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Forward-Looking Statement Contents Page

This document contains certain forward looking statements within the meaning

of Section 21E of the US Securities Exchange Act of 1934 and Section 27A of Performance Summary

the US Securities Act of 1933 with respect to certain of the Bank of Ireland . L, .

Group’s (the Group) plans and its current goals and expectations relating to its G"OUP Chief Executive’s Review 4
future financial condition and performance, the markets in which it operates, . . . .

and its future capital requirements. These forward looking statements can be Operatmg and Financial Review

identified by the fact that they do not relate only to historical or current facts. .

Generally, but not always, words such as ‘may,’ ‘could,” ‘should,” ‘will,” ‘expect,’ RISk Management 46
‘intend,’ ‘estimate,’ ‘anticipate,’ ‘assume,’ ‘believe,’ ‘plan,’ ‘seek,’ ‘continue,’
‘target,” ‘goal,” ‘would’, or their negative variations or similar expressions
identify forward looking statements. Examples of forward looking statements Financial Information 92
include among others, statements regarding the Group’s near term and longer

term future capital requirements and ratios, level of ownership of the Irish COﬂSOlid ated average balance sheet

Government, loan to deposit ratios, expected Impairment charges, the level of

the Group’s assets, the Group’s financial position, future income, business and interest rates 156
strategy, projected costs, margins, future payment of dividends, the

implementation of changes in respect of certain of the Group’s defined benefit

pension schemes, estimates of capital expenditures, discussions with Irish, UK, |
European and other regulators and plans and objectives for future operations.

(including Supplementary Section on Residential Mortgages)

View this report online
This Preliminary Statement and other information relating to Bank of Ireland is available at:

Such forward looking statements are inherently subject to risks and
uncertainties, and hence actual results may differ materially from those 3
expressed or implied by such forward looking statements. Such risks and www.bankofireland.com
uncertainties include, but are not limited to, the following:

concerns on sovereign debt and financial uncertainties in the EU and in
member countries and the potential effects of those uncertainties on the
Group;

general economic conditions in Ireland, the United Kingdom and the other
markets in which the Group operates;

the ability of the Group to generate additional liquidity and capital as
required;

the effects of the 2011 PCAR, the 2012 PCAR, the 2011 PLAR and the
deleveraging reviews conducted by the Central Bank;

property market conditions in Ireland and the UK;

the potential exposure of the Group to various types of market risks, such
as interest rate risk, foreign exchange rate risk, credit risk and commodity
price risk;

the implementation of the Irish Government’s austerity measures relating
to the financial support package from the EU / IMF;

the availability of customer deposits to fund the Group’s loan portfolio;
the outcome of the Group’s participation in the ELG scheme;

the performance and volatility of international capital markets;

the effects of the Irish Government’s stockholding in the Group (through
the NPRFC) and possible increases in the level of such stockholding;

the impact of further downgrades in the Group’s and the Irish
Government’s credit rating;

changes in the Irish banking system;

changes in applicable laws, regulations and taxes in jurisdictions in which
the Group operates particularly banking regulation by the Irish
Government;

the outcome of any legal claims brought against the Group by third
parties;

development and implementation of the Group’s strategy, including the
Group’s deleveraging plan, competition for customer deposits and the
Group’s ability to achieve estimated net interest margin increases and
cost reductions; and

the Group’s ability to address information technology issues.

Analyses of asset quality and impairment in addition to liquidity and funding is
set out in the Risk Management section.

Nothing in this document should be considered to be a forecast of future
profitability or financial position and none of the information in this document is
or is intended to be a profit forecast or profit estimate. Any forward looking
statements speak only as at the date they are made. The Group does not
undertake to release publicly any revision to these forward looking statements
to reflect events, circumstances or unanticipated events occurring after the
date hereof. The reader should however, consult any additional disclosures that
the Group has made or may make in documents filed or submitted or may file
or submit to the US Securities and Exchange Commission.

For further information please contact:

Andrew Keating
Group Chief Financial Officer
Tel: +353 76 623 5141

Tony Joyce Dan Loughrey
Head of Group Investor Relations Head of Group Communications
Tel: +353 76 623 4729 Tel: +353 76 623 4770
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Performance Summary

Year ended Year ended
31 December 2011 31 December 2010’
€m €m
Group performance on an underlying? basis
Operating profit before impairment charges on financial assets and loss on sale of assets to NAMA 411 1,017
Impairment charges on loans and advances to customers (1,939) (1,859)
Impairment charges on available for sale (AFS) financial assets (21) (168)
Assets sold to NAMA:
- Impairment charges on assets sold to NAMA (44) (257)
- Gain / (loss) on sale of assets to NAMA 33 (2,241)
Share of results of associates and joint ventures (after tax) 39 49
Underlying? loss before tax (1,521) (3,459)
Total non-core items 1,331 2,509

Loss before tax

S =)

Group performance (underlying?)

Net interest margin 1.33% 1.46%

Per unit of €0.05 ordinary stock

Basic loss per share (€ cent) 0.7) (21.5)
Underlying loss per share (€ cent) (9.6) (83.0)
Divisional performance

Underlying? operating profit / (loss) before impairment charges on financial assets

and loss on sale of assets to NAMA (€ million)

Retail Ireland 285 438
Bank of Ireland Life 26 70
Retail UK 106 282
Retail UK (Stg£ million equivalent) 94 242
Corporate and Treasury 599 641

Group Centre (574) (414)
Consolidation® 31) -
Underlying? operating profit before impairment charges on financial assets

and loss on sale to NAMA 411

Impairment charges on loans and advances to customers (€ million)

Residential mortgages 469 404
Non-property SME and corporate 497 609
Property and construction 893 719
Consumer 80 127

Impairment charges on loans and advances to customers

| T 1859

change to the total impairment charge.

page 18 for further information.

' The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to customers and assets held for sale to NAMA has been
re-presented on the basis of the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with no

2 Underlying excludes non-core items which are those items that the Group believes obscure the underlying performance trends in the business. The Group has treated the
following items as non-core: gain on liability management exercises, loss on disposal of loan books, gains arising on the movement in credit spreads on the Group’s own debt
and deposits accounted for at ‘fair value through profit or loss’, gain on disposal of business activities, gross-up for policyholder tax in the Life business, cost of restructuring
programmes, impact of changes in pension benefits, investment return on treasury stock held for policyholders and impact of ‘coupon stopper' on subordinated debt. See

3 This relates to certain intergroup transactions which are eliminated at a Group level. However, at a divisional level they are reported as core income in the Corporate and
Treasury division and non-core expense in the Retail UK division as part of the loss on deleveraging of financial assets. The line item above reconciles underlying operating
profit before impairment charges on financial assets and loss on sale to NAMA at a divisional level to the Group level.

Bank of Ireland
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Performance Summary

31 December 31 December
Balance sheet and funding metrics 2011 2010
Stockholders’ equity (€ billion) 10.2 7.4
Total assets (€ billion) 155 167
Total loans and advances to customers (after impairment provisions) (€ billion)* 102 114
Total customer deposits (€ billion) 71 65
Loan to deposit ratio* 144% 175%
Wholesale funding (€ billion) 51 70
Wholesale funding > 1 year to maturity (€ billion) 27 22
Wholesale funding < 1 year to maturity (€ billion) 24 48
Drawings from Monetary Authorities (net) (€ billion) 22 31
Capital
Core tier 1 ratio 15.1% 9.7%
Core tier 1 ratio (PCAR / EBA stress test basis)® 14.3% -
Total capital ratio 14.7% 11.0%
Risk weighted assets (€ billion) 67.1 79.0

4 On the balance sheet on page 94, these amounts are presented on separate lines being Loans and advances to customers and Other assets classified as held for sale.

5 Core tier 1 (PCAR / EBA stress test basis) is calculated in line with methodology used for the 2011 PCAR and EBA stress test. As stated in the Financial Measures Programme
‘The Central Bank applied capital requirement rules and a definition of Core tier 1 capital as prescribed by the Capital Requirements Directive, which is the prevailing
regulatory standard in the EU. To increase conservatism, the Central Bank has included all supervisory deductions, including 50:50 deductions’.
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Group Chief Executive’s Review

2011 has been another challenging year for Bank of Ireland but also one in which we have made significant progress. We have
remained focused on our key priorities of developing our relationships with our customers whilst strengthening our capital, funding
our balance sheet, actively managing our credit and other risks and rigorously managing our costs.

We further strengthened our capital
position by the successful generation and
raising of the €4.2 billion in incremental
equity capital (including a ‘buffer’ of €0.5
billion) required under the 2011 Prudential
Capital Assessment Review (‘2011
PCAR’).

We also made substantial strides towards
our deleveraging objectives by front-
loading and completing €8.6 billion of our
three year target of €10 billion in
divestments of loan assets at a cost within
the base case discounts assumed in
PCAR 2011.

In addition, we achieved strong
momentum and growth in our customer
deposits in the second half of the year,
following our capital raise, and as a result,
our loan to deposit ratio has reduced from
175% at 31 December 2010 to 144% at
31 December 2011. The increase in
customer deposits together with the
balance sheet deleveraging, has
significantly reduced the Group’s
requirement for wholesale funding by
c.27% or €19 billion during the year
ended 31 December 2011. We also raised
€4.2 billion of unguaranteed secured term
funding which, together with our
participation in the ECB’s December 2011
LTRO offering, increased the tenure of our
wholesale funding. We are well on track
for our funding targets.

The strategic shape of the Group has
been re-confirmed with the EU
Commission’s approval of the Group’s
updated EU viability and restructuring
plan, and we are ahead of schedule in
implementing the business disposals
required under the plan. With this clarity
on the future strategic shape of the
Group, we remain focused on further
developing our relationships with
customers through proactively meeting
their needs professionally and consistently
on a mutually beneficial basis.

Bank of Ireland

However, operating income remains under
pressure and our loan losses continue to
be at an elevated level.

Financial Performance

For the year ended 31 December 2011,
the Group recorded a loss before tax of
€190 million compared to a loss before
tax of €950 million for the year ended 31
December 2010. The 2011 performance
has been influenced by non-recurring
items including the gains that the Group
recognised in relation to the voluntary
liability management exercises completed
in 2011 partly offset by losses on
divestment of certain loan portfolios under
our deleveraging plan. Our trading
environment continues to be difficult and
while operating income and impairment
charges remain under pressure, excluding
non-core items, we are reporting a
reduction in our underlying loss before tax
for the year ended 31 December 2011 at
€1,521 million compared to an underlying
loss before tax of €3,459 million for the
year ended 31 December 2010.

Total operating income for the year ended
31 December 2011 at c.€2.1 billion was
27% lower than the prior period reflecting
the continuing low interest rate
environment, intense competition for
deposits in the Irish market, the elevated
cost of wholesale funding, together with
the high cost of the Eligible Liabilities
Guarantee (ELG) scheme as well as lower
net other income partly offset by some
recovery in our lending margins and the
interest income benefits from lower
subordinated debt and the increased
capital.

Total operating expenses fell by 8% to
€1,647 million in 2011 compared to
€1,785 million in 2010 reflecting continued
rigorous cost management, including
lower pension costs, reduced staff
numbers, renegotiation and repositioning
of all major outsourcing contracts with
significant service enhancements and
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future cost benefits partly offset by
continued investment in process and
infrastructure improvements that support
our customer service offerings and are
delivering operational efficiencies.

Impairment charges on loans and
advances to customers, banks and AFS
remain elevated being €1,960 million for
the year ended 31 December 2011
compared to the €2,027 million recorded
in 2010.

Asset Quality

The environment in which the Group
operates remains difficult, particularly in
Ireland reflecting the impact of the
significant contraction in the Irish
economy, the fiscal adjustment
programme, high unemployment levels,
elevated levels of business insolvencies,
together with the fall in property values
which has taken place and ongoing
illiquidity in the Irish property markets.
Improvements in our UK Mortgage,
Corporate Banking and unsecured
consumer books have been offset by
continued deterioration in the arrears
profile in our Irish Mortgage book and
ongoing weakness in the property sector,
with Irish business customers who have a
high dependency on the domestic
economy continuing to face difficult
conditions, which are impacting on their
credit profile. Impairment charges peaked
at €2.9 billion in 2009. While impairment
charges have reduced since then, they
have remained at an elevated level of
c.€1.9 billion in 2010 and 2011. We expect
the impairment charges to reduce from
this level trending over time towards a
more normalised impairment charge as
the Irish economy recovers. The pace of
the reduction will be particularly
dependent on the future performance of
our Irish Residential mortgage book and
commercial real estate markets.




The final asset transfers to NAMA were
completed in October 2011. In total, c.€10
billion of assets have now transferred to
NAMA at an average loss on disposal,
including impairments, of 44%.

Capital position further strengthened
Under the 2011 PCAR, the Group was
required to generate incremental equity
capital of €4.2 billion, together with a €1.0
billion Contingent Capital instrument to be
provided by the State. We successfully
generated and raised the required equity
capital through a combination of voluntary
liability management exercises and a
Rights Issue. The equity capital raised and
generated was primarily from private
sources with the State investing ¢.€0.2
billion in equity capital to ensure that the
State maintained its desired minimum
15% shareholding in the Bank. The
Capital Raising exercises brought onto
our Share Register a number of significant
international institutional investors and
fund managers.

At 31 December 2011, our Core tier 1 and
Total capital ratios were 15.1% (14.3%
PCAR / EBA stress test basis) and 14.7%
respectively, compared to our 31
December 2010 Core tier 1, and Total
capital ratios of 9.7%, and 11.0%
respectively. Risk weighted assets
continue to decline in line with the
deleveraging of the Group’s balance sheet
partly offset by some RWA

re-weighting based on credit model
experience.

Further progress on balance sheet
reductions

The Group’s deleveraging plan envisages
reducing the size of our loan book from
€114 billion at 31 December 2010 to ¢.€90
billion at 31 December 2013, by divesting
€10 billion of certain loan portfolios /
lending businesses, and net redemptions
of c.€14 billion. During the course of 2011,
the Group undertook a range of
divestment initiatives across our
international businesses achieving
divestments totalling €8.6 billion. These
were achieved at an average discount of
7.1% and were well within the base case
discounts assumed as part of the March
2011 PCAR process. We expect to be

able to complete the remaining
divestments well within the envisaged
time frame and we expect that the
aggregate discounts on our €10 billion
divestments will be achieved within the
overall base case discount assumed in
PCAR 2011. Non-core loan book
redemptions and repayments have
performed in line with our expectations.
Consequently after one year, we are more
than half way towards our three year loan
book deleveraging target.

Good progress on funding and liquidity
Wholesale funding markets remained
difficult in 2011, particularly for Eurozone
banks. Heightened concerns regarding
European sovereign debt resulted in
renewed instability in financial markets in
the second half of the year adversely
impacting market sentiment, restricting
access to wholesale funding markets for
both sovereigns and financial institutions
across Europe. However, despite the
difficult funding environment, the Group
raised unguaranteed secured term funding
of €4.2 billion utilising securities backed
by our UK mortgage portfolios. This term
funding together with our participation in
the ECB’s December 2011 LTRO to the
extent of €7.5 billion enabled us to
lengthen the tenure of our wholesale
funding such that 55% of our wholesale
funding at 31 December 2011 had a
remaining maturity of more than one year,
compared to 32% at 31 December 2010.

We achieved strong momentum and
growth in our customer deposits in the
second half of the year, representing good
progress towards our goal of funding our
loan books by customer deposits and
term funding. We increased our deposit
base by 8%, which, together with the
reduction in the size of our loan books,
resulted in an improvement in our loan to
deposit ratio to 144% at 31 December
2011 compared to 175% at 31 December
2010. Despite euro turmoil and a difficult
and very competitive market, retail
customer deposits in Ireland increased by
2% while retail deposits in the UK
increased by 25%.

Increased deposits, balance sheet
reductions and the raising of term funding
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have enabled us to significantly reduce
the liquidity we receive from Monetary
Authority sources such that drawings
under exceptional liquidity facilities from
the Central Bank at 31 December 2010 of
€8 billion were repaid during the financial
year to a €nil position at 31 December
2011.

The quantum of our deposits and funding
which had recourse to the State’s ELG
scheme reduced from an average of ¢.€69
billion during 2010 to an average of c.€44
billion during 2011 reflecting the
aforementioned reduction in wholesale
funding requirements and increases in the
quantum of deposits in Ireland and the UK
which have recourse to non-ELG deposit
protection schemes. In December 2011,
we obtained approval to accept non-ELG
covered deposits from corporate
customers. Since the beginning of this
year, we have begun to offer such deposit
products to corporate customers.
Although the total volume received to
date has been relatively low, we are
encouraged by the early take up, as this
represents an important step towards
normalisation of the deposit market for us.
We will also be progressing other
initiatives to disengage from the ELG
scheme in a prudent manner, as market
conditions allow.

Continued support for our customers
Bank of Ireland remains committed to
supporting, protecting and growing both
existing and new customer relationships
in our core Irish and international
businesses while contributing positively to
economic recovery, particularly in Ireland.
We have met our lending commitments in
2011 in terms of the provision of lending
capacity of €3 billion to the SME sector in
Ireland, complemented by delivering on
our commitments for the provision of
specialised loans and venture capital
funds for that sector. At the time of the
recapitalisation in July 2011, Bank of
Ireland also committed to the Minister of
Finance to provide lending capacity of
€3.5 billion and €4 billion for the years
ending 31 December 2012 and 31
December 2013 respectively for new or
increased credit facilities for SMEs. The
Group has continued to provide lending
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Group Chief Executive’s Review

capacity to the Irish owner occupier
mortgage market providing one in every
two mortgages to Irish customers in H2
2011, albeit in a very subdued market.
Our Irish Corporate Banking and Treasury
businesses continued to strongly support
our Irish Corporate customers with a
consistent long-term relationship based
approach to their needs.

In the UK, our successful joint venture
with the UK post office continues to
exceed our expectations in terms of the
number of new savings customers that we
have attracted as well as strong retention
of existing customers. Sales of our other
financial services products through the
Post Office were in line with our
expectations. Our commitment to the UK
market and the robustness of that
commitment is demonstrated and
underpinned by our establishment of our
UK regulated banking subsidiary in
November 2010.

We have continued to invest in meeting
our customers’ needs through developing
new products and service offerings and
enhancing our infrastructure. We are
making a significant investment in
improving our payment systems and
eBanking and telebanking / mobile
propositions.

Our People

My colleagues throughout the Group have
shown great resilience and pride in our
business by staying focussed and working
together on our collective priorities and
goals. They have striven to serve the
needs of our customers with
professionalism and empathy. They have

Bank of Ireland

made, and continue to make,
improvements to our business, benefitting
our customers and other stakeholders,
and | thank all my colleagues at Bank of
Ireland for this.

Outlook

Through the implementation of our
strategy and by focusing on our key
priorities, we have made substantial
progress on de-risking, deleveraging and
strengthening the Group’s balance sheet.
The future strategic shape of the Group
has been clarified giving us strong market
positions in our chosen markets for our
core businesses. We have been making
material embedded reductions in our cost
base with a more robust and efficient
infrastructure being delivered.

Trading conditions in our Irish and UK
markets remain challenging with
economic growth now forecast to be
lower than previously envisaged and weak
consumer and business confidence in the
domestic economies continuing to prevail.
This is adversely impacting on the
demand for our products and progress
towards the normalisation of impairment
charges in our loan books. It is now
anticipated that euro and sterling interest
rates will remain lower for a longer period
than previously expected and whilst
funding markets have shown some
improvement they remain volatile.
Consequently, recovery in our net interest
margins has become more difficult.

We remain focussed on all of our targets
and their achievement over time. We
remain on track to meet our balance sheet
restructuring and cost reduction targets
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within the previously envisaged time-
frames. However, the timing and pace of
achieving our income related targets are
dependent on the pace of economic
recovery and the trajectory of interest
rates.

Having made considerable progress on
our balance sheet and cost priorities,
which will continue to require very close
attention, we remain very focussed on our
other key priorities in 2012 with an
emphasis on the management of credit
risks, reducing the cost of funding
(including the cost of ELG) and improving
margins and fee income whilst further
developing our customer franchises in our
core businesses.

Richie Boucher
19 February 2012




Operating and Financial Review

Basis of Presentation

This Operating and Financial Review is
presented on an underlying basis. For an
explanation of underlying see page 18.

The analysis of the impairment charge for
the year ended 31 December 2010
between loans and advances to
customers and assets held for sale to
NAMA has been re-presented on the basis

Overview and Market Environment

Global economy

The global economy slowed in 2011 with
the consensus expecting weaker growth
in 2012. Markets have been volatile,
reflecting concerns about sovereign debt
developments in the eurozone and the
scale of the growth slowdown, notably in
the eurozone and the UK. Risk aversion
has been a recurring feature, in large part
driven by developments in the euro debt
crisis with the latter remaining a key risk to
the global outlook. The ECB has
responded by easing monetary policy and
providing longer term funding to the
banking sector in an effort to avoid a
credit crunch. European Governments are
also in the process of agreeing new fiscal
rules which it is hoped will strengthen
public finances in member countries and
hence boost investor confidence. The US,
in contrast, has ended 2011 on a stronger
note and the consensus expects that
outperformance relative to Europe will
continue in 2012.

Irish Economy’

After a strong first half to 2011 when
Ireland recorded two consecutive quarters
of growth for the first time in five years,
the economy disappointed in Q3 with
GDP falling by 1.9% after increases of
1.8% in Q1 and 1.4% in Q2. That
outcome implies that even with a modest
rebound in the final quarter, GDP growth
will be 1%? at best for 2011 as a whole.
The composition of growth has been as
expected with net exports providing the
main stimulus which offset further falls in
domestic spending. Export growth has
slowed, however, to an annual rate of
2.4% in Q3 2011 from 10.4% in the same

of the loans sold to NAMA during the year
ended 31 December 2011 and the year
ended 31 December 2010 to enhance
comparability with no change to the total
impairment charge.

Percentages presented throughout this
document are calculated on the absolute
underlying figures and so may differ from

quarter of 2010, and risks to the Irish
economy exist on the external front, given
the slowdown in Europe and the ongoing
debt crisis.

Domestic demand continued to fall in
2011 and a further decline is expected in
2012. Households have increased their
savings ratio and repaid debt with rising
inflation and job losses impacting
adversely for consumers. Consumption is
also likely to fall in 2012, although a
deceleration in inflation may limit the
expected decline in real incomes. The
labour market remains weak, with
employment still showing no signs of
stabilising, and the unemployment rate
has remained above 14%. Capital
spending has been volatile on a quarterly
basis, notably investment in machinery
and equipment, but remains on a
downward trend, although the strong
inflow of Foreign Direct Investment in
2011 may translate into a recovery in
capital spending at some stage in 2012.

Mortgage lending is contracting on an
annual basis and residential property
prices are still falling, although lending to
non-financial corporates has risen
modestly over recent months. Commercial
property prices are also still in decline,
and are now some 65% below the peak®.
The Government finances are improving
and the fiscal targets under the EU / IMF

programme are being met, with a deficit of

under 10% of GDP last year*. The
Government plans to impose further
austerity measures until 2014 to reduce
this deficit to under 3% of GDP in 2015%.
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the percentage variances calculated on
the rounded numbers presented.

References to ‘the State’ throughout this
document should be taken to refer to the
Republic of Ireland, its Government and,
where and if relevant, Government
departments, agencies and local
Government bodies.

UK Economy

Growth has slowed in the UK and the
economy has already posted one quarter
of negative growth (Q4 2011) and at least
one more quarter of contraction is likely.
Growth for 2011 as a whole was 0.9%
and may not be much better than 0.5%
for 20125, Unemployment in the UK stood
at 8.4%° in the three months to the end of
December 2011 and the consensus
forecast is for it to be higher in the face of
sub-trend economic growth. Mortgage
approvals have picked up of late but at
around 50,0007 a month are about half the
level recorded in a more normal economic
and credit environment. The UK property
sectors have showed signs of uneven
recovery since 2009 but uncertainty
remains around the pace and scale of
future performance: residential prices
have risen by ¢.10% from the trough in
February 2009 according to the
Nationwide index, but are still 11% below
the peak, while the pace of capital growth
recorded in commercial property has
slowed in 20113,

’ CSO

2 Bank of Ireland Economic Research Unit

3 IPD UK & Irish Commercial Property index
4 Department of Finance

> Reuters Consensus Forecasts

¢ Office for National Statistics

7 Bank of England
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Operating and Financial Review

As part of the EU / IMF programme the
Central Bank of Ireland (‘Central Bank’)
undertook a Prudential Capital
Assessment Review (2011 PCAR) which
incorporated a Prudential Liquidity
Assessment Review (2011 PLAR) in the
first quarter of 2011. The PCAR is an
assessment of forward-looking prudential
capital requirements, arising under a base

On 31 March 2011 the Central Bank
announced the results of the 2011 PCAR,
which required the Group to generate
incremental equity capital of €4.2 billion
(including a regulatory buffer of €0.5
billion).

The equity capital requirement was set to
cover:

conservative assumptions;

e aconservative loss on disposal
assumption for relevant loans
previously expected to transfer to
NAMA (these loans are no longer
transferring to NAMA); and

e aprudent estimate of losses arising
from deleveraging under an adverse
stress scenario.

case and stress case, with potential

stressed loan losses, and other financial e the higher target capital ratios set by In addition, €1.0 billion of Contingent

the Central Bank of a minimum Core Capital was also required through the
tier 1 ratio (PCAR / EBA stress test
basis)' of 10.5% on an ongoing basis
and a Core tier 1 ratio of 6% under
the adverse stress scenario;

a prudent regulatory buffer of €0.5

billion for additional conservatism;

developments, over a three year (2011-
2013) time horizon. The PLAR is an
assessment of the deleveraging measures

issue of a debt instrument which, under
certain circumstances, would convert to
that the banking system is required to equity capital.
implement in order to reduce its reliance

on short term wholesale funding and ° Details of the Group’s 2011
Recapitalisation of the Bank are set out

below.

liquidity support from Monetary
Authorities. The Group’s deleveraging plan e  the adverse stress scenario loan loss
was agreed with the Central Bank as part

of the PLAR exercise.

estimates based on aggressively

T Core tier 1 (PCAR / EBA stress test basis) is calculated in line with methodology used for the 2011 PCAR and EBA stress test. As stated in the Financial Measures Programme
‘The Central Bank applied capital requirement rules and a definition of Core tier 1 capital as prescribed by the Capital Requirements Directive, which is the prevailing
regulatory standard in the EU. To increase conservatism, the Central Bank has included all supervisory deductions, including 50:50 deductions’.

2011 Recapitalisation of the Bank

Core tier 1 capital generated €m €m
Gain on liability management exercises conducted as part of the 2011 recapitalisation of the Bank? 1,786
Equity issued as part of Debt for Equity Offers 665
Proceeds from the Rights Issue 1,908

4,359
Less:
Fees and other costs (146)
Core tier 1 capital generated?® - -
Tier 2 capital generated €m €m
Contingent Capital note (nominal value) 1,000
Less placing fee (15)

Tier 2 capital generated?®

2 @ains generated forming part of Core tier 1 capital includes: (a) the gain on LME pursuant to the 2011 PCAR of €1,804 million, (b) the increase in retained earnings on the
repurchase of the US$150 million FRN of €40 million, (c) less taxation of €45 million and (d) other items amounting to €13 million. The gain on liability management exercises
of €1,789 million shown in the income statement on page 92, includes gains of €17 million relating to liability management exercises undertaken in February 2011 and March
2011, is net of costs of €32 million but excludes items (b), (c) and (d) above.

3 Excludes the impact of the capital contribution arising on the issue of the Contingent Capital note (see note 35).
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2011 Recapitalisation of the Bank (continued)

Summary:

Operating and Financial Review

e The Group’s 2011 Recapitalisation of the Bank generated €4.2 billion of additional Core tier 1 capital.

e InJuly 2011 the Group completed a Rights Issue which generated €1.9 billion of equity capital.

e InJuly 2011 the Group issued a Contingent Capital note to the State with a nominal amount of €1 billion and a maturity of five
years. This Contingent Capital note is classified as a subordinated liability and it qualifies as Tier 2 capital.

e The Group generated €2.1 billion from liability management exercises between June 2011 to November 2011 as part of the

2011 Recapitalisation of the Bank.

e The Group incurred costs of €146 million in relation to the 2011 Recapitalisation of the Bank.
e The Group completed the 2011 PCAR capital requirement of €4.2 billion in December 2011 with the closing of the Kildare /
Brunel securitisation liability management exercise and the repurchase of a number of capital securities which generated a

Core tier 1 gain of €0.35 billion.

2011 Recapitalisation of the Bank

The Group’s 2011 Recapitalisation of the

Bank was completed in December 2011

and included a number of elements:

(i) debt for equity offers (including a cash
offer) and the compulsory acquisition
of eligible debt securities;

(i) further burden sharing with remaining
subordinated bondholders;

(i) a potential State Placing;

(iv) a Rights Issue; and

(v) the issue of a Contingent Capital note.

Liability Management Exercises

In the year ended 31 December 2011, the
Debt for Equity offers including certain
Canadian Dollar 2015 notes, the
completion of the Kildare / Brunel
securitisation liability management
exercise and the repurchase of a number
of Capital securities generated Core tier 1
capital of €2,451 million.

State Placing and Rights Issue

While the National Pensions Reserve Fund
Commission (NPRFC) was originally
granted an option to make a direct placing
of up to 795 million units of ordinary stock
at €0.10, it was announced on 8 July 2011
that the NPRFC would not be proceeding
with this option.

On 8 July 2011 the Group announced a
Rights Issue, underwritten by the NPRFC,
of 19.1 billion units of ordinary stock at a
price of €0.10 per unit to generate gross
proceeds of €1.9 billion.

The Rights Issue closed on 26 July 2011

and the results were as follows:

e valid acceptances were received from
the State in respect of its 36% holding
of ordinary stock (representing 6.9
billion units);

e valid acceptances were received from
other non-Government shareholders
in respect of their 23.5% holding of
ordinary stock (representing 4.5 billion
units);

e 1.4 billion units of ordinary stock
(7.5%) was placed in the rump issue;
and

* in accordance with the transaction
agreement with the State, the State
subscribed for the remaining 6.3
billion units of ordinary stock (33%) at
the issue price of €0.10 cent per unit.

Fees and Other Costs

Total fees and other costs of €146 million
were payable in connection with the Debt
for equity offers (including the Debt for
cash offers) and the underwritten Rights
Issue.

Significant investment in Bank of
Ireland

On 25 July 2011, the Irish Government
announced its agreement to sell up to

10.5 billion units of ordinary stock at €0.10

per unit (subject to certain conditions) to a
group of significant institutional investors
and fund managers. These investors are
Fairfax Financial Holdings, WL Ross,
Capital Research, Fidelity Investments
and Kennedy Wilson. The Bank has been
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advised that each of these investors will
manage their individual stockholdings
independently.

Reduction in Government stockholding
Following the completion of the 2011
Recapitalisation of the Bank and the
significant investment in Bank of Ireland,
the State’s stockholding in the Bank
reduced to 15.1% of the Bank’s fully
diluted ordinary stock while the combined
stockholding of the new group of
significant institutional investors and fund
managers is 34.9%.

Contingent Capital note

In July 2011 the Group issued a
Contingent Capital note to the State with
a nominal amount of €1 billion and a
maturity of five years. This Contingent
Capital note is classified as a
subordinated liability and it qualifies as
Tier 2 capital. Further details are set out in
note 35.

A placing fee of €15 million was payable
to the State.

Bank of Ireland




Operating and Financial Review

Year ended Year ended
31 December 31 December
2011 2010' Change
Table €m €m %
Net interest income (before the cost of the ELG scheme) 1 1,983 2,511 (21%)
Government guarantee fees 2 (449) (343) 31%
Net other income 3 524 634 (17%)
Operating income (net of insurance claims) 2,058 2,802 (27%)
Operating expenses 4 (1,647) (1,785) (8%)
Operating profit before impairment charges on financial assets
and loss on sale of assets to NAMA 411 1,017
Impairment charges on loans and advances to customers 5 (1,939) (1,859) 4%
Impairment charges on available for sale (AFS) financial assets 6 (21) (168) (88%)
Assets sold to NAMA:
- Impairment charges on assets sold to NAMA 7 (44) (257) (83%)
- Gain / (loss) on sale of assets to NAMA 8 B8] (2,241) -

Share of results of associates and joint ventures (after tax) 49 (20%)

39
Underlying? loss before tax - (1,521) (3,459)

Non-core items:

- Gain on liability management exercises 1,789 1,413

- Loss on disposal of loan books (565) -

- Gains arising on the movement in credit spreads on the Group’s own debt and

deposits accounted for at ‘fair value through profit or loss’ 56 360
- Gain on disposal of business activities 34 15
- Gross-up for policyholder tax in the Life business 10 22
- Cost of restructuring programmes 8 (18)
- Impact of changes in pension benefits 2 733
- Investment return on treasury stock held for policyholders 2 20
- Impact of 'coupon stopper' on subordinated debt - (36)
Loss before tax - (190) (950) -
Tax credit 230 341
Profit / (loss) for the period - 40 (609) -
Profit attributable to non-controlling interests 5) 5
Profit / (loss) attributable to stockholders 45 (614)
Profit / (loss) for the period - 40 (609) -

" A number of reclassifications have been made to the income statement presentation for the year ended 31 December 2010:
e CIFS fees of €68 million have been reclassified from Net other income to Government guarantee fees.
e The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to customers and assets held for sale to NAMA has been
re-presented on the basis of the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with no
change to the total impairment charge.

N

Underlying excludes non-core items which are those items that the Group believes obscure the underlying performance trends in the business. The Group has treated the
following items as non-core: gain on liability management exercises, loss on disposal of loan books, gains arising on the movement in credit spreads on the Group’s own debt
and deposits accounted for at ‘fair value through profit or loss’, gain on disposal of business activities, gross-up for policyholder tax in the Life business, cost of restructuring
programmes, impact of changes in pension benefits, investment return on treasury stock held for policyholders and impact of 'coupon stopper' on subordinated debt. See
page 18 for further information.
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Operating and Financial Review

Operating income (net of insurance claims)

Net interest income

Table: 1 Year ended Year ended
31 December 31 December
2011 2010 Change
Net interest income / Net interest margin €m €m %
Net interest income (before the cost of the ELG scheme) 1,983 2,511 (21%)
IFRS income classifications (102) (175) (42%)
Net interest income (before the cost of the ELG scheme)
after IFRS income classifications 1,881 2,336
Average interest earning assets (€bn) 142 160 (11%)

Net interest margin . 1.33% 1.46% (1.

The year on year changes in ‘net interest income’ and ‘net other income’ are affected by certain IFRS income classifications. Under IFRS, certain assets and liabilities can be
designated at ‘fair value through profit or loss’ (FVTPL). Where the Group has designated liabilities at ‘fair value through profit or loss’, the total fair value movements on these
liabilities, including interest expense, are reported in ‘net other income’. However, the interest income on any assets which are funded by these liabilities is reported in the ‘net
interest income’. In addition, debt is raised in a variety of currencies and the resulting foreign exchange and interest rate risk is managed using derivative instruments — the
cost of which is reported in ‘net other income’. To enable a better understanding of underlying business trends, the impact of these IFRS income classifications are adjusted
between net interest income and net other income and are shown in the table above.

Net interest income (after IFRS income The key drivers of the margin decrease of partly offset by:

classifications) of €1,881 million for the 13 basis points were as follows: e 13 basis points increase due to higher
year ended 31 December 2011 has e 16 basis points decrease due to higher asset pricing; and
decreased by €455 million compared to costs of wholesale funding; e 4 basis points increase due to savings
€2,336 million for the year ended 31 e 10 basis points decrease due to the on the cost of subordinated debt.
December 2010 due primarily to: higher cost of customer deposits as a
e lower net interest income due to an result of intense competition and the The net interest margin (after the cost of
11% reduction in average interest low interest rate environment; and the ELG scheme) reduced from 1.24% in
earning assets arising from sale of e 4 basis points decrease due to the year ended 31 December 2010 to
assets to NAMA, disposal of loan balance sheet structure, being the 1.01% in the year ended 31 December
portfolios and loan repayments; and change in mix of both assets and 2011.
® alower net interest margin of 1.33% in liabilities in the year ended 31
the year ended 31 December 2011 December 2011 compared to the
compared with 1.46% in the year comparable prior year.

ended 31 December 2010.

Table: 2
Year ended Year ended
31 December 31 December
2011 2010 Change
Government guarantee fees €m €m %
-ELG 449 275 63%
- CIFS - 68 -
Total Government guarantee fees - 449 343 -
Government guarantee fees of €449 2010. The increase of €106 million reflects  guaranteed. The CIFS Scheme expired in
million for the year ended 31 December the higher fee structure associated with September 2010. Further information is
2011 compares to a charge of €343 the ELG scheme partly offset by the set out in note 36.
million for the year ended 31 December reduction in the level of liabilities

Preliminary Statement - year ended 31 December 2011 Bank of Ireland




Operating and Financial Review

Net other income

Table: 3
Year ended Year ended
31 December 31 December
2011 2010° Change
Net other income €m €m €m
Net other income 524 634 (110)
IFRS income classifications 102 175 (73)

Net other income after IFRS income classifications

626 809 (183)

Year ended Year ended

31 December 31 December
2011 2010' Change
Net other income after IFRS income classifications €m €m €m
Other income from Retail Banking and Corporate and Treasury businesses 512 526 (14)
Other income from Bank of Ireland Life 169 180 (11)

| T 681 706 (@5
Other items:

BIAM, BolSS and FCE Corporation (disposed during the year ended 31 December 2011) 31 97 (66)
Investment variance - Bank of Ireland Life (28) 9 (37)
Transfer from available for sale reserve on asset disposal (28) 15 (43)
Economic assumption changes - Bank of Ireland Life 19) (14) (5)
NAMA related adjustments 14 (30) 44
European property investment provision (13) - (13)
Change in valuation of international investment properties 12) 26 (38)

Net other income after IFRS income classifications

(55) 103
626 809

Government guarantee fees.

! A reclassification has been made to the presentation for the year ended 31 December 2010 as CIFS fees of €68 million have been reclassified from Net other income to

Net other income, after adjusting for
IFRS income classifications, for the year
ended 31 December 2011 decreased
by €183 million compared to the year
ended 31 December 2010.

Other income from Banking and
Corporate and Treasury businesses
decreased by €14 million reflecting
decreased fees on products and services.

Other income from Bank of Ireland Life
decreased by €11 million.

Other items within Net other income, after
adjusting for IFRS income classifications,
which amount to a net charge of €55
million for the year ended 31 December
2011 were €158 million lower than the net
gain of €103 million for the year ended 31
December 2010, reflecting:

Bank oflreland (&)

a reduction of €66 million in fees from
asset management activities arising
from the disposal of BIAM, BolSS and
FCE Corporation in the year ended 31
December 2011;

a negative movement of €37 million in
the investment variance in Bank of
Ireland Life reflecting a charge of €28
million in the year ended 31 December
2011 compared to a gain of €9 million
in the year ended 31 December 2010;
a negative movement of €43 million
relating to transfers from the available
for sale reserve on asset disposals
reflecting a charge of €28 million in
the year ended 31 December 2011
compared to a gain of €15 million in
the year ended 31 December 2010;

a negative movement of €5 million in
economic assumption changes in
Bank of Ireland Life due to an adverse

variance on the risk discount rate;

a positive movement of €44 million
due to a charge of €30 million in the
year ended 31 December 2010 arising
from the impact of credit deterioration
on the fair value of derivatives held for
sale to NAMA and a gain of €14
million in the year ended 31 December
2011;

a provision of €13 million in the year
ended 31 December 2011 relating to a
court hearing in connection with a
European property investment; and

a movement of €38 million due to the
change in value of international
investment properties in the year
ended 31 December 2011 (a charge of
€12 million) being lower than the year
ended 31 December 2010 (a gain of
€26 million).

Preliminary Statement - year ended 31 December 2011




Operating expenses

Operating and Financial Review

Table: 4 Year ended Year ended
31 December 31 December
2011 2010 Change
Operating expenses €m €m %
Staff costs (including pension costs) 862 1,010 (15%)
Other costs 785 775 1%
Operating expenses - 1,647 1,785 -
Average staff numbers (full time equivalents) 13,671 14,284 (4%)
Point in time staff numbers (at 31 December 2011) 13,234 14,235 (7%)

Operating expenses of €1,647 million for
the year ended 31 December 2011 were
€138 million lower compared to operating
expenses of €1,785 million for the year
ended 31 December 2010 due to lower
staff numbers from the disposals of BIAM,
BolSS and FCE Corporation, lower
pension costs and continued tight
management of all costs partly offset by
an increase in regulatory and other costs.

Staff costs (including pension costs) of
€862 million for the year ended 31
December 2011 were €148 million lower
when compared to €1,010 million for the
year ended 31 December 2010 as a result

of lower staff numbers and lower pension
costs. Average staff numbers (full time
equivalents) for the year ended 31
December 2011 of 13,671 were 613 lower
than average staff numbers (full time
equivalents) for the year ended 31
December 2010 of 14,284. Pension costs
reflected the implementation of benefit
changes in the Group’s defined benefit
pension schemes in 2010.

Other costs of €785 million for the year
ended 31 December 2011 were €10
million higher when compared to €775
million for the year ended 31 December
2010 primarily due to costs relating to

Preliminary Statement - year ended 31 December 2011

property impairment, the transition of IT
outsourcing contracts and costs related to
the PCAR / PLAR 2011 process.

The Group continues to maintain its tight
focus on cost management and the
implementation of certain new
outsourcing contracts together with
ongoing increases in the levels of
consolidation, standardisation and
simplification of the Group’s operations is
expected to lead to further cost
reductions over the medium term.

Bank of Ireland




Operating and Financial Review

Impairment charges on loans and advances to customers

Table: 5

Year ended Year ended

31 December 31 December
2011 2010’ Change
Impairment charges on loans and advances to customers €m €m %
Residential mortgages 469 404 16%
- Retail Ireland 444 341 30%
- Retail UK 25 63 (60%)
Non-property SME and corporate 497 609 (18%)
- Republic of Ireland SME 281 291 B%)
- UK SME 74 126 41%)
- Corporate 142 192 (26%)
Property and construction 893 719 24%
- Investment 593 448 32%
- Land and development 300 271 11%
Consumer 80 127 87%)

Total impairment charges on loans and advances to customers - 1,939 1,859

to the total impairment charge.

T The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to customers and assets held for sale to NAMA has been re-
presented on the basis of the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with no change

Impairment charges on loans and
advances to customers of €1,939 million
for the year ended 31 December 2011
were €80 million or 4% higher compared
to impairment charges of €1,859 million
for the year ended 31 December 2010.

The impairment charge on Residential
mortgages increased by €65 million from
€404 million for the year ended 31
December 2010 to €469 million for the
year ended 31 December 2011. The
impairment charge on Retail Ireland
mortgages was €444 million for the year
ended 31 December 2011. The
impairment charge in the year ended 31
December 2010 of €341 million included
an amount of approximately €100 million,
to reflect a change in the Group’s
assumption of the expected peak to
trough decline in residential property
prices from 45% to 55% in the impairment
provisioning models for Retail Ireland
mortgages.

Excluding this item the year on year
increase in the impairment charge was

€203 million reflecting increasing default
arrears (90 days or more past due), in the
owner occupied and particularly in the buy
to let segments. This increase is primarily
attributed to the general economic
downturn in Ireland and affordability
issues including falling disposable
incomes and high unemployment levels. In
addition, the rise in arrears since August
2011 appears to have been impacted by
the implementation of the new code of
conduct on mortgage arrears and the
considerable public speculation about
potential Government policy measures
regarding customers in arrears.

While there has been some stabilisation in
rents in 2011, overall rent levels are
significantly down on peak (estimated to
be down approximately 26% from peak?)
and buy to let borrowers are increasingly
impacted by rising repayments as interest
only periods come to an end, which
particularly impacted default arrears in the
second half of the year.

The impairment charge on Retail UK
mortgages of €25 million for the year
ended 31 December 2011 was €38 million
lower compared with the year ended 31
December 2010. Default arrears (3+
payments past due) and the associated
impairment charge on Retail UK
mortgages (particularly in the buy to let
and self certified segments) in the year
ended 31 December 2011, were lower
than the year ended 31 December 2010,
in an environment where residential
property prices performed better than the
Group had expected.

The impairment charge on the Non-
property SME and corporate loan
portfolio was €497 million for the year
ended 31 December 2011 compared to
€609 million for the year ended 31
December 2010.

Challenging economic conditions in
Ireland, a continuation of poor consumer
sentiment and the increase in the level of
business insolvencies have negatively
impacted trading conditions and caused

2 Per ‘The Daft.ie rental report — An analysis of recent trends in the Irish rental market. 2011, Quarter 4.

14 Bank oflreland (&)
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Operating and Financial Review

Impairment charges on loans and advances to customers (continued)

general pressure on the Irish SME sector.
Those sectors correlated with consumer
spending or the property markets are
particularly impacted. As a result the level
of impairment charge, while it reduced in
the year ended 31 December 2011 as
compared to the year ended 31 December
2010, continues to be at an elevated level.

In the UK SME segment, rising inflation
and concerns regarding the impact of
fiscal austerity have combined to leave
UK economic conditions subdued. The
year on year reduction primarily reflects
the non-reccurence of impairment
charges on a small number of large
individual cases in the year ended 31
December 2010.

Larger Irish corporate customers trading
internationally and non-Irish based
corporate customers continued to
experience more favourable economic
conditions with the impairment charge in
the Corporate business lower in the year
ended 31 December 2011 as compared
with the year ended 31 December 2010.

The impairment charge of €893 million on
the Property and construction portfolio
for the year ended 31 December 2011 has
increased by €174 million compared to

the impairment charge of €719 million for
the year ended 31 December 2010. The
Property and construction portfolio
amounted to €21 billion at 31 December
2011 comprising €17 billion of investment
property loans and €4 billion of land and
development loans.

The impairment charge on the investment
property element of the Property and
construction portfolio was €593 million for
the year ended 31 December 2011
compared to €448 million for the year
ended 31 December 2010.

The increase in the level of impaired loans
and associated impairment charges is due
to lower rental income arising from
reduced market rents and higher vacancy
rates for more prolonged periods,
together with a requirement for increased
incentives to attract new tenants. In
addition, weaker consumer spending and
sentiment is adversely affecting trading
performance, yields and asset values
across the retail and investment property
sector. Falling asset values in the Republic
of Ireland and Northern Ireland in
particular, have also adversely impacted
the level of the impairment charge in the
year ended 31 December 2011.

Preliminary Statement - year ended 31 December 2011

The impairment charge on the land and
development element of the Property and
construction portfolio was €300 million for
the year ended 31 December 2011
compared to €271 million for the year
ended 31 December 2010 reflecting lower
house prices, over supply of residential
housing stock, and illiquid property
markets in the Republic of Ireland and in
Northern Ireland.

The impairment charge of €80 million on
Consumer loans for the year ended 31
December 2011 is €47 million lower
compared to the impairment charge of
€127 million for the year ended 31
December 2010.

Consumer loans have reduced significantly
reflecting accelerated repayments and
subdued demand for new loans and other
credit facilities. Default arrears and
impairment charges were better than
expectations, in both the Republic of
Ireland and the UK.

Bank of Ireland




Operating and Financial Review

Impairment charge on available for sale (AFS) financial assets

Table: 6
Year ended Year ended
31 December 31 December
2011 2010
Impairment charges on available for sale (AFS) financial assets €m €m
Allied Irish Banks plc subordinated bonds - 98
NAMA subordinated bonds - 70
Irish Life and Permanent plc subordinated bonds 16 -
Other 5 -
Impairment charges on available for sale (AFS) financial assets - 21 .
An impairment charge on available for the year ended 31 December 2010, the impairment charge of €70 million on
sale (AFS) financial assets of €21 million Group incurred an impairment charge of NAMA subordinated bonds following the
was incurred in the year ended 31 €168 million. This included a charge of decision by NAMA not to pay the
December 2011 due primarily to a charge €98 million on a holding of subordinated discretionary coupon due on 1 March
of €16 million on subordinated debt debt issued by Allied Irish Banks plc. In 2011.
issued by Irish Life and Permanent plc. In addition, the Group incurred an
Impairment charges on assets sold to NAMA
Impairment charges on assets sold Table: 7
to NAMA of €44 million for the year Year ended Year ended
ended 31 December 2011 reduced by 8 Decelzgf; 81 Dece;&?g:
€213 million compared to the Impairment charges on assets sold to NAMA €m €m
impairment charge of €257 million for D T T T T L Ll P
the year ended 31 December 2010 as Residential mortgages 1 13
assets transfers to NAMA were largely Non-property SME and corporate - 14
completed in the prior year. Property and construction 43 230
Impairment charges on assets sold to NAMA . 44 '

' The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to
customers and assets held for sale to NAMA has been re-presented on the basis of the loans sold to NAMA during
the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with no
change to the total impairment charge.
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Operating and Financial Review

Gain / (loss) on sale of assets to NAMA

Table: 8 Year ended Year ended
31 December 2011 31 December 2010
Gain / (loss) on sale of assets to NAMA €m €m

Fair value of consideration’ 246 5,046

Assets transferred

- Loans sold to NAMA (nominal value) (498) (9,340)

- Derivatives sold to NAMA (fair value) - 61)

- Impairment provisions at date of sale 198 (300) 2,237 (7,164)

Other items ()] (123)
E El W e

Adjustment to consideration in respect of assets transferred during 20102 90 -

Gain / (loss) on sale of assets to NAMA .

" The consideration consists of the fair value of NAMA senior bonds (representing 95% of the nominal consideration) and the fair value of NAMA subordinated bonds
(representing 5% of the nominal consideration) (see note 22 and note 23).

2 As at 31 December 2010, the final NAMA due diligence process was still ongoing for €3.6 billion of assets transferred to NAMA. Given the uncertainty over the final
consideration for these transferred assets, the Group was required to estimate the amount receivable from NAMA. The ultimate amount received from NAMA was
greater than originally anticipated by €90 million.

Preliminary Statement - year ended 31 December 2011 Bank of Ireland
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Operating and Financial Review

Non-core items

Underlying performance excludes non-core items which are those items that the Group believes obscure the underlying performance

trends in the business. The Group has treated the following items as non-core in the year ended 31 December 2011:

Loss on disposal of loan books

The Group announced the deleveraging of financial assets with a carrying value of €8.6 billion during 2011 of which €7.6 billion had

been completed and derecognised by 31 December 2011 with the remaining €1 billion of assets expected to settle in early 2012. The

assets of €1 billion which the Group has contracted to sell but where the sale had not completed by 31 December 2011 are reported

as other assets classified as held for sale as at 31 December 2011.

An analysis of the deleveraging completed during 2011 is set out below:

Consideration Carrying
received value of assets Total loss

(net of costs) derecognised on deleveraging
Year ended 31 December 2011 €bn €bn €bn
Retail UK division
UK Investment Property loan portfolio 1.2 1.5 0.3)
UK Mortgage loan portfolio 1.3 1.4 0.1)
Corporate and Treasury division
Project Finance loan portfolios 0.8 0.9 0.1)
US Investment Property loan portfolio 0.8 0.8 -
Other international loans 29 3.0 0.1)
Total |l 7.0 76 ©6)

Gain on liability management exercises
Gains of €1,789 million were recognised in
the year ended 31 December 2011
reflecting the successful completion in
July 2011 of the Debt for Equity Exchange
(including a cash offer) together with other
liability management exercises completed
by the Group during the year ended 31
December 2011. A gain of €1,413 million
was recognised in the year ended 31
December 2010.

Gains arising on the movement in credit
spreads on the Group’s own debt and
deposits accounted for at ‘fair value
through profit or loss’

Gains of €56 million were recognised
during the year ended 31 December 2011
arising from the impact of the change in
credit spreads relating to the Group’s own
debt and deposits accounted for at ‘fair
value through profit or loss’. These
liabilities consist of certain subordinated
debt, certain structured senior debt and
tracker deposits. A gain of €360 million
was recognised during the year ended 31
December 2010.

Bank oflreland (&)

Gain on disposal of business activities
The gain on disposal of business activities
in the year ended 31 December 2011
primarily reflects the sale of BIAM in
January 2011 which generated a non-core
gain of €39 million, the sale of BolSS in
June 2011 which generated a non-core
gain of €32 million and the sale of FCE
Corporation in August 2011 which
generated a non-core gain of €8 million
partly offset by a charge of €45 million
relating to the impairment of the goodwill
in Burdale following the announcement on
19 December 2011 of the sale of this
business to Wells Fargo International
Banking Corporation.

Gross-up for policyholder tax in the Life
business

Accounting standards require that the
income statement be grossed up in
respect of the total tax payable by Bank of
Ireland Life, comprising both policyholder
and stockholder tax. The tax gross-up
relating to policyholder tax is included
within non-core items.

Cost of restructuring programmes

The Group recognised a gain of €3 million
reflecting the release of restructuring
provisions in the year ended 31 December
2011. The Group recognised a charge of
€18 million in the year ended 31
December 2010 in relation to restructuring
programmes.

Impact of changes in pension benefits
The Group recognised a gain of €2 million
on its pension schemes during the year
ended 31 December 2011. During 2010,
the Group implemented a number of
changes to its defined benefit pension
schemes which resulted in a gain of €733
million in the year ended 31 December
2010.

Investment return on treasury stock
held for policyholders

Under accounting standards, the Group
income statement excludes the impact of
the change in value of Bank of Ireland
stock held by Bank of Ireland Life for
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Operating and Financial Review

Non-core items (continued)

policyholders. The gain of €2 million Impact of ‘coupon stopper’ on

reflects the impact of the stock price subordinated debt

movement between 31 December 2010 While there was no impact in the year

and 31 December 2011 and the number of  ended 31 December 2011, the Group

units of Bank of Ireland stock held by recognised a charge of €36 million in the

Bank of Ireland Life during that period. year ended 31 December 2010 reflecting

Units of stock held by Bank of Ireland Life the confirmation from the European

for policyholders at 31 December 2011 Commission during 2010 that a ‘coupon

were 23 million units (31 December 2010: stopper’ provision would cease after one

6 million units). year.

Taxation

The taxation credit for the Group was the year ended 31 December 2011 is 11% the reduction in the UK corporation tax
€230 million for the year ended 31 (taxation credit) which is lower than the rate from 27% to 25% with effect from 1
December 2011 compared to a taxation comparable rate for the year ended 31 April 2012.

credit of €341 million for the year ended December 2010 of 14% (taxation credit)

31 December 2010. Excluding the impact due to changes in the geographic mix of
of non-core items, the effective tax rate for ~ losses and the effect on deferred tax of

Summary Consolidated Balance Sheet

31 December 31 December
2011 2010 Change
Summary Consolidated Balance Sheet Table €bn €bn %
Loans and advances to customers?' (after impairment provisions) 9 102 114 (11%)
Assets held for sale to NAMA (after impairment provisions) - 1 -
Liquid assets 10 31 30 3%
Other assets 16 22 22 -
Total assets - 155 167 -
Customer deposits 11 71 65 8%
Wholesale funding 12 51 70 (27 %)
Subordinated liabilities 13 1 3 (67%)
Other liabilities 16 22 22

| T won
Stockholders' equity 15 10 7 43%

Total liabilities

155 167 %)

Total liabilities and stockholders' equity

Loan to deposit ratio 144% 175%
Core tier 1 ratio 15.1% 9.7%
Core tier 1 ratio (PCAR / EBA stress test basis) 14.3% -

' On the balance sheet on page 94, these amounts are presented on separate lines being Loans and advances to customers and Other assets classified as held for sale.
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Loans and advances to customers

Table: 9

Composition by portfolio

31 December 2011

31 December 2010

Loans and advances to customers €bn % €bn %
Residential mortgages 57 54% 60 51%
- Retail Ireland 28 26% 28 24%
- Retail UK 29 28% 32 27%
- Retail UK (Stg£bn equivalent) 25 - 28 -
Non-property SME and corporate 27 24% 31 26%
- Republic of Ireland SME 11 10% 11 9%
- UK SME 4 3% 4 3%
- Corporate 12 11% 16 14%
Property and construction 21 19% 24 20%
- Investment 17 16% 20 17%
- Land and development 4 3% 4 3%
Consumer 3 3% 4 3%
Loans and advances to customers (before impairment provisions) 108 100% 119 100%
Impairment provisions 6) )

Loans and advances to customers (after impairment provisions)

114 -

This is presented in the balance sheet on page 94 as:

Loans and advances to customers

114

Other assets classified as held for sale

Loans and advances to customers (after impairment provisions)

114 -

The Group’s loans and advances to
customers (after impairment
provisions) at 31 December 2011 of €102
billion reflects a decrease of 11% when
compared to the Group’s loans and
advances to customers of €114 billion at
31 December 2010. The key drivers of the
decrease include significant progress on
the deleveraging plan which includes the
partial divestment of the following
portfolios:

e UK Investment Property loan portfolio;

e UK Mortgage loan portfolio;

® Project Finance loan portfolios;

e US Investment Property loan portfolio;
and

e Other international loans.
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For further information on the disposal of
loan portfolios see note 16.

Other drivers include net loan repayments
and generally subdued demand for new
loans, notwithstanding the Group’s efforts
to generate new business from the
Group’s core franchises as well as the
increase in impairment provisions partly
offset by foreign exchange movements.

On a constant currency basis the Group’s
loans and advances to customers (after
impairment provisions) at 31 December
2011 fell by 11% (€13 billion) when
compared to the Group’s loans and
advances to customers of €114 billion at
31 December 2010.

Preliminary Statement - year ended 31 December 2011

As set out in the table above, the
composition of the Group’s loans and
advances to customers by division at 31
December 2011 was broadly consistent
with the composition at 31 December
2010 as set out in the table above.

The stock of impairment provisions on
loans and advances to customers of €6.4
billion at 31 December 2011 reflects an
increase of €1.4 billion when compared to
the stock of impairment provisions of €5.0
billion on loans and advances to
customers at 31 December 2010.
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Assets held for sale to NAMA

The Group’s assets held for sale to NAMA (after impairment provisions) at 31 December 2011 were €nil. During the year ended 31
December 2011, the reduction in assets of €0.8 billion held for sale to NAMA reflects transfers to NAMA of €0.3 billion and changes in
the eligibility of assets of €0.5 billion.

Liquid assets

Covered bonds

Senior bank bonds

Table: 10 31 December 31 December
2011 2010
Liquid assets €bn €bn
Cash at other banks 8 7
Cash and balances at Central Banks 8 3
Government bonds 5 4
- Ireland 4 3
- UK 1 1
NAMA senior bonds 5 5
4 4

1 =

B =

The Group’s holding of liquid assets at 31 December 2011 of €31 billion has increased by €1 billion when compared to 31 December
2010. Of the €31 billion Group liquid assets, c.€8 billion relates to Bank of Ireland (UK) plc holdings and c.€1 billion relates to Isle of
Man holdings. Liquid assets in excess of regulatory liquidity requirements were held in Bank of Ireland (UK) plc as the Group awaits
regulatory approval for the transfers of loans to Bank of Ireland (UK) plc. The Group expects its excess holdings of liquid assets in
Bank of Ireland (UK) plc to reduce during 2012 as regulatory approval is received.

In the year ended 31 December 2011, a quantity of the NAMA bonds have been repaid with 25% of the redemptions expected in 2013,
80% of the redemptions expected by 2017 and 100% of the redemptions expected by 2019.

Preliminary Statement - year ended 31 December 2011 Bank of Ireland
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Customer deposits

Table: 11 31 December 31 December

2011 2010
Customer deposits €bn €bn
Retail Ireland 36 35
- Deposits 25 24
- Current account credit balances 11 11
Retail UK 27 21
Retail UK (Stg£bn equivalent) 22 18
- UK Post Office 16 11
- Other Retail UK 6 7
Corporate and Treasury 8 9
- Corporate and Treasury deposits 8 8
- BolSS related - 1

Total customer deposits

- 71

Loan to deposit ratio

144% 175%

Group customer deposits were €71
billion at 31 December 2011 compared to
€65 billion at 31 December 2010 as set
out in the table above. Following the
successful recapitalisation of the Group in
July 2011 the Group has experienced a
strong growth in deposit balances
(growing by c.€8 billion between July 2011
and December 2011). Key drivers of this
increase included a significant Group wide
focus on deposit gathering, new product
developments and maximisation of cross
selling and new business opportunities
through our distribution channels in
Ireland and the UK.

The Group’s loan to deposit ratio was
144% at 31 December 2011, compared to
175% at 31 December 2010 which is in
line with the targets that were set out in
the PCAR / PLAR 2011.

During 2011, despite continuing intense
competition, the Group’s retail customer
deposit base in Ireland increased by €1
billion or 2% supported by the launch of a
number of successful personal and
business deposit products and ongoing
management of maturing deposits and
new business opportunities. The Group
did not purchase any deposit books in
2011 and the Retail book continues to be
of a granular nature. Current account
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credit balances amounted to €11.3 billion
at 31 December 2011 as compared with
€11.5 billion at 31 December 2010.

The Group’s retail deposit gathering
activities in its joint venture with the UK
Post Office continue to exceed
expectations on both retention rates and
new deposit growth as balances
amounted to £16 billion at 31 December
2011, which represents an increase of
£5.0 billion or 44% since 31 December
2010. The Group’s deposit gathering
strategy in the UK has been successfully
underpinned by the incorporation in
November 2010 of the Group’s UK
licensed banking subsidiary — Bank of
Ireland (UK) plc. Deposits in the Group’s
offshore unit declined by €0.6 billion in
2011, however stabilised in the second
half of the year following the
recapitalisation of the Group.

Corporate and Treasury deposits
amounted to €7.7 billion at 31 December
2011 as compared with €9.4 billion at 31
December 2010. The net decrease of €1.7
billion is a result of the disposal of BolSS
whose customers had placed deposits of
c.€1 billion with the Group at 31
December 2010, and a reduction in
corporate balances in the first half of
2011. Corporate balances experienced

Preliminary Statement - year ended 31 December 2011

growth of c.€1 billion in the second half of
the year following the recapitalisation of
the Group indicating a stabilisation of the
Group’s core corporate deposit base.

Customer deposits at 31 December 2011
of €71 billion (31 December 2010: €65
billion) do not include €2.2 billion (31
December 2010: €1.9 billion) of savings
and investment-type products sold by
Bank of Ireland Life. These products have
a fixed term (typically of five years) and
consequently are an additional stable
source of retail funding for the Group.

At 31 December 2011, €43 billion of the
Group’s customer deposits are
guaranteed under the Irish Deposit
Guarantee Scheme (DGS) and the UK
Financial Services Compensation Scheme
(FSCS) (31 December 2010: €35 billion),
while €26 billion are covered by the
Eligible Liabilities Guarantee Scheme (31
December 2010: €29 billion).

On a constant currency basis the Group’s
customer deposits at 31 December 2011
grew by 7% (€4.3 billion) when compared
to the Group’s customer deposits at 31
December 2010.
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Wholesale funding

Table: 12 31 December 2011 31 December 2010
Wholesale funding sources €bn % €bn %
Secured funding 40 78% 53 76%
- Monetary authority (gross) 23 45% 33 47%
- Covered bonds (asset backed securities) 12% 10%
- Securitisations 8% 5 7%
- Private market repo 14% 11%
Unsecured funding 11 22% 17 24%
- Senior debt 9 18% 13 19%
- Bank deposits 2 4% 3 4%
- Commercial Paper and Certificates of Deposits - - 1 1%
Total Wholesale funding - 51 100% 70 -
Wholesale funding > 1 year to maturity 28 55% 22 32%
Wholesale funding < 1 year to maturity 23 45% 48 68%
Drawings from Monetary Authorities (net) 22 - 31 -

Wholesale funding requirements reduced

from €70 billion at 31 December 2010 to

€51 billion at 31 December 2011 primarily

due to:

® |oan book divestments;

e |oan repayments and redemptions;

e anincrease in Group customer
deposits; and

e recapitalisation proceeds.

The Group’s senior unsecured debt at 31
December 2011 of €9 billion has reduced
by €4 billion from €13 billion at 31
December 2010.

During 2011, the Group has raised secured
term funding from private market sources
amounting to c.€4.2 billion with an average
maturity (at date of issue) of 2.4 years and
an average spread equivalent to 250 basis
points over three month Euribor.

In early December 2011, the Group
announced it will not call notes issued by
the Brunel and Kildare securitisation
vehicles on the relevant call dates in March
2012 and April 2012, with any future
redemption decisions being taken on an

economic basis and having regard to
prevailing market conditions.

In December 2011, the Group participated
in the ECB three year Long Term
Refinancing Operation (LTRO) raising
c.€7.5 billion funding with a maturity in
January 2015 by converting the term of its
existing drawings from short term to
longer term with no new drawings.

In January 2011, following changes to the
ECB eligibility criteria for sterling
denominated collateral, the Group issued
and retained Government guaranteed
own-use bonds which are eligible for ECB
monetary policy operations. These bonds
have a liquidity value of €8.45 billion. They
have consistently rolled over on a
quarterly basis and the current maturity
date is April 2012.

The drawings under the exceptional
liquidity facilities from the Central Bank at
31 December 2010 of €8 billion were
repaid during the financial year such that
drawings at 31 December 2011 were €nil.

Preliminary Statement - year ended 31 December 2011

At 31 December 2011, 55% of wholesale
funding had a term to maturity of greater
than one year compared with 32% at 31
December 2010, reflecting secured term
funding raised and the participation in the
ECB three year LTRO. The Group’s
unsecured maturities are €2.7 billion in
2012 and €2.6 billion in 2013.

The refinancing requirement for the Group
from unsecured wholesale maturities
remains low in 2012 and in subsequent
years. This reflects the overall reduction in
wholesale funding achieved to date and
expected further reductions in wholesale
funding in line with PLAR targets.

Bank of Ireland
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Subordinated liabilities

Table: 13 31 December
2011
Movement in subordinated liabilities €m
Balance at 31 December 2010 2,775
Exchange or repurchase of subordinated liabilities (2,258)
Other (call option) (100)
Outstanding subordinated liabilities in issue l 41'
Contingent Capital note (table 14) 1,009

Balance at 31 December 2011

L 1426

At 31 December 2011, the Group’s
subordinated liabilities amounted to €1.4
billion compared to €2.8 billion at 31
December 2010.

In February 2011, the Group exchanged
€103 million nominal value of certain
Canadian dollar Lower tier 2 securities for

medium term notes due in 2012. This
generated additional Core tier 1 capital of
€46 million whilst reducing Total capital by
a net €56 million.

In June 2011, as part of the 2011 Capital
raise the Group launched a number of
Liability Management Exercises between

resulted in a reduction of €2.2 billion in
subordinated liabilities and generated €2.1
billion of Core tier 1 capital.

In addition, the Group exercised call
options in respect of €0.1 billion of
subordinated liabilities which generated
further Core tier 1 capital for the Bank of

€56 million of euro and Canadian dollar June 2011 and December 2011 which €0.1 billion.

Table: 14 31 December

2011

Issue of Contingent Capital note €m

Nominal value 1,000

Fee paid on issue 15)
Net cash proceeds received l 98'

Capital contribution (116)
Value of Contingent Capital note on issue date l @

Issue date

(29 July 2011) Movement 31 December 2011

This is presented in the balance sheet as: €m €m €m

Subordinated liability (960) (49) (1,009)

Embedded derivative asset 91 8) 83
T em & o

In July 2011, the Group issued a
Contingent Capital note (‘CCN’) with a
nominal value of €1 billion and a maturity
of five years to the State and received
cash of €985 million, (net of a fee of €15
million). For further information see note
35.

The Capital contribution of €116 million
reflects the difference between the net
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proceeds received and the fair value of the
note on date of issue.

The embedded derivative asset reflects
the embedded option to convert the note
to ordinary capital stock of the Bank in the
event of the Bank’s Core tier 1 falling
below 8.25%. The embedded derivative
asset value of €83 million at 31 December
2011 reflects a charge of €8 million

Preliminary Statement - year ended 31 December 2011

attributed to the mark to market
movement on the derivative during the
period. The charge of €49 million at 31
December 2011 reflects a fair value hedge
adjustment and an effective interest rate
adjustment on the subordinated liability
for the period.
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Table: 15
Year ended Year ended
31 December 31 December
2011 2010
Movements in Stockholders’ Equity €m €m
Stockholders’ equity at beginning of period 7,351 6,387
Movements:
Profit / (loss) attributable to stockholders 45 614)
Dividends on preference stock (222) -
Capital Raising
Net new equity capital issued 2,657 1,006
Foreign exchange movements 180 157
Cash flow hedge reserve movement 314 275
Pension fund obligations (117) 391
Available for sale (AFS) reserve movements 103 (220)
Reissue of stock / treasury stock (1) (7)
Other movements (8) 24)
Stockholders’ equity at end of period - 10,202 7,.

Stockholders’ equity increased from
€7,351 million at 31 December 2010 to
€10,202 million at 31 December 2011,
primarily due to new equity capital issued
during 2011.

The profit attributable to stockholders of
€45 million for the year ended 31
December 2011 compares to the loss
attributable to stockholders of €614
million in the year ended 31 December
2010.

On 21 February 2011, the Group paid a
dividend of €214.5 million on the 2009
Preference Stock (€1.8 billion outstanding)
held by the NPRFC and dividends due of
€3.7 million on its euro and sterling
Preference Stock. On the 17 August 2011,
the Group paid dividends due of €3.4
million on its euro and sterling Preference
Stock.

Net new equity capital issued comprised

of the following elements:

e proceeds of Rights Issue €1,908
million;

e ordinary shares issued as part of debt
for equity swap €665 million; and

e capital contribution on Contingent
Capital note €116 million.

partly offset by:

e cost of LME / Rights Issue €114
million; and

e redemption of Upper tier 2 note
(US$150 million FRN) €18 million.

Foreign exchange movements relate
primarily to the impact on the translation
of the Group’s net investments in foreign
operations arising primarily from the 3%
strengthening of the sterling aginst euro in
the year ended 31 December 2011.

The cash flow hedge reserve movement
reflects the impact of changes in interest

Preliminary Statement - year ended 31 December 2011

rates on the mark to market value of cash
flow hedge accounted derivatives. Over
time, the reserve will flow through the
income statement in line with the
underlying hedged instruments.

The movement in retirement benefit
obligations is primarily driven by
movements in asset values and changes
to key assumptions used in the
calculation of the schemes’ liabilities,
including the discount rate, the inflation
rate, the rate of increases in salaries and
in pension payments.

The AFS reserve movement in the year
ended 31 December 2011 is driven by
tightening credit spreads, particularly on
the portfolio of Irish Government bonds
and the transfer of €21 million to the
income statement arising from the
impairment of bonds including Irish Life
and Permanent plc.

Bank of Ireland
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Other assets and other liabilities

Table: 16 31 December 31 December
2011 2010
Other assets and other liabilities €bn €bn
Other assets 22 22
- Bank of Ireland Life assets 12 13
- Derivative financial instruments 6 6
- Deferred tax asset 1
- Other assets 3 2
Other liabilities 22 22
- Bank of Ireland Life liabilities 12 13
- Derivative financial instruments
- Other liabilities

Other assets, at 31 December 2011,
include derivative financial instruments
with a positive fair value of €6.4 billion
compared to a positive fair value of €6.4
billion at 31 December 2010.

At 31 December 2011, the deferred tax
asset was €1.4 billion, an increase of €0.2
billion compared to €1.1 billion at 31
December 2010.

Bank oflreland (&)

Other liabilities, at 31 December 2011,
include derivative financial instruments
with a negative fair value of €6.0 billion
compared to a negative fair value of €5.4
billion at 31 December 2010. The increase
of €0.6 billion in the fair value of derivative
liabilities is due to the impact of the
movement in foreign exchange rates
(particularly the euro / sterling exchange
rate) and interest rates on the negative fair
value of the derivatives during the year
ended 31 December 2011.

Preliminary Statement - year ended 31 December 2011

Other liabilities, at 31 December 2011,
also includes a pension deficit of €0.4
billion (31 December 2010: €0.4 billion).

At 31 December 2011, Bank of Ireland Life
assets and liabilities were €12.0 billion, a
decrease of €0.5 billion compared to
€12.5 billion at 31 December 2010,
primarily due to adverse investment
returns on policyholder managed funds in
the year.
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Capital

Regulatory capital and key capital ratios

31 December 31 December
2011 2010
€m €m

Capital Base

Total equity 10,252 7,407
Regulatory adjustments (146) 270
- Available for sale reserve 725 828
- Retirement benefit obligations 414 424
- Pension supplementary contributions (117) (174)
- Cash flow hedge reserve (79) 235
- Other intangible assets and goodwill (380) (435)
- Own credit spread adjustment (net of tax) 372) (366)
- Dividend expected on 2009 Preference Stock (162) (188)
- Other adjustments 59) (54)
- Capital contribution on Contingent Capital (116) -
Core tier 1 capital - 10,106 -
Regulatory deductions (498) (580)
- Expected loss deduction (366) (454)
- Securitisation deduction (85) (80)
- Deduction for unconsolidated investments “47) (46)
Core tier 1 capital (PCAR / EBA stress test basis) 9,608 7,097
Tier 1 hybrid debt 92 579
Total tier 1 capital - 9,700 -
Tier 2
Tier 2 undated debt 94 183
Tier 2 dated debt 1,172 2,018
IBNR provisions 111 174
Revaluation reserves 6 14
Regulatory deductions (498) (580)
- Expected loss deduction (366) (454)
- Securitisation deduction (85) (80)
- Deduction for unconsolidated investments “47) (46)
Other adjustments 55| 54
Total tier 2 capital - 940 -
Total tier 1 and tier 2 capital 10,640 9,539

Regulatory deductions
- Life and pension business (748) (816)

Total Capital - 9,892 -

31 December 31 December

2011 2010

Risk Weighted Assets (RWA) - Basel Il €bn €bn
Credit risk 61.5 71.4
Market risk 1.1 1.9
Operational risk 4.5 5.7

Total RWA B ~ 70

Bank of Ireland Preliminary Statement - year ended 31 December 2011
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Capital (continued)

31 December 2011 31 December 2010

Key Capital Ratios €bn % of RWA €bn % of RWA
Core tier 1 10.1 15.1% 7.7 9.7%
Core tier 1 (PCAR / EBA stress test basis)' 9.6 14.3% - -
Tier 1 9.7 14.4% 7.7 9.7%
Total capital 9.9 14.7% 8.7 11.0%

T Core tier 1 (PCAR / EBA stress test basis) is calculated in line with methodology used for the 2011 PCAR and EBA stress test. As stated in the Financial Measures Programme
‘The Central Bank applied capital requirement rules and a definition of Core tier 1 capital as prescribed by the Capital Requirements Directive, which is the prevailing
regulatory standard in the EU. To increase conservatism, the Central Bank has included all supervisory deductions, including 50:50 deductions’.

Risk Weighted Assets (RWA) at 31
December 2011 are €11.9 billion lower
than 31 December 2010. This decrease is
mainly due to a reduction in the quantum
of loans and advances to customers and
the impact of a higher level of impaired
loans at 31 December 2011 as compared
to 31 December 2010 partly offset by the
impact of foreign exchange movements
and RWA re-weighting based on credit
model experience.

The Core tier 1 ratio at 31 December
2011 of 15.1% (14.3% PCAR / EBA stress
test basis) compares to 9.7% at 31
December 2010. The net increase of 5.4%
is primarily due to the Core tier 1 capital
generated of €4.2 billion following the
2011 recapitalisation of the Bank together
with the impact of lower RWA’s partly
offset by underlying losses in the year
ended 31 December 2011.

The Tier 1 ratio at 31 December 2011 of
14.4% compares to 9.7% at 31 December
2010. The net increase of 4.7% is
primarily due to the Core tier 1 capital
generated of €4.2 billion following the
2011 recapitalisation of the Bank together
with the impact of lower RWA's partly
offset by underlying losses in the year
ended 31 December 2011 and the
exchange and repurchase of Tier 1 hybrid
debt.

The Total capital ratio at 31 December
2011 of 14.7% compares to 11.0% at 31
December 2010. The net increase of 3.7%
is primarily due to the Core tier 1 capital
generated of €4.2 billion following the
2011 recapitalisation of the Bank together
with the issue of a €1 billion Contingent
Capital note (CCN) to the State and lower
RWA'’s and lower regulatory deductions
partly offset by underlying losses and the
exchange and repurchase of Tier 1 and
Tier 2 debt.

Preliminary Statement - year ended 31 December 2011

The Group issued a CCN with a nominal
value of €1 billion and a maturity of five
years to the State in July 2011. This Tier 2
classified note would convert into Bank of
Ireland ordinary stock on a breach of the
Core tier 1 or Common Equity tier 1 trigger
ratio of 8.25% or on a ‘Non-Viability event’
as determined by the Central Bank. At 31
December 2011, the Core tier 1 ratio of
the Group as calculated under the
methodology set out in the CCN was
14.3%.

Bank of Ireland
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Year ended Year ended
31 December 31 December
2011 2010 Change
Income statement - underlying (loss) / profit before tax €m €m %
Retail Ireland (1,017) (1,467) (31%)
Bank of Ireland Life 26 70 (63%)
Retail UK (324) (558) (42%)
Corporate and Treasury 386 (973) -
Group Centre (561) (531) 6%
Consolidation’ 31) - -
Underlying loss before Tax - (1,521) (3,459) -
Non-core items 1,331 2,509 -

Loss before tax - (190) (950) -

! This relates to certain intergroup transactions which are eliminated at a Group level. However, at a divisional level they are reported as core income in the Corporate and

Treasury division and non-core expense in the Retail UK division as part of the loss on deleveraging of financial assets. The line item above reconciles underlying operating

profit before impairment charges on financial assets and loss on sale to NAMA at a divisional level to the Group level.

Bank of Ireland @ Preliminary Statement - year ended 31 December 2011
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Retail Ireland

Retail Ireland incorporates the Group’s Branch Network, Mortgage Business,
Consumer Banking, Business Banking and Private Banking activities in the
Republic of Ireland and is built on a broad distribution platform and a
comprehensive suite of retail and business products and services.

The year ended 31 December 2011 was particularly difficult for the Group’s
Retail businesses in Ireland, which continued to be adversely impacted by
the ongoing economic downturn. The current economic environment,
together with lower disposable incomes, has resulted in subdued demand
for lending and other financial services products. Intense competition for
deposits and the low interest rate environment resulted in a further reduction
in deposit margins. The impairment charge on loans and advances to
customers remained elevated due to the economic downturn, high levels of
unemployment, increased default arrears in the mortgage portfolio and low
levels of transactions in both the residential and commercial property
markets.

Retail Ireland reported an underlying loss before tax of €1,017 million for the
year ended 31 December 2011 compared to an underlying loss before tax of
€1,467 million for the year ended 31 December 2010 (which included
charges of €775 million arising on assets that transferred to NAMA).

Year ended Year ended
31 December 31 December
Retail Ireland: 2011 2010’ Change
Income statement €m €m %
Net interest income 849 1,010 (16%)
Net other income 297 347 (14%)
Operating income 1,146 1,357 (16%)
Operating expenses (861) 919) (6%)

Operating profit before

impairment charges on

financial assets and

loss on sale of assets

to NAMA 285 438 (35%)

Impairment charges on
loans and advances to

customers (1,297) (1,142) 14%
Assets sold to NAMA:

- Impairment charges on assets

sold to NAMA ©) (100) 91%)
- Gain / (loss) on sale of assets

to NAMA 1 675) -

Share of results of associates

and joint ventures (after tax) 3 12 (75%)
Underlying loss before tax (1,017) (1,467) (31%)
Loans and advances to customers (€bn) 45 47
Customer deposits (€bn) 36 35

' The analysis of the impairment charge for the year ended 31 December 2010 between loans and
advances to customers and assets held for sale to NAMA has been re-presented on the basis of
the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31
December 2010 to enhance comparability with no change to the total impairment charge.

Preliminary Statement - year ended 31 December 2011

Loans and advances to customers (after
impairment provisions) of €45 billion at 31
December 2011 were €2 billion lower than
the loans and advances to customers (after
impairment provisions) of €47 billion at 31
December 2010. This decrease is primarily
a result of increased impairment

provisions, loan repayments and subdued
demand for new lending, particularly from
Property and construction and unsecured
consumer customers. Loan balances with
Residential mortgages and SME customers
were broadly unchanged as at 31
December 2011 as compared with 31
December 2010.

Customer deposits of €36 billion at 31
December 2011 were €1 billion higher than
customer deposits of €35 billion at 31
December 2010. Despite continuing
intense competition in the Irish deposit
market during 2011, deposit volumes
increased supported by the launch of a
number of successful personal and
business deposit products and ongoing
management of maturing deposits and
new business opportunities.

Net interest income of €849 million for the
year ended 31 December 2011 was €161
million or 16% lower than net interest
income of €1,010 million for the year ended
31 December 2010. This decrease is
primarily a result of the higher cost of
wholesale funding and the higher cost of
deposits arising from intense competition,
a reduction in average loan volumes
following the transfer of loans to NAMA
during 2010, scheduled loan repayments
and subdued demand for new lending
partly offset by improved lending margins.

Net other income of €297 million for the
year ended 31 December 2011 was €50
million or 14% lower than net other income
of €347 million for the year ended 31
December 2010. This decrease is primarily
due to a decrease of €12 million in the
value of international investment properties
in the year ended 31 December 2011
compared to a gain of €26 million arising in
the year ended 31 December 2010, a
provision of €13 million relating to a court

Bank of Ireland
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Retail Ireland (continued)

hearing in connection with a European
property investment together with the
impact arising from the sale of FCE
Corporation in August 2011 partly offset
by an increase in retail banking fees and
commissions.

Operating expenses of €861 million for
the year ended 31 December 2011 have
decreased by €58 million or 6% compared
to €919 million for the year ended 31
December 2010. This decrease is
primarily driven by lower pension costs,
lower staff numbers, continued tight
management of other costs and the
impact of the sale of FCE Corporation
partly offset by investments in technology
to support our customer propositions.

The share of results of associates and
joint ventures (after tax), gave rise to a
gain of €3 million for the year ended 31
December 2011 compared to a gain of
€12 million for the year ended 31
December 2010, primarily reflecting the
Group’s share of the increase in the
market value of an international
investment property in 2010. The value of
this investment property was broadly
unchanged during 2011.

Impairment charges on loans and
advances to customers of €1,297 million
for the year ended 31 December 2011 is
€155 million higher compared to the
impairment charge of €1,142 million for

the year ended 31 December 2010. The
impairment charge on loans and advances
to customers remained elevated due to
the economic downturn, high levels of
unemployment, increased default arrears
in the mortgage portfolio and low levels of
transactions in both the residential and
commercial property markets.

Year ended Year ended

31 December 31 December
2011 20107 Change
Impairment charges on loans and advances to customers €m €m %
Residential mortgages 444 341 30%
- Owner occupied mortgages 182 176 3%
- Buy to let mortgages 262 165 59%
Non-property SME and corporate 281 291 (3%)
Property and construction 520 420 24%
- Investment 354 260 36%
- Land and development 166 160 4%
Consumer 52 90 (42%)

Impairment charges on loans and advances to customers - 1,297 1,142

to the total impairment charge.

T The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to customers and assets held for sale to NAMA has been re-
presented on the basis of the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with no change

The impairment charge in the year ended
31 December 2010 included an amount of
approximately €100 million, to reflect a
change in the Group’s assumption of the
expected peak to trough decline in
residential property prices from 45% to
55% in the impairment provisioning
models for Retail Ireland mortgages; the
Group estimated that €60 million related
to the owner occupied segment and €40
million related to the buy to let segment.

The impairment charge on Retail Ireland
mortgages of €444 million for the year

ended 31 December 2011 reflects
increasing default arrears (90 days or
more past due), in the owner occupied

and particularly in the buy to let segments.

This increase is primarily attributed to the
general economic downturn in Ireland and
affordability issues including falling
disposable incomes and high
unemployment levels.

In addition, the rise in arrears since
August 2011 appears to have been
impacted by the implementation of the
new code of conduct on mortgage arrears

and the considerable public speculation
about potential Government policy
measures regarding customers in arrears.

While there has been some stabilisation in
rents in 2011, overall rent levels are
significantly down on peak (estimated to
be down approximately 26% from peak?)
and buy to let borrowers are increasingly
impacted by rising repayments as interest
only periods come to an end, which
particularly impacted default arrears in the
second half of the year.

| " Per ‘The Daft.ie rental report — An analysis of recent trends in the Irish rental market 2011, Quarter 4°.
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Retail Ireland (continued)

Operating and Financial Review

The impairment charge on Non-property
SME and corporate of €281 million for
the year ended 31 December 2011 is €10
million lower compared to the impairment
charge of €291 million for the year ended
31 December 2010.

Challenging economic conditions in
Ireland, a continuation of poor consumer
sentiment and the increase in the level of
business insolvencies have negatively
impacted trading conditions and caused
general pressure on the Irish SME sector.
Those sectors correlated with consumer
spending or the property markets are
particularly impacted. As a result the level
of impairment charge, while it reduced in
the year ended 31 December 2011 as
compared to the year ended 31 December
2010, continues to be at an elevated level.

The impairment charge on Property and
construction of €520 million for the year
ended 31 December 2011 is €100 million
higher compared to the impairment
charge of €420 million for the year ended
31 December 2010.

The impairment charge on the investment
property element of the Property and
construction portfolio has increased from
€260 million at 31 December 2010 to €354
million at 31 December 2011. In particular,
weaker consumer spending and sentiment
is adversely affecting trading
performance, yields and asset values
across the retail and investment property
sector. More generally, the increase in the
level of impaired loans and associated
impairment charges is due to lower rental
income arising from reduced market rents
and higher vacancy rates for more
prolonged periods, together with a
requirement for increased incentives to
attract new tenants. Falling asset values in
the Republic of Ireland have also
adversely impacted the level of
impairment charge in the year ended 31
December 2011.

The impairment charge for Land and
Development and the proportion of the
book that is impaired have increased in
the year ended 31 December 2011 as
compared with the year ended 31

December 2010, reflecting lower house
prices, over supply of residential housing
stock, and illiquid property markets in the
Republic of Ireland.

The impairment charge of €52 million on
Consumer loans for the year ended 31
December 2011 is €38 million lower
compared to the impairment charge of
€90 million for the year ended 31
December 2010. Consumer loans have
reduced significantly reflecting
accelerated repayments and subdued
demand for new loans and other credit
facilities. Default arrears and impairment
charges were better than expectations.

The impairment charges on assets sold
to NAMA of €9 million for the year ended
31 December 2011 compares to the
impairment charge of €100 million for the
year ended 31 December 2010. In the
year ended 31 December 2011 there was
a gain on sale of assets to NAMA of €1
million.

Year ended Year ended

31 December 31 December

2011 2010'

Assets sold to NAMA €m €m
Impairment charges on assets sold to NAMA (©)] (100)
Gain / (loss) on sale of assets to NAMA 12 (675)

! The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to
customers and assets held for sale to NAMA has been re-presented on the basis of the loans sold to NAMA
during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with

no change to the total impairment charge.

2 This number includes an adjustment to consideration in respect of assets transferred during 2010.

Preliminary Statement - year ended 31 December 2011
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Operating and Financial Review

Bank of Ireland Life

Bank of Ireland Life comprises the life assurer, New Ireland Assurance

Company plc (which distributes protection, investment and pension
products to the Irish market, through independent brokers and its direct
sales force) and the business unit which distributes New Ireland's products

through the Group’s branch network.

Under the terms of the Group’s EU restructuring plan, the Group has

committed to dispose of its shareholding in New Ireland, but retains the

ability to distribute protection, investment and pension products.

Operating profit of €73 million for the year ended 31 December 2011 was
€2 million or 3% lower than operating profit of €75 million for the year ended

31 December 2010, primarily due to lower operating income, partly offset by

lower operating expenses.

Year ended Year ended
Bank of Ireland Life: 31 December 31 December
Income statement 2011 2010 Change
(IFRS performance) €m €m %
Operating income 174 178 (2%)
Operating expenses (101) (103) (2%)
Operating profit 73 75 (3%)
Investment variance (28) 9 -
Economic assumption changes 19) 14) 36%
Underlying profit before tax 26 70 (63%)

Operating income of €174 million for the
year ended 31 December 2011 is €4
million or 2% lower than operating income
of €178 million for the year ended 31
December 2010, primarily due to a poorer
persistency experience in the current year
and a change in the persistency
assumptions to reflect this experience at
31 December 2011 partly offset by
improved margins on new business.

Annual premium equivalent (APE) sales for
the year ended 31 December 2011 were
lower by 1% relative to the year ended 31
December 2010 (compared to the market,
which decreased by 8% over the same
period). Lower volumes in regular
premium pensions were partly offset by
higher single premium pension volumes
and growth in protection business.
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Persistency levels continue below long
term trends, reflecting affordability
issues amongst customers and
continued investment market volatility.

Operating expenses of €101 million for
the year ended 31 December 2011 are
€2 million or 2% lower than operating
expenses of €103 million for the year
ended 31 December 2010, reflecting
tight management of costs and the
benefit of a lower pension charge.

The underlying profit before tax for
the year ended 31 December 2011 has
been impacted by a negative
investment variance and the impact of
lower interest rates on economic
assumptions.

Preliminary Statement - year ended 31 December 2011

The performance of investment markets in
2011 was lower than the unit growth
assumption, which has givenrise to a
negative investment variance of €28
million. This compares to a relative
outperformance of investment markets in
the year ended 31 December 2010, which
gave rise to a positive investment variance
of €9 million.

The impact of economic assumption
changes and interest rate movements
(including changes in the value of
sovereign bonds), gave rise to a net
charge of €19 million for the year ended
31 December 2011, compared to a net
charge of €14 million for the year ended
31 December 2010. The value of Irish
Government bonds reduced during the
year ended 31 December 2010, but
increased during the year ended 31
December 2011. Risk free rates (as
referenced to euro swap rates) reduced
over the same period. As a result the
discount rate applied to future cash flows
was reduced from 7.75% at 31 December
2010 to 7.0% at 31 December 2011 and
the unit growth assumption was reduced
from 5.75% at 31 December 2010 to
4.75% at 31 December 2011.

Bank of Ireland Life maintained a strong
financial position throughout the year
ended 31 December 2011 and its
regulatory capital was two times the
required minimum solvency margin at the
year end.




Bank of Ireland Life (continued)

Embedded Value Performance

Operating and Financial Review

Year ended Year ended
31 December 31 December Change
Bank of Ireland Life: Income Statement 2011 2010 %
(Embedded value performance) €m €m
New Business profits 23 13 7%
Existing business profits 60 65 (8%)
Expected return 73 81 (10%)
Experience variance 8) (12) 33%
Assumption changes (5) (4) (25%)
Inter company payments (11) (12) 8%
Operating profit - 72 66 -
Investment variance (65) 16 -
Economic assumption changes (32) 12) -
Underlying (loss) / profit before tax - (25) 70 -

The alternative method of presenting the
performance of the Life business is on an
Embedded Value basis. This method is

widely used in the life assurance industry.

Under this approach, operating profit for
the year ended 31 December 2011 of €72
million was €6 million or 9% higher than

operating profit of €66 million for the year
ended 31 December 2010. New business
profits of €23 million for the year ended 31
December 2011 were €10 million higher

than new business profits of €13 million
for the year ended 31 December 2010.
Existing business profits of €60 million
were €5 million lower than existing
business profits of €65 million for the year
ended 31 December 2010.

The key assumptions used in the
Embedded Value methodology are
consistent with those used under the IFRS
methodology, being a discount rate of
7.0% (31 December 2010: 7.75%), future

Preliminary Statement - year ended 31 December 2011

growth rate on unit linked assets of 4.75%
(81 December 2010: 5.75%) and the rate
of tax to be levied on shareholders profits
of 12.5% (31 December 2010: 12.5%).

The underlying loss before tax, on an
embedded value basis, of €25 million for
the year ended 31 December 2011
compares to an underlying profit before
tax of €70 million for the year ended 31
December 2010.

Bank of Ireland




Operating and Financial Review

Retail UK (Sterling)

The Retail UK Division incorporates the joint ventures with the UK Post
Office, the UK Residential mortgage business, the Group’s branch network
in Northern Ireland and the Group’s Business Banking business in Great
Britain and Northern Ireland. On 1 November 2010, the Group transferred a
substantial part of its UK banking business to a UK, wholly owned licensed
banking subsidiary, Bank of Ireland (UK) plc (this has had no impact on
segmental reporting).

Retail UK reported an underlying loss before tax of £279 million for the
year ended 31 December 2011 compared to an underlying loss before tax of
£480 million for the year ended 31 December 2010, (which included charges
of £371 million arising on assets that transferred to NAMA).

Year ended Year ended
31 December 31 December

Retail UK: 2011 2010° Change
Income statement £m £m %
Net interest income 319 507 (87%)
Net other income 103 54 91%
Operating income 422 561 (25%)
Operating expenses (328) 319) 3%
Operating profit before
impairment charges on
financial assets and loss
on sale of assets to NAMA 94 242 (61%)
Impairment charges on loans
and advances to customers 875) (383) (2%)
Assets sold to NAMA:

- Impairment charge on assets sold

to NAMA (23) (25) (8%)
- Loss on sale of assets to NAMA (6) (346) (98%)
Share of results of associates and
joint ventures (after tax) 31 32 (3%)
Underlying loss before tax (279) (480) (42%)
Underlying loss before tax
(€m equivalent) (324) (558) (42%)
Loans and advances to customers (£bn) 36 42
Customer deposits (£bn) 22 18

' The analysis of the impairment charge for the year ended 31 December 2010 between loans and
advances to customers and assets held for sale to NAMA has been re-presented on the basis of
the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31
December 2010 to enhance comparability with no change to the total impairment charge.
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Loans and advances to customers (after
impairment provisions) of £36 billion at 31
December 2011 were £6 billion lower than
the loans and advances to customers of
£42 billion (after impairment provision) at
31 December 2010. This decrease is
primarily a result of the disposal of
portfolios of Residential mortgage and
investment property loans, loan
repayments and increased impairment
provisions.

Customer deposits of £22 billion at 31
December 2011 were £4 billion higher
than customer deposits of £18 billion at
31 December 2010, primarily as a result of
the growth in deposits originating through
the joint venture with the UK Post Office.

Net interest income of £319 million for
the year ended 31 December 2011 is £188
million or 37% lower than the year ended
31 December 2010, primarily due to the
higher cost of deposits and wholesale
funding, lower average loan volumes (due
to the transfer of assets to NAMA during
2010, loan repayments together with loan
book disposals) and the impact of the
increased liquid asset holdings in Bank of
Ireland (UK) plc, which was partly offset
by improved lending margins, particularly
on Residential mortgages.

Net other income of £103 million for the
year ended 31 December 2011 increased
by £49 million compared to net other
income of £54 million for the year ended
31 December 2010. While underlying
banking fees and commissions for the
year ended 31 December 2011 were
broadly consistent with the year ended 31
December 2010, a number of one-off
charges amounting to £20 million
(including NAMA related charges) were
incurred in the year ended 31 December
2010 of which £12 million reversed in
2011.

Operating expenses for the year ended
31 December 2011 of £328 million are £9
million or 3% higher than operating
expenses of £319 million for the year




Retail UK (Sterling) (continued)

Operating and Financial Review

ended 31 December 2010, primarily due
to the costs of processing the higher
deposit volumes, higher professional
regulatory fees (including the introduction
of a bank levy in the UK), partly offset by
lower pension costs and continued tight
management of other costs.

The share of the results of
associates and joint ventures (after
tax), which primarily relates to First Rate

Exchange Services (FRES) was £31
million for the year ended 31 December
2011 which is broadly unchanged
compared to £32 million during the year
ended 31 December 2010.

Impairment charges on loans and
advances to customers of £375 million
for the year ended 31 December 2011 are
£8 million lower than the impairment
charges of £383 million for the year ended

31 December 2010, with the charge
reducing in each of our Residential
mortgage, Non-property SME and
corporate and Consumer portfolios partly
offset by an increase in our Property and
construction portfolio charge.

Year ended Year ended

31 December 31 December
2011 20107 Change
Impairment charges on loans and advances to customers £m £m %
Residential mortgages 22 54 (59%)
- Standard mortgages 13 8 63%
- Buy to let mortgages 8 39 (79%)
- Self certified mortgages 7 (86%)
Non-property SME and corporate 64 109 (41%)
Property and construction 265 189 40%
- Investment 160 104 54%
- Land and development 105 85 24%
Consumer 24 31 (23%)

Impairment charges on loans and advances to customers - 375 383 -

to the total impairment charge.

T The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to customers and assets held for sale to NAMA has been re-
presented on the basis of the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with no change

The impairment charge on Retail UK
mortgages of £22 million for the year
ended 31 December 2011 was £32 million
lower compared with the year ended 31
December 2010. Default arrears (3+
payments past due) and the associated
impairment charge on Retail UK
mortgages (particularly in the buy to let
and self certified segments) in the year
ended 31 December 2011 were lower than
the year ended 31 December 2010, in an
environment where residential property
prices performed better than expected.

The impairment charge on the Non
property SME and corporate portfolio of
£64 million for the year ended 31
December 2011 is £45 million lower
compared to the impairment charge of
£109 million for the year ended 31

December 2010. In the UK SME segment,
rising inflation and concerns regarding the
impact of fiscal austerity have combined
to leave UK economic conditions
subdued. The year on year reduction
primarily reflects the impairment charges
on a small number of large individual
cases in the year ended 31 December
2010.

The impairment charge on the Property
and construction portfolio of £265 million
for the year ended 31 December 2011 is
£76 million higher compared to the
impairment charge of £189 million for the
year ended 31 December 2010.

The impairment charge on the investment
property element of the Property and
construction portfolio increased from £104

Preliminary Statement - year ended 31 December 2011

million in the year ended 31 December
2010 to £160 million in the year ended 31
December 2011. In particular, weaker
consumer spending and sentiment is
adversely affecting trading performance,
yields and asset values across the retail
and investment property sector. More
generally, the increase in the level of
impaired loans and associated impairment
charges is due to lower rental income
arising from reduced market rents and
higher vacancy rates for more prolonged
periods, together with a requirement for
increased incentives to attract new
tenants. Falling asset values in Northern
Ireland in particular have also adversely
impacted the level of impairment charge
in the year ended 31 December 2011.

Bank of Ireland
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Retail UK (Sterling) (continued)

The impairment charge on the land and
development element of the Property and
construction portfolio increased from £85
million to £105 million, reflecting lower
house prices, over supply of residential
housing stock, and illiquid property
markets in Northern Ireland.

The impairment charge of £24 million on
Consumer loans for the year ended 31
December 2011 is £7 million lower
compared to the impairment charge of
£31 million for the year ended 31
December 2010. Consumer loans have
reduced significantly reflecting
accelerated repayments and subdued

demand for new loans and other credit
facilities. Default arrears and impairment
charges were better than expectations.

The impairment charges on assets sold
to NAMA of £23 million for the year ended
31 December 2011 compares to the
impairment charge of £25 million for the
year ended 31 December 2010. In the
year ended 31 December 2011 there was
a £6 million loss on sale of assets to
NAMA.

Bank oflreland (&)

Assets sold to NAMA

Year ended Year ended
31 December 31 December
2011 2010° Change
£m £m %

Impairment charges on assets sold to NAMA

(23) (25) (8%)

Loss on sale of assets to NAMA

(6) (346) (98%)

no change to the total impairment charge.

' The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to
customers and assets held for sale to NAMA has been re-presented on the basis of the loans sold to NAMA
during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with

Preliminary Statement - year ended 31 December 2011




Corporate and Treasury

The Corporate and Treasury Division comprises Corporate Banking, Global
Markets and IBI Corporate Finance. The Group disposed of Bank of Ireland
Asset Management (BIAM), Bank of Ireland Securities Services (BolSS) and
the Group’s shareholding in Paul Capital International LLC during the year
ended 31 December 2011.

Corporate and Treasury reported an underlying profit before tax of €386
million for the year ended 31 December 2011 compared with an underlying
loss before tax of €973 million for the year ended 31 December 2010 (which
included charges of €1,247 million arising on assets that transferred to
NAMA).

Year ended Year ended
31 December 31 December
Corporate and Treasury: 2011 2010° Change
Income statement €m €m %
Net interest income 742 885 (16%)
Net other income 44 43 2%
Operating income 786 928 (15%)
Operating expenses (187) (287) (85%)
Operating profit before
impairment charges on
financial assets and loss
on sale of assets to NAMA 599 641 (7%)
Impairment charges on loans
and advances to customers (207) (269) (23%)
Impairment charge on available
for sale (AFS) financial assets 21) (98) (79%)
Assets sold to NAMA:
- Impairment charges on assets
sold to NAMA ) (126) (93%)
- Gain / (loss) on sale of
assets to NAMA 24 (1,121) -
Underlying profit / (loss) before tax 386 (973) -
Loans and advances to customers (€bn) 14 20
Customer deposits (€bn) 8 9

! The analysis of the impairment charge for the year ended 31 December 2010 between loans and
advances to customers and assets held for sale to NAMA has been re-presented on the basis of
the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31
December 2010 to enhance comparability with no change to the total impairment charge.

Preliminary Statement - year ended 31 December 2011
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Corporate and Treasury (continued)

The change in ‘Net interest income’ and ‘Net other income’ is impacted by IFRS income classifications between the two income

categories.

Year ended Year ended
31 December 31 December
2011 2010 Change
Net interest income €m €m %
Net interest income 742 885 (16%)
IFRS income classifications (102) (165) (38%)
Net interest income (after IFRS income classifications) - 640 720 (1-

Net interest income (after IFRS income
classifications) amounted to €640 million
for the year ended 31 December 2011 and
has decreased by €80 million or 11%
compared to €720 million for the year

ended 31 December 2010 due to lower
net interest income arising from a
reduction in the average level of loans
advanced to customers, the increased
cost of wholesale funding and lower funds

based fees partly offset by increased
lending margins and the higher yield on
the liquid asset portfolio.

Year ended Year ended
31 December 31 December
2011 2010 Change
Net Other Income €m €m %
Net other income 44 43 2%
IFRS income classifications 102 165 (38%)
Net other income (after IFRS income classifications) . 146 208 (

Net other income (after IFRS income
classifications) amounted to €146 million
for the year ended 31 December 2011 and
has decreased by €62 million or 30%
compared to €208 million for the year
ended 31 December 2010. This decrease
is driven primarily by loss of income of
€63 million from BIAM and BolSS
following their disposal and charges
incurred on the transfers from the
available for sale reserve on asset
disposals partly offset by higher fee
income in Corporate Banking.

Operating expenses of €187 million for
the year ended 31 December 2011 are
lower by €100 million or 35% compared to
operating expenses of €287 million for the
year ended 31 December 2010 primarily
due to lower costs of €28 million following
the sale of BIAM and BolSS during 2011,
the impact of lower staff numbers and
other efficiency benefits of €23 million, the
impact of lower pension costs of €14

Bank oflreland (&)

million and continued tight management
of all other costs, together with the impact
of some one off cost recoveries during
2011.

Operating profit (before impairment
charges on financial assets and loss on
sale of assets to NAMA) of €599 million
for the year ended 31 December 2011 has
decreased by €42 million compared to an
operating profit of €641 million for the year
ended 31 December 2010.

Impairment charges on loans and
advances to customers of €207 million
for the year ended 31 December 2011
have decreased by €62 million or 23%
compared to impairment charges of €269
million for the year ended 31 December
2010.

An impairment charge on available for
sale (AFS) financial assets of €21 million
was incurred in the year ended 31

December 2011 due primarily to a charge
of €16 million on subordinated debt issued
by Irish Life and Permanent plc. In the
year ended 31 December 2010 an
impairment charge of €98 million was
recognised on a holding of subordinated
debt issued by Allied Irish Banks plc.

Preliminary Statement - year ended 31 December 2011




Corporate and Treasury (continued)

Year ended
31 December

Impairment charges on loans and advances to customers
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Operating and Financial Review

Year ended

31 December
2011 2010° Change
€m €m %

Non-property SME and Corporate 142 192 (26%)
Property and construction 65 77 (16%)
- Investment 52 70 (26%)
- Land and development 13 7 86%

Total impairment charges on loans and advances to customers - 207 269 -

1

to the total impairment charge.

The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to customers and assets held for sale to NAMA has been re-
presented on the basis of the loans sold to NAMA during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with no change

The impairment charge on Non-property
SME and Corporate of €142 million for
the year ended 31 December 2011 is €50
million lower compared to the impairment
charge of €192 million for the year ended
31 December 2010. Larger Irish corporate

customers trading internationally have
continued to experience more favourable
economic conditions.

The impairment charge of €65 million on
the Property and construction portfolio

for the year ended 31 December 2011 has
decreased by €12 million compared to the
impairment charge of €77 million for the
year ended 31 December 2011 but
remains at an elevated level.

The impairment charges on assets sold
to NAMA of €9 million for the year ended
31 December 2011 compares to the
impairment charge of €126 million for the
year ended 31 December 2010. In the
year ended 31 December 2011 there was
a gain on sale of assets to NAMA of €24
million.

Assets sold to NAMA

Year ended Year ended
31 December 31 December
2011 2010" Change
€m €m %

Impairment charges on assets sold to NAMA

©) (126) (93%)

Gain / (loss) on sale of assets to NAMA

242 (1,121) -

no change to the total impairment charge.

The analysis of the impairment charge for the year ended 31 December 2010 between loans and advances to
customers and assets held for sale to NAMA has been re-presented on the basis of the loans sold to NAMA
during the year ended 31 December 2011 and the year ended 31 December 2010 to enhance comparability with

This number includes an adjustment to consideration in respect of assets transferred during 2010.

Preliminary Statement - year ended 31 December 2011
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Year ended Year ended
31 December 31 December
2011 2010 Change
Business Unit: Operating profit before tax €m €m %
Corporate Banking 380 488 (22%)
Global Markets 204 121 69%
Asset Management Services 10 28 (64%)
Division Centre 5 4 25%
Operating profit before tax - 599 641 -

Corporate Banking operating profit
before tax of €380 million for the year
ended 31 December 2011 compares to an
operating profit of €488 million for the year
ended 31 December 2010 primarily due to
lower level of average loans in advance to
customers and the increased cost of
wholesale funding partly offset by
increased lending margins and higher
upfront fees and lower costs.

Global Markets operating profit before
tax before tax of €204 million for the year
ended 31 December 2011 compares to an
operating profit of €121 million for the year
ended 31 December 2010. The movement
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is primarily due to higher income on the
liquid asset portfolio, higher termination
fees earned and lower costs.

Asset Management Services operating
profit before tax of €10 million for the year
ended 31 December 2011 compares to an
operating profit before tax of €28 million
for the year ended 31 December 2010 due
to the sale of BIAM in January 2011 and
BolSS in June 2011.

Division Centre includes central
management costs and IBI Corporate
Finance.

Preliminary Statement - year ended 31 December 2011




Group Centre

Net operating income was a charge of

Group Centre comprises capital management activities, Government
guarantee fees and unallocated group support costs.

Group Centre reported an underlying loss before tax of €561 million for the
year ended 31 December 2011 compared to an underlying loss before tax of
€531 million for the year ended 31 December 2010.

Year ended Year ended
31 December 31 December
Group Centre: 2011 2010 Change
Income statement €m €m %
Government guarantee fees:
- ELG (449) (275) 63%
- CIFS - (68) -
Government guarantee fees (449) (343) 31%
Other income 7) 33 -
Net operating income (456) (310) 47%
Operating expenses (118) (104) 13%

Operating loss before impairment

charges on financial assets

and loss on sale of assets to NAMA (574) (414) 39%
Impairment charge on available

for sale financial assets (AFS) - (70) -

Gains / (charges) arising on the sale
of assets to NAMA 13 (47) -
Underlying loss before tax (561) (531) 6%

partly offset by:

€456 million for the year ended 31 o

December 2011 compared to a charge of

€310 million for the year ended 31

December 2010. The increased charges of

€146 million in the current year is driven

primarily by:

¢ higher Government guarantee fees
of €449 million for the year ended 31
December 2011 compares to a charge
of €343 million for the year ended 31
December 2010. The increase of €106
million reflects the higher fee structure
associated with the ELG scheme
partly offset by the reduction in the
level of liabilities guaranteed. The
CIFS Scheme expired in September
2010. Further information is set out in
note 36 on page 152;

e higher insurance liabilities and claims
paid;

lower interest expense on
subordinated debt securities
following the liability management
exercises completed during 2011;
and

receipt of income from NAMA in
relation to servicing of the relevant
loan portfolios.

Preliminary Statement - year ended 31 December 2011
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Operating expenses of €118 million for
the year ended 31 December 2011
compares to operating expenses of €104
million for the year ended 31 December
2010. The increase of €14 million is
primarily driven by higher regulatory and
compliance costs in the year ended 31
December 2011. The Group continues to
maintain its tight focus on cost
management and the implementation of
certain new outsourcing contracts
together with ongoing increases in the
levels of consolidation, standardisation
and simplification of the Group’s
operations.

The impairment charge on available
for sale financial assets (AFS) of €70
million for the year ended 31 December
2010 reflected the charge arising on the
Group’s holding of NAMA subordinated
bonds following the decision by NAMA
not to pay the discretionary coupon due
on 1 March 2011.

The gain arising on the sale of

assets to NAMA of €13 million for the
year ended 31 December 2011 reflects a
reduction of the provision required in
relation to the ongoing costs to the Group
of servicing the assets sold to NAMA. The
charge of €47 million for the year ended
31 December 2010 reflects the costs of
servicing the assets sold to NAMA during
the year ended 31 December 2010
together with the costs associated with
the sale of those assets to NAMA.

Bank of Ireland
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Risk Management

Risk Management

Key points:

e The credit environment in which the Group operates remained challenging in 2011. While the Irish economy is expected to
have emerged from recession and recorded modest growth in 2011, a combination of fiscal austerity, continued high
unemployment and falling property prices continued to weigh on asset quality and impairments. In the UK, improvements in
the early part of the year were offset by more difficult conditions in the second half and growth forecasts for the UK economy
were revised sharply downward during the year.

e The loan book has contracted significantly, with volumes before impairment provisions reducing to €108 billion at 31
December 2011 (from €119 billion at 31 December 2010), through asset disposals as part of the Group’s deleveraging
initiatives, scheduled and unscheduled repayments and low demand for credit.

e Asset Quality in 2011 remained under pressure more generally in Ireland, while trends in UK mortgages, internationally focused
corporate lending and consumer portfolios improved. There was some deterioration in the arrears profile in the Irish Mortgage
book in the second half of the year, which may have been partially attributable to implementation of the new Code of Conduct
on Mortgage arrears and the considerable public speculation about potential policy measures regarding customers in arrears.
Our Irish business customers who have a high dependency on the domestic economy continued to face difficult conditions
and this has adversly impacted on their credit profile.

Bank of Ireland Preliminary Statement - year ended 31 December 2011




3.1.2 Book Profile - Loans and advances to customers

Geographical and industry analysis of loans and advances to customers
Loans and advances to customers in the tables on pages 49 to 56 include loans and 