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Virgin Money Holdings (UK) PLC
Strategic report

The Directors of Virgin Money Holdings (UK) PLC (the ‘Company’) present their Strategic report for the year ended 31 December 2019.
Principal activities and business structure '

The Company is a wholly owned subsidiary of Clydesdale Bank PLC whose ultimate parent company is Virgin Money UK PLC, formerly
known as CYBG PLC (“CYBG") (CYBG was renamed on 30 October 2018). References in this Annual report and financial statements to
“Group” or “Virgin Money” mean Virgin Money UK PLC and its subsidiaries.

The Company acts as an intermediate holding company.

Following the company's acquisition by CYBG on 15 October 2018 (and subsequent transfer to Clydesdale Bank PLC), the Company qualifies
for the exemptions from preparing consolidated financial statements under Section 400 of the Companies Act 2006. These financial
statements are therefore prepared on an individual company basis.

The Company sold 50% (less one share) of its shareholding in Virgin Money Unit Trust Managers Limited (UTM) to Aberdeen Standard
Investments on 31 July 2019. A loss on sale of £9.2m was recorded by the Company on the partial disposal. Consequently, UTM became a
joint venture and is accounted for under the equity method from the date of disposal. Further details of this transaction can be found in note
2.3 of the Virgin Money UK PLC Annual report and accounts.

On 26 September 2019, at a hearing in the Court of Session in Edinburgh, the Court approved a banking business transfer scheme under
Part VIl of the Financial Services and Markets Act 2000 (‘FSMA Part VII'). The scheme effective date was 21 October 2019, and in accordance
with the court approval, on this date the business of Virgin Money PLC, the Company’s main trading subsidiary, was transferred to Clydesdale
Bank PLC.

Financial analysis

The income statement for the year is set out on page 9. The Company made a profit before tax of £48.5m in the current year, compared to
a profit before tax of £152.9m for the year ended 31 December 2018.

Net interest income increased by £0.7m to £0.4m compared to £(0.3)m for the year ended 31 December 2018, primarily due to the transfer
of abligor on the £350m medium-term notes (MTN) in the current year (note 5.2). Non-interest income has decreased by £104.5m to £51.1m
compared to £155.6m for the year ended 31 December 2018, due to a reduction in both intercompany dividends received and income from
Additional Tier 1 dividends received. Operating and administrative expenses increased by £0.6m (25%) to £3.0m driven by an increase in
Group recharges.

The Company's balance sheet for the year is set out on page 11 and has been materially impacted by the transfer of Virgin Money PLC to
Clydesdale Bank PLC in October 2019 under the FSMA Part VIl transfer. Consequently, the Company's total assets decreased by £1,723.2m
(97%) and total liabilities decreased by £355.4m (99.9%) as at 31 December 2019.

Key performance indicators

The Directors do not rely on key performance indicators at the individual subsidiary level. The performance of the Company is included in
the Annual report and accounts of Virgin Money UK PLC. The business is managed within the Group and the results are consistent with the
Company's status as a fully integrated and wholly owned subsidiary of the Group. For this reason, the Company's Directors believe that
providing further performance indicators for the Company itself would not enhance an understanding of the development, performance or
position of the Company.

Miscellaneous reporting

As a wholly owned subsidiary, the governance structure of the Company is managed within the Virgin Money UK PLC Group. The directors
have had regards to the matters set out in section 172(1) of the Companies Act 2006 and details of stakeholder engagement relevant to the
Company are set out on pages 30 - 31 of the Strategic report and 76 — 77 of the Corporate governance report within the Virgin Money UK
PLC Annual Report and Accounts.

Future developments

In relation to the recent coronavirus outbreak, our business continuity plans are working well. At this very early stage of the outbreak it is
difficult to fully assess the magnitude of the impact on the Company, however any risks are considered to be immaterial given that the
Company acts as an intermediate holding company. The Directors have a plan in place to ensure the continuation of the Company’s
operations during COVID-19 and we have no reason to believe, at this stage, it will impact the going concern of the Company.

Over the next twelve months the Company will continue to support Virgin Money UK PLC, the Company's ultimate parent, in delivering its
targets and executing its strategy.
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Virgin Money Holdings (UK) PLC
Strategic report (continued)

Principal risks

The Company acts an intermediate holding company and is exposed to a variety of risks through its normal operations. The Company’s most
significant risks are described below:

Financial risk: Covers a number of categories of risk, which affect the manner in which the Company can support its customers in a safe
and sound manner. This includes capital risk, funding risk and liquidity risk. Financial risk is monitored on a regular basis and is supported
by intercompany facilities and arrangements with the Company’s parent entity.

Credit risk: The risk that a counterparty fails to pay the Company monies owed. The Company manages this risk by undertaking due
diligence on prospective counterparties and monitoring their position on an ongoing basis.

Operational risk: The risk of loss resulting from inadequate or failed internal processes, people and systems or from external events,
including legal risk. All key business processes are subject to periodic reviews on a risk prioritised basis by the Group's Risk and Internal
Audit teams to ensure that appropriate controls are in place and operating effectively.

Compliance risk: The risk that the Company fails to comply with its regulatory and legislative requirements. Compliance risk is managed at
a Group level and is mitigated through oversight by the Regulatory Management team and regular reporting to the Risk Committee.

The transfer of the business of Virgin Money PLC to Clydesdale Bank PLC on 21 October 2019 materially decreased the Company's risk
profile as at 31 December 2019.

This report was approved by the Board on 23 April 2020 and signed on its behalf by:

BS—

lan Smith

Director

Virgin Money Holdings (UK) PLC
Registered No. 03087587
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Virgin Money Holdings (UK) PLC
Directors’ report
The Directors of the Company submit their report and financial statements for the year ended 31 December 2019.
Corporate governance
Details of the corporate governance framework applying to the Company is set out on pages 67 - 70 in the Corporate governance report
within the Virgin Money UK PLC Annual report and accounts.
Profits and appropriations

The Company made a profit before tax for the year ended 31 December 2019 of £48.5m (2018: £152.9m). Dividends totalling £216.0m were
paid to the Company's parent, Clydesdale Bank PLC, and deducted from retained earnings in the current year. Further details are set out in
note 4.1 to the financial statements.

Future developments and financial risk management objectives and policies

Information regarding future developments and financial risk management objectives and policies of the Company in relation to the use of
financial instruments that would otherwise be required to be disclosed in the Directors’ report, and which is incorporated into this report by
reference, can be found in the Strategic report.

Directors and Directors' interests

The current Directors are shown on page 1. Directors who are not full-time employees of the Group or a related body corporate are appointed
in accordance with the Articles of Association and may be eligible for reappointment thereafter. No Directors retired by rotation during the
year.

Directors' interests
No Director had any interest in the shares of the Company or its subsidiaries at any time during the year.

Directors' liabilities .

During the year, Virgin Money UK PLC paid a premium for a contract insuring the Directors and officers of the Company, its subsidiaries and
controlled entities against personal liabilities which may arise in the course of the performance of their duties, as well as protecting the
Company itself to the extent that it is obligated to indemnify Directors and officers for such liability.

Directors' remuneration
The Directors of the Company are remunerated as Directors of Clydesdale Bank PLC, and do not receive incremental remuneration in
respect of their duties as Directors of the Company.

Stakeholder engagement and business relationships

Details of stakeholder engagement relevant to the Company are set out on pages 76 - 77 of the Strategic report within the Virgin Money UK
PLC Annual Report and Accounts.

Employees

The Company does not have any employees. All staff are provided by the Group and its subsidiary undertakings, and an element of their
cost is recharged to the Company through the Group recharges.

Political donations

No political donations were made during the year (2018: £Nil).

Research and development costs

The Company does not undertake formal research and development activities.

Management of risk

Risk and capital related disclosures for the Company are included within the Strategic report. The information contained within these
disclosures has not been audited by the Company’s external auditor, except where labelled accordingly.

Risk and capital related disclosures for Virgin Money UK PLC can be found in the Virgin Money UK PLC Pillar 3 Report,
https://www.virginmoneyukplc.com/investor-relations/results-and-reporting/annual-reports/ and also within the Risk report section of the
Virgin Money UK PLC Annual report and accounts.

Related parties

Details of related party transactions are set out in note 5.2 of the financial statements.
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Virgin Money Holdings (UK) PLC
Directors’ report (continued)

Share capital

Information about share capital is shown in note 4.1 of the financial statements.

Going concern
The Company's Directors have made an assessment of the Company's ability to continue as a going concern and are satisfied that the
Company has the resources to continue in business for the foreseeable future.

In relation to the recent coronavirus outbreak, our business continuity plans are working well. At this very early stage of the outbreak it is
difficult to fully assess the magnitude of the impact on the Company, however any risks are considered to be immaterial given that the
Company acts as an intermediate holding company. The Directors have a plan in place to ensure the continuation of the Company's
operations during COVID-19 and we have no reason to believe, at this stage, it will impact the going concern of the Company.

The Company's use of the going concern basis for preparation of the accounts is discussed in note 1.3.

Events after the balance sheet date

There have been no significant events between 31 December 2019 and the date of approval of the annual financial statements which would
require a change to or additional disclosure in the financial statements.

Auditors and disclosure of information to the auditors

The Directors who were members of the Board at the time of approving the Directors' report are listed on page 1. Having made enquiries of
fellow Directors and of the Company's auditor, each of these Directors confirms that:

e to the best of each Director's knowledge and belief, there is no information relevant to the preparation of their report of which the
Company's auditor is unaware; and

e each Director has taken all the steps a Director might reasonably be expected to have taken to be aware Iof relevant audit
information and to establish that the Company's auditor is aware of that information.

By order of the Board

Lorna McMillan
Company Secretary

23 April 2020
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Virgin Money Holdings (UK) PLC
Statement of Directors’ responsibilities

The Directors are responsible for preparing the Strategic report, Directors' report and the financial statements in accordance with applicable
law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law, they are required to prepare the
financial statements in accordance with International Financial Reporting Standards (IFRS) as adopted by the EU and applicable law. Under
company law the Directors must not approve the financial statements unless they are satisfied that they give a true and fair view of the state
of affairs of the Company and of the profit or loss of the Company for that year. In preparing these financial statements the Directors are
required to:

e select suitable accounting policies in accordance with International Accounting Standard (IAS) 8: Accounting Policies, Changes in
Accounting Estimates and Errors and then apply them consistently;

e present information, including accounting policies, in a manner that provides relevant, reliable, comparable and understandable
information;

«  provide additional disclosures when compliance with the specific requirements of IFRS is insufficient to enable users to understand
the impact of particular transactions, other events and conditions on the financial performance;

o state that the Company has complied with IFRS, subject to any material departures disclosed and explained in the financial
statements;

e make judgements and accounting estimates that are reasonable; and

¢ make an assessment of the Company's ability to continue as a going concern.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company's transactions
and disclose with reasonable accuracy at any time the financial position of the Company and enable them to ensure that the financial
statements comply with the Companies Act 2006. They are also responsible for safeguarding the assets of the Company and hence for
taking reasonable steps for the prevention and detection of fraud and other irregularities.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF VIRGIN MONEY HOLDINGS (UK)
PLC ‘

Opinion

We have audited the financial statements of Virgin Money Holdings (UK) PLC for the year ended 31 December 2019 which comprise the
income statement, the statement of comprehensive income, the balance sheet, the statement of changes in equity, the cash flow statement
and the related notes 1 to 5.2, including a summary of significant accounting policies. The financial reporting framework that has been applied
in their preparation is applicable law and International Financial Reporting Standards (IFRS) as adopted by the European Union.

In our opinion, the financial statements:

e give a true and fair view of the Company's affairs as at 31 December-2019 and of its profit for the year then ended;
* have been properly prepared in accordance with IFRSs as adopted by the European Union; and
e have been prepared in accordance with the requirements of the Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable law. Our responsibilities
under those standards are further described in the Auditor's responsibilities for the audit of the financial statements section of our report
below. We are independent of the Company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, including the FRC’s Ethical Standard, and we have fulfilled our other ethical responsibilities in accordance with these
requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which the ISAs (UK) require us to report to you where:

e the Directors’ use of the going concern basis of accounting in the preparation of the financial statements is not appropriate; or

e the Directors have not disclosed in the financial statements any identified material uncertainties that may cast significant doubt about
the Company’s ability to continue to adopt the going concern basis of accounting for a period of at least twelve months from the date
when the financial statements are authorised for issue.

Other information

The other information comprises the information included in the annual report, other than the financial statements and our auditor's report
thereon. The Directors are responsible for the other information.

Our opinion on the financial statements does not cover the other information and, except to the extent otherwise explicitly stated in this report,
we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so, consider whether
the other information is materially inconsistent with the financial statements or our knowledge obtained in the audit or otherwise appears to
be materially misstated. If we identify such material inconsistencies or apparent material misstatements, we are required to determine
whether there is a material misstatement in the financial statements or a material misstatement of the other information. If, based on the work
we have performed, we conclude that there is a material misstatement of the other information, we are required to report that fact.

We have nothing to report in this regard.
Opinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:

e the information given in the strategic report and the Directqrs’ report for the financial year for which the financial statements are
prepared is consistent with the financial statements; and
e the strategic report and Directors’ report have been prepared in accordance with applicable legal requirements.
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INDEPENDENT’AUDITOR’S REPORT.TO THE MEMBERS,OF VIRGIN MONEY’ HOLDINGS (UK)
PLCY (contmued)
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Income statement
for the year ended 31 December

Interest income

Interest expense

Net interest income/(expense)

Gains less losses on financial instruments at fair value
Other operating income

Non-interest income

Total operating income

Total operating and administrative expenses
Profit on ordinary activities before tax

Tax credit

Profit for the year attributable to equity holders

M2018 comparatives have been restated as explained in note 1.6(a).

The notes on pagés 14 to 29 form an integral part of these financial statements.

Classification: Private

Virgin Money Holdings (UK) PLC

Note

21

2.2

23

2.4

2019 2018M
£m £m
8.3 8.4

(7.9) (8.7)
0.4 (0.3)

(0.2) (1.0)

51.3] 156.6

51.1 155.6
51.5 155.3

(3.0) (2.4)

48.5 152.9
1.9 25

50.4 155.4




Virgin Money Holdings (UK) PLC
Statement of comprehensive income
for the year ended 31 December

2019 2018M

£m £m
Profit after tax for the year 50.4 155.4
Items that will not be reclassified to the income statement
Change in fair value through other comprehensive income reserve
Gains/(losses) during the year 0.2 (1.6)
Total items that will not be reclassified to the income statement 0.2 (1.6)
Other comprehensive income/(losses) net of tax 0.2 (1.8)
Total comprehensive income for the year, net of tax 50.6 153.8
Total comprehensive income attributable to equity holder 50.6 153.8

M2018 comparatives have been restated as explained in note 1.6(a).

The notes on pages 14 to 29 form an integral part of these financial statements.
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Virgin Money Holdings (UK) PLC
Balance sheet
as at 31 December

Note 2019 2018
£m £m
Assets
Due from other banks 3.9 9.7
Debt securities at amortised cost 5.2 - 348.8
Financial instruments at fair value through other comprehensive income 5.2 0.9 29
Derivative financial instruments - 0.3
Investments in controlled entities and associates 3.1 333 1,401.4
Investments in joint ventures 3.1 9.2 -
Deferred tax assets 3.2 1.4 0.1
Other assets 52 3.3 10.8
Total assets 52.0 1,774.0
Liabilities
Due to other banks - 0.3
Debt securities in issue 3.3 - 347.2
Other liabilities 0.4 8.3
Total liabilities 0.4 355.8
Equity
Share capital and share premium 4.1 1,135.9 655.9
Other equity instruments 4.1 - 384.1
Other reserves 4.1 (0.5) (1.6)
Retained earnings (1,083.8) 379.8
Total equity 51.6 1,418.2
Total liabilities and equity 52.0 1,774.0

The notes on pages 14 to 29 form an integral part of these financial statements.
These financial statements were approved by the Board of Directors on 23 April 2020 and were signed on its behalf by:

LS—

lan Smith
Director

Company name: Virgin Money Holdings (UK) PLC
Company number: 03087587

11
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Virgin Money Holdings (UK) PLC
Statement of changes in equity

Share
capital Fair value
and Other through other
share equity comprehensive Retained Total
Notes premium instruments income reserve earnings equity
£m £m £m £m £m
As at 1 January 2018 654.6 384.1 - 264.3 1,303.0
Profit for the year - - - 155.4 155.4
Other comprehensive losses - - (1.6) - (1.6)
Total comprehensive (losses)/income, net of tax - - (1.6) 155.4 153.8
AT1 distributions paid - - - (32.7) (32.7)
Dividends paid - - - (28.4) (28.4)
Shares issued — ordinary shares 1.3 : - - - 1.3
Purchase of own shares - . - - (4.3) (4.3)
Exchange of own shares for shares in CYBG - - - 4.9 4.9
PLC
Settlement of share awards on vesting - - - (0.5) (0.5)
Capital contribution - Share based compensation - - - 21.1 21.1
As at 31 December 2018™ 4.1 655.9 384.1 (1.6) 379.8 1,418.2
Profit for the year - - - 50.4 50.4
Other comprehensive income - - 0.2 - 0.2
Total comprehensive income, net of tax - - 0.2 50.4 50.6
AT1 distributions paid 4.1 - - - (19.5) (19.5)
Dividends paid 41 - - - (216.0) (216.0)
Shares issued — ordinary shares 4.1 480.0 - - - 480.0
Settlement of share awards on vesting - - 0.9 3.2) (2.3)
Share based compensation released - - - (1.1) (1.1)
AT1 securities issued 4.1 - 247.3 - - 247.3
AT1 securities redeemed 4.1 - (156.5) - (3.5) (160.0)
AT1 securities repaid at fair value 41 - (474.9) - (18.5) (493.4)
Gain.or.l early repayment of AT1 securities issued B } _ 46 46
by Virgin Money PLC : :
Capital contribution - intercompany loan forgiven
by %Iydesdale Bank PLG o s 5.2 - - - 471 471
Impairment of investment in Virgin Money PLC
foﬁowing FSMA Part VI ’ Y 31 - - - (1.303.9) (1.303.9)
As at 31 December 2019 1,135.9 - (0.5) (1,083.8) 51.6

(12018 comparatives have been restated as highlighted in note 1.6(a).

The notes on pages 14 to 29 form an integral part of these financial statements.
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Virgin Money Holdings (UK) PLC
Cash flow statement
for the year ended 31 December

2019 2018

Notes £m £m
Operating activities
Profit on ordinary activities before tax 48.5 152.9
Adjustments for:
Non cash or non operating items included in profit before tax 51 (47.8) (151.7)
Changes in operating assets 51 (0.4) 2.1
Changes in operating liabilities 5.1 (0.1) (4.8)
Interest received - 0.1
Net cash provided by/{used in) operating activities 0.2 (1.4)
Cash flows from investing activities
Interest received 12.5 -
AT1 distributions received 5.2 10.1 20.1
Investment in debt securities issued by controlled entities - (348.7)
Repayment of debt securities issued by controlled entities 5.2 346.7 -
Issuance of ordinary shares by controlled entities 4.1 (230.0) -
Investment in AT1 securities issued by controlled entities 5.2 234.6 -
Borrowings drawn by controlled entities (163.0) -
Repayments of loans due from controlled entities 163.0 -
Dividends received from controlled entities 5.2 49.0 71.5
Net proceeds from sale of 50% (less one share) consideration in UTM 44.6 -
Other investments in controlled entities - -
Net cash provided by/(used in) investing activities 467.5 (257.1)
Cash flows from financing activities
Interest paid (12.0) -
Proceeds from ordinary shares issued 4.1 480.0 1.3
Proceeds from issuance of debt securities - 346.8
Transfer of issued debt securities to CYBG PLC 5.2 (346.7) -
Proceeds from issuance of AT1 securities 41 247.3 -
Redemption of £160m AT1 securities at first reset date 4.1 (160.0) -
Transfer of £230m AT1 securities to CYBG PLC 52 (234.6) -
Repayment of £250m AT1 securities to parent company 5.2 (258.9) -
Purchase of own shares - (4.9)
Repayments of loans due to controlled entities (182.0) (49.4)
Borrowings drawn from controlled entities 220.0 12.0
Borrowings drawn down from parent company 8.9 -
AT1 distributions paid 4.1 (19.5) (32.7)
Ordinary dividends paid 41 (216.0) (28.4)
Net cash (used in)/provided by financing activities (473.5) 245.2
Net decrease in cash and cash equivalents (5.8) (13.3)
Cash and cash equivalents at the beginning of the year 9.7 230
Cash and cash equivalents at the end of the year 5.1 3.9 9.7

) Dividends received from controlled entities which were previously recognised within ‘non cash or non operating items included in profit before tax' have now been
included in cash flows from investing activities in line with current year presentation.

The notes on pages 14 to 29 form an integral part of these financial statements.
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Virgin Money Holdings (UK) PLC
Notes to the financial statements
Section 1: Basis of preparation and accounting policies

1.1 General information

Virgin Money Holdings (UK) PLC (the “Company") is incorporated and registered in England and Wales. The Company is a wholly owned
subsidiary of Clydesdale Bank PLC, a company incorporated and registered in Scotland.

On 26 September 2019, at a hearing in the Court of Session in Edinburgh, the Court approved a banking business transfer scheme under
Part VI of the Financial Services and Markets Act 2000. The scheme effective date was 21 October 2019, and in accordance with the court
approval, on this date the business of Virgin Money PLC, the Company’s primary trading subsidiary, was transferred to Clydesdale Bank
PLC for a cash consideration of £10m. The transfer of the trade and assets from the Company to Clydesdale Bank PLC was a business
transfer under common control. Consequently, the impairment of the investment in Virgin Money PLC is presented as a distribution through
retained earnings and not through the income statement as an impairment in the ordinary course of business.

The Company's ultimate parent is Virgin Money UK PLC (formally known as CYBG PLC), a company incorporated and registered in England
and Wales.

The smallest group in which the results of the Company are consolidated is that headed by Clydesdale Bank PLC. Virgin Money UK PLC
heads the largest group in which the results of the Company are consolidated. The Group consolidated financial statements of Virgin Money
UK PLC may be obtained from its registered office at Jubilee House, Gosforth, Newcastle upon Tyne, NE3 4PL. All references in the financial
statements to ‘the Group’ refer to Virgin Money UK PLC and its subsidiaries, including the Company.

As permitted by section 400 of the Companies Act 2006 the Company has not prepared consolidated financial statements.

1.2 Basis of accounting

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) as adopted by the EU,
including interpretations issued by the IFRS Interpretations Committee and with those parts of the Companies Act 2006 applicable to
companies reporting under IFRS.

The financial information has been prepared under the historical cost convention, as modified by the revaluation of derivative financial
instruments and financial instruments at fair value through other comprehensive income. Fair value is defined as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date.

1.3 Going concern

The Company's business activities, together with the factors likely to affect its future development, performance and position, are set out in
the Strategic Report.

The Directors have a reasonable expectation that the Company has adequate resources to continue in operational existence for the
foreseeable future, for at least 12 months from the signing of the financial statements and therefore believe that the Company is well placed
to manage its risks successfully in line with its business model and strategic aims. Accordingly, they continue to adopt the going concern
basis in preparing the financial statements.

1.4 Accounting policies

(a) Foreign currency

Iltems included in the financial statements are measured using the currency of the primary economic environment in which the Company
operates (the ‘functional currency'). The financial statements are presented in pounds Sterling (GBP), which is also the Company's
presentation currency, rounded to the nearest hundred thousand pounds sterling (£0.1m) unless otherwise stated.

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

14
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 1: Basis of preparation and accounting policies (continued)

1.4 Accounting policies (continued)

(b) Net interest income

Interest income is reflected in the income statement using the effective interest method which discounts the estimated future cash payments
or receipts over the expected life of the amortised cost or fair value through other comprehensive income. Interest expense is reflected in
the income statement using the same effective interest method on the amortised cost of the financial liability.

When calculating the effective interest rate, cash flows are estimated considering all contractual terms of the financial instrument (e.g.
prepayment, call and similar options) excluding future credit losses. The calculation includes all amounts paid or received that are an integral
part of the effective interest rate 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.

(c) Gains less losses on financial instruments at fair value

This represents fair value gains and losses from derivatives and other financial instruments classified as fair value through profit or loss,
where the change in fair value of the derivatives is recognised exclusive of interest income and expense arising on any such instruments
economically hedging other interest bearing assets and liabilities.

(d) Other operating income
Dividend income and distributions received from Additional Tier 1 securities are recognised when the right to receive payment is established.

(e) Taxation
Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is recognised in the income statement except
to the extent that it is related to items recognised directly in equity, in which case the tax is also recognised in equity.

Current tax is the expected tax payable or receivable on the taxable profit or loss for the year, using tax rates enacted or substantively
enacted at the balance sheet date, and any adjustment to tax payable in respect of 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 using tax 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. A deferred tax asset is recognised for unused tax losses and unused tax credits only if it is probable that future taxable amounts will
arise against which those temporary differences and losses may be utilised.

(f) Financial instruments
Recognition and derecognition

A financial asset or a financial liability is recognised on the balance sheet when the Company becomes party to the contractual provisions of
the instrument. Purchases and sales of financial assets classified within fair value through profit or loss or fair value through other
comprehensive income are recognised on trade date.

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

Classification and measurement

The Company 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 or issue of the financial asset or the financial liability (with the exception of financial assets or liabilities at fair
value through profit or loss, 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 asset depending on the underlying business model and
contractual cash flow characteristics. This results in classification within one of the following categories:

i. Amortised cost

A financial asset is measured at amortised cost when (1) the asset is held within a business model whose objective is achieved by collecting
contractual cash flows; and (2) the contractual terms give rise to cash flows on specified dates which are solely payments of principal and
interest on the principal amount outstanding.
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 1: Basis of preparation and accounting policies (continued)

1.4 Accounting policies (continued)

(f) Financial instruments (continued)
ii. Fair value through other comprehensive income (FVOCI)

A financial asset is measured at FVOCI when (1) the asset is held within a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets; and (2) the contractual terms give rise to cash flows on specified dates which are solely
payments of principal and interest on the principal amount outstanding unless the financial asset is designated at fair value through profit or
loss on initial recognition.

iii. Fair value through profit or loss (FVTPL)

A financial asset is measured at FVTPL if it (1) does not fall into one of the business models described above; (2) is specifically designated
as FVTPL on initial recognition in order to eliminate or significantly reduce a measurement mismatch; or (3) is classified as held for trading.

Financial assets are initially recognised at fair value including direct and incremental transaction costs. Subsequent recognition for assets at
amortised cost or FVOCI is subject to the effective interest rate method less any impairment provision for expected credit losses (where
material and recognised).

A financial instrument is classified as held for trading if it is acquired principally for the purpose of selling in 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, or it is a derivative not
in a qualifying hedge relationship.

Financial liabilities
All financiat liabilities are measured at amortised cost.
Offsetting

This can only occur, and the net amount be presented on the balance sheet, when the Company currently has a legally enforceable right to
set off the recognised amounts and intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously.

(g) Cash and balances with central banks or due from other banks
These are classified as financial assets at amortised cost (see policy 1.4(f)). These balances are generally of a short-term nature and
repayable on demand or within a short timescale (i.e. usually three months).

(h) Derivative financial instruments

The Group is authorised to undertake the following types of derivative financial instrument transactions for non-trading purposes: cross
currency swaps, interest rate swaps, equity swaps, interest rate caps, forward rate agreements, options, foreign exchange contracts and
similar instruments.

The Company'’s derivative activities are entered into for the purpose of matching or eliminating risk from potential movements in interest
rates, foreign exchange rates and equity exposures inherent in the Group's assets, liabifities and positions. All derivative transactions are for
economic hedging purposes and are reviewed regularly for their effectiveness as hedges and corrective action taken, if appropriate.
Derivatives are measured initially and subsequently at fair value. Fair values are calculated by discounted cash flow models using yield
curves that are based on observable market data or are based on valuations obtained from counterparties. Changes in fair value are recorded
in the Income Statement.

(i) Investments in controlled entities, associates and joint ventures

The Company's investments in controlled entities, associates and joint ventures are valued at cost or valuation less any provision for
impairment. Such investments are reviewed annually for potential evidence of impairment, or more frequently when there are indications that
impairment may have occurred. Losses relating to impairment in the value of shares in controlled entities are recognised in the income
statement. Gains or losses on the disposal or part disposal of an investment in a controlled entity, associate or joint venture are also
recognised in the income statement within other operating income.
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 1: Basis of preparation and accounting policies (continued)

1.4 Accounting policies (continued)

(j) Share capital and share premium
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:

e they include no contractual obligations upon the Company to deliver cash or other financial assets or to exchange financial assets
or financial liabilities with another party under conditions that are potentially unfavourable to the Group; and

« where the instrument will or may be settled in the Company’s own equity instruments, it is either a non-derivative that includes no
obligation to deliver a variable number of the Company's own equity instruments or is a derivative that will be settled by the
Company exchanging a fixed amount of cash or other financial assets for a fixed number of its 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 are shown in equity as a deduction, net of tax, from the proceeds.

Share premium substantially represents the aggregate of all amounts that have ever been paid above par value to the Company when it has
issued ordinary and deferred shares. Certain expenses in relation to the issue of share capital can be offset against the share premium
account. These expenses must be the incremental expenses arising on issue of the shares.

Dividends

Final dividends on ordinary shares are recognised as a liability and deducted from equity when they are approved. Interim dividends are
deducted from equity when they are no longer at the discretion of the Company.

Proposed final dividends for the year are disclosed as an event after the balance sheet date and deducted from equity in the subsequent
accounting period when approved.

(k) Other reserves
Fair value through other comprehensive income reserve

The reserve records the unrealised gains and losses arising from changes in the fair value of financial instruments at fair value through other
comprehensive income.

On derecognition of these financial assets, the cumulative gains or losses previously recognised in this reserve are recycled to the income
statement and recognised in ‘Other operating income’, except for equity investments where the cumulative gains or losses are transferred
within equity to ‘Retained earnings'.

(l) Provisions

Provisions for liabilities and charges are recognised when a legal or constructive obligation exists as a result of past events. 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 present value of their expected net future cash flows except where the time value of money
is considered material.

1.5 Critical accounting estimates and judgements

The preparation of financial statements in conformity with IFRS requires management to make estimates and judgements in the application
of accounting policies that affect the reported amounts of assets, liabilities, income and expense. Estimates and judgements are based on
historical experience and management's best knowledge of the amount. Due to the inherent uncertainty in making estimates and judgements,
actual results in future periods may be based on amounts which differ from those estimates.

As a result of the transfer of the trade and assets of the Company’s primary subsidiary as a business transfer under common control under
FSMA Part VIl and the subsequent impact this had on the Company balance sheet at 31 December 2019, disclosures (including sensitivity
analysis) on critical accounting estimates and judgements are no longer applicable and have not been provided in these financial statements.

Relevant Group disclosures on critical accounting estimates and judgements can be found in the 30 September 2019 Annual Report and
Accounts for Virgin Money UK PLC.

17

Classification: Private



Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 1: Basis of preparation and accounting policies (continued)

1.6 New accounting standards and interpretations

(a) New accounting standards and interpretations adopted
The Company has adopted a number of International Accounting Standards Board (IASB) pronouncements in the current financial year,
including the following:

- IFRIC interpretation 23: ‘Uncertainty over Income Tax Treatments’ issued June 2017 and effective for financial years beginning on
or 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. This has not been material to the Company; and

- ‘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’. The amendment to IAS 12 clarified that the income tax
consequences of distributions on financial instruments classified as equity should be recognised according to where the past
transactions or events that generated the distributable profits were recognised, i.e. in the income statement rather than in equity.
Adoption of the amendment to IAS 12 has resulted in a reduction in tax expense and an increase in income statement profit for the
year of £5.0m (2018: £6.2m). This is a presentational change only; there is no overall impact on total shareholders’ equity. Prior year
comparatives have been amended.

(b) New accounting standards and interpretations not yet adopted

There are a number of other standards, interpretations and amendments that have not been applied by the Company in preparing these
financial statements as they are either not available for adoption in the EU or are not mandatory for the Company as at 31 December 2019.
The pronouncements, while relevant to the Company, are not anticipated to have a material impact and include:

a

- amendments to references to the ‘Conceptual Framework in IFRS Standards’ issued in March 2018 and effective for financial
years beginning on or after 1 January 2020. The amendment is adopted for use in the EU and was issued following the IASB's
publication of a revised version of its Conceptual Framework for Financial Reporting and updates the references in IFRS standards
to previous versions of the Conceptual Framework; and

- amendments to IAS 1: ‘Presentation of Financial Statements’' and IAS 8: ‘Accounting Policies, Changes in Accounting Estimates
and Errors’ issued in October 2018 and effective prospectively for financial years beginning on or after 1 January 2020. The
amendment is adopted for use in the EU and provides clarification on the definition of ‘material’.
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 2: Results for the year

2.1 Netinterestincome

2019 2018
£m £m
Interest income
Due from other banks - 0.1
Debt securities 7.6 8.3
Other interest income 0.7 -
Total interestincome . 8.3 8.4
Interest expense and similar charges
Debt securities in issue (7.8) (8.5)
Other interest expense (0.1) (0.2)
Total interest expense (7.9) (8.7)
Net interest income 0.4 (0.3)
2.2 Non-interest income
2019 2018
£m £m
Gains less losses on financial instruments at fair value
Derivatives used for economic hedging but not in hedge accounting relationships (0.2) (1.0)
(0.2) (1.0)
Other operating income
Loss on disposal of Virgin Money Unit Trust Managers Limited‘" (9.2) -
Other income® 60.5 156.6
51.3 156.6
Non-interest income 51.1 155.6

() The Company sold 50% (less one share) of its shareholding in Virgin Money Unit Trust Managers Limited (UTM) to Aberdeen Standard Investments on 31 July
2019. A loss on sale of £9.2m was recorded by the Company on the partial disposal. Consequently, UTM became a joint venture and is accounted for under the
equity method from the date of disposal.

(20 Other income comprises dividends received from controlled entities totalling £49.0m (2018: £134.4m), other non-interest income from related entities, and
distributions received on Additional Tier 1 securities of £10.1m (2018: £20.1m)
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 2: Results for the year (continued)

2.3 Operating and administrative expenses

A charge of £3.0m (2018: £2.4m) has been recognised relating to a recharge of various operating and administrative expenses incurred by
group companies.

2019 2018
Auditor’s remuneration £000 £'000
Fees payable to the Company’s auditors for the audit of the .
Company's accounts 20 300

Audit fees have been borne by the Company's parent, Clydesdale Bank PLC, in the year (2018: borne by the Company's main trading
subsidiary, Virgin Money PLC).

No fees were paid to the Company's auditors for services other than the statutory audit of the Company.

2.4 Taxation

2019 2018M
£m £m
Current tax
UK corporation tax :
Group relief receivable (0.6) (2.5)
(0.6) (2.5)
Deferred tax (note 3.2)
Current year (1.3) -
(1.3) -
Tax credit for the year (1.9) (2.5)

The tax assessed for the year differs from that arising from applying the standard rate of corporation tax in the UK of 19% (2018: 19%).
A reconciliation from the charge implied by the standard rate to the actual tax (credit is as follows:

2019 2018M
£m £m
Profit on ordinary activities before tax 48.5 152.9
Tax charge based on the standard rate of corporation tax in the UK of 19.0% (2018: 19.0%) 9.2 29.1
Effects of:
Disallowable expenses 2.9 -
Income not taxable (9.3) (25.6)
Transfer pricing adjustments 0.2 0.2
Tax relief on AT1 distributions paid (note 4.1.2) (3.7) (6.2)
AT1 gains and losses on repayment (1.3) -
Tax rate changes 0.1 -
Tax credit for the year (1.9) (2.5)

M2018 comparatives have been restated as highlighted in note 1.6(a).

Disallowable expenses relate to the loss on sale of the interest in Virgin Money Unit Trust Managers Limited (note 2.2) and the loss on early
repayment of the Virgin Money PLC medium-term notes.

Income not taxable is dividends receivable from subsidiaries.

The AT1 Notes are elected into the Hybrid Capital Instruments regime resulting in distributions and josses being allowable and gains being
taxable. Following amendments to IAS 12 (Income Taxes), the Company’s tax relief on AT1 distributions made on or after 1 January 2019
has been recognised in the income statement.

Finance Act 2016 set the main rate of corporation tax at 19% from 1 April 2017 and 17% from 1 April 2020. Following the Budget on 11
March 2020 a resolution under the Provisional Collection of Taxes Act 1968 revoked the reduction to 17% leaving the tax rate at 19% from
1 April 2020. The new tax rate is expected to be confirmed in Finance Act 2020.
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 3: Assets and liabilities

3.1 Investments in controlled entities and associates

2019 2018

£m £m

At 31 December 2019 33.3 1,401.4
: Class of Proportion Country of
Direct holdings Nature of business share held held incorporation
Virgin Money PLC Banking - non trading Ordinary 100% England
Virgin Money Personal Financial Service Limited  Insurance intermediary Ordinary 100% England
Virgin Money Management Services Limited Group services company Ordinary 100% England
Virgin Money Giving Limited Charitable donations Ordinary 100% England

The Company is the sole member of The Virgin Money Foundation, a charitable foundation registered in England as a company limited by
guarantee. The Company acts as a guarantor for £1. Virgin Money PLC was a donor to the Foundation until the FSMA Part VIl banking
business transfer took effect on 21 October 2019.

The Company previously recognised indirect holdings in Eagle Place Covered Bonds LLP and Northern Rock Limited (via its direct holding
in Virgin Money PLC). Control of kagle Place Covered Bonds LLP and Northern Rock Limited passed to Clydesdale Bank PLC following the
FSMA Part VIl banking business transfer from Virgin Money PLC on 21 October 2019.

All subsidiaries have a financial year end of 31 December. The registered address for all of the above controlled entities is Jubilee House,
Gosforth, Newcastle upon Tyne, NE3 4PL.

Impairment in Virgin Money PLC

On 26 September 2019, at a hearing in the Court of Session in Edinburgh, the Court approved a banking business transfer scheme under
part Vil of FSMA. The scheme effective date was 21 October 2019 and, in accordance with the court approval, on this date the business of
Virgin Money PLC was transferred to Clydesdale Bank PLC for a cash consideration of £10m.

Following the transfer, management undertook an impairment test on the carrying value of the Company’s investment in Virgin Money PLC,
which resulted in an impairment charge of £1,303.9m being recognised as at 31 December 2019 (2018: Nil). For the purposes of the
impairment test, Virgin Money PLC is regarded as the cash generating unit with the value in use calculation compared to the current carrying
value of the investment in Virgin Money PLC in the Company'’s balance sheet. Standard accounting practice is to present impairments of
subsidiaries within the Income Statement. However, as this was conducted as a consequence of the FSMA Part Vil transfer of a business
under common control, the resulting impairment of Virgin Money PLC is presented as a distribution through retained earnings and not through
the Income statement as an impairment in the ordinary course of business.

Investment in joint ventures

Investment in Virgin Money Unit Trust Managers Limited

Following receipt of all regulatory approvals and conclusion of contractual negotiations, the investments and pensions joint venture with
Aberdeen Standard Investments was completed on 31 July 2019. The Company recognised a loss on sale of £9.2m within non-interest
income (note 2.2) from the disposal of 50% (less one share) of its interest in Virgin Money Unit Trust Managers Limited. The residual interest,
being 50% and one share, is recognised within investments in joint ventures and is shown separately on the balance sheet. The registered
office address is Jubilee House, Gosforth, Newcastle-Upon-Tyne, NE3 4PL.

The Company previously recognised an indirect holding in Virgin Money Nominees Limited (via its holding in Virgin Money Unit Trust
Managers Limited). Following the disposal of shares to Aberdeen Standard Investments, the Company's indirect holding has reduced to 50%
(plus one share).
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 3: Assets and liabilities (continued)

3.1 Investments in controlled entities and associates (continued)

The Company also had an interest in a number of structured entities until the FSMA Part VII banking business transfer from Virgin Money
PLC to Clydesdale Bank PLC on 21 October 2019:

Other controlled entities as at 31 December 2018 Nature of business Country of incorporation
Gosforth Funding 2014-1 PLC Issuer of securitised notes England
Gosforth Funding 2015-1 PLC Issuer of securitised notes England
Gosforth Funding 2016-1 PLC Issuer of securitised notes England
Gosforth Funding 2016-2 PLC Issuer of securitised notes England
Gosforth Funding 2017-1 PLC Issuer of securitised notes England
Gosforth Funding 2018-1 PLC Issuer of securitised notes England
Gosforth Mortgages Trustee 2014-1 Limited Trust England
Gosforth Mortgages Trustee 2015-1 Limited Trust England
Gosforth Mortgages Trustee 2016-1 Limited Trust England
Gosforth Mortgages Trustee 2016-2 Limited Trust England
Gosforth Mortgages Trustee 2017-1 Limited Trust England
Gosforth Mortgages Trustee 2018-1 Limited Trust England
Gosforth Holdings 2014-1 Limited Holding company England
Gosforth Holdings 2015-1 Limited Holding company England
Gosforth Holdings 2016-1 Limited Holding company England
Gosforth Holdings 2016-2 Limited Holding company England
Gosforth Holdings 2017-1 Limited Holding company England
Gosforth Holdings 2018-1 Limited Holding company Engtand

All of the above controlled entities have a financial year end of 31 December. The registered address for all of the above controlled entities
is Fifth Floor, 100 Wood Street, London, EC2V 7EX.

3.2 Deferred tax assets

Movement in deferred tax asset

2019 2018

£m £m

Opening deferred tax asset 0.1 0.1

Deferred tax credit (note 2.4) 1.3 -

Closing deferred tax asset 1.4 0.1
The Company has recognised deferred tax in relation to the following items:

2019 - 2018

£m £m

Tax losses carried forward 1.4 -

Transitional adjustment - adoption of IFRS - 0.1

Total deferred tax asset 1.4 0.1

The tax losses incurred in the year are available to surrender to group companies in future years and have therefore been recognised as a
deferred tax asset since the Directors consider their recoverability is probable.

At 31 December 2019, the Company had an unrecognised deferred tax asset of £0.8m (2018: £0.9m) representing tax losses with a gross
value of £4.7m (2018: £4.7m). The tax losses are only available to carry forward against future profits of the Company. Although there is
no prescribed period after which losses expire, a deferred tax asset has not been recognised in respect of these losses as the Directors have
insufficient certainty over their recoverability in the foreseeable future.

The recognised and unrecognised deferred tax assets are based on the tax rate in force at 31 December 2019 of 17%. Using a tax rate of
19% would increase the recognised deferred tax asset by £0.1m and increase the current year tax credit by the same amount. It would also
increase the unrecognised deferred tax asset by £0.1m to £0.9m.
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Virgin Money Holdings (UK) PLC

Notes to the financial statements (continued)
Section 3: Assets and liabilities (continued)

3.3 Debt securities in issue

2019 2018
£m £m
Medium-term notes - 347.2

On 20 August 2019, following a consent exercise with the Noteholders, the medium-term notes issued by the Company changed obligor and
transferred to CYBG PLC (now Virgin Money UK PLC), the Company's ultimate parent company, at a fair value of £346.7m.

3.4 Fair value of financial instruments

Analysis of the fair value disclosures uses a hierarchy that reflects the significance of inputs used in measuring fair value. The level in the
fair value hierarchy within which a fair value measurement is categorised is determined on the basis of the lowest level input that is significant
to the fair value measurement in its entirety. The fair value hierarchy is as follows:

e 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 asset or liability,
either directly (as prices) or indirectly (derived from prices); and

e Level 3 fair value measurements - inputs for the financial asset or liability that are not based on observable market data (unobservable
inputs). .

For the purpose of reporting movements between levels of the fair value hierarchy, transfers are recognised at the beginning of the reporting
period in which they occur.

(a) Fair value of financial instruments recognised on the balance sheet at amortised cost

The table below shows a comparison of the carrying amounts of financial assets and liabilities measured at amortised cost, as reported on
the balance sheet, and their fair values where these are not approximately equal.

There are various limitations inherent in this fair value disclosure particularly where prices are derived from unobservable inputs due to some
financial instruments not being traded in 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 value is relevant in a trading environment but is not
relevant to assets such as foans and advances.

31 December 2019 31 December 2018
Fair value measurement Fair value measurement
using: using:
Carrying Carrying

value Fair value Level1 Level2 Level3 value Fairvalue Level 1 Level 2 Level 3
Financial assets £m £m £m £m £m £m £m £m £m £m
Due from other banks 3.9 3.9 - 3.9 - 9.7 9.7 - 9.7 -
Debt securities - - - - - 348.8 3295 - 329.5 -
Other assets 3.3 3.3 - 3.3 - 10.8 10.8 - 10.8 -
Financial liabilities
Due to other banks - - - - - 0.3 0.3 - 0.3 -
Debt securities in issue - - - - - 347.2 329.5 3295 - -
Other liabilities 0.4 0.4 - 04 - 8.3 8.3 - 8.3 -

(a) Fair value of financial instruments recognised on the balance sheet at amortised cost (continued)

The Group fair values disclosed for financial instruments at amortised cost are based on the following methodologies and assumptions:

(a) Due from other banks — Fair value was estimated by using discounted cash flows applying either market rates where practicable or
rates offered by other financial institutions for loans with similar characteristics. The fair value of floating rate placements, fixed rate
placements with less than six months to maturity and overnight deposits is considered to approximate to their carrying amount.

(b) Other assets and liabilities — Fair value is deemed to approximate the carrying value.
(c) Due to other banks — Fair values of deposit liabilities repayable on demand are considered to approximate to carrying value. The fair

value of all other deposit liabilities was estimated by discounting cash flows, using market rates appropriate to the remaining term, with
notice accounts treated as having a maturity date equivalent to the notice period.

(d) Debt securities in issue — Fair values are based on quoted prices where available or by discounting cash flows using market rates.
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 3: Assets and liabilities (continued)

3.4 Fair value of financial instruments (continued)

(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 subsequent to initial recognition at fair value, using the
fair value hierarchy described above.

Fair value measurement at “Fair value measurement at
31 December 2019 31 December 2018
Level1 Level2 Level3 Total Level1 Level2 Level3 Total
£m £m £m £m £m £m £fm £m
Financial assets
Financial ms}ruments at fair value through other 0.9 . } 0.9 29 _ - 29
comprehensive income
Derivative financial assets - - - - - 0.3 - 03
Total financial assets measured at fair value 0.9 - ’ - 0.9 2.9 0.3 - 3.2
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Virgin Money Holdings (UK) PLC

Notes to the financial statements (continued)
Section 4: Capital

4.1 Equity
411 Share capital and share premium
2019 2018
£m £m
Share capital 480.1 0.1
Share premium 655.8 655.8
Share capital and share premium 1,135.9 655.9
Allotted, called up and fully paid share capital
2019 2018 2019 2018
Number of Number of
shares shares £ £
Ordinary shares of £0.0001 each
At 1 January 446,067,336 444 942,008 44,607 44,494
Issued during the year 4,800,001,246,148 1,125,328 480,000,124 113
At 31 December 4,800,447,313,484 446,067,336 480,044,731 44,607
Deferred shares of £0.001 each
At 1 January and at 31 December 10,052,161 10,052,161 10,052 10,052

As permitted by the Companies Act 2006, the Company's Articles of Association do not contain any references to authorised share capital.

Ordinary shares totalling £230.0m were issued in August 2019 for cash in order to fund the transfer of the Company's obligation for the
£230.0m Additional Tier 1 securities to CYBG PLC following a consent exercise with the external security holders.

Ordinary shares totalling £250.0m were issued in October 2019 for cash in order to fund the Company's early repayment of the £250.0m
Additional Tier 1 securities issued to Clydesdale Bank PLC.

Ordinary shares totalling £125 were issued to the Virgin Money Employee Benefit Trust throughout the year in order to satisfy share awards
made to employees as they fall due.

Dividends totalling £216.0m were paid to the Company's parent, Clydesdale Bank PLC, comprising a dividend of £126.0m in February 2019
and a dividend of £80.0m in March 2018, These dividends were deducted from retained earnings in the current year.

The following describes the rights attaching to each share class at 31 December 2019:
(a) Ordinary shares

The holders of ordinary shares are entitled to one vote per share at meetings of the Company. All ordinary shares in issue rank equally and
carry the same voting rights and the same rights to receive dividends and other distributions declared or paid by the Company. The shares
represented 100.0% of the total share capital at 31 December 2013 (2018: 81.6%).

There are no restrictions in the transfer of ordinary shares in the Company at 31 December 2019.
(b) Deferred shares

As set out in the Articles of Association (and pursuant to the provisions of the Companies Act in respect of shares held in own shares), the
deferred shares have no voting or dividend rights and, on a return of capital on a winding up, have no valuable economic rights.

The deferred shares are held in treasury. This is to ensure that the aggregate nominal value of the Company's share capital will be not less
than £50,000, which is the minimum level of nominal share capital required by the Companies Act for a company to be established as a
public limited company. The shares represented less than 0.1% of the total share capital at 31 December 2019 (2018: 18.4%).

A description of the other equity categories included within the statement of changes in equity, and significant movements during the year,
is provided overleaf.
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 4: Capital (continued)

4.1 Equity (continued)

41.2 Other equity instruments

2019 2018
£m £m
Additional Tier 1 (AT1) securities - 384.1

At the beginning of the year, other equity instruments consisted of the following Fixed Rate Resettable AT1 securities:

e  Perpetual securities (fixed 8.750% up to the first reset date) issued on 10 November 2016 with a nominal value of £230.0m and
optional redemption on the first reset date of 10 November 2021; and

e  Perpetual securities (fixed 7.875% up to the first reset date) issued on 31 July 2014 with a nominal value of £160.0m and optional
redemption on the first reset date of 31 July 2019.

Perpetual securities (fixed 9.250% up to the first reset date) were issued on 13 March 2019 with a nominal value of £250.0m and optional
redemption on the first reset date of 8 June 2024.

On 31 July 2019, the Company redeemed the £160.0m AT1 securities on the first reset date after providing notice to the security holders.

On 20 August 2019, following a consent exercise with the security holders, the obligation for the £230.0m AT1 securities was transferred to
- CYBG PLC, the Company's ultimate parent company, at a fair value of £234.6m.

On 21 QOctober 2019, the Company made an agreed early repayment of the £250.0m AT 1 securities to Clydesdale Bank PLC, the Company's
parent company, at a fair value of £258.9m.

AT1 distributions

AT1 distributions of £19.5m were paid during the year (2018: £32.7m paid, £26.5m net of tax). Following revisions to the tax rules on hybrid
capital which took effect from 1 January 2019, tax relief on AT1 distributions of £3.7m (2018: £6.2m) has been recognised directly within the
income statement.

4.1.3 Fair value through other comprehensive income reserve

The reserve records the unrealised gains and losses arising from changes in the fair value of financial instruments at fair value through other
comprehensive income. The movements in this reserve are detailed in the Company statement of comprehensive income.
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Notes to the financial statements (continued)

Section 5: Other notes

5.1 Notes to the statement of cash flows

Virgin Money Holdings (UK) PLC

2019 2018
£m £m
Non-cash or non operating items included in profit before tax
Amounts offset against dividends received from controlled entities - (62.9)
Derivative financial instruments at fair value movements 0.2 1.0
Loss on repayment of debt securities issued by controlled entities 6.0 -
Gain on transfer of issued debt securities to CYBG PLC (4.4) -
Intercompany dividends received (49.0) (71.5)
Loss on disposal of UTM 9.2 -
AT1 distributions received (10.1) (20.1)
Interest income 4.3 (8.2)
Interest expense (4.0) 8.7
Other non-cash items - 23
(47.8) (1.4)
2019 2018
£m £m
Changes in operating assets
Net (increase)/decrease in:
Derivative financial instruments 0.3 1.0
Other assets (0.7) 1.1
(0.4) 2.1
2019 2018
£m £m
Changes in operating liabilities
Net decrease in:
Other liabilities (0.1) (4.8)
(0.1) (4.8)

For the purposes of the statement of cash flows, cash and cash equivalents comprise the following balances with less than three months
maturity from the date of acquisition. This includes cash and liquid assets and amounts due from other banks (to the extent less than 90
days).

2019 2018
£m £m

Cash and cash equivalents
Due from other banks 3.9 9.7
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 5: Other notes (continued)

5.1 Notes to the statement of cash flows (continued)

Reconciliation of movements to liabilities from cash flows arising from financing activities

Debt securities in

Intercompany loans issue Total
£m £m £m
At 1 January 2018 100.2 - 100.2
Cash flows:
Issuances - 346.8 346.8
Draw downs * 12.0 - 12.0
Repayment (49.4) - (49.4)
Interest paid (0.9) - (0.9)
Non-cash flows
Amounts offset against dividends received from (62.9) - (62.9)
controlled entities
Unamortised costs - 0.4 0.4
Other movement 1.0 - 1.0
At 31 December 2018 - 347.2 347.2
Cash flows:
Draw downs 228.9 - 228.9
Repayment (182.0) (346.7) (528.7)
Interest paid (0.2) (11.8) ) (12.0)
Non-cash flows
Amounts forgiven by parent company (47.1) - (47.1)
Unamortised costs - 0.6 (0.6)
Other movement 0.4 11.9 12.3

At 31 December 2019 - - -

5.2 Related party transactions

During the year there have been transactions between the Company, controlled entities of the Company, and other related parties.

2019 2018
Amounts due from controlled entities of the Company and assets with other related parties £m £m
Other assets
Loans and other receivables due from controlled entities 0.2 0.2
Group relief due from controlled entities 0.6 . 25
Group relief due from Clydesdale Bank PLC 21 -
Group relief due from controlled entities of Clydesdale Bank PLC 0.4 -
Accrued interest on subordinated notes - ) 8.1
33 10.8
Financial assets at fair value through other comprehensive income
Equity investment in uitimate parent company 0.9 29
Debt securities at amortised cost
Subordinated notes - 348.8
Total amounts due from controlled entities and assets with other related parties 4.2 362.5
Interest income on the above amounts was as follows:
Loans and other receivables due from controlled entities 0.7 -
Subordinated notes 7.6 8.3
' 8.3 8.3
Amounts due to controlled entities of the Company and other related parties 2019 2018
. £m £m
Other payables due to Clydesdale Bank PLC ] 04 -
Other payables due to controlled entities - 0.2
Total amounts due to controlled entities 0.4 . 0.2
Interest expense on the above amounts was as follows
Loans due to controlled entities 0.4 0.9
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Virgin Money Holdings (UK) PLC
Notes to the financial statements (continued)
Section 5: Other notes (continued)

5.2 Related party transactions (continued)

2019 2018
Transactions with related entities £m £m
Non-interest income received
Costs recharged to controlled entities 2.8 2.2
Loss on early repayment of £350m MTN by Virgin Money PLC (6.0) -
Gain on transfer of obligation for £350m MTN to CYBG PLC 4.5 -
1.3 2.2
Administrative expenses
Costs recharged from controlled entities (2.4) (2.4)
Costs recharged from Clydesdale Bank PLC (0.6) -
(3.0) (2.4)
Tax expense
Group relief receivable from controlled entities 0.1 2.6
Group relief receivable from fellow subsidiaries of Virgin Money UK PLC 0.5 -
0.6 2.6
Equity transactions
Share capital issued to Clydesdale Bank PLC (480.0) -
Gain on early repayment of £230m AT1 securities by Virgin Money PLC (4.6) -
Transfer of obligation for £230m AT1 securities to CYBG PLC 234.6 -
Early repayment of £250m AT 1 securities to Clydesdale Bank PLC 258.8 -
Waiver of intercompany loan by Clydesdale Bank PLC (47.1) -
38.2 -

Loans and other receivables due from controlled entities of £nil were waived in the year (2018: £6.6m).
Related party debt and equity transactions

Following the FSMA Part VIl business transfer from Virgin Money PLC to Clydesdale Bank PLC on 21 October 2019, an intercompany loan
provided by Clydesdale Bank PLC during the year (previously provided by Virgin Money PLC) to the Company totalling £47.1m was forgiven.
The debt forgiveness was recognised as a capital contribution within equity, as reflected in the statement of changes in equity on page 12.

In April 2018, the Company purchased £350.0m of 8-year callable, fixed 3.375% subordinated notes with a final maturity date of 24 April
2026 from Virgin Money PLC (the issuer). The notes were recognised as debt securities at amortised cost and constituted direct, unsecured
and subordinated obligations of the issuer that rank junior to the claims of senior creditors, but senior to any potential future claims by the
Company in its capacity as holder of the issuer’'s AT1 securities and ordinary shares.

In August 2019, the Company transferred the obligations for its £350m MTN and £230m Additional Tier 1 securities to CYBG PLC following
a consent exercise with the external noteholders. The transfer was effected at fair value, with the Company paying £346.7m and £234.6m
respectively. As part of the same transaction, Virgin Money PLC made early repayments of its £350m MTN and £230m Additional Tier 1
securities issued to the Company, with the Company receiving the same fair values.

In October 2019, the Company made an early repayment of its £250m Additional Tier 1 securities issued to Clydesdale Bank PLC, with the
Company paying a fair value of £258.9m for the securities.

Related party dividends and distributions
The Company paid total dividends of £216.0m (2018: £nil) in the year to its parent, Clydesdale Bank PLC.

The Company made dividend payments totalling £8.9m to Virgin Group Holdings Limited during the prior year, which rep'resented that
company's proportionate share of the total final 2017 dividend and the total interim 2018 dividend.

The Company received total dividends of £49.0m in the year from controlled entities (2018: £134.4m), of which £49.0m (2018: £71.5m)
comprised receipt of cash and the remainder offset against loans due to the controlled entities as outlined in note 5.1.

The Company also received total coupons of £10.1m (2018: £20.1m) in relation to its investment in Additional Tier 1 securities by Virgin
Money PLC.

Other related party activity
The Company has no employees (2018: nil).

The Company recharged costs of £0.4m (2018: was recharged £0.2m) to controlled entities and was recharged costs of £0.6m by its parent,
Clydesdale Bank PLC (2018: £nil) during the year in accordance with Group service level agreements.
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