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EBS Mortgage Finance

DIRECTORS’ REPORT

The Directors present their annual report and financial statements for the year ended 31 December 2014. The statement of Directors’
responsibilities in relation to the financial statements appears on page 8.

Principal activities

EBS Mortgage Finance (‘the Bank’ or ‘EBSMF’), a public unlimited company, obtained an Irish banking licence under the Irish Central Bank
Act, 1971 (as amended) and was registered as a designated mortgage credit institution under the Asset Covered Securities Act, 2001 on 30
October 2008. The Bank is a wholly owned subsidiary of EBS Limited (‘'EBS’ or ‘Parent’) and a member of EBS Group (the ‘Group’). EBS is a
wholly owned subsidiary of Allied Irish Banks p.l.c., (‘AIB p.l.c.’ or ‘AIB Group’). AIB Group and its subsidiaries, including EBSMF, came under
the direct supervision of, and are deemed to be authorised by the European Central Bank ('ECB’) since the introduction on 4 November 2014
of the Single Supervisory Mechanism (‘SSM’). The SSM places the ECB as the central prudential supervisor of financial institutions in the
Eurozone, including AIB and its subsidiaries. The Bank continues to be supervised by the Central Bank of Ireland for non-prudential matters,
including, consumer protection and the combat of money laundering.

The purpose of the Bank is to issue mortgage covered securities for the purpose of financing mortgage loans secured on residential property in
accordance with the Asset Covered Securities Act, 2001 and the Asset Covered Securities (Amendment) Act 2007 (‘the Asset Covered
Securities Acts’). The Bank does not sell mortgage loans directly to the public. It has an origination agreement with EBS whereby EBS continues
to sell mortgage loans directly to the public and subsequently transfers loan portfolios to the Bank for an appropriate consideration.

The Bank was incorporated on 30 October 2008 and commenced trading on 1 December 2008. During the period from that date to the end
2011, EBS sold €8.3bn of residential loans to the Bank and in turn the Bank issued a series of covered bonds. The Bank did not purchase any
loans from EBS since 2011.

During 2014, the Bank repurchased €400m of the Series 10 bonds in June 2014 and €500m of the Series 7 bonds in November (shortly before
they were both due to mature), both held by EBS. In addition €50m of the Series 4 bonds subscribed for by external bondholders matured in
December 2014. At the end of 2014, the total nominal value of covered bonds issued was €1.85bn subscribed for in full by EBS.

The Bank’s business activities are restricted, under the Asset Covered Securities Acts, to dealing in, and holding, mortgage credit assets and
limited classes of other assets, engaging in activities connected with the financing and refinancing of such assets, entering into certain hedging
contracts and engaging in other activities which are incidental to, or ancillary to, the above activities. In accordance with the Asset Covered
Securities Acts, the Cover-Assets Monitor, Mazars monitors compliance with the Acts and reports independently to the Central Bank.

The Bank’s activities are financed through the issuance of mortgage covered securities with the balance of funding being provided by AIB Group.
The Bank is also party to the Mortgage-Backed Promissory Note Framework agreements with the Central Bank, however this type of funding
has not been utilised since 2011.

Most of the Bank's operational and support activities are outsourced to AiB under a Managed Services Agreement. AlB, as Service Agent for
the Bank services the mortgage loans, and provides treasury services in connection with financing as well as a range of other support services.

Corporate governance statement

The Bank is subject to the provisions of the Central Bank’s Corporate Governance Code for Credit Institutions and Insurance Undertakings (“the
Central Bank Code") (which is available on www.centralbank.ie), which imposes minimum core standards upon all credit institutions and
insurance undertakings licensed or authorised by the Central Bank. The Bank is not required to comply with the additional requirements of the
Central Bank Code for major institutions.

The Bank’s corporate governance practices are designed to ensure compliance with applicable legal and regulatory requirements including,
Irish company law and the Listing Rules of the Main Securities Market of the Irish Stock Exchange.

The Bank believes it has robust governance arrangements, which include a clear organisational structure with well defined, transparent, and
consistent lines of responsibility, effective processes to identify, manage, monitor and report the risks to which it is or might be exposed, and
adequate internal controls, including sound administrative and accounting procedures, IT systems and controls.

The Board of Directors

The EBSMF Board is responsible for corporate governance encompassing leadership, direction and control of the Bank and is responsible for
financial performance to its ultimate parent AIB. Governance is exercised through a Board of Directors (“the Board”) and a senior management
team. The conditions of the Bank’s Central Bank licence require that there should be a minimum of two Non-Executive Directors who are
independent of the parent company. Throughout 2014, there were two independent Non-Executive Directors on the Board of the Bank. The
Board also includes two Executive Directors, both of whom are directly involved in the operation of EBS Mortgage Finance, and one other
Director who, while also an employee of AIB, is deemed to be a Non-Executive Director by virtue of her role in an area of AIB Group unrelated
to the operations of EBS Mortgage Finance.

The Board is responsible for ensuring that appropriate systems of internal controls and risk management are maintained, specifically the Board
sets the Risk Appetite Statement, approves the Risk Framework and approves the annual financial plans. The Board receives regular updates
on the Bank’s risk profile through the Quarterly Risk report. The Board held 5 scheduled meetings during 2014 and 2 additional out of course
meetings or briefings.

The Board also has responsibility for:

— the quality and integrity of the Bank’s accounting policies, financial statements and disclosure practices;

— compliance with relevant laws, regulations, codes of conduct and “"conduct of business” rules;

— the independence and performance of the External Auditor ("the Auditor”) and Internal Audit; and

— the adequacy and performance of systems of internal control and the management of financial and non-financial risks.

These responsibilities are discharged through management including Finance, Internal Audit, Risk and Compliance. During 2014 the Board
reviewed the Bank’s annual financial statements prior to approval, including the Bank’s accounting policies and practices; reports on compliance;
effectiveness of internal controls; and the findings, conclusions and recommendations of the Auditor and Internal Auditor.

The Board satisfied itself through regular reports from Internal Audit, Finance, Risk, Compliance and the Auditor that the system of internal
controls over financial reporting were effective. The Board ensure that appropriate measures are taken to consider and address any control
issues identified by Internal Audit and the Auditor.
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DIRECTORS’ REPORT (continued)

Business review

The Irish economy improved during 2014 including a decreasing unemployment rate standing at 10.6% at the end of December 2014 against a
peak of over 15% in 2013 (Source: Central Statistics Office) and decreasing mortgage arrears.

The CSO Residential Property Price Index showed an increase in prices nationally of 16.3% in the 12 months to December 2014 (6.4% in 2013).
This was particularly evident in Dublin where the 2014 annual increase was 22.3%. Property prices outside of Dublin increased in the 12 month
period by 10.2% (reduction of 0.4% in 2013). The national fall from peak property prices (February 2007) was 37.6% at December 2014 (46.5%
at December 2013).

Total market mortgage drawdowns in Ireland were €3.9bn in 2014 compared with €2.5bn in 2013. The Bank’s loan portfolio before provisions
decreased by 6% during 2014 to € 6.0bn as at 31 December 2014 (2013: 5% decrease) principally because of customer repayments and
forbearance strategies (see below).

EBS Mortgage Finance's residential mortgage portfolio comprises €5.94bn owner occupier (2013: €6.34bn) and €0.02bn buy to let mortgages
(2013: €0.02bn). The owner occupier portfolio is comprised of 22% ECB tracker (2013: 22%), 72% variable interest rate (2013: 71%) and 6%
fixed rate mortgage loans (2013: 7%). Interest only loans represent 3% of the owner occupier portfolio (2013: 3%).

The Bank's impaired balances increased to €1.3bn, or 21.5% of total loans (2013: €1.2bn or 19.5%) by Dec 2014. The rate of new impaired
loans has reduced over the year as result of improved economic conditions, however impaired batances must remain impaired for a 12 month
period post restructure.

Mortgage arrears resolution strategy

EBS has developed a Mortgage Arrears Resolution Strategy (MARS’) which builds on and formalises AIB Group’s Mortgage Arrears Resolution
Process, to implement the Codes of Conduct as set out by the Central Bank, for dealing in a professional and timely manner with mortgage
customers in difficulty or likely to be in difficulty. The core objectives of MARS are to ensure that arrears solutions are sustainable in the long-
term and that they comply with the spirit and the letter of all regulatory requirements. MARS includes long-term forbearance solutions which
have been devised to assist existing primary residential mortgage customers in difficulty.

At 31 December 2014, the Bank had forbearance solutions in place on circa 8k accounts with loan balances of €1.0bn (2013: circa 5k accounts
and €0.6bn in balances). During 2014 the main drivers for the increase in forbearance balances were arrears capitalisations increasing by €0.3m
(additional 2,513 accounts) and a split mortgage balances increasing by €0.1m (additional 1,485 accounts). This increase is driven by the
Group’s strategy to deliver sustainable long-term solutions to customers and support customers in remaining in their family home.

Results for the year

EBS Mortgage Finance generated a profit before taxation for 2014 amounting to €109m, compared to a loss of €5m in 2013. Return to profitability
is mainly due to a reduction in provisions for impaired loans charged against the income statement. Profit after tax of €95m was added to
Shareholder Equity in 2014 compared to a loss after tax of €4m being a reduction in Shareholders Equity in 2013.

The Bank's particular focus is on Net Interest Margin. Net Interest income is up €1m or 1% for the year to €139m (2013:€138m) generating a
net interest margin of 235bps (2013: 217bps).

Total interest income amounted to €274m in 2014 (2013: €275m). Interest income mainly comprises of interest income from mortgage assets
of €230m (2013: €251m) which decreased by 8% from 2013. This is mainly due to a reduction in the loans and balances to customers over the
fast year and reductions in tracker rates following the ECB refinancing rate cuts in June 2014 and September 2014 and out of course rate
reductions on the variable and fixed books in Q4 2014. Interest income also includes income derived as a result of amortisation of fair value
discount to loans and advances to customers of €44m (2013; €24m).

Total interest expense amounted to €135m (2013: €137m). Interest expense consists of interest on inter-company funding from EBS of €26m
(2013: €26m) and interest on debt securities of €109m (2013: €111m) which slightly decreased as a result of the lower market interest rates
and lower average balances of debt securities in issue during the year.

Administrative expenses decreased by €1m to €8m during the year due to lower professional and consultancy fees in 2014.

Overall provision charges for 2014 of €22m compare to provision charges of €129m in 2013, a reduction in provision charge of €107m. Specific
impairment provision charges have reduced by €115m resulting in a specific impairment charge of €12m, reflecting a substantial reduction in
the level of newly impaired loans, an improvement in asset values and the impact of arrears management activities.

The Incurred but Not Reported (“IBNR”) charge in 2014 at €10m compares to a charge of €2m in the comparative period. This increase in charge
reflects an increase in the emergence period resulting in an increase in the IBNR stock.

Specific provision stock amounts to €280m (2013: €335m) and IBNR provisions stand at €56m (2013: €46m) as at 31 December 2014. Specific
Provisions as % of impaired loans covered decreased to 21.9% (2013: 27.1%) as at 31 December 2014.
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DIRECTORS’ REPORT (continued)

Funding activities

The covered bond market performed strongly over the course of 2014, supported by the low interest rate environment, ongoing liquidity provision
by monetary authorities and favourable regulatory liquidity treatment. The ECB cut the main Refinancing Rate from 0.25% to 0.15% in June
2014 and to 0.05% in September 2014, while the deposit rate, which ECB reward banks for putting the money on deposit with ECB, moved into
negative territory.

The ECB also introduced a number of measures with the goal of stimulating growth in the Eurozone economy. These measures included a new
Targeted L.ong Term Refinancing Operation (TLTRO), aimed at providing banks with very competitively priced long term funding for a period up
to four years based on achieving certain iending targets.

A Covered Bond Purchase Programme (CBPP3) and an Asset Backed Securities Purchase Programme were also introduced. These
programmes had combined purchases of circa €40bn in assets by 23 January 2015, largely through purchases in the covered bond primary
and secondary markets.

In January 2015, the ECB announced an expanded asset purchase programme targeting €60bn per month in Euro denominated investment
grade securities including government bonds and state agency bonds, inclusive of CBPP3 and the ABS programme. The purchases will begin
in March 2015 and run through to September 2016, and will in any case be conducted until there is a sustained adjustment in the path of inflation
consistent with the ECB’s aim of achieving inflation rates below, but close to, 2% over the medium term. The combined effect of these measures
was to further boost demand for covered bonds, which had already benefitted from a supply/demand imbalance and demand from bank
treasuries seeking high quality liquid assets.

AlB Group has 2 covered bond bank subsidiaries. In this regard AIB Treasury has determined that in the interests of efficiently engaging with
wholesale markets AIB Mortgage Bank should focus on issuance in the public market and EBSMF focus on the provision of contingency liquidity
via the issue of ECB repo eligible collateral thus supporting the AlB Group liquidity buffer.

The business strategy for 2015 is anticipated to continue to entail the provision of fiquidity to AIB p.l.c. via the issue of suitably rated ECB repo
eligible collateral, and maximise efficient use of mortgage collateral, subject to requirement of the Bank's cover pool management, ACS Act and
rating agency requirements. The ongoing amortization of the cover pool, with all other things being equal, will result in declining nominal and
regulatory OC levels, however given the extent of the surplus OC available with respect to current bond outstanding there will be no requirement
to repurchase and cancel outstanding bonds.

At 31 December 2014, the total amount of principal outstanding in respect of mortgage covered securities issued was €1.8bn (31 December
2013: €2.7bn) subscribed for in full by EBS Limited.

EBS Mortgage Finance was upgraded by Moody’s from Baa1 to A3 in December 2014, following an earlier upgrade from Baa3 to Baa1 in March.

The ratings as at 10 March 2015, for the Bank’s Covered Bond Programme, AIB Group, and Ireland are shown below:

Rating Agency EBS Mortgage Finance Covered Bond Allied Irish Banks p.l.c lreland
Programme Issuer default rating (Sovereign)

Fitch A BBB A-

Moody’s A3 Ba2 Baa1

Share capital
The share capital of the Bank is €552m (2013: €552m), comprised of ordinary shares of €1 each.

Capital resources and regulatory capital ratios
The table below shows the components of the EBS Mortgage Finance's Common equity Tier 1 and Total capital ratios as at 31 December 2014
and 31 December 2013.

Basel 1l CRD IV

as reported Transitional basis
Pro-forma
31 December 31 December 1 January
2013 2014 2014
€m €m €m
Core tier 1/common equity tier 1 capital 519 421]
Total Tier 2 capital 29] 32|
462|  Total capital 548] 453
3,276  Risk Weighted Assets 3,044| 3,259
12.9% Core tier 1/common equity tier 1 ratio 17.0% 13.0%
14.1% Total capital ratio 18.0% 13.9%

Under the fully loaded CRDIV capital basis the Total Capital ratio is reduced by 1.3% at 31 December 2014.
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DIRECTORS’ REPORT (continued)

Risk Management

The risk management framework provides a firm-wide definition of risk and lays down principles of how risk is to be identified, assessed,
measured, monitored and controlled / mitigated, and the associated allocation of capital against same. Further information in relation to the Risk
Management are set out in the Risk Management Report on pages 9 to 35.

Going concern
The financial statements for the year ended 31 December 2014 have been prepared on a going concern basis as the Directors are satisfied,

having considered the risks and uncertainties impacting the Bank, that it has the ability to continue in business for the period of assessment.

EBS Mortgage Finance is dependent on its Ultimate Parent, Allied Irish Banks, p.I.c. for continued funding and is therefore dependent on the
going concern status of the Ultimate Parent.

The financial statements of Allied Irish Bank p.l.c for the year ended 31 December 2014 have been prepared on a going concern basis as the
Directors of AIB Group are satisfied, having considered the risks and uncertainties impacting the AlB Group, that it has the ability to continue in
business for the period of assessment. The period of assessment used by the AIB Group Directors is twelve months from the date of approval
of these annual financial statements.

In making its assessment, the AIB Group Directors have considered a wide range of information relating to present and future conditions. These
have included: financial plans approved in December 2014 covering the period 2015 to 2017; the Restructuring Plan approved by the European
Commission in May 2014; liquidity and funding forecasts, and capital resources projections; and the results of the Comprehensive Assessment
stress testing conducted by the ECB. There have all been prepared under base and stress scenarios having considered the outlook for the Irish,
the eurozone and UK economies. In addition, the AIB Group Directors have considered the commitment of support provided to AIB by the Irish
Government.

The AIB Group Directors have also considered the principal risks and uncertainties which could materially affect the AIB Group’s future business
performance and profitability.

The AIB Group Directors believe that the capital resources are sufficient to ensure that the AIB Group is adequately capitalised both in a base
and stress scenario.

in relation to liquidity and funding, the AIB Group Directors are satisfied, based on AlB’s position in the market place, that in all reasonable
circumstances required liquidity and funding from the Central Bank of Ireland/ECB would be available to the Group during the period of
assessment.

On the basis of a commitment from AIB p.l.c to continue to make available funding and capital to EBS Mortgage Finance, the Directors of the
Bank believe that it is appropriate to prepare the financial statements on a going concern basis having concluded that there are no material
uncertainties related to events or conditions that may cast significant doubt on the its ability to continue as a going concern over the period of
assessment.

Directors’ and Secretary’s interests in shares
The beneficial interests of the Directors and the Secretary in office at 31 December 2014 and of their spouses and minor children in the shares
of AIB Group companies are set out below. The shares referred to are €0.0025 ordinary shares in Allied Irish Banks, p.L.c., the parent company.

31 December 1 January*
2014 2014
Ordinary shares
Directors:
Denis Holland Nil Nil
Fidelma Clarke Nil Nil
William Cunningham Nil Nil
Gerry Gaffney Nil Nil
Owen Purcell Nil Nit
Secretary
Sarah McLaughlin 377 377

*or date of appointment, if later



EBS Mortgage Finance

DIRECTORS’ REPORT (continued)

Directors’ and Secretary’s interests in shares (continued)

Details of the Directors’ and the Secretary’s options to subscribe for ordinary shares in Allied Irish Banks, p.l.c., are given below. The vesting of
these options to the individuals concerned is dependent on Earnings Per Share (‘EPS”) targets being met by AIB. Subject thereto, the options
outstanding at 31 December 2014 are exercisable up to 26 April 2015, however as these options are deeply out of the money, there is no
expectation that they will be exercised. Details are shown in the Register of Directors’ and Secretary’s Interests, which may be inspected at the
Bank's registered office.

Weighted Average subscriptions

31 December 1 January Options lapsed price of options outstanding at 31
2014 2014 during 2014 December 2014 €
Directors:
Fidelma Clarke Nil Nil Nil Nil
Gerry Gaffney Nil Nil Nil Nil
Owen Purcell Nil Nil Nil Nil
Secretary:
Sarah MclLaughlin Nil Nil Nil Nil

Share options
Independent Non-Executive directors do not participate in share option plans. No options were granted or exercised during the year.

Long term incentive plans

There were no conditional grants of awards of ordinary shares outstanding to Executive Directors or the Company Secretary at 31 December
2014. Independent Non-Executive Directors do not participate in long term incentive plans. Apart from the interests set out above, the Directors
and Secretary and their spouses and minor children have no other interests in the shares of Allied Irish Banks, p.1.c.

There were no changes in the Directors’ and Secretary's interests between 31 December 2014 and 26 March 2015.

Directors and Secretary
The following Board changes occurred with effect from the dates shown:

Ms Sarah McLaughlin resigned as Secretary on 26 March 2015;
Ms Catherine Kelly was appointed Secretary on 26 March 2015.

There were no other changes to the Board during 2014.

Books of account

The measures taken by the Directors to secure compliance with the Bank’s obligation to keep proper books of account are the use of appropriate
systems and procedures and the employment of competent persons, which is performed under an outsourcing and agency agreement by Allied
Irish Banks, p.l.c. The books of account of the Bank are kept at the registered office of AIB p.l.c at Bankcentre, Ballsbridge, Dublin 4, Ireland.

Events since the year end

In the Directors’ view, there have been no events since the year end that have had a material effect on the financial position of the Bank. See
note 21; Subsequent events.

Independent auditor

The auditors, Deloitte & Touche, Chartered Accountants and Statutory Audit Firm, has expressed their willingness to continue in office under
Section 160 (2) of the Companies Act, 1963.

On behalf of the Board

Chairman: Denis Holland &M (/m t\ﬁ

Managing Director: Owen Purcell LLC

pate:_ =71 S/ |5 2015
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The following statement, which should be read in conjunction with the statement of Auditors’ responsibilities set out with their Audit Report, is
made with a view to distinguish for shareholders the respective responsibilities of the Directors and of the Auditor in relation to the financial
statements.

The Directors are responsible for preparing the Annual Report and financial statements, in accordance with applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law, the directors have elected to prepare
the financial statements in accordance with international Financial Reporting Standards ('IFRSs”) as adopted by the EU and as applied in
accordance with the provisions of the Companies Acts, 1963 to 2013.

The financial statements are required by law and IFRSs as adopted by the EU to present fairly the financial position and performance of the
company; the Companies Acts, 1963 to 2013 provide in relation to such financial statements that references in the relevant part of that Act to
financial statements giving a true and fair view are references to their achieving a fair presentation.

In preparing each of the financial statements, the Directors are required to:

- select suitable accounting policies and then apply them consistently;

- make judgements and estimates that are reasonable and prudent;

- state that the financial statements comply with IFRS as adopted by the EU; and

- prepare the financial statements on the going concern basis unless it is inappropriate to presume that the company will continue
in business.

The Directors are responsible for keeping proper books of account that disclose with reasonable accuracy at any time the financial position of
the company and enable them to ensure that its financial statements comply with the Companies Acts, 1963 to 2013. They are also responsible
for taking such steps as are reasonably open to them to safeguard the assets of company and to prevent and detect fraud and other irregularities.

Each of the Directors confirm, to the best of their knowledge and belief, that:
- they have complied with the above requirements in preparing the financial statements;
- the Company’s financial statements prepared in accordance with IFRSs as adopted by the EU, give a true and fair view of the state
of the Company's affairs as at 31 December 2014;
- the Directors’ report, Business review and Risk management section, contained in the Directors Report and Annual Financial
Statements includes a fair review of the development and performance of the business and the financial position of the Company,
together with a description of the principal risks faced by the Company.

On behalf of theyBoard

Director: f ¥l <\
e ; c N

Director: ‘\‘\X 4\\‘ A L AA 7Y A (— =)

Date: s 4 E
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RISK MANAGEMENT REPORT

1. Introduction

All of the Bank’s activities involve, to varying degrees, the measurement, evaluation, acceptance and management of risks which are assessed
on an AIB Group wide basis. Certain risks can be mitigated by the use of safeguards and appropriate systems and actions which form part of
the AIB Group's risk management framework

2. Risk framework

The Bank relies on this AIB Group framework and its supporting policies, processes and governance. For more information on the operation of
the Board of EBS Mortgage Finance see page 3 of this report. The AIB Group risk governance and management framework is described on
pages 57 to 59 of the AIB Group's Annual Financial Report 2014.

3  Individual risk types
This section provides details of the exposure to, and risk management of, the following individual risk types which have been identified through
the AIB Group risk assessment process and which are relevant to EBS Mortgage Finance:

3.1 Credit risk

3.2 Liquidity risk

3.3 Operational risk

3.4 Regulatory compliance risk
3.5 Non-trading interest rate risk

The 5 applicable risk types are discussed overleaf.
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RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk

Credit risk is the risk that the Bank will incur losses as a result of either a customer or counterparty being unable or unwilling to meet a
commitment that it has entered into and that pledged collateral does not fully cover amounts due to the Bank. The most significant credit risks
assumed by the Bank arise from mortgage lending activities to customers in {reland. Credit risk also arises on funds placed with other banks
and in respect of derivatives relating to interest rate risk management.

Credit risk management objectives are to:

. Establish and maintain a control framework to ensure credit risk taking is based on sound credit management principles;

4 Control and plan credit risk taking in line with external stakeholder expectations;

. Identify, assess and measure credit risk clearly and accurately across the Bank, from the level of individual facilities up to the total
portfolio; and

C Monitor credit risk and adherence to agreed controis.

The table below sets out the maximum exposure to credit risk that arises within the Bank. The table distinguishes between those assets that
are carried in the Statement of Financial Position at amortised cost and those carried at fair value. The most significant credit risks arise from
lending activities to customers and banks and derivatives relating to interest rate risk management. The credit risks arising from balances at
Central Bank are deemed to be negligible based on their maturity and counterparty status.

Maximum exposure to credit risk*

Amortised 2014 Amortised 2013

Cost Fair Value Total Cost Fair Value Total

€m €m €m €m €m €m

Derivative financial instruments 5 22 22 - 33 33
Loans and receivables to banks 77 = 77 89 B 89
Loans and receivables to customers 5,623 £ 5,623 5,983 . 5,083

Included elsewhere:
Accrued interest
Other assets

Maximum exposure to credit risk 5,700 29 5,722 6.072 33 6.105

Credit risk organisation and structure
AIB Group’s credit risk management systems operate through a hierarchy of lending authorities. The Bank relies on the AIB Group credit
framework and its supporting policies, processes and governance.

The role of the AIB Group Credit Risk function is to provide direction, oversight and challenge of credit risk-taking. The AIB Group’s Risk Appetite
Statements (“RAS" is a blend of qualitative statements and qualitative limits and triggers linked to the Group’s strategic objectives. The AlB
Group RAS is reviewed and approved by the AIB Group Board at least annually or more often if required, and is aligned with the annual business
and financial planning process, and is described, reported and monitored through a suite of metrics, supported by credit risk policies,
concentration limits to manage risk and exposure within the AIB Group’s approved risk appetite. The AIB Group's risk appetite for credit risk is
reviewed and approved annually.

*Forms an integral part of the audited financial statements

10
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RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)

Measurement of credit risk
One of the objectives of credit risk management is to accurately quantify the level of credit risk to which AIB Group is exposed. The use of
internal credit rating models is fundamental in assessing the credit quality of loan exposures.

The primary model measures used are:
—  Probability of default ("PD") — the likelihood that a borrower is unable to repay his obligations;
- Exposure at default ("EAD") — the exposure to a borrower who is unable to repay his obligations at the point of default;
—  Loss given default (“LGD”) — the loss associated with a defauited loan or borrower, and;
- Expected loss (“EL”) — the loss that can be incurred as a result of lending to a borrower that may default. It is the average expected
loss in value over a specified period.
To calculate PD, AIB Group assesses the credit quality of borrowers and other counterparties and assigns a score to these.

Credit scoring systems facilitate the early identification and management of any deterioration in loan quality. Special attention is paid to lower
quality performing loans or ‘criticised’ loans.

In AIB Group, criticised loans include ‘watch’, ‘vulnerable’ and 'impaired’ loans which are defined as follows:

Watch: The credit is exhibiting weakness but with the expectation that existing debt can be fully repaid from normal cash flows;
Vulnerable: Credit where repayment is in jeopardy from normal cash flows and may be dependent on other sources; and
Impaired: A loan is impaired if there is objective evidence of impairment as a result of one or more event(s) that occurred after the

initial recognition of the asset (a loss event’) and that loss event/events has an impact such that the present value of future
cash flows is less than the current carrying value of the financial asset or group of assets and requires an impairment
provision to be recognised in the income statement.

The AIB Group's criticised portfolio which noted above includes impaired loans is subject to a more intense assessment and review because of
the increased risk associated with them. This assessment and review is undertaken by the AIB Group Arrears Support Unit. Credit management
and credit risk management continues to be a key area of focus. Resourcing, structures, policy and processes are subjected to on-going review
in order to ensure that the Group is best placed to manage asset quality and assist borrowers in line with agreed treatment strategies.

The amount of incurred credit losses provided for in the financial statements differs from the amount determined from the expected loss models.
For reporting purposes, impairment allowances are recognised only with respect to losses that have been incurred at the balance sheet date
based on objective evidence of impairment.

Risk assessment management and mitigation
Credit risk management in EBSMF is supported by an appropriate governance structure at AIB Group level with separation of function between
the sourcing and approval of business, the issuing of funds, loan management and independent review and monitoring.

The AIB Group Executive Risk Committee (“ERC”) is responsible for reviewing appropriate credit risk management structures, forbearance
strategies and policies in line with the credit risk appetite of the AIB Group and for monitoring the performance of the book.

All customer requests for credit are subject to a credit assessment process, which is exercised by an independent credit function.

Depending on the size and nature of the credit, the assessment process is assisted by standard application formats in order to assist the credit
decision maker in making an informed credit decision. The credit approval authority is dependent on the size of the credit application

The AIB Risk Analytics team is responsible for the development and on-going validation of credit risk rating models which are used to assess
credit applications and to support a robust capital adequacy assessment process, and for independently monitoring the quality of the loan
assets.

The AIB Credit Review team assesses the application of credit policies, processes and procedures across all areas of EBS.

The Group, including EBSMF relies on the AIB Group to conduct both regular and ad-hoc credit risk stress testing to assess on an ongoing
basis the ability of the Group to withstand various idiosyncratic and systemic stress scenarios. Credit contingency plans are developed and
updated on a continual basis reflecting the results of the stress tests.

Given the economic environment, the AIB Group conducts a quarterly assessment of impairment provisions, assisted by the Risk Analytics and
Credit divisions and evaluated by the AiB Group Credit Committee (“GCC”).

1"



EBS Mortgage Finance

RISK MANAGEMENT REPORT (CONTINUED)
3.1 Credit risk (continued)

Collateral

Collateral is required as a secondary source of repayment in the event of the borrower’s default. Credit risk mitigation includes the requirement
to obtain collateral as set out in AIB Group's policies and procedures. The AIB Group maintains guidelines on the acceptability of specific classes
of collateral. The principal collateral types for mortgage loans are mortgages over residential real estate.

For residential mortgages, AIB Group takes collateral in support of lending transactions for the purchase of residential property. Collateral
valuations are required at the time of origination of each residential morigage. AIB Group adjusts open market property values to take account
of the costs of realisation and any discount associated with the realisation of collateral. The fair value at 31 December 2014 is based on property
values at origination or date of latest valuation and applying the Central Statistics Office ("CS0”) Residential Property Price index (Republic of
Ireland) to these values to take account of price movements in the interim.

Loan loss provisioning®
The accounting policies of loans and receivables to customers are outlined in the Accounting Policies section.

AlB Group's provisioning policy requires for impairments to be recognised promptly and consistently across the different loan portfolios. A
financial asset is considered to be impaired, and therefore its carrying amount is adjusted to reflect the effect of impairment, when there is
objective evidence that events have occurred which give rise to an adverse impact on the estimated future cash flows that can be reliably
estimated.

Impairment provisions are calculated on individual loans and on groups of loans assessed collectively. All exposures, individually or collectively,
are regularly reviewed for objective evidence of impairment.

Impairment losses are recorded as charges to the income statement. The carrying amount of impaired loans on the balance sheet is reduced
through the use of impairment provision accounts. Losses expected from future events are not recognised.

Itis AIB Group’s policy to provide for impairment promptly and consistently across the loan book. All business areas formally review and confirm
the appropriateness of their provisioning methodologies and the adequacy of their impairment provisions on a quarterly basis. Forborne loans
are tested for impairment on a portfolio basis and all EBSMF loans are automatically impaired when the account reaches 90 days past due. In
addition, individual loans that are not 90 days past due, which required forbearance, which would result in a loss to the Bank are impaired.

For those loans where objective evidence of impairment exists, impairment losses are determined considering the following factors:
—  the bank’s aggregate exposure to the customer;
—  the amount and timing of expected receipts and recoveries;
—  the realisable value of security (or other credit mitigates) and likelihood of successful repossession;
- the likely deduction of any costs involved in recovery of amounts outstanding; and
— the ability of the borrower to obtain and make payments in the currency of the loan if not denominated in local currency.

Specific provisions

Specific impairment provisions arise when the recovery of a specific loan or group of foans is in doubt based on impairment triggers as outlined
above and an assessment that all the expected future cash flows either from the loan itself or from the associated collateral will not be sufficient
to repay the loan. The amount of the specific impairment provision is the difference between the present value of expected future cash flows for
the impaired loan(s) discounted at the original effective interest rate and the carrying value of the loan(s).

When raising specific impairment provisions, AIB Group divides its impaired portfolio into two categories, namely Individually Significant (IS)
and Individually Insignificant (11).

Across the Group portfolios, the Individually Significant threshold is €750,000 by customer connection. The calculation of an impairment charge
for loans below the ‘Significant’ threshold is undertaken on a collective basis.

Individually Significant (‘IS’) Mortgages

Individually significant provisions are collectively assessed using discounted cash flows for each exposure. The cash flows are determined with
reference 1o the individual characteristics of each credit including an assessment of the cash flows that may arise from foreclosure less costs to
sell in respect of obtaining and selling any associated collateral. The time period likely to be required to realise the collateral and receive the
cash fiows is taken in account in estimating the future cash flows and discounting these back to present value.

*Forms an integral part of the audited financial statements
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EBS Mortgage Finance

RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)

Loan loss provisioning (continued)*

Specific provisions (continued)
Individually Insignificant (‘) Mortgages
Provisioning is assessed on a collective basis to estimate losses for homogeneous groups of loans that are considered individually insignificant.

Individually insignificant mortgage specific provisions are calculated using a collective mortgage provisioning model. This methodology is based
on the calculation of three possible resolution outcomes: cure; forbearance (with and without loss); and repossession (forced and voluntary),
with different loss rates associated with each. The methodology has been updated to reflect current data on loss history and portfolio
development as well as incorporating additional loss parameters assessed on restructuring outcomes.

The model parameters have been refined during the year based on an additional one year dataset. Key model parameters at 31 December
2014 for owner-occupier mortgages are as follows: cure (4%); and repossession/forbearance (96%).

The corresponding buy-to-let model parameters are as follows: cure (1%), repossession/forbearance (99%). Cured loans are loans that were
impaired and are no longer impaired and have performed satisfactorily for 12 months excluding any impact on forbearance.

Incurred But Not Reported Provisions (IBNR)

Loans for which no evidence of loss has been specifically identified on an individual basis are grouped together according to their credit risk
characteristics for the purpose of calculating an estimated collective loss. This reflects impairment losses that the Bank has incurred as a result
of events occurring before the balance sheet date, which the Bank is not able to identify on an individual loan basis, and that can be reliably
estimated. These losses will only be individually identified in the future. As soon as information becomes available which identifies losses on
individual loans within the Bank, those loans are assessed for a specific provision.

IBNR provisions can only be recognised for incurred losses i.e. losses that are present in the portfolio at the reporting date and are not permitted
for losses that are expected to happen as a result of likely future events. IBNR provisions are determined by reference to loss experience in the
portfolio and to the credit environment at the reporting date.

—  historical loss experience in portfolios of similar credit risk characteristics (for example, by sector, loan grade or product);

—  the estimated period between impairment occurring and the loss being identified and evidenced by the establishment of an appropriate
provision against the individual loan (Emergence Period);

- management’s experienced judgement as to whether current economic and credit conditions are such that the actual level of inherent
losses at the balance sheet date is likely to be greater or less than that suggested by historical experience; and

—  an assessment of higher risk portfolios, which include but are not limited to non-impaired forborne mortgages.

*Forms an integral part of the audited financial statements
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EBS Mortgage Finance

RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)
Loan loss provisioning (continued)*

The table below sets out the parameters used in the calculation of IBNR provisions for the residential mortgages portfolio:

2014
Total
Exposure Average PD Average L.GD
Grade €m % %
Good upper 3,459 1.0 19.2
Good lower 740 4.2 24.2
Watch 450 16.6 21.2
Vulnerable 134 60.0 22.3

The parameters for Cured and Forborne — Not impaired, are set out below. As a result, these sub portfolios within the residential mortgages
carry a higher level of IBNR:

Cured 91 1.5 20.1
Forborne — Not impaired 455 15.0 20.9
2013
Total

Average PD Average 1.GD
Grade % %
Good upper 1.1 18.7
Good lower 4.0 24.7
Watch 16.9 21.4
Vulnerable 52.8 22.0

The parameters for Cured and Forborne — Not impaired, are set out below. As a result, these sub portfolios within the residential mortgages
carry a higher level of IBNR:

Cured 20.5 20.4

Forborne — Not impaired 19.4 21.7

Average PD and LGD are based on the PDs and LGDs, weighted by the EAD for all owner-occupier and buy-to-let loans included in the collective
mortgage model. The mortgage provision mode! calculates individually insignificant specific provisions and IBNR run rate provisions. Any
additional IBNR provisions as determined by management judgement is applied at a portfolio level and is not included in the analysis above.

* Forms an integral part of the audited financial statements.
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EBS Mortgage Finance

RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)

Loan loss provisioning (continued)*

Emergence Period
The Emergence Period is key to determining the level of IBNR provisions. Emergence periods are determined by assessing the time it takes
following a loss event for an unidentified impaired loan to be recognised as an impaired loan requiring a provision. Emergence periods for each
portfolio are determined by taking into account current credit management practices, historic evidence of assets moving from ‘good’ to ‘bad’ and
actual case studies.

Emergence periods are reflective of the characteristics of the particular portfolio. Emergence periods are estimated based on historic loan loss
experience supported by back testing, and as appropriate individual case sampling.

Emergence periods are reviewed on at least an annual basis. At 31 December 2014, a change to the emergence periods was made for the
mortgage portfolio (increase from 9 to 12 months). The increase has been observed as further information on the period from loss event to
specific impairment has become available in 2014, particularly for the forbearance portfolio and also a continued emphasis on maintaining a
conservative estimate of the unidentified incurred loss within the portfolio.

Approval process

The AIB Group operates an approval framework for impairment provisions which are approved, depending on amount, by various delegated
authorities and referred to Area Credit Committee level, as required. These committees are chaired by the Chief Credit Officer (“CCO”) or
alternate specified Chair as outlined in the terms of reference for Credit Committees (approved by ERC annually), where the
valuation/impairment is reviewed and challenged for appropriateness and adequacy. Impairments in excess of the segment authorities are
approved by the AIB Group Credit Committee and Board (where applicable). Segment impairments, mortgage model parameters and provisions
are ultimately reviewed by the AIB Group Credit Committee as part of the quarterly process.

The valuation assumptions and approaches used in determining the impairment provisions required are documented and the resulting
impairment provisions are reviewed and challenged as part of the approval process by segment and AIB Group senior management.

Write-offs

When the prospects of recovering a loan, either partially or fully, do not improve, a point will come when it will be concluded that as there is no
realistic prospect of recovery, the loan (and any related specific provision) will be written off. Where the loan is secured, the write-off will take
account of receipt of the net realisable value of security held. Partial write-offs may also occur when it is considered that there is no prospect for
the recovery of the provisioned amount, for example when a loan enters a legal process. The provision is written off but the remaining reduced
loan balance remains on balance sheet as impaired. In addition, some write-off's may reflect restructuring activity agreed with customers who
are subject to the terms of the agreement and satisfactory performance.

Reversals of impairment

If the amount of an impairment loss decreased in a subsequent period, and the decrease can be related objectively to an event occurring after
the impairment was recognised, the excess is written back by reducing the loan impairment provision amount accordingly. The write-back is
recognised in the income statement.

impact of changes to key assumptions and estimates on the impairment provisions

Management is required to exercise judgement in making assumptions and estimations when calculating loan impairment provisions on both
individually and collectively assessed loans and receivables. The most significant judgemental area is the calcutation of collective impairment
provisions. They are subject to estimation uncertainty, in part because of the large number of individually insignificant loans in the portfolio.

The methods involve the use of historical information which is supplemented with significant management judgement to assess whether current
economic and credit conditions are such that the actual level of inherent losses is likely to be greater or less than that suggested by historical
experience. In normal circumstances, historical experience provides the most objective and refevant information from which to assess inherent
loss within each portfolio, though sometimes it provides less relevant information about the inherent loss in a given portfolio at the balance sheet
date, for example, when there have been changes in economic, regulatory or behavioural conditions which resuit in the most recent trends in
portfolio risk factors not being fully reflected in the statistical models. In these circumstances, the risk factors are taken into account by adjusting
the impairment provisions derived solely from historical loss experience.

Risk factors include loan portfolio growth, product mix, unemployment rates, bankruptcy trends, geographical concentrations, loan product
features, economic conditions such as national and local trends in housing markets, the level of interest rates, portfolio seasoning, account
management policies and practices, changes in laws and regulations, and other influences on customer payment pattemns. The methodology
and the assumptions used in calculating impairment losses are reviewed regularly in the light of differences between loss estimates and actual
loss experience. For example loss rates and the expected timing of future recoveries are benchmarked against actual outcomes where available
to ensure they remain appropriate.

However, the exercise of judgement requires the use of assumptions which are highly subjective and very sensitive to the risk factors, in
particular to changes in economic and credit conditions across a large number of geographical areas.

Given the relative size of the mortgage portfolio, the key variables include house price fall from peak (which determines the collateral value
supporting foans in the mortgage portfolio) and cure rates (rates by which defaulted or delinquent accounts are assumed to return to performing
status).

Sensitivity to changes in estimates and assumptions are detailed below:

A 1% favourable change in the cure rate used for the collective mortgage provisions would result in a reduction in impairment provisions of 4%
(blended rate of owner-occupier/buy-to-let) of ¢. €5 million.

The value of collateral is estimated by applying changes in house price indices to the original assessed value of the property. A 1% change in
the house price fall from peak assumption used for the collective mortgage provisions for December 2014 is estimated to result in movements
in provisions of c. €6 million.

* Forms an integral part of the audited financial statements.
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EBS Mortgage Finance

RISK MANAGEMENT REPORT (CONTINUED)
3.1 Credit risk (continued)

Loan loss provisioning (continued)

impact of changes to key assumptions and estimates on the impairment provisions (continued)
An increase in the assumed repossession rate of 1% for collective mortgage provisions would result in an increase in provisions of 0%(blended
rate of owner-occupier/buy-to-let) of ¢. €0 million.

An IBNR provision is made for impairments that have been incurred but have not been separately identifiable at the balance sheet date. This
provision is sensitive to changes in the time between the loss event and the date the impairment is specifically identified. This period is known
as the loss emergence period. In the Bank’s mortgage portfolio, the emergence period is currently 12 months; a decrease of one month in the
loss emergence period in respect of the loan portfolio assessed would result in a decrease of ¢. €4 million.

Individually impaired loans by geographic location and sector*

2014 2013
€m €m

Republic of Ireland
Home Mortgages 1,279 1,238
1,279 1,238

Provision cover table

Impaired Loan Specific Specific Provision
Balance Provision Cover %
Home mortgages — 31 December 2014 1,279 280 22%
Home mortgages — 31 December 2013 1,238 335 27%

The following pages provide details of:
= Credit profile analysis of the owner occupier and buy-to-let portfolios by arrears and provisions;
Asset quality of residential mortgages;
Fair value of residential mortgage collateral,
Arrears profile of mortgages which were past due but not impaired;
Arrears profile of mortgages which were impaired;
Forbearance:
= Owner occupier
. Buy-to-let
= Total;
= Possessions;
. Loan to value profile; and
= Qrigination profile.

*Forms an integral part of the audited financial statements
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EBS Mortgage Finance

RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)
The following table analyses the owner-occupier and buy-to-let residential mortgage portfolios by arrears and provisions:

Statement of financial position*

2014 2013
Owner- Owner-
Occupier Buy-to-Let Total Occupier Buy-to-Let Total
€m €m €m €m €m €m
Total gross residential morigages 5,940 19 5,959 6,345 19 6,364
In arrears (>30 days past due)” 1,360 1 1,371 1,441 10 1,451
In arrears (>90 days past due) 1,268 11 1,279 1,255 10 1,265
Of which impaired 1,268 1 1,279 1,228 10 1,238
Statement of financial position specific
provisions 276 4 280 331 4 335
Statement of financial position IBNR
provisions 56 - 56 45 1 46
™ ncludes all loans past due whether impaired or not.
Provision cover percentage*
2014 2013
Owner- Owner-
Occupier Buy-to-Let Total Occupier Buy-to-Let Total
% % % % % %
Specific provisions as a % of impaired
loans cover 21.8 36.4 21.9 27.0 40.0 271
Income statement @
2014 2013
Owner- Owner-
Occupier Buy-to-Let Total Occupier Buy-to-Let Total
€m €m €m €m €m €m
Income statement specific provisions 15 - 15 121 6 127
Income statement IBNR provisions 7 =i 7 3 (1) 2
Total impairment provisions 22 - 22 124 5 129

@|n the table above, writebacks of provisions are presented as a negative and charges presented as a positive.

Asset quality of residential mortgages*
The following table shows criticised loans for the total residential mortgages portfolio analysed between owner-occupier and buy-to-let.
Criticised loans include watch, vuinerable and impaired loans.

2014 2013

Owner- Owner-
Occupier Buy-to-Let Total Occupier Buy-to-Let Total
€m €m €m €m €m €m
Satisfactory 4,109 7 4,116 4,369 8 4,377
Watch 440 1 441 510 1 511
Vulnerable 123 - 123 238 - 238
Impaired 1,268 11 1,279 1,228 10 1,238
Criticised 1,831 12 1,843 1,976 11 1,987
Gross mortgages 5,940 19 5,969 6,345 19 6,364
% % % % % %
Criticised ioans as % of total mortgages 30.8 63.2 30.9 31.1 57.9 31.2
Impaired loans as % of total mortgages 21.3 57.9 21.5 19.4 52.6 19.5

*Forms an integral part of the audited financial statements
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RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)

Collateral and other credit enhancements

While Group considers a borrower’s repayment capacity to be paramount in granting any loan, Group also takes collateral in support of lending
transactions for the purchase of residential property. There are clear policies in place which set out the type of property which is acceptable as
collateral and the loan to property value relationship. Collateral valuations are required at the time of origination of each residential mortgage.
The fair value at December 2014 of residential mortgages collateral is based on the property values at origination and applying the CSO (ireland)
index to these values to take account of price movements in the interim. The collateral values above include all loans regardless of balances

outstanding.

Loans and receivables to customers — residential mortgages*

The following tables show the fair value (FV) of collateral held for residential mortgages at 31 December 2014 and 31 December 2013:

2014
Neither past due nor  Past due but not
impaired impaired Impaired Total
Fully collateralised €m €m €m €m
Loan-to-value ratio:
Less than 50% 822 32 99 953
50%-70% 775 37 148 960
71%-80% 439 23 88 550
81%-90% 456 24 106 586
91%-100% 418 27 104 549
2,910 143 545 3,598
Partially collateralised
Collateral value relating to loans over 100% LTV 1,267 87 540 1,894
Total collateral value 4,177 230 1,085 5,492
Gross residential mortgages 4,430 250 1,279 5,959
Statement of financial position specific provisions (280) (280)
Statement of financial position IBNR provisions (56)
Net residential mortgages 999 5,623
2013
Neither past due nor Past due but not
impaired impaired Impaired Total
Fully collateralised €m €m €m €m
Loan-to-value ratio:
Less than 50% 647 39 71 757
50%-70% 597 44 83 724
71%-80% 362 27 57 446
81%-90% 347 35 56 438
91%-100% 402 45 80 527
2,355 190 347 2,892
Partially collateralised
Collateral value relating to loans over 100% LTV 1,816 227 627 2,670
Total collateral value 4,171 417 974 5,562
Gross residential mortgages 4,639 487 1,238 6,364
Statement of financial position specific provisions (335) (335)
Statement of financial position IBNR provisions (46)
903 5,983

Net residential mortgages

The fair value of collateral held for residential mortgages which are fully collateralised has been capped at the carrying value of the loans

outstanding at each year end.

* Forms an integral part of the audited financial statements.
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RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)

Arrears profile of mortgages which were past due but not impaired*

Residential mortgages are impaired if they are past due for more than 90 days or if the borrower exhibits an inability to meet its obligations to
the Bank based on objective evidence of loss events. Loans are deemed impaired where their carrying value is shown to be in excess of the
present value of future cash flows, and an appropriate provision is raised. Where loans are not deemed to be impaired, they are collectively

assessed as part of the IBNR provision calculation.

The following tables profile the residential mortgage portfolio that was past due but not impaired at 31 December 2014 and 31 December 2013:

2014
Owner - Buy-to-Let Total

Occupier
€m €m €m
1 - 30 days 158 - 158
31 - 60 days 60 - 60
61 - 90 days 32 - 32
91 - 180 days - o 5
181 - 365 days - o s
Over 365 days - 5 =
Total past due but not impaired 250 - 250
2013
Owner — Buy-to-Let Total

Occupier
€m €m €m
1-30 days 274 - 274
31 - 60 days 108 - 108
61 - 90 days 78 - 78
91 - 180 days 27 - 27
181 - 365 days - - -
Over 365 days - - -
Total past due but not impaired 487 - 487

Arrears profile of mortgages which were impaired*
The following tables profile the residential mortgage portfolio that was impaired at 31 December 2014 and 31 December 2013:

2014
Owner - Buy-to-Let Total

Occupier
€m €m €m
Not past due 296 1 297
1-30 days 83 - 83
31 - 60 days 34 34
61 - 90 days 26 - 26
91 - 180 days 92 1 93
181 - 365 days 155 1 166
Over 365 days 582 8 590
Total impaired 1,268 11 1,279
2013
Owner — Buy-to-Let Total

Occupier
€m €m €m
Not past due 102 - 102
1-30 days 34 - 34
31- 60 days 26 - 26
61 - 90 days 41 - 41
91 - 180 days 189 1 190
181 - 365 days 259 2 261
Qver 365 days 577 7 584
Total impaired 1,228 10 1,238

Impaired loans increased by €41m in 2014. However, the pace of increase in impaired loans slowed significantly in 2014 in comparison to 2013,
driven by an improved economic environment, including an increase in private rents and increases in residential property values. Of the
residential mortgage portfolio that was impaired at 31 December 2014, €297m or 23% was not past due (31 December 2013: €102m or 8%), of

which €248m (31 December 2013:€44m) was subject to forbearance measures at 31 December 2014.

* Forms an integral part of the audited financial statements.
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RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)

Forbearance*

Forbearance occurs when a borrower is granted a temporary or permanent concession or agreed change to a loan (‘forbearance measure’) for
reasons relating to the actual or apparent financial stress or distress of that borrower. A forbearance agreement is entered into where the
customer is in financial difficulty to the extent that they are unable currently to repay both the principal and interest in accordance with the original
contract terms. Modifications to the criginal contract can be of a temporary (e.g. interest only) or permanent (e.g. term extension) nature.

The AIB Group uses a range of tools and treatment strategies to support customers The AlB Group considers requests from customers who
are experiencing cash flow difficulties on a case by case basis against their current and likely future financial circumstances and their willingness
to resolve these difficulties, taking into account legal and regulatory obligations. Key principles include providing support for viable SMEs, and
the objective of supporting customers to remain in a family home whenever possible. The AIB Group has implemented the standards for the
Codes of Conduct in relation to customers in difficulty as set out by the Central Bank of Ireland ensuring these customers are dealt with in a
professional and timely manner.

The effectiveness of the forbearance measures over the lifetime of those arrangements will be measured and reviewed. A forbearance measure
is deemed to be effective if the borrower meets the modified or original terms of the contract over a sustained period of time resulting in an
improved outcome for the Group and the borrower.

Mortgage portfolio
The AIB Group has developed a Mortgage Arrears Resolution Strategy (‘MARS”) for dealing with mortgage customers in difficulty or likely to be
in difficulty. This builds on and formalises the AIB Group’s Mortgage Arrears Resolution Process.

The strategy is built on three key factors:

i) Segmentation — identifying customers in difficulty;
i) Sustainability — customer assessment; and

iiiy Suitable Treatment — identifying solutions.

The core objectives are to ensure that arrears solutions are sustainable in the long term and they comply with the spirit and the letter of all
regulatory requirements. MARS includes the following new longer-term forbearance solutions which have been devised to assist existing
Republic of Ireland primary residential mortgage customers in difficulty:

Positive equity sustainable solution — This solution involves a reduced payment to support customers who do not qualify for other forbearance
solutions such as Split loans due to positive equity.

Low fixed interest rate sustainable solution — This solution is to support customers who have an income (and can afford a mortgage), but
the income is not currently sufficient to cover full capital and interest on their mortgage based on their current interest rate(s) and/or personal
circumstances. Their current income is, however, sufficient to cover full capital and interest at a lower rate. It involves the customer being
provided with a low fixed interest rate for an agreed period after which the customer will convert to the prevailing variable rate for the remainder
of the term of the mortgage on the basis that there is currently a reasonable expectation that the customer’s income and/or circumstances will
improve over the period of the reduced rate. The customer must pay full capital and interest throughout.

Split mortgages — a split mortgage will be considered where a customer can afford a mortgage but their income is not sufficient to fully support
their current mortgage. The existing mortgage is split into two parts: Loan A being the sustainable element, which is repaid on the basis of
principal and interest, and Loan B being the unsustainable element, which is deferred and becomes repayable at a later date, this may also
include an element of debt write-off;

Negative equity trade down — This allows a customer to sell their house and subsequently purchase a new property and transfer the negative
equity portion to a new loan secured on the new property. A negative equity trade down mortgage will be considered where a customer will
reduce monthly loan repayments and overall indebtedness by trading down to a property more appropriate to his/her current financial and other
circumstances;

Voluntary sale for loss — A voluntary sale for loss solution will be considered where the loan is deemed to be unsustainable and the customer
is agreeable to sell the property and put an appropriate agreement in place to repay any residual debt this may also include an element of debt-
write off.

Credit policies are in place which outlines the principles and processes underpinning the AIB Group’s approach to forbearance which EBS has
adopted.

The following table analyses the movement in stock of loans subject to forbearance by (i) owner-occupier, (i) buy-to-let and (jii) total
residential mortgages at 31 December 2014 and 31 December 2013:

Residential owner-occupier mortgages — subject to forbearance*

2014 2013

Number Balance Number Balance

€m £€m

At 1 January 4,914 578 5,439 720
Additions 4,986 536 1,938 237
Expired arrangements (880) (112) (2,340) (366)
Payments - (48) - (32)
Interest - 29 - 22
Closed accounts " (212) (10) (122) 3)
Other movements - (23) (1) -
At 31 December 8,808 950 4,914 578

M Accounts closed during the year due primarily to customer repayments and redemptions.

*Forms an integral part of the audited financial statements.
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RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)

Forbearance (continued)

Buy-to-let mortgages - subject to forbearance*

2014 2013

Number Balance Number Balance

€m €m

At 1 January 18 2 21 3

Additions 6 1 6 1

Expired arrangements {4) (1) (10) )

Payments - - - -

Interest - - - -

Closed accounts (" - - - S

Other movements - - 1 -

At 31 December 20 2 18 2
Total mortgage portfolio — subject to forbearance*

2014 2013

Number Balance Number Balance

€m €m

At 1 January 4,932 580 5,460 723

Additions 4,992 537 1,944 238

Expired arrangements (884) (113) (2,350) (368)

Payments - (48) - (32)

Interest - 29 - 22

Closed accounts (212) (10) (122) 3)

Other movements - (23) - -

At 31 December 8,828 952 4,932 580

M Accounts closed during the year due primarily to customer repayments and redemptions.

The stock of loans subject to forbearance measures increased by €372m in 2014 (2013: decrease of €130m), mainly due to the increase in
arrears capitalisations and split mortgages. This increase is driven by the Group’s strategy to deliver sustainable long-term solutions to
customers and support customers in remaining in their famity home.

The following tables further analyse by type of forbearance, (i) owner-occupier, (i) buy-to-let and (jii) total residential mortgages that were
subject to forbearance measures at 31 December 2014 and 31 December 2013:

Residential owner-occupier mortgages*

2014

Total Loans >90 days in Loans neither >90 days in

arrears and/or impaired arrears nor impaired

Number Balance Number Balance Number Balance
€m €m €m
Interest only 1,152 164 583 86 569 78
Reduced payment (greater than interest only) - - - - - -
Payment moratorium - - - - - -
Low fixed interest rate 160 24 116 18 44 6
Arrears capitalisation 4,263 493 2,185 251 2,078 242
Term extension 1,507 127 153 13 1,354 114
Split mortgage 1,563 128 783 128 780 -
Sale for loss 88 6 61 5 27 1
Positive equity solution 70 7 52 5 18 2
Other 5 1 2 - 3 1
Total 8,808 950 3,935 506 4,873 444

*Forms an integral part of the audited financial statements.
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3.1 Credit risk (continued)

Forbearance (continued)

Residential owner-occupier mortgages {continued)*

2013

Total Loans >90 days in Loans neither >90 days in

arrears and/or impaired arrears nor impaired
Number Balance Number Balance Number Balance
€m €m €m
Interest only 1,120 165 355 56 765 109
Reduced payment (greater than interest only) - - - & - N
Payment moratorium - - - = = -
Low fixed interest rate - - = - - -
Arrears capitalisation 1,756 229 901 113 855 116
Term extension 1,940 169 320 30 1,620 139
Split mortgage 78 12 53 7 25 5
Sale for loss 16 1 13 1 2 -
Positive equity solution - - - . e =
Other 5 2 1 - 4 2
Total 4,914 578 1,643 207 3.271 371
Buy-to-let mortgages*

2014

Total Loans >90 days in Loans neither >90 days in

arrears and/or impaired arrears nor impaired
Number Balance Number Balance Number Balance
€m €m €m
Interest only - o 3 2
Reduced payment (greater than interest only) - - - - 2
Payment moratorium - - - - - 5
Low fixed interest rate - - - - o 5
Arrears capitalisation 6 - 5 - 1 -
Term extension 7 1 - - 7 1
Split mortgage - - - - - -
Sale for loss 5 1 1 o A
Positive equity solution - - - - - -
Other - - - - -

Total 20 12 1 8 1
2013

Total Loans >90 days in Loans neither >90 days in

arrears and/or impaired arrears nor impaired

Number Balance Number Balance Number Balance
€m €m €m
Interest only 7 1 4 - 3 1
Reduced payment (greater than interest only) - - - - - -
Payment moratorium - - - - - -
Low fixed interest rate - - - - - -
Arrears capitalisation - - - - - -
Term extension 8 1 - - 8 1
Split mortgage - - - - - -
Sale for loss 3 - 3 - - -
Positive equity solution - - - - - -
Other - - - - - -
Total 18 2 7 - 11 2

*Forms an integral part of the audited financial statements.
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RISK MANAGEMENT REPORT (CONTINUED)

3.1 Credit risk (continued)
Forbearance (continued)

Total mortgage portfolio*

2014
Total Loans >90 days in Loans neither >90 days in
arrears and/or impaired arrears nor impaired
Number Balance Number Balance Number Balance
€m €m €m
Interest only 1,154 164 585 86 569 78
Reduced payment (greater than interest only) - - - - = o
Payment moratorium - - - - - -
Low fixed interest rate 160 24 116 18 44 6
Arrears capitalisation 4,269 493 2,190 251 2,079 242
Term extension 1,514 128 153 13 1,361 115
Split mortgage 1,563 128 783 <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>