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BANK OF IRELAND MORTGAGE BANK
REPORT OF THE DIRECTORS

The Directors hereby present their report, togethien the audited financial statements of Bank @ldnd Mortgage Bank (the
“Bank”), for the year ended 31 December 2011.

The Bank changed its financial year end in 2010 f@imMarch to 31 December. This prior period chabhgright the Bank’s
financial calendar in line with its parent compattye Governor & Company of the Bank of Ireland (“Baofkireland”). As a
consequence, the Bank’s prior period statutory firedrstatements are reported for the nine monttogemded 31 December 2010.
The current financial period presented in thesarfiial statements is for the year from 1 Januaiyl 26 31 December 2011.

REVIEW OF BUSINESS

The Bank’s principal activities are the provisionliggh residential mortgages and the issuance afrg@s in accordance with the
Asset Covered Securities Acts, 2001 to 2007.

The year ended 31 December 2011 was particulaffigudt for the Bank, which continued to be adveysehpacted by the ongoing
economic downturn. The current economic environmemgtether with lower disposable incomes, has teduh subdued demand
for lending. The overall Republic of Ireland new tgaige market lending has fallen from €4.5 billiorthe 12 months ended 31
December 2010 to just under €2.5 billion in 201thvthe Bank accounting for ¢.39% of this lendingidist The impairment
charges incurred by the Bank remain elevated duke@conomic downturn, continued high levels ofmpyment and falling
disposable incomes leading to increases in mortgagars. Wholesale funding markets remained diffin 2011, particularly for
Eurozone banks. While the Bank did not issue any delat outside of the Bank of Ireland Group, it didue €5.4 billion of
securities to its parent company for use as codhteith the ECB.

Asset Quality:

Loans and advances to customers declined by €3i0i@n or 1.8% to €20.2 billion (31 December 20820.6 billion). While the
Bank continues to increase its market share of nevigage lending, overall new business volumes avencdue to the continued
slowdown in the Irish mortgage market. Mortgagesticme to be originated exclusively through the Barikireland branch
channel.

Impaired loans increased to €920.6 million at 3tdmeber 2011 from €624.5 million at 31 December 20dpairment provisions
have increased to €715.3 million at 31 Decemberl2ddm €417.3 million at 31 December 2010. Arrearsimpaired loans
amounts to 7.2% (31 December 2011: 5.6%) and foalisions as a percentage of impaired balancesuaindo 77.7% (31
December 2010: 66.8%). The level of accounts faliirto arrears is increasing due to continued tegkls of unemployment and
lower disposable income.

A range of forbearance strategies are used fooowss in arrears or facing potential arrears, deoto arrange, where possible,
sustainable mortgage repayments. The Bank has attimerequirements of the Central Bank of Ireland eCofl Conduct on
Mortgage Arrears (CCMA) which, among other thinggquiees mortgage lenders to establish a Mortgageaksr Resolution
Process (MARP) for defined owner occupier mortgadé® MARP sets out the framework for case by caseideration and
implementation of a range of measures for qualifyiiorrowers. In addition, the Bank has set out arljledefined Mortgages
Arrears Resolution Strategy (MARS) incorporatinghbotvner occupier and buy to let mortgages. Theegyaadopted by the Bank
seeks to minimize loss arising from non repaymémustomer mortgages while ensuring that custoraerdreated fairly and with
respect throughout the arrears management andutiesoprocess. Implementation of forbearance smhstioccurs on either a
temporary or permanent basis to facilitate suskdneepayment plans and is subject to individuakassessment.

Formal temporary forbearance solutions include:
e setting short term revised repayments or short grepension of repayments, eg. interest only;
« reduced repayment (greater than interest only); and
« term extensions (including servicing interest).

Permanent forbearance solutions for customers@agr include:

« term extensions;

e capitalisation of arrears is considered where tistormer has demonstrated capacity to meet payriretitee with their
original contracted sum and in circumstances wlileeecustomer’s ability to continue to meet repaytseliowing
capitalisation is deemed to be sustainable. Repgéttisations are restricted; and

* phased step-up repayments over the total contréeted

Additional potential forbearance options, contaimgthin the recommendations of the Government Hitepartmental Mortgage
Arrears Working Group and in line with our Mortga§§yeears Resolution Strategy, are under consideratio

While the Bank does not have land or developmemtspmortgages may be deemed eligible for tranef&tAMA either by virtue
of the customer having connected land and developreposure with Bank of Ireland or another bankegpned by NAMA
legislation. During the year ended 31 December 201 Bank transferred €13.8 million of assets W for a net consideration
of €5.5 million in respect of such connected expesuAfter taking account of impairment provisiotig loss on disposal incurred
by the Bank was €4.0 million. During the year en8&december 2011 an additional €3.5 million ofsideration was recognised
from NAMA after it concluded its due diligence pesses on loan tranches transferred in prior periods



BANK OF IRELAND MORTGAGE BANK
REPORT OF THE DIRECTORS (continued)

REVIEW OF BUSINESS (continued)

Capital:

€280 million of share capital was issued at an ayermrice per share of €8.00 to the Banks’ paremipemy, Bank of Ireland,
during the year. This represented a par value bfréilion (31 December 2010: €20 million) and arghpremium of €245 million
(31 December 2010: Nil).

At 31 December 2011, the Bank’s total capital rates 9.30% (31 December 2010: 8.26%) including thgaict of transitional
capital floors.

The Bank maintains a strong risk management streiend controls framework as described in the riotéise financial statements
(see note 27).

Government Guarantee Schemes:

On 24 October 2008, the Bank elected to participatbe Irish Government Guarantee Scheme the “Ciadiitutions (Financial
Support) scheme”. The covered liabilities of papating institutions for the period from 30 Sept@anR008 to 2%Beptember 2010
inclusive were guaranteed under the laws of Irelapdthe Minister of Finance. A quarterly charge wes/able to the Irish
Government under the scheme. The Bank also joireGtvernment’s Eligible Liabilities Guarantee Sckeesn 11 January 2010.
The Bank has no eligible liabilities under the scheand therefore has no charge in the financiatstant for the year ended 31
December 2011. Further information on both schamesntained in note 31 to the accounts.

On 21 December 2010, The Credit Institutions ($ission) Act, 2010 (“the Stabilisation Act”) wadgeed into law. The
Stabilisation Act provides extensive powers to piedise and restructure the Irish banking indudimyexercising these powers, the
Minister of Finance can apply to the High Court tels formal orders and directions which could impeasetain onerous
requirements on a relevant institution, includihg Bank. To date no such orders have been imposedeoBank or its parent
company, Bank of Ireland.

RESULTS

The loss before tax for the year ended 31 Dece@d&t amounted to €301.6 million, as set out ingttedit and loss account on
page 13, compared to a loss before tax of €18almifor the period 1 April 2010 to 31 DecemberlP0

Net Interest Income (“NII") decreased to €57.5 ioill for the year ended 31 December 2011, from @l&llion for the nine

month period ended 31 December 2010. Wholesalerfgnaarkets remained difficult in 2011, particwjafbr Eurozone banks.
Heightened concerns regarding European sovereigh rsulted in renewed instability in financial kets which adversely
impacted market sentiment, restricted access toleshl® funding markets and lead to elevated whidefanding costs

Consequently, the net interest margin has falled.18% (for the period 1 April 2010 to 31 Decemb@l@ 0.57%). For the year
ended 31 December 2011 a change to the expeceedflithe mortgage portfolio’s cash flows contrilzlten additional €36.6
million of income.

Fees and commissions expense decreased to €60dd iful the year ended 31 December 2011, from&nillion for the period 1
April 2010 to 31 December 2010. After adjusting tlee shorter reporting period, the decrease isgriiyndue to a reduction in fees
payable to ICS Building Society under the terms ef BMhortgage Servicing Agreement. This arrangemamiitexted in October
2011 and the Bank is now dependent on its direatiogiship with its parent for the servicing of it@rtgage portfolio. In addition
to this, charges in relation to Government Guamstihemes have also reduced as the Bank has netaviihese schemes for the
year ended 31 December 2011. This resulted in ehailge for the year ended 31 December 2011, ceupeith a charge of €2.1
million for the period 1 April 2010 to 31 Decem{210.

After adjusting for the shorter reporting periodttie prior year, administrative expenses increasgihg the year, primarily due to
charges from its parent company associated witlptbeision of outsourced services in respect of agarg the mortgage book.

The impairment charge remains elevated at €295lMomifor the year ended 31 December 2011, from24€2 million for the
period 1 April 2010 to 31 December 2010. The impaint charge in the period ended 31 December 20d0died an amount of
approximately €80 million to reflect a change i thissumption of expected peak to trough declinedidential property prices
from 45% to 55% in the impairment provisioning misdef the Bank. The underlying increase in the impant charge reflects
increasing default arrears (90 days past due oe)niorthe owner occupier and particularly in they ko let segments. This increase
is primarily attributed to the general economic dtwvn in Ireland and affordability issues includifadling disposable incomes and
continued high unemployment levels.

The Bank enters into derivative transactions forredgt rate hedging purposes only. Net trading ircaeflects hedge
ineffectiveness on derivatives to which fair vahexiging was originally applied, and interest floaval fair value gains and losses
on all other derivatives. For the year ended 3lebdier 2011 this amounted to a net trading gairldfEmillion compared to a net
trading loss of €5.6 million for the nine month iperended 31 December 2010.

At 31 December 2011 the Bank had a deferred tagtass€39.5 million (31 December 2010: €18.8 milliorelating to a
combination of current year trading losses andsadjants required under tax transfer pricing letjea



BANK OF IRELAND MORTGAGE BANK
REPORT OF THE DIRECTORS (continued)

SUBORDINATED LIABILITY

On 23 December 2011, the Bank availed of a furt®érrillion interest bearing subordinated loan frBamk of Ireland. The loan
is subordinated in right of payment to the clairhslepositors and all other senior creditors of Baemk. The loan rate is based on
the three-month EURIBOR rate plus a margin of 11.5%aut a step up in margin during its life. The loamatures on 27
December 2021.

FUNDING

The Bank remains funded through a range of souraggding asset-backed securities and direct funffiog its parent, Bank of
Ireland.

During the year ended 31 December 2011, Moody'®dtor Services downgraded the long term ratingghiercovered bonds
issued by the Bank to Baa3. In addition, the Banlongér seeks a rating for the covered bonds fromdata & Poor’s.

The downgrade has impacted the Bank’s contingematecdl with the Mortgage Backed Promissory Notegpmonme no longer
eligible for use with the European Central Bank (“ECB*owever the Bank utilised during the year the ulyiteg security
released to increase availability under the Assee@m Bond programme which remains eligible withE@GB.

31 December 201 31 December 201
Rating Agency
Standard & Poor’s - AA+
Moody’s Investor Services Baa3 Al

At 31 December 2011, the Bank had a €20.2 billiostamer loan portfolio funded through the Asset CesleSecurities
(“ACS”) programme €12.6 billion (62%), Capital ancbsudinated debt €1.0 billion (5%) and net Grouprbwaings €6.6 billion
(33%) Of the €12.6 hillion debt securities in iss€@.0 billion is held by Bank of Ireland. The ramiag €6.6 billion is placed with
external bondholders with a range of maturitiestol048.

Full details of debt securities in issue are car@diin note 17 to the accounts.

As at 31 December 2011 the Bank has €403.3 millissubordinated loan borrowings from its parent canyp(31 December 2010:
€312.7 million).

BOOKS OF ACCOUNT

The measures taken by the Directors to ensure ¢angel with obligations to keep proper books of actaomprise the use of
appropriate systems, the implementation of robusterlures and the employment of competent indivédweith relevant
experience. The books of account are kept at th&'Baegistered office.

DIRECTORS AND SECRETARY

The names of the persons who were Directors oBtrk at any time during the year ended>&tember 2011 and up to the date of
the approval of the financial statements are sebelow. Except where indicated they served attire for the entire period.

Directors

J Clifford Non-Executive Chairman

S Mason Managing Director Appointed 13 May 2011
J Byrne Executive Director

N Corcoran Executive Director Appointed 24 Janud@y12
M Davis Independent Non-Executive Director Resigh@dlanuary 2011
M Finan Independent Non-Executive Director Resighkdrebruary 2011
P Flynn Group Non-Executive Director

B Kealy Group Non-Executive Director

J Martin Executive Director Resigned 25 January 2011
B McConnell Independent Non-Executive Director Appethl7 January 2011
M Meagher Independent Non-Executive Director RetizédVay 2011

R Milliken Independent Non-Executive Director Apptad 25 January 2011
B Nevin Managing Director Resigned 7 March 2011

B Nevin resigned as Managing Director in March 2@ fpursue other interests outside the Group. Bffedt3 May 2011, S Mason
was appointed as Managing Director of the Company.
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DIRECTORS’ AND SECRETARY'S INTERESTS

The interests of the Directors and Secretary, fic@ht 31 December 2011, and of their spousegvandr children, in the shares of
Bank of Ireland and related Group entities, areldssa in note 24 of the financial statements.

POLITICAL DONATIONS

The Electoral Act 1997 requires companies to dilall political donations over €5,079 in aggregasde during the financial
period. The directors are satisfied that no palt@donations were made by the Bank during the year.

AUDIT COMMITTEE

The Bank's Audit Committee, which comprises only petalent non-executive Directors, assists the Baafulftl its
responsibilities relating to:

¢ the integrity of the financial statements;

e the relationship between the Bank and its externditars;

e the Bank's internal controls, internal audit andy$tems; and
e compliance functions.

CORPORATE GOVERNANCE

The statement on Corporate Governance as outlingeiGorporate Governance section on page 10, fpamf the Report of the
Directors.

GOING CONCERN

The information in the financial statements hasmb@®pared on the going concern basis. A numbeslofactors including credit,
liquidity, market, operational, legal and regulgtoisk, impact on the Bank’s activities. In additiother factors such as the Irish
economy and the period over which it is likely émover have a considerable impact on its activities

In preparing these financial statements the Dirsdbave reviewed these risk factors and relevdatrimation to assess the Bank’s
ability to continue as a going concern. This reviealuded consideration of the impact of the curezonomic factors affecting the
Bank, the liquidity position and the ability to assefunds in the wholesale money markets (includiregability to use assets as
collateral to raise funds). The Directors have atsoewed the Bank’s business plans for the nextnbths. Bank of Ireland has
provided a letter of comfort in support of the Bank.

Based on the factors above, together with the lefteomfort provided by Bank of Ireland, the Direst@re satisfied that the Bank
will have access to adequate resources, both tapiafunding, to continue in business for the $emmable future. Accordingly, the
Directors consider it appropriate to adopt the ga@ancern basis in preparing the financial statesn@n31 December 2011.

POST BALANCE SHEET EVENTS

The Bank entered into a framework agreement on 2®ruary 2012 with the Central Bank of Ireland (“CahBank”) under
which the Bank may issue mortgage backed promigsaigs to the Central Bank to the value of €2.4 billgainst which the Bank
has received €615 million in funding. These obima¢ are secured by way of a first floating chavger all the Banks right, title,
interest and benefit, present and future in arcbttain mortgages and related loans forming paat mbrtgage pool and the benefit
of all related security. The deed of floating cle(tpPeed of Charge”) contains a provision wherebyirduthe subsistence of the
security constituted by the Deed of Charge, othertvian with the prior written consent of the Cengahk, the Bank shall:

@ not create or attempt to create or permit to aissubsist any encumbrance on or over the propbayged under the Deed
of Charge or any part thereof; or

(b) not, otherwise than in the ordinary course of besén sell, transfer, lend or otherwise dispos@@froperty charged under
the Deed of Charge or any part thereof or redeeneeap redeem or accept repayment in whole or ihgfaany loan or
attempt or agree to do so whether by means of baenamber of transactions related or not and vérethone time or over
a period of time.

There are no other significant post balance sheents identified requiring disclosure prior to tapproval of these financial
statements.
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REPORT OF THE DIRECTORS (continued)

AUDITORS

The auditors, PricewaterhouseCoopers, have indith&dwillingness to continue in office in acconda with Section 160 (2) of
the Companies Act, 1963.

John Clifford Stephen Mason Neil Corcoran For and on Bhalf of
Chairman Managing Director Director Hill Wilson Secretarial Limited

28 March 2012



BANK OF IRELAND MORTGAGE BANK

STATEMENT OF DIRECTORS’ REPSONSIBILITIES

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

Irish company law requires the Directors to prefdarancial statements for each financial year wtdgore a true and fair view of
the state of affairs of the Bank and of the prafitoss of the Bank for that period.

In preparing the financial statements the direcéoesrequired to:

* select suitable accounting policies and then affygyn consistently;

* make judgements and estimates that are reasormablaadent;

* prepare the financial statements on a going contasis unless it is inappropriate to presume thaBank will continue
in business.

The directors confirm that they have considered, laglieve they have satisfied, the above requirésnenpreparing the financial
statements.

The directors are responsible for keeping propekb®f account that disclose with reasonable acguaéa any time the financial
position of the Bank and enable them to ensureth®financial statements are prepared in accordaitbeaccounting standards
generally accepted in Ireland and comply with Iristatute comprising the Companies Acts, 1963 to920Be European
Communities (Credit Institutions: Accounts) Regulasioh992 and the Asset Covered Securities Act 20@D@3. They are also
responsible for safeguarding the assets of the Radkhence for taking reasonable steps for the ptieveand detection of fraud
and other irregularities.

John Clifford Stephen Mason Neil Corcoran For and on Bhalf of
Chairman Managing Director Director Hill Wilson Secretarial Limited

28 March 2012



BANK OF IRELAND MORTGAGE BANK

CORPORATE GOVERNANCE STATEMENT

Introduction

A key objective of the Bank's governance framewarkoi ensure compliance with applicable legal amilegory requirements.
With effect from 1 January 2011, the Bank is subjecthe Central Bank of Ireland Corporate Governa@oee for Credit
Institutions and Insurance Undertakings (whichwailable on www.centralbank.ie). The Bank is notuiegd to comply with the
additional requirements of the Code for major ingtins.

Effective 1 December 2011, new fitness and prosigndards (the “Standards”), were issued by ther@leBank of Ireland for
persons performing a prescribed “controlled functior a “pre-approved controlled function” in a Réged Financial Service
Provider (“RFSP”). The Standards, which apply onhased basis since 1 December 2011, apply to pepserfisrming only
prescribed functions in a RFSP and are based ofireaetgnts of competence, capability, honesty, itegnd financial prudence,
The Bank is in the process of implementing the negmoénts of the new standards by the required dates.

Financial reporting process

The Board of Directors (“the Board”), supported bg #hudit Committee, is responsible for establishing aaintaining adequate
internal control and risk management systems ofcthimpany in relation to the financial reporting gges. Such systems are
designed to manage rather than eliminate the fidkilore to achieve the company’s financial repagtobjectives and can only
provide reasonable and not absolute assurancesagaaterial misstatement or loss. The Board habksthed processes regarding
internal control and risk management systems tarenss effective oversight of the financial refiogt process. The Bank’s overall
control system around the financial reporting pssdacludes:

* Clearly defined organisation structure with rep@tmechanisms to the Board,;

* A comprehensive set of policies and proceduretine@with the Bank of Ireland Group, relating to tbentrols around
financial reporting and the process of preparirgfihancial statements;

*  Ensuring the integrity of the financial statemeantsl the accounting policies therein.

The Board evaluates and discusses significant atioguend reporting issues as the need arises.
Risk assessment

The Board is responsible for assessing the riskredularities whether caused by fraud or erroiinaricial reporting and ensuring
the processes are in place for the timely idemwtificn of internal and external matters with a ptgreffect on financial reporting.

The Board has also put in place processes to iglettidinges in accounting rules and recommendatinds@ ensure that these
changes are accurately reflected in the Compamesfial statements.

Control activities

The Board is responsible for ensuring the designimptementation of control structures to managerigies which they judge to be
significant for internal control over financial ming. Appropriate reconciliations support the ppi production of monthly
management accounts and quarterly board repous,Gioup consolidation returns that are requirdoetsubmitted within defined
timetables. These control structures include appatgpdivision of responsibilities and specific tmh activities, with the objective
of detecting or preventing the risk of significadgficiencies in financial reporting for every sifjcent account in the financial
statements and the related notes in the Bank’s anepart.

The Audit Committee monitors the effectiveness asetjaacy of the Bank’s internal control, Internalitadd IT systems, reviews
the effectiveness and adequacy of the Banks conggli@fan with the objective of maintaining an effeetsystem of internal
control. The composition and responsibilities & #udit committee are also outlined in the RepothefDirectors.

Monitoring

The Board ensures that appropriate measures are takeonsider and address any shortcomings idedtiind measures
recommended by the independent auditors.

Group Internal Audit function performs a reviewamhtrols and procedures employed by the Bank inrdaiéhe Board to perform
effective monitoring and oversight of the intermaintrol and risk management systems of the Banlelation to the financial
reporting process. The Board ensures that apprepmagsures are taken to consider and address artgashings identified and
measures recommended by these internal audits.

10



INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF BANK OF IRELAND
MORTGAGE BANK

INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF BANK OF IRELAND MORTGAGE BANK

We have audited the financial statements on page® 53. These financial statements have been mépader the accounting
policies set out in the statement of accountingcfes on pages 17 to 23.

Respective responsibilities of directors and audits

The directors’ responsibilities for preparing theddtors’ Report and the financial statements iroetance with applicable Irish
law and the accounting standards issued by the uktow Standards Board and published by The Instinft Chartered
Accountants in Ireland (Generally Accepted AccoogtiPractice in Ireland) are set out in the Staténmh Directors’
Responsibilities on page 9.

Our responsibility is to audit the financial stats in accordance with relevant legal and regojatxuirements and International
Standards on Auditing (UK and Ireland). This reportluding the opinion, has been prepared for @mlgl for the Bank’s members
as a body in accordance with Section 193 of the Gomeg Act, 1990 and for no other purpose. We doinagiving this opinion,
accept or assume responsibility for any other psgpar to any other person to whom this report @whor into whose hands it
may come save where expressly agreed by our miment in writing.

We report to you our opinion as to whether therfmal statements give a true and fair view, in agdance with Generally Accepted
Accounting Practice in Ireland, and are properigpared in accordance with Irish statute comprisirgCompanies Acts, 1963 to
2009 and the European Communities (Credit InstistidAccounts) Regulations, 1992. We state whetleehave obtained all the
information and explanations we consider necesfarythe purposes of our audit and whether the fir@nstatements are in
agreement with the books of account. We also tépgrou our opinion as to:

* whether the Bank has kept proper books of account;

* whether the directors’ report is consistent with financial statements; and

* whether at the balance sheet date there existeidaacfal situation which may require the Bank to \@mme an
extraordinary general meeting; such a financialasion may exist if the net assets of the Bank ta®d in the balance
sheet, are not more than half of its called-upesiapital.

We also report to you if, in our opinion, any infuation specified by law regarding directors’ renmatien and directors’
transactions is not disclosed and, where pracg¢ahtlude such information in our report.

We read the other information contained in the &oes' Report and Financial Statements, and consildether it is consistent with
the audited financial statements. This other infiiian comprises only the Directors' Report and $tatement of Directors'
Responsibilities. We consider the implications far @eport if we become aware of any apparent nesstants or material
inconsistencies with the financial statements. @aponsibilities do not extend to any other infaiora

Basis of audit opinion

We conducted our audit in accordance with Inteomati Standards on Auditing (UK and Ireland) issbgdhe Auditing Practices
Board. An audit includes examination, on a test fasf evidence relevant to the amounts and dismssin the financial
statements. It also includes an assessment ofghiicant estimates and judgments made by thecttire in the preparation of the
financial statements, and of whether the accountinlgcies are appropriate to the Bank's circumstsincensistently applied and
adequately disclosed.

We planned and performed our audit so as to olataihe information and explanations which we cdeséd necessary in order to
provide us with sufficient evidence to give readdaaassurance that the financial statements aeefifoen material misstatement,
whether caused by fraud or other irregularity aioerin forming our opinion we also evaluated theerall adequacy of the

presentation of information in the financial stagets.

11



INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF BANK OF IRELAND
MORTGAGE BANK (continued)

Opinion

In our opinion the financial statements:

e give atrue and fair view, in accordance with GalgrAccepted Accounting Practice in Ireland, of state of the Bank’s
affairs as at 31 December 2011 and of its losscast flows for the year then ended; and

* have been properly prepared in accordance withepgirements of the Companies Acts, 1963 to 200%ttmmdEuropean
Communities (Credit Institutions: Accounts) Regulasiof992.

We have obtained all the information and explamegtizzhich we consider necessary for the purposesiofiudit. In our opinion
proper books of account have been kept by the BEmkfinancial statements are in agreement wittbtiaks of account.

In our opinion the information given in the DirergbReport on pages 4 to 8 is consistent with tharftial statements.

The net assets of the Bank, as stated in the batdrest on page 14 are more than half of the anufuite called-up share capital
and, in our opinion, on that basis there did nasteat 31 December 2011 a financial situation whicler Section 40 (1) of the
Companies (Amendment) Act, 1983 would require theveaing of an extraordinary general meeting ofBaak.

Ivan McLoughlin
For and on behalf of:

PricewaterhouseCoopers

Chartered Accountants and Registered Auditors
Dublin

28 March 2012

@) The maintenance and integrity of the Bank dahrd Mortgage Bank website is the responsibilitghaf directors; the work
carried out by the auditors does not involve cagrsition of these matters and, accordingly, the targliaccept no
responsibility for any changes that may have oetlto the financial statements since they werélhitpresented on the
website.

(b) Legislation in the Republic of Ireland governitig preparation and dissemination of financialesteents may differ from
legislation in other jurisdictions.

12



BANK OF IRELAND MORTGAGE BANK

PROFIT AND LOSS ACCOUNT

For the period
1 April 2010 tc
31 December 201

For the year ende
31 December 201

Notes €000 €000
Interest income 2 1,010,470 556,161
Interest expense 3 (953,000) (398,601)
NET INTEREST INCOME 57,470 157,560
Fee and commission income/(expense) (60,338) (75,790)
TOTAL OPERATING (LOSS)/INCOME (2,868) 81,770
Operating expenses 5 (19,117) (11,388)
Impairment charges 13 (295,429) (224,718)
Profit/(loss) on sale of assets to NAMA 946 (26,475)
Net trading income/(expense) 8 14,906 (5,606)
LOSS ON ORDINARY ACTIVITIES BEFORE TAXATION (301,562) (186,417)
Taxation credit 9 38,836 23,082
LOSS ON ORDINARY ACTIVITIES AFTER TAXATION (262,726 (163,335

The movement in reserves is shown in note 22.

The notes on pages 16 to 53 form part of the fiisstatements.

Loss on ordinary activities arose solely from couitng operations. The Bank had no recognised gaitgsses other than those
disclosed in the profit and loss account and tloeeefio separate statement of total recognised gamh$osses has been presented.

Other than the fair value movements on financiatriiments arising under FRS 26, there is no matdiffdrence between the
results on an unmodified historical cost basisthode included in the profit and loss account above

For and on Eehalf of
Hill Wilson Secretarial Limited

John Clifford Stephen Mason Neil Corcoran
Chairman Managing Director Director

28 March 2012
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BANK OF IRELAND MORTGAGE BANK

BALANCE SHEET

ASSETS

Cash and balances at central banks
Loans and advances to banks
Loans and advances to customers
Derivative financial instruments
Deferred tax asset

Other assets

LIABILITIES

Deposits by banks

Debt securities in issue
Derivative financial instruments
Other liabilities

Subordinated liabilities

SHAREHOLDERS' FUNDS
Called up capital stock
Share premium

Reserves

The notes on pages 16 to 53 form part of the fiigstatements.

Notes

10
11
12
15
14(b)
14(a)

16
17
15
18
19

20
20
22

As at As at
31 December 201 31 December 201
€000 €000
50 50
19,493,552 18,469,538
20,224,722 20,595,439
417,973 369,745
39,475 18,762
16,564 16,196
40,192,33 39,469,73
26,528,738 24,378,896
12,606,313 14,130,709
49,869 46,523
11,982 26,038
403,261 312,665
39,600,163 38,894,831
679,000 644,000
245,000
(331,827) (69,101)
592,173 574,899
40,192,33 39,469,73

John Clifford
Chairman

Stephen Mason
Managing Director

28 March 2012

Neil Corcoran

Director
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BANK OF IRELAND MORTGAGE BANK

CASH FLOW STATEMENT

Cash flows from operating activities

Loss on ordinary activities before taxation

Amortisation of broker commissions and mortgagedalisits
Interest charged on subordinated liabilities

Impairment charges

(Profit)/loss on sale of assets to NAMA

Fair value adjustments

Net cash flow from trading activities

Net increase in loans and advances to banks

Net decrease/(increase) in loans and advancestorcers
Net decrease/(increase) in other assets

Net increase in deposits by banks

Net (decrease)/increase in debt securities in issue

Net decrease in other liabilities

Net (increase)/decrease in derivative financiariments

Net cash flow from operating activities
Financing activities

Interest paid on subordinated liabilites
Issue of subordinated liabilities

Issue of ordinary stock

Net cash flow from financing activities

Net (decrease)/increase in cash in the period

For the year ende
31 December 201

For the period
1 April 2010 tc
31 December 201

€000 €000
(301,562) (186,417)
(24,913) 1,567
5,852 2,664
295,429 224,718
(946) 26,475
(14,292) (5,022)
(40,432) 63,985
(1,010,437) (3,396,700)
83,733 (68,107)
68 (21)
2,149,842 1,686,991
(1,517,380) 1,750,318
(9,137) (81,613)
(30,589) 69,616
(374,332) 24,469
(5,255) (2,664)
90,000 -
280,000 20,000
364,745 17,336
(9,587 41,80¢

John Clifford
Chairman

Stephen Mason

28 March 2012

Neil Corcoran
Managing Director Director
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BANK OF IRELAND MORTGAGE BANK
NOTES TO THE FINANCIAL STATEMENTS

1 ACCOUNTING POLICIES
The significant accounting policies adopted byBlaek of Ireland Mortgage Bank (the “Banldje as follows:
11 Basis of preparation

The financial statements of the Bank on pages 158tbave been prepared under the historical costertion, modified by the
revaluation of certain financial instruments, ircaelance with the Companies Acts, 1963 to 2009,Bhmpean Communities
(Credit Institutions: Accounts) Regulations 199% #hsset Covered Securities Acts 2001 to 2007 ankl agtounting standards
generally accepted in Ireland.

The financial statements are prepared in Eurorf@)except where otherwise indicated are expresstitbusands. Costs, assets and
liabilities are inclusive of irrecoverable valuedad taxes, where appropriate. Accounting standgedsrally accepted in Ireland in
preparing financial statements giving a true andvi@w are those published by the Institute of @@d Accountants in Ireland
and issued by the Accounting Standards Board.

1.2 Going concern

The time period that the Directors have considénedvaluating the appropriateness of the going eonbasis in preparing the

financial statements for the year ended 31 Dece2®gt is the period of twelve months from the ddtapproval of these financial

statements. A number of risk factors including @rdjuidity, market, operational, legal and reatalry risk, impact on the Bank’s

activities. In addition other factors such as thghl economy and the period over which it is likedyrecover have a considerable
impact on its activities.

In preparing these financial statements the Dirsdbave reviewed these risk factors and relevdatrimation to assess the Bank’s
ability to continue as a going concern. This reviealuded consideration of the impact of the curezonomic factors affecting the
Bank, the liquidity position and the ability to assefunds in the wholesale money markets (includiregability to use assets as
collateral to raise funds). The Directors have aldewed the Bank’s business plans for the nexmbths. The Governor &

Company of the Bank of Ireland (“Bank of Ireland”) tzdso provided a letter of comfort in support o Bank.

Based on the factors above the Directors are stififiat the Bank will have access to adequate ressubpoth capital and funding,
to continue in business for the foreseeable fuiceordingly, the Directors consider it appropriieadopt the going concern basis
in preparing the financial statements for the ywated 31 December 2011.

1.3 Interest income and expense

Interest income and expense are recognised inrtfid pnd loss account for all instruments measwedmortised cost using the
effective interest method. Interest income/expéngterivative financial instruments qualifying foedge accounting are accounted
for in net interest income, in line with the ungér hedged asset / liability. Interest in relatimnderivatives not qualifying for
hedge accounting is included in trading income.

The effective interest rate method is a methodadéwdating the amortised cost of a financial asgea financial liability and of
allocating the interest income or interest expemger the relevant period. The effective interederis the rate that exactly
discounts estimated future cash payments or rectippugh the expected life of the financial instamt or, when appropriate, a
shorter period to the net carrying amount of tmariicial asset or liability. When calculating tH&eetive interest rate, the Bank
estimates cash flows considering all contractuahseof the financial instrument but does not coasiftiture credit losses. The
calculation includes all fees, broker commissiond points paid or received between parties to tmeract that are an integral part
of the effective interest rate, transaction corts @l other premiums or discounts.

Once a financial asset or group of similar finaha&sets has been written down as a result of @airment loss, interest income is
recognised using the rate of interest used to discilne future cash flows for the purposes of meaguhe impairment loss.

Where the Bank revises its estimates of paymenteamipts on a financial instrument measured at tiseakr cost, the carrying
value of the financial instrument (or group of fiigal instruments) is adjusted to reflect actual asvised estimated cash flows.
The Bank recalculates the carrying amount by compguthe present value of estimated future cash flawvshe financial
instrument’s original effective interest rate. Tddjustment is recognised in profit or loss as ine@nexpense.

For the year ended 31 December 2011 a change w@xpexted life of the mortgage portfolio’'s cashwifoamortised to the profit
and loss account was made which contributed artiaddi €36.6 million of income.

For the period ended 31 December 2010 a chandestadcounting estimate of expected cash flows efibrtgage portfolio and

the model that determined the basis on which daflediscounts and broker commissions were amortizdtie profit and loss
account was made which contributed an additional€nillion of income.
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BANK OF IRELAND MORTGAGE BANK
NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)

1.4 Fee and commission income / expense

Fees and commissions which are not an integralgbaine effective interest rate are generally reisgd on an accruals basis when
the service has been provided. Fees and commigsayable relating to the cost of services recearedrecognised on an accrual
basis.

15 Profit/(loss) on disposal of assets to NAMA

Derecognition of the assets transferred to theddatiAsset Management Agency (“NAMA”) occurred wiaeribstantially all of the
risks and rewards of ownership were transferretlAMA. This occurred on a phased basis when ownprsiiithe beneficial
interest in each tranche was legally transferred AMA.

On the derecognition date, a gain or loss has bessgnised which was measured as the differenaeebeat the fair value of the
consideration received and the balance sheet wdlitiee assets transferred, less transaction codtsudgy provision for the ongoing
cost of servicing these assets on behalf of NAMHe Tonsideration received was measured at faiewvalinitial recognition.

1.6 Financial assets

Classification, Recognition and Measurement

The Bank classifies its financial assets in theofeihg categories: financial assets at fair valueugh profit or loss and loans and
receivables. The Bank determines the classificaifats financial assets at initial recognition.

@ Financial assets at fair value through pafiloss

Financial assets at fair value through profit aslean either be held for trading, if acquired @pally for the purpose of selling in

the short term, or designated at fair value thropgifit or loss at inception. A financial asset mag designated at fair value
through profit or loss only when:

0] it eliminates or significantly reduces a measnent or recognition inconsistency, (an accountimigmatch), that would
otherwise arise from measuring assets or liaksligierecognising the gains and losses on themdiffieaent basis; or

(i) a group of financial assets, financial liatiés or both is managed and its performance ituated on a fair value basis in
accordance with documented risk management osiment strategy; or

(i) a contract contains one or more embeddedvdtves that significantly changes the cash flafghe contract and the

separation of the embedded derivative(s) is ndtipied.

Regular way purchases and sales of financial assdtir value through profit or loss are recognisedtrade date: the date on
which the Bank commits to purchase or sell the a3$wireafter they are carried on the balance didatr value, with all changes
in fair value included in the income statement.

Financial assets may not be transferred out ofcthiisgory, except for non-derivative financial &s$eld for trading, which may be
transferred out of this category where:

0] in rare circumstances, they are no longer ff@ldhe purpose of selling or repurchasing inghert term; or

(i) they are no longer held for trading, they it definition of loans and receivables at thie dd reclassification and the
Bank has the intention and ability to hold the asfmtthe foreseeable future or until maturity.

(b) Loans and receivables

Loans and receivables are non-derivative finanasslets with fixed or determinable payments thatnatequoted in an active

market. They arise when the Bank provides moneyggoo services directly to a debtor with no intentof trading the receivable.

Loans are recorded at fair value plus transactimtscwhen cash is advanced to the borrowers. Tigesubsequently accounted for

at amortised cost using the effective interest oaith

Derecognition

Financial assets are derecognised when the righieceive cash flows from the financial assets leymred or where the Bank has

transferred substantially all risks and rewardewifiership.

1.7 Financial liabilities

The Bank has two categories of financial liabilities

* those that are carried at amortised cost; and
« those that are carried at fair value through puafibss.
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BANK OF IRELAND MORTGAGE BANK
NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)

1.7 Financial liabilities (continued)

Financial liabilities are initially recognised atirf value, (normally the issue proceeds i.e. tlveviaue of consideration received)
less, in the case of financial liabilities subseylyecarried at amortised cost, transaction cdsts.liabilities carried at amortised
cost, any difference between the proceeds, netaosaction costs, and the redemption value is résed in the profit and loss
account using the effective interest method.

A liability may be designated as at fair value thgh profit or loss only when:

0] it eliminates or significantly reduces a me@snent or recognition inconsistency, (an accountimigmatch), that would
otherwise arise from measuring assets or lialsligierecognising the gains and losses on themdiffieaent basis; or
(i) a group of financial assets, financial liatils or both is managed and its performance ituated on a fair value basis in

accordance with documented risk management ortimezg strategy; or
(iii) a contract contains one or more embeddedvdtves that significantly changes the cash flmfghe contract and the
separation of the embedded derivative(s) is ndtipied.

Financial liabilities are derecognised when theyeitinguished, that is when the obligation islisged, cancelled or expires.
1.8 Deferred taxation

Deferred taxation is recognised on all timing d#igces where the transaction or event that giwesta an obligation to pay more
tax in the future or a right to pay less tax in thieire, have occurred by the balance sheet dagderred tax assets are recognised
when it is more likely than not that they will becovered. Deferred tax is measured using ratesxdhat have been enacted by the
balance sheet date. Deferred tax is measured on discounted basis.

The taxation charge accounts for amounts due ¢alfeuthorities’ in the Republic of Ireland and s estimates on a judgement
of the application of law in certain cases to deiae the quantification of any liabilities arisintn arriving at such estimates,
management assesses the relative merits and fishs treatments assumed, taking into account tetgtyjudicial and regulatory
guidance and, where appropriate, external advice.

A deferred tax asset is recognised to the exteitiths more then likely that future taxable ptefwill be available against which
deductible timing differences and unutilised taxssles can be utilised. The recognition of a defeted asset relies on
management’s judgements surrounding the probalaifity sufficiency of future taxable profits, and thture reversals of existing
taxable temporary differences.

To the extent that the recognition of a deferredatsset is dependent on sufficient future profitighia degree of estimation and the
use of assumptions are required. The judgemens fake consideration the impact of both positive aegative income, the impact
of tax legislation and future reversals of existiagable temporary differences.

The most significant judgement relates to the assest of the recoverability of the portion of thefafred tax asset relating to
trading losses. Under current Irish tax legislatidvere is no time restriction on the utilisatidriltese losses. Based on its projection
of future taxable income, the Directors have cometlithat it is more than likely that sufficient aike profits will be generated to
recover this deferred tax asset, and it has bemgnésed in full.
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BANK OF IRELAND MORTGAGE BANK
NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)
1.9 Impairment of financial assets carried at amoiised cost

The Bank assesses at each balance sheet date whetieeis objective evidence that a financial assgroup of financial assets is
impaired. A financial asset or a group of financededs is impaired and impairment charges are iedufr and only if, there is

objective evidence of impairment as a result of onenore events that occurred after the initiabgggtion of the asset (a ‘loss
event’) and that loss event (or events) has an é¢tnpa the estimated future cash flows of the findrasaet or group of financial
assets that can be reliably estimated.

Objective evidence that a financial asset or grdugseets is impaired includes observable dataciiaes to the attention of the
Bank about the following loss events:

a) significant financial difficulty of the issuer or adpbr;

b) a breach of contract, such as a default or delincy@ interest or principal payments;

C) the Bank granting to the borrower, for economic egal reasons relating to the borrower’s financidficdilty, a
concession that the lender would not otherwiseidens

d) it becoming probable that the borrower will entankruptcy or other financial reorganisation;

e) the disappearance of an active market for that ¢iahasset because of financial difficulties; or

f) observable data indicating that there is a meakuddrrease in the estimated future cash flows &a@roup of financial

assets since the initial recognition of those assathough the decrease cannot yet be identified thie individual
financial assets in the group, including:

. adverse changes in the payment status of borrawéne group;

. national or local economic conditions that corehaith defaults on the assets in the group;
. delinquency in contractual payments of principainterest;

o cash flow difficulties;

o breach of loan covenants or conditions;

o deterioration in the value of collateral; and

. initiation of bankruptcy proceedings.

The Bank first assesses whether objective evidehdenmairment exists individually for financial assehat are individually
significant, and individually or collectively for fimcial assets that are not individually significdhthe Bank determines that no
objective evidence of impairment exists for an widlially assessed financial asset, whether signifimanot, it includes the asset in
a group of financial assets with similar credit ridkaracteristics and collectively assesses theninfpairment. Assets that are
individually assessed for impairment and for whah impairment charge is or continues to be recegnée not included in a
collective assessment of impairment.

If there is objective evidence that an impairmérdrge on financial assets carried at amortisedhasbeen incurred, the amount of
the charge is measured as the difference betweeaset's carrying amount and the present valestohated future cash flows
(excluding future impairment charges that haveb®asn incurred) discounted at the financial asseiggnal effective interest rate.
The carrying amount of the asset is reduced thrdlnghuse of an allowance account and the amoutiteotharge is recognised in
the profit and loss account. If a loan has a végiakterest rate, the discount rate for measurimgiapairment charge is the current
effective interest rate determined under the cehtBhe calculation of the present value of thenested future cash flows of a
collateralised financial asset reflects the castvdlthat may result from foreclosure less cosbfutaining and selling the collateral,
whether or not foreclosure is probable.

For the purposes of a collective evaluation of impant, financial assets are grouped on the basisiroflar credit risk
characteristics (i.e. on the basis of the Bank'sligia process that considers asset type, collatgpal, past-due status and other
relevant factors). Those characteristics are releta the estimation of future cash flows for grougssuch assets by being
indicative of the debtors’ ability to pay all amasidue according to the contractual terms of tisetasdheing evaluated.

Future cash flows in a group of financial assets d@natcollectively evaluated for impairment are restied on the basis of the
contractual cash flows of the assets in the Bankhdstdrical loss experience for assets with creigk characteristics similar to
those in the Bank. Historical loss experience isisted on the basis of current observable dataftectehe effects of current
conditions that did not affect the period on whibk historical loss experience is based and to vertioe effects of conditions in
the historical period that do not exist currenfihe methodology and assumptions used for estimdtinge cash flows are
reviewed regularly by the Bank to reduce any difiess between loss estimates and actual loss emperie

If, in a subsequent period, the amount of the immpant charge decreases and the decrease can teel régectively to an event

occurring after the impairment was recognised,pgreviously recognised impairment loss is reversg@djusting the allowance
account. The amount of the reversal is recogniséld profit and loss account.
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BANK OF IRELAND MORTGAGE BANK
NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)
1.10 Valuation of financial instruments

The Bank recognises certain financial assets, fiahtfiabilities and derivative financial instrumenat fair value in the balance
sheet. Fair value is the amount for which an assetd be exchanged or a liability settled betweeoviedgeable, willing parties in
an arm’s length transaction.

The fair values of financial assets and liabiliiexled in active markets are based on unadjustieainiol offer prices respectively. If

an active market does not exist, the Bank estalslithie value using valuation techniques. Theseunielthe use of recent arm’s
length transactions, discounted cash flow analggitpn pricing models and other valuation teche&agommonly used by market
participants. To the extent possible, these valnatchniques use observable market data. Whees\aliide data does not exist, the
Bank uses estimates based on the best informataitable.

The best evidence of the fair value of a finan@mtrument at initial recognition is the transantiprice in an arm’s length

transaction, unless the fair value of that instmoimig evidenced by comparison with other observabteent market transactions in
the same instrument (i.e. without modification epackaging) or based on a valuation technique whitharily uses observable
market inputs. When such evidence exists, thealmitaluation of the instrument may result in the Baacognising a profit on

initial recognition. In the absence of such eviderthe instrument is initially valued at the trast&m price.

Where a transaction price in an arm’s length tretisa is not available, the fair value of the instrent at initial recognition is
measured using a valuation technique.

1.11 Derivative financial instruments and hedge@ounting

Derivatives are initially recognised at fair valae the date on which a derivative contract is euaténto and are subsequently
remeasured at their fair value. Derivatives araie@lusing valuation techniques commonly used byketgrarticipants. These
consist of discounted cash flow models which tyfpyaacorporate observable market data, principaltgrest rates.

All derivatives are carried as assets when thevidire is positive and as liabilities when the faitue is negative.

The method of recognising the resulting fair vagan or loss depends on whether the derivativeesigthated as a hedging
instrument and if so, the nature of the item bdiedged. The Bank designates certain derivativesedges of the fair value of
recognised assets or liabilities (fair value hedge)

(a) Fair value hedge
Changes in the fair value of derivatives that arsigieted and qualify as fair value hedges are decbin the profit and loss
account, together with any changes in the fairevalithe hedged asset or liability that are atteble to the hedged risk.

If the criteria for hedge accounting cease to bé, me further adjustments are made to the hedged for fair value changes
attributable to the hedged risk. The cumulativeusisipent to the carrying amount of a hedged iteamisrtised to profit or loss over
the period to maturity using the effective inten@sthod.

(b) Derivatives that do not qualify for hedge aatiing
Certain derivative instruments do not qualify fodge accounting. Changes in the fair value of anjvdéve instrument that does
not qualify for hedge accounting are recognised édiately in the profit and loss account in netitrigdncome.

1.12 Debt securities in issue

Issued debt securities, which comprise Mortgage sav8ecurities, are initially recognised at failuea being their issue proceeds
(fair value of consideration received) net of tgtion costs incurred. Issued debt securities @rsexjuently measured at amortised
cost. Any difference between the proceeds netasfstiction costs and the redemption value is resedrin the profit and loss
account using the effective interest rate method.

1.13 Pensions

The Bank is a minority participating employer in &S Building Society Pension Plan. The scheme igfinBd Benefit Scheme
based on final pensionable pay and operated fgibi employees of ICS Building Society, Bank of Irelaand the Bank.

Whilst the scheme is a defined benefit schemecdingpany does not identify its share of the undegyassets and liabilities of the
scheme as, despite encompassing several emplajersf (vhom are members of the Bank of Ireland Gdpupe scheme is
essentially run as one scheme rather than indepersiparately identifiable units. The manner inclvithe scheme is run assists in
the mobility of staff across the Bank of Ireland Guoand therefore no sub-unitisation of the scheakes place either in terms of
differential contribution levels or sharing of umiyeng assets and liabilities. Consequently, theesee has been accounted for as a
defined contribution scheme.

Contributions are charged to the profit and los®antin the period in which they became payable @isclosures required under
Financial Reporting Standard 17: Retirement BendfiRE 17”) for the year ended 31 December 2011 amershonote 26.
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BANK OF IRELAND MORTGAGE BANK
NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)

1.14 Accrued interest

Accrued interest is presented on the balance stifethe relevant financial asset/liability.

1.15 Subordinated liabilities

Borrowings are initially recognised at fair valuedaubsequently measured at amortised cost.
1.16 Comparatives

Comparative figures have been adjusted where negessaonform with changes in presentation or wetetditional analysis has
been provided in the current period.

1.17 Critical accounting estimates or judgements

In preparing the financial statements, the Bank magstimates and assumptions that affect the rep@meounts of assets,
liabilities, revenues and expenses. Estimates aggements are continually evaluated and are basdustorical experience and
other factors, including expectations of future rgsethat are believed to be reasonable under tbansstances. As management
judgement involves an estimate of the likelihoodudfire events, actual results could differ froragh estimates, which could affect
the future reported amounts of assets and liadslitRevisions to accounting estimates are recogimis#dte period in which the
estimate is revised and in any future periods &fecThe estimates and judgements that have hamdkesignificant effect on the
amounts recognised in the Bank’s financial statemard set out below.

€) Impairment charges on financial assets

The Bank reviews its loan portfolios for impairmemt an ongoing basis. The Bank first assesses whebjective evidence of
impairment exists. This assessment is performeiduhlly for financial assets that are significaand individually or collectively
for financial assets that are not individually sfigant. Impairment provisions are also recognided losses not specifically
identified but which, experience and observabla dadicate, are present in the portfolio at the ddtassessment.

Management uses estimates based on historicatipesience for assets with credit risk characiessind objective evidence of
impairment similar to those in the portfolio, whecheduling its future cash flows. The methodologyg assumptions used for
estimating both the amount and timing of futurehcéews are reviewed regularly to reduce any déferes between loss estimates
and actual loss experience. The use of historosa experience is supplemented with significantagament judgement to assess
whether current economic and credit conditionssaidh that the actual level of inherent lossesk@lito differ from that suggested
by historical experience. In normal circumstandsgstorical experience provides objective and rafwaformation from which to
assess inherent loss within each portfolio. In otireumstances, historical loss experience pravidss relevant information about
the inherent loss in a given portfolio at the batasheet date, for example, where there have Besrges in economic conditions
such that the most recent trends in risk factoesnat fully reflected in the historical informatiolm these circumstances, such risk
factors are taken into account when calculatingagygropriate levels of impairment allowances, bjstihg the impairment loss
derived solely from historical loss experience.

A key judgemental area is in relation to Residentialrtgages. This loan portfolio has been signifigaaffected in the current
economic climate, as values of security have cemaldy reduced, particularly in Ireland, and thee very low levels of activity in
the sector. Residential mortgage loans before impait provisions at 31 December 2011 amounted td€30ion (31 December
2010: €21.0 billion), against which were held psiwns for impairment of €0.7 billion (31 Decembé&rl®: €0.4 billion). At 31
December 2011, the assumption adopted by the Ban&sjpect of the expected average decline in theevaf Irish residential
properties was 55% from their peak in 2007.

The estimation of impairment charges is subjeatrtoertainty, which has increased in the currenhentc environment, and is
highly sensitive to factors such as the level amenic activity, unemployment rates, bankruptcydi® property price trends and
interest rates. The assumptions underlying thiggutent are highly subjective. The methodology drel assumptions used in
calculating impairment charges are reviewed re@uiarthe light of differences between loss estiesatnd actual loss experience.

The detailed methodologies, areas of estimation jaddement applied in the calculation of the Banik'gpairment charge on
financial assets are set out in note 27 on Risk gam&nt and Control.

22



BANK OF IRELAND MORTGAGE BANK
NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)
1.17 Critical accounting estimates or judgements ¢atinued)

(b) Taxation
At 31 December 2011 the Bank had a deferred taxt ags€39.5 million (31 December 2010: €18.8 milljorelating to a
combination of current year trading losses andsidjants required under tax transfer pricing legista

A deferred tax asset is recognised to the extaattitis more likely than not that future taxablefits will be available against
which deductible timing differences and unutilisc losses can be utilised. The recognition of ferded tax asset relies on
management’s judgements surrounding the probalitity sufficiency of future taxable profits, and th&ure reversals of existing
taxable temporary differences.

To the extent that the recognition of a deferredatsset is dependent on sufficient future profitighia degree of estimation and the
use of assumptions are required. The Bank’s judgerakas into consideration the impact of both pesiand negative evidence,
including historical financial performance, projecis of future taxable income, the impact of tagidation and future reversals of
existing taxable temporary differences. The magificant judgement relates to the Bank’s assessufethie recoverability of the
portion of the deferred tax asset relating to trygdiosses. Under current Irish tax legislationyéhis no time restriction on the
utilisation of these losses. There is however, gtricdion on the utilisation of tax losses carrifedward by an institution
participating in NAMA. This lengthens the periodeowhich the deferred tax asset will reverse byrigtgg the amount of profits
against which the carried forward trading losses loa utilised. The balance continues to be availédl indefinite carry forward
and there is no time limit on the utilisation oé#e losses.

Based on its projection of future taxable income, Bank has concluded that it is probable that seffictaxable profits will be
generated to recover this deferred tax asset,tdras ibeen recognised in full.

(c) Effective interest rate method

The effective interest rate method is a methodadéudating the amortised cost of a financial asgea financial liability and of
allocating the interest income or interest expengs the relevant period. The effective interet ia the rate that exactly discounts
estimated future cash payments or receipts thrabghexpected life of the financial instrument ohemn appropriate, a shorter
period to the net carrying amount of the finaneisdet or liability. When calculating the effectiméerest rate, the Bank estimates
cash flows considering all contractual terms of fihancial instrument but does not consider futtnedit losses. The calculation
includes all fees, broker commissions and pointd pa received between parties to the contract #énatan integral part of the
effective interest rate, transaction costs andtakr premiums or discounts.

In determining the effective interest rate, managignexercise judgement on such matters as the xpkfe, expected cash flows
and the appropriateness of how the cash flows aead over the expected life. As part of this reyieconomic factors such as
unemployment levels, consumer confidence and ecnand fiscal stability were considered, along withrtgage market specific
factors such as house price levels, switcher agtand consumer demand.

For the year ended 31 December 2011 a change texiected life of the mortgage portfolio’s cashwioamortised which
contributed an additional €36.6 million of income.

For the period ended 31 December 2010 a chandetadcounting estimate of expected cash flows efibrtgage portfolio and

the model that deteremined the basis on whichrefediscounts and broker commissions were amdrtisehe profit and loss
account was made which contributed an additional€nillion of income.
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2 INTEREST INCOME

For the period

For the year ende 1 April 2010 tc

31 December 201 31 December 201

€000 €000
Loans and advances to banks 389,685 138,169
Loans and advances to customers 620,785 417,992
1,010,470 556,161

Included within interest income on loans and adearto customers is €14.4 million (for the periodgril 2010 to 31 December
2010: €8.8 million) relating to loans on which ampiairment provision has been recognised.

3 INTEREST EXPENSE

For the period

For the year ende 1 April 2010 tc
31 December 201 31 December 201
€000 €000
Debt securities in issue 263,052 118,892
Other interest payable 684,096 276,848
Interest on subordinated liabilities 5,852 2,861
953,000 398,601
Of which payable to Bank of Ireland 630,112 181,887
4 FEE AND COMMISSION INCOME/(EXPENSE)
For the period
For the year ende 1 April 2010 tc
31 December 201 31 December 201
€000 €000
Service fee payable to Bank of Ireland Group corigsan 61,153 74,281
Government guarantee scheme - 2,089
Other income (815) (580)
60,338 75,790

The service fee payable to Bank of Ireland Grouppzmes relates to fees for servicing the Bank’s gagré portfolio. With effect

from 1 October 2011 the Bank has terminated itsngements under the terms of the Mortgage Servidigigement, with ICS
Building Society.

The Government guarantee scheme fee relates tfieeheaid under the Credit Institutions (Financiapart) Scheme 2008 (the
“CIFS Scheme”), which commenced on 30 September 20@8expired on 29 September 2010. This fee isidted as a fee and

commission expense as it is neither directly aitéble nor incremental to the issue of specifiaficial liabilities. Further
information on the CIFS scheme is outlined in ndte 3
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5 OPERATING EXPENSES
For the period
For the year ende 1 April 2010 tc
31 December 201 31 December 201
€000 €000
Staff costs:
- wages and salaries 404 196
- social security costs 28 21
- pension costs 41 62
473 279
Other operating expenses 18,644 11,109
Total operating expenses 19,117 11,388

Staff costs include an allocation of amounts payablpersons not directly employed by the Bank.

During the year ended 31 December 2011, in addiothe fee payable to Bank of Ireland Group comgmifdr servicing the
mortgage portfolio the Bank is recharged for suppertvice costs. These costs are included withiaraiperating expenses.

Employee Information

For the year ended 31 December 2011 the averagkarwhemployees was 4 (for the period 1 April 26431 December 2010: 4

employees).

6 AUDITORS’ REMUNERATION

Auditors' remuneration (excluding VAT)

Statutory audit

Other assurance services
Taxation services

Other non-audit services

For the year ende
31 December 201

For the period
1 April 2010 tc
31 December 201

50
25

Total

€000 €000
53
20

73 75
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7 PROFIT/(LOSS) ON SALE OF ASSETS TO NAMA

The profit/(loss) on sale of assets to NAMA reftetiiose assets that were sold to NAMA during thee yeded 31 December 2011
and for the period from 1 April to 31 December 2@k0set out below.

For the period

For the year ended 1 April 2010 to
31 December 2011 31 December 2010
€000 €000 €000 €000

Fair value of consideration received 5,479 45,464
Assets transferred
- Loan sold to NAMA (nominal value) (13,822) (91,646)
- Impairment provisions at date of sale 4,370 (9,452) 20,559 (71,087)
Other items 1,430 (852)
Adjustment to consideration in respect of assets
transferred during 2010 3,489 -
Profit/(loss) on sale of assets to NAMA 946 (26,475)
1 Fair value of consideration received consistSl/AMA senior bonds (representing 95% of the nomiisideration) and

the fair value of NAMA subordinated bonds (reprasen5% of the nominal consideration). All bonde dreld in the
parent company, Bank of Ireland who in turn transfiéthe cash equivalent of the consideration td3guak.

2 Other items includes provision for servicing lidp, other related sale costs and adjustmenteépect of movements in
assets between the due diligence valuation datéhandite at which they transferred to NAMA.

3 As at 31 December 2010, the final NAMA due difige process was still ongoing for €91.6 millioras$ets transferred to
NAMA. Given the uncertainity over the final considgon for these transferred assets, Bank of Irelodgage Bank
was required to estimate the amount receivable f#MA. The ultimate amount received from NAMA wasegter than
originally anticipated by €3.5 million.

NAMA has the power to acquire from Participatingtitutions, Eligible Bank Assets, that is land aedaelopment loans and certain
associated loans. Associated loans comprise ofarmhand non development related loans to borrookland and development
related loans, or loans to certain associatedientif borrowers who provided security in respddhe land or development related
loans. All loans transferred from the Bank are catiegd as associated loans.

8 NET TRADING INCOME / (EXPENSE)
For the period
For the year ender 1 April 2010 to
31 December 201 31 December 201
€000 €000
Net income/(expense) from derivative assets and lidities held for
trading
Interest rate contracts 6,224 (10,630)
Fair value hedges
Fair value gain/(loss) on derivative contractsaim Yalue hedge
relationships 49,725 (31,627)
Fair value (loss)/gain on liabilities in fair valaedge relationships (41,043) 36,651
14,90¢ (5,606

Within fair value hedges there is a €8.7 millioringéfor the period 1 April 2010 to 31 December 20€£6.0 million gain) which
represents the net hedge ineffectiveness in relatidair value hedges. See note 15 for detailmtefest rate contracts and fair
value hedging arrangements. Included in interest cantracts is the fair value of interest rate gsvand the related interest rate
contracts that do not qualify for hedge accounting.

Included within interest rate contracts are failueaand interest rate movements on derivative aotdrthat were in a fair value
hedge relationship but no longer qualify for hedgeounting.
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9 TAXATION

Current Tax

Amounts receivable in respect of Group relief
Under provision from prior period/year

For the year ende
31 December 201

For the period
1 April 2010 tc
31 December 201

Deferred Tax

Trading losses
Other tax timing difference
Over provision from prior period/year

€000 €000

2,181 7,817

15,942 74

18,123 7,891

36,639 15,490

- (5)

(15,926) (294)

20,713 15,191
38,83 23,08:

The Bank has surrendered the benefit of tax lossaadther Group company for a consideration of é#IRon, which is expected

to be received in the following financial period.

The current tax credit for the period is lower thie credit that would result from applying thenstard rate of Irish corporation tax
(12.5%) to profit / (loss) on ordinary activitie$he difference is explained below:

Loss on ordinary activities before tax
Loss @12.5%

Effects of:

Trading losses carried forward
Other adjustments

Transfer pricing adjustment
Group relief

For the year ende
31 December 201
€000

(301,562)

(37,695)

36,639

(1,125)
2,181

For the period
1 April 2010 tc
31 December 201

€000

(186,417)

(23,302)

15,490
®)

7,817

Current tax credit for the year/period
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10 CASH AND BALANCES AT CENTRAL BANKS

Funds placed with Central Bank of Ireland

Funds placed with Central Bank of Ireland by remairing maturity
Repayable on demand

3 months or less

1 year or less but over 3 months

The Bank is required to maintain balances with thet@éBank of Ireland.

11 LOANS AND ADVANCES TO BANKS

Funds placed with Bank of Ireland

Loans and advances to banks by remaining maturity
Repayable on demand

3 months or less

1 year or less but over 3 months

5 years or less but over 1 year

Over 5 years

12 LOANS AND ADVANCES TO CUSTOMERS

Loan and advances to customers

Loans and advances to customers by remaining matuyi
Repayable on demand

3 months or less

1 year or less but over 3 months

5 years or less but over 1 year

Over 5 years

Less impairment provisions (note 13)

As at As at
31 December 201 31 December 201
€000 €000
50 50
50 50
50 50
As at As at
31 December 201 31 December 201
€000 €000
19,493,55 18,469,53
20,807 30,394
16,350,837 8,265,501
2,080,000 1,469,394
142,250 7,517,000
899,658 1,187,249
19,493,552 18,469,538
As at As at
31 December 201 31 December 201
€000 €000
20,224,722 20,595,439
347,598 254,224
617,529 570,223
3,375,143 3,240,157
16,599,773 16,948,164
(715,321) (417,329)
20,224,722 20,595,439

The Bank’s exposure to credit risk on loans and adesito customers is from its mortgage lending/iiets on residential property

in Ireland. For details of impairment provisiong smte 13.
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13 IMPAIRMENT PROVISIONS

The movement on impairment provisions is shownwelo

For the period

For the year ende 1 April 2010 tc

31 December 201 31 December 201

€000 €000
Opening balance 417,329 214,123
Charge to profit and loss account 295,429 224,718
Impairment provisions on assets sold to NAMA (nbxe (4,370) (20,559)
Other. 6,933 (953)

Closing balance 715,32: 417,32¢

o Contained within other amounts are debt collectiosts of €(1.5) million and amounts written offr@spect of loans, advances to
customers of €(1.6) million and the remainder esdb interest on impaired loans.

14(a) OTHER ASSETS

As at As at
31 December 201 31 December 201
€000 €000
Current tax - 8,000
Amounts receivable from Bank of Ireland Group conipa 16,255 7,817
Other 309 379
16,564 16,196
14(b) DEFERRED TAX ASSET
As at As at
31 December 201 31 December 201
€000 €000
Opening balance 18,762 3,571
Profit and loss credit 20,713 15,191
Closing balance 39,475 18,762

The deferred tax asset of €39.5 million (31 Decan2ipd 0: €18.8 million) consists of operating losedxch are available to relieve
future profits from tax. This deferred tax asset haen recognised on the basis that it will bevexasl, as the Directors are satisfied
that it is more than likely that there will be saint future taxable profits against which theatedd tax can be utilised to the extent
it has not already been reversed. Under Irishdgislation, there is no time restriction on thdisation of these losses.
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15 DERIVATIVE FINANCIAL INSTRUMENTS

The notional amounts of certain types of finanaiatruments do not necessarily indicate the amoeitisture cash flows involved
or the current fair value of the instruments artkréfore, do not indicate the Bank’'s exposure talitnésk. The derivative
instruments become assets or liabilities as atre$diuctuations in market rates or prices relgtto their terms. All derivatives are

carried as assets when fair value is positive arighilities when fair value is negative.

Derivatives held for trading are derivatives endeiro with economic hedging intent but do not miet requirement for hedge

accounting. Further information on the hedging @obf the Bank is outlined in note 27.

The fair values and notional amounts of derivaingtruments held are set out in the following table

As at 31 December 2011 Contract/ Fair Values

notional amount Asset: Liabilities

€000 €000 €000

Derivatives held for trading
Interest rate swaps 30,709,574 54,063 (49,869)
Total derivative assets / liabilities held for tradng 54,063 (49,869)
Derivatives held for hedging
Derivatives designated as fair value hedges
Interest rate swaps 5,895,500 363,910
Total derivative assets / liabilities held for hedimg 363,910
Total derivative assets / liabilities 417,97 (49,869
As at 31 December 2010 Contract/ Fair Values

notional amount Asset: Liabilities

€000 €000 €000

Derivatives held for trading
Interest rate swaps 22,257,076 44,618 (46,523)
Total derivative assets / liabilities held for tradng 44,618 (46,523)
Derivatives held for hedging
Derivatives designated as fair value hedges
Interest rate swaps 5,998,000 325,127 -
Total derivative assets / liabilities held for hedimg 325,127 -
Total derivative assets / liabilities 369,74 (46,523
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16 DEPOSITS BY BANKS
As at As at
31 December 201 31 December 201
€000 €000
Deposits by credit institutions 26,528,738 24,378,896
Deposits by remaining maturity
3 months or less 5,409,548 3,850,761
1 year or less but over 3 months 1,353,325 731,922
5 years or less but over 1 year 2,053,811 2,446,210
Greater than 5 years 17,712,054 17,350,003
Due to Bank of Ireland 26,528,738 24,378,896
17 DEBT SECURITIES IN ISSUE
As at As at
31 December 201 31 December 201
€000 €000
Debt securities in issue 12,606,313 14,130,709
Bonds and medium term notes by remaining maturity
3 months or less 500,785 3,632,830
1 year or less but over 3 months 1,191,910 1,570,922
5 years or less but over 1 year 10,301,946 7,734,636
Greater than 5 years 611,672 1,192,321
12,606,313 14,130,709
Included in the above are amounts due to Bankeddirid 5,956,760 3,403,781

Notes

Bank of Ireland Mortgage Bank is a directly, wholxted subsidiary of Bank of Ireland, holds its owmkiag licence and is a
designated mortgage credit institution within theaming of the Asset Covered Securities Acts, 20@06Y (the "Acts"). The Acts
provide, among other things, for the registratidnebigible credit institutions as designated moggecredit institutions, the
maintenance by designated mortgage credit ingtitatof a defined pool of prescribed mortgage crasiets and limited classes of
other assets, known as a cover assets pool (Rubkha issuance by designated mortgage creditutistis of certain asset covered
securities secured by a statutory preference utiterActs on the assets (Cover Assets) comprisetiénpbol. Asset covered
securities issued by Institutions in accordancé wie Acts are called mortgage covered securiliestgage Covered Securities).
The value of the pool including mortgage assets eah at 31 December 2011 securing these asset€MB billion (31
December 2010: €14.7 billionjs at 31 December 2011 there are no mortgage casdéts secured on commercial property in
Bank of Ireland Mortgage Bank (31 December 2010:.Nil)

In accordance with the Acts, see the required aliseks set out in note 17(a) — 17(f) below.

In the nine month period ended 31 December 20BNk issued €1.9 billion of securities comprisiigg10 million in private
placements and €1.9 billion in transactions wishpirent, Bank of Ireland. During the period theezer€0.2 billion in maturities.
This brought the total mortgage covered securitiéssue as at 31 December 2010 to €10.2 billion.

In the year to 31 December 2011, the Bank issuefl ilion of securities in transactions with itsrgat, Bank of Ireland. During

the same period there were €27.5 million in repasels, €2.1 billion in part-redemptions with its gudar and €1.2 billion in
maturities. This brought the total mortgage coveseclrities in issue as at 31 December 2011 t@4&iilkion.
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17 DEBT SECURITIES IN ISSUE (continued)

The mortgage-covered securities are shown on tlamdma sheet net of issue costs and expenses iddar@nnection with their
issue and the basis adjustment relating to thev&ire hedges.

During 2010 the Bank raised funds from the CentralkBah Ireland (“CBI”) under the Mortgage Backed Proroigs Note
Programme (“MBPNP”). Obligations under the programmexe secured by way of a first floating chargehe CBI over Irish

Residential Mortgage Assets, which were not in theeced assets pool. At 31 December 2011 there meetebt securities pledged
to the CBI (31 December 2010: €3.6 billion).

During 2011 the downgrade of one of Bank of Irelanttfedit ratings resulted in the re-categorisatibcertain deposits held by the
Bank with Bank of Ireland from substitution assetsredit transaction assets (“CTA") as defined by #tts. The Acts also define
a limit on the level of CTA and as a result of ttéscategorisation the Bank was not in compliandé thiis limit. The Bank notified
the Central Bank having confirmed the breach of liifte breach has since been fully remediated, ahdreeements to existing
controls have been put in place to prevent itsc@#rence. The integrity of the cover assets pad mot impacted and no financial
loss occurred to the Bank or any third party by eeasf the noncompliance with the limit.

17(a) Mortgage Accounts & Principal Outstanding inthe Mortgage Covered Pool

31 December 2011 31 December 2010
Number of Total Balances o Number of Total Balances o
From Range To Range Accounts Accounts Accounts Accounts
€000 €000 €000 €000
0 100 50,847 2,312,829 32,085 1,473,482
100 200 32,941 4,872,891 22,970 3,411,534
200 500 23,885 6,656,145 19,485 5,489,285
Over 500 1,837 1,413,339 1,686 1,333,682
109,510 15,255,204 6,226 11,707,9¢€

The total balance of accounts represents the cuieiEmount outstanding on all the mortgage accimthe pool as at 31
December 2011 and 31 December 2010 respectively.

17(b)  Geographic Location and Details for the Pool

31 December 2011 31 December 2010
Outside Outside
Dublin Dublin Dublin Dublin
% of overall properties 22% 78% 22% 78%
Number of accounts 24,212 85,298 17,116 59,110
Number of properties 20,203 72,451 14,737 51,802

The number of accounts represents the cumulativeben of mortgage accounts held in the pool, aslad&ember 2011 and 31
December 2010 respectively. There could be oneareraccounts per mortgaged property giving risdifierent figures for the
number of accounts and the number of propertiéisepool as at 31 December 2011 and at 31 Dece2aiér.

17(c) Pool Accounts in Default at year end

As at As at
31 December 2011 31 December 2010
Number of Accounts in default 258 78
Cumulative current balance on above accounts €57,698,170 €16,055,602
of which arrears represent €871,576 €272,165

Default is defined as mortgage accounts that ada98 or more in arrears
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17 DEBT SECURITIES IN ISSUE (continued)

17(d) Pool Accounts with Arrears of more than €1,00

Pool accounts with Arrears of more than €1,000 atrgy point during the year
Number of accounts with arrears of more than €1,000

Cumulative current balance on above accounts

of which arrears represent

Pool accounts with Arrears of more than €1,000 at &ar End
Number of accounts with arrears of more than €1,000
Cumulative current balance on above accounts

of which arrears represent

17(e) Replacement of Non Performing Assets in theoBl

3,030
€703,128,931
€13,340,053

537
€130,481,277
€1,909,641

938
€215,433,256
€3,607,191

133
€38,279,311
€574,260

During the year ended 31 December 2011, 2,930 ate¢B1 December 2010: 1,011 accounts) that wemepeoforming (the term
non-performing is defined as relating to mortgageoants that are in arrears exceeding 90 days) neptaced with other mortgage
credit assets. The total amount in arrears inewspf mortgage assets that had not been writteasoft 31December 2011 was

€871,576 (31 December 2010: €272,165).

17(f) Total Mortgage Principal and Interest Repaymets on Pooled Accounts by customers

Interest paid in respect of mortgage credit assets

Capital repaid in respect of mortgage credit assets

18 OTHER LIABILITIES

Amounts due to Bank of Ireland

Amounts due to other Bank of Ireland Group Companie
Provisions for other liabilities and charges

Other sundry liabilities

19 SUBORDINATED LIABILITIES

For the year ende
31 December 201

450437,569
€780,003,008

For the period

1 April 2010 tc

31 December 201
€234,640,171

€472,985,908

As at As at
31 December 201 31 December 201
€000 €000
10,912 5,824
271 8,999
341 10,202
458 1,013
11,982 26,038

On 2 July 2004 the Bank availed of a €162 millioteiast bearing subordinated loan from its parentkBH Ireland. The loan is
subordinated in right of payment to the claims epasitors and all other creditors of the Bank. Tamlrate is based off the three-
month EURIBOR rate plus a margin of 35 basis pointsiareprices quarterly. The loan matures on 4 20iy4.

On 30 June 2005 the Bank availed of a further €80omiinterest bearing subordinated loan from igsgnt, Bank of Ireland. The
loan is subordinated in right of payment to thenataof depositors and all other creditors of thelBdarhe loan rate is based off the
three-month EURIBOR rate plus a margin of 30 basistp@nd it reprices quarterly. The loan matureg daly 2015.

On 11 February 2008 the Bank availed of a furth€r @iflion interest bearing subordinated loan framparent, Bank of Ireland.
The loan is subordinated in right of payment todlems of depositors and all other creditors &f Bank. The loan rate is based off
the three-month EURIBOR rate plus a margin of 75 bawiists (125 basis points from 11 February 20138) iareprices quarterly.

The loan matures on 13 February 2018.
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19 SUBORDINATED LIABILITIES (continued)

On 23 December 2011 the Bank availed of a furth@rréBlion interest bearing subordinated loan frasmgarent, Bank of Ireland.
The loan is subordinated in right of payment to ¢le@ms of depositors and all other senior creditwirthe Bank. The loan rate is
based on the three-month EURIBOR rate plus a marfgii.6% without a step up in margin during its liféhe loan matures on 27

December 2021.

The total of subordinated loans at 31 December 20€203.3 million (31 December 2010: €312.7 mil)ioc€402 million being the
loan balance and €1.3 million of accrued interd&t@ecember 2010: €312 million loan balance and@ &fllion accrued interest).

20 SHARE CAPITAL AND PREMIUM
As at As at
31 December 201 31 December 201
‘000 Units '000 Units
Authorised
1,000 million units of €1.00 of Ordinary Shares 1,000,000 1,000,000
As at As at
31 December 201 31 December 201
€000 €000
Allotted and fully paid
Equity
679 million units of €1.00 of Ordinary Shares (3é¢d@mber 2010: 644 679,000 644,000

million units of €1.00 of Ordinary Shares)

For the year ended
31 December 201

For the period
1 April 2010to
31 December 201

Share premium €000 €000
Balance at the beginning of the year/period -
Premium in issue of ordinary stock 245,000
Balance at the end of the year/period 245,000
Share capital issued during the year ended 31 Demedd11 is as follows:
Number of issuec  Ordinary share

Issue price  ordinary shares value Premium Total
Date of issuanc per share in 000's €000 €000
31 March 2011 €8.00 5,000 5,000 35,000 40,000
30 June 2011 €8.00 8,750 8,750 61,250 70,000
29 September 2011 €8.00 13,750 13,750 96,250 110,000
23 December 2011 €8.00 7,500 7,500 52,500 60,000
Total 35,00( 35,00( 280,00(

The shares were issued to the Bank’s parent comgamk of Ireland. The issuance assisted in maimgian adequate capital

position. All units of Ordinary Shares in issuergahe same voting rights.

Share capital issued during the year ended 31 Demed?10 is as follows:

Number of issuec  Ordinary share

Issue price  ordinary shares value Premium Total
Date of issuanc per share in 000's €000 €000
22 December 2010 €1.00 20,000 20,000 20,000
Total 20,00( 20,00( 20,0C
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21 NOTE TO THE CASH FLOW STATEMENT

Loans and advances to

Cash from Banks on demand Total Cash
31 December 201
€000 €000 €000
Net change in cash and cash equivalents - (9,587) (9,587)
Opening cash and cash equivalents 50 30,394 30,444
Closing cash and cash equivalents 50 20,80 20,85
31 December 201
€000 €000 €000
Net change in cash and cash equivalents - 41,805 41,805
Opening cash and cash equivalents 50 (11,411) (11,361)
50 30,39 30,44

Closing cash and cash equivalents

22 RESERVES

For the year ende(
31 December 201

For the period
1 April 2010 tc
31 December 201

€000 €000
Profit and loss account
Opening balance (69,101) 94,234
Loss for the year/period (262,726) (163,335)
Closing balance (331,827 (69,101

23 DIVIDEND

No dividends were paid during the year ended 3lebdser 2011 (31 December 2010: No dividends paid)

24

DIRECTORS’ & SECRETARY'S INTERESTS

The interests of the Directors and Secretary, fic@fs at 31 December 2011, and of their spousgsrenor children, in the shares
of Bank of Ireland or the Group undertakings ateosi in the tables below:

Shares in Bank of Ireland

As at 31 December 2011

As at 31 December 2010 or at date of
appointment if applicable

Directors Shares Shares
J Byrne 1,455 1,455
J Clifford 344,820 344,820
N Corcoran 14,297 8,297
P Flynn 110,473 31,443
B Kealy 10,781 10,781
S Mason 39,164 31,550
B McConnell 7,829 1,702
R Milliken Nil Nil
Secretary

Hill Wilson Secretarial Limited Nil Nil
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24 DIRECTORS’ & SECRETARY'’S INTERESTS (continued)

Stock options held by Directors and Secretary in Bak of Ireland
As at
31 December 2010
or at date of

Date of Earliest Exercise Price As at appointment if
Directors Grant Exercise Date Expiry Date € 31 December 2011 applicable
J Byrne 24 Dec 2007 1 Mar 2011 1 Sep 2011 6.96 Nil 531
3 Jun 2008 3 Jun 2011 3 Jun 2018 8.10 Nil 12,750
N Corcoran 24 Dec 2007 1 Mar 2011 1 Sep 2011 6.96 il N 531
B Kealy 26 Jul 2004 26 Jul 2007 26 Jul 2014 10.76 1,500 11,500
21 Jun 2005 21 Jun 2008 21 Jun 2015 12.85 9,500 009,5
3 Jun 2008 3 Jun 2011 3 Jun 2018 8.10 Nil 9,650
S Mason 24 Jun 2002 24 Jun 2005 24 Jun 2012 12.50 0,00a 10,000
18 Jun 2003 18 Jun 2006 18 Jun 2013 10.77 10,000 ,0000
26 Jul 2004 26 Jul 2007 26 Jul 2014 10.76 11,500 ,5001
21 Jun 2005 21 Jun 2008 21 Jun 2015 12.85 9,000 009,0
3 Jun 2008 3 Jun 2011 3 Jun 2018 8.10 Nil 11,600

No stock options were held by the following Dirastin Bank of Ireland: J Clifford, P Flynn, B Mc@oell and R Milliken.
Options granted in 2008 matured on 3 June 201da&hdot vest as the performance conditions wereanbteved.

SAYE options under the Bank of Ireland Group 208& B Option Scheme vested in March 2011, these aptigere not exercised
by J Byrne or N Corcoran and therefore lapsed.

Directors’ & Secretary’s interests in Bank of Ireland Long Term Incentive Plan* (“LTIP”)
Included in the table below are the shares contitlp awarded to the Directors under the termsefltTIP;

As at
31 December 2010
As at or at date of appointment if
Date of Award 31 December 2011 applicable

3 Jun 2008 Nil 10,400

Directors

S Mason

No interests in the LTIP* stock options were hejatie following Directors:
J Byrne, J Clifford, N Corcoran, P Flynn, B KedB/McConnell and R Milliken.

*Since 2004 Bank of Ireland has operated a LongniTéncentive Plan (“LTIP”), with stockholder apprdydor key senior
executives who are best placed to maximise stodenafalue.

For further details on the above schemes please t@fnote 46 Capital Stock in the annual reporthefBank’s parent company,
Bank of Ireland.
Directors’ & Secretary’s interests in savings share in ICS Building Society

As at 31 December 2011 or at date of As at 31 December 2010 or at date of
appointment if applicable appointment if applicable

Directors €000 €000
J Byrne 1 1
J Clifford 102 100
S Mason 1 1

No interests in savings shares in ICS Building 8tycivere held by the following Directors:
N Corcoran, P Flynn, B Kealy, B McConnell and R INé@n.
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25 SEGMENTAL INFORMATION
The Bank’s income and assets are entirely attrildetto mortgage lending activity in the Republidrefand.
26 PENSION COSTS

Bank of Ireland Mortgage Bank is a minority parpiiing employer in the ICS Building Society Penskian. The scheme is a
defined benefit scheme based on final pensionableapd operated for eligible employees of Bankelhd, ICS Building Society
and the Bank.

An independent actuary, on the basis of trienrgalarial reviews, determines the Bank’s contritnsito the ICS scheme. The most
recent full actuarial valuations were performe®htDecember 2011. With effect from 1 October 201 Bank is contributing to
the ICS Plan at a rate of 24.8% of pensionablerisala The net deficit on the scheme as at 31 Dbeer®011 amounted to €9.1
million (31 December 2010: €6.7 million).

Whilst the scheme is a defined benefit schemeastrot identified separately its share of the ugihgy assets and liabilities of the
scheme and hence it is treated as a defined caotitiibscheme in the financial statements of thekBan

Contributions on behalf of the Bank’s employees anted to €124,671 for the year ended 31 DecemhEt 281 December 2010:
€108,417). As at 31 December 2011 the Bank haditetanding amounts to be paid to the scheme (3&rDieer 2010: Nil).

27 RISK MANAGEMENT AND CONTROL
Financial risk management

The Board of Directors approves policies and limitth respect to credit risk, market risk, liquidiisk and operational risk. The
Bank utilises a range of service level agreemeiitis Bank of Ireland Group to support its overaikimanagement and control
processes. The Head of Credit has responsibilitycfedit policy implementation and the Head of Fice has responsibility for
financial risk policy implementation. The Bank atland Group Treasury Unit has responsibility fay-do-day monitoring of
market and liquidity risks. The Compliance and @gienal Risk Unit has responsibility for operatibmiak policy and controls.
The Bank’s risk management and control policies ggmvith Bank of Ireland Group risk management pie, which include
reviews on a regular basis. In addition, Bank afldnd Group control functions (e.g. Credit, Grougtetnal Audit, etc.)
independently review compliance with Bank of IrelaBroup policies as part of their ongoing work re tBank. The general
scheme of risk management, financial and operdtmorerols is designed to safeguard the Bank'stasse

Credit risk

The Bank takes on exposure to credit risk, whictiésrisk that a counterparty can cause a finahass for the Bank by failing to
discharge an obligation. Credit risk is one of thain types of risk to which the Bank’s businesexposed, and is managed
accordingly. Apart from exposures to entities witltiie Bank of Ireland Group, credit exposures gpisecipally from lending to
customers to purchase residential property. The&kBaxposure to credit risk is governed by crediiqy which is approved by the
Board of Directors, and the Bank of Ireland GrougkRPolicy Committee (“GRPC”).

Structure and organisation of the credit risk managment function

The Bank has an established credit risk governdrazaework by which it executes its accountabiliteasd responsibilities in
relation to credit risk management.

The credit risk function of Bank of Ireland Groupa key function responsible for proposing crediiqy to the Board and the
management and safety of lending in accordance approved policies. Underwriting and Credit Managetn/ Collections
activities are centralised within Bank of IrelancoGp.

Lending officers are allocated lending limits aatiog to credit competence, proven judgement, egped and the nature and scale
of lending particular to the Bank. Existing credsik is reviewed periodically and exposures whielmdnstrate adverse trends are
subject to closer supervision and management.

In the Bank, the application of risk ratings is@uatic through the use of risk rating models appab to the facilities at the time
of application and monthly thereafter based orat@unt performance. Performance monitoring andagiament of all risk rating
models is undertaken.

In addition, an independent control unit within Raof Ireland Group, Credit & Market Risk Divisionndertakes periodic reviews
of the appropriateness of the risk rating modeé dre used within the business and evaluates ehétle models are ‘fit for
purpose’ and are compliant under Basel Il requirgme

Bank of Ireland Group Credit Review undertakes quid reviews of the quality and management of ¢radk assets across the
Group, including the Bank.
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27 RISK MANAGEMENT AND CONTROL (continued)
Management of credit risk

The Bank manages limits and controls concentratidregedit risk and structures the levels of creiik it undertakes by placing
limits on the amounts of risk accepted in relatmone borrower or groups of borrowers. Such réslesmonitored appropriately.

Measurement of credit risk

In measuring the credit risk of loans and advaneesistomers, the Bank considers three components:

. the “probability of default” (“PD”) by the client;
. current exposure and its likely future developméwoin which the “exposure at default” (“EaD”) isrded; and
. the likely loss ratio on the defaulted obligatienthe “loss given default” (“‘LGD").

These credit risk measurements which reflect expetiss (the “expected loss model”) are employeth&énBank’s day to day
management of credit.

The Bank assesses the probability of default ofdvegrs using internal rating tools. The use of itredk rating models, which
measure the degree of risk inherent in lendingexiic counterparties, complemented by expert gmdent, is central to credit risk
management within the Bank.

The risk rating system is continuously refined aatidated to ensure that the level of risk incuriedcceptable to the Bank.

The results arising from the risk rating system w@sed in regulatory capital calculation, guidingramic capital allocation and
strategic portfolio management.

Accounts are managed on the basis of performante thbse past due measured by the amount, and murhldestalments in
arrears.

Loan loss provisioning or impairment allowancesuiegd under FRS 26 are based on losses that haveibeurred at the balance
sheet date and requires that there is objectivdeage of impairment and that the loss has beenriedtuThe standard does not
permit the recognition of expected losses, no matie likely these expected losses may appear.

Credit risk mitigation and collateral

The Bank employs a range of policies and practicasitigate credit risk. The most important of thes the initial assessment of
the borrower’s capacity to repay the facility ovke agreed timescale and the taking of securityffads advanced. The Bank
implements guidelines on the acceptability of siieciasses of collateral or credit risk mitigatidn relation to loans and advances
to customers, the principal type of security taleeresidential property.

Security for each account in the Bank’s mortgagefpl@ consists of a first legal charge over resital real estate with supporting
life and fire cover as appropriate. A dedicatedrtémresponsible for the receipt and maintenanceofrity.

The Bank’s requirements around completion, valuatamd management requirements for collateral/sgcaie set out in
appropriate policies and procedures. The Bank'dicresk processes are designed to ensure thagagetcharges are enforceable
at the time the credit agreement is concluded hatimortgage charges are filed on a timely bagis. dbjective of this approach is
to enable the Bank to realise the value of thegotain within a reasonable timeframe, should tlegbime necessary.

The mortgage loan book property values are deteuniny reference to the original or latest propesipations held indexed to the
Residential Property Price Index published by thlemt@l Statistics Office (CSO). This index providég relevant index to be
applied to original market values in the perioceaftanuary 2005. For mortgages originated priatattuary 2005, the Permanent
TSB/ESRI House price index is utilised. The weighéeerage indexed LTV for the total loan book(2% at 31 December 2011.

Impairment criteria and provisions

Impairment provisions are recognised for losses hilage been incurred and/or reported at the balaheet date, details of which
are provided in the tables to this note.

The impairment provision shown in the balance sladahe year end is driven by internal rating gsada addition, individual
significant accounts in default (90 days+) are ssse for impairment and provisioning by evaluatimgincurred loss at the balance
sheet date. The assessment takes account of callldteld (including a reassessment of its enfortiggband anticipated
repayments for each such account.

All credit exposures, either individually or coltaely, are regularly reviewed for objective evidenof impairment. Where such
evidence of impairment exists, the exposure is oredsfor an impairment provision.
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27 RISK MANAGEMENT AND CONTROL (continued)
Impairment criteria and provisions (continued)
Loans with a specific impairment provision attachta them are included as impaired loans.

For financial reporting purposes, loans on the iidasheet that become impaired are written dowthé estimated recoverable
amount. The amount of this write down is takenragygairment charge in the income statement.

Methodology for Individually Assessing Impairment

An individual impairment assessment is performedafoy exposure for which there is objective evideatimpairment and where
the exposure is above an agreed threshold. Theimguamount of the exposure net of the estimatedverable amount (and thus
the specific provision required) is calculated gsindiscounted cashflow analysis. This calculdiesestimated recoverable amount
as the present value of the estimated future dasis f discounted at the exposure’s original effecinterest rate (or the current
effective interest rate for variable rate exposuréke estimated future cash flows include foremagtrincipal and interest payments
(not necessarily contractual amounts due) includingh flows, if any, from the realisation of cadlatl / security held, less
realisation costs.

Methodology for Collectively Assessing Impairment

Where exposures fall below the threshold for indiinl assessment of impairment, such homogenousesgwith similar credit
risk characteristics are pooled and are collegtigsisessed for impairment. A provision is thenwdated by estimating the future
cash flows of a group of exposures that are callelgt evaluated for impairment. This estimation siolers the expected contractual
cash flows of the exposures in a portfolio andhlstorical loss experience for exposures with dradk characteristics similar to
those in the portfolio being assessed. Assumptant parameters used to create the portfolio pmavjsivhich are based on
historical experience (i.e. amount and timing affclows / loss given default), are regularly congplbagainst current experience in
the loan book and current market conditions. Whieege is objective evidence of impairment on aemtie basis, this is reported
as a specific provision in line with individuallgsessed loans.

Methodology for establishing incurred but not repotted (IBNR) provisions

Impairment provisions are also recognised for Isgsa specifically identified but which, experieraed observable data indicate,
are present in the portfolio at the date of assestnThese are described as incurred but not mgp@riovisions. Statistical models
are used to determine the appropriate level of IBNBvisions. These models estimate latent losddaganto account three
observed and / or estimated factors:

« loss emergence rates (based on historic grade tivigrexperience or probability of default);

« the emergence period (historic experience, adjusteéflect the current conditions and the creditnagement model);
and

* loss given default rates (loss and recovery ras@ggLhistorical loan loss experience, adjusted wiag@propriate to reflect
current observable data).

Where there are loan arrears, the account is dadedrto reflect the higher underlying risk. Gradgration and adjusted PD
grades are analysed for inclusion in the loss mdRietent data sets are used in order to capturenturends rather than averaging
over a period which might include earlier and Issgssed points in the credit cycle. The emerggeeiod is calculated using
historical loan loss experience. Given the curexgnomic environment the emergence periods arestedjuo reflect the more
intensive credit management model in place, whérgunerable portfolios are reviewed on a shortemgcle. The loss given
default (LGD) is calculated using historical loasd experience and is adjusted where appropriaa@ty management’s credit
expertise to reflect current observable data (idiclg an assessment of the deterioration in thegutgsector, discounted collateral
values, rising unemployment and reduced repaymesipgcts, etc) model in place, where all vulnerglolgfolios are reviewed on
a shortened cycle.
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27 RISK MANAGEMENT AND CONTROL (continued)

Impairment criteria and provisions (continued)

For the period

For the year ended 1 April 2010to
Impairment charge by nature of impairment provision 31 December 2011 31 December 2010
€000 €000
Specific provisions - individually assessed 69,017 62,659
Specific provisions - collectively assessed 83,704 98,833
Incurred but not reported 142,708 63,226
295,429 224,718
Impairment provision by nature of impairment provision As at As at
31 December 2011 31 December 2011
€000 €000
Specific provisions - individually assessed 175,491 106,575
Specific provisions - collectively assessed 246,213 159,223
Incurred but not reported 293,617 151,531
715,321 417,329

Asset quality

The Bank classifies loans and advances to custoaseiseither past due nor impaired’, ‘past duermitimpaired’ and ‘impaired’
in line with the requirements of FRS 26.

The Bank applies internal ratings to loans base@mmssessment of the credit quality of the custoa® part of its credit risk
management system. A seven point credit gradegratale is used for mortgages. This credit scadeahdefined relationship with

the Group’s Probability of Default (PD) scale.
‘Neither past due nor impaired’ ratings are sumegtias set out below:

* high quality ratings apply to loans to customerihwhom the Bank has an excellent repayment egpee. High quality
ratings are derived from grades 1 and 2 on therspoint grade scale;

« satisfactory quality ratings apply to good qualitans that are performing as expected. Satisfacjasfity ratings are
derived from grade 3 on the seven point gradedtfition, satisfactory quality ratings can also gppl certain temporary
and permanent mortgage restructuring arrangemieait@te neither past due nor impaired,;

e acceptable quality ratings apply to loans to custsmvith increased risk profiles that are subjeatloser monitoring and
scrutiny by lenders with the objective of managiisl and moving accounts to an improved rating gaite. Acceptable
quality ratings are derived from grade 4 outstagsliwithin the seven point scale . In addition, ataele quality ratings
can also apply to certain temporary mortgage restring arrangements that are neither past duanmmaired.

Maximum exposure to credit risk before collateral feld or other credit enhancements

Maximum Exposure

As at As at

31 December 201 31 December 201

€000 €000
Loans and advances to banks 19,493,552 18,469,538
Loans and advances to customers 20,105,635 20,498,450
Derivative financial instruments 417,973 369,745
Commitments 718,858 782,100

Total 40,736,01 40,119,83

The above table represents a worst case scenariedif risk exposure to the Bank, without takirg@unt of any collateral held or
other credit enhancements attached. The exposetresitsabove are based on net carrying amount®fmeovisions, as reported in
the balance sheet, adjusted for deferred acquisitists.

In the table above, the loans and advances to roestorelate to residential mortgages. The loans amwdnces to banks and
derivative financial instruments relate to Bankrefand Group entities.

40



BANK OF IRELAND MORTGAGE BANK

NOTES TO THE FINANCIAL STATEMENTS (continued)

27 RISK MANAGEMENT AND CONTROL (continued)

Loans and advances

Loans and advances to banks (note 11) and loanaduahces to customers (note 12) are the mainedagdinancial assets that the
Bank is exposed to from a credit risk perspecties tables below provide further details in relatio these loans and advances.

Loans and advances to customers

0] Loans and advances to customers neither imgaioe past due
As at As at
31 December 201 31 December 201
€000 €000
High quality 17,169,981 18,124,635
Satisfactory quality 177,908 156,753
Acceptable Quality 760,535 9246t
Total 18,108,424 19,206,050
(ii) Loans and advances to customers past duediumpaired
As at As at
31 December 201 31 December 201
€000 €000
Past due 1 - 29 days 443,271 330,985
Past due 30 - 59 days 296,695 182,561
Past due 60- 89 days 206,945 111,329
Past due greater than 90 days 964,118 557,326
Total 1,911,029 1,182,201

Loans and advances where balances are in arreacsmrsidered impaired unless information is avilab suggest that the Bank is
unlikely to incur a loss. This decision is deteredrby such factors as the financial circumstan€éseoborrower and an assessment
of their ability to address the arrears.

(i) Loans and advances to customers impairedruais
As at As at
31 December 201 31 December 201
€000 €000
Impaired balances 920,589 624,517

Arrears on impaired loans as a % of the impairdldrnzas amounts to 7.2% (31 December 2010: 5.6%pl foovisions as a
percentage of impaired balances amounts to 77.720D@ember 2010: 66.8%). The level of accountsnfalinto arrears is
increasing and is being actively managed by the&kBan

Loans and advances to customers reduced by 0.3%%3omillion, from €21.0 billion at 31 December 20tb €20.9 billion at 31
December 2011 due to principal repayments and naegetand for new mortgages. ‘Impaired’ loans inaedasom €0.6 billion or
3% of Loans and advances to customers at 31 Decedi® to €0.9 billion or 4% at 31 December 20¥flecting increasing
default arrears (90 days or more past due), péatigun the buy to let segments. In the owner @ied segment, this increase is
primarily attributed to the general economic downtin Ireland and affordability issues includingdlifey disposable incomes and
continued high unemployment levels. In the buletsegment, while there has been some stabilisatioents in 2011, overall rent
levels are significantly down on peak and buy toderrowers are increasingly impacted by risingasgpents as interest only
periods come to an end, which particularly impactefault arrears in the second half of the year.

Loans and advances to customers classified ag githgt due but not impaired’ or ‘impaired’” amoutht® €2.8 billion or 14% of
the Bank’s loan book at 31 December 2011 compaveélt8 billion or 9% at 31 December 2010 reflectingreasing default
arrears (90 days or more past due) in the ownarmed and particularly in the buy to let segments.

The impairment charge on the mortgage loan bookrbamined elevated during the year ended 31 Dece@iliEl reflecting
increasing default arrears (90 days or more pasy, diuthe owner occupied and particularly in thy o let segments. This increase
is primarily attributed to the general economic dtwvn in Ireland with high unemployment levels, ludting affordability issues
and falling disposable income.
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Loans and advances to customers (continued)

The impairment charge in the year ended 31 Dece2b&0 included an amount of approximately €80 onillito reflect a change
in the Bank’s assumption of the expected peakaogin decline in residential property prices from¥&® 55% in the impairment
provisioning models for mortgages.

Loans and advances to banks

For both the year ended 31 December 2011 and peniddd 31 December 2010, all loans and advandasntiks were performing
fully in line with their terms with no amounts pakte. These balances relate to receivables frork Bhlmeland Group entities.

Derivative financial instruments

Derivative contracts are only entered into with mewparties who are considered reputable and heee approved by the Board of
Directors in conjunction with recommendations by Bank of Ireland Group Risk Policy Committee. Ehare no amounts past due or
impaired as at 31 December 2011 (31 December 20d00:

Repossessed collateral

As at 31 December 2011, the Bank had 106 propdrtipessession (31 December 2010: 45 propertiBgpossessed property is
sold as soon as practicable, with the proceedstosediuce indebtedness. The value of these piepés as follows:

As at As at

31 December 201 31 December 201

€000 €000

Residential mortgages 10,241 7,569

Concentration of risks of financial assets with crdit risk exposure
0] Geographical sectors

The table below breaks down the Bank’s main cregjfosure for loans and advances to customers iatcdreying amounts, as
categorised by geographical region. For this tahkeBank has allocated exposures based on thiolocd the asset.

As at As at
31 December 201 31 December 201
€000 €000
Loans and advances to customers
- Dublin 6,702,358 6,677,719
- Rest of Ireland 14,237,684 14,335,050
Total 20,940,042 21,012,769
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Concentration of risks of financial assets with crdit risk exposure (continued)
(ii) Industry Sectors

All loans and advances to banks and derivativenfifed instruments are categorised as financialtasé®ans and advances to
customers are all categorised as Personal (regtlemdrtgages).

Market risk

Market risk is the potential adverse change iniegsor the value of net worth arising from movetsdn interest rates, exchange
rates or other market prices. The Bank has addht&&roup’s policy on market risk and the Bank pties with this policy. The
management of market risk in the Bank is governg@#&nk of Ireland Group policy, approved by the BarBoard of Directors
and the Group Risk Policy Committee (“GRPC"). sltai policy requirement that interest rate basksargsing from customer-facing
businesses such as the Bank is transferred, byoWayernal economic hedging arrangements, to Bafnlkeland Global Markets
(“BolGM").

The current interest rate risk strategy aims tovigi® the Bank with protection against material adeechanges in interest and
related funding rates by undertaking controlled agment of the interest rate structure in the Bamkbrtgage and funding

products. The strategy operates within limits setthe Board of Directors. The Bank has a formalicttire for managing risk,

including established risk limits, reporting linesandates and other control procedures.

Market risk in the Bank arises on both sides oftihkance sheet — on the asset side of the baltweet through fixed-rate lending
and on the liability side of the balance sheetubtothe issue of fixed rate Asset Covered Secarifibe proceeds from the issue of
securities are placed on deposit with Bank of tréla

At 31 December 2011, the Bank had €3.96 billiofixafd-rate lending, where the rate is typicallyéiikfor periods of 1 to 3 years
(31 December 2010: €3.95 bhillion). The interese rakposure of the Bank relating to its Irish restiéd lending denominated in
euro is managed through maturity matched borroviog BolGM and has no material sensitivity to chesdn interest rates. The
Bank does not enter into any trading positionslzmino material sensitivity to changes in interatss.

At 31 December 2011 the Bank had €12.22 billiom{imal) in issued Asset Covered Securities. €5.9ibbiof the issued Asset
Covered Securities is typically fixed for periodsboyears or more (31 December 2010: €6.02 bil{imominal)) and the remaining
€6.25 billion have an interest rate that resetstqug (31 December 2010: €4.20 billion (nominal))terest rate exposure on the
underlying pool of mortgages supporting Asset Cedle®ecurities issued is managed using macro intetesswaps.

In the case of the Pool Interest Rate Contracs,itha cover assets hedge contract for the purddbe Asset Covered Securities
Act, 2001 to 2007. Under the Pool Interest Ratatfa@t, on a monthly basis the Bank pays to BolGMaaount related to a
weighted average basket interest rate, determipiedfbrence to interest rates payable on the reSaldoans held by the Bank and
which are included in the Pool on the relevant daitea notional amount equal to the principal am@unstanding of those loans on
the relevant date less a spread related to the @sitepmargin on the underlying mortgage loans.ettum, on a monthly basis,
BolGM pays to the Bank interest on that notionabant at one month EURIBOR. The non-pool interet cantract is structured
and operates on a similar basis to the pool inteats contract. These macro interest rate swapsegmed traded derivatives (see
note 15) and do not qualify for hedge accounting.

With respect to Asset Covered Securities, BolGMspatyder that cover assets hedge contract an amelated to the fixed interest
rate payable on the relevant Asset Covered Seesigth a notional amount equal to the principal athoutstanding of the relevant
Asset Covered Securities and on a semi-annual anteply basis the Bank pays to BoIGM an amounttedldo six month or three
month EURIBOR (whichever is relevant) on that noéibamount.

The Bank enters into interest rate swaps to heldgeanterest rate exposure on its fixed rate Morgagvered Securities in issue.
The majority of these swaps and related fixed ktetgage Covered Securities qualify for fair valuedge accounting treatment.
At 31 December 2011, the nominal value of swapdifyirey for hedge accounting is €5.90 billion (3le€ember 2010: €6.00
billion) as set out in note 15.

The Bank measures its interest rate risk in terinthe sensitivity of its fixed assets and fixedbiidies, in Net Present Value
(“NPV") terms, to a 1% parallel shift in the yietdirve. The Bank is required to ensure that thisisigity remains within a low
operational hedging limit at 31 December 2011. AtC&cember 2011, the Bank's exposure to a pard¥elupward shift in the
euro yield curve was €8,079 (31 December 2010:16%), with an average of €62,658 for the year erle®ecember 2011 (31
December 2010: €27,528).

Currency risk

The Bank is not exposed to currency risk as adlrfrial assets and liabilities are denominated in.eu
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27 RISK MANAGEMENT AND CONTROL (continued)
Liquidity risk

Liquidity risk is the risk that a credit institutiowill experience difficulty in financing its asseand meeting its contractual payment
obligations, or will only be able to do so at salngially above the prevailing market cost of fundsjuidity distress is almost
invariably associated with a severe deterioratiofiriancial performance, but it can also resulhfranexpected adverse events or
systemic difficulties. The Bank has in place a nsknagement framework to manage that risk.

The Bank’s Board of Directors has approved a fugdgiolicy for the business that permits funding thia use of asset covered
securities, residential Mortgage Backed Promis$twte programmes and borrowing from the Bank ofainel Group. Changes to
the funding policy require the prior approval oétBoard of Directors of the Bank and must be in pience with the Bank of
Ireland Group policy.

It is the Bank’s policy to ensure that resources ar all times available to meet the Bank’s oblas arising from mortgage
products, asset covered securities, capital anehresexpenditure. The day to day management aflligs the responsibility of a
dedicated team within the Bank.

The Bank uses a cash flow liquidity reporting tadlich provides daily liquidity risk information tyesignated cash flow buckets to
management. The system captures the cash flowslfath balance sheet and off-balance sheet traosactin the case of specific
products such as mortgage repayments and off-talsimeet commitments the Bank applies behavioujabewents to reflect the

Bank’s experience of these cash flows based ooridat trends. These adjustments are subjectviewe

The Bank is also required to report regularly sopairent, Bank of Ireland, all relevant balanceeshad off balance sheet items to
ensure compliance with Group liquidity procedures.

The Bank meets its day to day residual funding irequents through borrowing facilities in place wBloIGM. While the Bank
raises a significant level of its funding from tBank of Ireland Group, the Bank has the capabibitfund outside the Bank of
Ireland Group if required.

The Bank changed its funding model in 2010 from oramth funding to the expected life funding modéie new model is based
on funding for the expected life of the mortgageeas

The tables below analyse liabilities into relevengturity groupings based on the remaining periothatbalance sheet date to the
contractual maturity date. In line with the requients of FRS 29, the liabilities table below shagwscipal balances and
undiscounted interest cash flows over the life & tiabilities and so the totals will not agreeedity to the balance sheet. It
excludes non cash items such as fair value adjusgne

As at 31 December 2011 After After
3 months 1 yeal
Within but within ~ but within After

Liabilities Demanc 3 months 1 yeat 5 years 5 year: Total
€000 €000 €000 €000 €000 €000
Deposits by banks - 54825 1,121,320 2,158,516 21,540,37380,232,79!
Debt securities in issue - 533,858 1,504,225 10,644,455 667 13,340,19'
Subordinated debt - 4,353 13,156 223,939 268, 451,61
Commitments 718,858 - - - 718,85:

Total liabilities

718,85¢  5,950,79:

2,638,700 13,026,91( 22,408,20¢ 44,743,46:

As at 31 December 2010 After After
3 months 1 yeal
Within  but within  but within After

Liabilities Demanc 3 months 1 yeat 5 years 5 year: Total

€000 €000 €000 €000 €000 €000
Deposits by banks - 3,841,996 746,231 2,551,154 19,866,626,806,010
Debt securities in issue - 3,640,372 1,736,124 8,21,031,280,029 14,928,564
Subordinated debt - 1,103 3,368 257,104 73,353 334,928
Commitments 782,100 - - - 782,100
Total liabilities 782,10( 7,483,471, 2,485,72° 11,080,29 21,020,01 42,851,60
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27 RISK MANAGEMENT AND CONTROL (continued)
Liquidity risk (continued)

Cash raised on the issue of debt securities ieglac deposit with Bank of Ireland on terms simitathe terms of the securities.
Hence the debt securities in issue cash flows abdllebe offset by cash flows arising on these d#t® Deposits by banks
represent intergroup funding provided by the Bamldsent, Bank of Ireland.

The tables below analyse cash flows on derivativantial instruments into relevant maturity groigsrbased on the remaining
period at the balance sheet date to the contractatlrity date. Cash flows associated with denestiare undiscounted cash flows
anticipated over the life of the derivatives basadkexpected interest rates at year end. Derivatigd flows are included for the pay
and receive legs of net settled contracts with thegéair values.

As at 31 December 2011 After After
3 months 1 yeal
Within but within  but within After
3 months 1 yeat 5 years 5 year: Total
€000 €00C €000 €'00C €000
Net cash outflows on derivative financial
instrument 6,75¢ 19,12¢ 26,78¢ 1,01¢ 53,686
As at 31 December 2010 After After
3 months 1 yeal
Within but within ~ but within After
3 months 1 yeat 5 years 5 years Total
€000 €00C €000 €00C €000

Net cash outflows on derivative financial
instrument 8,85: 21,50: 18,37¢ 71z 49,44

Operational risk

Operational risk is the risk that human error, syst failure, and inadequate controls or procedwiksesult in unexpected loss.
The Bank operates systems of risk identificati@seasment and monitoring designed to ensure tleaatiqgmal risk management is
consistent with the approach, aims and strategidsgof the Bank and the Bank of Ireland Group. Baek manages operational
risk through accountable executives monitored ey@ompliance and Operational Risk Unit and the BaRksk Committee. In
addition, there is oversight by the Bank of Irelddbup Regulatory, Compliance and Operational Risknmittee, supported by
the Group Operational Risk function. Potentiak isxposures are assessed on a regular basis armpagie controls are put in
place or adapted as considered necessary. Retaptfiat operational risk cannot be entirely eliated the Bank implements risk
mitigation controls including fraud prevention, tiogency planning and incident management. Thitesyy is further supported
by risk transfer mechanisms such as insurance endygsropriate.

Regulatory risk

Regulatory risk arises from a failure to complyhwibe laws, regulations or codes applicable tdrisk financial services industry.
Non-compliance would have adverse reputational icafibns and could lead to fines, public reprimaretsforced suspension of
operations or, in extreme cases, withdrawal of aightion to operate.

Regulatory risk and compliance risk in the Baakmanaged in accordance with Bank of Ireland Grpajicy which has been
adopted by the Board of the Bank. This requiresctiveluct of business in accordance with applicedg@lations and an awareness
of regulatory risk by all employees.

The effective management of regulatory compliasciaé responsibility of each manager in the Bartkarfoverall level, the Bank

reassesses its regulatory risk profile on a regoesis, monitors compliance and reports findingsh® Board of Directors and
separately to the Bank of Ireland Group Regulatany Operational Risk function.
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27 RISK MANAGEMENT AND CONTROL (continued)
Capital management

The objectives of the Bank’s capital managementpalre to at all times comply with regulatory daprequirements and to ensure
that the Bank has sufficient capital to cover tis&s of its business and support its strategy. ddpital adequacy requirements set
by the Central Bank are used by the Bank as this Fasits capital management. These requiremesita §oor under which capital
levels must not fall. The Group is committed to mbain sufficient capital to ensure that even unsteessed conditions these
requirements are met.

The Bank’s capital includes the Bank’s shareholdfensds (subject to regulatory adjustments) togethih dated subordinated
debt. Regulatory capital requirements are deterthing risk asset levels. The Bank meets its objestiin terms of capital
management through the holding of capital ratiasvatthe minimum levels set by the Financial Regulat

Capital strategy is integrated into the overallibesss strategy of the Bank and the Bank of Irel@anaup.

During 2011 and 2010, the Bank complied with atkexally required capital requirements.

28 FAIR VALUES OF FINANCIAL ASSETS AND FINANCIAL LI ABILITIES

The following table represents the carrying amaunrd the fair value of financial assets and findrailities of the Bank.

As at 31 December 2011 As at 31 December 2010
Carrying Carrying
amount Fair values amount Fair values

€000 €000 €000 €000
Assets
Loans and advances to banks () 19,493,552 19,625,984 18,469,538 18,644,557
Loans and advances to customers (2) 20,224,722 16,825,989 20,595,439 18,947,804
Derivative financial instruments (5) 417,973 417,973 369,745 369,745
Liabilities
Deposits by banks 3) (26,528,738) (26,528,738) (24,368,776) (24,368,776)
Debt securities in issue 4 (12,606,313) (10,397,959) (14,130,709) (13,158,534)
Derivative financial instruments (5) (49,869) (49,869) (46,523) (46,523)
Subordinated Liabilities 4 (403,261) (304,049) (312,665) (312,665)

The following notes summarise the methods and assons used in estimating the fair values of firiahinstruments shown
above.

Q) Loans and advances to banks

The Bank places funds with Bank of Ireland. Sevdifiérent techniques are employed, as consideppdogriate, in estimating the
fair value of loans and advances. The carrying arnofivariable rate loans is considered to be akatavalue. The fair value of
fixed rate loans is calculated by discounting expecash flows using market rates where practicasleates currently offered by
other financial institutions with similar charadgtics.

) Loans and advances to customers
Loans and advances are carried net of provisianisnfoairment. The fair value of both fixed and adlie rate loans and advances to
customers is estimated using valuation techniqueshainclude:
« the discounting of estimated future cash flowsustent market rates, incorporating the impact ofexnt credit spreads
and margins. The fair value reflects both loan impants at the balance sheet date and estimatedif losses over the
life of the loans; and
¢ recent arm’s length transactions in similar assets.

3) Deposits by banks
The carrying amount of variable rate deposits iss@ered to be at market value.

4) Debt securities in issue and subordinated debt

The fair values of these instruments are calculatsid on quoted market prices where availabletHese notes where quoted
market prices are not available, a discounted ftashmodel is used based on a current yield cupfapriate to the Group for the
remaining term to maturity. The yield curve usecbiporates the effect of changes in the Group’s onedit spread.

(5) Derivative financial instruments
The carrying value and fair value of interest ratatracts represents amounts accrued and their fd@avalue at the balance sheet
date. The fair value is based on the discounteddutash flows of these contracts.
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28 FAIR VALUES OF FINANCIAL ASSETS AND FINANCIAL LI ABILITIES (continued)

Fair value hierarchy

The table below shows the Bank’s financial assetsliabilities that are recognised and subsequenégisured in the balance sheet
at fair value and their classification within trerfvaluation hierarchy. All are classified as LieReThe bank has no financial assets
and liabilities classified as Level 1 or Level 3.

Fair value hierarchy Level 2 As at 31 December 2011 As at 31 December 2010
€000 €000

Financial assets held at fair valu

Derivative financial instruments 417,973 369,745

Total financial assets held at fair value 417,97: 369,74!

Financial liabilities held at fair value

Derivative financial instruments 49,869 46,523
Total financial liabilities held at fair value 49,86¢ 46,520

Level 1 comprises financial assets and liabiliteied using quoted market prices in active marké{s active market is one in
which transactions occur with sufficient volume dretjuency to provide pricing information on an oimg basis.

Level 2 comprises financial assets and liabilitiakied using techniques based significantly on ofagde market data.
Level 3 comprises financial assets and liabilitiakied using techniques using non-observable makat Non-observable market

data is not readily available in an active marke¢ tb market illiquidity or complexity of the prociu These inputs are generally
determined based on observable inputs of a simélture, historic observations on the level of tiput or analytical techniques.

29 COMMITMENTS

At 31 December 2011 the Bank has €719 million gfraped mortgage loan applications that as at 3keBéer 2011 had not been
drawn downUndrawn mortgage loan applications at 31 DecemB&0 Zalculated on the same basis were €782 million.

30 RELATED PARTY TRANSACTIONS

The Bank’s immediate and ultimate parent underthiénthe Bank of Ireland, a company incorporateddyal charter in Ireland.
Group accounts are available at Bank of IrelandydHeffice, Mespil Road, Dublin 4.

@ Irish Government

The Irish Government, through both the Bank’s papétion in the Government Guarantee Schemes ancettapitalisation of the
Bank of Ireland Group through the National Pensf@mserve Fund Commission (NPRFC) became a relatiy gfathe Bank. For
further details on Guarantee Schemes see notelw8ihdxthe year ended 31 December 2011, the Statejsortionate holding of the
ordinary stock of Bank of Ireland reduced signifittg following the 8 July 2011 rights issue, thétlfor equity and cash offers and
in particular the sale by the State of a significanmber of units of ordinary stock in Bank of &etl to a group of institutional
investors and fund managers.

As aresult, at 31 December 2011 the State helddB#e ordinary stock of Bank of Ireland (31 Ded®m2010: 36%).

(b) Transactions with Directors and Key ManagemenPersonnel

The following information is presented in accordamdth the Companies Act 1990 (as amended by thep@aies Amendment Act
2009).

For the purposes of the Companies Act disclostBisectors” means the Board of Directors of the Baany past Directors who
were Directors during the relevant period and Daecof the parent company, Bank of Ireland.

Directors’ emoluments and details of compensatiaid o key management personnel are provided wittignote.
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30 RELATED PARTY TRANSACTIONS (continued)
(b) Transactions with Directors and Key ManagemenPersonnel (continued)
0] Loans to Directors - Companies Acts Disclosuge
Aggregate maximum
amount outstanding
Balance as at Balance as at during the year endéd
1 January 201:* 31 December 201* 31 December 201
€000 €000 €000
Directors at 31 December 2011
J Byrne
Mortgages total 517 495 517
N Corcoran
Mortgages total 527 515 527
P Flynn
Mortgages total 663 634 662
B Kealy
Mortgages total* 406 499 507
S Mason
Mortgages total 1,398 1,399 1,400

Directors no longer in office at 31 December 2011
B Nevin
Mortgages total 350 345 350

J Clifford, M Davis, M Finan, J Martin, B McConngM Meagher and R Milliken had no loans with thenBaluring the year ended
31 December 2011.
Aggregate maximum
amount outstanding
during the period

Balance as at Balance as at 1 April 2010 fo
1 April 2010* 31 December 201* 31 December 201
€000 €000 €000
Directors at 31 December 2010
J Byrne
Mortgages total 533 517 533
P Flynn
Mortgages total 682 663 683
B Kealy
Mortgages total* 411 406 412
B Nevin
Mortgages total 214 350 565

J Clifford, M Davis, M Finan, J Martin and M Meaghead no loans with the Bank in the nine monthgakended 31 December
2010.

*a portion of the mortgage total is on a preferangtaff rate.
! Balances include principal and interest.

2 The maximum amount outstanding was calculatedgusia highest balance on each account. While thémoen amounts do not
include interest accrued, interest accrued anddstgaid is included in the closing balances.

N Restated.
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30 RELATED PARTY TRANSACTIONS (continued)
(b) Transactions with Directors and Key ManagemenPersonnel (continued)
(ii) Loans to Directors of parent company
Aggregate maximum
amount outstanding
Balance as at Balance as at during the year ended’
1 January 201: 31 December 201 31 December 201
€000 €000 €000

Directors of parent company at 31 December 2011

R Boucher
Mortgages Total 206 176 206
J Kennedy
Mortgages Total 425 300 425
P Kennedy
Mortgages Total 4,211 4,211 4,211

Directors of parent company no longer in office aB1 December 2011

D Crowley

Mortgages Total 496 542 575
P Haran

Mortgages Total 105 89 105
H McSharry

Mortgages Total 92 - 92

P Butler, T Considine, D Donovan, D Holt, R HynBsviolloy, P Mullvhill, J O’'Donovan, P O’Sullivan dnJ Walsh had no loans
with the Bank during the year ended 31 Decembef 201
Aggregate maximum
amount outstanding
during the period

Balance as at Balance as at 1 April 2010 to
1 April 2010 31 December 201 31 December 201
€000 €000 €000

Directors of parent company at 31 December 2010

R Boucher

Mortgages Total 228 206 228
D Crowley

Mortgages Total 604 496 604
P Haran

Mortgages Total 116 105 116
J Kennedy

Mortgages Total 549 425 550
P Kennedy

Mortgages Total 4,031 4,211 4,211
H McSharry

Mortgages Total 113 92 113

Directors of parent company no longer in office aB1 December 2010

D McCourt
Mortgages Total 347 348 348

! Balances include principal and interest.

2 The maximum amount outstanding was calculatedgusia highest balance on each account. While thémoen amounts do not
include interest accrued, interest accrued anddstgaid is included in the closing balances.
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30 RELATED PARTY TRANSACTIONS (continued)
(b) Transactions with Directors and Key ManagemenPersonnel (continued)
(ii) Loans to Directors of parent company (contined)

T Considine, D Donovan, D Holt, R Hynes, P MolldyNeill, J O’'Donovan, P O’Sullivan and J Walsh heaalloans with the Bank
during the period ended 31 December 2010.

There are no specific provisions or expenses ipa&if any failure or anticipated failure to refay of the above loans or interest
thereon. There is no interest which having fallae dn the above loans has not been paid.

Other than as indicated, all loans to Directorsmaagle in the ordinary course of business on sutisiigrthe same terms, including
interest rates and collateral, as those prevadirtge time for similar transactions with othergmers unconnected with the Bank and
of similar financial standing and do not involve maohan the normal risk of collectability.

Loans relate to mortgages secured on residentiglepty.

(i) Loans to connected persorisand Central Bank licence condition disclosures

All loans to Connected Persons are made in thenargicourse of business on substantially the samme, including interest rates
and collateral, as those prevailing at the timesfonilar transactions with other persons and damailve more than the normal risk
of collectability.

Under its banking licence, the Bank is requireditzlose in its annual audited financial statemeetsils of:

(a) the aggregate amount of lending to all conmkptsons, as defined in Section 26 of the Compakie 1990; and
(b) the aggregate maximum amount outstanding duhiegeriod for which those financial statementskaing prepared.

Disclosure is subject to certail® minimisexemptions and to exemptions for loans relatingriocipal private residences where the
total of such loans to an individual connected perdoes not exceed €1 million.

The following information is presented in accordaméth this licence condition:

2011 Aggregate maximum Maximum
Connected person amount outstanding Number number of persons
of the following Balance as at during the year ended of persons as at  during the year endéd
Director 31 December 2011 31 December 20141 31 December 2011 31 December 2011
€000 €000 €000
Persons connected to
P Flynn 91 102 1 1
Aggregate maximum
2010 amount outstanding Maximum
Connected person during the period Number number of persons
of the following Balance as at 1 April 2010 to of persons as at  during the year ended
Director 31 December 2018 31 December 2019 31 December 2010 31 December 2G11
€000 €000 €000

Persons connected to
P Flynn” 102 110 1 1

+ Connected persons of Directors are defined byti®@226 of the Companies Act 1990 as the Directspsuse, parent, brother,
sister, child, a trustee where the beneficiarieshef trust are the director, his spouse, childrenaocompany which the Director
controls, or a company controlled by the directoagerson in partnership within the meaning of Batnership Act 1890.

! Balances include principal and interest.

2 The maximum amount outstanding was calculatedgusie highest balance on each account. While thénmuan amounts do not
include interest accrued, interest accrued anddstgaid is included in the closing balances.

" Restated.
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30 RELATED PARTY TRANSACTIONS (continued)
(b) Transactions with Directors and Key ManagemenPersonnel (continued)
(iv) Key management personnel (“KMP”) - loans

The following information is prepared in accordamith FRS 8: Related party disclosures.

For the purposes of FRS 8: Related Party Discleskey management personnel (‘KMP") comprise the®ors of the Bank and
key management personnel (“Head of Mortgage Credifey management personnel also comprise KMP@foarent company,
Bank of Ireland.

Key management personnel including Directors hotdtgages with the Bank in the ordinary course cfibess. All loans to Non-

Executive Directors are made in the ordinary cowfdausiness on normal commercial terms. Loanseiorkanagement personnel
other than Non-Executive Directors are made ongesimilar to those available to staff generally &wod in the ordinary course of
business on normal commercial terms.

The aggregate amounts outstanding, in respect lofoahs, quasi-loans and credit transactions betwthe Bank, its key
management personnel, as defined above, includiegbars of their close families and entities infiecesh by them, and key
management personnel of the parent Bank of Irelaredshown in the table below.

Aggregate
FRS 8 Disclosures maximum
amounts
outstanding Number of Number of
Balance as at Balance as at during the KMP as at KMP as at
1 January ' 31 December year ended’ 1January 31 December
2011 2011 31 December 2011 2010 2011
2011 €000 €000 €000
Key Management Personnel
Loans 9,102 10,121 10,547 15 17
Aggregate
maximum
amounts
outstanding Number of Number of
Balance as at Balance as at during the KMP as at KMP as at
1 April 31 December period ended’ 1 April 31 December
2010 2010 31 December 2010 2010 2010
201¢ €000 €000 €000
Key Management Personnel
Loans 6,706 9,102 10,190 16 15

! Balances include principal and interest.

2 The maximum amount outstanding during the yeaalsulated using the highest balance on each atc®he highest maximum
outstanding liability in respect of a loan or magg during the year ended 31 December 2011 forremgber of key management
personnel and their close family did not excee@ ®illion (31 December 2010: €4.2 million). Whileet maximum amounts do not
include interest accrued, interest accrued is dedlin the closing balance.

Loans relate to mortgages secured on residentiglepty.

Included in the above FRS 8 loan disclosure aradaa key management personnel on preferential sitds amounting to
€125,000 (31 December 2010: €136,000).

There are no specific provisions in respect of failyre or anticipated failure to repay any of #higove loans or interest thereon.
There is no interest which having fallen due onaheve loans has not been paid.

There are no guarantees entered into by the Bafdwour of KMP of the Bank and no guarantees irofavof the Bank have been
entered into by the KMP of the Bank.
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30 RELATED PARTY TRANSACTIONS (continued)

(b) Transactions with Directors and Key ManagemenPersonnel (continued)
(v) Directors’ remuneration

For the period
For the year ende 1 April 2010 tc
31 December 201 31 December 201
€000 €000
Fees 115 83
Other emoluments* 260 171
Total remuneration 375 254

* No other fees or bonuses were paid to directarind the year ended 31 December 2011 or the perided 31 December 2010.
The Bank has availed of the exemption under FR8t&xdisclose the KMP remuneration.
31 GOVERNMENT GUARANTEE SCHEME

Credit Institutions (Financial Support) Scheme 2008
Under this scheme, the Irish Government guaram@esdant deposits and debt securities raised bl rovered institutions.

The Credit Institutions (Financial Support) Sche2808 (the CIFS Scheme) expired on 29 September. FairGthe year ended 31
December 2011 the Bank has no fees charged unel&@IBS scheme (€2.1 million for the period endedatember 2010).

Credit Institutions (Eligible Liabilities Guarantee) Scheme
Effective 11 January 2010, the Bank was acceptamltire Irish Government’s Eligible Liabilities Gaautee Scheme (the ELG
Scheme).

The purpose of the ELG Scheme was to update ariseréive guarantee under the CIFS Scheme. The Ehé&rse provides a
guarantee for relevant customer deposits and peeviigxibility to issue certain debt securitieboth unguaranteed and guaranteed
form (up to a maximum maturity of 5 years).

Eligible liabilities include:

. deposits to the extent not covered by deposit ptiote schemes in Ireland or any other jurisdiction;

. senior unsecured certificates of deposit;

. senior unsecured commercial paper;

. other senior unsecured bonds and notes; and

. other forms of senior unsecured debt which maypeeified by the Minister, consistent with EU Statd rules and the

EU Commission’s Banking Communication, and subjegirior consultation with the EU Commission.

Dated subordinated debt and covered bonds areuasaigteed under the ELG Scheme.

The Irish Government has extended the ELG schema fiarther period of one year to 31 December 20h2. extension is subject
to EU state aid approval every six months, whichthis maximum period permitted for such approval emnthe European
Commission’s policy on guarantee schemes in thanfital sector. The EU Commission has approved xtension to 30 June
2012. Debt securities and deposits issued undeELi& scheme prior to 30 June 2012 will be coverednaturity, subject to a
maximum maturity of five years.

An approval by the EU Commission of a further esten of the ELG scheme to 31 December 2012 wouklmenthat debt
securities and deposits issued under the ELG scipeimeto 31 December 2012 would be covered uhédr tmaturity, subject to a
maximum term of five years.

The Bank had no eligible liabilities under the soleeand therefore has no charge in the financitdrsient for the year ended to 31
December 2011 or the period ended 31 December 2010.
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32 SIGNIFICANT EVENTS

During the year ended 31 December 2011, Moody'sstor Services downgraded the long term ratingshercovered bonds
issued by the Bank to Baa3. In addition, the Bamkomger seeks a rating for the covered bonds ftandard & Poor’s.

The downgrade has impacted the Bank's contingelttecal with the Mortgage Backed Promissory Notegsamme no longer
eligible for use with the European Central Bank GH). However the Bank utilised during the year tinederlying security
released to increase availability under the Assste@d Bond programme which remains eligible wlith ECB.

31 December 201 31 December 201
Rating Agency
Standard & Poor’s - AA+
Moody’s Investor Services Baa3 Al

33 POST BALANCE SHEET EVENTS

The Bank entered into a framework agreement oneturary 2012 with the Central Bank of Ireland (f@al Bank”) under which
the Bank may issue mortgage backed promissory rtotéee Central Bank to the value of €2.4 billiggamst which the Bank has
received €615 million in liquidity funding. Thesélmations are secured by way of a first floatifguge over all the Banks right,
title, interest and benefit, present and futuranud to certain mortgages and related loans forparg of a mortgage pool and the
benefit of all related security. The deed of flagtcharge (“Deed of Charge”) contains a provisidresby during the subsistence
of the security constituted by the Deed of Chaagleerwise than with the prior written consent af @entral Bank, the Bank shall:

(@ not create or attempt to create or permit to asrsgubsist any encumbrance on or over the propbdyged under the Deed
of Charge or any part thereof; or

(b) not, otherwise than in the ordinary course of bessn sell, transfer , lend or otherwise disposb@property charged under
the Deed of Charge or any part thereof or redegneeato redeem or accept repayment in whole orit @f any loan or
attempt or agree to do so whether by means of baenamber of transactions related or not and vérethone time or over
a period of time.

There are no other significant post balance shastte identified requiring disclosure prior to tqgproval of these financial
statements.

34 APPROVAL OF THE FINANCIAL STATEMENTS

The Directors approved these financial statememt8March 2012.
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The following disclosures represent additional ldisgres for the mortgage loan book of the Bank.s€hdisclosures provide
additional detail and breakdowns on the composiiod quality of the loan book.

Book composition

Loan book volumes As at As at
31 December 2011 31 December 2010
Residential mortgage loan book (before impairmeavigions) €m €m
Owner-occupier 15,912 15,783
Buy to let 5,028 5,230
Total 20,940 21,013
Loan book volumes - Location As at As at
31 December 2011 31 December 2010
Residential mortgage loan book €m €m
Dublin 6,702 6,678
Rest of Ireland 14,238 14,335
Total 20,940 21,013

The mortgage book, before provisions, was €20l@miat 31 December 2011 compared to €21.0 bilab81 December 2010, and
accounts for the vast majority of the branch neknamiginated mortgages included in the Bank ofdnel Group’s ROl mortgage
book of €28.1bn. The decrease of €73 million @5@ in the year reflects principal repayments andech demand for new
mortgages. The Bank provided mortgage finance 46%. of first time buyer customers in the most rélgepublished Irish
Mortgage Council market data. Buy to let mortgagese reduced by €202million or 3.9% and owner ommlpnortgages have
increased by €129 million or 0.82%. Of the ownecupied mortgages of €15.9 billion, 91% are on angpal and interest’
repayment basis (31 December 2010: 89%). Of the tbulet mortgages of €5.0 billion, 55% are on ‘gipal and interest’
repayment basis (31 December 2010: 47%). The Bengart of the Bank of Ireland Group, has a longhdished infrastructure for
the origination, underwriting and management ofnitsrtgage portfolio, and the portfolio has all besrderwritten by the Group
which manages this entire portfolio.

The processes of underwriting through to accountagament are centralised and no delegated distsedie in operation outside
the centralised units. Mortgage applications arsessed utilising a stressed interest rate. The gawet process is a fully
documented process with documentary evidence ofbkesower information including an independent adilon of the security

property.

Loan origination profile of . Loans > 90 days past due and / or
residential mortgages Total residential mortgage loan book impaired

(pre impairment provision) Balance Number of Balance Number of
31 December 2011 €m Accounts' €m Accounts'
1996 and before 80 4,854 4 192
1997 47 1,917 3 83
1998 80 2,656 4 114
1999 146 3,696 9 160
2000 262 5,125 16 238
2001 371 5,746 20 263
2002 638 8,157 37 360
2003 1,066 11,111 83 618
2004 1,791 14,721 157 893
2005 2,803 18,977 282 1,377
2006 4,060 22,767 520 2,088
2007 3,669 19,083 490 1,783
2008 2,570 14,243 224 892
2009 1,408 9,459 34 210
2010 1,074 6,762 2 19
2011 875 5,834 0 2
Total 20,940 155,108 1,885 9,292

1 The number of accounts does not equate to atleemumber of customers or the number of properties

The table above illustrates that €7.3 billion o#@6f the mortgage loan book originated before 2@1®,.3 billion or 49% between
2006 and 2008 and €3.4 billion or 16% in the yesimse. Total loans that are greater than 90 dagsduee and / or impaired were
€1.9 billion or 9.0% of the mortgage loan book atlecember 2011, of which €1.2 billion or 5.9% werginated between 2006
and 2008.
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Book Composition (continued)

As at 31 December 2011 Owner-occupied Buy to let iz}

€m % €m % €m %
Neither past due nor impaired 14,207 89 3,902 78 18,109 87
Past due but not impaired 1,318 9 593 12 1,911 9
Impaired 387 2 533 10 920 4
Total 15,912 100 5,028 100 20,940 100
As at 31 December 2010 Owner-occupied Buy to let iz ()

€m % €m % €m %
Neither past due nor impaired 14,628 93 4,578 88 208 91
Past due but not impaired 861 5 321 6 1,182 6
Impaired 294 2 331 6 625 3
Total 15,783 100 5,230 100 21,013 100

The tables above illustrates that €18.1 billior86% of the total mortgage loan book at 31 Decergbéd was classified as ‘neither
past due nor impaired’ compared to €19.2 billio®d% at 31 December 2010.

The above table shows that the ‘past due but npaiired’ category amounted to €1.9 billion or 9%tuf total mortgage loan book
at 31 December 2011 compared to €1.2 billion o#6d 31 December 2010. This increase is primatifybaited to the general
economic downturn in Ireland and affordability issuncluding falling disposable incomes and highraployment levels.

‘Impaired’ mortgages increased from €0.6 billion3% of total mortgages at 31 December 2010 to 80l@&n or 4% of total
mortgages at 31 December 2011, an increase of ZW¥%.increase in impaired mortgages reflects irgireadefault arrears (90
days or more past due), in the owner occupied anticplarly in the buy to let segments.

In the following tables, property values are deiasd by reference to the original or latest propeggluations held, indexed to the
Residential Property Price Index published by tlemt@al Statistics Office (CSO). This index providég relevant index to be
applied to original market values in the perioceaftanuary 2005. For mortgages originated priatattuary 2005, the Permanent
TSB / ESRI House price index is utilised. Equityebative equity values are determined using thédResal property price index
published by the CSO at 31 December 2011 and timadPent TSB / ESRI House price index at 31 Decer2b0.

Arrears profile of residential 31 December 2011 31 December 2010
mortgages (ROI) past due but not Owner- Owner-
impaired occupied Buy to let Total occupied Buy to let Total
€m €m €m €m €m €m
1-30days 302 141 443 232 99 331
31 - 60 days 198 98 296 131 51 182
61- 90 days 132 75 207 78 33 111
91- 180 days 244 109 353 157 58 215
181- 360 days 247 115 362 146 52 198
Over 360 days 195 55 250 117 28 145
Total loans and advances which are
past due, but not impaired 1,318 593 1,911 861 321 1,182
Loans with equity 593 156 749 523 120 643
Loans with negative equity 725 437 1,162 338 201 %3

Loans with equity represents the total value ofadhs which are past due but not impaired andrasesubject to negative equity
Loans with negative equity represents the totalealf all loans which are past due but not impaized are subject to negative equity

The table above illustrates that the ‘past duenmtiimpaired’ category amounted to €1.9 hillion986 of the total mortgage loan

book at 31 December 2011 compared to €1.2 billiod% at 31 December 2010. This increase is prigatiributed to the general
economic downturn in Ireland and affordability isstincluding falling disposable incomes and highraployment levels.
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Amount of negative equity Owner-occupied Buy to let Total Total
31 December 2011 €m €m %
Neither past due nor impaired 1,424 643 2,067 80%
Past due, but not impaired 173 112 285 11%
Impaired 114 232 9%
Total 1,711 2,584 100%

At 31 December 2011 the total negative equity ia thortgage loan book was €2.6 billion, which comsguli €2.1 billion (80%)
related to ‘neither past due nor impaired’, €0.I8#il (11%) related to ‘past due but not impairedtds€0.2 billion (9%) related to

‘impaired’.

Loan-to-value ratio of total residential mortgagedoan book

Owner-occupied Buy to let Total
As at 31 December 2011 €m % €m % €m %
Less than 50% 2,409 15 259 5 2,668 13
51% to 70% 2,061 13 369 8 2,430 12
71% to 80% 1,157 7 300 6 1,457 7
81% to 90% 1,267 8 307 6 1,574 8
91% to 100% 1,445 9 355 7 1,800 9
Subtotal 8,339 52 1,590 32 9,929 47
101% to 120% 2,829 18 911 18 3,740 18
121% to 150% 2,848 18 1,605 32 4,453 21
151% to 180% 1,265 8 649 13 1,914 9
Greater than 180% 631 4 273 5 904 4
Subtotal 7,573 48 3,438 68 11,011 53
Total 15,912 100 5,028 100 20,940 100
Average LTV
Stock of residential mortgages at year end 97% 118% 102%
New residential mortgages during the year 78% 60% 7%

The table above illustrates the indexed loan toevahtio of the total mortgage loan book at 31 Drdwer 2011. €9.9 billion (47%)
mortgages are in positive equity. 52% of owner pgath mortgages and 32% of buy to let mortgagesrapositive equity. The
weighted average indexed LTV for the total mortgkgs book is 102% at 31 December 2011, 97% foresvaccupied and 118%

for buy to let.

Loan-to-value ratio of residential mortgages > 90 ays past due and / or impaired

Owner-occupied Buy to let Total
As at 31 December 2011 €m % €m % €m %
Less than 50% 74 7 22 3 96 5
51% to 70% 91 8 42 5 133 7
71% to 80% 53 5 38 5 91 5
81% to 90% 74 7 33 4 107 6
91% to 100% 73 7 44 5 117 6
Subtotal 365 34 179 22 544 29
101% to 120% 179 17 139 17 318 17
121% to 150% 263 25 320 39 583 31
151% to 180% 179 17 130 16 309 16
Greater than 180% 87 7 44 5 131 7
Subtotal 708 66 633 78 1,341 71
Total 1,073 100 812 100 1,885 100
Average LTV
> 90 days past due and/or impaired mortgages ah tot 119% 126% 122%

1 Weighted Average LTVs are calculated at a prgpestel and reflect the average of property valingsroportion to the outstanding mortgage.
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The table above illustrates the indexed loan taevadtio of the greater than 90 days past due paiited mortgages at 31 December
2011. €0.5 billion (29%) of this element of the mgaige loan book are not in negative equity. 34%mefgreater than 90 days past
due or impaired owner occupied mortgages are noegative equity and 22% of the greater than 96 gaggt due or impaired buy

to let mortgages are not in negative equity.

The weighted average indexed LTV for the greatantB0 days past due or impaired mortgages is 12234 ®ecember 2011,
119% for owner occupied and 126% buy to let.

Asset quality section

Loans and advances to
customers composition and

impairment
Impairment
Loans >90 days provisions as a
Loans >90  past due and / % of loans >90
days past due or impaired days past due
and/or loansasa % of Impairment and / or
Advances impaired loans advances provisions impaired loans
As at 31 December 2011 €m €m % €m %
Residential mortgage loan hc
Owner-occupied mortgages 15,912 1,073 7 338 32
Buy to let mortgages 5,028 812 16 377 46
Total 20,940 1,885 9 715 38
Impairment
Loans >90 days provisions as a
Loans >90  past due and / % of loans >90
days past due or impaired days past due
and/or loansasa% of Impairment and / or
Advances impaired loans advances provisions impaired loans
As at 31 December 2010 €m €m % €m %
Residential mortgage loan hc
Owner-occupied mortgages 15,783 712 5 222 31
Buy to let mortgages 5,230 470 9 195 42
Total 21,013 1,182 6 417 35

At 31 December 2011 total mortgages were reducegi’Bymillion or 0.35%, reflecting principal repaymtg and muted demand for
new mortgages. The impairment charge on the mastdzan book has continued to increase during tiae gaded 31 December
2011 reflecting increasing default arrears (90 daysnore past due), in the owner occupied and qaatily in the buy to let
segments. This increase is primarily attributedtite general economic downturn in Ireland with higlemployment levels,
including affordability issues and falling disposamcome.

The impairment charge in the year ended 31 Deceb&0 included an amount of approximately €80 oniljito reflect a change
in the Bank’s assumption of the expected peakaogin decline in residential property prices from¥&® 55% in the impairment
provisioning models for mortgages. The bank estahahat €46 million related to the owner occupiednsent and €34 million
related to the buy to let segment. While therelie®n some stabilisation in rents in 2011, oveegadt tevels are significantly down
on peak (estimated to be down approximately 26%nfreak) and buy to let borrowers are increasingly impaddy rising
repayments as interest only periods come to an whith particularly impacted default arrears in gexond half of the year.
Overall impairment provision coverage ratios onn@tgages that are greater than 90 days pastrilibaa impaired has increased
from 35.3% to 38.0%.

1 Per ‘The Daft.ie rental report — An analysis etent trends in the Irish rental market 2011, Qen#'.
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Restructuring for owner occupied
residential mortgages

As at 31 December 2011

Owner occupier

Interest only (temporary arrangement)
Reduced payment (greater than interest
only)

Term extension (including interest
servicing)

Other

Total

Buy to let

Interest only (temporary arrangement)
Reduced payment (greater than interest
only)

Term extension (including interest
servicing)

Other

Total

Total

Interest only (temporary arrangement)
Reduced payment (greater than interest
only)

Term extension (including interest
servicing)

Other

Total

* Loans neither > 90 days past due nor impaired

*Loans not in default

Balance
€m

387
191

140

22
740

153
145

49

347

540
336

189

22
1,087

Number of
Accounts®

2,637
939

1,662

142
5,380

793
616

368

3
1,780

3,430
1,555

2,030

145
7,160

Loans > 90 days past

due and / or impaired

Balance  Number of
€m  account$

142
14

12

172

50
21

79

192
35

20

250

921
85

85

27
1,118

9 23
38

37

314

1,160
123

122

27
1,432

2 The number of accounts does not equate to ditleemumber of customers or the number of properties

All loans
Balance  Number of
€m accounts
529 3,558
205 1,024
152 1,747
26 169
912 6,498
203 1,032
166 654
57 405
- 3
426 2094
732 4,590
371 1,678
209 2,152
26 172
1,337 8,592

The Bank has an operating infrastructure in placassess and implement restructure arrangementsigtymers on a case-by-case
basis. Arrears are not generally capitalised attpafirestructure and remain in the applicable pgastcategory.

The nature and type of restructurings include:
« Interest only (temporary arrangement): an arrangénvbere the borrower pays the interest on thecjat balance, on a
temporary or longer term basis, with the principalance unchanged.

¢« Reduced payment (greater than interest only) irmatphg some principal repayments: a temporary ediom term
arrangement where the borrower pays the full istedtae plus an element of principal on the basisghincipal payments

will increase in the future.

« Term extension (including servicing interest). ampa&nent arrangement where the original term of ietgage is
extended and all interest is fully serviced.
e Other: incorporating short term / temporary paynsrgpensions or payment reductions.

The above table illustrates the mortgages that Hmen subject to restructuring arrangements. Tlesngements include
temporary forbearance arrangements, permanentdi@ibee arrangements and permanent restructuringgaments. Of the €1.3
billion of mortgages (before impairment provisiossipject to restructuring at 31 December 2011, @8%his balance are paying

interest only or greater on their balances. 16%paxéng full principal and interest having had thabrtgage term extended.
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The Bank has adopted the requirements of the QGeBénak of Ireland Code of Conduct on Mortgage Arse€CCMA) which,
among other things, requires mortgage lenders tabksh a Mortgage Arrears Resolution Process (MARIP defined owner
occupied mortgages. The MARP sets out the framef@mrkase by case consideration and implementatianrange of measures
for qualifying borrowers. In addition, the Bank heet out a clearly defined Mortgage Arrears ResmuStrategy incorporating
both owner occupied and buy to let mortgages. Thegss adopted by the Bank seeks to minimise kisisgfrom non repayment
of customer mortgages while ensuring that custorasgstreated fairly and with respect throughout dhears management and
resolution process. A range of options are deplpf@dcustomers in arrears or facing potential @asein order to arrange, where
viable or possible, sustainable mortgage repayrselotions. Implementation of forbearance and /estructuring solutions occur
on either a temporary or permanent basis to fatélisustainable repayment plans. Forbearance andestructuring options are
applied as appropriate, subject to individual cassessment. Temporary forbearance options incletlimg short term revised
repayments or short term suspension of repaymBetsnanent forbearance and/or restructuring solsifiociude, term extensions,
phased step-up repayments over total contracted #erd capitalisation of arrears. Additional potehtfiorbearance options,
contained within the recommendations of the Govemmminter-Departmental Mortgage Arrears Working @rand in line with
our Mortgage Arrears Resolution Strategy, are uedasideration with a view to expanding longer tststainable solutions.

Repossessions

At 31 December 2011, the Group had possessioropiepties held as security as follows:

31 December 2011 31 December 2010
Balance Balance
outstanding outstanding
Number of before Number of before
repossessions impairment repossessions impairment
at balance provisions at balance provisions
sheet date €m sheet date €m
Owner-occupied mortgages 64 19 41 13
Buy to let mortgages 42 10 4 1
Total residential repossessions 106 29 45 14
Balance outstanding Proceeds
31 December 2011 Number of disposals after provision from disposals
Disposals of repossessions during the year €m €m
Owner-occupied mortgages 42 5 6
Buy to let mortgages 6 1 1
Total residential repossessions 48 6 7
Balance outstanding Proceeds
31 December 2010 Number of disposals after provision from disposals
Disposals of repossessions during the year €m €m
Owner-occupied mortgages 7 1 2
Buy to let mortgages 1 - -
Total residential repossessions 8 1 2

During the year ended 31 December 2011 the Banposé of 48 repossessed propelti@ December 2010: 8). The total
contracted disposal proceeds was adequate to ttevéalance outstanding after the provisions.

! The number of properties disposed of during ttee gaded 31 December 2011 and year ended 31 Dec&@be includes those which were
subject to an unconditional contract for sale aayend date.
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