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Forward Looking Statements

This document contains certain forward-looking statements with respect to the financial condition, results of operations and
business of AIB Group and certain of the plans and objectives of the Group. These forward-looking statements can be identified
by the fact that they do not relate only to historical or current facts. Forward-looking statements sometimes use words such

as ‘aim’, ‘anticipate’, ‘target’, ‘expect’, ‘estimate’, ‘intend’, ‘plan’, ‘goal’, ‘believe’, ‘may’, ‘could’, ‘will’, ‘seek’, ‘continue’, ‘should’,
‘assume’, or other words of similar meaning. Examples of forward-looking statements include, among others, statements
regarding the Group’s future financial position, capital structure, Government shareholding in the Group, income growth, loan
losses, business strategy, projected costs, capital ratios, estimates of capital expenditures, and plans and objectives for future
operations. Because such statements are inherently subject to risks and uncertainties, actual results may differ materially from
those expressed or implied by such forward-looking information. By their nature, forward-looking statements involve risk and
uncertainty because they relate to events and depend on circumstances that will occur in the future. There are a number of
factors that could cause actual results and developments to differ materially from those expressed or implied by these forward-
looking statements. These are set out in the Principal Risk and Uncertainties on pages 50 to 59 in the 2015 Annual Financial
Report. In addition to matters relating to the Group’s business, future performance will be impacted by Irish, UK and wider
European and global economic and financial market considerations. Any forward-looking statements made by or on behalf of the
Group speak only as of the date they are made. The Group cautions that the list of important factors on pages 50 to 59 of the
2015 Annual Financial Report is not exhaustive. Investors and others should carefully consider the foregoing factors and other
uncertainties and events when making an investment decision based on any forward-looking statement.
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2015 Financial Highlights

Operating performance

Profit before tax

€1,914m eso3m A

Increased profitability from higher income,
lower costs and higher net credit provision.
Outturn for the year includes a net charge

of €296 million from exceptional items and
income of €163 million from other items.

Pre-provision operating profit®®

€1,327m €200m 4

Positive contribution from business
segments with €1,133 million from AIB
Ireland, €185 million from AIB UK and €9
million from Group & International.

Balance Sheet / Capital

Net interest margin (“NIM”)®"

1.97% 28bps A

Continuing positive momentum in NIM
mainly due to lower funding costs and
reduction in low yielding assets. There
was an exit NIM® for 2015 of 2.02%.

Operating expenses®

€1,296m s%v

Cost reductions in line with expectation. €107
million reduction with all major expense lines

reducing, reflecting further improvement on

prior year reductions. Cost income ratio® for

2015 was 49% compared to 55% for 2014.

Total income®

€2,623m €93m A

Increases in net interest income of €240
million (lower funding costs and ELG
charge). Other income €147 million lower
(reductions on gains on NAMA senior bonds
and reduced profits on disposals of AFS
securities partly offset by higher net trading
and fee & commission income).

Credit provision writeback

€925m €740m A

Net writeback of €925 million compared

to a net writeback of €185 million, an
increase of €740 million, reflecting improved
economic conditions and progress on debt
restructuring.

CET | transitional capital ratio®

15.9% o0.5% v

CET | fully loaded capital ratio®

13.0% 7.1% A

Strong capital position with the positive
effect of profits generated and capital
reorganisation® in the year.

Impaired loans

€13.1bn €s.1bnv

41% reduction reflecting the implementation
of sustainable restructure solutions

for customers and improved economic
conditions. Impaired loans are 19% of total
gross loans compared to 29% in 2014.

(Net interest margin excluding eligible liabilities guarantee (“ELG”) charge.
@Exit NIM is the average net interest margin excluding ELG for Q4 2015.
(®Before bank levies and exceptional items. Exceptional items are detailed on page 23.

“Segment descriptions are detailed on page 37.

Financial Targets Delivered

Credit impairment charge
Loan / deposit ratio
CET | fully loaded capital

New lending drawdowns®

€8.7bn 49% a

Strong growth in new lending drawdowns
with increases across all segments. New
lending from AIB Ireland of €5.0 billion up
41%, AIB UK of €2.6 billion up 60% and
Group and International of €1.1 billion up
59% compared to 2014.

Provision coverage ratio”

47% 4% v

Continued progress on restructuring
impaired loans. Coverage rate remains
at robust levels.

Customer deposits

€63.4bn €o.6bnv

Customer deposits remain stable at €63.4
billion with the average cost down from
130 bps to 97 bps.

Liquidity coverage ratio (“LCR”)

”3% 3% Vv

The LCR reflects the overall quality of the
funding profile with high quality liquid assets
and a strong retail deposit base that meets
regulatory requirements.

©)Common equity tier | (“CET 7).
©For detail on capital reorganisation see page 43.
(MSpecific provisions as a percentage of impaired loans.

®38bps excluding impact of provision writebacks.

Medium Term Targets December 2015
l No.l Irish Bank . No. | market shares /
P emn-cionpa €14.4bn v
B >2% Wl [97%-exicnime 202 o
P <50% | 49%0 v
P <65bps W | (126bps) / 38bps® /
B ooox-nox 100% v
P >10% | 13.0% v




Chairman’s statement

“These very solid results reflect the scale of AIB's
financial transformation to sustainable profitability over
the past number of years. Our strengthened capital
position and ongoing improving risk profile reinforces our
progress and paves the way for the State to potentially

sell part of its shareholding in AIB. The bank is working
very hard to demonstrate to our personal and business

customers that they can rely on us to operate to the
highest level of professionalism, integrity and service.
We remain focused on supporting them and Ireland’s
economy.”

Chairman’s
Statement

Richard Pym

Chairman

In the context of AlIB’s recovery, 2015 proved to be a
milestone year and a decisive turning point in the bank’s
recent history.

Having strengthened and simplified the capital structure,
the bank returned €1.7 billion of capital to the State in
December 2015 following the partial redemption of the
2009 Preference Shares. It was a hugely symbolic step
and paves the way for the State to potentially sell part
of its shareholding in AlB.

AIB’s re-establishment as a stable, customer-focused
institution, supporting Ireland’s economic revival was
achieved through huge State support. Returning in full
the State’s investment of €20.8 billion over time is a
key ambition of the bank. In July 2016, the scheduled
maturity of the Contingent Capital Notes will result in
a further payment of €1.8 billion to the State.

| am particularly conscious that rebuilding customer
trust is one of the most difficult challenges still facing
the banking sector. Regaining customers’ confidence can
only be achieved if they experience a bank that operates
to the highest level of professionalism, integrity and
service. Only then will people be persuaded that AIB

really is an institution they can trust and we are
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working very hard indeed to demonstrate to our
2.6 million customers that they can rely on us to

take care of their interests and respect their needs.

Meanwhile, assisting customers in financial difficulty
remained a priority in 2015 and tangible results were
achieved. AlIB’s impaired loan book has dropped to €13
billion, down from approximately €30 billion in early
2013.

Given the interdependent relationship between the
national economy and AlB, Ireland’s improved macro-
economic environment has impacted very positively

on the bank’s performance. Growing GDP, falling
unemployment and increased consumer spending all led
to Ireland being the fastest-growing economy in Europe
and, as a bank, we benefited from that momentum
through 2015. In return, we will continue to play a
central role in that national growth narrative.

In 2015, the bank achieved a profit before tax of €1.9

billion, a remarkable transformation from previous years.

Leadership

Bernard Byrne took over as CEO of AIB in May 2015,
following the resignation of David Duffy. | thank David
for his leadership and commitment to the bank during
his three year tenure.

Bernard has been a very effective and energetic Chief
Executive and has already made a marked impact on the
bank. | look forward to his continued contribution over

the coming years.

Board Changes

We are pleased to welcome Helen Normoyle to the
Board — she joined at the end of the year and brings with
her a depth of experience in marketing and consumer
issues. She will be leading the Board’s sustainability

agenda.

A short biography and background of all our Directors is
set out on pages 166 to 169.

We are also looking to add two additional directors
in 2016 and to raise the female representation on the

Board during the year.

Thanks

The support that we have received from our customers
and stakeholders through very challenging times cannot
be overstated and continues to be deeply appreciated by
AIB. Without our customers and the Irish tax payer, we
would not be here today and that is why we are working
so diligently to ensure the State’s investment is repaid

in full.

Since | joined this organisation in 2014, | have been
deeply impressed by the commitment shown by
my colleagues in bringing the bank back to good
financial health.

To the staff of the bank who have worked so hard
through this unprecedented period of challenge and
change, | say a big “thank you”.

| also want to acknowledge, and express thanks for their
assistance, to the officials at the Department of Finance,
the Central Bank of Ireland and the European Central
Bank during what was a particularly busy year. We look
forward to continuing that work together to restore AlB

to its full and positive potential.

Richard Pym

Chairman
2 March 2016




Chief Executive’s Review

“There can be no doubt that the Group’s financial
performance has confirmed our transition from a
work-in-progress to a fully functioning sustainable
well-capitalised bank. This bank is now well-positioned

to enable the State to recover its full investment
of €20.8bn.

Our strong profitability, significant increased lending,
material reductions in impaired loans, normalised

capital structure and significant payments to the
State made 2015 a milestone year for AIB.”

Chief Executive’s
Review

Bernard Byrne
Chief Executive Officer

Introduction

As CEO reporting on my first full year’s results for
AIB, | am pleased to be able to present a very strong
set of results and to highlight a number of significant
achievements for AIB during 2015. There can be no
doubt that the Group’s financial performance confirms
our transition from a work in progress to a fully
functioning, customer-focused, sustainable and well

capitalised bank.

Our financial performance

In the year, our total operating income is up 4%, our
costs are down 8% and our profit before tax, at €1.9
billion, is up 72%. This €1.9 billion comprises c. €1 billion
of underlying profitability and c. €900 million of net
additional credits, arising, in the main, from provision
writebacks as we continue to resolve the significant
legacy impaired loan portfolios. This strong profitability
combined with the strengthening and simplification of
our capital has positioned us well, with a robust fully
loaded CET | ratio of 13.0% (transitional 15.9%). We
now have a sound capital base, comfortably above
minimum regulatory requirements, from which to grow

our business, leaving us well-positioned for the future.
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In 2015, we saw significant growth in new lending. There
are a number of internal initiatives and external variables
which have contributed to this, including the ongoing
recovery of the Irish economy. We approved €14.4
billion in new lending during 2015 across ROl and the
UK, with actual customer drawdowns, at €8.7 billion,
49% higher than 2014 levels and encouragingly, increasing
across all business segments. In Ireland, mortgages were
up 32%, personal lending was up 40%, business lending
was up 28%, corporate lending was up 63% and in our
UK business, drawdowns were up 60%.

Adopting a fair and equitable approach to customers

in difficulty is fundamental to maintaining sustainable
working relationships. Our impaired loan balances of
€13.1 billion have been reduced by €9.1 billion since
2014 and by €15.8 billion since 2013. The impaired

loan balances are €6.9 billion net of specific provision
cover of 47%. We maintain significant momentum in the
resolution of these difficult cases and are working hard
to achieve satisfactory outcomes for our customers
and the bank at an impressive run rate. We expect to
maintain this momentum for the year ahead by which
time the quantum of impaired loans will reduce to more
normalised levels.

Our total costs for the year, at €1.296 billion, represent
a €107 million reduction on 2014 levels and €450 million
reduction on 2012. We are focused on simplifying our
business by concentrating our efforts on true customer
needs and eliminating complexity and related cost. We
continue to invest heavily in new technology and we

are in the middle of a 3 year, €870 million investment
programme which is delivering resilience, agility and

a simple and efficient operating model focused on

improving customer experience.

Our net interest margin at 1.97% and cost income ratio
at 49% are 28bps and 6 percentage points, respectively,
favourable on 2014.

In summary, we have a business that is well capitalised,
growing its profitability within agreed risk appetite
parameters, managing its costs efficiently, investing in
its future and successfully addressing significant legacy
issues. All of this is being achieved by putting the
customer at the heart of what we do whilst managing
financial and regulatory requirements. We have a lot
more to do but we are on the right path to deliver a
bank that everyone can believe in.

Our customers

Putting our customers first is at the heart of our
business. Over the long term, the most successful
companies are those that have earned the trust, respect
and loyalty of their customers. In AIB, we have, over
the past number of years gone about rebuilding our
business and organising ourselves with this long term
truth at the heart of our plans. To do this, we are and
must continue to focus on understanding our customers’
needs, ensuring we deliver what they need, when and
how they need it. In essence we must be useful to our
customers, and if we are, we will be at the heart of their

financial lives.

We know we have a long way to travel and on occasion,
we may disappoint our customers with our delivery.
We are cognisant that legacy issues still have the
potential to affect our reputation and we remain active
in competently managing any issues that arise. | would
like to thank our customers for their business and
loyalty to AIB over the past number of years.
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The good news is that we are making real progress and
we are delivering better and more convenient services
to our customers all the time. Our Transactional Net
Promoter Score® (NPS) increased by 20 points, to 36,
since quarter 4 2014. Within this overall NPS score,

we continually track specific customer engagement
journeys. Examples where we have made good progress
are Complaint Resolution, Card Replacement, Mobile
Banking and Personal New Current Account. The results
from these engagement journeys are really encouraging
because we can see a definitive correlation between
them and specific initiatives we have delivered during the
year. Our NPS scores also tell us where we need to do
better and this is something we are continually focused

on.

Transactional NPS

| N

2014 2015

Personal customers

It’s not just about better service or better understanding
of customer needs, it’s also about being fair. As we have
reduced our funding and operating costs we have sought
to pass these benefits on to all customers, both new and
existing. We believe that our existing customers should
know they, along with new customers, will get the best
value. We also think they should not have to work hard
to get it. To that end we reduced our Standard Variable
Rates (SVRs) for all mortgage customers across AlB,
EBS and Haven by up to 75bps over the past |5 months.
This benefited c. 155,000 customers. No other bank

in Ireland has come close to matching this. No other
bank in Ireland has sought to share these benefits,
automatically, with its customers. With our EBS

brand we launched our ‘anytime anywhere’ mortgage
proposition, meaning that our customers can meet a
mortgage advisor at a time and place that suits them

seven days a week.

To reward our customers’ loyalty, we have also
introduced fee-free banking for our AIB Mortgage
customers, again both new and existing. This is our way
of acknowledging their commitment to the bank. Our
mortgage approvals now last for 12 months reflecting
the time needed to find a new home. Customers can
also apply for their mortgage online and enjoy a full
end-to-end online decision process. We also have a
multi brand approach, offering choice to customers and

allowing us to tailor products to their needs.

The benefits of focusing on the real needs of customers
are clear. During 2015, we enhanced our overall
personal lending proposition and streamlined underlying
processes. Our personal lending drawdowns increased
by 40% on 2014 levels and as at quarter 4 2015, we have
achieved NPS scores of 68 for ‘personal loans successful’

and 69 for ‘personal new current account’ journeys.

During the year, we also launched a new personal loan
proposition called ‘first loan’ for customers who have
started in their first full-time job. In every branch, we
now have a dedicated personal loan advisor. Online,
we have aided customers by making a personal loan
affordability calculator available.

Business & corporate customers

We continue to support our business customers by
providing a large range of business products and our
sector specialist approach resulted in growth in key
sectors in 2015 including agriculture, tourism, retail

and manufacturing. In addition, our 48 hour decision

for SME loans less than €30,000 and extended opening
hours also benefited business customers during the year.
In February, we partnered with the Strategic Banking
Corporation of Ireland (SBCI), launching a €200 million
fund to SMEs at a market leading rate of 4.5%. This
represents a 2% reduction on the standard business loan
rate, the reduction being shared between AIB and the
SBCI. Following the success of the first tranche, we were
very pleased to announce, in November, a further fund
of €200 million at the same rate. Our business lending
drawdowns increased by 28% in 2015.

("The Net Promoter Score or NPS is a measurement program that tracks customers’loyalty and advocacy and ranges from -100 to 100.
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Our Corporate Banking team provides tailored solutions
and sector expertise to premium customers. The
performance in 2015 is reflective of increased business
activity in an improving Irish economy, resulting in
lending growth of 63% to €2.8 billion in the year.

We remain the number one bank for Foreign Direct
Investment (FDI) in Ireland.

AIB UK customers

In AIB UK, our differentiated service model provides
specialist industry and sectoral expertise to Owner
Managed Businesses (OMBs) and the Corporate sector.
We launched the Owner Managed Business Outlook, a
bi-annual survey that details the concerns and views of
OMBs on the wider marketplace. We want to enhance
our understanding of our customers’ businesses and
operating environments and continue to develop
services to meet their needs. In First Trust Bank (FTB),
we serve our customers through our focused challenger
bank strategy, lending to niche SME sectors, providing
sectoral expertise and offering a full banking service, in
branch, online and through mobile to our customers.

Legacy customer challenges

We acknowledge that challenges will continue to arise
as a result of legacy issues. As and when they emerge,
we are committed to dealing with and resolving these
challenges in a fair and equitable way for our customers.
In December 2015, the Central Bank of Ireland (CBI)
launched an industry wide examination of tracker
mortgage related issues. We had already mobilised to
address this issue before the examination was launched.
We are committed to meeting all requirements of the
CBI examination on a complete and timely basis. Where
we have identified areas where redress is relevant, we
will work through the various steps associated with

this review to ensure we deliver the right customer

outcomes. Further details are available on page 23.
Our market position
When we think about how strong our market position

is, we consider a significant number of factors. For

example, how clearly defined is the market, how many

customers do we have in that market and how active
are these customers? When it comes to considering
credit we think about the size of our current lending to
each sector in the market and our share of the flow of
new business. We measure the level of approvals and
drawdowns but focus on the movements in balance

sheet and the size of the overall commitment.

This gives us real comfort that when it comes to
Personal, Business and Corporate markets in Ireland,

in all key respects we are the number one bank. This

is because we have more customers and more balance
sheet commitment in Ireland than any other provider in
the marketplace.

We hold key leading market shares across personal and

business lines as follows:

Strong market share positions in retail
and business banking

@ #1 Mortgages

‘ #1 Personal & Business
| =ﬂ| Current Accounts
e

(s
W

#1 Personal’ & Business Loans

. @
@_% #1 Business Leasing

#1 Personal & Business
Credit cards

43%

368% 37%
31%
29%
lg% I |

Personal Personal Mortgages Business Leasing Main
Current Loans Current Business
Accounts Accounts Loans

Ipsos MRBI QI — Q4 2015 except mortgages per Central Bank of Ireland - December 2015
(VAmongst Banks
@Main business leasing agreement
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Digital and distribution

Our market leading digital offerings enable our
customers to bank with us how and when they wish.
We now have over one million active digital customers,
with 530,000 customers active on mobile banking. 60%
of our personal loans are now applied for online and 50%
of key products are now purchased via online channels.
In 2015, we asked our customers how we could improve
our mobile banking app and we used their feedback to
enhance this proposition. The customer response to
this initiative has exceeded expectations, with average
monthly customer logins on mobile rising from 13 to

27. Our innovative digital offerings will be an area of
continued focus and investment into the future.

We were excited to open new branches during 2015,
ensuring that our branch footprint throughout the
country remains strong. We opened three branches
at centres in Dublin and Cork, which will continue to
strengthen our community presence.

Our people

In AIB, our people and our values are the cornerstones
on which our culture and ongoing success are built.
Collectively, we are all working hard to get the right
culture in the bank. | was delighted that our employee
engagement scores continued on a significant upward
trajectory this year.

The dedication of our staff has been of paramount
importance to AlB’s survival and transformation over
the last number of years. After the unprecedented crisis
of 2008, the bank’s workforce has more than halved
and those who remained on and have joined since, were
charged with turning AIB into a stable, profitable bank,
positively contributing to the recovery of the Irish
economy. This demanded a deep-seated commitment
with personal and professional investment of significant
time, effort and emotional resilience. That level of
dedication continues to pay off as is evidenced in these
financial results and our improving brand positions. It

is important that | acknowledge and thank our staff for
their ongoing hard work and commitment.

Our shareholders
There were a number of very important actions during

2015 that materially impacted on our shareholders and
established an investable capital structure for the bank.

Firstly, the capital reorganisation in December

resulted in the normalisation of our capital structure.
This entailed the conversion of Government owned
preference shares into equity capital and the repayment
of €1.7 billion of capital to the Irish Government. A cash
payment of accrued dividends on the preference shares
of €166 million was also made. The EBS Promissory
Note was also cancelled as part of this process.

Secondly, there was a share consolidation process which
resulted in a significant reduction in the number of
ordinary shares in issue to 2.7 billion from 523.4 billion.

At the same time we executed two market transactions
totalling €1.25 billion. We issued €750 million Tier 2
notes and €500 million of ATI capital. Encouragingly,
both issuances, which were executed within days of each
other, were heavily oversubscribed by an internationally
diverse investor base.

These events have addressed the remaining legacy
capital instruments in the bank and ensure we have a
capital structure that is not only fit for purpose in the
current regulatory environment but allowed us to start
the process of repaying the State. We remain deeply
conscious of the State’s support in recent years and we
were very pleased to make significant repayments in
2015. This will continue into 2016 when we will make a
further material repayment of c. €1.8 billion upon the
maturity of our Contingent Capital Note. This will bring
the total payments to the State to c. €6.5 billion by mid-
2016.

Outlook and priorities for 2016

Ireland’s projected economic growth of 5% for next year
will continue to provide a positive domestic environment
for the bank. However, there are a number of macro
uncertainties which we still face. The prospect of an

exit by Britain from the EU is fraught with economic
uncertainty and the full impact cannot be predicted.
Global economic uncertainty and geopolitical risk may
also increase volatility. On the domestic front, the
subdued yet very competitive mortgage market presents
a challenge to us, as does the prevailing low interest rate
environment.

For our part, we will continue to play a critical role in
supporting economic growth, protecting employment
and fuelling job creation. Our long term success will
be based on the strength of our culture. A robust, risk
aware, commercial and customer focused culture will
win out in the long term. That is what we are building.

10
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Our ambition is to be at the heart of our customers’
financial lives by always being useful, always informing
and always providing an exceptional customer
experience. We will deliver a bank with compelling,
sustainable capital returns and a considered, transparent
and controlled risk profile.

To help us achieve this we have worked hard to enhance
our strategy and prioritise the key areas of focus where
we will differentiate ourselves. These areas of focus will
determine the initiatives we pursue and deliver.

Our four key areas of focus and our aspirations for each
are set out in more detail below. We will measure our
success against key metrics, ensuring we are focused on
what we need to achieve.

Customer first

®  Transforming the customer experience to deliver
advocacy and mutual value as measured over the

lifetime of our customers

¢ Differentiating through customer-led innovation
enabled by deep customer insight

®  Focusing first on our core customer segments with
whom we will have the ability to develop deep

relationships

®  Addressing legacy customer challenges

Simple and efficient

®  Focus process and technology improvements on the
elements that have most impact on our customers’

experience and deliver value for the bank

®  Deliver standardised, repeatable, de-risked,
straight-through processes and procedures

®  Deliver simplicity and uniformity in systems and our
process architecture enabling resilient, intuitive,
transparent customer processes and outcomes

whilst minimising complexity

®  Appropriately utilise customer data to generate
insights.

*Internal Capital Adequacy Assessment Process

Risk and Capital Management

®  Effective and dynamic Risk Appetite Statement
that will drive and inform business strategy and
risk-taking

® In the context of ICAAP* and risk appetite, allocate
capital consistently across the Group to optimise
sustainable risk-adjusted returns

® Individual lending, pricing and investment decisions
taken based on consistent Group-wide standards

and models

Talent and culture

®  Avibrant, risk-aware, diverse and progressive
culture that consistently puts the customer first,
aligned to our AIB Brand Values

® An employee experience, that creates and retains
a highly engaged, inspired, talented workforce, to

deliver an exceptional customer experience

Acknowledgments

It has been a successful year. Our business has
performed well and we have the leading position in all
key markets that matter to us in Ireland, with clear
niche positions in Northern Ireland and Great Britain.

I am proud of what we have delivered and the significant
progress we have made. | am also thankful to the Board,
Leadership Team and my colleagues for the support

| have received since | took up the role of CEO in

May. Together, we are confident that we can deliver a
better bank - a bank that our colleagues, customers and
stakeholders can truly believe in.

Bernard Byrne

Chief Executive Officer
2 March 2016
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Governance at a Glance

Governance at a glance

Our Governance Framework

AIB’s Governance Framework reflects best practice standards, guidelines and statutory obligations and ensures our
organisation and control arrangements provide appropriate governance of the Group’s strategy, operations and

N

mitigation of related material risks.

Oversight by skilled
and experienced
Board of Directors,
the majority of whom Chief Executive

are independent Officer and Executive
Strong and Leadership Team
independent internal comprising strong and
and external diverse management
audit functions capability

Clear organisational
structure with
well defined and
transparent lines of
accountability and
responsibility

Effective
structures and
processes to
identify, manage,
monitor and
report risk

Robust internal control Well documented and
mechanisms including executed delegation of
sound administrative, authority framework

accounting and IT
systems, procedures

i) @ik Comprehensive,

coherent suite of
policies, standards
and procedures

The Framework underpins effective decision making and accountability and is the basis on which we conduct our

business and engage with our customers and stakeholders.

12
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The Board and its Committees

Supported by the Governance Framework, the Board oversees:
® Strategic and operational planning;

® Risk management and compliance;

®  Financial management and external reporting; and

®  Succession planning and culture.

The Board is supported in its endeavours by a number of Board Committees which consider, in greater depth than
would be practicable at Board meetings, matters within the Board’s responsibilities.

AIB Board

Board Audit Board Risk Board Remuneration Board Nomination and

Committee Committee Committee Corporate Governance
Committee

Quality and integrity Risk management Remuneration policies and Board composition,

of accounting policies, and compliance practices, remuneration of committee membership,

financial reporting and framework, risk profile, Chairman, CEO, and corporate governance
disclosure, internal control concentrations Executive Directors and and social responsibility

framework and audit and trends Leadership Team policies and practices

Chief Executive Officer

to whom the Board has delegated responsibility for the day-to-day running and performance of the Group

The Chief Executive Officer

The Board delegates to the Chief Executive Officer (CEO) responsibility for strategy formulation and execution, and
the day-to-day running of the business ensuring an effective organisation structure, the appointment, motivation and
direction of Senior Executive Management and the operational management of the Group’s businesses.

The Leadership Team

The Leadership Team is the most senior executive committee of the Bank. The Leadership Team, under the
stewardship of the CEO, has responsibility for the day-to-day management of the Group’s operations. It assists
and advises the CEO in reaching decisions on and delivery of the Group’s strategy, governance, internal controls,
performance and risk management.
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Sustainable Banking

Introduction

For AIB, sustainable banking means working through our
business to bring about positive and lasting change in the
markets we operate in.

We create value in our business by providing products
and services that are useful for our customers, and that
they can trust.

The long-term success of our business depends on
our long-term relationship with our stakeholders, and
in particular our customers. In turn, their long-term
wellbeing depends on the society and environment
they live in. As a pillar bank in Ireland, with 2.3 million
customers, and over 300,000 customers across
Northern Ireland and Great Britain, we have the
opportunity to shape that long-term future through our
core business activities, contributing not only to the
financial wellbeing of our customers, but also making
choices that contribute to a thriving society, and a

sustainable environment.

Our world is changing. Being useful to our customers

means we have to be ready to anticipate change,
and help them, too, to meet the challenges ahead
with confidence. In 2016, AIB will be developing its
sustainable banking strategy, and reporting on our

progress.

As a large employer with a significant reach into the
markets and the communities we serve, our business
has the potential to make a significant impact on our
stakeholders. Our approach to sustainable banking
looks at how we can make a positive impact for

our customers, our communities, our people, our

environment and our suppliers.

How we do business

Our approach to sustainable banking is not just about

what we do, but how we do it.

AIB has a robust corporate governance structure, which
is detailed on pages 12 and 13 of this report. However,
responsibility for how we conduct our business is
shared among every member of our staff. Everyone who
works for AIB is bound by our Code of Conduct, which
sets out what it means for us as individuals, and as an

organisation, to do business responsibly and ethically.
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Tackling financial fraud and corruption

Our Code of Conduct is supported by a range of policies
and procedures to ensure that our staff and Directors
adhere to best practice in avoiding potential conflicts

of interest, corrupt practices or the facilitation of
criminal behaviour such as money laundering or terrorist
financing. These policies and procedures establish

the norms that AIB expects from all its staff and
Directors. They are supplemented with a confidential
reporting (“Speak-Up”) process that allows issues to

be escalated by individual staff members, independently
of line management if necessary, to ensure that the
bank’s operations are conducted compliantly and
transparently. These policies are reviewed annually, and
training and awareness of their operation is provided

for all staff. Our Board receives an annual report on

the effectiveness of AIB’s anti-money laundering and

terrorist financing controls.

Managing risk

Managing risk effectively is critical to AIB being a
sustainable business. Our approach to risk is set out
extensively in the risk management section of this

report.

Our customers

Fair products

Our policy means that all new products being designed
by AIB have to meet the test of having fair outcomes for
the customers who avail of them — a process which is
overseen by our Products and Conduct Committee.

Dealing with complaints

Following a period of profound difficulty for the bank
and many of our customers, AIB is working hard

to improve our customers’ experience. In 2015, we
received 50,063 complaints; this compares to 66,577
in 2014, a 25% reduction. In response to feedback from
our customers, 2015 saw the introduction of dedicated
complaint resolver roles across our branch network.
These dedicated ‘Resolvers’ are empowered to resolve
a customer complaint on the spot, subject to certain
limits.

Helping customers in difficulty

As a bank, we know that for some customers in
difficulty, finding a workable solution to their situation
can be difficult. That is why, as part of our efforts to

find solutions for as many of our customers as possible,
we have partnered with the voluntary organisation, the
Irish Mortgage Holders Organisation (IMHO), to provide
another channel for them to engage with AIB. To year
end 2015, c.2,370 customers have achieved a resolution
with AIB via the IMHO, with 779 achieved during 2015.

Supporting our business customers

We understand that supporting business networks is
important. During 2015, AIB has been an active sponsor
of women’s business and entrepreneurial networks,
including the Network Ireland Partnership, the Female
Founders Programme at the National Digital Research
Centre, and the llluminate Female Entrepreneurship

Programme at the Drogheda Enterprise Centre.

As a community bank, we are active in local business
networks through our representation on the councils
of 22 of the 31 Local Enterprise Offices, through
regional chambers of commerce, and through our
engagement with our farming customers. In 2015,

AlIB supported the Teagasc Farm Business Plan of

the Year Awards, the Teagasc Greenfield Open Day,
Macra na Feirme’s Young Farmer’s Positive Forum, the
AIB National Livestock Show and the Irish Grassland
Association Dairy Summer Tour.

Supporting start-ups

AIB is the largest bank seed fund investor in Ireland,

and a significant provider of venture and growth capital
funding, with commitments currently totalling €105
million across seven funds. These funds have invested in
138 companies to date, creating 1,775 Irish jobs. In 2015,
more than €12.7 million was contributed to seed funds
for onward investment in Irish SMEs.
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In August 2015, AIB announced a five-year partnership
with Galway City Innovation District — a new initiative
supporting start-ups and business innovation in Galway
city and the west of Ireland. AIB is proud to sponsor
PorterShed — the first accommodation to open as part of
this new initiative. PorterShed will house an accelerator
programme, high potential start-ups and entrepreneurs,
as well as providing co-working space and an open area
for workshops and seminars.

Our communities
Supporting social investment

AIB has a dedicated nonprofits sector team to support
customers operating in the nonprofit sector since
January 2014. This team is actively providing support to
organisations operating within this diverse sector which
includes social housing and community development,
charities, health and education, sports, arts and culture,
religious orders and professional associations.

During 2015, AIB co-financed the €80 million
construction and operation of four new Irish schools.
These post-primary schools and sports pitches will
accommodate c. 3,000 students, and are located in
Louth, Clare, Tipperary and Cork.

In the UK market, AIB GB has over twenty-five years’
experience of lending for social and voluntary housing,
managing c.£200 million worth of lending to the sector.
In Ireland, AIB is currently actively supporting Approved
Housing Bodies (AHBs) to build and renovate social
housing.

Supporting sustainable communities

AIB sponsors the Sustainable Energy Authority of Ireland
‘One Good Idea’ competition for primary and secondary
schools. Last year, 888 primary and secondary school
pupils entered the competition with their campaigns

to raise awareness in their school or community about
climate change and energy efficiency. 2015 was also the
third year of our partnership with “Grow it Yourself” to
fund their “Get Ireland Growing Campaign”, an initiative
to support food growing projects by schools, local
communities and nonprofit groups.

“The Sustainable Energy Authority of Ireland (SEAI)
is delighted to be working with AIB on the One
Good Idea Schools Project, which educates students
on climate change by encouraging them to run
energy awareness campaigns. Due to the generous
support of AIB, SEAl was able to expand this annual
competition from post-primary schools to include all
primary schools in the country. With AIB's support,
SEAI launched a nationwide campaign which
comprised of the four winning teams developing
posters for display on bus shelters and in public
transport around the country, as well as digital
displays in all AIB branches.”

Emer Barry, Education Executive, SEAI

Supporting education

2015 is the second year of a seven-year partnership with
UCD to support research and educational initiatives
that will contribute to Ireland’s social and economic
well-being. The flagship of this partnership is the
establishment of a Chair in Behavioural Economics at
UCD, together with a PhD scholarship programme,

an MSc programme in Behavioural Economics and the
creation of a new UCD-AIB Behavioural Economics Lab
at the UCD Geary Institute.

In keeping with our commitment to support new and
emerging sciences, AIB also partnered with Dublin City
University to establish the AIB Chair in Data Analytics.

In January 2015, AIB signed a three-year partnership
agreement with the DCU Centre for Family Business,
together with leading accountancy and law firms, PwC
and William Fry. As a bank with a deep commitment
to family-owned businesses, we will be working with
DCU to develop a centre for excellence for Irish
family businesses, providing education and advice on
best practice in management of family firms, for this

generation and the next.

First Trust Bank was also proud to partner with the
William | Clinton Leadership Institute at Queen’s
University Belfast to establish a bespoke corporate
leadership programme, which will support the
development of the next generation of business leaders

in Northern lIreland.
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Financial literacy is critically important to social
inclusion. In 2015, AIB together with a panel of teachers
developed a non-partisan financial education programme
to develop practical financial literacy skills among
primary and secondary school pupils. Last year, the
‘Future Me’ programme ran in 373 primary schools and
Il secondary schools, supported by local AIB branches.

AIB is also a long-standing partner of the Junior
Achievement programme, where our staff volunteer
their time to encourage young people in their career
development, and a founding sponsor of College
Awareness Week, which aims to inspire, encourage and
inform students on the importance of having a post-
secondary education plan.

Many businesses and governments already
incorporate the insights of behavioural
economics into their activities. The AIB Chair

in Behavioural Economics will locate UCD

at the cutting edge of the field in advancing
behavioural economics theory and evaluating
real-world applications.AlB’s foresight in
supporting this initiative at UCD will ensure
extensive benefits to business, government and

society through both research and education.”

Professor Colin Scott, Principal UCD

College of Social Sciences and Law

Supporting young people

In 2015, AIB entered into a three-year partnership with
Soar, a social enterprise which creates and delivers
early intervention mental and emotional wellbeing
programmes for young people aged 12 to 18. That
partnership will cover the period 2016-2018.

Supporting art in the community

AIB has an extensive art lending programme, with
artworks constantly on loan to public institutions.
During 2015, 286 artworks went on loan to 15 public

venues nationwide.

As an Irish bank, we are proud to have supported Irish
artists over several decades, and to bring their works

to a wider audience. In May 2015, works from the AIB
and Crawford Art Gallery Collections made up the ‘Art
of a Nation’ exhibition in London. This was the first
major exhibition of Irish art in London for over 30 years,
featuring over 70 artworks, and attracting an estimated
15,000 visitors.

In September 2015, over 2,500 people viewed 30
artworks from the AIB collection on display during

the annual Clifden Arts Festival, while in November 42
artworks from the AIB collection went on display in our
branch at 66 South Mall, Cork, as part of its centenary
celebrations. AIB also participated in Culture Night
2015, opening its doors in Bankcentre to provide art
tours to the public.

AIB is a supporter and patron of Business to Arts,
through our Private Banking unit.
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Supporting club and county

2015 was the 24* year of AIB’s sponsorship of the
GAA Senior Club Championships, which includes
Junior, Intermediate and Senior grades in hurling,
football and camogie. In February 2015, AIB announced
a new sponsorship of the Football All-Ireland Senior
Championship, cementing our support of the GAA in
both club and county.

As part of that support in 2015, we engaged with
over [,600 GAA clubs in Ireland and provided training
equipment to over 150 clubs who were successful in

winning county titles in hurling, football and camogie.

Our people
Engaging our staff

At AIB, employee engagement is about our people
feeling listened to, involved, valued and energised about
their work and the part they play in delivering our
strategy. In recent years we have invested a significant
level of time and resources in raising employee
engagement as a core element of our overall people
strategy. Since 2013, we have worked closely with
Gallup, using their proven approach to help us drive
engagement, particularly at local team level. In 2015, 86%
of our employees took part in our engagement survey —
up 6% from last year. Based on Gallup’s Q12 engagement
survey, we have made significant strides in increasing
employee engagement across the bank. When compared
to Gallup’s worldwide database, AIB has made more
than eight years’ worth of significant increases in just
two years, the biggest two year increase that Gallup has
ever seen among its European clients.

Employee relations

AIB has positive working relations with all three of

its employee representative unions IBOA, SIPTU and
Unite. An initiative is underway with IBOA, the largest
union, focused on enhancing working relations between
management and union representatives at all levels
across the organisation and promoting more effective

processes of local engagement.

Diversity and Equal Opportunities

In 2015, AIB put in place a Diversity and Inclusion Code,
which sets out our approach to embedding diversity
across our organisation. In February 2015, the Board
also adopted a Board diversity policy, which includes
the objective of achieving a minimum of 25% female
representation on the Board by the end of 2016 and
thereafter.

Over the last year, we have launched an internal
networking programme for women under our Diversity
and Inclusion programme, simplified our flexible working
policies, and started to roll out ‘unconscious bias’
training for 120 top leaders in the bank.

Training and development

On average, our staff completed approximately 25 hours
of accredited training during the year via our iLearn
Learning Service.

Work-life balance

We actively support diversity within our organisation
and as such we recognise that our people may need
flexibility in their work patterns at certain times in their
career when balancing priorities between their personal
and work life. AIB provides a wide variety of flexible
working options, including reduced hours, specific
options for parents, career breaks, special absence
breaks and agile working policies.
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Environment

Supporting sustainability through business lending

AIB has a dedicated fund of €100 million for energy
efficiency investment in SMEs. We understand the
benefits to the bottom line for businesses who introduce
energy saving measures, and we factor those benefits

into our credit decision process.

Projects sanctioned by our business banking team during
2015 will generate 32.IMW of energy, or 95,790,000
kWh per annum, which is enough to provide clean
electricity for c.19,000 Irish households every year.

To support future champions, AIB has also pledged €5
million in equity funding for start-up companies in the

sustainable technologies sector.

AIB is committed to being a leader in the solar energy
sector in Ireland, but we know that it is important for
businesses to see the demonstration effect of investing
in energy efficiency. That is why, in 2015, we announced
our intention to construct our own rooftop Solar PV
plant at our Dublin headquarters, one of the largest

projects of its kind in Ireland.

Supporting sustainable investment by homeowners

In 2015, we launched a new initiative for customers
taking out Home Improvement Loans, where they can
benefit from a free Building Energy Rating certificate and
a personalised advisory report, to encourage investment

in home energy efficiency.
Reducing our own environmental footprint

AIB made good progress in 2015 in reducing its

overall environmental footprint, winning ‘Large Green
Organisation of the Year 2015’, a ‘Pakman Professional
Services Award’ and the ‘Overall Pakman award for
environmental performance’. We were also finalists in
the SEAI Energy Leadership awards and the Envirocom
water and waste reduction awards.

We successfully rolled out our ISO50001 international
energy management system to four of our head office
sites in the Republic of Ireland. AIB also became one
of the first organisations in Ireland to operate to the
newest version of the Environmental Management
Standard (ISO14001:2015).

AIB maintained its purchase of electricity in the Republic
of Ireland and Northern Ireland from 100% renewable
resources in 2015. Investment in strategic projects
reduced overall energy consumption in the Republic of
Ireland by 9% in 2015.

All waste generated at AIB head offices is diverted from
landfill, with 65% being recycled, with our focus for 2016
to be on an overall reduction in waste being generated

at source.

As a large employer, we can make a difference by making
our staff more aware of their own environmental impact.
In 2015, we developed a bespoke online interactive
energy awareness course. So far, over 10,000 AIB staff
have undertaken this training, and we have licensed it to
the ISI Centre and Skillnets for distribution to the wider

corporate community.
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Our environmental reporting

AIB reports annually to the Carbon Disclosure Project
(CDP). AIB exceeded its target score for its annual
carbon footprint submission in 2015, achieving an
excellent score of 98% disclosure and a ‘Band B’ position
for performance, retaining its position as a ‘Carbon
Leader’. Based on 2014 data, AlB’s total reported carbon
footprint was 25,853 tCO2eq, a drop of 1.2% from the

previous year.

Our Suppliers

As a large Irish company, AIB has a wide and diverse
supplier base of approximately 2,600 suppliers. Our
relationship with our suppliers is governed by our Group
Sourcing and Supplier Relationship Management Policy.

Last year, we implemented a Supplier Relationship
Management programme, which governs engagement
between AIB and its suppliers. This governance and
oversight extends from the Board to individual Supplier
Relationship Managers and business owners. During
2016, we will be extending our capacity to allow our
suppliers to provide 360 degree feedback on their

experience and to rate AIB’s performance.

We understand the importance to SMEs of prompt
payment. In 2015, our average time of payment was 28
days. Looking ahead to 2016, we will be implementing
e-invoicing for all suppliers to improve our payment
process times and make it easier for our suppliers to
work with AIB.
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Business review - 1. Operating and financial review

2015 2014
Summary income statement €m €m % change
Net interest income 1,927 1,687 14
Business income 533 406 31
Other items 163 437 -63
Other income 696 843 -17
Total operating income 2,623 2,530 4
Personnel expenses (725) (767) -5
General and administrative expenses (497) (551) -10
Depreciation, impairment and amortisation (74) (85) -13
Total operating expenses (1,296) (1,403) -8
Operating profit before levies and provisions 1,327 1,127 18
Bank levies (68) (60) 13
Writeback of provisions for impairment on loans and receivables 925 185 400
(Provisions)/writeback of provisions for liabilities and commitments (2) 4 -
Provisions for impairment on financial investments available for sale - (1) -
Total writeback of provisions 923 188 391
Operating profit 2,182 1,255 74
Associated undertakings 25 23 9
Profit on disposal of property 3 6 -50
Profit from continuing operations before exceptional items 2,210 1,284 72
Restitution and restructuring expenses (250) (151) -
Gain on transfer of financial instruments 5 2 -
Termination benefits (37) (24) -
Other exceptional items (14) - -
Total exceptional items (296) (173) -
Profit before taxation from continuing operations 1,914 1,111 72
Income tax charge from continuing operations (534) (230) 132
Profit after taxation from continuing operations 1,380 881 57
Profit after taxation from discontinued operations" - 34 -
Profit for the year 1,380 915 51
Operating contribution before levies and provisions by segment €m €m % change
AIB Ireland 1,133 906 25
AIB UK 185 152 22
Group & International 9 69 -87
Operating profit before levies and provisions 1,327 1,127 18

(Profit on the disposal of Ark Life Assurance Company Limited.
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Basis of presentation

The following operating and financial review is prepared in line Other exceptional items: Capital reorganisation costs and

with how the Group’s performance is reported to management other related items of € 14 million in 2015 (nil in 2014).

and the Board. The information presented excludes exceptional

items that management believe obscure the underlying Profit before taxation from continuing operations and

performance trends in the business. A list of the items classified before exceptional items 2

as exceptional is included below. Percentages presented The Group has continued its positive momentum in 2015 and -2

throughout this report are calculated on the absolute figures and has achieved its medium term targets which were set in 2012 g

therefore may differ from the percentages based on the rounded (see page 3). The Group has benefited from the improved 83

numbers. economic environment and the results of management actions. %
Profit before taxation from continuing operations and before 5

Impact of currency movements exceptional items was € 2,210 million in 2015 compared to

The impact of currency movements is calculated by comparing € 1,284 million in 2014 with an increase in income, reduction in

the results for the current reporting period to results for the costs and significant increase in net credit provision writebacks

comparative period retranslated at exchange rates for the in 2015.

current reporting period.
Net interest income of € 1,927 million in 2015 increased by

€ 240 million compared to 2014, reflecting reductions in the €
Overview of results cost of customer deposits, other interest bearing liabilities and E
Profit before taxation from continuing operations (after the ELG charge partly offset by lower average interest earning %
exceptional items) amounted to € 1,914 million in 2015 assets (mainly due to the redemption of NAMA senior bonds) g
compared to € 1,111 million in 2014. This included a net charge and lower asset pricing. €
for exceptional items in 2015 of € 296 million compared to 5
€ 173 million in 2014. Other income, now presented as ‘business income’ and ‘other o
items’, of € 696 million in 2015 was € 147 million lower than
Exceptional items 2014. Business income of € 533 million in 2015 increased by
€ 127 million compared to 2014 due to higher net trading
Total exceptional items 221: 2g1rﬁ income. '53
Restitution and restructuring expenses (250) (151) %
Gain on transfer of financial instruments 5 2 . 2015 2014 3
o ) Other items €m €m oS
Termination t?enefllts (37) (24) Net profit on disposal of AFS securities &
Other exceptional items (14 - net of hedge termination costs 85 181 qé
Total exceptional items (296) (173) ' Effect of acceleration / re-estimation of the e
timing of cash flows on NAMA senior bonds 6 132 §
Settlements and other gains 72 124 8
Restitution and restructuring expenses: Restitution and Other items 163 437

restructuring expenses of € 250 million in 2015 (€ 151 million in
2014). These include costs associated with customer redress(",
restitution, transformation, reorganisation and certain provisions for  giher items of € 163 million in 2015 were € 274 million

liabilities. lower than 2014.
i)

Customer redress relates to the request from the Central Bank of Operating expenses of € 1,296 million in 2015 were S
Ireland (“CBI”) in December 2015, to the Irish banking industry, € 107 million lower compared to 2014. This reduction was a g
including AlB, to conduct a broad examination of tracker mortgage  result of ongoing cost control and management, supported by E
related issues, comprising of a review of mortgage loan books progress on the Group’s transformation strategy which enabled %
(including both Principal Dwelling House (“PDH”) and staff exits as part of the Group’s severance scheme. g
Buy-To-Let (“BTL”) properties, and those disposed of). The Group iy
has identified areas where customer redress is relevant. The Group Bank levies of € 68 million in 2015 were € 8 million higher o
has provided € 105 million relating to the refund of interest and than 2014 due to an additional levy in 2015 relating to the
other compensation amounts. introduction of the Bank Recovery and Resolution Directive

(“BRRD”) levy.
Furthermore, the Group has recognised a provision of € 85 million
for other related matters. Writeback of provisions for impairment on loans and

receivables of € 925 million in 2015 increased by € 740 million c
Gain on transfer of financial instruments: Valuation adjustments on  from an overall net provision writeback of € 185 million in '%
previous transfers of financial assets to NAMA amounted to a gain ~ 2014. The net writebacks were mainly due to improvements in £
of € 5 million in 2015 (€ 2 million in 2014). the economic environment which has driven improvements in '*g

trading performance, increases in asset values and progress '(—E
Termination benefits: The cost of the voluntary severance in the restructuring process. See the Risk management Q
programme was € 37 million in 2015 (€ 24 million in 2014). section on page 97 for more detail on provisions. 8

(For further detail see page 248 and page 291.
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Net interest income
* NIM®™ of 1.97% up 28 bps compared to 2014.
* Exit NIM® of 2.02% for 2015.

 Excluding the impact of low yielding NAMA
senior bonds, NIM® was 2.12%.

» Significantly reduced funding costs offset by
reduction of income on NAMA senior bonds
and Available For Sale (“AFS”).

2015 2014 %

Net interest income €m €m change

Net interest income 1,927 1,687 14

Average interest earning assets 99,272 103,370 -4

% % change

NIM excluding ELG 1.97 169 0.28
NIM excluding ELG and NAMA

senior bonds 212 1.89 0.23

NIM 1.94 1.63 0.31

Net interest income of € 1,927 million in 2015 increased by
€ 240 million (14%) from € 1,687 million in 2014. The increase

was mainly due to significant reductions in funding costs, growth

in new lending volumes at risk appropriate margins and a lower
ELG charge. This was partly offset by the impact of customer
loan redemptions, lower income from NAMA senior bonds and
AFS securities and lower yield on the variable rate mortgage
portfolio following two significant rate reductions in the year.

The impact of currency movements increased net interest
income by € 26 million in 2015.

% Movement in ECB Refi and | month Euribor®
0.50

0.00

0.04 [ |
-0.02
e |
-0.12
-0.25 HI1 2014 H22014 HI1 2015 H2 2015
B ECB Refi B | month Euribor

The ECB maintained low official rates and short term Euribor

rates moved slightly into negative territory during 2015 positively

impacting on short term funding.

(MExcluding ELG
@Exit NIM is the average net interest margin excluding ELG for Q4 2015.
@) Trends are set out on a half-yearly basis.

% Net interest margin drivers®
4.00
200 286 294 289 2.89
|
2.00

.64 1.57 - R

1.38

1.00 127

0.00

HI 2014 H2 2014

B Asset yield

HI 2015
B Cost of funds (excluding ELG)

H2 2015

The 2015 average asset yield of 289 bps was broadly in line
with 2014. The mix of assets moved in favour of customer
loans with the reduction of low yielding NAMA senior bonds.
Customer asset yields remained stable notwithstanding the
reduction in the interest rate environment and the two variable
mortgage rate reductions. Yields on financial investments
available for sale reduced by 29 bps and yields on NAMA
senior bonds reduced by 23 bps.

The 2015 average cost of funds of 133 bps reduced from

161 bps in 2014 as a result of continued deposit pricing
actions, the change in funding mix with an increase in low
yielding current accounts and the roll-off of deposits at higher
rates.

The reduction in the average cost of funds combined with
broadly stable asset yields resulted in the gap between asset
yields and the cost of funds increasing to 162 bps in H2 2015
from 122 bps in H1 2014. The gap increased by 11 bps since
H1 2015.

* Growth in NIM®
2.50
2.16
2.08
2.00 1.97 ,,,,.,,,,,,,,,,.
’ 1.82 s
-
1.92
150 178
1.00
0.50
0.00
HI 2014 H2 2014 HI 2015 H2 2015

B NIM excluding ELG B NIM excluding ELG & NAMA senior bonds

The net interest margin® of 1.97% in 2015 increased by

28 bps from 1.69% in 2014. The factors contributing to the
increase were a decrease in yields on interest earning assets
(1 bp) and a decrease in the cost of funding those assets

(29 bps). Continuous growth in net interest margin at 2.01%
in H2 2015 from 1.60% in H1 2014.
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Average balance sheet"

Year ended Year ended
31 December 2015 31 December 2014
Average Interest Average Average Interest Average 5
balance rate balance rate &
Assets €m €m % €m €m % ;
Loans and receivables to customers 64,868 2,214 3.4 65,391 2,237 3.42 §
NAMA senior bonds 7,614 31 0.41 12,569 80 0.64 @
Financial investments available for sale 19,503 514 2.63 19,444 567 2.92 Be
Financial investments held to maturity 106 4 3.76 - - -
Other interest earning assets 7,181 25 0.36 5,966 22 0.36
Net interest on swaps 81 91
Average interest earning assets 99,272 2,869 2.89 103,370 2,997 2.90
Non interest earning assets 7,557 8,237
Total assets 106,829 2,869 111,607 2,997 ‘g
IS
Liabilities & shareholders' equity %
Deposits by banks 15,734 4 0.03 18,515 46 0.25 %
Customer accounts 43,777 426 0.97 48,944 637 1.30 E
Subordinated liabilities 1,625 278 17.10 1,401 256  18.30 n"-:’
Other debt issued 7,475 204 2.74 8,921 312 3.49
Average interest earning liabilities 68,611 912 1.33 77,781 1,251 1.61
Non interest earning liabilities 25,985 22,426
Shareholders’ equity 12,233 11,400 =
Total liabilities & shareholders’ equity 106,829 912 111,607 1,251 g
g
Net interest income excluding ELG 1,957 1.97 1,746 1.69 °
Eligible liabilities guarantee (“ELG”)™" (30) (0.03) (59) (0.06) g
Net interest income including ELG 1,927 1.94 1,687 1.63 %
g
Average interest earning assets of € 99 billion in 2015 reduced securities were sold or matured along with the impact of the 8

from € 103 billion in 2014 as the impact of redemptions of NAMA
senior bonds of € 5.0 billion and lower loans and receivables to
customer of € 0.5 billion were partly offset by an increase in
financial investments of € 0.2 billion and other interest earning
assets of € 1.2 billion.

lower market interest rates on the average book yield.

The cost of interest earning liabilities of € 912 million in 2015
reduced by € 339 million from € 1,251 million in 2014 due to a
reduced funding requirement and lower yields. The higher
volume of low interest current accounts was offset by lower

Interest income from loans to customers of € 2,214 million in volumes of deposits. This along with the reduction in deposit ‘2
2015 was marginally lower than 2014 as a result of loan pricing pricing on customer accounts and lower wholesale market E
during 2015, which included the two variable mortgage rate rates have resulted in materially lower funding costs. %
reductions and the impact on yields of falling market interest E
rates. The exit NIM® for 2015 was 2.02% of which the main drivers -8
were an average yield on loans and receivables to customers §
Interest income from NAMA senior bonds of € 31 million in 2015 of 3.29%, average yield on financial investments available for (T
reduced by € 49 million from € 80 million in 2014 as a result of a sale of 2.63% and an average yield on customer accounts of
reduction in average volumes of € 5.0 billion following 0.83%.
redemptions in 2014 and 2015 and lower interest rates. The
reduction of these lower yielding assets had a positive effect on Eligible liabilities guarantee (“ELG”)
the net interest margin® of 6 bps. The ELG charge was € 30 million in 2015 compared with
€ 59 million in 2014. As existing liabilities that are covered by c
Financial investments available for sale of € 3.5 billion were the scheme mature, the ELG charge will continue to reduce. 2
reclassified to financial investments held to maturity during 2015. The total liabilities guaranteed under the ELG Scheme at E
Interest income from financial investments available for sale and 31 December 2015 amounted to € 1.8 billion (€ 4.6 billion at .g
held to maturity reduced by € 49 million as higher yielding 31 December 2014). %
(The Average Balance Sheet (note 59 to the consolidated financial statements) includes the cost of ELG in interest within liabilities and shareholders’ o]
equity. Other interest earning assets is split into Trading portfolio financial assets and Loans and receivables to banks. %
@Excluding ELG O

@Exit NIM and yields are based on the average yields excluding ELG for Q4 2015.
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Other income

* Business income up 31% to € 533 million:

- net trading income up € 112 million
- net fee and commission income up € 15 million.

* Reductions in other items as lower gains on
AFS disposals, NAMA senior bonds and other
settlements in 2015.

2015 2014 %
Other income €m € m change
Net fee and commission income 405 390 4
Dividend income 26 25 4
Net trading income 87 (25) -
Foreign exchange gains 15 11 36
Miscellaneous operating income - 5 -
Business income 533 406 31
Net profit on disposal of AFS securities 85 181 -
Effect of acceleration / re-estimation of the
timing of cash flows on NAMA senior bonds 6 132 -
Settlements and other gains 72 124 -
Other items 163 437 -63
Other income 696 843 -17

Other income, now presented as ‘business income’ and ‘other
items’, was € 696 million in 2015 compared with € 843 million in
2014, a decrease of € 147 million (17%). Business income of

€ 533 million increased by € 127 million and other items of

€ 163 million reduced by € 274 million compared with 2014.

The impact of currency movements increased other income by
€ 7 million in 2015.

Business income

Net fee and commission income

Net fee and commission income of € 405 million in 2015
increased by € 15 million (4%) compared with 2014 as a result of
increases in wealth commissions, insurance profit share and
credit related fees. Current account fees were 3% higher than
2014 reflecting income from growth in transaction numbers
which were partly offset as customers continued to migrate to
cheaper self service options.

Dividend income

Dividend income was € 26 million in 2015 compared with
€ 25 million in 2014. € 25 million was received on NAMA
subordinated bonds in both years.

(For further detail please see pages 139 to 140.

Net trading income

2015 2014 %
Net trading income €m €m change
Foreign exchange contracts M 45 -9
Derivative contracts and debt securities 46 (70) -
Net trading income 87 (25) -

Net trading income was € 87 million in 2015 compared to a
cost of € 25 million in 2014.

Income from derivative contracts and debt securities was

€ 46 million in 2015 compared to a cost of € 70 million in 2014.
The € 70 million cost in 2014 was primarily from the negative
valuation adjustments on sterling customer derivative positions
due to the reduction in medium to long term sterling interest
rates. In 2015, due to an increase in term sterling interest
rates, this negative valuation adjustment was partially
reversed.

Other items

There was € 163 million of income classified as other items in
2015 compared to € 437 million in 2014. Income included a
net profit of € 85 million from the disposal of available for sale
debt and equity securities compared to € 181 million in 2014
due to a lower volumes of sales in 2015.

A gain of € 6 million was recognised on NAMA senior bonds
reflecting accelerated repayments following redemptions of
€ 3.8 billion in 2015. A gain of € 132 million was recognised in
2014 that reflected a revised expected timing of repayments
including those received in the year.

2015 2014
Settlements and other gains €m €m
Effect of realisation/re-estimation of cash flows on
loans and receivables previously restructured™ 45 24
Income on settlement of claims 38 27
Fair value gain on equity warrants 8 24
Net gain/(loss) on buyback of debt securities
in issue 8 )
(Loss)/profit on disposal of loans® (27) 50
Settlements and other gains 72 124

Settlements and other gains of € 72 million in 2015 reduced by
€ 52 million compared with 2014.

(@The loss on disposal of loans in 2015 of € 27 million consists of a loss of € 39 million relating to the disposal of a UK portfolio of loans partly
offset by a profit on disposal of corporate loans of € 12 million compared to profit of € 50 million on disposal of loans to customers in 2014.
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Total operating expenses("

* Costs of € 1,296 million down € 107 million (8%)
compared to 2014.

* Average staff numbers down 721 (6%)
compared to 2014.

* Since 2012, costs down 26% reaching cost
reduction of € 452 million.

2015 2014 %
Operating expenses €m €m change
Personnel expenses 725 767 -5
General and administrative expenses 497 551 -10
Depreciation, impairment and
amortisation 74 85 -13
Total operating expenses before
exceptional items 1,296 1,403 -8
Staff numbers at period end (FTE)? 10,204 11,047 -8
Average staff numbers (FTE)® 10,663 11,384 -6

Total operating expenses of € 1,296 million in 2015 were

€ 107 million (8%) lower compared to 2014. This reduction in
costs mainly related to ongoing cost control and management,
supported by progress on the Group’s transformation strategy
which enabled staff exits as part of the Group’s severance
scheme.

The impact of currency movements increased operating
expenses by € 23 million in 2015.

€m Cost reductions
2,000
1,748
-16% o
1,600 1,470 | 1403 -20% 26%
y 1,296
619
1,200 638
800
851
767
400
0
2012 2013 2014 2015

B Personnel expenses M Other costs

Since 2012 the Group has undergone a structured programme
of cost reduction and has achieved a 26% (€ 452 million)
reduction in the period. In this regard, in 2015, the Group has
reached its cost reduction targets.

Personnel expenses

Personnel expenses of € 725 million in 2015 were € 42 million
(5%) lower compared to 2014 reflecting lower staff numbers and
capitalisation of costs relating to the strategic investment

programme.
(MExcluding exceptional items and bank levies.

FTE Reduction in staff numbers (period end)®

14,000
13,429

12,000
11,4319

10,204
10,000

8,000

Dec 2012 Dec 2013 Dec 2014 Dec 2015
Average staff numbers of 10,663 reduced by 721 (6%) mainly
due to the severance scheme in 2014 and 2015 and continued
selective outsourcing of some back office and support
functions. Costs related to this outsourcing activity are
reflected in general and administrative expenses. Personnel
expenses in 2015 included € 12 million relating to a 2% salary
increase approved at the Labour Relations Commission for

staff earning up to €100,000 or £80,000 per annum.

General and administrative expenses

General and administrative expenses of € 497 million in 2015
were € 54 million (10%) lower than 2014 with savings across
most classifications as part of ongoing cost management and
control partly offset by an increase in costs as a result of
outsourcing initiatives.

Depreciation, impairment and amortisation

The charge for depreciation, impairment and amortisation of
€ 74 million in 2015 was € 11 million (13%) lower than 2014
due to the timing of depreciation relating to the strategic
investment programme.

Cost income ratio"
Costs of € 1,296 million and income of € 2,623 million resulted
in a cost income ratio of 49% compared to 55% in 2014.

Strategic investment programme

While costs continue to reduce in line with expectations, the
Group continues to invest in customer, digital, information
technology and related programmes. AIB has invested

€ 313 million in 2015, of which € 240 million was capitalised,
as part of the investment programme to provide an improved
experience for our customer, to simplify internal processes and
to ensure resilience in our core infrastructure, up € 111 million
from 2014. This will enhance the Group’s capacity to achieve
further cost and income benefits into the future.

@Staff numbers quoted in the commentary above are on a full time equivalent (“‘FTE”) basis.
(®Excluding Ark Life staff numbers of 146. Ark Life was held for sale at 31 December 2013.
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Bank levies

Bank levies of € 68 million in 2015 compared with € 60 million
in 2014. Bank levies in 2015 include an Irish bank levy of

€ 60 million (€ 60 million in 2014) and an additional levy of

€ 8 million relating to the introduction of the Bank Recovery
and Resolution Directive (‘BRRD”) levy. The Irish bank levy is
a form of stamp duty which applies for the years 2014 to
2016, which has now been extended to 2021 following the
budget announcement in October 2015.

Associated undertakings

Income from associated undertakings of € 25 million in 2015
compared with € 23 million in 2014, relating to AIB’s share in
the joint venture with First Data International trading as AIB
Merchant Services and AlIB’s share in associate Aviva Health
Insurance Ireland Limited. The increase in 2015 is mainly due
to higher profits from AIB’s share in associate Aviva Health
Insurance Ireland Limited.

Income tax

The total taxation charge for 2015 was € 534 million compared
with a charge of € 230 million in 2014. The increase was due
to an increase in pre-tax profits together with a once off UK
deferred tax expense of € 242 million arising from legislation
enacted in March 2015 which only allows fifty per cent of a UK
bank’s annual trading profits to be offset by unused tax losses
arising before 1 April 2015. Deferred Tax Assets (“DTA”) in
respect of accumulated tax losses continue to be recognised
in full on the basis that it is expected that tax losses will be
utilised in full against future profit, subject to specific
exceptions e.g. AIB Group (UK) p.l.c. These exceptions are set
out in note 34 to the consolidated financial statements.

Discontinued operations

Profit on the disposal of Ark Life Assurance Company Limited
of € 34 million, following completion of the sale on 8 May 2014
has been reported under discontinued operations in 2014. See
note 19 to the consolidated financial statements.
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Balance sheet commentary

* Earning loans at € 57.0 billion have increased
by 6% and impaired loans" at € 13.1 billion
have reduced by 41% since 31 December 2014.

* New lending of € 8.7 billion was 49% higher
than 2014.

» Reduction in NAMA senior bonds of
€ 3.8 billion (40%) to € 5.6 billion due to
redemptions.

» Customer deposits at € 63.4 billion remained
broadly stable. Increase in current accounts
offset by reduction in deposits.

31 Dec 31 Dec

2015 2014 %

Balance sheet €bn €bn change
Gross loans to customers 70.1 75.8 -8
Provisions (6.9) (12.4) -45
Net loans to customers 63.2 63.4 -
Financial investments available for sale 16.5 20.2 -18
Financial investments held to maturity 3.5 - -
NAMA senior bonds 5.6 9.4 -40
Other assets 14.3 14.5 -1
Total assets 103.1 107.5 -4
Customer accounts 63.4 64.0 -1
Deposits by banks - ECB 29 3.4 -15
Other market funding 1.0 134 -18
Debt securities in issue 7.0 7.9 -11
Other liabilities 6.7 7.2 -7
Total liabilities 91.0 95.9 -5
Shareholders’ equity 121 11.6 5
Total liabilities & shareholders’ equity  103.1 107.5 -4
% % change

Loan to deposit ratio 100 99 1

Loans to customers

Gross loans to customers

Gross loans at € 70.1 billion reduced by € 5.7 billion (8%) since
31 December 2014 or € 6.8 billion (9%) excluding the impact of
currency movements of € 1.1 billion. The reduction was due to
the impact of loan restructuring of € 4.7 billion, the disposal of a
portfolio of loans in the UK of € 0.7 billion and loan redemptions
of € 10.1 billion partly offset by new lending of € 8.7 billion.

(MRepresents gross loans to customers.

€bn Earning and Impaired loans trend

60.0 57.0
536

50.0

40.0

30.0

20.0

0.0

Earning loans

W 2014

Impaired loans

W 2015

Earning loans, excluding the impact of currency movements,
have increased by € 2.5 billion to € 57.0 billion and includes

€ 3.2 billion of loans upgraded to earning in the year. This also
includes new lending of € 8.7 billion which was 49% higher
than 2014.

€bn Growth in new lending
6.0

5.0
4.0

3.0

AlIB Ireland AIB UK

W 2014

Group & International

W 2015

New lending in AIB Ireland was up 41% at € 5.0 billion, AIB UK
up 60% at € 2.6 billion and Group & International up 59% at
€ 1.1 billion compared to 2014.

New lending 2015 by sector

9%

Services 15%

r Manufacturing 10%
 Transport 6%
55% _ Agriculture 4%

Other 3%

20%

B Non-property business M Personal

B Mortgages H Property and construction

Non-property business lending contributed to 55% of all new
lending in 2015. 20% of new lending in 2015 was from
mortgage lending. AIB Group was the largest provider of new
mortgage lending drawdowns in Ireland in 2015 with a market
share of 34%.
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Business review - 1. Operating and financial review

Impaired loans, excluding the impact of currency movements,
have reduced by € 9.3 billion to € 13.1 billion since

31 December 2014 reflecting the implementation of
sustainable restructure solutions for customers and improved
economic conditions. The reduction also included the disposal
of a portfolio of loans in the UK. New to impaired loans for
2015 was € 0.7 billion compared to € 1.6 billion new to
impaired for 2014.

Provisions

Balance sheet provisions of € 6.9 billion have decreased from
€ 12.4 billion mainly due to the utilisation of provisions as part
of sustainable restructure solutions for customers and
write-offs. Provisions on new to impaired loans were

€ 0.3 billion for the year. See the Risk management section on
page 96 for more detail on the movement in provisions during
2015.

Net loans to customers

Net loans of € 63.2 billion reduced by € 0.2 billion, excluding
the impact of currency movements net loans reduced by

€ 1.2 billion (2%), and reflect the gross loan movements as set
out below along with the impact of movement in provisions.

The table below sets out the movement in loans to customers

from 1 January 2015 to 31 December 2015.

Earning Impaired Gross Specific IBNR Net
loans loans loans provisions provisions loans

Loans to customers € bn € bn € bn € bn € bn € bn
Opening balance (1 January 2015) 53.6 22.2 75.8 (11.3) (1.1) 63.4
New lending volumes 8.7 - 8.7 - - 8.7
New impaired loans (0.7) 0.7 - (0.3) - (0.3)
Restructures, write-offs and disposals®" 3.2 (8.6) (5.4) 5.5 - 0.1
Redemptions of existing loans (8.5) (1.6) (10.1) - - (10.1)
Foreign exchange movements 0.9 0.2 1.1 (0.1) - 1.0
Other movements (0.2) 0.2 - - 0.4 0.4
Closing balance (31 December 2015) 57.0 131 701 (6.2) (0.7) 63.2

(MIncludes write-offs not contracted with customers. See the Risk management section on page 99.
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Financial investments Available For Sale (“AFS”)

AFS assets which are held for liquidity and investment
purposes, were € 16.5 billion at 31 December 2015 and have
decreased from € 20.2 billion during 2015. The decrease was
mainly due to a reclassification of AFS assets of € 3.5 billion in
2015 to financial investments held to maturity. Sales of

€ 3.8 billion, maturities of € 0.3 billion and a decrease in fair
value of € 0.4 billion were partly offset by purchases of

€ 4.3 billion. The sale of securities generated net profits of

€ 85 million (net of hedge termination costs). The decrease in
fair value of AFS debt securities of € 0.8 billion was due to
widening of Irish, Italian and Spanish sovereign spreads and
the impact of higher interest rates on fixed rate security
holdings. AFS equity securities increased by € 0.4 billion
principally due to an increase in fair value on an equity
investment in Visa Europe. Further detail in respect of AFS is
available in note 29 to the consolidated financial statements.

Financial investments Held To Maturity (“HTM”)

AFS assets of € 3.5 billion were reclassified to financial
investments held to maturity during 2015 following a review of
strategy in relation to securities holdings and a commitment to
long term (to maturity) investment in selected Irish Government
Bonds.

NAMA senior bonds

In 2015, € 3.8 billion of NAMA senior bonds were redeemed.
Redemptions of low yielding NAMA senior bonds have
improved the Group’s overall net interest margin.

Other assets

Other assets of € 14.3 billion comprised:

- cash and loans to banks of € 7.3 billion were broadly in
line with 2014. 2015 includes cash and balances with
Central Banks at € 5.0 billion, loans & receivables to
banks (secured) at € 1.7 billion and loans & receivables to
banks (unsecured) at € 0.6 billion.

- deferred taxation of € 2.9 billion, € 0.7 billion lower than
December 2014 as tax losses were utilised to offset
current year profits, and includes the impact of the partial
writedown of the UK deferred tax assets (reflecting new
legislation).

- derivative financial instruments of € 1.7 billion, € 0.3 billion
lower than December 2014.

- the remaining assets of € 2.4 billion up 50% from
€ 1.6 billion at December 2014 mainly due to proceeds of
€ 0.4 billion awaiting settlement on the disposal of a UK
loan portfolio.
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Business review - 1. Operating and financial review

Customer accounts
Customer accounts reduced by € 0.6 billion (1%) to € 63.4 billion.
Excluding the impact of currency movements, customer accounts

reduced by € 1.5 billion (2%). The reduction included a decrease in

repos of € 1.2 billion. Overall customer deposits remained broadly
stable with strong growth in current accounts offset by a reduction
in term deposits. The average cost of customer accounts dropped
from 130 bps in 2014 to 97 bps in 2015. The loan to deposit ratio
remained strong at 100% at 31 December 2015.

€bn Stabilising customer franchise funding profile
100.0

115%
75.0 - _ loo% 99% 100%

63.2 (634

Dec 2012 Dec 2013 Dec 2014 Dec 2015

B Net loans M Customer accounts M Loan to deposit ratio

Deposits by banks - ECB

Monetary authority funding of € 2.9 billion at 31 December 2015
reduced by € 0.5 billion (15%) since 2014 as the overall funding
requirement reduced.

Other market funding

Other market funding reduced by € 2.4 billion (18%) in 2015 due
to a € 2.5 billion reduction in bilateral repos principally due to
NAMA senior bond repayments.

Debt securities in issue

Debt securities in issue reduced by € 0.9 billion during 2015
which reflected an overall lower funding requirement for the
Group. The reduction was primarily due to the scheduled
maturity of € 2.2 billion of unsecured debt and € 0.5 billion of
secured (ACS) debt partly offset by three debt issuances in 2015
totalling € 2.0 billion. The issuances have been part of a
balanced and measured approach to funding in the wholesale
markets.

Other liabilities

Other liabilities of € 6.7 billion comprised:

- subordinated liabilities of € 2.3 billion up 60% from
€ 1.5 billion in 2014. € 750 million of subordinated Tier 2
notes were issued in 2015. Subordinated liabilities include
contingent capital notes maturing in 2016 with a carrying
value of € 1.5 billion (nominal value of € 1.6 billion).

- derivative financial instruments of € 1.8 billion reduced by
24% from € 2.3 billion in 2014.

- retirement benefit liabilities € 0.4 billion compared to
€ 1.2 billion in December 2014 benefitting from changes in
actuarial assumptions used to value the Irish scheme’s
liabilities.

- remaining liabilities of € 2.3 billion were in line with 2014.

(MIncludes shareholders’ equity and subordinated liabilities.
@Includes other market funding and debt securities in issue.

Shareholders’ equity

Shareholders’ equity € bn
Opening balance (1 January 2015) 11.6
Profit for the year 1.4
Other comprehensive income® 0.8
AT1 issuance 0.5
Partial redemption of 2009 Preference Shares (1.7)
Preference share dividend payments (0.5)
Closing balance (31 December 2015) 121

Shareholders’ equity of € 12.1 billion at 31 December 2015
increased by € 0.5 billion from € 11.6 billion at 31 December
2014. The table above sets out the movements in the year.

Funding

Source of funds

Dec 2014

Dec 2015

. (2)
B Customer accounts B Wholesale fundmg(

| Capital(‘) Monetary authority funding
At 31 December 2015 customer accounts were € 63.4 billion,
with wholesale funding at € 18.0 billion, monetary authority
funding at € 2.9 billion and capital at € 14.4 billion.

Qualifying liquid assets

At 31 December 2015, the Group held € 34 billion in qualifying
liquid assets/contingent funding (including € 4 billion in liquid
assets only available for use in AIB Group (UK) p.l.c) of which
approximately € 14 billion was not available due to repurchase,
secured loan and other agreements. As at 31 December 2015,
the Group liquidity pool was € 16 billion (31 December 2014:

€ 17 billion). For further detail on funding see pages 146 to
148.

()Other comprehensive income primarily consists of a € 0.8 billion reduction in the net pension reserve deficit.
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Capital

Transitional CET 1 ratio

« Common EQUIty Tier 1 (“CET 1”) fU”y loaded €bn Transitional - capital movements
ratio® of 13.0% at 31 December 2015, up from 120 5
5.9% in 2014 v 0 3
1.0 &
* 2015 profit after tax of € 1.4 billion key 05 . 2
component of improved ratio. 00| 57 i é
— L 20
» Capital reorganisation successfully completed in 90
December 2015. 16.4%
8.0
312?)?2 3128162 70 31 Dec 14 2015 Overall Pref Final Impact DTA/ 31 Dec I5
Capital €bn €bn change B i redompion dvdend penion -
Transitional risk weighted assets" 58.5 59.1 -0.6  The transitional CET 1 ratio of 15.9% at 31 December 2015 é
Fully loaded risk weighted assets® 59.1 591 01 reduced from 16.4% at 31 December 2014 primarily due to the g
Transitional CET 1" 9.3 97 0.4 € 1.7 billion payment as partial redemption of the 2009 e
Fully loaded CET 1@ 7.7 3.5 4.2 Preference Shares partially offset by the 2015 profit after tax of E
€ 1.4 billion. 5
% % change (14
Transitional CET 1 ratio® 159 164  -05 ullyloaded CET 1 ratio
X €bn Fully loaded - capital movements
Fully loaded CET 1 ratio® 13.0 5.9 7.1
8.0 04 77
os [l
Capital reorganisation 7o - ﬁ - '5,
In 2015, the Group underwent a capital reorganisation. This 6.0 g
involved the following actions: 09 <>>
- a payment of € 1.7 billion of capital to the State as a partial 50 . 130% e
redemption of the 2009 Preference Shares representing 1.36 40 5 a g
billion of the 3.5 billion preference shares. 5
- conversion of the remainder of the 2009 Preference Shares 30 £
into Ordinary Shares of €0.0025 each. 20 %
- a payment of a final preference dividend of € 166 million to B i e G d B o

the NTMA.

- the issue of a Tier 2 instrument of € 750 million in
November 2015.

- the issue of an Additional Tier 1 (“AT1”) of € 500 million in
December 2015.

Risk Weighted Assets

Transitional Risk Weighted Assets (“RWAs”) of € 58.5 billion
have reduced by € 0.6 billion during 2015, with credit risk RWA
reducing by € 0.8 billion in the period. This was primarily due to
a reduced volume of defaulted loans, offset by an increase due
to FX movements (€ 1.0 billion). Operational risk RWA increased
by € 0.3 billion in the period, reflecting the increased levels of
income in the annual calculation. Credit valuation adjustment
RWA reduced by € 0.1 billion, reflecting a reduced level of
exposure.

(Based on a phased implementation of the Basel Ill CRD IV regulations.
@Based on full implementation of the Basel Il CRD IV regulations.

profic  writeback Conversion dividend  pension  Other

The fully loaded CET 1 ratio of 13.0% at 31 December 2015
increased from 5.9% at 31 December 2014. CET 1 capital on a
fully loaded basis has increased by € 4.2 billion, reflecting the
conversion of the 2009 Preference Shares resulting in a net

€ 1.8 billion increase, the 2015 profit after tax (€ 1.4 billion) and
a decrease in the pension deficit of € 0.8 billion due to an
increase in the discount rate applied in the valuation of pension
liabilities. Other movements include a reduction in DTA of

€ 0.5 billion and an increase in value of equity investment in
Visa Europe of € 0.2 billion.

Transitional to Fully Loaded CET 1 ratio

The transitional CET 1 ratio of 15.9% compares to 13.0% on a
fully loaded basis at 31 December 2015. The main driver of the
difference is the full deduction of the deferred tax asset, this
deduction is phased into the transitional calculation at 10% per
annum which commenced in 2015. The pension deficit and
AFS reserves are included in the fully loaded calculations
compared to phased percentages in the transitional
calculations. The difference of € 0.5 billion in 2015 between
Transitional and Fully Loaded RWAs is in relation to the
phasing of the unrealised gains/losses portion of the AFS
portfolio. See Capital Management section on pages 44 to 48.
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Asset quality”

» Significant restructuring progress, with
impaired loans reduced by € 9.1 billion (41%).

* Improved demand for credit resulted in new
lending of € 8.7 billion, up 49% in 2015.

* Overall net provision writeback of € 925 million

in 2015 improved from an overall net provision
writeback of € 185 million in 2014.

31 Dec 31 Dec

2015 2014 %
Asset quality balance sheet €bn €bn change
Impaired loans 131 222 -41
New to impaired loans in the year 0.7 1.6 -56
Balance sheet provisions 6.9 124 -45
Amounts written off 4.6 4.7 -1

0/0 0/0

Specific provisions/Impaired loans 47 51
Total provisions/Total loans 10 16

2015 2014 %
Asset quality income statement €m €m change
Credit writeback® 925 185 400
Other (provisions)/writebacks (2) 3 -
Total writeback 923 188 391
Provision charge %® (1.26) (0.22)
Provision charge % AIB Ireland (1.52) (0.39)
Provision charge % AIB UK (0.35) 0.54
Provision charge % Group & International 0.50  0.25

Loan portfolio - Credit quality

Gross loans and receivables to customers reduced by 7.5% or
€ 5.7 billion in 2015. The reduction was due to restructuring
activity of € 4.7 billion, the disposal of a portfolio of loans in the
UK of € 0.7 billion and loan redemptions of € 10.1 billion offset
by new lending of € 8.7 billion. The movement in loans to
customers from 1 January 2015 to 31 December 2015 is set out
on the table on page 96.

Improved demand for credit resulted in new lending of

€ 8.7 billion in 2015 (2014: € 5.9 billion) spread across most
sectors and included € 1.7 billion mortgage and € 3.3 billion
non-mortgage in AIB Ireland, € 2.6 billion in AIB UK and

€ 1.1 billion in Group & International.

Credit quality in the portfolio continues to improve. Non-impaired
loans as a percentage of total loans have increased from 71% at
31 December 2014, to 81% at 31 December 2015. The
improving credit quality is as a result of the level of new business
in the year combined with the reduction in the impaired portfolio
arising out of the restructuring process.

Continued progress in working with customers to restructure
facilities has resulted in the quantum of impaired loans reducing
by € 9 billion in the year (a decrease of 41%). The reduction
reflects restructuring activity, write-offs (including non-contracted
write-offs), redemptions and repayments due to customer asset
sales. In addition the level of new to impaired loans for 2015 was
€ 0.7 billion compared to € 1.6 billion for 2014 (a decrease of
56%).

Restructuring

Restructuring loans of customers in difficulty continues to be a
key focus for the Group. Treatment strategies, as described on
pages 73 to 75 have been developed for customers who are
experiencing financial difficulties. The approach is one of
structured engagement with customers to assess their long term
levels of sustainable debt. Overall, the quantum of impaired
loans reduced by € 9.1 billion in the year, primarily due to
restructures, write-offs and cures totalling € 8.6 billion. This

€ 8.6 billion was made up of restructuring engagement with
customers and which resulted in c. € 3.4 billion of loans being
restructured out of impairment in the year, a further € 3.4 billion
of loans were written off (including non-contracted write offs), and
cures of € 1.8 billion.

In addition to the reduction of impaired in the year, there is

c. € 2.2 billion of impaired mortgages that are in forbearance, of
which c. € 1 billion is currently performing in accordance with
agreed forbearance sustainable solutions and the continued
compliance to terms over a period of 12 months will result in an
upgrade out of impairment. The remaining € 1.2 billion includes
loans that have been the subject of a temporary or short term
forbearance solution but will remain classified as impaired and in
arrears until a sustainable solution has been put in place.
Following this, they will be required to maintain at least 12
months satisfactory performance before being considered for
upgrade out of impairment.

Net credit provision writeback
The overall net credit provision writeback of € 925 million for
2015 compared to an overall net credit provision writeback of
€ 185 million for 2014. Income statement specific provisions
included € 281 million from new impairments and a € 789 million
writeback of provisions (net of top-ups). This writeback amounted
to 3.6% of the opening impaired loan balance. Key drivers of the
writeback include:
« increased security values and improved business
cashflows due to the stronger economic environment,
« cases cured from impairment, and
« additional security gained as part of the restructuring
process.
The impairment provisions remain dependent on significant
levels of future collateral realisations.

(MMore extensive disclosures on asset quality are in the Risk management section from page 91.

@ Credit writeback/(provisions) consists of a writeback of € 925 million relating to loans and receivables to customers and nil relating to loans and
receivables to banks in 2015 (€ 178 million writeback and € 7 million writeback respectively in 2014).

®Provision charge % is the total provision charge (specific and IBNR) expressed as a percentage of average advances.
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Asset quality (continued)

Impairment provisions

Specific impairment provisions as a percentage of impaired loans
decreased from 51% at 31 December 2014 to 47% at

31 December 2015. This was mainly due to the write-off of
provisions against related loan balances where the prospect of
recovery is unlikely (reduced cover by 6%), along with the impact
of other restructures and writebacks.

IBNR provisions of € 0.7 billion were held at 31 December 2015
compared to € 1.1 billion at 31 December 2014. The reduction
was mainly due to a reduction in the probability of default in the
portfolio reflecting the improved economic environment as well
as changes in model parameters. The level of IBNR reflects a
conservative estimate of unidentified incurred loss within the
portfolio.

Residential mortgages

Total loans in arrears (including impaired loans) in the Republic
of Ireland residential mortgage portfolio of € 6.7 billion at

31 December 2015 decreased by € 2.8 billion (29%) (by value)
during 2015, reflecting a decrease of 25% in the
owner-occupier portfolio and a decrease of 36% in the
buy-to-let portfolio in the period. By number of customers,
these decreases were 24%, 24% and 25% respectively. The
reduction in arrears can be mainly attributed to the
restructuring of the portfolio and the improving economic
conditions. The reduction in arrears was evident in both the
performance of early arrears (less than 90 days past due) and
the late arrears (greater than 90 days past due).The amount of
loans which were new into arrears for the first time in 2015 fell
by 51% compared to 2014.

Residential Other personal

Other personal

The portfolio of € 3.5 billion at 31 December 2015 reduced by
€ 0.3 billion or 8% during 2015, predominantly in the impaired
portfolio. There has been increased customer demand for
personal lending products due to the stronger economic
environment and improved customer offerings.

Property and construction

The portfolio of € 11.5 billion at 31 December 2015 reduced by

€ 4.0 billion or 26% during 2015. Impaired loans within this sector
reduced by € 4.5 billion, mainly due to restructuring, redemptions
and customer repayments through asset sales. Activity in the
sector has been underpinned by improved economic
performance and increased investment which has had a positive
impact on the residential and commercial land and development
market.

Non-property business

The non-property business portfolio of € 18.3 billion at

31 December 2015 increased by € 0.7 billion due to earning
loans up € 2.4 billion partly offset by a reduction in impaired
loans of € 1.7 billion during 2015. The business was
concentrated in sub-sectors which are reliant on the domestic
economy. It also includes exposures which are more dependent
on international markets. Key sub-sectors (as a percentage of
total sector) include agriculture (10%), hotels (13%), licensed
premises (4%), retail/wholesale (13%) and other services (32%).

The table below sets out the asset quality by sector for a range of
credit metrics. Further detail of the risk profile of the Group is
available in the Risk management section on pages 83 to 124.

Property and Non-property

Loan book sectoral profile mortgages construction business Total
31 December 2015 € bn € bn € bn € bn € bn
Loans and receivables to customers(" 36.8 3.5 11.5 18.3 70.1
Of which: Impaired 6.0 0.7 4.3 21 131
Balance sheet provisions (specific + IBNR) 23 0.5 2.7 1.3 6.9
Specific provisions / Impaired loans (%) 34% 70% 57% 55% 47%
Total provisions / Total loans (%) 6% 15% 23% 7% 10%
12 months to 31 December 2015 €m €m €m €m €m
Specific impairment (credit)/charge (204) (5) (216) (83) (508)
Total impairment (credit)/charge® (478) (8) (214) (225) (925)
31 December 2014 € bn € bn € bn € bn € bn
Loans and receivables to customers(" 38.8 3.8 15.5 17.6 75.8
Of which: Impaired 8.5 1.0 8.8 3.8 22.2
Balance sheet provisions (specific + IBNR) 34 0.8 5.7 2.6 124
Specific provisions / Impaired loans (%) 34% 69% 62% 59% 51%
Total provisions / Total loans (%) 9% 20% 36% 15% 16%
12 months to 31 December 2014 €m €m €m €m €m
Specific impairment (credit)/charge (4) 18 (90) 1 (75)
Total impairment (credit)/charge® (76) 15 (244) 127 (178)

(IThe table above has been extracted from the Credit Risk tables in section 3.1 of the Risk management section. Loans and receivables to customers

include unearned income and deferred costs.

@Impairment charge excludes provisions on loans to banks of nil in 2015 (€ 7 million credit in 2014).
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Business review - 1. Operating and financial review
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Segment reporting

The Group has reorganised its business in 2015 to enable a
customer focused, profitable and low risk enterprise which is well
positioned to support the economic recovery in Ireland while
seeking to generate sustainable shareholder returns. This
change focuses on the needs of its customers, so as to combine
customer groups with similar needs into franchises able to
deliver co-ordinated services. Previously the Group’s loan
restructuring activity was reported within the Financial Solutions
Group (“FSG”) segment and has now been integrated back into
business as usual. Customers are included in respective
segments regardless of the credit quality of the customer.

The Group reported the following key segments in the
Half-Yearly Financial Report 2015: Retail & Business Banking
(“RBB”), Corporate & Institutional Banking (“CIB”), AIB UK and
Group. Reporting on this segment basis commenced in 2015.

Following further enhancements to the Group structure,
Corporate Ireland was moved from CIB to RBB, forming a new
segment called AIB Ireland. Wholesale Treasury and the
International businesses were moved from CIB to Group to form
the new segment Group & International. In the Annual Financial
Report 2015, the Group reports the following key segments:
AIB Ireland, AIB UK, and Group & International.

AIB Ireland

AIB Ireland comprises Personal, Business and Corporate
Banking. It is the leading franchise bank across key segments
and products in the domestic market and is well positioned for
growth. With an integrated customer focused approach, from
product design to distribution, AIB Ireland has over 2.3 million
customers. AIB Ireland is divided into the following
sub-segments: Retail Ireland, which consists of personal and
business, and Corporate Ireland, which consists of corporate
and property lending.

No. 1 Position in Key Product lines

AIB Ireland operates in five key product areas / segments:
Mortgages, Personal Lending, Business Lending, Corporate and
Deposits. AIB Ireland has strong market shares in Retail and
Corporate Markets:

#1 Bank for Mortgages

#1 Bank for Personal and Business Current Accounts
#1 Bank for Personal and Business Loans

#1 Bank for Personal and Business Leasing

#1 Bank for Personal and Business Credit Cards

#1 Corporate Bank for Foreign Direct Investment

No. 1 Digital Channel Distribution Network in Ireland

As banking becomes more digitally enabled, AIB Ireland has a
significant lead on Irish competitors in capability and customer
adoption. The core digital platforms include Internet Banking (full
responsive infrastructure), Mobile App, iBusiness Banking,
Tablet banking and AIB Social Media channels. With over

1 million customers online, AIB is ranked higher than its peers in
digital adoption.

No. 1 Physical Distribution Network in Ireland

Personal relationships is an important proposition in the Irish
market. AIB Ireland has the leading distribution network in
Ireland consisting of 203 branches, 20 Business Centres, the
Lab (an award winning concept store focusing on Digital
banking and innovation), 13 Campus locations, 70 EBS
locations and banking services offered through the c. 1,100
strong An Post network.

AIB UK

AIB UK comprises of two long established and distinct
businesses offering full banking services operating as Allied
Irish Bank (GB) in Great Britain and First Trust Bank in
Northern Ireland.

Great Britain

Allied Irish Bank (GB) aims to be recognised as the bank of
choice for owner managed businesses in Great Britain. It
operates through 16 business centres and currently services
c. 2,000 Business/Corporate customers. Through its Direct
Banking proposition it serves the needs of smaller owner
managed businesses and the personal banking requirements
of business owners and personal savers through the provision
of digital and self-service channels, serving c. 68,000
customers.

Northern Ireland

In Northern Ireland, First Trust Bank (“FTB”) is a
well-established and trusted full service retail, business and
corporate bank. FTB’s strategic aim is to be a focused
challenger in Northern Ireland by simplifying products and
closely aligned to that offered by the Retail Banking area of
AIB Ireland.

Operating out of 30 branches and 5 business offices, FTB
services c. 270,000 active customers. A high quality digital
offering is available to those customers seeking digital
solutions to their banking requirements.

Group & International

Group & International includes the businesses outside Ireland
and the UK. It also includes wholesale treasury activities,
central control and support functions (business and customer
services, risk, audit, finance, general counsel, human
resources and corporate affairs). Certain overheads related to
these activities are managed and reported in the

Group & International segment.

Segment allocations

The segments’ performance statements include all income and
direct costs but exclude certain overheads which are managed
centrally and the costs of these are included in

Group & International. Funding and liquidity charges are based
on each segment’s funding requirements and the Group’s
funding cost profile, which is informed by wholesale and retail
funding costs. Income attributable to capital is allocated to
segments based on each segment’s capital requirement.
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Business review - 1. Operating and financial review

AIB Ireland

» Operating contribution of € 2,034 million
compared to € 1,163 million in 2014.

* New lending of € 5.0 billion, up 41%, in 2015
compared to € 3.5 billion in 2014.
- Retail Ireland € 3.3 billion (up 32%)
- Corporate Ireland € 1.7 billion (up 65%)

* Total overall net provision writeback of
€ 901 million compared to a net provision
writeback of € 257 million in 2014, increased
due to debt restructuring and improving
economic conditions.

2015 2014 %
AIB Ireland contribution statement €m € m change
Net interest income 1,445 1,298 11
Other income 443 436 2
Total operating income 1,888 1,734 9
Total operating expenses (755) (828) -9
Operating contribution before levies
and provisions 1,133 906 25
Total net writeback of provisions 901 257 251
Operating contribution 2,034 1,163 75
Associated undertakings 21 18 17
Contribution before disposal of property 2,055 1,181 74
Profit on disposal of property 3 3 -
Contribution before exceptional items 2,058 1,184 74
AIB Ireland contribution statement €m € m change
Retail Ireland 999 777 29
Corporate Ireland 134 129 4
Operating contribution before levies
and provisions 1,133 906 25

Net interest income

Net interest income of € 1,445 million in 2015 was € 147 million
(11%) higher than 2014 due to continued reductions in the cost
of customer deposits and lower wholesale funding costs while
maintaining risk appropriate pricing on customer asset yields
including two variable mortgage rate reductions. These positive
impacts were partly offset by lower average loan volumes.

Other income

Other income of € 443 million in 2015 was € 7 million (2%)
higher than 2014. Business income of € 387 million was broadly
in line with 2014 and includes fee and commission income of

€ 342 million which was 3% higher than 2014 offset by other
business income.

€m Improvement in operating contribution
2,500
2,000
888 2,034
L 1734 '
1,000 1163
500 901

-500 @) 755)

-1,000 2014 2015

H Total income B Total operating expenses

M Total net writeback/(provisions) Ml Operating contribution

Other items of € 56 million in 2015 were € 9 million (19%) higher
than 2014. This included € 45 million due to the effect of
realisation/re-estimation of cash flows on loans and receivables
previously restructured compared to € 24 million in 2014 and a
fair value gain of € 6 million in 2015 on equity warrants received
as part of previous customer debt restructuring compared to

€ 24 million in 2014.

Operating expenses

Total operating expenses of € 755 million in 2015 were

€ 73 million (9%) lower than 2014. Personnel expenses of

€ 462 million were € 26 million (5%) lower than 2014 as a result
of lower staff numbers due to selective outsourcing and the
voluntary severance scheme. General and administrative
expenses of € 251 million were € 40 million (14%) lower than
2014 due to cost savings across most classifications partly offset
by higher outsourcing costs. The charge for depreciation,
impairment and amortisation of € 42 million was € 7 million (14%)
lower than 2014.

Provisions

Total overall net writeback of € 901 million in 2015 compared to
a total overall net writeback of € 257 million for 2014. The net
writeback comprised of € 487 million in specific provision
writebacks, a release of IBNR provisions of € 405 million and a
net writeback of provisions for liabilities and commitments of

€ 9 million (2014: net writeback of specific provisions of

€ 208 million, a release of IBNR provisions of € 46 million and a
net writeback of provisions for liabilities and commitments of

€ 3 million), and reflected the level of debt restructuring
completed in the year, lower new to impaired loans and
improving economic conditions. For further detail on provisions
see the Risk management section on pages 97 to 98.
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AIB Ireland (continued)

31 Dec 31 Dec
2015 2014 %
AIB Ireland balance sheet metrics €bn € bn change
Retail Ireland 47.7 53.4 -1
Corporate Ireland 8.1 8.3 -2
Gross loans 55.8 61.7 -10
Retail Ireland 42.4 43.6 -3
Corporate Ireland 7.7 7.5 3
Net loans 50.1 51.1 -2
Retail Ireland 40.2 37.7 7
Corporate Ireland 10.0 10.8 -7
Customer accounts 50.2 48.5 4
% % change
Retail Ireland 105 116 -1
Corporate Ireland 77 69 8
Loan to deposit ratio 100 105 -5

Balance sheet

Gross loans in AIB Ireland of € 55.8 billion reduced by € 5.9 billion
(10%) since 31 December 2014 due to reductions of gross loans
in Retail Ireland of € 5.7 billion (11%) to € 47.7 billion and
Corporate Ireland of € 0.2 billion (2%) to € 8.1 billion as loan
restructuring of € 4.1 billion and redemptions/other of € 6.8 billion
exceeded new lending of € 5.0 billion.

Gross loans movement
€ bn
80.0

50 )
6.7 I . 69
60.0 ] 558

114

40.0 444

20.0

0.0
Dec2014  Newlending Restructuring  Redemptions/ ~ Dec 2015
Other

M Earning loans I Impaired loans

Earning loans of € 44.4 billion increased by € 1.9 billion (4%) as
new lending and loans upgraded to earning exceeded
repayments.

€bn Growth in new lending
2.0

Personal Mortgages Business

Corporate

2014 W 2015

AIB Ireland new lending of € 5.0 billion was up € 1.5 billion
(41%) compared to 2014. This included personal lending of

€ 0.5 billion (up 40%), mortgage lending of € 1.7 billion (up
32%), business lending of € 1.1 billion (up 28%) and corporate
lending of € 1.7 billion (up 65%).

New lending 2015 by sector

Distribution 16%

41% rs 10%
-  Agriculture 6%
| Manufacuuring 4%
" Transport 3%
Other 2%

B Non-property business M Personal
B Mortgages B Property and construction
Business and corporate lending are split between property and
construction and non-property business in the graph above.
Non-property business lending contributed to 41% of all new
lending in 2015. 34% of new lending in 2015 was from
mortgage lending. AIB Group was the largest provider of new
mortgage lending drawdowns in Ireland in 2015, with a market
share of 34%.

AIB Ireland has made significant progress and momentum in
restructuring customers in financial difficulty with impaired loans
reducing to € 11.4 billion at 31 December 2015 from

€ 19.2 billion.

AIB Ireland customer accounts increased by € 1.7 billion (4%)
since 31 December 2014 with strong growth in Retail Ireland of
€ 2.5 billion (7%) as current accounts increased by € 2.9 billion
partly offset by a reduction in term deposits. Customer accounts
in Corporate Ireland reduced by € 0.8 billion (7%) to

€ 10.0 billion mainly due to a reduction in term deposits.

The loan to deposit ratio for AIB Ireland reduced from 105% at
31 December 2014 to 100% at 31 December 2015 due to the
reduction in net loans and increase in customer accounts.

Allied Irish Banks, p.l.c. Annual Financial Report 2015

39

=
2
>
(0]
—
»
173
()]
£
@
=
m

Risk management

Financial statements Governance and oversight

General information



Business review - 1. Operating and financial review

AIB UK

* Operating contribution of £ 166 million
compared to £ 67 million in 2014.

* New lending of £ 1.9 billion in 2015 compared
to £ 1.3 billion in 2014.

* Total overall net provision writeback of
£ 32 million compared to a charge of
£ 57 million in 2014 due to debt restructuring
and improving economic conditions.

2015 2014 %
AIB UK contribution statement £m £ m change
Net interest income 215 198 9
Other income 36 56 -36
Total operating income 251 254 -1
Total operating expenses (117) (130) -10
Operating contribution before levies
and provisions 134 124 8
Total net writeback/(provisions) 32 (57) -
Operating contribution 166 67 148
Associated undertakings 3 4 -25
Contribution before disposal of property 169 71 138
Profit on disposal of property - 2 -
Contribution before exceptional items 169 73 132
Contribution before exceptional items €m 232 90 158
AIB UK contribution statement £m £ m change
AIB GB 87 87 -
First Trust Bank 47 37 27
Operating contribution before levies
and provisions 134 124 8

Net interest income

Net interest income of £ 215 million in 2015 was £ 17 million (9%)
higher than 2014 mainly due to lower funding costs while
maintaining risk appropriate pricing on customer asset yields.

Net interest income in AIB GB of £ 145 million increased by

£ 10 million (7%) and net interest income in First Trust Bank
(“FTB”) of £ 70 million increased by £ 7 million (11%) compared to
2014.

£m Improvement in operating contribution

300

2014 2015

M Total income B Total operating expenses

M Total net writeback/(provisions) Ml Operating contribution

Other income

Other income of £ 36 million in 2015 was £ 20 million (36%)
lower than 2014. Fee and commission income of £ 46 million
was in line with 2014. There was a loss of c. £ 29 million on the
disposal of a portfolio of loans in 2015 and lower net profits on
the disposal of AFS equity securities partly offset by a positive
increase of c. £ 14 million in valuation adjustments mainly on
sterling customer derivative positions.

Excluding the loss on the disposal of loans, other income in
AIB GB increased by £ 13 million offset by a reduction in other
income in FTB of £ 4 million compared to 2014.

Total operating expenses

Total operating expenses of £ 117 million in 2015 were

£ 13 million (10%) lower than 2014 due to lower salary and
associated costs along with lower general and administrative
expenses due to lower occupancy costs.

Provisions

Total overall net writeback was £ 32 million in 2015 compared to
a charge of £ 57 million in 2014. Continuing management action
to dispose of impaired assets within the specific provisions held,
low levels of new impairment and improving economic
conditions have contributed a net writeback in 2015. For further
detail on provisions see the Risk management section on pages
97 to 98.
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AIB UK (continued)

£ bn New lending trend
31 Dec  31Dec 5
2015 2014 % ' =
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Business review - 1. Operating and financial review

Group & International

* New lending of € 1.1 billion, up 59%, in 2015
compared to € 0.7 billion in 2014.

» Reductions in other income due to lower gains
on AFS disposals and NAMA senior bonds in
2015.

* Total operating expenses have reduced by
€ 34 million (8%).

Group & International 2015 2014 %
contribution statement €m € m change
Net interest income 185 143 29
Other income 203 339 -40
Total operating income 388 482 -20
Total operating expenses (379) (413) -8
Operating contribution before levies

and provisions 9 69 -87
Bank levies (68) (60) 13
Total (provisions)/writeback of provisions (22) 1 -
Operating contribution (81) 10 -
Associated undertakings 1 - -
Contribution before exceptional items (80) 10 -

31 Dec 31 Dec

Group & International 2015 2014 %
balance sheet metrics € bn € bn change
Gross loans 2.8 1.9 47
Net loans 2.8 1.9 47
Financial investments available for sale 16.5 20.2 -18
Financial investments held to maturity 3.5 - -
NAMA senior bonds 5.6 9.4 -40
Customer accounts 1.5 4.0 -63

Net interest income

Net interest income of € 185 million in 2015 was € 42 million
(29%) higher than 2014 due to lower funding costs and strong
growth in the Leverage Portfolio due to higher new business
lending volumes. These positive impacts were partly offset by
lower income on NAMA senior bonds due to ongoing repayments
of the portfolio and lower income from the securities portfolio due
to the sale and maturity of legacy high margin positions.

Other income

The reduction in other income was mainly attributable to ‘Other
ltems’ (see other items table). Other movements included the
positive movement in valuation adjustments on sterling customer
derivative positions from a cost of € 63 million in 2014 to income
of € 12 million in 2015. The cost in 2014 was primarily from the
negative valuation adjustments on sterling customer derivative
positions due to the reduction in medium to long term sterling
interest rates. In 2015, due to an increase in term sterling interest
rates, this negative valuation adjustment was partially reversed.

2015 2014
Other items €m €m
Net profit on disposal of AFS securities 77 172
Effect of acceleration / re-estimation of the
timing of cash flows on NAMA senior bonds 6 132
Settlements and other gains 51 66
Other items 134 370

Other items of € 134 million for 2015 were € 236 million (64%)
lower than 2014.

Operating expenses

Operating expenses in Group & International include unallocated
overheads relating to operations & technology, risk, audit,
finance, general counsel, human resources and corporate
affairs & strategy. Total operating expenses of € 379 million in
2015 were € 34 million (8%) lower than 2014 due to ongoing
cost control and management.

Personnel expenses of € 167 million in 2015 were € 11 million
(6%) lower than 2014 due to lower staff numbers. General and
administrative expenses of € 183 million in 2015 were

€ 19 million (9%) lower than 2014 with reductions across the
majority of cost classifications as a result of ongoing cost
management partly offset by an increase in costs as a result of
outsourcing initiatives. Depreciation, impairment and
amortisation of € 29 million in 2015 was € 4 million (12%) lower
than 2014.

Bank levies

Bank levies of € 68 million in 2015 were € 8 million higher than
2014 due to an additional levy in 2015 relating to the introduction
of the Bank Recovery and Resolution Directive (‘BRRD”) levy.

Total (provisions)/writeback of provisions

Provision charge of € 22 million in 2015 relates to a credit provi-
sion charge of € 11 million and a provision charge for liabilities
and commitments of € 11 million, compared to a net writeback of
€ 1 million in 2014.

Balance sheet

Gross loans of € 2.8 billion increased by € 0.9 billion since

31 December 2014 with new lending of € 1.1 billion, an increase
of 59% compared to 2014.

AFS assets which are held for liquidity and investment purposes,
were € 16.5 billion at 31 December 2015 and have decreased
from € 20.2 billion during 2015 mainly due to assets of

€ 3.5 billion being reclassified to held to maturity following a
review of strategy in relation to securities holdings and a
commitment to long term (to maturity) investment in selected
Irish Government Bonds. NAMA senior bonds reduced by

€ 3.8 billion in the period due to redemptions.

Customer accounts of € 1.5 billion reduced by € 2.5 billion (63%)
since 31 December 2014 of which € 1.2 billion related to a
reduction in repos and € 1.3 billion in treasury deposits.
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Business review - 2. Capital Reorganisation

AIB announced in its 2014 Annual Financial Report and in its 2015 Half-Yearly Financial Report, that it had been engaged in discussions
with the Irish Minister for Finance (‘the Minister’) regarding the simplification and rationalisation of its capital structure. The outcome of
the engagement with the Minister was the Capital Reorganisation completed in December 2015.

The Capital Reorganisation was designed to enable AIB to:

— initially return € 1.7 billion of capital to the Irish Government in line with AIB’s obligations under its EU Restructuring Plan;

— create a sound and sustainable base on which to grow AIB’s business;

— meet regulatory requirements under Capital Requirements Directive IV (“CRD IV”), and the Banking Recovery and Resolution
Directive (‘BRRD”);

— allow future payment of dividends on ordinary shares as and when conditions permit;
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— more closely align the Group’s capital structure with market norms and investor expectations; and
— position AIB for a return to private ownership over time.

In order to implement the Capital Reorganisation, the 3.5 billion 2009 Preference Shares were to be partially converted to ordinary
shares and partially redeemed. A condition for the conversion/redemption of the 2009 Preference Shares was the issuance of specific
debt capital instruments by AIB. In November 2015, AIB issued € 750 million of subordinated Tier 2 notes (note 41 to the consolidated
financial statements) and € 500 million Additional Tier 1 (“AT 1”) securities (note 44 to the consolidated financial statements).

At an Extraordinary General Meeting (‘EGM*) held on 16 December 2015, shareholders approved the resolutions with respect to the
Capital Reorganisation enabling the implementation of the following actions:

Risk management

— Partial redemption of the 2009 Preference Shares: 1,360 million of the 3,500 million 2009 Preference Shares were redeemed for
cash at 125% of the subscription price resulting in a repayment of € 1.7 billion of capital to the Irish State;

— Conversion of the remainder of the 2009 Preference Shares: 2,140 million 2009 Preference Shares were converted into ordinary
shares of € 0.0025 each at 125% of the subscription price, resulting in 155.1 billion additional ordinary shares.

— Adividend payment of € 166 million was made to the NTMA on 17 December 2015, being the accrued dividend on the 2009
Preference Shares from 13 May 2015 to the date of conversion/redemption of the 2009 Preference Shares;

— AIB cancelled all its outstanding treasury shares with no impact on capital ratios — see note 43 to the consolidated financial
statements; and

— Ordinary share consolidation: On conversion of the 2009 Preference Shares, AIB had 678.6 billion existing ordinary shares of
€ 0.0025 nominal value per share in issue. On 21 December 2015, consolidation of these existing ordinary shares resulted in
shareholders receiving one new ordinary share of € 0.625 for every 250 existing ordinary shares with a nominal value of € 0.0025.
Following the consolidation, AIB now has 2.7 billion new ordinary shares of € 0.625 nominal value in issue of which the Irish
Government holds 99.9%. The consolidation of ordinary shares did not impact capital ratios;

— EBS Promissory Note Redemption: In conjunction with the partial redemption of the 2009 Preference Shares, the EBS Promissory
Note issued by the Minister in 2010 and held as an available for sale financial asset by AIB Group was redeemed at its carrying

Governance and oversight

value of € 225 million and subsequently cancelled. See note 54 to the consolidated financial statements for further detail; and

— Potential issue of warrants to the Minister: AIB received approval, at the EGM held on 16 December 2015, to enter into a Warrant
Agreement with the Minister which, following a Regulated Market Event, would entitle the Minister to subscribe for new ordinary
shares with a nominal value of € 0.625 per share, subject to a maximum of 9.99% of the issued ordinary share capital. See
note 54 to the consolidated financial statements for further detail.

The redemption/conversion of the 3,500 million 2009 Preference Shares resulted in a net increase in CRD 1V fully loaded capital of
€ 1.8 billion.

Financial statements

For further detail on the redemption/conversion of the 2009 Preference Shares and the ordinary share consolidation see note 42 to the
consolidated financial statements.

In addition, as part of the Board’s consideration of an appropriate capital structure for AIB and related discussions with the Minister, the
Board considered AlIB’s options in relation to the € 1.6 billion Convertible Contingent Tier 2 Capital Notes (“CCNs”) issued to the
Minister. The Board concluded, that given the short time remaining to the scheduled maturity of the CCNs in July 2016, it is not in the
best interests of the shareholders to take any measures in respect of the CCNs before their scheduled maturity. Accordingly, the CCNs
will continue to form part of AIB’s capital structure.

Specific details in relation to the CCNs are set out in note 41 to the consolidated financial statements.

General information
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Business review - 3. Capital management

Objectives*
The objectives of the Group’s capital management policy are to at all times comply with regulatory capital requirements and to ensure
that the Group has sufficient capital to cover the current and future risk inherent in its business and to support its future development.

The Group does this through a semi-annual Internal Capital Adequacy Assessment Process (“ICAAP”), which is subject to supervisory

review and evaluation. This is AIB’s main capital management tool and gives a clear picture of the Group’s capital and material risks. The

key stages in the ICAAP process are as follows:

— aRisk Appetite Statement is prepared consistent with the Group’s business strategy. The risk appetite is set annually as part of the
annual financial planning process and is monitored on a monthly basis by measuring the current risk profile against the risk appetite;

— material risk assessment identifies all relevant (current and anticipated) risks and identifies those that require capital adequacy
assessment;

— financial planning drives the levels of required capital to support growth plans and meet regulatory requirements. Base and stress
capital plans are produced as part of the integrated financial planning process;

— stress testing is applied to capital plans and to all material risks in order to test the resilience of the Group and inform capital needs
as they arise; and

— the final stage of the ICAAP is the production of base and stressed capital plans over a three year timeframe, comparing the capital
requirements to available capital. This is fully integrated with the Group’s financial planning process and ensures that the Group has
adequate capital resources in excess of minimum regulatory capital requirements and internal capital requirements.

Capital regulation

CRD IV consists of the Capital Requirements Regulation (“CRR”) and the Capital Requirements Directive (‘CRD”), and is designed to

strengthen the regulation of the banking sector and to implement the Basel Ill agreement in the EU legal framework. CRD IV measures

include:

— asingle set of harmonised prudential rules which enhanced requirements for quality and quantity of capital;

— CRD IV also harmonises the deductions from own funds in order to determine the amount of regulatory capital that is prudent to
recognise for regulatory purposes. Some of the provisions of CRD IV were introduced on a phased basis from 2014, these
typically followed 20% in 2014, 40% in 2015 etc. until 2018. The main exception to this relates to the deduction for the deferred tax
asset which will be deducted at 10% per annum commencing in 2015; and

— aleverage ratio which is designed to act as a non-risk sensitive back-stop measure to reduce the risk of build-up of excessive
leverage in an individual bank and the financial system as a whole.

AIB commenced reporting to its regulator under the transitional CRD 1V rules during 2014. The transitional capital ratios presented on
page 46 take account of these phasing arrangements. The fully loaded capital ratios represent the full implementation of CRD IV.

The Single Supervisory Mechanism (“SSM”), comprising the European Central Bank ("ECB”) and the national competent authorities of
EU countries was established in 2014. The SSM places the ECB as the central prudential supervisor of financial institutions in the
Eurozone, including AIB. The aims of the SSM are to ensure the safety and soundness of the EU banking system and to increase
financial integration and stability in the EU.

Future developments

The Banking Recovery and Resolution Directive (“BRRD”) is a single EU-wide rulebook designed to address bank and investment firm
failure. It has been transposed into Irish law through the European Union (Bank and Recovery Resolution) Regulations, 2015

(S.1. No. 289 of 2015) which commenced on 15 July 2015. The BRRD gives resolution authorities new powers under BRRD to address
failure.

Some of their key tasks include;

— to draft resolution plans for banks under supervision of the SSM which includes AIB;

— carry out an assessment of the banks’ resolvability and to adopt resolution plans and address any obstacles to resolution and
cooperate on resolving them; and

— to set the minimum requirements for own funds and eligible liabilities (‘“MREL”) which is designed to ensure that banks have
sufficient loss-absorbing capacity through capital and liabilities eligible to be bailed in.

*Forms an integral part of the audited financial statements

44 Allied Irish Banks, p.l.c. Annual Financial Report 2015



Future developments (continued)
The Single Resolution Mechanism (“SRM”), which implements the EU-wide BRRD in the Euro area, becomes fully operational on
1 January 2016. The full resolution powers of the Single Resolution Board (“SRB”) applies as of 1 January 2016.

AIB continuously monitors advancements in regulatory frameworks by assessing potential capital impacts and ensuring that the Group
maintains a robust capital position.

Ratings

In May 2015, Moody'’s upgraded AIB’s long-term rating to Ba2 from Ba3 and upgraded the outlook to stable. This followed a change in
Moody’s bank rating methodology. In November 2015, Moody’s upgraded AIB’s long term rating to Ba1 from Ba2 and upgraded the
outlook to positive, in light of AIB’s capital reorganisation and general improvement in fundamentals impacting the Group.

In July 2015, S&P upgraded AlB’s long-term rating to BB+ from BB and upgraded the outlook to stable. In December 2015, S&P raised
AlIB’s outlook to positive and re-affirmed AlIB’s long term rating at BB+. While S&P removed the final notch of government support
incorporated into the rating, this was offset by an uplift to AIB’s standalone credit rating.

As part of a review of sovereign support for banks’ globally in May 2015, Fitch removed the five notches of government support it had
included in AlB’s senior rating. This was partially offset by an increase of two notches following improvements to AIB’s fundamentals. In
December 2015, Fitch further upgraded AIB’s long-term rating to BB+ and affirmed its positive outlook. Year on year, the Group’s senior
rating with Fitch has reduced by two notches from BBB to BB+.

2015
AIB long-term ratings Moody's S&P Fitch
Long-term Ba1 BB+ BB+
Outlook Positive Positive Positive

2014
AIB long-term ratings Moody's S&P Fitch
Long-term Ba3 BB BBB
Outlook Stable Negative Negative
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Business review - 3. Capital management

Regulatory capital and capital ratios

CRD IV CRD IV
transitional basis

fully loaded basis

31 December

31 December

2015 2014 2015 2014
€m €m €m €m
Shareholders’ equity 12,148 11,292@) 12,148 11,2920
Less: Additional Tier 1 capital (494) - (494) -
Regulatory adjustments:
Goodwill and intangibles (292) (174) (292) (174)
Cash flow hedging reserves (354) (383) (354) (383)
Reversal of fair value of contingent capital instrument (46) (189) - -
Available for sale securities reserves (1,250) (1,369) - -
Pension (91) 557 (153) (121)
Deferred tax (317) - (3,171) (3,640)
2009 Preference Shares(" - - - (3,500)
Other (19) (17) (9) -
(2,369) (1,575) (3,979) (7,818)
Total common equity tier 1 capital 9,285 9,717 7,675 3,474
Additional Tier 1 capital 494 - 494 -
Total tier 1 capital 9,779 9,717 8,169 3,474
Tier 2 capital
Subordinated debt 973 538 973 538
Credit provisions 287 453 20 136
Other 9 17 - -
Total tier 2 capital 1,269 1,008 993 674
Total capital 11,048 10,725 9,162 4,148
Risk weighted assets
Credit risk 53,596 54,348 54,105 54,348
Market risk 457 471 457 471
Operational risk 3,139 2,822 3,139 2,822
Credit valuation adjustment 1,352 1,468 1,352 1,468
Other 5 5 5 5
Total risk weighted assets 58,549 59,114 59,058 59,114
% % % %
Common equity tier 1 ratio 15.9 16.4 13.0 5.9
Tier 1 ratio 16.7 16.4 13.8 5.9
Total capital ratio 18.9 18.1 15.5 7.0

The capital position as at 31 December 2015 outlined above, does not include any deduction for future dividends on ordinary shares.

(12014 fully loaded ratios are calculated excluding the 2009 Preference Shares (cease to be considered CET1 after 31 December 2017).
()After deducting the dividend amounting to € 280 million on the 2009 Preference Shares at 31 December 2014.
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Capital ratios at 31 December 2015

Transitional ratio

The CET1 transitional ratio decreased to 15.9% at 31 December 2015 from 16.4% at 31 December 2014. The decrease in CET1 capital
of € 432 million was primarily driven by the impact of the Capital Reorganisation and transitional provisions, partially offset by positive
movements in the 12 months to 31 December 2015. As part of the Capital Reorganisation the redemption of the 1,360 million 2009
Preference Shares resulted in a decrease in transitional CET1 capital of € 1,700 million. The deduction of 10% of deferred tax relating to
unutilised tax losses, led to a reduction in CET1 capital of € 317 million. Positive movements in the 12 months to 31 December 2015
which resulted in CET1 capital increasing by € 1,751 million are driven primarily by retained profit of € 1,380 million, gains arising from
changes in pension actuarial assumptions of € 149 million and net unrealised gains on the AFS portfolio of € 222 million. The Group
avails of the derogation not to include unrealised gains or losses on exposures to central governments in transitional CET1. The net
pension deficit reduced by € 797 million due to an increase in the discount rate applied in the valuation of pension liabilities and as a
result regulatory adjustments increased by € 648 million.

RWAs reduced by € 565 million during 2015, with credit RWAs reducing by € 752 million in the year. This was primarily driven by a
reduced volume of defaulted loans, offset by an increase driven by foreign exchange movements of € 1,047 million. Operational risk
RWAs increased by € 317 million since 31 December 2014, reflecting the increased levels of income in the annual calculation. Credit
valuation adjustment RWAs reduced by € 116 million, reflecting a reduced level of exposure.

The CET1 transitional ratio, at 15.9%, is significantly in excess of the SSM’s minimum CET1 regulatory requirement.

There was an increase in transitional tier 1 capital of € 62 million with the decrease in CET1 capital outlined above being offset by the
issue of € 500 million of additional tier 1 (“AT1”) in November 2015.

There was an increase in transitional tier 2 capital of € 261 million as the issue of € 750 million of tier 2 capital in November 2015 was
partially offset by the continuing reduction in the tier 2 qualifying amount of the contingent capital instrument and the reduction in the
excess of IRB provisions over expected loss.

The transitional total capital ratio increased from 18.1% at 31 December 2014 to 18.9% at 31 December 2015.

The capital figures reflect the audited 2015 year-end profit for the Group. The quarterly SSM regulatory capital reporting process will
include these profits in due course.

Fully loaded ratio

The fully loaded CET1 ratio increased to 13.0% at 31 December 2015 from 5.9% (excluding the 2009 Preference Shares) at

31 December 2014. The main driver of this increase in the fully loaded ratio was an increase in CET1 capital of € 4,201 million. This was
primarily driven by the Capital Reorganisation generating an increase of € 1,800 million, positive impact of profits of € 1,380 million, a
decrease in the pension deficit by € 765 million as a result of an increase in the discount rate applied in the valuation of pension
liabilities and a reduction in the deferred tax asset of € 469 million.

The fully loaded CET1 ratio of 13.0% compares to 15.9% on a transitional basis at 31 December 2015. This reflects a difference of

€ 1,610 million in the amounts qualifying as CET1. The main drivers of this difference are:

— the full deduction of the deferred tax asset (“"DTA”) for unutilised tax losses of € 3,171 million under fully loaded. Under transitional
rules, the phasing in deduction of the DTA commenced in 2015 at 10% per annum amounting to € 317 million;

— the AFS reserves of € 1,472 million, comprising unrealised gains in sovereign debt securities and equity securities are included in
the fully loaded position, while € 222 million is included on a transitional basis at 31 December 2015; and

— the fully loaded CET1 position takes full account of the pension deficit within revenue reserves whereas under transitional rules the
impact of this deficit has been restricted. The difference in treatment amounted to € 62 million at 31 December 2015.

The difference of € 509 million in 2015 between transitional and fully loaded RWAs is in relation to the phasing of the unrealised
gains/losses portion of the AFS portfolio.

There was an increase in fully loaded tier 1 capital of € 4,695 million comprising the increase of CET1 capital outlined above and the
issuance of AT1.

There was an increase in fully loaded tier 2 capital of € 319 million. See transitional tier 2 capital above.

The fully loaded total capital ratio increased from 7.0% at 31 December 2014 to 15.5% at 31 December 2015.
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Business review - 3. Capital management

Capital ratios at 31 December 2015

Leverage ratio
The leverage ratio is defined as tier 1 capital divided by a non-risk adjusted measure of assets. Based on full implementation of CRD 1V,

the leverage ratio, under the delegated act implemented on 18 January 2015, was 7.9% at 31 December 2015 (3.2% at 31 December
2014 excluding the 2009 Preference Shares). This primarily reflects an increase in tier 1 capital as outlined above.
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Risk management

1. Principal risks and uncertainties
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3. Individual risk types
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Credit exposure

— Credit risk management
— Credit profile of the loan portfolio:
Credit profile of residential mortgages
Segmental analysis of the loan portfolio
Credit ratings of total loans and receivables to customers

Financial investments available for sale

Financial investments held to maturity
Credit risk — Forbearance
Liquidity risk
Market risk
Operational risk
Regulatory compliance risk

Structural foreign exchange risk

Pension risk
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(MThe credit risk disclosures in this section are aligned with the Central Bank of Ireland (‘Central Bank’) guidelines issued in December 2011 and May 2013

respectively.
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Risk management — 1. Principal risks and uncertainties

Introduction

The Group is exposed to a number of material risks and in order to minimise these risks the Group has implemented comprehensive
risk management strategies. Although the Group invests substantial time and effort in its risk management strategies and techniques,
there is a risk that these may fail to adequately mitigate the risks in some circumstances, particularly if confronted with risks that were

not identified or anticipated.

The principal risks and uncertainties facing the Group fall under the following broad categories:

— Macro-economic and geopolitical risks;
— Regulatory and legal risks; and

— Risks relating to business operations, governance and internal control systems.

This list of principal risks and uncertainties should not be considered as exhaustive and other factors, not yet identified, or not currently

considered material, may adversely affect the Group.

Macro-economic and geopolitical risks

The Group’s business may be adversely affected by
deterioration of the Irish economy, the economy of the
United Kingdom or the global economy

Deterioration in the performance of the Irish economy or other
relevant economies has the potential to adversely affect the
Group’s overall financial condition and performance. Such
deterioration could result in reductions in business activity, lower
demand for the Group’s products and services, reduced
availability of credit, increased funding costs, and decreased
asset values.

While the Irish economy has performed well with GNP up from
4.6 per cent. in 2014 to 7 per cent. in Quarter 3 2015 (CSO
Quarterly National Accounts, Quarter 3 2015), any renewed
stress on or deterioration of the economy could impact the return
of normalised markets for commercial and residential property. As
the Group remains heavily exposed to the Irish property market,
a prolonged delay in the recovery of the Irish market could have a
negative impact on levels of arrears, the Group’s collateral values
and consequently, have a material impact on the Group’s future
performance and results.

General economic conditions, while improving, continue to be
challenging for customers. An increase in the level of
unemployment together with any further reduction in borrowers’
disposable income has the potential to negatively impact
customers’ ability to repay existing loans. This could result in
additional write downs and impairment charges for the Group and
negatively impact its capital and earnings position. Challenging
economic conditions would also influence the demand for credit
in the economy. A declining or continuing muted demand for
credit has the potential to impact the Group’s financial position.

Deterioration in the economic and market conditions in which the
Group operates could negatively impact on the Group's income,
and may put additional pressure on the Group to more
aggressively manage its cost base. This may have negative
consequences for the Group to the extent that strategic

investments are de-scoped or de-prioritised, and may serve to
increase operational risk. Market conditions are also impacted
by the competitive environment in which the Group operates.
The entry of bank and non-bank competitors into the Group's
markets may put additional pressure on the Group's income
streams and consequently have an adverse impact on its
financial performance.

The Group's financial planning process evaluates the impact of
economic and market conditions on the Group's capital,
funding and profitability under both forecast and stress
scenarios. Additionally, sensitivity analysis is used to evaluate
the impact of individual risk drivers. Performance against the
Group'’s financial plan is monitored by Management and the
Board on a monthly basis.

Constraints on the Group’s access to funding,
including a loss of confidence by depositors or
curtailed access to wholesale funding markets, may
result in the Group being required to seek
alternative sources of funding

Conditions could arise which would constrain funding or
liquidity opportunities for the Group. Currently, the Group funds
its activities primarily from customer deposits. However, a loss
of confidence by depositors in the Group, the Irish banking
industry or the Irish economy, could lead to losses of funding or
liquidity resources over a short period of time. Concerns around
debt sustainability and sovereign downgrades in the eurozone
could impact the Group’s deposit base and could impede
access to wholesale funding markets, impacting the ability of
the Group to issue debt securities to the market.

A stable customer deposit base and asset deleveraging has
allowed the Group to materially reduce its funding from the
European Central Bank (‘ECB”). This, in turn, has allowed an
increase in unencumbered high quality liquid assets. The
Group has also identified certain management and mitigating
actions which could be considered on the occurrence of a
liquidity stress event. However, in the unlikely event that the
Group exhausted these sources of liquidity it would be
necessary to seek alternative sources of funding from monetary
authorities.
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The Capital Requirements Regulation (No. 575/2013) (“CRR”)
and the Capital Requirements Directive (2013/36/EU) (“CRD”
and together with the CRR, “CRD IV”) require banks such as the
Group to meet targets set for the new Basel lll liquidity related
ratios: the Net Stable Funding Ratio and Liquidity Coverage
Ratio. Meeting the phased implementation deadlines of these
requirements could impose additional costs on the Group while
failure to demonstrate appropriate progress may lead to
regulatory sanction.

The Group's liquidity management framework sets out the
manner in which the Group's funding and liquidity risk profile is
managed.

The Group is exposed to market risks

The following market risks arise in the normal course of the
Group's banking business; interest rate risk, credit spread risk
(including Sovereign risk), basis risk and foreign exchange risk.

Changes in the shape and level of interest rate curves impact the
economic value of the Group's underlying assets and liabilities.
The level of the Group's earnings is exposed to basis risk i.e. an
imperfect correlation in the adjustment of the rates earned and
paid on different products with otherwise similar repricing
characteristics. The persistence of exceptionally low interest
rates for an extended period could adversely impact the Group’s
earnings through the compression of net interest margin.

Widening credit spreads could adversely impact the value of the
Group’s available for sale (“AFS”) bond positions.

Trading book risks predominantly result from supporting client
businesses with small residual discretionary positions remaining.
Credit Value Adjustments (“CVA”) and Funding Value
Adjustments (“FVA”) to derivative valuations arising from
customer activity have potentially the largest trading book
derived impact on earnings.

Changes in foreign exchange rates, particularly the euro-sterling
rate, affect the value of assets and liabilities denominated in
foreign currency and the reported earnings of the Group’s
non-Irish subsidiaries. Any failure to manage market risks to
which the Group is exposed could have a material adverse effect
on its business, financial conditions and prospects.

The Group manages this risk through a number of financial risk
management frameworks. Risk positions are monitored on a
regular basis at the Asset and Liability Committee (“ALC0”).

Contagion risks could disrupt the markets and
adversely affect the Group’s financial condition

The risk of contagion in the markets in which the Group operates
and dislocations caused by the interdependency of financial
markets’ participants and of members of currency and
supranational economic associations is an on-going risk to the
Group'’s financial condition. Any change in membership of such

associations or reductions in the perceived creditworthiness of
one or more significant borrower or financial institution, could
lead to market-wide liquidity problems, losses and defaults,
which could adversely affect the Group’s results, financial
condition and future prospects.

The Group's stress testing framework evaluates its risk profile
under a range of scenarios, including systemic threats which
are caused by or give rise to contagion risk. The most severe
systemic risks, together with their associated risk mitigants
(where available) are evaluated as part of the Group's
Recovery Planning framework.

Departure of one or more member countries from
the common currency or a decision by the UK to
leave the European Union could disrupt the markets
and adversely affect the Group’s business and
financial performance

Although the severity of the European-wide financial crisis has
abated over the last several years, the emergence of significant
anti-austerity sentiment in some member countries, may
contribute to renewed instability in the European sovereign debt
markets and in the economy more generally. There can be no
assurance that actions taken by European policymakers will be
sufficient to counteract any such instability. If one or more
members of the eurozone defaults on their debt obligations or
decides to leave the common currency, this could result in the
reintroduction of one or more national currencies. Should a
eurozone country conclude it must exit the common currency,
the resulting need to reintroduce a national currency and restate
existing contractual obligations could have unpredictable
financial, legal, political and social consequences, leading not
only to significant losses on the sovereign debt of that country
but also on private debt in that country. Given the highly
interconnected nature of the financial system within the
eurozone, this could result in dislocation across the financial
markets and the Group’s ability to plan for such a contingency
in a manner that would reduce its exposure may be limited. If
the overall economic climate deteriorates as a result of one or
more departures from the eurozone, the Group’s business,
financial condition, results of operations and prospects could
be materially adversely affected.

In addition, the UK will hold a referendum on continued UK
membership of the European Union on 23 June 2016. The
outcome of such a referendum is uncertain. The impacts of a
UK exit from the European Union on the UK economy and
trade is unknown but may have negative consequences for the
Group both in terms of its UK and Irish operations and impacts
on the UK and Irish economies.

The regulatory position of the Group’s operations in the UK,
may also become uncertain. Accordingly, if the UK were

to exit the European Union, this could have a material adverse
effect on the Group’s business, financial condition, results of
operations and prospects.
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Risk management — 1. Principal risks and uncertainties

The Group closely monitors activities and developments in the
EU and eurozone.

Furthermore, the Group's stress testing framework evaluates its
risk profile under a range of scenarios. The most severe
systemic risks, together with their associated risk mitigants
(where available) are evaluated as part of the Internal Capital
Adequacy Assessment Process (“ICAAP”).

Downgrades to the Irish sovereign’s credit ratings or
outlook could impair the Group’s access to private
sector funding and weaken its financial position

Fitch upgraded Ireland’s credit rating to A in February 2016 and
S&P upgraded its credit rating to A+ in June 2015. Moody’s have
Ireland on positive outlook while S&P and Fitch have Ireland on a
stable outlook for their respective ratings. There can be no
assurance, however, that the Irish sovereign’s credit rating would
not be downgraded in the future. Any such downgrade could
impair the Group’s access to private sector funding and weaken
its financial position. Downgrades could also adversely impact
the National Asset Management Agency (“NAMA”) senior bonds
and the Group’s use of them as collateral for the purposes of
accessing the liquidity provision operations offered by monetary
authorities, as well as the Group’s holdings of Irish Government
securities as part of its available-for-sale (“AFS”) and held to
maturity (“‘HTM”) portfolios.

The Group undertakes liquidity stress tests as part of its ICAAP.
These consider the potential impact of a range of specific events
including rating downgrades.

Regulatory and legal risks

The Group is subject to increasing regulation and
supervision following the introduction of the SSM
and the new bank recovery and resolution
framework, which may strain its resources. The
Group is subject to European Commission
supervision and oversight

A significant number of new regulations have been issued by
the various regulatory authorities in the recent past. The
eurozone’s largest banks, including the Group, came under the
direct supervision of, and are deemed to be authorised by the
ECB since the introduction on 4 November 2014 of the Single
Supervisory Mechanism (“SSM”).

The main aims of the SSM are to ensure the safety and
soundness of the European banking system and to increase
financial integration and stability in Europe.

A Single Resolution Mechanism (“SRM”) has been introduced,
including a single resolution board (“SRB”) and a single fund for
the resolution of banks. The requirements of the SRM are set out
in the Single Resolution Mechanism Regulation (Regulation (EU)
No. 806/2014 of 15 July 2014) (the “SRM Regulation”), Banking

Recovery and Resolution Directive (Directive 2014/59/EU)
(“BRRD”) which came into effect in 2015 and the Group is
making preparations for the Single Resolution Authority (“SRA”)
which comes into effect in 2016. The SRM Regulation, subject
to some exceptions, is applicable from 1 January 2016 and the
SRB is fully operational from January 2016. The BRRD has
been implemented in Ireland pursuant to the European Union
(Bank Recovery and Resolution) Regulations 2015 (the “BRRD
Regulations”). The BRRD Regulations, other than regulations
79 to 94, came into effect on 15 July 2015. Regulations 79 to
94 are scheduled to come into effect on 1 January 2016. The
establishment of the SRM is designed to ensure that
supervision and resolution is exercised at the same level for
countries that share the supervision of banks within the SSM.
The single resolution fund will be financed by bank levies
raised at national level.

The overarching goal of the new bank recovery and resolution
framework established by the BRRD/SRM package is to break
the linkages between national banking systems and sovereigns.
The new framework is intended to enable resolution authorities
to resolve failing banks with a lower risk of triggering contagion
to the broader financial system, while sharing the costs of
resolution with bank shareholders and creditors. Among other
provisions, the BRRD requires banks to produce a full recovery
plan that sets out detailed measures to be taken in different
scenarios when the viability of the institution is at risk.
Furthermore, one or more of the Group’s regulators may
require the Group to make changes to the legal structure of the
Group pursuant to its implementation of requirements under
the SRM Regulation, the BRRD or other applicable law or
regulation. In relation to the BRRD and the SRM Regulation,
see below “The BRRD and the SRM Regulation provide for
resolution tools that may have a material adverse effect on the
Group”.

The Group will have to meet the cost of all levies that are
imposed on it in relation to funding the bank resolution fund
established under the SRM or those that are imposed on it
under other applicable compensation schemes relating to banks
or other financial institutions in financial difficulties. In addition,
the challenge of meeting this degree of regulatory change

will place a strain on the Group’s resources. The challenge of
meeting tight implementation deadlines while balancing
competing resource priorities and demands adds to the
regulatory risk of the Group. These may also impact
significantly on the Group’s future product range, distribution
channels, funding sources, capital requirements and
consequently, reported results and financing requirements.

The potential impact of new regulatory requirements is
regularly evaluated by the Group's management and
cross-functional programmes are put in place to ensure that
the Group is able to meet new regulatory requirements.
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The BRRD and the SRM Regulation provide for
resolution tools that may have a material adverse
effect on the Group

The BRRD establishes a European framework dealing with
resolution mechanisms, loss absorbency and bail-in rules. The
SRB has been established to exercise a centralised power of
resolution in the eurozone and any other participating

Member States. From 1 January 2016, the SRB will become
principally responsible for determining the Group’s resolution
strategy.

The BRRD is designed to provide relevant authorities with a
credible set of tools to intervene sufficiently early and quickly in

an unsound or failing institution so as to ensure the continuity of

the institution’s critical financial and economic functions, while
minimising the impact of an institution’s failure on the economy
and financial system. The BRRD also equips the resolution
authority with certain resolution powers (the “Resolution Tools”)
in circumstances where the credit institution is failing or is likely
to fail.

Amongst other provisions, the BRRD introduces a statutory

write-down and conversion power to write down or to convert into

equity the Group’s capital instruments if certain conditions are
met.

In drawing up the Group's resolution plan, the SRB would identify

any material impediments to the Group's resolvability. Where
necessary, the SRB may instruct that actions are taken to
remove such impediments.

If the SRB is of the view that the measures proposed by the
Group would not effectively address the impediments to
resolvability, the SRB may direct the Group to take alternative
measures as outlined in the SRM Regulation.

The changes to be implemented in respect of the SRM
Regulation and the BRRD may have an effect on the Group’s
business, financial condition or prospects. Depending on the
specific nature of the requirements and how they are enforced,
such changes could have a significant impact on the Group’s
operations, structure, costs and/or capital requirements.

The Group continues to actively engage with the Resolution

Authorities as they finalise the resolution strategy for the Group.

The Group is exposed to risks associated with its

compliance with a wide range of laws, accounting

standards and regulations

The Group must comply with numerous laws, accounting

standards and regulations and, consequently, it faces risks,

including:

- Detailed and emerging prudential regulatory requirements
in the form of CRR/CRD |V, BRRD, EBA and CBI
requirements;

- New accounting standards, for example, IFRS 9 Financial
Instruments, which will replace IAS 39 Financial
Instruments: Recognition and Measurement, will change the
classification and measurement of certain financial assets,
the recognition and the financial impact of impairment and
hedge accounting. IFRS 9 is mandatorily effective for
periods beginning on or after 1 January 2018;

- Conduct risk exists and may occur when certain aspects of
the Group’s business may be determined by the relevant
authorities or the courts not to have been conducted in
accordance with applicable local, or, potentially overseas
laws or regulations;

- Contractual obligations may either not be enforceable as
intended or may be enforced against the Group in an
adverse way;

- Regulatory actions pose a number of risks to the Group,
including substantial monetary damages or fines, the
amounts of which are difficult to predict and may exceed the
amount of provisions set aside to cover such risks. In
addition, the Group may be subject to other penalties and
injunctive relief, civil or private litigation arising out of a
regulatory investigation, the potential for criminal
prosecution in certain circumstances and regulatory
restrictions on the Group’s business. The Group needs to
be aware of and comply with new regulation as it emerges
and existing regulation as it evolves. All of these issues
could have a negative effect on the Group’s reputation and
the confidence of its customers in the Group as well as
taking a significant amount of management time and
resources away from the implementation of the Group’s
strategy.

— The Group may settle litigation or regulatory proceedings
prior to a final judgement or determination of liability to
avoid the cost, management efforts or negative business,
regulatory or reputational consequences of continuing to
contest liability.

The Group adopts a systematic approach to the identification,
assessment, transposition, control and monitoring of new or
changing regulatory requirements. Once implemented, a
compliance monitoring team tests the adequacy of, and
adherence to, the control environment.

Risk of litigation arising from the Group’s activities
The Group operates in a legal and regulatory environment that
exposes it to potentially significant litigation and regulatory
risks. Disputes and legal proceedings in which the Group may
be involved are subject to many uncertainties, and the
outcomes of such disputes are often difficult to predict,
particularly in the early stages of a case or investigation.

Adverse regulatory action or adverse judgements in litigation
could result in a monetary fine or penalty, adverse monetary
judgement or settlement and/or restrictions or limitations on the
Group’s operations or result in a material adverse effect on the
Group’s reputation.
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Risk management — 1. Principal risks and uncertainties

The Group has a centralised legal team under the Group
General Counsel and relevant internal and external legal
expertise is retained to mitigate associated risks, as appropriate.

The future of the Group’s business activities are
subject to possible interventions by the Irish
Government or the disposal of the Irish State’s
ownership and other interests in the Group

The Group is substantially owned by an agency of the Irish
State and accordingly, subject to EU state aid rules, controlled
by the Irish Government. Such ownership or control may affect
the Group’s operations, financial condition and future prospects.

In order to comply with contractual commitments imposed on

the Group in connection with its recapitalisation by the Irish

State and with the requirements of EU state aid applicable in
respect of that recapitalisation, a Relationship Framework was
agreed between the Irish Minister for Finance (‘the Minister’)

and the Group in March 2012. This Relationship Framework
provides the framework under which the relationship between the
Minister and the Group is governed. Under the Relationship
Framework, the authority and responsibility for strategy and
commercial policies (including business plans and budgets) and
conducting the Group's day-to-day operations rest with the Board
of the Group and its Management team, but the appointment or
removal of the Chairman or Chief Executive Officer of the Group
are reserved for the Minister, and in respect of which the Board
may only engage with the prior consent of the Minister.

Nevertheless, for so long as ownership of the Group remains
within State control, there remains a risk of undue pressure by
the Irish Government in relation to the operations and policies of
the Group. Such pressure may have a negative impact on the
operations of the Group. The Irish Government may sell or
otherwise dispose of its ownership and other economic interests
in the Group to any private or public entity, including any
intergovernmental institution. Any such sale or disposal, and any
conditions attaching to it, may materially affect the Group’s
operations, financial condition and future prospects.

Furthermore, changes to the political landscape following the
Irish general election on 26 February 2016 may lead to changes
to the Irish Government’s approach to its relationship with the
Group. Intervention by the Irish Government may have a material
adverse effect on the Group’s business, financial condition and
prospects.

The Group actively engages and co-operates with all relevant
external stakeholders including governmental authorities.

The Group may be adversely affected by further
austerity or budget measures introduced by the Irish
Government or the UK Government

The current and future budgetary and taxation policy of Ireland
and other measures adopted by the Irish Government or the UK
Government may have an adverse impact on borrowers’ ability to
repay their loans and, as a result, the Group’s business.

Furthermore, some measures may directly impact the financial
performance of the Group through the imposition of measures
such as the bank levy introduced by the Irish Government in
Budget 2014 and which the Irish Government announced
during Budget 2016 would be extended to 2021. The annual
levy paid by the Group in 2015 amounted to € 60 million.
Equally, the UK Treasury have imposed a corporation tax
surcharge effective from 2016. These measures may be further
extended and increased in the future.

The Group assesses this risk by undertaking sensitivity
analysis in its financial planning process, and monitoring
financial performance against the Group’s financial plan on a
monthly basis.

The Group’s participation in the NAMA Programme
gives rise to certain residual financial risks

As a participating institution under the NAMA Act, during 2010
and 2011, the Group transferred financial assets to NAMA with
a net carrying value of € 15.5 billion for which it received as
consideration NAMA senior bonds and NAMA subordinated
bonds. NAMA senior bonds were also received as
consideration as part of the ‘Anglo’ and ‘EBS’ transactions.

Provisions of the NAMA Act provide for certain circumstances
in which the Group could face additional liabilities in relation to
assets transferred. In addition, credit exposure to NAMA arises
from the senior and subordinated NAMA bonds.

The Group monitors this risk by periodically reviewing the
carrying value of its NAMA senior and subordinated bonds,
including external benchmarking.

Irish legislation, regulations and Government policy
in relation to mortgages may adversely affect the
Group’s mortgage business

Legislation and regulations have been introduced to the Irish
mortgage market which may affect the Group’s customers’
attitudes towards their debt obligations, and hence their
interactions with the Group in relation to their mortgages.

In particular, on 1 July 2013, a revised Code of Conduct on
Mortgage Arrears (the “CCMA”) came into force. The CCMA
requires mortgage lenders to develop a Mortgage Arrears
Resolution Process (“MARP”) with specific procedures when
dealing with borrowers experiencing arrears and financial
difficulties. It applies only to mortgages on primary residences
and outlines timelines and conditions to be followed by lenders
in relation to the arrears resolution process.

In addition, the Personal Insolvency Act 2012 (the “Personal
Insolvency Act”) came into force on 26 December 2012. The
Personal Insolvency Act introduced a personal insolvency
arrangement for the agreed settlement of secured debt up to
an amount of € 3 million (subject to extension by agreement of
all of the debtor’s secured creditors) and for unsecured debt,
with no limit. On 28 July 2015, the Irish Government
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amended the Personal Insolvency Act so as to give the courts
power to review and, where appropriate, approve arrangements
in respect of secured debt which have been rejected by a bank
or other secured creditors. The Group has been proactive in
developing forbearance solutions for borrowers experiencing
arrears and financial difficulties. In accordance with Central Bank
requirements, it has developed a Mortgage Arrears Resolution
Strategy (“MARS”), which builds on and formalises the MARP it
was required to introduce in order to comply with the CCMA.
Nonetheless, there is a risk that legislation and regulations such
as the Personal Insolvency Act and the CCMA will result in
changes in customers’ attitudes towards their debt obligations.
Customers may be more likely to default even when they have
sufficient resources to continue making payments on their
mortgages. This could result in delays in the Group’s recoveries
in respect of its mortgage portfolio and increased impairments,
which could have a material adverse effect on its business,
results of operations, financial condition and prospects.

Irish Government policy in relation to mortgages is continuing to
evolve and it is possible that further changes in legislation or
regulation could be introduced, for example, the Government
may seek to influence how credit institutions set interest rates on
mortgages, may amend the Personal Insolvency Act to reduce
the entitlements currently afforded to mortgage holders
thereunder or may enact other legislation or introduce further
regulation that affects the rights of lenders in other ways which
could have a material adverse effect on the Group’s business,
financial condition and prospects.

The Group actively engages with all relevant industry and
government stakeholders highlighting, as appropriate, the
intended and unintended consequences of any proposed
regulatory or legislative changes including its impacts on
customers, the Group and the industry as a whole.

The Group is subject to conduct risk claims

The Group is exposed to many forms of conduct risk, which may
arise in a number of ways. The Group needs to be able to
demonstrate how it delivers fair treatment and transparency,

while upholding the best interests of customers. The

evidential standards required by the Group’s regulators in this
regard are very high. The Group may be subject to allegations of
mis-selling of financial products, including, having sales practices
and/or reward structures in place that are determined to have been
inappropriate. The Group may also be subject to allegations of
overcharging and breach of contract and/or regulation. Any of the
foregoing may result in adverse regulatory action (including significant
fines) or requirements to amend sales processes, withdraw products
or provide restitution to affected customers, any or all of which could
result in the incurrence of significant costs, may require provisions to
be recorded in the financial statements and could adversely impact
future revenues from affected products. The Central Bank
announced in October 2015 that it had commenced a broad
examination (the “Examination”) of tracker mortgage-related

issues across Irish banks (including AIB and ROI subsidiaries
of AIB). In December 2015, the Central Bank confirmed to the
affected banks, (including AIB and ROI subsidiaries of AIB), that
the objective of the Examination is to assess compliance with
both contractual and regulatory requirements. In circumstances
where customer detriment is identified from this Examination,
AIB is required to provide appropriate redress and
compensation in line with the CBI 'Principles for Redress’.
Notwithstanding the provisions for customer redress as set out
in note 40 to the consolidated financial statements ‘Provisions
for liabilities and commitments’, it is not possible at this stage to
assess the final outcome of the Examination or any related
litigation or regulatory action required. However, such matters
may result in any of the consequences described above and
may materially adversely affect the Group’s business, financial
condition or prospects.

Risks relating to business operations,
governance and internal control systems

The Group is subject to inherent credit risks in
respect of customers and counterparties, which
could have a material adverse effect on its business,
financial condition, results of operations and
prospects

Risks arising from changes in credit quality and the
recoverability of loans and other amounts due from customers
and counterparties are inherent in a wide range of the Group’s
businesses. In addition to the credit exposures arising from
loans to individuals, SMEs and corporates, the Group also has
exposure to credit risk arising from loans to financial
institutions, its trading portfolio, AFS and HTM portfolios,
derivatives and from off-balance sheet guarantees and
commitments.

The Group has extensive credit policies, limits and controls in
place.

The Group’s management may not be able to
successfully implement its strategic objectives, in
particular with respect to its omni-channel
distribution model

The Group has identified several strategic objectives for its
business. There can, however, be no guarantee that the

Group would be successful in implementing its strategy. In
particular, in relation to its omni-channel distribution model,
which combines its physical branch network with online, mobile
and direct channels, the Group is focused on increasing usage
and integration of digital distribution channels and continuing to
build on its mobile and online adoption rates. There can be no
guarantee that the Group would be successful in achieving
such integration and increased usage or in anticipating
evolving customer preferences for access to banking services.
Furthermore, it may not be able to develop in a timely manner
the technology necessary to accommodate these preferences,
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Risk management — 1. Principal risks and uncertainties

such as internet banking channels and new applications for
mobile and tablet banking. The Group may also be required to
invest more than it has currently planned in order to expand and
improve its internet banking channels and it may not realise
cost efficiencies resulting from increasing digitisation at the level
or in the time frame that it expects.

The Group conducts a strategic review and detailed financial
planning on an annual basis. The Group reviews performance
against objectives on a regular basis.

Fostering of a poor or inappropriate culture across
the Group may adversely impact performance and
impede achievement of strategic goals

If the Group does not continuously develop and promote an
appropriate culture then a strategy or actions could be adopted
which may result in the business, results of operations, financial
condition and prospects being materially adversely affected.

The Group has developed and is embedding a customer centric
series of Brand Values with the tone being set from the top.
These values aim to drive and influence the activities of
businesses and staff, guiding our dealings with customers.

In addition, a Risk Culture Charter was approved in June 2015.
It introduces the principles which underpin a robust risk culture
and are a key support to further embedding the Brand Values
across the Group.

Negative impacts on the Group’s reputation may
impact its financial performance.

Damage to the Group’s reputation may adversely affect
relationships with the Group’s stakeholders including
customers, staff and supervisors. Such damage may lead to
impacts on the Group’s capability to attract and retain
customers, attract, motivate and retain staff and engage
positively with supervisors. This may lead to impacts on the
Group'’s ability to conduct its affairs and in turn on the financial
performance of the Group.

The Group manages its reputational risk through its
management of other material risk types. For any risk, the
potential reputational impact is considered alongside the direct
and indirect financial consequence. The Nominations and
Corporate Governance Committee is responsible for
overseeing the Group's management of reputational risk.

The Group’s risk management systems and
processes as well as guidelines and policies may
prove inadequate for the risks faced by its business
and any failure to properly assess or manage the
risks which it faces could cause harm to the
Group’s business

The Group is exposed to a number of material risks, such as
strategic risk, credit risk, capital risk, liquidity risk, market risk,
operational risk, competition risk and conduct risk. Although the
Group invests substantially in its risk management strategies
and techniques, there is a risk that these fail to fully mitigate
the risks in some circumstances.

Furthermore, Senior Management are required to make
complex judgements and there is a risk that the decisions
made by Senior Management may not be appropriate or yield
the results expected or that Senior Management may be unable
to recognise emerging risks in order to take appropriate action
in a timely manner.

The Group mitigates this risk by regularly reviewing the design
and operating effectiveness of its risk management policies
and methodologies. These reviews are supplemented in some
instances by external review and validation.

Risk models used by the Group may not provide an
accurate estimate of risk exposure

The Group develops and uses models across a range of risks
and activities including, but not limited to, capital management,
credit grading, valuations, liquidity, pricing and stress testing.
Where the Group uses risk measurement techniques based on
historical observations, there is a risk that these under or
overestimate exposure to the extent that future market
conditions deviate from historic norms. As a result, the Group
may experience material unexpected losses.

The Group may incur losses as a result of inaccuracies in
these models, the data used to build them or decisions made
based on incomplete understanding of these models.

If the Group’s models are not effective in estimating its
exposure to various risks or its models prove to be inaccurate,
its business, financial condition and prospects could be
materially adversely affected.

The Group mitigates this risk by having comprehensive
policies in place in relation to models, appropriate segregation
of duties between model build and validation, Senior executive
approval and oversight of models and on-going testing of the
performance of models.
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The Group has a relatively high level of criticised
loans on its statement of financial position which
require a significant level of monitoring and case-by
case resolution

The Group has a relatively high level of criticised loans, which
are defined as loans requiring additional management attention
over and above that normally required for the loan type.
Criticised loans include “watch”, “vulnerable” and “impaired”
loans. The Group has been proactive in managing its criticised
loans, in particular through restructuring activities and the
development of a MARS, which built on and formalised the
MARRP it was required to introduce in order to comply with the
Central Bank’s CCMA. The Group has reduced the level of
criticised loans, however, there can be no assurance that the
Group will continue to be successful in reducing the level of its
criticised loans.

The monitoring of such loans can be time consuming and
typically requires case-by-case resolution, which may divert
resources from other areas of the Group’s business.

The Group’s ability to manage criticised loans may be adversely
affected by changes in the regulatory regime or changes in
government policy. If the Group is required to devote significant
resources over a prolonged period to the monitoring of criticised
loans, it could have a material adverse effect on the Group’s
business, financial condition and prospects.

The Group has extensive credit policies and strategies,
implementation guidelines and monitoring structures in place to
manage criticised loans. The Group regularly reviews these
credit policies as well as the performance of criticised loans
against financial plans.

The Group faces elevated operational risks —
including people, outsourcing, process and
systems risks

Operational risk is defined as risks arising from inadequate or
failed internal processes, people and systems, or from
external events. The Group faces an elevated operational risk
profile given the ongoing significant organisational changes.

One of the Group's key operational risks is people risk. The
Group'’s efforts to restore and sustain the stability of its
business on a long-term basis depend, in part, on the
availability of skilled management and the continued service
of key members of staff.

Under the terms of the recapitalisation of the Group by the
Irish Government, the Group is required to comply with
certain executive pay and compensation arrangements. As a
result of these restrictions, the Group cannot guarantee that it
would be able to attract, retain and remunerate highly skilled
and qualified personnel in the highly competitive markets in
Ireland and the UK. Failure by the Group to staff its

day-to-day operations appropriately or failure to attract and
appropriately develop, motivate and retain highly skilled and
qualified personnel could have an adverse effect on the
Group'’s results, financial condition and prospects.

The Group’s business is dependent on processing and
reporting accurately and efficiently a high volume of complex
transactions across numerous and diverse products and
services, which often includes personal customer data. Any
weakness in these systems or processes including failure of
third party processes infrastructure and services on which the
Group relies could have an adverse effect on the Group's
results and on its ability to deliver appropriate customer
outcomes during the affected period and/or expose the Group
to investigative or enforcement actions by the relevant
regulatory authorities. In addition, any breach in security of
the Group’s systems (for example from increasingly
sophisticated cybercrime attacks), could disrupt its business,
result in the disclosure of confidential information or create
significant financial and/or legal exposure and the possibility
of damage to the Group’s reputation and/or brand.

The Group mitigates its operational risks by having detailed
risk assessment and internal control requirements in relation
to the management of its key people, process and systems
risk, and through comprehensive and robust business
continuity management arrangements. These are set out in
the Group's Operational Risk Framework which is described
on page 162.

The Group may be subject to the risk of having
insufficient capital to meet increased minimum
regulatory requirements

The Group is subject to minimum capital requirements as set
out in CRD IV and implemented under the SSM. As a result of
these requirements banks in the EU have been, and could
continue to be required to increase the quantity and the
quality of their regulatory capital. Given this regulatory
context, and the levels of uncertainty in the current economic
environment, there is a possibility that the economic outturn
over the Group's capital planning period may be materially
worse than expected and/or that losses on the Group’s credit
portfolio may be above forecast levels. Were such losses to
be significantly greater than currently forecast, or capital
requirements for other material risks to increase significantly,
there is a risk that the Group’s capital position could be
eroded to the extent that it would have insufficient capital to
meet its regulatory requirements. In particular, capital levels
may be negatively affected by volatility arising from the
defined benefit pension schemes and the AFS portfolio
values.

This risk is mitigated by evaluating the adequacy of the
Group's capital under both forecast and stress conditions as
part of the ICAAP. The ICAAP process includes the
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Risk management — 1. Principal risks and uncertainties

identification and evaluation of potential capital mitigants and
is undertaken bi-annually.

Credit ratings may not reflect all risks and
downgrades to the Group’s credit ratings and/or
outlook could impair the Group’s access to private
sector funding, trigger additional collateral
requirements and weaken its financial position

The Group’s senior unsecured debt not covered by the Credit
Institutions (Eligible Liabilities Guarantees) Scheme (the “ELG
Scheme”) is rated Ba1 by Moody’s with a positive outlook and
its debt and deposits not covered by the ELG Scheme are
rated BB with a positive outlook and BB+ with a stable outlook
by Fitch and S&P, respectively. Moody’s has rated the Group’s
long-term deposits Baa3 and has assigned Counterparty Risk
Assessments (CR Assessment) of Baa2(cr)/P-2(cr) to the
Group. Downgrades in the credit ratings of the Group could
have an adverse impact on the volume and pricing of its
wholesale funding and its financial position, restrict its access
to the capital and funding markets, trigger material collateral
requirements or associated obligations in other secured
funding arrangements or derivative contracts, make ineligible
or lower the liquidity value of pledged securities and weaken
the Group’s competitive position in certain markets.

Furthermore, the availability of deposits is often dependent on
credit ratings and downgrades of the Group’s debt could lead to
withdrawals of deposits, which could result in deterioration in the
Group’s funding and liquidity position.

Any of the foregoing could have a material adverse effect on the
Group’s business, financial condition and prospects.

The Group is subject to the risk that the funding
position of its defined benefit pension schemes could
deteriorate, requiring it to make additional
contributions

The Group maintains a number of defined benefit pension
schemes for certain current and former employees. In relation to
these schemes, the Group faces the risk that the funding position
of the schemes could deteriorate to such an extent that it would
be required to make additional contributions above what is
already planned to cover its pension obligations towards current
and former employees. The Group received approval from the
Pensions Authority in 2013 in relation to a funding plan up to
January 2018 with regard to the regulatory minimum funding
standard requirements of the Group's Irish defined benefit
scheme. For its defined benefit scheme in the UK, the Group
established an asset backed funding vehicle to provide the
required regulatory funding. Nonetheless, a level of volatility
associated with pension funding remains due to potential
financial market fluctuations and possible changes to pension
and accounting regulations. This volatility can be classified as
market risk and actuarial risk. Market risk arises because the
estimated market value of the pension scheme assets may

decline or their investment returns may decrease due to market
movements. Actuarial risk arises due to the risk that the
estimated value of the pension scheme liabilities may increase
due to changes in actuarial assumptions. Furthermore, IAS
pension deficits are now a deduction from capital under CRD IV
which came into force on 1 January 2014.

Any failure by the Group to manage its pension deficit could
have a material adverse effect on its business, financial
condition and prospects.

The Group through its Pensions department and its independent
actuarial advisers identifies and monitors all pension risks
subject to the Group’s Pensions Risk Framework and Pension
Risk policy. This covers the three main measurements of the
Group defined benefit pension schemes, the Minimum Funding
Standard (MFS) in Ireland, the IAS 19 (accounting standard),
and the Actuarial Valuations which are actively monitored and
action taken as required.

The Group’s deferred tax assets depend
substantially on the generation of future profits over
an extended number of years and the Group’s ability
to utilise these deferred tax assets could be affected
by changes in tax legislation

The Group’s business performance may not reach the level
assumed in the projections supporting the carrying value of the
deferred tax assets. Lower than anticipated profitability within
Ireland and the UK would lengthen the anticipated period over
which the Group’s Irish and UK tax losses could be used. The
value of the deferred tax assets relating to unused tax losses
constitutes substantially all of the deferred tax assets
recognised in the Group’s statement of financial position. A
significant reduction in anticipated profit, or changes in tax
legislation, regulatory requirements, accounting standards or
relevant practices, could adversely affect the basis for
recognition of the value of these losses, which would adversely
affect the Group’s results and financial condition, including
capital and future prospects.

The capital adequacy rules under the CRD |V, require the
Group inter alia, to deduct from its common equity capital, the
value of most of the Group’s deferred tax assets, including all
deferred tax assets arising from unused tax losses. This
deduction from common equity capital is to be phased in
evenly over 10 years commencing in 2015, although this
phasing may be subject to change.

The Group monitors this risk by regularly reviewing the basis
for recognition of its deferred tax assets.
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The value of certain financial instruments recorded
at fair value is determined using financial models
incorporating assumptions, judgements and
estimates that may change over time, or may
ultimately turn out to be inaccurate, and the value
realised by the Group for these assets may be
materially different from their current, or estimated,
fair value

In accordance with International Financial Reporting
Standards (“IFRS”), the Group recognises at fair value:

(i) derivative financial instruments;

(ii) financial instruments at fair value through profit or loss;

(iii) certain hedged financial assets and financial liabilities; and
(iv) financial assets classified as AFS.

The best evidence of fair value is quoted prices in an active
market. Disruption to quoted prices increases reliance on
valuation techniques which requires the use of judgement in
the estimation of fair value. This judgement includes, but is
not limited to, evaluating available market information,
determining the cash flows for the instruments, identifying a risk
free discount rate and applying an appropriate credit spread.
Valuation techniques that rely to a greater extent on
non-observable data require a higher level of management
judgement to calculate fair value than those based on wholly
observable credit spread.

The choice of contributors, the quality of market data used for
pricing, and the valuation techniques used are all subject to
internal review and approval procedures.

Given the uncertainty and subjective nature of valuing financial
instruments at fair value, any change in these variables could
give rise to the financial instruments being carried at a different

value, with a consequent impact on the Group’s results, financial

condition and future prospects.

The Group mitigates this risk by having comprehensive
valuation and accounting policies and methodologies in place
for the valuation of certain financial assets, and in undertaking
control activities which provide assurance that these are being
adhered to.
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Risk management — 2. Framework

Introduction

The principal risks and uncertainties to whi