level 1 and 2 in the currentor prior year.

The Group’s valuations for financial instruments that are measured subsequent to initial recognition atfair value are based on the following methodologies
and assumptions:

(a) Fairvalue throughother comprehensive income — The fair values oflisted investments are based on quoted closing market prices.

(b) Financial assets and liabilities atfair value through profitor loss:

Loans and advances to customers andterm deposits (Level 2) — The fair values are derived from data or valuationtechniques based upon observable
market data and non-observable inputs as appropriate to the nature and type of the underlying instrument.

Financial assets atfair value through profit or loss (Level 2) — Comprises £8m of VisaInc. Series A preferred stock which converted from Series B in
September 2020. Thefairvalueis derived from the closing bid price of Common A sharesandthe conversion factor.

Financial assets atfair value through profit or loss (Level 3) — Primarily represents £3m of VisaInc. Series B preferred stock received as partial
consideration forthe sale of the Group’s sharein Visa Europe. The preferred stock is convertible into Visa Inc. common stock or its equivalentat a future
date, subject to potential reduction for certain litigation losses that may beincurred by Visa Europe. The fair value of the preference shares has been
calculated by taking the year end New York Stock Exchange share price for Visa Inc. and discounting for illiquidity and clawbackrelated to contingent
litigation. For other unlisted equity investments, the Group’s share of the netassetvalue or the transaction price respectivelyis consideredthe best
representation of the exit price andis the Group’s best estimate offairvalue.

(c) Derivative financial assets and liabilities — The fair values of derivatives, including foreign exchange contracts, interest rate swaps, interest rate and
currency option contracts, and currency swaps, are obtained from discounted cash flow models or option pricing models as appropriate.
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3.16 Fair value of financial instruments continued
Level 3 movement analysis:

2020 2019

Financial Financial

assets at assets at

fair value fair value

through profit through profit

or loss or loss

£m £m

Balance at the beginning of the year 14 11
Fair value gains recognised®

In profit or loss — unrealised 1 1

In profit or loss — realised 5 3

Purchases - 3

Sales (10) -

Settlements (5) 4)

Balance attheend of the year 5 14

(1) Net gains or losses were recorded in non-interest income or FVOCI reserve as appropriate.

Quantitative information about significant unobservable inputs in Level 3 valuations
The table below lists key unobservable inputs to Level 3 financial instruments and provides the range of those inputs as at 30 September 2020.

Fair value
£mValuation technique Unobservable inputs Low range Highrange
Other financial assets at FVTPL
Equity investments 4 Discounted cash flow Contingent litigation risk 0% 100%
Debt investments 1 Discounted cash flow Recoverableamount 0% 100%

Sensitivity of Level 3 fair value measurements to reasonably possible alternative assumptions
Where valuationtechniques use non-observable inputs thatare significant to a fair value measurement in its entirety, changing these inputs will change
the resultant fair value measurement. The most significant inputinto the FVTPL equity investmentis the contingent litigatio n risk.

Were this to crystallise in its entirety, the carrying value of the equity investments would reduce by £3m.

Otherthan this significant Level 3 measurement, the Group has a limited remaining exposure to Level 3 fair value measurements and changing one or
more of the inputs for fair value measurements in Level 3 to reasonable alternative assumptions would not change the fair value significantly with respect
to profit or loss, total assets, total liabilities or equity on these remaining Level 3 measurements.
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3.17 Lesseeaccounting

Accounting policy

The Group as lessee

The Group leasesoffices, stores and other premises, and sub-leases certain premises which are nolonger occupied by the Group . The Group
applies a single lessee accounting model to all lease arrangements it enters into from the date onwhich the leased asset is available for use, with
the exception of low value leases and short-term leases (less than 12 months) in respectof which the associated lease payments are expensed in
the income statement on a straightline basis overthe lease term.

Underthe single lessee accounting model, the Group recognises a right-of-use asset and a lease liability at the commencement date of thelease.
The right-of-use asset is initially measured at cost, comprising the initial amountof the lease liability plus any initial direct costs incurred and any
lease payments made at or before the lease commencement date, less any lease incentives received. The right-of-use asset is subsequently
depreciated using the straightline method from the commencement date tothe earlier of the end of the useful life of the assetorthe end of the
lease term, subject toreview forimpairment. The lease liability is initially measured at the present value of the lease payments, discounted using
the interest rate implicit in the lease, orif that rate cannotreadily be determined (as is the case in the majority of the leasing activities of the Group),
the incremental borrowing rate. The liability is remeasured whenthere is a change in future lease payments arising from a changein an indexora
rate ora change in the Group’s assessment ofwhether it will exercise an extension or termination option. When the lease lia bility is remeasured, a
corresponding adjustment is made to the right-of-use assetoris recordedin the income statementif the carryingamountof the right-of-use asset
has been reducedto zero.

Termination optionsare includedin a number of leases across the Group with a small number of leases having extension options. These terms
are used to maximise operational flexibility in terms of managing contracts. In determining judgements on the lease term, man agementconsiders
all facts and circumstances that create an economic incentive to exercise an extension option, or not exercise a termination option. Periods
covered by termination optionsare only included in the lease termif it is reasonably certain thatthe lease willnot be terminated. The assessment
of the lease termis reviewed if a significant eventor a significant change in circumstances occurs that is within the control of the Group.

The Group as sub-lessor

Sub-leases are classified as finance leases if substantially all the risks and rewards incidental to ownership of the underlying asset are transferred,
otherwise they are classified as operating leases. Finance sub-leases are recognised in other assets representing the minimum lease payments
receivable undertheterms of the lease, discounted at the rate ofinterest implicit in the lease. Interest income is recognised reflecting a constant
periodic rate of return. Operating sub-lease income is recognised in the income statementon a straightline basis overthe leaseterm.

a) Amounts recognised in the income statement
The income statementincludes the following amounts related to leases:

2020
£m

Interest expense and similar charges
Interest expense 3)
Other operating income
Amounts receivable under leases wherethe Group is a lessor 1
Operating and ad ministrativeexpenses
Depreciationand impairment of right-of-use assets (30)
Expense relating to short-term leases 3)
Expense relating to leases of low-value assets that are not
short-term leases (@)
Amounts recognised in the income statement 37

Totalleasing cash outflowin the yearwas £30m.
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3.17 Lesseeaccounting continued
b) Amounts recognised on the balance sheet
Right-of-use assets

2020

£m

As at 30 September 2019 -
Adjustmenton transitionto IFRS 16 194
As at 1 October 2019 194
Additions €
Remeasurements (6)
Depreciationand impairment (30)
As at 30 September 2020 161

All right-of-use assets relate to leases of land and buildings.

On 31 July 2020 the Group announced plansfor the closure of 35 properties leased by the Group. The value of the right-of-use assetassociated with
these properties at that time was £10m. Following the announcement, the recoverable amount of the right-of-use assets was assessed. Where it is
expected the Group cansub-lease the property, the value-in-use was determined on expected sub-lease income. Where the Group does not expectto be
able to generate any cash inflows beyond the closure date the value-in-use was determined to be £Nil. The discount rates used in the value -in-use
calculations ranged from 0.8%-1.6%. The total value-in-use was £4m resulting in an impairment charge of £6m, which has beenrecognisedin other
operating and administration expenses. In additionto the impairmentcharge relatingto the right-of-use assets, a provision has been recognised for other
costs associated with the closures (note 3.14).

On 30 September 2020 the Group also reviewed its existing surplus estate population forimpairment. It was concludedthat 27 propertiesshouldbe
impaired following this assessment. The discountrates usedin the value-in-use calculations ranged from 0.7%-1.7%. The total value-in-use was £4m
resulting in an impairment charge of £0.5m, which has been recognised in other operating and administrative expenses.

Sub-leases
Future undiscounted minimum payments receivable in respect of sub-leased assets at 30 September were as follows:

2020
£m
Operating leases 4
Finance leases 5
9
Lease liabilities
2020
£m
Lease liabilities® 175
(1) Lease liabilities are presented within other liabilities on the balance sheet.

Future undiscounted minimum payments under lease liabilitiesat 30 September 2020 were as follows:
Amounts falling due 2020
£m
Within 1 year 27
Between 1 and 5 years 84
Over5years 88
199
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3.17 Lesseeaccounting continued

c) Lease commitments notrecognised on the balancesheet
In addition to the lease liabilities recognised on the balance sheet, the Group also has lease commitments relating to leases which have not yet

commenced at the balance sheetdate. Future undiscounted minimum payments on leases which are yet to commence were as follows::

Amounts falling due 2(51(1) 2012(;)
Within 1 year - 35
Between 1 and 5 years 18 135
Over 5 years 112 244

130 414

(1) The 2019 disclosure includes all lease commitments and is presented on an IAS 17 basis, prior to the adoption of IFRS 16 on 1 October 2019. As such, the prior year is not directly
comparable with the undiscounted lease liability payments inthe current year due to differences between the cash flows included in the measurement of the lease liability compared to the
basis of calculation for the 2019 commitment disclosure. Refer to note 5.4 for areconciliation of the prior year commitment to the opening lease liability balance.
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4.1 Equity
Accounting policy
Equity
The financial 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 impose no contractual obligations uponthe Company to deliver cash or other financial assetsor to exchange financia l assetsor financial
liabilities with another party under conditions thatare potentially unfavourable to the Group; and

(b)where the instrumentwill 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 oris a derivative that will be settled by the Company exchanging a fixed
amount of cash or other financial assets for a fixed number ofits own equity instruments.

To the extent that this definition is not met, the proceeds of issue are classified as a financial liability.

Incremental costs directly attributable to the issue of new shares or options or to the acquisition of a business are shownin equity as a deduction,
net of tax, fromthe proceeds.

Dividends
Final dividends onordinary shares are recognised as a liability and deducted from equity whenthey are approved by the Compa ny’s shareholders.
Interim dividendsare deducted from equity when they are nolonger at the discretion of the Company.

Proposed final dividends for the year are disclosed as anevent after the balance sheet date.

4.1.1 Share capital and share premium

2020 2019
£m £m
Share capital 144 143
Share premium 3 3
Share capital and share premium 147 146
2020 2019

Number Number 2020 2019
of shares of shares £m £m

Ordinary shares of £0.10 each - allotted, called up and fully paid
Opening ordinary share capita 1,434,485,689 886,079,959 143 89
Share for share exchange - 540,856,644 - 54
Issued under employee share schemes 4,088,998 7,549,086 1 -
Closing ordinary share capital 1,438,574,687  1,434,485,689 144 143

The holders of ordinary shares are entitled to dividends as declared from time to time and are entitled to one vote per share at meetings of the
shareholders of the Company. All shares in issue at 30 September 2020 rank equally with regard to the Company’s residual assets.

During the year, 4,088,998 (2019:7,549,086) ordinary shares were issued under employee share schemes with a nominal value of £0.4m (2019: £0.7m).

Afinal dividend in respect of the year ended 30 September 2018 of 3.1p per ordinary share amounting to £45mwas paid in February 2019. This dividend
was deducted from retained profits in the prior year. No dividend was declared or paid in respect of the year ended 30 September 2019. In light ofthe
current uncertainty as to the economic impact of the COVID-19 pandemic, the Directors do not recommend paymentof a dividend in respectof the year
ended 30 September2020.

Share premium represents the aggregate ofallamounts that have ever been paid above par value to the Company when it has issued ordinary shares.

A description of the other equity categories included within the consolidated statement of changes in equity, and significant movementsduring the year, is
provided below:
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4.1.2 Other equity instruments
Other equity instruments consist of the following Perpetual Contingent Convertible Notes:

. Perpetual securities (fixed 8% upto thefirst resetdate) issued on 8 February 2016 with a nominal value of £450m and option al redemption on 8
December2022;

. Perpetual securities (fixed 8.75% up tothe first reset date) issued on 10 November 2016 with a nominal value of£230m and optional redemptionon 10
November2021. This was held by Virgin Money Holdings (UK) PLC on the date of acquisiion and was originally recognised as a non-controlling
interest (note 4.1.6). Following a change in obligor from Virgin Money Holdings (UK) PLC to CYBGPLC on 20 August 2019, this has been recognised
within other equity; and

. Perpetual securities (fixed 9.25% up tothe first reset date) issued on 13 March 2019 with a nominal value of £250m and optional redemptionon 8 June
2024.

The issues are treated as equity instruments in accordance with IAS 32 ‘Financial Instruments: Presentation’ with the proceeds included in equity, netof
transaction costs of £15m (2019: £15m). AT1 distributions of £79mwere paid in theyear (2019: £41m). Following revisionsto the tax rules on hybrid
capital which took effect from 1 January 2019, Hybrid Capital Instrumentselections coveringthe Group’s AT 1s that existed at 1 January 2019 were made
to HMRC on 27 September2019. Accordingly, in line with the revised standard, the tax credits for these payments have beenrecognisedin the income
statement.

4.1.3 Capital reorganisationreserve

The capital reorganisation reserve of £839m was recognised on theissuance of the Company’s ordinary shares in February 2016 in exchange for the
acquisition of the entire share capital of the Group’s previous parentcompany, CYB Investments Limited (CYBI). The reserve reflects the difference
between the considerationforthe issuance of the Company’s shares and CYB/I's share capital and share premium.

4.1.4 Mergerreserve

A mergerreserve of £633m was recognised on the issuance of the Company’s ordinary shares in February 2016 in exchange for the acquisition of the
entire share capital of CYBI. An additional £1,495m was recognised on theissuance of the Company’s ordinary shares in October2018 in exchange for
the acquisition of the entire share capital of Virgin Money Holdings (UK) PLC. The merger reserve reflects the difference between the consideration forthe
issuance of the Company’s shares and the nominal value of the shares issued.

4.1.5 Otherreserves

Own shares held

Virgin Money Holdings (UK) PLC establishedan EBT in 2011 in connection with the operation of its share plans. On the date of acquisition by the
Company, the shares heldin the EBT were converted to the Company’s shares at a ratio of 1.2125 Company shares for each Virgin Money Holdings (UK)
PLC share. The investmentin own shares as at 30 September 2020 is £0.5m (2019: £1m). The market value of the shares held in the EBT at 30
September2020was £0.1m (2019:£1m).

Deferred shares reserve

The deferred shares reserve comprises shares to be issued in the future relating to employee share plans in regard to the settlement of outstanding Virgin
Money Holdings (UK) PLC share awards, which will be settled through the issuance of the Company’s shares ata future datein line with the vesting
profile of the underlyingplans.

Equity based compensationreserve
The Group’s equity based compensation reserve recordsthe value of equity settled share based payment benefits provided to th e Group’s employees as
part of theirremuneration that hasbeen charged through theincome statement and adjusted for deferred tax.

FVOClreserve
The FVOCI reserve records the unrealised gains andlosses arising from changes in the fair value of financial assets at FVOCI . The movements in this
reserve are detailed in the consolidated statement of comprehensive income.

Cash flow hedge reserve
The cash flow hedge reserve represents the effective portion of cumulative post-tax gains and losses onderivatives designated as cash flow hedging
instruments that will be recycled to the income statement whenthe hedged items affect profit orloss.

2020 2019
£m £m

At 1 October (26) (39)
Amounts recognised in other comprehensive income:
Cash flow hedge —interest raterisk
Effective portion of changes in fair value of interest rate swaps (74) 14
Amounts transferred to the income statement 1 -
Taxation 19 (3)
Cash flow hedge - foreign exchange risk
Effective portion of changes in fair value of cross curency swaps (59) 59
Amounts transferred to the income statement 59 (57)
At 30 September (80) (26)
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4.1.6 Non-controlling interests

On 15 October 2018, the date onwhich it was acquired by the Company, Virgin Money Holdings (UK) PLC (now an intermediate holding company within
the Group) had in issue Fixed Rate Resettable AT1 securities issued on the Luxembourg Stock Exchange. In accordance with IAS 32thesewere
classified as equity instruments. The Groupdid notacquirethe AT1 securities at that time, consequently these represented a non-controlling interest. As
the AT1 instruments were actively traded, the fair value onacquisition of £422mwas calculated based on the market price on the Luxembourg Stock
Exchange atits close of business on 12 October 2018. Subsequently on 20 August 2019, there was a changein obligor from Virgin Money Holdings (UK)
PLC to the Company, followingwhich these instruments have been recognised within other equity (note 4.1.2).

There were no distributions to non-controlling interests in the current year (2019: £33m paid, £26m net of tax).
4.2 Equity based compensation

Accounting policy

The Group operates a number of equity settled share based compensation plansin respect of services received from certain ofits employees. The
fairvalue of the services receivedis recognised as an expense. The total amountto be expensed is measured by referenceto thefairvalue of the
Company’s shares, performance options or performance rights granted, including, where relevant, any market performance conditions and any
non-vesting conditions. The impacts of any service and non-market performance vesting conditions are not included in the fair value and instead
are included in estimating the number of awards or options thatare expectedto vest

The total expenseis recognised over the vesting period, which is the period over which all of the specified vesting conditio ns are to be satisfied. A
corresponding credit is recognised in the equity base d compensation reserve, adjusted for deferred tax. In some circumstances, employees may
provide services in advance of the grant date and therefore the grant date fair value is estimated for the purposes of recognising the expense
during the period between the start of the service period andthe grantdate.

Atthe end of each reporting year, the Group revises its estimates of the number of shares, performance options and performan cerightsthatare
expected tovest based on the non-market and service vesting conditions. The impact ofthe revision to original estimates, if any, is recognised in
the income statement, with a corresponding adjustment to the equity based compensation reserve.

The equity settled share based payment charge forthe yearis £10m (2019: £4m).

Virgin Money UK PLC awards
The Group issues awards to employees under the following share plans:

Plan Eligible employees Nature of award Vesting conditions® Grant dates®

DEP® Selected employees Conditional rights to shares Continuing employment or leaving 2016, 2017, 2018 and 2019
in certain limited circumstances

LTIP Selected senioremployees Conditional rights to shares Continuing employment or leaving 2017, 2018 and 2019
in certain limited circumstances and
achievement of delivery of the
Group’s strategic goals and growth
in shareholder value

SIP All employees Non-conditional share award Continuing employment 2016, 2017 and 2018

(1) All awards are subject to vesting conditions and therefore may or may not vest.
(2) The year inwhich grants have been made under the relevant plan.
(3) Grants made under the DEP are made the year following the financial year to which they relate.

Further detail on each plan is provided below:

DEP
Underthe plan, employees are awarded conditional rights to Virgin Money UK PLC shares. The shares are subject to forfeiture conditions including
forfeiture as a result of resignation, termination by the Group or failure to meetcompliance requirements. Awards include:

o the upfrontanddeferred elements of bonus awards where required to comply with the PRA Remuneration Code orthe Group’s deferral policy; and
e buyout of equity from previous employment.

LTIP

Underthe plan, employeesare awarded conditional rights to Virgin Money UK PLC shares. The shares are subjectto forfeiture conditions including forfeiture
as a result of resignation, termination by the Group or failure to meetcompliance requirements. The performance conditions of the plan must be metovera
three-year period. The measures reflect a balanced approach between financial and non-financial perfformance and are aligned to the Group’s strategic
goals. Measures, relative weightings and the quantum for assessing performance are outlinedin the Directors’ remunerationreportcontained in the Group's
Annual Report & Accounts.
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SIP

Atthe date of the awards, eligible employees are awarded Group shares which are held in the SIP Trust. Awards are not subject to performance
conditions and participants are the beneficial owners of the shares granted to them, but not the registered owners. Votingrights overthe shares are
normally exercised by the registered owner at the direction of the participants. For the 2015and 2017 awards, leavers (with the exception of gross
misconduct) retain theirawards butthey must withdraw their shares from the SIP Trust.

Awards/rights made during the year

Number Number Average fair
outstanding at outstanding at value of awards
1 October Number Number Number 30 September at grant
Plan 2019 awarded forfeited released 2020 pence
DEP
2015 Demerger 28,224 - - (28,224) - 196.96
2016 Bonus 10,703 - - (10,703) - 266.03
2016 Commencement 20,404 - - (14,694) 5,710 266.03
2017 Bonus 231,070 - - (7,706) 223,364 313.20
2017 Commencement 5,109 — — (5,109) - 313.20
2018 Bonus 171,805 - - (1,156) 170,649 192.35
2019 Bonus - 1,710,3% (7,969) (1,610,437) 91,928 174.50
2019 Commencement - 67,528 - (35,890) 31,638 174.50
LTIP
2016 LTIP 2,028,468 - (803,312) (1,225,156) - 266.03
2017 LTIP 2,106,953 - (63,551) - 2,043,402 313.20
2018 LTIP 5,795,804 - (149,594) - 5,646,210 190.47
2019 LTIP - 8,976,526 (39,509) - 8,937,017 174.50
SIP
2015 Demerger 1,026,492 - (2,560) (95,903) 928,029 194.67
2017 Free Share 836,976 - (4,611) (62,328) 770,037 313.20
2019 Free Share 2,210,802 - (110,208) (119,802) 1,980,792 202.53

Determination of grant date fair values

The grant date fairvalue of the awards has beentaken as the marketvalue of the Company’s ordinary shares at the grant date . Where awards are subject
to non-market performance conditions, an estimate is made of the number of awards expected to vest in orderto determinethe overall share-based
payment charge to berecognised over the vesting period.

The Group has notissued awards under any plan with market performance conditions.
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5.1 Contingentliabilities and commitments

Accounting policy

Financial guarantees

The Group provides guarantees in the normal course of business on behalf of its customers. Guarantees written are conditional commitments
issued by the Groupto guarantee the performance of a customer to a third party and are primarily issued to support directfinancial obligations
such as commercial bills or other debt instruments issued by a counterparty. The rating ofthe Group as a guarantee provider enhances the
marketability of the paperissued by the counterparty in these circumstances.

The ECL requirements as describedin note 3.2 apply to loan commitmentsand financial guarantee contracts.

Contingent liabilities

Contingent liabilities are possible obligations whose existence will be confirmed only by uncertain future events or present obligations where the
transfer of economic benefit is uncertain or cannotbe reliably measured. Contingent liabiliies are not recognised on the balance sheet butare
disclosed unless theyare remote.

The table below sets out the amounts of financial guarantees and commitments which are not recorded onthe balance sheet. Financial guarantees and
commitments are credit-related instruments which include acceptances, letters of credit,guarantees and commitments to extend credit. The amountsdo
not represent the amounts at risk at the balance sheet date but the amounts thatwould be at risk should the contracts be fully drawn u pon and the
customers default. Since a significant portion ofguarantees and commitments is expected to expire withoutbeingdrawn upon, the total of the contract

amounts is not representative of future liquidity requirements.

Financial guarantees

2020 2019
£m £m

Guarantees and assets pledged as collateral security:
Dueinless than 3 months 18 24
Due between 3 months and 1 year 15 24
Due between 1 year and 3 years 14 6
Due between 3 years and 5 years 2 11
Due after 5 years 46 48
95 113

Other credit commitments

Undrawn formal standby facilities, creditlines and other commitments to lend atcall 16,775 15,158

Of the Group'’s total loan commitments and financial guarantee contracts of £16,870m, £15,155m (89.8%) are held under Stage 1 for IFRS 9 purposes,
with £1,666min Stage 2 and£49min Stage 3. ECLs of £7m (2019: £5m) are held for undrawn exposures, of which £1m was held under Stage 1 and £6m
under Stage 2. In terms of credit quality, over 95% of the loan commitments and financial guarantee contracts were classed as either ‘Good’ or ‘Strong’
underthe Group’s internal PD rating scale.

Capital commitments
The Group had future capital expenditure which had been contracted for, but notprovided for, at 30 September 2020 of £0.4m (2019: £0.2m).

The Group has committed to providing additional funding of upto £10.9m overthe next 12 months to support the strategic and customer proposition
development of UTM. AAM, the other shareholderin UTM, has also committed to providing additional funding of up to £10.9m ove r the same timeframe.

Other contingent liabilities

Conduct risk related matters

There continues to be uncertainty and thus judgement is required in determining the quantum of conduct risk related liabilities, with note 3.14 reflecting the
Group’s current position in relation to redress provisions including those for PPI. Following the August 2019 time barfor PP | complaints the Group has
made good progress in reviewing and closing the IRs and related complaints. Until all matters are closedthe final amountrequired to settlethe Group’s
potential liabilities for these, and other conduct related matters, remains uncertain. Contingent liabilities include those matters where redress is likely to be
paid and costs incurred butthe amountscannot currently be estimated.

The Group will continue to reassess the adequacy of provisions for these matters and the assumptions underlying the calculations at each reporting date
based upon experience and other relevant factors at thattime.

Legal claims
The Group is named in and is defending a number of legal claims arising in the ordinary course of business. No material adverse impacton the financial
position of the Group is expectedto arise from the ultimate resolution of these legal actions.
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5.2 Notes to the statement of cash flows

2020 2019
£m £m
Adjustments included intheloss before tax
Interest receivable (2,137) (2,432)
Interest payable 854 918
Depreciationand amortisation (note 2.4) 149 108
Derivative financial instruments fairvalue movements 11 17
Impairmentlosses on credit exposures (note 3.2) 507 252
Software impairments and write-offs - 132
IFRS 16 impaiment losses on PPE 6 -
Gain on sale of 50% (less one share) considerationin Virgin Money Unit Trust Managers Limited - (35)
Equity based compensation (note 4.2) 10 4
Gain on disposal of fair value through other comprehensiveincome assets (note 2.3) (16) -
Other non-cashmovements 10 1
(606) (1,035)
Changes in operating assets
Net increasein:
Balances with supervisory central banks (38) (20)
Due from otherbanks _ (143)
Derivative financial instruments (96) 64
Financial instruments at fair value through other comprehensive income _ 16
Financial assets atfair value through profit or loss 65 103
Loans and advances to customers 134 (2,663)
Defined benefit pension assets (35) (74)
Other assets (105) 174
(75) (2,543)
Changes in operating liabilities
Net increasein:
Due to other banks (1,531) (12)
Derivative financial instruments (23) (128)
Financial liabilities at fair value through profitor loss (4) (11)
Customerdeposits 3,728 2,837
Provisions for liabiliies and charges (294) 128
Other liabilities 1 (184)
1,877 2,630

For the purposes of the statement of cash flows, cash and cash equivalents comprise the following balances with less than three month s maturity from the
date of acquisition. This includes cash andliquid assets and amounts due to other banks (to the extent less than 90 days).

2020 2019

£m £m

Cash and balances with central banks (less mandatory deposits) 8,887 10,113
Due from otherbanks (less than three months) 927 1,018
9,814 11,131
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5.3 Related party transactions

2020 2019
£m £m

Investmentsin joint ventures and associates
Virgin Money Unit Trust Managers Limited® 3 8
Salary Finance Loans Limited® - -
Loans and advances
Salary Finance Loans Limited® 119 53
Other assets
Amounts due from Virgin Money Unit Trust Managers Limited® 3 2
Total assets with related entities 125 63
Customer deposits
The Virgin Money Foundation - 1
Other liabilities
Group pension deposits® 17 17
Commissions and charges dueto Virgin Atlartic Airways Limited® 1 6
Trademark licence fees dueto Virgin Enterprises Limited® 4 4
Total liabilities with related entities 22 28
Non-interestincome
Net fees and commissions to Virgin Atlantic Aiways Limited® (12) (15)
Share of post-tax result of Virgin Money Unit Trust Managers Limited® (6) 1)
Gain on sale of 50% (less one share) considerationin Virgin Money Unit Trust Managers Limited
to Aberdeen Asset Management™® - 35
Operating and administrativeexpenses
Trademark licence fees to Virgin Enterprises Limited® (13) (1)
Costs recharged to Virgin Money Unit Trust Managers Limited® 7 2
Donations tothe Virgin Money Foundation® (1) )
Total income statement (25) 8

(1) The Group has aJV with AAM, named UTM. During the year, the Group purchased additional shares in the JV totalling £1.6m as part of a commitment to provide £12.5m of additional
funding over the 12 month period to April 2021. Amounts due from UTM and costs recharged to UTM relate to the recharge of relevant Group costs such as systems support, staff costs,
and marketing.

(2) The Group has aJV with Salary Finance Limited, where both shareholders own a 50% equity share in Salary Finance Loans Limited. The JV connects to the payroll of participating
employers to offer salary-deducted loans. The Group provides arevolving credit facility funding line, of which the current gross lending balance is £119m (2019: £53m). The facility is held
under Stage 1for credit risk purposes with aminimal amount of ECLs held. The undrawn facility is £81m (2019: £47m). The share of loss is £0.2m (2019: £0.3m).

(3) The Group and the Trustee tothe pension scheme have entered into a contingent Security Arrangement which provides additional support to the Scheme by underpinning recovery plan
contributions and some additional investment risk. The security is inthe form of a pre-agreed maximum level of assets that are set aside for the benefit of the pension scheme in certain
trigger events. These assets are held by Red Grey Square Funding LLP, an insolvency remote consolidated structured entity. The Group incurred costs inrelation to pension scheme
administration. These costs, which amounted to £0.1m (2019: £0.1m), were charged to the Group sponsored scheme. Information on the pension schemes operated by the Group is
provided innote 3.10. Pension contributions of £35m (2019: £83m) were made to the Scheme (note 3.10).

(4) The Group incurs credit card commissions and air mile charges from Virgin Atlantic Airways Limited (VAA) inrespect of an agreement between the two parties. £1m (2019: £4m) of cash
costs payable to VAA have been deferred on the balance sheet.

(5) Licence fees of £13m (2019: £11m) were payable to Virgin Enterprises Limited for the use of the Virgin Money brand trademark.

(6) The Group has made donations to the Virgin Money Foundation to enable itto pursue its charitable objectives. The Group has also provided anumber of support services to the Virgin
Money Foundation on apro bono basis, including use of facilities and employee time. The estimated giftinkind for support services provided during the year was £0.4m (2019: £0.6m)
and is included in the total value disclosed above.

The Group paid £Nil (2019: £0.2m) ordinary dividends to Virgin Group Holdings Limited during the year.
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5.3 Related party transactions continued
Compensation of key management personnel (KMP)
KMP comprises Directors of the Companyand members of the Executive Leadership Team.

2020 2019
£m £m
Salaries and short-term benefits 10 14
Termination benefits 1 5
Equity based compensation® 4 2
15 21
(1) The expense recognised inthe year is in accordance with IFRS 2 ‘Equity based compensations’, including associated employers’ NIC.
The following information regarding Directors’ remunerationis presented in accordance with the Companies Act 2006.
2020 2019
£m £m
Aggregate remuneration®® 4 5

(1) Aggregate emoluments include amounts paid for the 2020 year and amounts paid under LTIPs in 2020 relating to 2016 LTIP awards released in 2020 (£0.3m).

None of the Directors were members of the Group’s defined contribution pension scheme during2020(2019: none).

None of the Directors were members of the Group’s defined benefit pension scheme during 2020 (2019: none). None of the Directors hold share options
and none were exercised duringthe year (2019:none).

Transactions with KMP

KMP, their close family members, and any entities controlled or significantly influenced by the KMP have undertaken the follo wing transactions with the
Group in the normal course of business. The transactions were made on the same terms and conditions as applicable to other Group employees, oron
normal commercial terms:

2020 2019

£m £m

Loans and advances 4 4
Deposits 2 3

No provisions have been recognised in respect of loans provided to the KMP (2019: £Nil). There were no debts written offor forgiven during the yearto 30
September2020(2019: £Nil). Includedin the above are eight (2019: four) loans totalling £1m (2019: £1m) made to Directors. In addition to the above,

there are guarantees of £Nil (2019: £Nil) made to Directors and their related parties.

5.4 Transition to IFRS 16 ‘Leases’

The Group has adopted IFRS 16 Leases from 1 October 2019 and elected to apply the modified retrospective approach, under whic h the cumulative effect
of initial application is recognised in retained earnings as at 1 October 2019 and comparatives are not restated. Under the modified retrospective
approach, at transition, lease liabilities have beenmeasured at the present value of the remaining lease payments, discounted at the Grou p’s incremental
borrowing rate as at 1 October2019. The weighted-average borrowing rate applied to these lease liabilities on transitionwas 1.7%. Forthe purposes of
applying the modified retrospective approach, the Group has elected to:

. measure the right-of-use asset at anamount equal to the lease liability at the date of initial application adjusted by the amount of any prepaid or
accrued lease payments;

. apply the exemption not to recogniseright-of-use assets and liabilities for leaseswith less than 12 months of lease term;

. apply the practical expedient to rely on its assessment as to whetherthe lease was onerous under IAS 37 andtherefore adjustthe right-of-use asset
at the date of initial application by the onerous lease provision rather than conduct animpairment test; and

. apply the practical expedient to grandfather the assessment of which transactions are leases. It willapply IFRS 16 only to contracts that were
previously identified as leases by IAS 17. Contracts thatwere not identified as leases under IAS 17 and IFRIC 4 will not be reassessed. Therefore,
the definition of a lease under IFRS 16 will only be applied to contracts enteredinto or changedon or after 1 October 2019.
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5.4 Transition to IFRS 16 ‘Leases’ continued
The impact of the adoption of IFRS 16 onthe opening balance sheet as at 1 October 2019 is shown in the table below:

As at Restated as at

30 September 1 October

2019 Impact of IFRS 16 2019

£m £m £m

Property, plantand equipment 145 194 339
Other assets 237 - 237
Provisions 459 3) 456
Other liabilities 2,534 196 2,730
Equity 5,021 1 5,022

The adoption of IFRS 16 has absorbed 10bps of the Group’s CET1 capital, principally through the risk weighting of assets now recognised on balance
sheet.

Lease liabilities amounting to £205min respect of leased properties previously accounted for as operating leases were recognisedat 1 October 2019.
Offsetting this in the £196m movement in other liabilities on adoption is a £9m transfer of rent-free period accruals out of other liabilities on transition.

The following is a reconciliation of operating lease commitments disclosed at 30 September 2019to the lease liability recognised at 1 October2019:

£m
Undiscounted future minimum lease payments under operating leases at 30 September2019 414
Leases not yetcommenced at 1 October 2019 (129)
Irrecoverable VAT included in future minimum lease payments (49)
Short-term leases recognised on a straight line basis as an expense 2)
Lease prepayments (6)
Discounted at the incremental borrowing rate (24)
Other 1
Total lease liability recognised as at 1 October 2019 205

IFRS 16 amends the criteria appliedto assess whethera sub-leaseis an operating lease or a finance lease. Changes tothe classification of sub-leases
where the Group is lessorunder IFRS 16 has resulted in certain sub-leases of surplus estate previously classified as operating leasesbeingreclassified
asfinance leases. In those cases, any difference between the value of the impairedright-of-use asset on transition and the sub-lease receivable
recognised on transition is recognised as a gain or loss directly within equity.

Under IFRS 16, the operating lease expense previously recorded in operating and administrative costs has beenreplaced by a d epreciation charge (also
included within operating and administrative costs), which is lowerthan the operating le ase expense recognised under IAS 17, and a separate interest
expense, recorded in ‘interestexpense’. While the decision to transition using the modified retrospective approachimpacts comparability with prior years
within the Group’s consolidated income statement, the line item impact is not material.

There is no net cash flow impact arising from the adoption of the new standard.
The Group’s revised accounting policy is disclosed in note 3.17.

5.5 Pillar3 disclosures

Basel Ill Capital Requirements Directive IV

Pillar 3 disclosure requirements are set out in Part Eight of the CRR. The consolidated disclosures of the Group, forthe 2020 financial year, will be issued
concurrently with the Annual Report & Accounts and can be found at www.virginmoneyukplc.com/investor-relations/results-and-reporting/financial-results/.
5.6 Postbalance sheetevents

Appointment of Group Chief Financial Officer

On 17 November 2020, we announced that Clifford Abrahams had been appointed Executive Director and Group ChiefFinancial Officer and that it was
expected thathe would join the Groupin March 2021, subject to regulatory approval.
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Financial performance measures

As highlighted in the Business and financial review and the Risk report, the Group utilises a range of performance measures® to assess the Group’s
performance. These can be grouped under the following headings:

« profitability;

e asset quality; and

e capital optimisation.

The performance measures used are a combination of statutory, regulatory and alternative performance measures; with the type of performance measure
used dependent on the component elements and source of what is being measured.

Statutory performance measures (S)

These are used when the basis of the calculation is derived from a measure that is required under generally accepted accounting principles (GAAP). An
example of this would be references to earnings per share.

Regulatory performance measures (R)

These are used when the basis of the calculation is required and specified by the Group’s regulators. Examples of this would be the leverage ratio and the
Tier 1 ratio.

Alternative performance measures (A)

These are used when the basis of the calculation is derived from a non-GAAP measure — also referred to as APMs. Examples of this would be the
statutory cost to income ratio and the statutory RoTE.

Where a performance measure refers to an ‘underlying’ metric, the detail on how this measure is arrived at, along with managements reasoning for
excluding the item fromthe Group’s current underlying performance rationale, canbe found on page 129, directly following this section. These
adjustments to the Group’s statutory results made by management are designed to provide a more meaningful underlying basis.

Descriptions of the performance measures used, including the basis of calculation where appropriate, are set out below:

Profitability:

Term Type Definition

Net interest margin (NIM) A Underlying NIl as a percentage of average interest earning assets for a givenyear. UnderlyingNIl of £1,351m
(2019: £1,433m) is divided by average interest earning assets for a given year of £86,826m (2019: £86,362m)
(which has been adjusted to exclude short-term repos used forliquidity management purposes). As a result of
the exclusions noted above, averageinterest earning assets usedas the denominator have been reduced by
£16m (2019: £Nil).

Statutory returnon tangible equity A Statutory loss after tax attributable to ordinary equity holders of £220m (2019: loss of £253m)as a percentage

(ROTE) of average tangible equity of £3,554m (2019: £3,727m) (average total equity less intangible assets, AT1 and
non-controllinginterests) for a given year.

Statutory returnon assets A Statutory loss after tax as a percentage of average totalassets for a given year.

Statutory basic earnings per share S Statutory loss after tax attributable to ordinary equity sharehdders of £220m (2019: loss of £253m), divided by

(EPS) the weighted average number of ordinary sharesin issue for a givenyear of 1,440m shares (2019: 1,414m)
(which includes deferred shares and excludes own shares held or contingently returnable shares).

Underlying RoTE A Underlying profit after tax attributable to ordinary equity holders of £20m, (2019: £403m), as a percentage of
average tangible equity of £3,554m (2019: £3,727m) (average total equity less intangible assets, AT1 and non-
controlling interests) for a givenyear.

Underlying CIR A Underlying operatingand administrative expenses as a percentage of underlying total operating income fora
givenyear.

Underlying return on assets A Underlying profit after tax as a percentage of averagetotal assets for a given year.

Underlying basic EPS A Underlying profit after tax attributable to ordinary equity holders of £20m, (2019: £403m), divided by the
weighted average number of ordinary shares in issue for a given year of 1,440m shares (2019: 1,434m) (which
includes deferred shares and excludes own shares held or contingently returnable shares).

Underlying profit after tax attributable A Underlying profit before tax of £124m (2019: £539m) less underlying tax charge of £25m (2019: £62m), less

to ordinary equity holders AT1 distributions of £79m (2019: £41m), less distributions to non-controling interests of £Nil (2019: £33m) and

was equal to £20m (2019: £403m). The underlying tax charge (or credit) is the difference betweenthe statutory
tax charge (or credit) and thetax attributable to exceptional items.

(1) The term ‘financial performance measure’ covers all metrics, ratios and percentage calculations used to assess the Group’s performance and is interchangeable with similar terminology
used such as highlights, key metrics, KPIs and key credit metrics.
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Asset quality:

Term Type Definition

Impairment charge toaverage customer A Impairmentlosses on credit exposures plus creditrisk adjustment on fair value loans to average customer

loans (cost of risk) loans (defined as loans and advances to customers, other financial assets at fair value and due from
customers on acceptances).

Total provision to customerloans A Total impairment provision on credit exposures as a percentage of total customer loans ata givendate.

Indexed loan to value (LTV) of the A The mortgage portfolio weighted by balance andindexed using the MIAC Acadametiics indices forthe

mortgage portfolio Clydesdale Bank PLC portfolio while the Virgin Money Holdings (UK) PLC portfdlio is indexed using the Markit
indices.

Capital optimisation:

Term Type Definition

Common Equity Tier 1 (CET1) ratio R CET1 capital divided by RWAs at a given date.

Tier 1 ratio R Tier 1 capital as a percentage of RWAs.

Total capital ratio R Total capital resources divided by RWAs ata givendate.

CRD IV leverage ratio R This is a regulatory standard ratio proposed by Basellll as a supplementary measureto therisk-based capital
requirements. It is intended to constrain the build-up of excess leverage in the banking sector and is calculated
by dividing Tier 1 capital resources by a defined measure of on and off-baance sheetitems plus derivatives.

UK leverage ratio R The Group’s leverage ratio on a modified basis, excluding qualifying central bank claims from the exposure
measure in accordance withthe policy statementissued by the PRA in October 2017.

Tangible net assetvalue (TNAV) A Tangible equity (total equity less intangible assets, AT1 and non-contrdling interests) as at the year end of

per share £3,526m (2019: £3,590m) divided by the number of ordinary shares in issue at the year end of 1,444m (2019:
1,441m) (which includes deferred shares of 6m (2019: 7m) and excludes own shares held of 0.2m (2019:
0.5m)).

Loan to deposit ratio (LDR) R Customerloans as a percentage of customer deposits at a given date.

Liquidity coverageratio (L CR) R Measures the surplus (or deficit) of the Group’s high-quality liquid assets relative to weighted net stressed cash
outflows over a 30-day period. Itassesses whether the Group has sufficient liquid assets to withstand a short-
term liquidity stress based on cash outflow assumptions provided by regulators.

Minimum requirement for own funds and R Total capital resources lessineligible AT1 and Tier 2 instruments at the yearend of £4,935m (2019: £4,840m)

eligible liabilities (MREL) ratio plus senior unsecured securities issued by Virgin Money UK PLC with greaterthan oneyearto maturity at the
year end of £2,002m (2019: £1,550m) divided by RWAs at the period end of £24,399m (2019: £24,046m).

Net stable fundingratio (NSFR) R The total amount of available stable funding divided by the total amount of required stable funding, expressed

as a percentage. The Group monitors the NSFR, based on its own interpretations of current guidance available
for CRD IV NSFR reporting. Therefore, the reported NSFR may change over time with regulatory
developments. Dueto possible differences in intempretation of the rules, the Group’s ratio may not be directly
comparable with those of other financial institutions.
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Underlying adjustments to the statutory view of performance

On arriving at an underlying basis, the effects of certain items thatdo not promote an understanding of historical or future trendsof earnings or cash flows
are removed, as management consider that this presents more comparable results year-on-year. Theseitems are all significant and are typically one-off in
nature. Additional detail is provided below where considered necessary to further explain the rationale for their exclusionfrom underlying performance, in
particular for new items in the current year or recurring non-underlying items:

Item 2%?2 Z%ﬁ’ Reason for exclusion from the Group’s current underlying performance
Integration and transformation costs (139) (156)  These are part of the Group’s publicised three-year integration plan folowing the acquisition of

Virgin Money Holdings (UK) PLC and comprise a number of one-off expenses thatare
required to realise the anticipated cost synergies. Also included are one-off costs to support
transformation. This programme will improve our digital capability and consequently enable
super straightforward efficiency.

Acquisition accounting unwinds (113) (87)  This consists principally of the unwind of the IFRS 3 fair value adjustments created on
the acquisition of Virgin Money Holdings (UK) PLC in October 2018 (£96m charge) andthe
IFRS 9 impairmentimpact in 2020 on acquired assets (E6m charge) with other smalleritems
amounting to £11m. These represent either one-off adjustments or are the scheduled reversals
of the accounting adjustments that arose following the fair value exercise required by IFRS 3.
These will continue to be treated as non-underlying adjustments over the expectedthreeto
five-year period untilthey have been fully reversed.

Legacy conduct (26) (433) These costs are historical in natureand are notindicative of the Group’s cument practices.
Other:
SME transformation (1) (30) These costs are significantand relate to the Group’s transformation of its Business banking

propositions and encompass process re-engineering and customer journey improvements
required to support customers migrating under the RBS incentivised switching proposition, and
certain costs in respect of govemment backed schemes.

UTM transition costs 8) (1) These costsrelateto UTM's transformation costs principally for the build of a new platform for
administration and servicing. The costs are one-off in nature as part of the transitionto the

new JV proposition.

VISA Shares 5 —  Aone-off gain on conversion of VisaB Preference sharesto Series A preferenceshares.

Intangible asset write-off - (127)  The charge for the software write-off in the prior year was significant andarose in respect of
software assets which are no longerconsidered tobe of value relative to the Group's strategy
following the acquisition of Virgin Money Holdings (UK) PLC.

Mortgage EIR adjustments - 80  The alignment of accounting practices was a one-off exercise arising from the acquisition.
Virgin Money Holdings (UK) PLC - (55) These costsrelated directly to the transaction and comprised legal, advisory and other
transaction costs associated costs required to complete the transaction.

Consent solicitation - (18)  One-off costsrelating tothe changein obligor of senior debt from Virgin Money Holdings (UK)

PLC to CYBG on 20 August 2019.

Gain on sale of UTM - 35  Aone-off gain recognised on the disposal of 50% (less one share) of UTM.
GMP equalisation cost = (11) A one-off charge for GMP equalisation in the Group’s defined benefit scheme.
Legacy restructuring and separation - (5) Theselegacy costs were significantin prior years and related to the Sustain programme, and

demerger from NAB, both of which are now complete.

Gain on disposal of VocaLink - 4

Total other (14) (128)
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Glossary

Term

Definition

Additional Tier 1 (AT1)

Securities that are considered additional Tier 1 capital in the context of CRD IV.

arrears

A customer isin arrears when they fail toadhere to their contractual payment obligations resulting in an outstanding loan
that is unpaid or overdue.

average assets

Represents theaverage of assets over theyearadjustedfor any disposed operations.

Bank Clydesdale Bank PLC.
Basel Il The capital adequacy framework issued by the Basel Committee on Banking Supervision (BCBS) in June 2004.
Basel Il Reforms issued by the BCBS in December 2017 with subsequentrevisions.

basis points (b ps)

One hundredth of a percent (0.01%); meaning that 100basis points is equal to 1%. This termis commonly used in
describing interest rate movements.

Board

Refers to the Virgin Money UKPLC Board or the Clydesdale Bank PLC Board as appropriate.

Bounce back loan scheme (BBLS)

A scheme implemented by the UK Governmentto provide financial support to businesses across the UK that are losing
revenue, and seeing their cashflow disrupted as a result of COVID-19, and that can benefit from £50,000 or less in finance.

Business lending

Lending to non-retail customers, including overdrafts, asset and lease financing, term lending, bill acceptances, foreign
currency loans, intemational andtrade finance, securitisation and specialised finance.

carbon related assets

Assets tied to the energy and utilities sectors under the Global Industry Classification Standard (mapped to internal industry
classifications), excluding water utilities and independent power and renewable electricity producer industries.

carrying value (also referred to as

carrying amount)

The value of an assetor a liability in the balance sheetbased on either amortised cost or fairvalue principles.

cash and cash equivalents

For the purposes of the statement of cashflows, cashand cash equivalents comprise cash and non-mandatory deposits
with central banks and amounts due from other banks with a maturity of less than three months.

Code

The 2018 UK Corporate Govemance Code.

collateral

The assets of a borrower that are used as security against a loanfacility..

collectiveimpairment provision

Impairmentassessment on a collective basis for homogeneous groups of loans that are not considered individually
significant and to cover losses which have been incurred but have notyetbeen identified on loans subject to individual
assessment.

Combined Group

Virgin Money UK PLC, and its contrdled entities following the acquisition of Virgin Money Holdings (UK) PLC.

commercial paper

An unsecured promissory note issued to finance short-term credit requirements. Theseinstruments have a specified
maturity date and stipulate the face amountto be paid to the investor on that date.

Common Equity Tier 1 capital (CET1)

The highest quality form of regulatory capital that comprises total shareholders’ equity andrelated non-controlling interests,
less goodwill and intangible assets and certain other regulatory adjustments.

Company

Virgin Money UK PLC.

conduct risk

The risk of treating customers unfairly and/or deliveringinappropriate outcomes resulting in customer detriment, regulatory
fines, compensation, redress costs and reputational damage.

Coronavirus business interruption loan

scheme (CBILS)

A scheme implemented by the UK Governmentto provide financial supportto smaller businesses across the UK thatare
losing revenue, and seeing their cashflow disrupted, as a result of COVID-19.

Coronavirus large business interuption

loan scheme (CLBILS)

A scheme implemented by the UK Government to provide financial support to mid-sized and larger businesses across the
UK that are suffering disruption to their cashflow due tolost or deferred revenues as a result of COVID-19.

counterparty

The other party that participates in a financial transaction, with every transaction requiring a counterparty in order for the
transaction to complete.

Coverage ratio

Impairment allowance as at the yearend shawnas a percentage of gross loans andadvances as at the year end.

covered bonds

A corporate bond with primary recourse tothe institutionand secondary recourse to a pool of assets that act as security for
the bonds on issuer default. Covered bonds remainon the issuer’s balance sheetand are a source of term funding for the

Group.

CRD IV

European legislation to implement Basel Il1. It replaces earier European capital requirements directives with a revised
package consisting of a new Capital Reguirements Directive and a new Capital Requirements Regulation. CRD IV sets out
capital and liquidity requirements for European banks and harmonises the European framework for bank supervision. See
also ‘Basel lII'.

credit conversion factor (CCF)

Credit conversion factors are used in determining the exposure at default in relation to a credit risk exposure. The CCF is
an estimate of the proportion of undrawn and off-balance sheet commitments expected tobe drawndownat the point of

default.

Credit impairedfinancial asset

Afinancial asset thatis in default or has an individually assessed provision. This is also referred toas a ‘Stage 3’
impairment loss and subject to a lifetime ECL calculation. The Group considers 90 DPD as a backstop in determining
whether a financial asset is credit impaired.
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Glossary

Term

Definition

Credit risk mitigation (CRM)

Techniques to reduce the potential loss in the event thata customer (borrower or counterparty) becomes unableto meet its
obligations. This may include the taking of financial or physical security, the assignment of receivables or the use of credit
derivatives, guarantees, credit insurance, set-off or netting.

credit risk adjustment/credit valuation
adjustment

An adjustmentto the valuation of financial instruments held at fair value to reflect the creditworthiness of the counterparty.

customerdeposits

Money deposited by individuals or corporate ertities that are not credit institutions, and can be either interest bearing, non-
interest bearing or term deposits.

days past due (DPD)

The number of days a facility has borrowing in excess of an agreed or expired limit or, where facilities are subject to a
regular repayment schedule, contractual payments are not fully up to date.

default A customer isin default wheneitherthey are more than 90 DPD on a credit obligationto the Group, or are considered
unlikely to pay their credit obligations in full without recourseto actions such as realisation of security (if held).

delinquency See ‘arrears’.

Demerger The demerger of the Group from NAB pursuantto which all of the issued share capital of CYBlwas transferred to CYBG by
NAB in considerationfor the issue andtransfer of CYBG shares to NABIn part for the benefit of NAB (which NAB
subsequently sold pursuanttothe IPO) and in part for the benefit of NAB shareholders under a scheme of arrangement
under part 5.1 of the Australian Corporations Act.

Demerger date 8 February 2016.

derivative Afinancial instrumentthatis a contract or agreementwhose value is related tothe value of an underlyinginstrument,

reference rate or index.

effective interest rate (EIR)

The carrying value of certain financialinstruments which amortises the relevantfees over the expectedlife of the
instrument.

encumbered assets

Assets that have been pledged as security, collateral or legally ‘ring-fenced’ in some other way which prevents those assets
being transferred, pledged, sdd or otherwise disposed.

exposure

A claim, contingent claim or position which carries a risk of financial loss.

Exposure at default (EAD)

The estimate of the amount that the customer will owe at the time of default.

fair value

The price that would be receivedto sell an asset or paid totransfer a liability in an orderly transaction in the principal (or
most advantageous) market at the measurement date under current market conditions.

Financial Services Compensation

The UK’s compensation fund of last resort for customers of authorised financial services fims and is funded by the financial

Scheme (FSCS) services industry. The FSCS may pay compensation if a firmis unable, or likely to be unable, to pay claims againstit. This
is usually becauseit has stoppedtrading or has been declaredin default.

forbearance The term generally applied to the facilities provided or changes to facilities provided to assist borrowers, who are
experiencing, or are about to experience, a period of financial stress.

funding risk A form of liquidity risk arisingwhenthe liquidity needed tofund illiquid asset positions cannot be obtained at the expected
terms and whenrequired.

Group Virgin Money UK PLC and its controlled entities.

hedge ineffectiveness

Represents the extentto which the income statementis impacted by changes in fair value or cash flows of hedging
instruments not being fully offset by changes in fair value or cash flows of hedgeditems.

IFRS 9

The financial instrument accounting standard which was adopted by the Groupwith effect from 1 October 2018.

impairment allowvances

An ECL provision held on the balance sheet for financial assets calculatedin accordance with IFRS 9. The impairment
allowance is caculated as eithera 12-monthor a lifetime ECL.

impairment losses

The ECL calculated in accordance with IFRS 9 and recognisedin the income statementwith the carryingvalue of the
financial asset reduced by creating an impairment allowance. Impairmentlosses are calculated as either a 12-month or
lifetime ECL

Internal Capital Adequacy Assessment
Process (ICAAP)

The Group’s assessment of the levels of capital that it needs to hold through an examination of its risk profile from
regulatory and economic capital viewpoints.

Internal Liquidity Adequacy Assessment
Process (ILAAP)

The Group’s assessmentand management of balance sheetrisks relating to funding and liquidity.

Internal Ratings-Based approach (IRB)

A method of calculating creditrisk capital requirements using internal, rather than supervisory, estimates of risk parameters.

investment grade

The highest possible range of credit ratings, from ‘AAA’ to ‘BBB’, as measured by external credit rating agencies.

Level 1 fair value measurements

Financial instruments whose fair value is derived from unadjusted quoted prices for identical instruments in active markets.

Level 2 fair value measurements

Financial instruments whose fair value is derived from quoted prices for similarinstruments in active markets and financial
instruments valued using models where all significant inputs are observable.

Level 3 fair value measurements

Financial instruments whose fair value is derived from valuation techniques where one or more significantinputs are
unobservable.
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Definition

lifetime expected creditloss

The expected credit loss calculation performed on financial assets where a SICR since origination has been identified. This
can be either a ‘Stage 2’ or ‘Stage 3’ impairment loss depending on whether thefinancia assetis creditimpaired.

Listing Rules

Regulations applicable to any company listed on a United Kingdom stock exchange, subject to the oversight of the UK
Listing Authority (UKLA). The Listing Rules set out mandatory standards for any company wishing tolistits shares or

securities for sale tothe public.

loan to value ratio (LTV)

A ratio that expresses the amount of a loan as a percentage of the value of the property on whichit is secured.

Loss given default (LGD)

The estimate of the loss that the Group will suffer if the customer defaults (incorporating the effect of any callateral held).

medium-term notes

Debt instruments issued by corporates, including financial institutions, across a range of maturities.

Minimum Requirement for Own Funds
and Eligible Liabilities (MREL)

MREL is a minimum requirement for institutions tomaintain equity and eligible deht liabilities, tohelp ensure that when an
institution fails the resdution authority can use these financial resources to absorb losses andrecapitalise the continuing

business.

net interest income (NI

The amount of interestreceived or receivable on assets, net of interest paid or payable on liabilities.

Net Promoter Score (NPS)

This is an externally cdlated customer loyalty metric that measures loyalty between a provider, who in this contextis the
Group, and a consumer.

operational risk

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

Overall Liquidity Adequacy Rule (OLAR)

An FCA and PRA rule that firms must at all times maintain liquidity resources which are adequate both as to amountand
quality, to ensure thatthere is no significantrisk that its liahiliies cannot be metas they fall due. This isincluded in the
Group’s risk appetite and subject to approval by the Board as part of the ILAAP.

pension risk

The risk that, atany point in time, the available assets to meet pension liabilities are at a value below current andfuture
scheme obligations.

Personal lending

Lending to individuals rather than institutions and excludes mortgage lending whichis reported separately.

PPI redress

Includes PPI customer redress and all associated costs excluding fines.

probability of default (PD)

The probability that a customer willdefault over either the next 12 months or lifetime of the account.

regulatory capital

The capital which the Group holds, determined in accordance with rules established by the PRA.

residential mortgage-backed securities
(RMBS)

Securities that representinterests in groups or pools of underlying mortgages. Investors in these secuiities have the right to
cash received from future mortgage payments (interestand principal).

ring-fencing

A regime of rules which require banks to changethe way thatthey are structured by separating retai banking services from
investment andinternational banking. Thisis toensure the economy and taxpayers are protected in the event of any future
financial crises.

risk appetite

The level and types of risk the Group is willing to assume within the boundaries of its risk capacity to achieve its strategic
objectives.

risk-weighted assets (RWA)

On and off-balance sheet assets of the Group are allocated a risk weighting based on the amount of capital required to
support the asset.

sale and repurchase agreement (‘repo’)

A short-term funding agreement that allows a borrower to create a collateralised loan by selling a financial asset to a lender.
As part of the agreement, the borrower commits to repurchase the security at a date in the future repaying the proceeds of
the loan. For the counterparty (buying the security and agreeing to sellin the future) it is a reverserepurchase agreement
or areverse repo.

Scheme

The Group’s defined benefit pension scheme, the Yorkshire and Clydesdale Bank Pension Scheme.

secured lending

Lending in which the borrower pledges some asset (e.g. property) as cdlateral for thelending.

securitisation

The practice of pooling similar types of contractual debt and packaging the cash flows from the financial asset into
securities that canbe soldto institutional investors in debt capital markets. It provides the Group with a source of secured
funding than can achieve a reduction in funding costs by offering ty pically ‘AAA’ rated securities secured by theunderlying
financial asset.

Significant increase in creditrisk (SICR)

The assessment performed on financial assets at the reporting date to determine whether a 12-month or lifetimne ECL
calculation is required. Qualitative and quantitative triggers are assessedin detemining whether there has been a
significantincrease in credit risk since origination. The Group considers 30 DPD as a backstop in determining whether a
significantincrease in credit risk since origination has occurred.

standardised approach

In relation to credit risk, a method for calculating credit risk capital requirements using External Credit Assessment
Institutions ratings and supervisory risk weights. In relation to operational risk, a method of calculating the operational
capital requirement by the application of a supervisory defined percentage charge to the grossincome of eight specified
business lines.

stress testing

The term used to describe techniques where plausible events are considered as vulnerabilities to ascertain how this will
impact the own funds or liquidity which a bank holds.
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Glossary

Term

Definition

structured entities (SE)

An entity created to accomplish a narrow well-defined objective (e.g. securitisation of financial assets). An SE may take the
form of a corporation, trust, partnership or unincorporated entity. SEs are often created with legal arrangements that impose
strict limits on the activities of the SE. May also be referred to as an SPV.

subordinated debt

Liabilities which rank afterthe claims of other creditors of theissuer in the event of insolvency or liquidation.

Term Funding Scheme (TFS)

Launched in 2016 by the BoE to allow banks and building societies to borrow from the BoE atrates close to base rate. This
is designed to increase lending to businesses by lowering interest rates and increasing access tocredit.

Tier 1 capital A measure of a bank’s financial strength defined by CRD IV. It captures CET1 capital plus other Tier 1 securities in issue,
subject to deductions.

Tier 2 capital A component of regulatory capital, including qualifying subordinated debt, eligible collective impairment allowances and
other Tier 2 securities as defined by CRD IV.

unaudited Financial information that has not been subject to validation by the Group's external auditor.

unsecured lending

Lending in which the borrower pledges noassets as collateral forthe lending (suchas creditcards and current account
overdrafts).

value at risk (VaR)

A measure of the loss that could occuron risk positions as a result of adverse movements in market risk factors (e.g. rates,
prices, volatilities) over a specifiedtime horizon andto a given level of confidence.

Virgin Money

Virgin Money UK PLC. ‘Virgin Money’is also used throughout this report whenreferring to the acquired business of Virgin
Money Haddings (UK) PLC or subsequent integration of the acquired business within the newly combined Group.

Virgin Money Holdings

Virgin Money Holdings (UK) PLC.
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Abbreviations

AAM Aberdeen Asset Managers PLC

ACS Annual cyclical scenario

AFD Approaching financia difficulty

AIRB Advanced intemal ratings-based

ALCO Asset and Liability Committee

API Application programming interface

ASX Australian Securities Exchange

AT1 Additional Tier 1

ATM Automated teller machine

BAME Black, Asianand ethnic minority

BAU Business-as-usual

BBL Bounce back loan

BBLS Bounce back loan scheme

BCA Business currentaccount

BCBS Basel Committee on Banking Supervision
BCR Banking Competition Remedies

BoE Bank of England

bps Basis points

BTL Buy-to-let

CAGR Compound Annual Growth Rate

CARE Career average revalued earnings

CBIL Coronavirus business interruption loan
CBILS Coronavirus business interruption loan scheme
CCB Capital Conservation Buffer

CCF Credit conversion factor

CCyB Countercyclical Capital Buffer

CDI CHESS Depositary Interest

CDP Carbon Disclosure Project

CET1 Common Equity Tier 1 Capital

CIF Capability and Innovation Fund

CIR Cost to incomeratio

CISRO Chief Information Security and Resiience Officer
CLBILS Coronavirus large business interruption loan scheme
CMA Competition and Markets Authority

COVID-19 Corona Virus Disease 2019

CPI Consumer Price Index

CRD IV Capital Requirements Directive IV

CRE Commercial real estate

CRH Capital Repayment Holidays
CRM Credit risk mitigation

CRR Capital Requirements Regulation
CSR Corporate social responsihility
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CSRBB Credit spread riskin the banking book
DEP Deferred Equity Plan

DPD Days pastdue

DTR Disclosure and Transparency Rules

EAD Exposure at default

EaR Earnings at risk

EBA European Banking Authority

EBT Employee benefit trust

EEL Excess expected loss

ECL Expected creditloss

EIR Effective interest rate

EL Expected loss

EPC Energy performance cettificate

EPS Earnings per share

ESG Environmental, social and governance
FCA Financial Conduct Authority

FIRB Foundation internal ratings-based

FPC Financial Policy Committee

FRC Financial Reporting Council

EFSCS Financial Services Compensation Scheme
FSMA Financial Services and Markets Act 2000
FTE Full time equivalent

FV Fair value

FVOCI Fair value through othercomprehensive income
FVTPL Fair value through profi or loss

GDIA Group Director Internal Audit

GDP Gross Domestic Product

GDPR General Data Protection Regulation

GHG Greenhouse Gases

GMP Guaranteed Minimum Pension

G-Sli Global Systemically Important Institution
HMRC Her Majesty’s Revenue and Customs

HPI House Price Index

HQLA High Quality Liquid Assets

IAS International Accounting Standard

IASB International Accounting Standards Board
ICAAP Internal Capital Adequacy Assessment Process
IFRS International Financial Reporting Standard
ILAAP Internal Liquidity Adequacy Assessment Process
IPO Initial Public Offering

IR Information request

IRB Internal ratings-based
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Abbreviations

IRHP Interest rate hedging products

IRRBB Interest rate risk in the banking book
ISA Individual Savings Account

ISDA International Swaps and Derivatives Association
JV Joint venture

KMP Key management personnel

KPI Key Performance Indicator

LCR Liquidity coverageratio

LDR Loan to deposit ratio

LGD Loss Given Default

LIBOR London Interbank Offered Rate

LSE London Stock Exchange

LTI Loan to income

LTIP Long-term incentive plan

LTV Loan to value

MDA Maximum Distributable Amount

MGC Model Governance Committee

MREL Minimum Requirement for OwnFunds and Eligible Liabilities
MRT Material Risk Takers

NAB National AustraliaBank Limited

NIl Net interestincome

NIM Net interestmargin

NIST National Institute of Standards and Technology
NPS Net promoter score

NSFR Net stable fundingratio

PBT Profit before tax

PCA Personal currentaccounts

PD Probability of Default

PMA Post model adjustment

POCI Purchased or originated credit impaired
PPI Payment protection insurance
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PRA Prudential Regulation Authority

PSD2 Payment Services Directive 2

RAF Risk Appetite Framework

RAS Risk Appetite Statement

RMBS Residential mortgage-backed securiies
RMF Risk Management Framework

RoTE Return on Tangible Equity

RPI Retail Price Index

RTS Regulatory Technical Standards

RWA Risk-weighted asset

SAYE Save As You Earn

SDG Sustainable Development Goal

SICR Significant increase in credit risk

SIP Share Incentive Plan

SME Small or medium-sized enterprise

SMF Sterling Monetary Framework

SONIA Sterling Overnight Index Average

SRB Systemic Risk Buffer

SVR Standard variable rate

TCC Transactional Credit Committee

TCFD Task Force on Climate-related Financial Disclosures
TFS Term Funding Scheme

TFSME Term funding schemewith additional incentives for SMEs
TNAV Tangible net assetvalue

TSR Total Shareholder Return

UN PRB United Nations’ Principles for Responsible Banking
UTM Virgin Money Unit Trust Managers
VAA Virgin Atlantic Ailways

VaR Value at risk

VIU Value in use

YoY Year-on-year
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Country by country reporting

The Capital Requirements (Country by Country Reporting) Regulations 2013 came into effecton 1 January 2014 and place certain reporting obligations
on financial institutions that are within the scope of the European Union’s CRD IV. The purpose of the Regulationsis to provide clarity on the source of the
Group’s income and the locations of its operations.

The vast majority of entities that are consolidated within the Group’s financial statements are UK re gistered entities. The activitiesof the Group are
described in the Strategic report containedin the Group's Annual Report & Accounts.

2020

UK

Average FTE employees (number) 8,256
Total operating income (Em) 1,443
Loss before tax (Em) 168
Corporation tax paid (Em) 12

Public subsidies received (Em) -

The only othernon-UK registered entity of the Group is a Trustee company that is part of the Group’s securitisation vehicles (Lanark and Lannraig).
Lannraig Trustees Limitedis registeredin Jersey. This entity plays a part in the overall securitisation process by having the beneficial interestin certain
mortgage assets assignedto it. This entity has noassets or liabilities recognised in its financial statements with the securitisation activity taking place in
other UK registered entities of the structures. This entity does not undertake any external economic activity and has no employees. The results of this
entity as well as those of the entire Lanark and Lannraig securitisation structures are consolidated in the financial stateme nts of the Group.
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Other information

The financial informationincluded in this results announcement does not constitute statutory accounts within the meaning of section434 of the Companies
Act 2006. Statutory accounts forthe yearended 30 September 2020 were approved by the directors on 24 November 2020 and will be delivered to the
Registrar of Companies following publication in December 2020. The auditor’s report on those accounts was unqualified and did not include a statement
under sections 498(2) (accounting records or returns inadequate or accounts notagreeing with records and returns) or 498(3) (failure to obtain n ecessary
information and explanations) of the CompaniesAct 2006.
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