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For the year ended 31 December 2005

2005 2004 Growth
EV Basis %
Profit after tax €475m €42Tm 11
Total EPS! o 176 cent 158 cent 11
Operating profit before tax €420m €38Tm g
Operating EPS! 135 cent 124 cent 9

o

Statutory Basis?
Profit after tax €353m €355m -
EPS on continuing activities 134 cent 132 cent 2
Banking
New loans issued €9.8bln €8.0bln 22
Lending book €26.2bln €21.1bln 24
Mortgage loan book (Ireland) €17.8bln €14.6bln 22
Life Assurance @
Life new business
- APE €388m . €310m 25
- PVNBP €2,57lm €2,09im 23
Life and investment new business
- APE €520m €470m 11
- PVNBP €3,880m €3,692m 5
Final Dividend per share ’ 42.8 cent 38.5 cent 11
Total Dividend 60.5 cent 55.0 cent 10
Shareholders' Funds per Share (EV basis) €10.04 (2004: €8.64)
Total Tier 1 Capital Ratio 12.6% (2004: 11.2%)
Life Solvency Cover (times) 1.7 (2004: 1.71)

' Including own shares held for the benefit of life assurance policyholders
¢ The statutory comparative is the pro-forma statutory information




For the year ended 31 December 2005

2008 2004
€m €m
Operating profit on continuing operations
Insurance and investment 222 192
Banking 148 139
Other ') -
366 331
Share of associate 54 56
EV Basis - Operating profit before tax on continuing operations 420 387
Short-term investment fluctuations 94 26
Effect of economic assumption changes 13 30
Other credits 4 21
EV Basis - Profit before tax 531 464
Taxation (16) 33
Government levy (12) (12)
EV Basts - Profit after tax on continuing operations 503 415
EV Basis - (Loss)/profit after tax on discontinued operations (26) 10
EV Basis - Total profit after tax 477 429
IFRS adjustmenits in respect of insurance and investment contracts
{pro-forma basis) (124) {74)
IFRS profit for year after tax 3583 3558
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Gillian Bowler (53

Chalrman

A member of the board of Irish Life
since July 19588. Chairman of Failte
Ireland and Joint Chairman of Budget
Travel. A non-executive director of
Graflon Group ple and of the Voluntary
Health Insurance Board. She is a past
President cf the Institute of Directors and
a director of a mumber of other
companies.

Danuta Gray (47)
Non-Executive

Appointed to the board in August 2004.
She is Chief Executive Officer of O,
Ireland, a position she has held since
2001. Pricr to her move to Ireland, she
held the position of Directer for BT
Europe in Germany and previous 1o .
that was General Manager at BT Mobile
in the UK.

Board Committee Members

Hudit

Finbar Sheehan {Chairman)
Brefini Byrne

Danuta Gray *

Eamonn Heffernan

David Went 59
Group Chief Execulive

Previously Managing Director of Irish
Life which he joined in 1998. Worked lor
most of tus career in the NatWest Group
where he was Chief Executive of the
Ulster Bank CGroup from 1588 to 1954
and Chief Executive of Coutis Group
from 15984 to 1997, Currently Chairman
of Trinity Foundation and a director of
The Insh Tunes Limited,

Eamonn Heffernan (1) .
Non-Executive

Appointed to the board in March 2003,
An acary, he was formerly a parmer
of Mercer Human Resowre Consulting.
He is a past President of the Society of
Actuaries in Ireland and is a former
Chairman of the Pensions Board and of
the Irish Association of Pension Funds.

Breffni Byrne (60) .
Non-Executive

Appointed to the board in July 2004.

He is Chairman of NCB Stockbrokers
and a non-executive director of Coillte
Teoranta, Tedcastle Holdings Lirnited,
Hikma plc and a number of other
companies. A chartered accountant, he
was formerly a Senior Parmer of Arthur
Andersen in Ireland and Director of Risk
Management for Andersen’s audit
practice in Scandinavia, the Middle East
and Africa.

Kieran McGowan (52)
Non-Executive

Joined the board in 1999 following the
merger of Irish Life and Irish Permanent.
Previously Chief Executive of IDA
Ireland. He is a non-executive direcior
of a number of companies including
CRH plc, United Drug plc and Elan
Corporation ple. Chairman cf the
Governing Authority of UCD. He is a
board member of Enterprise Ireland
and a former Chairman of the Irish
Management Institute.

Remuneration and Compensation
Eamenn Heflernan (Chairman)

Gillian Bowler

David Byrne

Kieran McGowan

Nomination

Gillian Bowler (Chairmarn)
Kieran McGowan

Finbar Sheehan




David Byrne (58

Non-Executive

Appeinted to the board in December
2004. He served as EU Cemmissioner
with responsibility for Health and
Consumer Protection from 1959 to 2004.
Pricr to becoming EU Commissioner,
he served as Attorney General for two
years. He has been a Senior Counsel
since 1985 and was a member of the
1.C.C. International Court of Commercial
Arbitration from 1990 t0 1$97. He is a
non-executive director of Kingspan.

Kevin Mwrphy (549
Executive

Chief Executive of Irish Life Retail.

An actuary and an employee of Irish Life
since 1972, he was appointed a main
board director following the merger of
Irish Life and Irish Permanent in 1899,
He is a member of the board of the

Irish Stock Exchange and is a former
Chairman of the Irish Association of
Investment Managers and past President
of the Irish Insurance Federanon.

Denis Casey (46)
Lxecutive

Chief Executive of permanent tsh.
Joined Irish Life in 1980, having started
his career in Allied Irish Banks plc. &
certifted accountant, he has held senior
management positions in both reland
and the UK. Appointed to the board in
2000, he is Chairman of Financial
Services Ireland and a past President of
the Insurance Institute of [reland.

Finbar Sheehan (65}
Non-Executive

Appointed to the board in April 2001,
he was formerly Deputy Chairman of
TSB Bank. A chartered accountant, he
was Finance Director and Corporate
Affairs Director of Jurys Doyle Hotel

- Group until his retirement in 2001,

Peter Fitzpatrick (53
Executive

Group Finance Director, appointed to
the board of Irish Permanent in 1892,

He is a chartered accountant and was
formerly a parmer in Coopers &
Lybrand (now PriceWaterhouseCoopers).
He is a former non-executive directer of
Jurys Doyle Hotel Group ple.

Ciaran Long (53
Company Secrelary

An employee of Irish Life since 1969,

He is an actuary and most of his time
with Irish Life has been spent in the
pensicns area. Ciardn is a director of
the Retirement Planning Council and is a
former member of the Pensions Board,
He was appointed Company Secretary -
m May 2004. .
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Our goal remains to
become the No. 1
provider of personal
financial services

in the Irish market

[ am delighted to report that 2005 was another year of
strong growth, progress and success across each of the
group’s key businesses. The Irish economy continues to
provide a very positive backdrop for our business. Qur
challenge has been and continues to be to position
ourselves for maximum effectiveness now and for future
growth in the years ahead. [ am happy that this challenge
was met in 2005 and your board is committed to malking -
further progress in the years zhead.

Dividend

The board is proposing a final dividend of 42.8 cent per
share. If approved at the AGM, this will be payable on 31
May 2006 to shareholders on the register as of 28 April
2008. The total dividend for the year will therefore be 60.5
cent per share, an increase of 10% over the 2004 full year
dividend.

Transformation of businesses bearing fruit

Last year, [ explained how the board was focused on
transforming our businesses to ensure that our business
medel was best positioned to maximise the opportunities
available in a very benign Irish ecanomy.

The performance during the year has borne out the
wisdom of that approach and our success in pursuing that
agenda.

The Retail and Corporate businesses of Irish Life in
particular are benefiting strongly from transformation

programmes which have been vigorouslj( pursued over - .

the last number of years. These have significantly
improved the efficiency, productivity and customer focus

i " of these two businesses and have created the platform for -

increased sales, reduced costs and improved profits
which shareholders are now enjoying. B

In permanent tsb bank, the focus was the implementation
of phase two of the business transformation programme,

the planning for which was undertaken in 2004 and which -

followed from the successful completion of the TSB
integration programme in 2003.

During the year, we successfully completed the work
agenda for this phase of the programme which included
the centralisation of all cur non-sales administration
processes in order to concentrate resources on better
meeting our customer needs. As part of this plan, new
sales fulfilment and self-service technology was deployed
in our branch network while back office administration
systems were re-engineered in order to secure enhanced
productivity and cost efficiencies.

Completing the final element of this programme {phase
three which is aimed at increasing branch sales
productivity) has commenced and will be a significant
fecus of management efforts during 2006.




Corporate Responsibility Agenda

During 2005, we also made major progress in relation
to our Corporate Responsibility programme.

Corporate Responsibility refers to how ‘the group
views its obligations to each of our stakeholders
(customers, employees, the community and the
environment) and how we live up to these obligations
In practice.

The record of individual companies in respect of
Corporate Responsibility (someiimes referred to as
Corporate and Social Responsibility or CSR) is being
scrutinised more and more by international investors,
requlators and customers. Companies in Ireland and
internationally are consequently adopting an
increasingly focused and professional approach to this
matier.

Earlier this year we produced our second annual
Corporate Responsibility Report which covers
activities undertaken in this area during 2005. The
report is available on the group website

(www irishlifepermanent.ie) and I would urge people
to view it. 1 hope you will agree that the report gives a
fascinating insight into our work in this ifnportam area
and sheds new light cn the group and ifs activities,

Senior Management Changes

Brian McCennell retired as-a director of the group and
Chief Executive of permanent tsb in June. Brian
served with distinction as Chief Operations Officer of
the group and more recently as Chief Executive of
permanent tsb. In this role, he oversaw critical stages
of the integration programme in the bank and its
emergence as the key compeiitive force in Irish
banking. On behalf of my colleagues on the board, |
wallt to express my app}eciation to Brian for his hard
work and dedication and [ wish him and Hazel every
happiness in the years ahead. '

The appointment of a successor 1o Brian allowed the
board to make a number of consequential changes at
Chief Executive level in ourmain operating -
businesses. Accordingly. the Board appointed Denis
Casey as Chief Executive of permanent tsb, Kevin
Murphy as Chief Executive of Irish Life Retail, Gerry
Keenan as Chief Executive of [rish Life Investment
Managers (iLIM) and Donal Casey as Chief Executive
of Irish Life Corporate Business. '

Each of these individuals has a proven track record of
achievement within the group. Each took to their new
positions with great drive and determination and the
outstanding performances of each of the key
businésses during this period of change is testimony
10 their respective skills. ) ’

In this context, | also wish to pay tribute to all the staf
of the group. In total, Irish Life & Permanent plc now
employs just over 5,000 pecple and each has played
an importart role in our success and growth.

Qutlook

The board is very optimistic about the outlook for the
group. The Irish economy continues to provide an
exceptional backdrop for'dur businesses. Qur |
transformation progra:m‘r'les are ensuring that we are
positioned to extract maximum advantage from this
benign environment and in each of ourkey - -
businesses we have established strong leadership
positions. S

Our goal remains to become the No. 1 provider of
personal financial services in the Irish market and we
are confident that 2006 will see further progress
towards that objective and further rewards for our
shareholders. '

Gillian Bowler

. Chatrman

3 April 2006
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- S 2005 was ancther year of excellent performance in our -

business.

On the statutory (IFRS) basis, profit for the year after tax
was €353m in line with 2004 (€355m)".

Total profit after tax on an EV basis?, which we beiieve to
be the key basw for measurement of the performance of
the group, were ahead 11% to €47Tm compared to
€429m in 2004. Operating profit before tax was 5% ahead
to €420m from €387m in 2004.

The key drivers of this profitability were strong volume

growth across all our businesses as we continue to be

ideally positioned to take advantage of the opportunities

’ B afforded by the booming Irish econormy, combined with a
2005 was anOther tight focus on cost conirol.

Yea_]_’ Of excellent In our banking business, permanent tsb, continued high -
' levels of new house completions and sirong mortgage -

performance in
our bU.SineS S levels, Total new loans issued increased 22% to €9.8bln

demand led to another year of record new business

led by new mortgage lending in Irela.nd which was ahead
28% to €6.3bln and consumer finance, principally new car
finance loans issued thro_ugh permanent tsb Finance,
which were also ahead 28% to €1bln. On the liability side
of the balance sheet, we did equally well with cur very
successful fee-free current account marketing strateqy
resulting in the bank opening a total of 67,000 new current
accounis and leading to a 27% increase in current account
balances which grew to €2.2bln.

Sales in all of our life businesses rose significantly in 2005
with total life new business sales (excluding [rish Life
Investment Managers) increasing 25% to €388m°
compared to €310m in 2004 driven by a 34% increase in
our retail business and a 17% growth in our corporate
business. Sales across all product lines and distribution

channels were strong.

In our retail business, regular premium savings were
ahead 47%, pensions ahead 36%, protection ahead 26%
while sales of investment products were ahead 25%. In
our corporaie business, protection sales increased 33%
while defined contribution inflows, led by a high level of

increments from existing schemes, were ahead 17%.

! The group has applied I1AS 32, LAS 35 and IFRS 4 from | January 2005.
Pro-forma resulis for 2004 have been restated to reflect those IFRS.
urless gtherwise stated all comparatives are (o pro-forma resulis.

! European embedded value basis as set out on pages 125 to 145.

* Unless otherwise indicated, all life and pensions sales are expressed as a
weighted annual premium equivalent ("APE") basis as set out on page 11.




(ILIM) had anothér very satisfactory year with new
fund inflows of €1.3bin helped by its position as the
best performing Insh pension fund manager over
three and five years in 2005 and the fact that the
consensus fund, which has a proven ten year track
record, remains the biggest selling product in the

market.

-

On the banking side of our business, the net interest
margin for the year was 1.25% which compares with a
margin of 1.40% in 2004. The principal reasons for the
rediuction in margin were, &s in previous years, the
requirement to fund the high levels of growth in new
lending largely in the wholesale money markets,
combined with an increase in the cost of holding
liquidity given market conditions during the year.
Notwithstanding this tightening in margins the sttong
volume growth which we experienced led to growth of
8% in net interest income in our banking operations.

On the life side of our business, new business margins
{on‘an APE basis) excluding [LIM increased to 20.4%
from 14.9% in 2004. A number of factors including a
favourable product mix, improved pricing on
protection products and lower unit selling costs all
combined to drive life margins to over 20% compared
to the group's target level of 17%. When combined
with very strong volume growth the improvement in
margins resulted in the life new business contribution
increasing 62% to €94m from €58m in 2004.

Cost management continued to be the focus of
significant management attention throughout all of our
businesses in 2005, In the Tetail life business, we
successfully completed'the Horizon project during the
year. The core objective of this project was a
fundamental redesign of the business process to
achieve operational efficiencies and leveraged use of
newer technology. Completion of this project leaves
our retail life business in an optimal position within the
marketplace and resulted in the lower unit costs
referred to above. Similar efficiency programmes are
in train in the bank, corporate business and ILIM and
cost management will continue to be a priority right
across the group going forward into 2006.

* Including own shares held for the benefit of life assurance policyholders.

.The outcome of the significant new business volumes

allied to tigtht cost control has been a' 9% increase in
operating profit before tax on an EV basis, which grew
to €420m from €387m in 2004.

Total earnings per share on an EV basis at 176 cent’
were 11% ahead of 2004 (158 cent).

During 2005, the group consclidated iis leading
position in the Irish retail financial services ’ ‘
marketplace. This combined with its extensive
distribution reach and range of products leaves the
group very well positicned to optimise the '
opportunities presented in the céntinued buoyém Irish
economy. The broader economy continues to provide
a perfect environment for our businesses and we are
confident of posting another successful performance

in 2006 and the year has started very well.

/

David Went
Group Chief Executive

3 April 2006
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Banking Activities

permanent tsb, the group’s banking division, has a
strategic objective of becoming the leading provider
of personal banking services in Ireland. The bank
follows a multi-channel distribution strategy
Incorporating a broadly based branch and agency
network, extensive broker support and the largest
direct sales force in the country supplemented by
telephone and internet banking facilities. In 2005,
permanent tsb retained its leadérship position in the
Irish residential mortgage and car finance markets
while continuing to improve its bancassurance and
current account market share. '

A major focus in the bank in 2005 was the
implementation of phase two of the business
transformation prograrmme, the planning for which
was undertaken in 2004 and which followed from the
successful completion of the TSB integraticn
programme iz 2003. The ohjective of the business
transformation programme was to improve efficiency
and effectiveness across all agpects of the business.

At the heart of the programme was the centralisation
of all our non sales-focused administration procésses
in order to concentrate resources on betier meeting
our customer needs. As part of the plan, new seli-
service technology was depldyed in the branch
network while back office administraiion systems
were re-engineered mn order to secure enhanced
productivity and cost efficiencies. Implementation of
the programme was largely successfully completed in
2005 and has resulted in significant efficiency gains
and cost reductions.

The planning of phase three of the transformation
programume was also completed in 2005, This phase
of the programme will focus on increasing the sales
productivity of the branch network. At the core of the
plan is the re definition of roles and responsibilities
within the branch and a re-engineering of our sales
piocesses in order to bring a sharper focus on sales
and customer service. Implementation of phase three
of the programme has commenced and successful
completion of the plan will be a significant focus of
management efforts during 2006.

Total loans and advances to customers at 31
December 2005 were €26.2bln, 24% ahead of the
outstanding balances of €21.1bln at 31 December
2004. Total gross new lending at €9.8bln was 22%
ahead of 2004 (€8.0bin) with the growth in balances
over the principal business lines as follows:

2005 2004 Growth

€m €m LY

Mortgage lending-Ireland* 17,774 14,551 22
Consumer finance 1617 1,381 17
Commercial lending 1,415 1,248 13

20,806 17,181 21
Mortgage lending
- UK (£5tg)* 3710 2756 35
Total lending (€m} 26.220 21,090 24

* Including securitised mortgages

The Irish morigage market continued to be exiremely
buoyant in 2005. Total gross new moertgages issued
were €6.3bln, a 28% increase on the £€5.0bln issued in
2004, Irish residential mortgage balances outstanding
increased by 22% to €17.8bln compared to €14.6bln
in 2004,

In the UK, mortgage demand was also robust with
Capital Home Loans, the group’s centralised
meoertgage lender, issuing Stgfl.4bln in gross new
mortgages in 2005 which was 6% ahead of the
Stgf1.3bln issued in 2004. Mortgage balances
outstanding in the UK rose 35% to Stg£3.7bln from
Stgf2.8bln at 31 December 2004.

" New consumer finance loans issued, which largely

relate to new car finance issued through permanent
tsb finance, were €359m, up 28% from €748m in
2004. The consumer finance loan beok increased
17% to €1.6bln from €1].4bln at 31 December 2004.
New commercial loans issued were ahead 8% to
£€383m compared to €353m in 2004 and the
commercial finance portfolio at 31 December 2005
was €1.4bln, up 13% compared to 2004 (€1.2bin).

During the year the group launched a significant
marketing campaign in the current account market on
the back of the new current account switching
protocol agreed within the industry. The campaign,
which ¢centred around a fee-free current account
offering, heavily suppoerted by media marketing and
advertising, was very successful and resulted in
permanent tsb acquiring 67,000 new current
accounts during the year. This campaign is continuing
In 2006 with similar levels of success being achieved.

Customer account balances increased 10% to
€12.8bin from €11.6bln in 2004 with particularly
strong growth experienced in cormmercial deposits
and current account balances which, spurred by the
current account campaign, were ahead 27% year on
year to €2.2bln.
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Rales of life and pensions products through the
permanent tsh branch network were €65m, an
increase of 20% on 2004 as productivity within the
branch network in terms of life assurance sales
continued to be best in class.

Life Business

The group's life business comprises three principal
operaiing divisions, Retail Business, Corporate
Business and Irish Life Investment Managers, each of
which operates in a defined secter within the life and
pensions marketplace in Ireland.

Overall the sales performance of the group in 2005
was excellent with reported life sales of €388m, an
increase of 25% over 2004 and inflows into-Irish Life
Investment Managers of €1.3bln compared to €1.6bln
in 2004 which included a number of very large ticket
mandate wins. '

Sales in the group's life business on an APE basis are
summarised betow:

2005 2004 Growth

€m €m %%
Retail Life 238 178 34
Corporate Life ' : 130 111 17
[rish Life International 20 21 (5)
388 310 (25
Investment (ILIM) - 132 . 180 (18)
520 470 11

The alternative PYNBF* measure of sales in each of
the group's principal life businesses are set out
below:

2005 2004 Growth

€m €m %

Retail Life 1,802 1,207 33
Corporate Life - 172 678 14
Irish Life Internationat 197 206 (4)
2571 -2,081 - 23

Investment (ILIM) 1,318 1,801 (18)
3,890 3882 ° 5

‘PVNBP (Present value of new business premiums) sales are '
calculated as total single premiums plus the discounted value of
regular premiums expected to be received over the term of the
contracts

Retail Business

The group's retail business concentrates on sales of
life and pensions products to the retail market in
Ireland. It is the market leader with a comprehensive
product range spanning protection, pensions,
Investment and regular savings,

In line with the bank, the retail business also follows a
multi-channel distribution strategy with independent
brekers, bancassurance (via permanent tsb), direct
sales, franchises, institutional (octher bank branch
networks) and telephonefmternet'channels providing
the business with unrivalled distribut'ion reach and
multiple customer access points. This distribution
reach ensures that the business is not overly
dependent upon any one channel.

Ina vefy favourable environment, retail life sales
increased 34% on an APE basis (33% on the PVNBP
basis) 1o €238m from €178m in 2004,

Sales were well ahead across all product lines and
distribution channels with growth in investments (up-

29%), pensions {up 36%) and protection preducts (up

26%) bei.ng particularly good. The growih in
investment sales reflects renewed customer
confidence in the investment markets with property'
unit linked funds being in particular demand. The
growth in pension sales is supported by sﬁong public
policy support and incentives while the buoyant )
morigage market is very supportive of protection
sales. The group believes that this strong sales ‘
performance has improved its overall market share
position in 2008. -

A notable milestone in the retail busmess in 2005 was
the completion of the Horizon prO] ect. This prOJect
which commenced in 2002, was an unqualified
success and has led to 51gmﬁcant efficiency

improvements across the whole of the retail business.

A measure of this success is that unit policy costs in
our retail business fell by 6% in 2005. The completioh
of this project and the efficiencies which have been
achieved leave the retail business in a very strong -
competitive position geing forward into 2008.

Corporate Business

The corporate business division is engaged in the
sale of group pension and risk schemes to employers
and their employees in Ireland. Corporate Business
has a leading position in this market with an
estimated market share of in excess of 35%.
Distribution is principally through pension consultants
and brokers (including Cornmarket, a specialist
affinity broker in which the group has a 75% interest)
with customer service levels being a key business

11
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driver. Corporate Business has achieved key
competitive advantage in the market through
continued and sustained investment in both staf and
technology in order to achieve significant
improvement in service levels and customer )
satisfaction. This focus on service level improvements
will continue to be a feature of the division's agenda
into the fuiure.

The economic backdrop for corporate business sales,
the key driver of which is employment and salary
growth in the Irish economy, continued to be very
favourable in 2005 with good increases in
employment (numbets employed were ahead 4%)
and salary levels which benefited the business. Sales
grew 17% to €130m from €111m in 2004 with strong
growth in all product categories and distribution
channels, particularly Cornmarket which turned in an
excellent sales performance. Defined contribution
sales were ahead 17% led by incremental sales on
existing schemes while protection and risk sales were
ahead 33% reflecting success in winning several new
schemes.

Investment Management

Irish Life Investmént‘Managers ("ILIM") provides
investment management services for the group’s life
and pensions business in addition to managing large
segregated funds. It offers a wide range of active,
consensus and multi-manager funds.

ILIM was the top performing pension fund manager
in Ireland in 2005 and 2004 and its flagship consensus
fund now enjoys a proven 10-year record of tracking
the benchmark index over all time frames. [LIM
generated total institutional inflows of €1.3bin in 2005
compared to €1.6bin in 2004 which included a
number of very large mandate wins. On foot of strong
sales and géod investment performance funds under
management increased 24% to €26.4bin from
€21.3bln at 31 December 2004.

Disposal of City of Westminster Assurance

In June 2005 the group completed the disposal of City
of Westminster Assurance Limited, a closed life 7
assurarnce business in the UK which was considered
non-core to the group. The consideration net of
transaction costs, of €63m was paid in cash. The loss '
arising on the disposal of €26m on an embedded
value basis includes a profit of €2m arising in the ’
period up to the date of disposal. The €26m loss on
disposal is reported below the line as a loss afier tax
on discontinued operagidns.

Treasury and Credit Risk

Treasury and credit risk throughout the group is
approved and managed in accordance with a set of
clearly defined policy statements and limits which
have been approved by the board. These policies and
limits are desigmed to safeguard the group's assets
while permitting sufficient operational flexibility to
ensure that an appropriate level of return is generated
for shareholders,

Treasury Risk Management

All treasury activities within the group's banking
operations are centralised within the Treasury division
which is subject to strict internat control and reporting
procedures which are monitered by the group's
Assets and Liabilities Committee, This Committee,
which operates under terms of reference which have
been approved by the board, is chaired by the Group
Finance Direcior and comprises members of senior
managerment, including the Group Chief Executive.
All of Treasury's activities are subject to limits on the
size and the nature of exposures which may be
undertaken. These limits are outlined in the Treasury
policy docurnent which is regularty reviewed by the
board. ' )

Liquidity Management

One of Treasury's primary responsibilities is the
management of liquidity within the group. In carrying
out this responsibility, Treasury’s principal objective is
to ensure that the group has sufficient funding
available, at an optimal cost, 1o meet the operational
needs of the group and to adhere to regulatory and
prudential requirements. In this regard, the group's
liquidity ratic at 31 December 2005 was 26%.

As a consequence of the high level of asset growth
experienced by the group's banking operations in
2005, Treasury was particularly active raising a total of
€6.1bIn in the wholesale funding markets (including
€395m in tier 2 capital a portion of which has been
used to prefund future new business growth

requirements).

The range of funding sources utilised by the group,
which includes medium-term note issuance,
commercial paper and morigage securitisation, in
addition to the short-term inierbank market, reflects
a policy of strategic diversification to prevent over
reliance on any individual market. The group
continues to maintain high quality long-term senior
debt ratings with a Moody's Investors Service rating
of "A1" and an equivalent rating from Standard and
Poor's of "A+". These high quality credit ratings help
to increase the availability and reduce the cost of
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whotesale funds 1o the group. As part of its li qm dlry -

management responsibilities, Treasury is also
charged with the optimal investment of the group's
liquid assets. In carrying out this function, Treasury
invests in a range of interest rate Instruments subject
to strict board approved limits. .

Non-trading Book Exposure Management

Treasury is also responsible for ensuring that the
expostre to movements in interest and foreign
currency exchange rates arising in the non-trading
book of the group's banking operations is maintained
within limits set by the board. The non—tra'djng book
comprises the bank's retail and corporate deposit.
books and its loan book combined with the inter-bank
book, wholesale funding instruments and the licuid
asset investment portfolio, which is managed by
Treasury. Interest rate risk arises due 1o the fact that,
in both the Retail and Treasury areas, certain assets
and lhiabilities carry fixed rates (e.g. fixed rate
mertgage products). Foreign currency exchange risk
arises due fo the fact that the group's banking
operations conduct business in a range of currencies,
prmcipalljr Euro, Sterling and US dollar. It is tlrlle‘
group's policy to hedge al! foreigm exchange risk as it
arises. Interest and foreign currency exchange rate
exposures arising in the non-trading book are
managad o ensure compliance with IAS 39 'Financial
Instruments” using a range of conventional hedging
instruments including interest rate and currency
swaps and forward rate agreements.

In managing exposures arising in the non-trading
book, the group uses a Value at Risk (VaR) model. The
VaR methodology used is an industry standard
methodology for market risk measurement. VaR
provides an estimate of the loss which will result from
market movements over a given period of time within
a specified probability of occurrence. Risk is
calculated as the probable maximum 19ss in value
that could arise in a ten day time horizon from
movements in interest and foreign exchange rates
with a 99% degree of probability. This means that
there is a one in one hundred chance that any
Ppotential loss could be greater than that estimated
using historical experience of daily price volatility in
interest and foreign exchange rates of the prewous
150 days. o

The prices of similar financial instruments do not
move in exact step with each other and, as a result,
the total risk contained in a portfolio of different
f“manc1al instruments cannot be calculated by takmg
the sum total of the individual risks. The VaR
methodology employed by the group calcula1e5 the

risk in each instruriént held in the portolio and
measures the impact of diversification of the risk of
the portfolio using an industry standard methodology
called the variance-co-variance approach.

As with any market risk measurement system, the VaR
methodology utilised by the group has recogmised
limitations. VaR does not measure "event’ (e.q. crash)
risk or capture assumptions about the range of lﬂce]y
changes.in future market conditicns, including
behavioural assumptions about the varigus types of
assets and liabilities (particularly those arising from
retail transactions). Accordingly, the group
supplements its VaR methodology with other risk
measurement techniques including sensitivity
analysis, which are best able to assess potential
exposure 1o pre-defined moves in individual risk
factors. '

Within the non-trading book, the group accepts a
degree of market price risk subject to the VaR,
calculated as set out above, remaining within
specified limits which are set by the board. At 31
December 2005, the VaR exposure of the group's
bank non-trading book was €2.0m (2004: €3.9m).
Further details of the exposures covered in the bank's
non-trading book are set out in note 53 to the financial
statements. ’

Foreign exchange exposures arise in the non-trading
book due to the fact that the bank conducts business
in a range of currencies. All foreign currency
positions arising in the non-trading book are
transferred to the trading book as they arise.

Trading Book

In addition to the responsibility for managing the
liquidity and interest rate exposures arising in the
banking operations' non-trading book, Treasury
trades in licuid interest rate and foreign currerfcy
exchange rate instruments, and derivatives therecf, in
order to profit from shart-term changes in market
values. Trading bock exposures are subject to strict
limits which have been approved by the beard.

" Interest rate exposures within the trading book are

measured using VaR. The methodology employed is
the same as that utilised in respect of the non-trading
book set out above. At 31 December 2003, the VaR
exposure of the group's bank trading bock was
€0.1m. Foreign currency exposures are measured by
reference 10 open positions; (the sum of all long and
short positions). All financial instruments held for
trading purposes are clearly designated and are held
separately from other holdings and all tradmg
positions are marked to market.

13
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Credit Risk Management

Credit risk throughéut the group is approved and
managed in line with a set of clearly defined policy
statements, which have been approved by the board.
Credit activities are monitored and controlled by the
Group Credit Committee which is chaired by the
Group Finance Director and comprises members of
senior management (including executive directors).

The Group Credit Committee is responsible for
developing and implémenting credit policy within the
context of the overall credit policy approved by the
board. The group credit policy statement provides for
tierad levels of discretion with regard to acceptance
of credit exposures. Individual discretion limits are set
by reference to the extent of the individual's
experience, proven competence and the nature and
scale of lending undertaken in the relevant business
units. Lending proposals above individual discretion
limits are referred to business unit credit committees,
the Group Credit department, Group Credit
Committee or the board, as appropriate. The Group
Credit department is responsible for monitoring
overall credit quality, adherence to credit j:olicy and
carrying out regular portfolio analysis.

Life Business Market Risk

[nvestment activity in the group’s life business is
carried oul in accordance with a board approved
investment pelicy. This policy is designed to ensure
that investment activity is carried out in a prudent and
controlled manner.

Within the group’s life unit linked business, liabilities
are fully matched with unifised assets with all market
related risk directly borne by the policyholders. The

" principal market risk to which the shareholder is

exposed relates to the holding of assets to support
non;liniced liabilities, the provision of discretionary
participating contracts, initial funding of new unit
linked funds, timing differences in the allocation of
units in unit funds and the investment of free
reserves/capital.

The asset mix for non-linked business is managed to
be consistent with the objective of optimum maiching
and immunisation against the effects of movements in
interest rates. The shareholders' free reserves / capital
are invested in a mix of lower risk assets consistent
with the objectives of maintaining the solvency of the
company and limiting direct shareholder equity

‘matket exposure.

Shareh'older market risk exposures are reported to
and monitored by the group's Assets and Liabilities
Committee. The Committee ensures that the

investment activity carried on, either directly or on- -
behalf of the life business, is consistent with the
group's policies and procedures laid down for asset
and liability risk management.

In addition each individual business unit operates an
Investment committee comprised of senior executives
from the business and a representative from ILIM.
These committees monitor fund investrnent mandates,
the performance of funds against benchmark, the
timeliness and accuracy of the allocation of units in
unit funds and the duration matching of shareholder
assets backing non-linked liabilities.

Life Insurance Risk

The main lifé assurance risks are mortality risk and
morbidity risk. Morsality risk arises in two distinet
areas, on assured lives where payments are made on
the death of an individual, and on annuitant lives,
where payments are made to an individual for a
period before they die, such payments ceasing on
death. Morbidity risk relates to payments made 1o
individuals in the event of illness. These paymenis
could be single lump sums or paid at reqular -
intervals.

The risks are assessed at the time the policy is
i1ssued. This involves the completion of forms with
relevant questions and may require medical
examination. The underwriting of the risk takes place
in light of the answers to the questions, the results of
the medical examination and limits for risk cover
developed over many years of experience. Most
proposals for risk cover are accepted at "ordinary
rates”, a certain propoeriion of proposals are offered .
cover at a charge in excess of "ordinary rates”, while
a small percentage of proposals are declined. The
underwriting limits are reviewed regularly by the
company.

The company operates retention limits, whereby the
amount of risk cover held by the company on any cne
individual case, or on a group of cases, is restricted to
set amounts. Cover beyond these limits is reinsured
with external reassurance companies. The main
objective of the reinsurance is to ensure that likely
statistical fluctuations of risk claims amounts are
within acceptable levels from capital and profit
perspectives. The reinsurance arrangements come in
a mzmber of forms, they can be on a quota share
basis where a percentage of the total risk is reinsuréd
or on a surplus basis where the excess over a given
retention amount is reinsured, or a combination of
these approaches. At present all new annuity business
is 100% reinsured. The external reassurance
companies used must meet minimum financial
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strength requirements as measured by credit rating
agencies. A complele reassurance strategy is in
place. This is updated annually and reviewed by the
Group Assets and lLiabiliies Committee befora being
brought to the board for approval,

Corporate Resi:onsibility

Irish Life & Permanent is a successful and profitable
group. It owes that success to many factors — not least
the very successful ecenomy in which it operates. Its
success also depends on the will and commitment of
its staff and management, the support of its
shareholders and other providers of capital and of
course the support and loyalty of its customers and -
business intermediaries who buy and sell its products
and services,

With success comes a greater recognition and
appreciation of the roles and contribution of these and
other stakeholders. The group also recognises its
respoensibilities as a business to them and the wider
community and society in which it operates.

Corporéte' fespohsibiliry in the group is about how it
views its oBhgations to its various stakeholders and
how it lives up to those obligations in practice. The
challenge is to balance its responsibilities to each of
its stakeholders in a way that creates a successful and
sustainable business in the long term.

In Irish Life & Permanent we have devefoped a
Corporate Respons1bﬂny programme to address
issues such as: what are our values as a company and
how do we apply them? what are our standards of
customer care? how much involvement do we have
with our local communities? what are we doing to
reduce an impact on the environment? We have
appointed a full-time Corporate Responsibility (CR)
Manager and we are commitied to developing a full
and balanced CR programme for the group. Details of
our corporate responsibility initiatives and actions in
2005 and our plans for 2006 are set out in our
Corporate Responsibility Report 2005 which is
available on our website at www.irishlifepermanent.ie

Accountmg Policies
Statutory Pmanc1a] Reporting —~ IFRS Changes-

IFRS came into effect from 1 January 2005 as the new
statutory financial reporting basis for the group. It
recuires the adoption of new accounting policies and
new financial reporting formats which-are very -
different from those previously used.

A summary of the principal changes under IFRS and
the embedded value methadology is set oul below.
Note 4% to the financial statements reconciles

previously reported ROI GAAP to IFRS for 2004 and
the group has published a detailed guide in relation
to these changes and how they affect the group which
is availlable on iis website wwwirisﬁlifepermanemie

Group

At group level the most noticeable change relates to
the format and presentation of the group’s
consolidaied financial statements. We are no longer
permitted in our primary financial statementis to
provide separate banking and life assurance profit &
loss accounts and balance sheets. The three main
components now contributing 1o earnings — banking,
life assurance and the associate general insurance |
business — each with a different accounting basis are
compressed into a single profit & loss account. The
segmental informaticn is provided in the notes to the
financial statements.

The adoption of the IFRS policy on pension
accounting by the group requirés the recognition and
provision for pension fund deficits (which would ha';'e‘
prewously been just dlsclosed) in the fmanc1al
statements. Scheme deficits at January 1 2004 were
recognised in the balance sheet. Adopting the
"corridor appreach” subsecquent movements are only
recognised to the extent that they exceed 10% of
pension scheme assets or liabil;ties.

Cther ch:;mges at group level arise from the standards
on the ireatment of goodwill and share based
compensation. Goodwill is no longer amortised and-
the new accounting rules in relation to options require
that the cost of any options issued must be charged in
the income staternent. '

Banking

The impact of IFRS on reported banking ea{nihgs has
principally to do with the spreading of discounts ,énd'
commissions / fees (payable and receivable) over the
expected life of a loah and prohibitfon of general
provisions, most particularly general bad debt
provisions. )

L.ife‘ Assurance

Accounting for life assurance or long-term insurance
business under IFRS requires splitting the business
between "insurance” contracts and “investment’.
contracis with the defining feature of insurance
coniracis being that they must contain significant
insurance risks. The business represented by ,
Insurance contracts can continue to be accounted for
as heretofore - that is on an embedded value basis.
However the majority of Irish Life's business, being
unit-linked, falls into the investment category under

15
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IFRS. This investment business is now to be accounted
for effectively on an accruals or quasi-cash flow basis
under IFRS rather than the current embedded value
basis. This accruals basis requires, inter alia, the
immediate write-off of fixed acquisition costs
(whereas front end fees received are spread over the
life of the contract) and can produce misleading
outcomes in reporting the profiis on long-term
savings and pension business.

Alternative Group Reporting — European
Embedded Value

Irish Life has, since its flotation in 1991, adopted
embedded value accounting as its primary reporting
basis for its life assurance activities. While supporting
the stated objectives of IFRS the group, and the life
industry in general, is of the view that the new IFRS
basis is unsatisfactory in-terms of the measurement
and reporting of the profitability and the value added
from writing long-term life assurance business,
specifically what it is now categorised as "invesiment”
business. Accordingly, the é‘roup continues to manage
all its life assurance business on the basis of
embedded value metrics and to provide embedded
value results to shareholders and the market by way
of supplementary financial reporting.

Embedded value seeks to measure the value of the
sharehelders' interest in & life assurance business,
This consists of the sharsholders' equity —
represented by net assels — plus the present value
(i.e. a discounted cashflow) of future profits to be
earned from the existing book of in-force business
less the cost of required capital. Future profits are
estimated using actuarial methods and best
estimate assumptions regarding future expenses,
lapses, mortality, interest rates etc. Embedded
value does not include any value attributable to future
new business.

Embedded value attempis to provide a realistic
measure of value creation in a life assurance business
which conventional accounting fails to do. However, -
historically a lack of transparency and consistency in
methodologies across companies has hampered
comparability. In May 2004, a group representing the
Chief Financial Officers of major Ewropearn insurers
published a statement of European Embeslded Value
("EEV") principles. These principles provide a
framework for calculating and reporting
supplémentary embedded value information.

The IL&P group has adopted the new EEV frarmmework -
for the financial reporting of all its group results from:
2005 (with comparatives for 2004). In the group EV
basis results life assurance activities — covering both
insurance and investrment contracts — are accounted

for on an embedded value basis and banking and
other activities are accounting for on an IFRS basis.

Consolidated Income Statement
For the year ended 3! December 2005

2005 2004
€m €m
Operating profit on
continuing operations
Insurance and investment 222 182
Banking 148 139
Cther 4) -
366 331
Share of associate 54 56
EV Basis - Cperating profit
before tax on continuing operations 420 387
Short-term investrnen: fluctuations 94 28
Effect of economic assumption )
changes 13 30
Other credits 4 21
EV Basis - Profit before tax 8531 464
Taxation ' (16)  (33)
Government levy (12) (12)
EV Basis - Profit after tax
on continuing operations 503 419
EV Basis - (Loss)/profit after
tax on discontinued operations (26} 10
EV Basis - Total profit after tax 477 429
[FRS adjustments in respect
of insurance and investment
contracts (pro-forma basis) (124) (T4)
[FRS profit for year : 353 335" .
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Group Overview
IFRS Results*

The statutory profit (after tax) on continuing activities
for the year ended 2005 was €353m*, in line with the
2004 outcome of €358m. The 2005 outcome includes
a charge of €28m in respect of the uplift in the value
of shares held for the benefit of policyholders. The
increase in value of Irish Life & Permanent shares
during 2005 increases policyholder liabilities but
under IFRS the corresponding increase in the assets
cannot he recognised. The corresponding charge in”
2004 was €6m. [n addition the 2005 outcome includes
a charge of €13m in respect of properties held within
the life assurance fund to reflect increases in the value
of properties occupied by the shareholder. Under
IFRS the corresponding increase in the value of the
assets is taken direcily to reserves. Adjusting for these
two items the underlying statutory profit (after tax on
continuing operations) increased by 9%.

The underlying growth in the statutory after tax profit
on centinuing operations reflects strong new business
growth in both the banking and life businesses,
combined with good growth in investment markets
and tight cost control. In the bank total loan balances
outstanding increased 24% to €28.2bln (2004:
€21.1bln) with total new loans issued of €9.8bln
(2004: €8.0bln). The principal driver of this growth
was a 22% increase in residential mortgages
outstanding in Ireland which grew to €17.8bln from
€14.6bln in 2004, This growth in assets combined with
growth of 27% in current account balances
outstanding which increased to €2.2bin from €1.7bln
was the principal reason for the 7% increase in net
interest income which grew to €366m from €341m

in 2004,

In the life business, new business issued (including -
fund flows into ILIM) on an APE basis increased by
25% 1o €388m (2004: €310m). Gross inflows into ILIM
were €1.3bln compared to €1.6bln in 2004. The strong
growth in insurance new business is reflected in the
10% growth in premiums on insurance contracts
which increased to €484m from €442m in 2004 and a
change in shareholders’ value of in-force business of
€76m which was significantly ahead of 2004 (€28m).
The growth experienced on the life business
investment contracts served to depress the reported
growth in statatory basis pro-forma profits due to the
manner in which revenues and sales costs are treated
under IFRS.

* As set out in the basis of preparation the group has applied IAS 32,
1AS 39, and [FRS 4 from ! January 2005. Pro-forma 2004 results have
been restated to include the impact of these [FRS. Unless otherwise
stated all comparatives are 1o pro-forma results.

Administrative éxpenses increased 10% to €470m
from €428m in 2004. The 2005 costs included €11m in
restructuring charges in the bank, €8m development
costs in the life business (2004: €4m) and the cost of
employee share options of €6m (2004: €1my.
Adjusting for these itemns the underlying level of cost

growth was 5%.

Lastly the post-tax profits achieved in Allianz, a
general insurance busingss in which the group has a
30% interest, were €54m, slightly down on the 2004
level of €56m.

EV Basis Results

The profit after tax on continuing operations
increased 20% to €503m from €419m in 2004
principally reflecting strong life embedded value
earnings and a reduced life tax charge in the year.

At operating profit level earnings increased by 9% to
€420m from €387m in 2004, This growih principally -
reflects the increase of 16% in the contribution from
the group's life assurance activities driven by
sigmificant growth in new business profits which were
ahead 62% to €94m. Banking profits which were
ahead 5% to €148m from €139m in 2004 were
negatively impacted by €7 in trading losses in the
first half of the year which arose on positions which,
under IFRS, fall to be marked to market. Excluding
this item underlying pre-tax profits in the bank were
ahead 10%. ' ‘

The post tax contribution from the group’s holding in
Allianz (Ireland), a general insurance business, was-
€54m compared to €56m reported in 2004, This _
reflects a strong underwriting result, which includes
prior year reserve releases, in continuing favourable
market conditions and the impact of the good
investment markeis which prevailed throughout the
year.

The growth in investment markets in 2005 resulted in
positive short term investment fluctuations of €94m

" (2004: €26m) in the group's life assurance operations.

This principally reflects the boost to unit-linked

. management fees as a result of the growth in

policyholder funds which have benefited from the
strong investment markets in 2005 and exceeded the
embedded value assumptions.

The 2005 outcome also includes a positive impact of

€13m arising from changes to the economic

assumptions used to calculate the life assurance

embedded value (2004: €30m). This principally

reflects the reduction in the risk discount rate used to

compute the embedded value from 6.7% o 6.5% and

which in turn reflected a reduction in euro gilt rates. 17
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The taxation charge of €16m is made up of a €42m
charge on life and banking operating profits — giving
an effective tax rate of 11% - offset by a deferred tax
credit of €26m principally related to the short term
investment fluctuations of €94m. This offset reflects
the reinstatement of certain tax credits which were not
previously regarded as recoverable within the EV
assumptions.

The bank levy charge of €12m which has heen a
leature of the group's tax charge for the past three
years will not recur going forward.

The 2005 cuicome includes a loss after tax on an EV
basis of €26m which was incurred on the disposal of
City of Westminster Assurance, the group's closed life
assurazce business in the UK, which is reported
below the line as a loss after tax on discomtinued
operations. The sale of this company occurred on 2
June 2005 for a consideration, after transaction costs,
of €63m. The loss arising on the disposal of €26m
includes a profit of €2m arising in the period up to the
date of disposal.

The total profit after tax for the year ended 31
Becember 2005 was €477m, an 11% increase on the
2004 outcome of €429m.

Banking Business

The results of the group's banking business for the
year ended 3] December 2005 are set out below:

2005 2004

€m €m

Net interest income 377 349

Other income 40 39

Trading income (D 6

413 394

Administrative expenses (255) (245)

Impairment provisions (12) (10)
Operating profit before tax

and exceptional itemns 146 138

Investment gains 13 -

Excepticnal costs {11) -

148 139

The operating profit before tax and exceptional items
generated by the group’s banking business increased
5% to €146m from €139m in 2004. The 2005 outcome

was negatively impacted by trading losses of €Tm
which arose on positions marked to market under
IFRS. These positions were closed out in the first half
of the year. Thase losses could not be offset by €12m
of gains which arose on the closing out of interest rate
positions on transition to IAS 39 and which are
required to be amortised over three years, Excluding .
this negative item, the underlying pre-tax operating
profit in the bank was ahead 10%. N

Net interest income rose 8% to €377m from €349m in
2004 driven by continued strong growth in new
lending, with asset balances growing 22%, and
current account balances which offset the impact of
increased levels of wholesale funding on the net
interest margin.

The net interest margin in 2005 was 1.29% which
compares with a margin of 1.40% in 2004. The
principal reason for the reduction in margin was, as
expected, the requirement to fund the strong growth
in new lending and associated 25% licuidity
recuirement largely in the wholesale money markets.

Other income at €40m compares to €3%m in 2004 and
reflects a modest level of growth in current account
and related fee income following on from the very
successful fee-free current account marketing
strateqy in which the bank engaged in 2005. A total of
67,000 new current accounts were opened in the
bank in 2005 leading to a 27% increase in current
account balances which grew to €2.2bln.

Other income reported in the bank includes no
contribution from bancassurance sales, the earnings
from which are included in the pre-tax profit reported
in the group's life assurance activities. Sales of life and
pensions preducts in 2005 were €65m on an APE
basis, an increase of 20% on 2004. Pre-tax operating
profits achieved con the bancassurance book of life
business in 2005 were €46m, up 26% on the 2004
level of €37m.

Trading income for 2005 was a negative €4m
compared to a positive €6m achieved in 2004. As
noted above the 2005 outcome arose due to certain
positions taken in financial instruments which fall to
be accounted on a mark-to-market basis under IFRS.
These positions were ¢losed out in the first half of the
year and generated trading losses of €7m. The losses
in the first half can be regarded as non-recurring and
were reduced by €3m of trading profits in the second
half of the year.

Administrative expenses increased 4% to €255m from
€245m in 2004. Included in the 2005 outcome is a
charge of €3m in respect of the cost of employee
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share options under IFRS2. Excluding this item cost
growth of 3% compares favourably with the level of
underlying salary inflaticn within the Irish economy:
Cost management continues 1o be a key focus within
the bank in 2008.

Impairment provisions against loans in 2005 were
€12m compared to €10m in 2004 and reflect the very
good credit quality which prevails within all of the
group's loan portfolios, where realised bad debt
losses are insignificant. Provisions held against the
portfolios continue to be conservative,
notwithstanding the write back of generat provisions
necessitated by IAS 39, with reserves of €52m
compared to an arrears of €38m at 31 December
2005.

Exceptional costs of €1 1m reflect the costs of a .
restructuring plan which is presently underway in the
bank in relation to phase three of the transformation
programme. The objective of the plan is to improve
the cost efficiency and sales capability of the
organisation. [t is anticipated that the restructuring
plan will be completed in 2006 and that it will have a
significant positive impact on costs and revenues
going forward.

Invesiment gains of €13m represent an uplift in the
value of investment properties which are held by the
bank.

Insurance and Investment Business

The results of the group's insurance and investment
business presented on an EV basis for the year
ended 31 December 2005 are set out below:

2005 2004
€m €m
New business contribution 94 58
Contribution from in-force business
Expected return
In-force 74 69
Net worth 20 19
Experience variances 15 11
Assumption changes {net of
development expenditure)} 19 35
128 134
Operating profit before tax 222 152

The operating profit before tax on the group's life
business was €222m in the year ended 3} December
2008, a 16% increase on 2004. This reflects a 62%
increase in the new business contribution which
improved to €94m from €58m in 2004 and which
more than offset a 4% reduction in the contribution
from the in-force business {from €134m to €128m in
2005) which was principally due to a €16m reduction
in the level of assumption changes falling from €35m
in 2004 to €19m in 2005.

The expected return cn the in-force book increased
1% from €69m to €74m: as the growth it the book
offset the reduction in the risk discount rate. The
expected return on net worth relates to earnings on
shareholder assets including solvency capital and is
calculated by reference to the assumed long term
returns on property and where relevant equities”
combined with the actual earnings on shori-term
cash. The return of €20m in 2005 is in line with 2004,

Experience variances were positive at €15m
compared to €11m in 2004 with strong risk
experience achieved during the year on both
mortality and morbidity.

The retail business successfully completed the
Horizon project during 2008. The core objective of
this project was a fundamental redesign of the
business process to achieve operational efficiencies
and leveraged use of this newer technology. In the .
year ended 31 December 2005 development
expenditure of €8m (2004: €4m) on the project was
written off against assumption changes as additional
synergy gains arising from the deployment of the
technology and the migration of policies from older
systems were realised during the year. The
capitalised impact of these synergy gains, a positive
€8m in 2005 (2004: €4m), has been recognised as a
positive change in operating assumptions.

The other operating assumption changes (excluding
Horizon impacts) of €15m in 2005 principally relate to
continued sustained improvements in morbidity
experience and improved cost efficiencies within the
business. These improvements have been capitalised
within the embedded value. The operating
assumption changes in 2004 of €35m principally
related to the capitalisation of improved mortality
experience.

The assumptions undetlying the embedded value
continue to be prudent.

The new business contribution for the year énded 31
December 2005 increased 62% to €94m from €58m

in 2004. The principal reason for this significant uplift 19
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in new business contribution was a 25% increase in
life new business sales (excluding ILIM) to €388m on
an APE basis in 2005 combined with improved new
business margins and a favourable product miix.

Overall new business margins, excluding ILIM, were
20.4% compared o 14.9% in 2004, Including ILIM
new business margins were 18.1% (2004: 12.4%)
made up as follows:

2005 2004

% %

Life 204 148
Investment (ILIM) 11.4 76
181 124

A number of factors including a favourable product
mix, improved pricing on protection products and

" lower unit selling costs all combined to drive life

margins in excess of 20% compared to the group's
target of 17%. The increase in investment margins is
largely due to the mix of business as 2004 sales
included a number of very large low margin
mandates.

When calculated on the basis of present value of new
business premiums ('PYNEP") margins improved from
1.6% in 2004 to 2.4% in 2005 which is broadly the

same order as the improvement under the APE basis.

The PVNBP margin is as follows:

2005 2004

% %

Life 3.1 2.2
Investment (ILIM) 1.1 0.8
2.4 1.6

. Capital and Liquidity

The group's capital and licuidity position continues to
be strong. The Tier 1 total capital ratio at 31
December 2005 was 12.6% (31 December 2004:
11.2%) while the liquidity ratio within the group's
banking business was 26% (31 December 2004:
25%}. The solvency margin in Irish Life Assurance ple,
the group's principal life business was covered 1.7
times by available assets (31 December 2004: 1.7
times).

Dividend

The directors have proposed a final dividend of 42.8
cent per share. Subject to shareholder approval the
dividend will be paid cn 31 May 2006 to shareholders
on the register as at 28 April 2006. The ex-dividend
date is 26 April 2008. The final dividend will bring the
total dividend for the year to 60.5 cent, an increase of
10% on the 2004 total dividend of 55.0 cent per share.
The dividend is covered 2.9 times by total profit (2.2
times at the operating profit level) and represents an
appreximate yield of 3.2% on the basis of the share
price at the beginning of March 2008.
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David Went
Group Chief Execulive

Denis Casey Peter Fitzpatrick Kevin Murphy
Chief Executive — permanent tsh Group Finance Director Chief Executive — Irish Life Retail

Donal Casey David Gantly . Gerry Keenan David McCarthy
Chief Executive — Corporale Business Group Treasurer Chief Executive - Irish Life Group Chief Financial Officer
Investment Managers . .

Bruce Maxwell Niall Saul Hilary Flood Brendan Healy
Chief Actuary Group Head of Humnan Resources Group Chief Risk Officer Group Chief Information Officer
and Orgarisation Development
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The directers present their anrual report and audited financial stalements to the shareholders for the year -
ended 31 December 2005

Results

The group profit for the year atiributable to equity holders was €353m (2004: €419m) after taxation and was
arrived at as shown in the consolidated income statement on pages 38 and 39, €12m has been transferred from
non-distributable regerves (2004: €173m to non-distributable reserves) with the balance of profit after allowing
for dividends (€152m) and the purchase of own shares to be transferred to distributable reserves.

Dividends

An interim dividend of 17.7 cent per share, which amounted to €48m, was paid on 16 November 2005, The
directors have proposed a final dividend of 42.8 cent per share which amcunts to €1 16m. This will, subject to
the approval of the shareholders, be paid on 31 May 2006. The total dividend for the year is 60.5 cent per share
(2004: 55.0 cent), which amounts to €164m (2004: €145mn).

Review of the business and likely future developments

A detailled review of the group's performance during the year and an indication of likely future developments
are set out in the Chairman's statemnent on pages 6 to 7 and in the Group Chief Executive’s Review and the
Overview of Business Performance on pages 8 to 20. Information on the principal risks and uncertainties and
key performance indicators in the business as required by Eurgpean Accounis Modernisation Directive
(2003/51/EC) are included in the Overview of Business Performance and in note 53 in the financial statements.

Accounting policies .
As recuired by European Unien (EU) law frorn 1 January 2005, the financial statements have been prepared in
accordance with International Financial Reporting Standards ("[FRSs") as adopted by the EU as set out in the
group accounting policies on pages 48 to 59. .

Corporate Governance
The Directors’ Report on Corporate Governance is set out on pages 24 to 28.

Capital

During 2005, 1,963,452 shares were issued for a total consideration of €23m under the group's share option
schemes. At 31 December 2005 Irish Life Assurance plc, a subsidiary of the group held 8.0m (2004: 7.1m)
shares representing 2.9% (2004: 2.6%) of the issued share capital of the company. These shares are held on
behalf of policyholders.

Under the authority granted at the 2000 AGM and renewed at the 2004 AGM the company can make on-market
purchases of its own shares. This authority was not exercised in: the course of 2005,

Directors

The names of the directors, iogether with a short biographical note on each, appear on pages 4 and 5. Gillian
Bowler, Kieran McGowan and Kevin Murphy retire by rotation in accordance with the Articles of Association and
being eligible offer themselves for re-election. Philip Lynch retired from the board on 20 May 2005 and Brian
McConnell retired from the beard on 30 June 2005,

Details of the directors' and secretary’s interest in the share capital of the company and of transactions involving
directors are set out in note 52 to the financial statements.

None of the directors' service contracts have notice periods exceeding 12 months.
Interests in the ordinary shares of the company
The directors have been notified of the following substantial interests in the issued share capital of the company

as at 29 March 2008:

Bank of Ireland Asset Management Ltd. 7.0%
Capital Group 4.6%
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Accounting Records
The directors believe that they have complied with Section 202 of the Companies Act, 1990 with regard to
books of account by employing financial personnel with appropriate expertise and by providing adequate

resources to the financial function. The books of account of the company are maintained at principal offices and

branches of the company as listed on pages 146 and 147.

Political Donations
The directors have satisfied themselves that there were no political contributions, which require disclosure
under the Electoral Act 1997,

Subsidiaries and associated companies
The principal subsidiary and asseciated undertakings and the group's interests therein are shown in note 51 of
the group financial statements.

Branches outside the State

Irish Life & Permanent plc has established branches, within the meaning of Requlation 25 of the European -
Communities (Accounts) Requlations, 1993 (which gave effect to EU Council Directive 86/666/EEC), in the
United Kingdom.

Independent Auditors

In accordance with Section 160(2) of the Companies Act, 1963 the Auditors, KPMG, Chartered Accountants, will
continue in office.

On behalf of the Board

Gillian Bowler ] David Went

Chairman Group Chief Executive
Peter Fitzpatrick Ciaran Long

Group Finance Director : Company Secretary

3 April 2006
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The directors endorse the 2003 Combined Code on Corporate Governance which sets out Principles of Good
Governance and a Code of Best Practice and which was appended to the Listing Rules of the Irish and Londen
Stock Exchanges. The directots have reviewed the group's corporate governance arrangements in the light of
the 2003 Code and believe that they are fully in compliance.

The directors have developed a code of practice, which deals with, arnong other matters, issues of corporate
governance. This code of practice is designed to ensure that the main principles and the supporting principles
of good governance set out in Section 1 of the 2003 Combined Code are applied within the group.

Role of the Board

There is an effective board to lead and control the group. The board has reserved to itself for deciston a formal
schedule of matters pertaining to the group and its future direction such as the group’s commercial strategy.
major acquisitions and disposals, board membership, appointment and removal of the Company Secretary,
executive remuneration, trading and capital budgets, and risk management policies, All strategic decisions are
reserved to the board. Documented rules on management authority levels and on matters to be notified to the
board are in place, supported by an organisational structure with clearly defined authority levels and reporting
responsibilities.

The board currenily comprises seven non-executive and four executive directors. Biographies of each of the
directors are set out on pages 4 and 5. The roles of the Chairman and the Group Chief Executive are separated
and are clearly defined, set out in writing and agreed by the board. The board considers all the non-executive
directors to be independent of management and free of any business or other relationship which would
interfere with the exercise of their independent judgement. In particular, the board notes that Eamonn
Heffernan is a former partmer of Mercer Human Resource Consulting ('Mercer”). Mercer, as pension
consultants and actuaries, has a material business relationship with the group. The board is satisfied that
Eamonn Heffernan's prior invclvement with Mercer is such that it does not interfere with his independent
judgement. The board has nominated Kieran McGowan as the senior independent non-executive director.

The board has seven scheduled meetings per year and also meets on other occasions as considered
necessary. Full board papers are sent to each directer in sufficient time before board meetings and any further
papers or information are readily available to all directors on request. The board papers include the minutes of
all committee meetings which have been held since the previous board meeting and the Chairman of each
committee is available to repori on the committee’s proceedings at board meetings if appropriate. Attendance
al scheduled board and commiitee meetings is outlined on page 28. The board receives formal reporis on
group compliance matters at each of its meetings.

The board has a formal performance review process to assess how the board and its committees are
periorming. This process, facilitated by an external consultant, comprises a detailed and rigorous examination
by directors of all aspects of board and committee performance. A report produced by the external consultant
identifies any measures which can enhance this performance and these are considered by the fill board. The |
performance of each individual non-executive director is assessed by the Chairman and is discussed with the
director concermed. The non-executive directors, led by the senior independent director, evaluate the
performance of the Chairman, taking into account the views of executive directors, All performance reviews
take place on an annual basis.

The Chairman meets at least once a year with the non-executive directors without the executives prasent.

Procedures are in place for directors, in furtherance of their duties, to take independent professional advice and
training, if necessary, at the group's expense. The group has arranged directors’ and officers’ liability insurance
cover in respect of legal action against its directors. Appropriate training is arranged for directors on first
appointment and the Chairman also ensures that the directors continually update their skills and knowledge
through appropriate seminars and presentations. The Company Secretary is responsible for advising the board
through the Chairman on all governance matters.

All directors have direct access o the Company Secretary.

Where directors have concerns which cannot be resolved about the running of the company or a proposed
action, they will ensure that their concerns are recorded in the board minutes. On resignation, a non-executive
director will provide a written statement to the Chairman, for circulation to the board, if they have such
COICcerns.
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Board Committees

The board has established a number of committees which operate within defined terms of reference. These
committees are the Audit Committee, the Remuneration and Compensation Committee and the Nomination
Committee, all of which are commitiees of the board. All of these committees are composed of non-executive
directors all of whom are considered by the board to be independent. Membership and Chairmanship of each
committee is reviewed at least every two years. Detailed terms of reference for each of the committees are
available on request and on the group’s website (www.irishlifepermanent.ie).

Audit Committee

The Audit Committee comprises Finbar Sheehan (Chairman), Brefini Byrne, Danuta Gray and Eamonn
Heffernan. The board ensures that at least one member of the committee has recent and relevant financial
experience. The Audit Committee provides a link between the beard and the external auditors, is independent
of the grouj:)’s management and is responsible for making recommendations in respect of the appointment of
external auditors and for reviewing the scope of the external audit. It also has responsibility for reviewing the
group’s annual report and financial statements, the Appoinied Actuary's Report and the effectiveness of the
group’s internal control sysiems and risk management process. The committee monitors the group’s
compliance and internal audit procedures and considers issues raised and recommendations made by the
external auditors and by the internal audit and compliance functions of the group. The commitiee meets at least
annually with the external auditers in confidential session without management being present. The committee
also monitors and reviews the group's risk management process and receives regular reports from
manageament on the findings of the process. The committee reviews the arrangéments by which staff of the
group may, in confidence, raise concerns about possﬂale improprieties in matters of financial reportmg or other
matters. ' -

The Audit Committee reviews the non-audit services provided by the external auditors based on the policy
approved by the board in relation to the provision of such services. Fees paid in respect-of audit, audit related
and non-audit services are ouilined in Note 12 to the Group Financial Statements. Audiit related services are-
services carried out by the auditors by virtue of their role as auditors and include ‘assurance related work,” -
regulatory returns.and accounting advice. The non-audit services provided principally relate to tax advice. In
line with best practice the auditors do not provide services such as financial information: system design and
valuation work which could be considered to be inconsistent with the audit role.

Remuneration and Compensation Committee

The Remuneration and Compensation Committee comprises Eamonn Heffernan (Chairman), G]lhan Bowler,
David Byrne and Kieran McGowan. This committee considers all aspects of the performance and remuneration
of executive directors and senior executives and, having consulted with the Chairman and Group Chief
Executive, sets the remuneration of these executives, under advice to other non-executive directors. The
committee also has responsibility for setting the rermuneration of the Chairman. Senior management succession
issues are also addressed by this commitiee. .

The committee uses the Hay Group ("Hay™) for advice on executive director and senior management
remuneration. Apari from this, Hay provides no 51gmﬁcant services to the group nor has any other connection
with the group.

Nomination Committee 4 ) i

This committee comprises Gillian Bowler (Chairman), Kieran McGowan and Finbar Sheehan. The committee is
charged with responsibility for bringing recommendations to the board regarding the appointment of new
directors and of 2 new Chairman. The Chairman will not chair the commitiee when it is dealing with the
appointment of a successor to the Chairman. Decisions on board appointments are taken by the full board. The
commitiee uses external consultants to assist in identifying and considering candidates from & wide range of
backgrounds in the context of a description of the role and capabilities recuired for a particular appointment.
All directors are subject to election by the shareholders at the first opportunity afier their appointment.

The commiittee keeps under review the leadership needs of the group, both executive and non-executive, with a
view 10 ensuring the continued ability of the group to compete effectively in the marketplace.

This committee is also responsible for reviewing the effectiveness of the board's operations, including the
Chairmanship and composition of board committees.

Subject to satisfactory performance, non-executive directors are typically expected to serve two three-year
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terms, although the board may extend an invitation to serve a further three-year term. The form of appointment -
letter for non-executive directors appointed after 1 January 2004 is available for inspection and is also included
on the group's website. The remuneration of the -non-executive directors is determined by the board within the
parameters decided by the shareholdets and on the advice of the Chairman and the Group Chief Executive,

The term of office of the Chairman is six years regardless of any previous term as a director. Under the Articles
of Association directors are required to submit themselves to shareholders for re-election to the board every
three years.

Communication with Shareholders

The group has an ongoing programme of meetings between its senior executives, mstm.nlonal shareholders,
analysts and brokers. These meetings, which are governed by procedures designed to ensure that price |
sensitive information is not divulged, are wide ranging and are designed to facilitate a two way dialogue based
upon the mutual understanding of ohjectives.

In addition the Chairman, and the senior independent director, attend the announcement of both interim and
preliminary final results, to which major shareholders are mvited, and where they have the opportunity to
question and discuss any issue pertaining to the business, Outside of these occasions major shareholders can
meet with the Chairman or the senior independent director on request. In addition, major sharehelders are
nvited to meet newly appointed non-executive directors.

The board is kept appraised of the views of shareholders and the market in general through the feedback from
the meetings' proegramme and results presentations. Analysts’ reports on the company are also circulated to the
board members on a reqgular basis. Finally the group periodically commissions independent sample surveys of
shareholders and stockbroker analysts to ascertain market perceptions of the group and any issues arising. The
results of these surveys are promded 1o the board.

The annual report is de31gned through the Chairman's Statement and the Group Chief Execunve s Review and
the Overview of Business Performance, in addition to the detailed financial information contained in the report,
to present a balanced and understandable assessment of the group'’s position and prospects. The group uses iis
internet website (wwwirishlifepermanent.ie) io provide information and access 1o investors. The investor
relaticns section of the website is updated with the company’s stock exchange releases and formal
presentations to analysts and investors as they are made.

The directors comply with the 2003 Ceombined Cede as it relates to the disclosure of proxy votes, the separation
of resolutions and the attendance of Committee Chairmen at the annual general meeting.

Internal Control

The board has overall responsibility for the group’s system of internal controls and for reviewing its
effectiveness, Such a system is designed to manage rather than eliminate the risk of failure 1o achieve business
objectives, and can provide only reasonable and not absolute assurance against material mis-staterment or loss,

The 2003 Combined Code has a requirement for the directors to review annually the effectiveness of the
group’s system of internal control. This requires a review of the system of internal controls to cover all controls
including:

—  Financial .

—  Operational

—  Compliance and

- Risk Management ' '
Formal guidance for Directors on the implementation of the requirements entitled "Internal Control: Guidance
for Directors on the Combined Code", was published in September, 1999 ("'the Turnbull guidance'). The board
has established the procedures necessary to implement the Turnbull guidanc¢e and was fully compliant with it
during 2005 and up to the date of approval of the financial statements. '

The Audit Committee has reviewed the effecnveness of these systems of internal control and reported thereon
to the board.

The board has delegated to executive mandgement the planning and implementation of the systems of internal
control within an established framework which applies throughout the group.

The directors have responsibility for maintaining a system of internal control which provides reasonable
assurance of effective and efficient operations, internal financial control and compliance with laws and
regulations. The board has established an ongoing process for identifying, evaluating and managing the
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sigmificant risks faced by the group. This risk management process is regularty;teviewed by the beard in. ;..
accordance with the guidance provided by Turnbull. The board confirms that.appropriate actions have been
taken to remedy any significant control weaknesses identified in the review process.

The group's business involves the acceptance and management of a range of risks. The group’s system of
internal control is designed to pro\nde reasonable, but not absolute, assurance against the risk of material
errors, fraud or losses occurring. It is possible that internal controls can be circumvented or overridden.
Further, because of changes in conditions, the effectiveness of an internal control system may vary over time.
The group's key internal control procedures include the following:

- An organisational structure with formalty defined lines of responsibility and delegation of authority.

-  Established systems and procedures to identify, control and report on key risks. Exposure to these risks is
monitored mainly through the operations of the Group Assets and Liabilines Committee and the Group
Credit Committee. Their activities are described in the Overview of Business Performance on pages 12 to
15. The terms of reference of these committees, whose members include executive d1rectors and senior
management, are reviewed regularty by the board.

— ' Comprehensive budgeting systems are in place with annual financial budgets prepared and approired by ‘
the board. Actual results are monitored and there is reqular consideration by the board of progress ™
compared with budgets and forecasts.

- There are clearly defined capital investment control guidelines and procedures set by the board.

- Responsibilities for the management of credit, investment and treasury activities are delegated within lirnits
to line management. In addition, management has been given responsibility to set operational procedures
and standards in the areas of finance, legal and regulatory comphance internal audit, human resources and
information technology systems and operations.

— The internal audit function, which is centrally controlled, monitors compliance with the group’s policies and
‘standards and the effectiveness of internal control structures actross the group. The work of internal audit
follows a risk based approach, The Group Head of Internal Audit reports to the Group Chief Risk Officer
and the Audit Committee and has direct access to the Audit Committee. The Audit Committee monitors
and reviews the effectiveness of the internal audit activities on an ongeing basis.

—  Compliance in the group is controlled centrally under the Group Head of Compliance. Divisional
compliance officers are in place in all of the group's operating divisions. -

- There is a risk management programme in place in each business throughout the group whereby
executive management reviews and moritors, on an ongoing basis, the controls in place, both financial and
non financial, to manage the risks facing that business.

The Audit Committee reviews the internal audit, compliance and risk management programmes. The Group
Head of Internal Audit and the Group Head of Compliance report regularly to the Audit Committee. In addition
the head of each operating division and each group function report to the Audit Committee yearly under the
risk management programme.

The Audit Committee also reviews the half year and annual financial statements and the nature and extent of the
externat audit. There are formal procedures in place for the external auditors to report findings and
recommendations to the audit committee. Any significant findings or identified risks are examined so that
appropriate action can be taken.

Going Concern

After making appropriate enquiries, the directors consider that the group has adequate resources to continue
business for the foreseeable future. For this reason they continue to adopt the gomg concemn basis in preparing
the financial statements.

Compliance with the 2003 Code

The Irish Stock Exchange and the UK Listing Authority require listed companies to disclose, in relation to
section 1 of the 2003 Code, how they have applied its principles and whether they have complied with its
provisions throughout the accounting year.

The Company has complied fully throughout the most recent accounting period with the provisions set down in
Section 1 of the 2003 Code inctuding the application of its principles as set out in this report. The auditor's
report within the Annual Report covers their review of the Company's compliance with the nine provisions of the
2003 Code specified for their review by the listing rules of the Irish Stock Exchange.
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Attendance at Scheduled Board and Board Committee Meetings
during the year ended 31 December 2005 .

Board Audit Remuneration
and Compensation
A B A B A B
Non-executive Directors
Gillian Bowler 1 1 - - 1 T
Brefini Byrne 7 7 8 8 - -
David Byrne 7 6 - - 7 T
Danuta Gray 7 & 8 5 - -
Eamonn Heffernan 7 7 8 8 7 7
Philip Lynch * 3 - - - - -
Kieran McGowan 7 7 - - 7 1
Finbar Sheehan 7 8 8 - -
Executive Directors
David Went 7 7 - - - -
Denis Casey 7 7 - - - -
Peter Fitzpatrick 1 7 - - - -
Brian McConnell ** 4 4 - - - -
Kevin Murphy 7 7 - - - -

Nomination
A B
2 2
2 2
2 2

Column A indicates the number of scheduled meetings held during the period the director was a member of

the Board and/or the Committee.

Column B indicates the number of scheduled meetings attended during the period the director was a member

of the Board and/or Cominitiee,
* Retired 20 May 2005

*+Retired 30 June 2005




This report sets out the remuneration policy for the group’s senior-executives, including executive directors.

Remuneration and Compensation Committee

The members and role of the Remuneration and Compensation Committee are-ouilined on page 25 of the
report on Corpoerate Governance.

Remuneration policy | . Y

In framing the group’s remuneration policy the board confirms that it has complied with the 2003 Code. The
group’s policy on senior executive remuneration (including executive directors) is to reward executives
competitively in order to ensure that the group continues to attract and retain hlgh calibre executives and that
they are properly motivated to perform in the best interests of the shareholders. The policy is also de31gned to
ensure that there are adequate succession plans in place.

The Remuneration and Compensation Committee makes recommendations to the board on the group's
executive rermmeration policy taking into account a number of factors, including the comparative market places
in which the group operates and performance relative to these market places,, The need to ensure that there is a
strong alignment of interest between executives and shareholders is addressed through a cambination of
rewards which includes annual bonus and share optior: schemes. In all cases, rewards are subject to strl.ngent
performarnce criteria. The committee seeks external advice on these matters. In 2008, the board proposes,
subject to shareholder approval, to introduce a long-term incentive plan for senior management. Full details of
the proposed scheme are contained in the notice of the A.GM. and the Chairman’s letier.

Non-Executive Directors

Non-executive directors are remunerated solely by way of fees in respect of their board membershlp, full detaJJs
of which are set out on page 34, -

Executive Directors

The remuneration of the executive directors comprises a basic salary, certain beneﬂts short-term performance
bonuses and pensicn entitlements. In addition executive directors participate m the group’s employee profit .
sharing and savings related option scheme and in the group's share option schemes. Each of these elements is
discussed below and details of the total remuneration are set out on pages 32 and 33.

Basic Salary
The basic salary is reviewed annually having regard to competitive market précﬁce.

v

Benefits R
Executlve directors are entitled to a company car or a ¢ar allowance. The group a.iso pays prlvate health
insurance on behalf of the directors and their families. In addition executive directors may avail of subsidised
house purchase loans. Loans to executive directors are on the same terms and conditions as loans to other
eligible Irish Life & Permanent managerment.

Annual bonus

Annual bonus awards in any year are determmed by the Rermuneration and Cornpensatlon Committee by
reference to criteria which are set by the committee and by reference to the overall profit performance of the
group. The award to the Group Chief Executive extended up to 60% of basic salary and in 2005 in the case of
the other executive directors, the awards extended up to 80% of basic salary. -

+
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Pensions
There are two defined benefit pension arrangements in place-for executive directors: L

Irish Permanent Executive ' Pension Scheme - this is a defined benefit scheme of which Peter Fitzpatrick is a
member.

Irish Life Assurance plc Pension Scheme — Denis Casey and Kevin Murphy are members of this defined benefit
scheme.

The group contributes to these pension' schemes. Pension benefits are determined solely in relation to basic
salary with the exception of pension benefits for Denis Casey and Kevin Murphy. In accordance with the terms
of their contracts of employment when theéy became employees of the group, Denis Casey's and Kevin
Murphy's annual bonuses are pensionable but are averaged over a number of years to take account of the
variable nature of the payment. In 2005, pensionable bonuses were restricted to 75% of the annual bonus,

David Went is hot a member of any of the group's defined benefit pension schemes. Instead the group makes
payments to a defined contribution scheme for his benefit. As this is a defined contribution arrangement with
no capitalisation effect, the board'agreed to relate these payments to both salary and annual bonus.

Directors’ Fees from another compary

Where an executive director of the group is remunerated for service as a non-executive director of another -
company and retains such remuneration, the amount of this remuneration is disclosed.

Share option schemes

The group has four share option schemes in place which conform with the guidelines of the Irish Association of
Investment Managers and were approved by the shareholders in 1994, 1999, 2000 and 2001. The option
schemes are designed to encourage staff and in particular senlor executives to 1dentify with sharehclder
interests. It is current policy to phase the grant of options.

Executive directors, in common with other senior executives hold options wnder the 1994 and 1999 schemes.
These schemes are now closed and no further options can be allocated under them.

Executive directors and other senior executives may participate in the allocation of options under the 2000
scheme. Executives are selected to participate in this scheme based on performance criteria set by the
Remuneration and Compensation Committee,

The 2001 scheme is a Revenue approved share option scheme in which all employees including executive
directors of the company and certain subsidiaries may participate. Under this scheme 30% of the options may
be granted to key employees with the remaining 70% granted on similar terms to the remaining eligible staff.
The Rernuneration and Compensation Committee selects key employees which may include executive dJrectors
based on performance criteria. Key employees have specialist skills, qualifications and relevant expenence
which are considered vital o the future success of the group.

Options are exercisable under the following circumstances:

- 1994 scheme options are exercigable if the growth in the group's earnings per share ('EPS'") exceeds the
growth in the Irish Consumer Price Index ('CPL") over any three years following the grant of the options.

- " The 1999 scheme was established to replace the unexercised share options which had been granted in
Irish Life ple prior to the merger with Irish Permanent plc in 1989, As a result of the merger all of the
options granted in Irish Life ple became exercisable and therefore there are no performance criteria
applying to these options. ‘
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- Under the 2000 scheme, 50% of the options are exercisable only if growth in the group’s EPS in the three
year period after grant exceeds growth in CPI pius 5% p.a. compounded over the period. The balance of
the options are exercisable in equal instaltments after the fourth and fifth anniversary of the date of grant
subject to growth in EPS in the three year period after grant exceeding growth in CPI plus 10% p.a.
compounded and EPS growth being in the top 25% of a peer group of financial service comparties.
Following the introduction of IFRS and as permitted under the scheme the directors have amended the
calculation basis for EPS to reflect the EV earnings basis which the directors believe is a more realistic
measure of the performance of a life business and is the measure used by the investment community to
assess the performance of life businesses. There is no change io the EPS growth criteria. The requirement
that EPS growth be in the top 25% of a peer group of financial services companies has, as permitted under
the scheme, been deleted since it is not possible o obtain comparable EPS growth information, following
the introduction of [FRS for all quoted companies in Europe in 2008,

- Options under the 2001 scheme are exercisable where EPS growth in any three year period after the
granting of the optiens exceeds the increase in CPI plus 5% p.a. compounded.

Options under all of the above schemes are issued at the market price on the day preceding the date of the
grant. Options are granted at no consideration. The aggregaie exercise price of options granted under the
share options schemes may not exceed eight times an executive’s emoluments. In total not more than 15% of
the issued share capital of the group can be put under option in any ten year period. In addition over any 3 year
period the number of shares which may be placed under option may not exceed 4.5% of the group's issued
share capital. Options lapse if not exercised within ten years of grant.

The group also operates a savings related option scheme in which executive directors may participate on the
same terms and conditions as all other eligible members of staff. Under the savings related option scheme
employees granted an option must enter into a savings contract under which they make a monthly savings
contribution for five years. Options are granted at the market price prevailing at the date of grant. Options ‘
granted to date are exercisable out of the proceeds of the relevant savings scheme, between the fith
anniversary of the grant and May 2006.

Profit-sharing schemes

The group operates Revenue apptoved employee profit sharing schemes on ierms approved by the
shareholders. All employees, including executive directors of the company, and certain subsidiaries who meet
the criteria laid down in the schemes may participate in these schemes.

Directors’ Service Contracts

In accordance with the recommendation of the 2003 Combined Code there are no directors’ service contracts

with notice periods exceeding 12 months or with provisions for pre-determined compensation on termination

which exceeds one year's salary and benefits.
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Executive Directors’ remuneration and pension benetfits

The remuneration payable (excluding termination payments and pension contributions by the group) to
executive directors who held office for any part of the financial year is as follows:

Salary Annual Bonus Benefit inkind Other rermmuneration * Total
2005 2004 2008 2004 2008 2004 2005 2004 2008 2004
€000 €000 €000 €000 €000 €000 €000 €000 €000 €000

David Went 728 680 360 299 31 25 22 21 1,138 1,028
Denis Casey 322 309 240 167 28 25 17 16 607 517 -
Peter Fitzpatrick 434 417 316 240 38 31 1 1 789 695
Brian McConnell** 156 300 - 150 12 21 1 14 169 485
Kevin Murphy 310 299 200 161 26 26 17 17 583 503
1,847 2005 1,116 1017 135 134 58 69 3,256 3225

* Other remuneration includes amounts payable under the group profit share schemes

**Brian McConnell retired from the board on 30 June 2005 and in addition to the above received a termination
payment of €464,000.

The cost of executive directors remuneration is allocated between the company and its principal subsidiaries
based on duties carried out for those companies.

Aggregate remuneraticn for executive directors amounted to €4.5m (2004: €3 9m) including pension
contributions of €0.7m (2004:€0.7m) and termination payments of €0.5m {2004:€nil).

In addition to the above Peter Fitzpatrick earned €72,825 {(2004: €36,369) in respect of his non-executive
directorship of JurysDoyle Hotel Group ple.

Normal pension contributions of €0.5m (2004: €0.5m) were paid to the defined benefit schemes. €0.2m (2004:
€0.2m) was paid 10 a defined coniribution scheme on behalf of David Went.

The directors’ pension benefits under the various defined benefit pension schemes in which they are members
are as {ollows:

Increase in accrued pension Transfer value of the . Total accrued
during the year ! increase in accrued pension 2 pengion

2005 2004 2005 2004 2005 2004

€000 €000 €000 €000 €000 €000

Denis Casey 17 18 186 208 199 178
Peter Fitzpatrick 25 16 400 237 209 180
Brian McConnell 16 15 341 283 200 179
Kevin Murphy 17 22 312 356 243 220
75 71 1,238 1,085 851 757

1. Increases are after adjustment for inflation and reflect additional peﬁsiona.ble service and earnings.
2. The transfer value of the increage in accrued benefits represent the amounts that the pension scheme
would transfer to another pension scheme, in relation to the benefits accrued during the year in the event

of the member leaving service.

3. Total accumulated amounts of accrued benefits payabkle at normal retirement ages.




Executive Directors’ share options

Scheme

David Went
1694
1994
2001
2000
2000
2000
SAYE

Denis Casey
) 1994
1994
2001
2000
2000
2000
SAYE

Peter Fitzpatrick
1994
1994
2001
2000
2000
2000

Kevin Murphy
1994
1994
2001
2000
2000
2000

‘Asat ]

Exercised Exercise

January during the

2008

34,965
43,549
35,298
31,912
65,118
51,476

1,672

year

25,000

1,672

271,988

26,672

16,317

21,256
17,418
37,206
30,104
23,370

1,672

147,343

23,310
28,571
21,544
22,114
40,310

31,590
167,439

18,648
22,912
17,418
17,830
28,864

23,620
128,392

Price

10.80 -

9.20
13.85
14.85

9.68
13.21
12.77

10.90

9.20
13.85
14.85

9.88
1321
12.17

10.90
9.20
13.85
14.85
9.68
13.21

10.90
8.20
13.85
14.85
9.68
13.21

Market
Price at
exercise
date

14.68

13.79

As at 31
December
1+ 2008

34,968
20,549
35,295
37,912
65,116
51,476

245,313

186,317
21,256
17,418
37,206
30,104

- 23,370
1,672

142,343

23,310
' 28,871
21,544
22,114
40,310
31,590

167,439

18,648
23,012
17,418
17,830
28,864

22,620
128,392

Earliest Latest
exercise  exercise
date date

21/06/2002 20/06/2009
28/03/2003 27/03/2010
27/06/2004 26/06/2011
18/04/2005 17/04/2012
08/04/2006 07/04/2013

08/10/2007 01/10/2014.

17/06/2003 27/05/2008

21/06/2002 20/06/2008
28/03/2003 27/03/2010
27/06/2004 26/06/2011

18/04/2005 11/04/2012

08/04/2006 07/04/2013
08/10/2007 07/10/2014
17/06/2003 27/05/2006

21/06/2002 20/06/2008

28/03/2003 27/03/2010 -

27/06/2004 26/06/2011
18/04/2005 17/04/2012
08/04/2006 07/04/2013
08/10/2007 07/10/2014

21/06/2002 20/06/2009
28/03/2003 27/03/2010
27/06/2004 26/06/2011
18/04/2005 17/04/2012

08/04/2006 C7/04/2013 *

08/10/2007 07/10/2014

There were no options granted in 2005. The market price of the shares at 31 December 2005 was €17.25 (31
December 2004: €13.65) and the price range during 2005 was €12.95 to €17.25 (2004: €12.00 to €14.05).




Directors heport on kemuneration

Non-Executive Directors’ Remuneration

Fees paid 10 non-executive directors are reviewed annually. Non-executive directors who perform additional
services outside the normal duties of a director may receive additional fees. In particular Finbar Sheehan as
chairman of the audit commitiee received an additional annual fee of €31,250 (2004: €15,700) in recognition of
the additional workload and responsibilities undertaken by him and Brefini Byrne received €21,000 (2004:nil) in
respect of his role as chairman of Irish Life International.

The remuneration payable in respect of each non-executive director is as follows:

Notes 2005 2004
€000 €000
Gillian Bowler 1 240 155
Breffni Byrne 2 84 25
David Byrne 2 63 3
Danuta Gray 2 63 19
Eamonn Heffernan 63 57
Kieran McGowan 63 57
Finbar Sheehan 94 73
Philip Lynch 3 24 57
Roy Douglas 4 - 95
694 541

Notes

1 Gillian Bowler was appointed Chairman on 3 June 2004.

2 Breffni Byrne, David Byrne and Danuta Gray were appointed to the board on 27 July 2004, 15 December
2004 and 31 August 2004 respectively. ’

3. Philip Lynch retired from the board on 20 May 2005.

4. Roy Douglas retired from the board on 3 June 2004.
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The directors are responsible for preparing the Annual Report and the group and company financial statements,

in accordance with applicable law and regulations.

Company law requires the directors to prepare group and company financial statements for each financial year.
Under company law the directors are required to prepare the group financial statements in accordance with
[FR5s as adopted by the EU and have elected to prepare the company financial statements in accordance with
[FRSs as adopted by the EU as applied in accordance with the provisions of the Companies Acts 1963 to 2005,

The financial statements are required by law and IFRSs as adopted by the EU to present fairly the financial
position and performance of the group. The Companies Acts 1963 to 2005 provide in relation to such financial
staternents that references in the relavant part of these Acts to financial staternents giving a truee and fair view
are references to their achieving a fair presentation.

In preparing each of the group and company financial statements, the directors are required to:
. select suitable accounting pelicies and then apply them consistently;
. make judgements and estimates that are reasonable and prudent; and

. prepare the financial statements on the going concern basis unless it is inappropriate to presumne that the
group and 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 1o ensure that its financiat statements comply
with the Companies Acts 1963 to 2005.

The directors are also responsible for taking such steps as are reascnably open to them to safeguard the assets
of the group and to prevent and detect fraud and other irregularities.

Under Company law and the requirements of the Listing Rules issued by the Irish Stock Exchange regulations,
the directors are also responsibie for preparing a Directors’ Report and reports relating to directors’
remuneraticn and corporate governance which comply with that law and those Rules.

The directors are responsible for the maintenance and integrity of the corporate and financial information
included on the company's website. Legislation in the Republic of Ireland governing the preparation and
dissemnination of financial statements may differ from legislation in other jurisdictions.

Cn behalf of the Board

Gillian Bowler " David Went

Chairman Group Chief Executive
Peter Fitzpatrick Ciaran Long

Group Finance Direcior Company Secretary

3 April 2008
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& Permanent plc

We have audited the consolidated and company financial statements (the “financial statements") of Irish Life &
Permanent plc for the year ended 31 December 2005 which comprise the consolidated income statement, the
consolidated and company balance sheets, the consolidated and company cash flow statemenis, the
consolidated and company statements of recognised income and expense and the related notes. These
financial statements have been prepared under the accounting policies set out therein,

This report is made solely to the company's members, as a body, in accordance with section 193 of the
Companies Act 1990, Our audit work has been undertaken so that we might state to the company's mermbers
those matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company's members as a body, for our audit work, for this report, or for the opinicns we have formed.

Respective responsibilities of directors and independent auditor

The directors' responsibilities for preparing the Annuat Report and the financial staternents in accordance with
applicable law and International Financial Reporting Standards (IFRSs) as adopted by the EU are set out in the
Statement of Directors’ Responsibilities on page 35. '

Our responsibility is to audit the financial statements in accordance with relevant legal and requlatory
requirements and [nternational Standards on Auditing (UK and [reland).

We report to you our opinion as to whether the financial statements give a irue and fair view in accordance with
IFRSs as adopted by the EU and, in the case of the company as applied in accordance with the provisions of the
Companies Acts 1963 to 2005, and have been properly prepared in accordance with the Companies Acts 1863
to 2005 and Article 4 of the [AS Regulation. We also report to you our opinion: as to whether proper books of
account have been kept by the company; whether at the balance sheet date, there exists a financial situation
requiring the convening of an extracrdinary general meeting of the company under Section 40(1) of the
Companies (Amendment) Act, 1983; and whether the informmation given in the Directors’ Report is consistent
with the financial statements. In addition, we state whether we have obtained all the information and
explanations necessary for ihe purposes of our audit, and whether the parent company balance sheet is in
agreement with the books of account. ‘

We also report to you if, in ocur opinion, any information specified by law or the Listing Rules of the Irish Stock
Exchange regarding directors' remuneration and directors’ transactions is not disclosed and, where practicable,
include such information in our report.

We review whether the Corporate Governance Statemert reflects the group's compliance with the nine
provisions of the 2003 Combined Code specified for our review by the Listing Rules of the [rish Stock
Exchange, and we report if it does not. We are not required to consider whether the board’s statemenis on
internal contro! cover all risks and controis, or form an opinion on the effeciiveness of the group's corporate
governance procedures or its risk and control procedures.

We read the other information contained in the Annual Report and consider whether it is consistent with the
audited financial statements. The other information comprises only the Directors’ Report, the Chairman's
Statement, the Group Chief Executive's Review and the Overview of Business Performance. We consider the
implications for our report if we become aware of any apparent misstatements or material inconsistencies with
the financial statements. Qur responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with [nternational Standards on Auditing (UK and Ireland} issued by the
Bugditing Practices Board. An audit includes examination. on a test basis, of evidence relevant to the amounts
and disclosures in the financial statements. It also includes an assessment of the significant estimates and
judgements made by the directors in the preparation of the financial statements, and of whether the accounting
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policies are appropriate to the group's and company's circumstances, cbnsistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or other irreqularity or error. In
forming our opim’oﬁ we also evaluated the overall adecuacy of the presentation of informatien in the financial
statements.

Opinion
In our opinion:

» . the consolidated financial statements give a true and fair view, in accordance with II-"R.SS as adopted by the
EU, of the state of the group’s affairs as at 31 December 2005 and of its profit for the year then ended;

« the company financial statements give a true and fair view, in accordance with [FRSs as adopted by the EU
and as applied in accordance with the provisions of the Companies Acts 1563 to 2005, of the state of the
company’s affairs as at 31 December 2005; and

+.  the financial statements have been properly prepared in accordance with the Companies Acts 1963 to
2005 and Article 4 of the IAS Regulation.

We have obtained all the information and explanations which we consider necessary for the purposes of our
audit. In our opinion proper books of account have been kept by the company. The company balance sheet is
in agreement with the books of account.

In our opinion the information given in the directors' report is consistent with the financial statements.

The net assets of the company, as stated in the company balance sheet are more than half of the amount of its
called-up share capital and, in cur opinion, on that basis there did not exist at 31 December 2005-a financial
situation which under Section 40 (1) of the Companies (Amendment) Act, 1983 would require the convening of
an extraordinary general meeting of the company.

KPME!

Chartered Accountants
Registered Auditor

3 April 2006
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Notes 2008 2004
Statutory Pro-forma
€m €m €m
Interest receivable 4 1,032 B43 843
Interest payable 5 (666) (502} (502)
366 341 341
Fees and commission income 6 63 60 60
Fees and commission expenses T (73} (114) (67)
Trading (expense) / income 8 ) 6 6
Premiums on insurance contracts 9 484 3,557 442
Reinsurers' share of premiums on insurance contracts {1589) - (138)
Investment return 10 3,527 1,701 1,694
Fees from investment contracts and fund managernent - 218 15 167
Change in shareholders' value of in-force business 33 76 154 28
Profit on the sale of property and equipment 18 4 2 2
Cther income ‘ - 10 7
Operating income 4,502 5,732 2,542
Claims on insurance contracts 11 (383) (1,234} (375)
Reinsurers' share of claims on insurance contracts 108 - 91
Change in insurance contract liabilities (419) {3,582} (155)
Change in reinsurers’ share of insurance contracts liabilities 231 - 122
Change in investment contract liabilities 40 (3,134) - (1.387)
Administrative expenses 12 (470) (408} (428)
Depreciation and arnortisation
Property and equipment 12 (25) (30) ) (30
Intangible assets - software 12 (15) (10) (13}
Investment expenses ‘ 16 (16) (10 (1m
Provision for impairment losses on loans and receivables 17 (12) {9) (10)
Operating expenses ) : (4,135) (5,283) (2,192)
Operating profit 367 449 350
Share of profits of associated undertakings 31 54 56 56
Profit on the disposal of Irish Estates Management Lid. 18 - 19 19
Profit before taxation on continuing activities 421 524 425
Taxation 19 (69) (111) (17
Profit for the financial year on continuing activities 352 413 348
Profit from discontinued activities 20 1 8 7

. Profit for the financial year 353 421 355
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Notes 2005 2004

Statutory Pro-forma
€m €m €m

Attributable to
Equityholders 353 419 353
Minority interest - 2 2
353 421 355
Earnings per share (basic) Cent Cent Cent
Continuing activities 133.9 156.3 131.86
Discontinued activities 0.4 3.0 2.7
21 134.3 159.3 134.3
Earnings per share (diluted) Cent Cent Cent
Continuing activities 132.9 155.3 130.8
Discontinued activities 0.4 3.0 2.5
21 133.3 158.3 1334

On behalf of the Board

‘Gillian Bowler
Chairman

Peter Fitzpatrick
Group Finance Director

David Went
Group Chief Executive

Ciaran Long
Company Secretary
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Notes 2005 2004
Statutery Pro-forma
€m €m €m
Assets
Cash and balances with central banks 162 176 178
Items in course of collection 137 67 67
Financial assets
- Debt securities 23 8,530 8,371 8,388
- Equity shares and units in unit trusts 24 12,782 10,134 10,123
- Derivative invesirments 26 493 138 210
- Loans and receivables 1o customers 27 26,340 20,911 21,133
Loans and receivables to banks 28 6,421 4,508 4,508
Investment properties 30 2,300 1,736 1,736
Reinsurance assets 2,023 1,444 1,738
Prepayments and accrued income 341 325 258
Interest in associated undertakings 31 167 136 136
Property and equipment 32 . 404 318 318
Shareholder value of in-force business 33 546 1,144 525
Goodwill and intangible assets 34 258 251 251
Deferred acquisition costs 35 182 - 182
Net post retirement benefit asset 14 71 66 66
Other assets 36 85 81 97
Total assets 61,242 49,816 48,910
Liabilities N
Financial liabilities
- Deposits by banks 37 2,281 1,250 1,249
- Customer accounts . 38 o 12,808 11,887 11,597
- Debt securities in issue 15,226 10,928 10,879
- Non-recourse funding 29 2,232 2,193 2,193
- Derivative liabilities 26 359 23 152
- Investment contract liabilities 40 ‘ 19,798 - 15,860
Insurance contract ligbilities 39 4,082 19,803 4,148
Outstanding insurance and investment claims 110 115 115
Accruals and deferred income 167 240 240
Other liabilities 4] 203 168 169
Current tax liabilities 34 44 44
Deferred tax liabilities 4z 157 2la 147
Net post retiremt_en't l?eneﬁt liability 14 158 172 172
Deferred front end {ees 43 159 - 203
Subordinated liabilities 44 1,385 934 951

Total liabilities ) ‘ 59,159 47,669 48,119




a9 i 81 008

Notes 2005

i 2004
Statutory Pro-forma
€m €m €m
Equity )
Share capital 45 87 85 86
Share premium 45 74 52 52
Distributable reserves 45 673 344 472
Non-distributable reserves 45 . 1,038 1,529 1,049
Other reserves 45 203 125 124
Equity excluding minority interest ' 2,075 2,138 1,783
Minority interest 45 8 11 T8
Total equity ' 2,083 2,147 1,791
Total liabilities and equity 61,242 49,815 48,910
On behalf of the Board
Gillian Bowler David Went

Chairman

Peter Fitzpatrick -
Group Finance Director

‘Group Chiéf Executive -

Ciaran Long
Company Secretary
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Notes 2005 2004
€m €m

Revaluation of property & equipment - 86 5

Deferred tax -2 .. -

. Net amount recognised directly in equity 45 74 5

Profit for the financial year , ’ _ 353 421

* Total recognised income and expense for the financial year ' 427 . .- 428

Transition adjustment at 1 January 2005 arising from [AS 32, )

IAS 39 and IFRS 4 49 ’ T
-Available for sale reserve ' ' -@) -
-Distributable reserves 128 -
-Non distributable reserves } (480) -
-Minority interest ©)] -

Total recognised income and expense for the

financial year including transition adjustment . 71 428

Attributable to :

Equityholders Co ) 427 . 423
Minority interest - 3
Total recognised income and expense for the financial year 427 . 426

On behalf of the Board

Gillian Bowler - David Went

Chairman Group Chief Executive

Peter Fitzpatrick Ciaran Long

Group Finance Director Company Secretary
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2008 2004
€m €m
Cash flows from operating activities
Profit before taxation for the year . 421 - 524
Adjusted for:
Depreciation and amertisation 40 40
. Impairment losses on loans and advances 12 9
Profits on disposal of property & equipmem ' 4) (2)
Realised & unrealised gains on investment properties (314) © (83)
Realised & unrealised gains on financial assels excluding trading assets - (2,639) (1,137}
Interest on subordinated loans 82 | 44
Ecpuity. settled share-based payment expenses 6 1
Share of results of associated undertaking (54). (58)
Profit on disposal of Irish Estates Management Ltd. - (19)
({Increase)/decrease in assets:
Loans and réceivables to banks (1,756) (997)
Loans and receivables to customers © (5,233) . (2,801}
Other financial assets (891) (1,954)
Investment properties (279) 80y
Reinsurance assets (579) T(439)
Shareholder value of in-force business 598 (154)
Other assets o 39 286
Prepayments and accrued income (83) (118)
Deferred acquisition costs 1)) -
Change in post retirement benefit assets (8) 3
Increase/(decrease) in liabilities:
Deposits by banks 1,078 (1,335)
Customer accounts 1,091 1,851
Debt securities in issue 3,785 3,019
Insurance coniract liabilities (15,721) 3,837
Investment contract liabilities - 18,798 -
Payables related to direct insurance contracts 10 115
Deferred front end fees (16) -
Other financial liabilities 336 2
Defered taxation (85) 9
Other liabilities 35 {229)
Change in post retirement benefit liabilities (14) 7
Tax paid i (74) (88)
Net cashflows from operating activities (397) 257
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Notes 2008 2004
€m €m

Cashflows from investing activities
Purchase of property and equipment (35) 27)
Sale of property and equipment 15 11
Purchase of intangible assets (23) (38)
Sale of Irish Estates Management Lirmited - 2l
Sale of City of Westmninster Assurance Company Limited 63 -
Dividends received from associated undertaking 23 16
Net cashflows from investing activities 43 (17)
Cashflows from financing activities
Issue of ordinary share capital 23 1
Issue of subordinated Labilities 302 144
Interest paid on subordinated liabilities (48) (41)
Equity dividends paid (152) (142)
Net cashflows from financing activities 215 (38)
(Decrease) / increase in cash and cash equivalents (139) 202
Analysis of changes in cash and cash equivalents
Cash and cash equivalents at 1 January 694 492
Net cashflow before the effect of exchange translation adjustments (139) 202
Effect of exchange translation adjustments 1 -
Cash and cash equivalents at 31 December 48 556 694
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as at 31 December 2003

Statutory
Notes 2008 2004
€m €m
Assets
Cash and balances with central banks 87 98
Items in course of collection 137 67
Financial assets
- Debt securities 23 3,048 3,223
- Derivative assets 26 338 21
- Loans and receivables to customers 27 24,095 -18,819
Loans and receivables 10 banks 28 4,684 2,823
Investment in subsidiary underiakings 3l 2,852 2,849
Investmeni properties 30 32 22
Prepayments and accrued income 120 120
Property and equipment 32 258 190
Goodwill and intangible assets 34 191 185
Deferred tax asset 42 - 5
Net post retirement benefit asset .14 3 -
Other assets 36 - 17 - -
Total assets 35,873 28,422
Liabilities
Financial liabilities
- Deposits by banks 37 2,084 1,077
- Customer accounts 38 13,104 11,824
- Debt securiiies in issue 15,238 10,944
- Non-recourse funding 29 - 202
- Derivative liabilities 26 348 21
Accruals and deferred income g1 201
. Other liabilities 41 46 18
Current tax liabilities 7 12
Deferred tax liabilities 42 22 -
Net post retirement benefit liability 14 144 156
Subordinated Habilities 44 1,385 934
Total Liabilities 32,459 25,389
Equity
Share capital 45 87 86
Share: premium 45 2,772 2,750
Distributable reserves 45 414 117
Other reserves 45 141 80
Total equity 3,414 3,033
Total liabilities and equity 35,873 28,422
On behalf of the Board
Gillian Bowler David Went
Chairman Group Chief Executive
Peter Fitzpatrick Ciaran Long

Group Finance Director

Company Secretary
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: Notes 2005 2004
€m €m
Revaluation of property & equipment ) 68 -
Deferred tax - (99§ -
Net amount recognised directly in equity 45 _ 8T =
Profii for the financial year 312 310
Total recognised income and expense for the year ) 369 - 310
Transition adjustment at 1 January 2005 arising
from IAS 32 and IAS 39 49
- Available for sale reserve 09 -
- Retained earnings 136 C -
Total recognised income and expense for the financial 504 310

year including transition adjustment - attributable to equity holders

On behalf of the Board

Gillian Bowler David Went
Chairman Group Chief Executive
Peter Fitzpatrick Ciarén Long

Croup Finance Director . Company Secretary




Company Cashilow Statement
year ended 31 December 2005

Notes 2005 2004
€m €m

Cash flows from operating activities
Profit before taxation for the year 312 292
Adjusted for:
Depreciation and amortisation 16 19
Impairment of intangible assets 5 8
Profit on disposal of property & equipment (2) (2)
Realised & unrealised gains on investment properties (L 2
Realised & unrealised gains on financial assets 3 - (B)
Interest on subordinated loans 52 44
Equity setlled share-based payment expenses 3 -
(Increase)/decrease in assets:
Loans and receivables to banks {1,422) (13D
Loans and receivables to customers (5,260) (2,663)
Other financial assets (94) (5186)
Prepayments and accrued income (161) (228)
Change in post retirement assets 3) -
Increase/(decrease) in liabilities:
Deposits by banks 990 (1,839)
Customer accounts 1,120 1,788
Debt securities in issue 3,795 3,019
Financial Habilities 327 -
Deferred taxation . 27 -
Other liabilities (121} 38
Change in post retirement benefit liabilities {12) 6
Tax paid (35} (27)
Net cashflows from operating activities (471} (2)
Dividends received from subsidiaries 148 194
Cashflows from investing activities
Purchase of property and equipment (16) (1)
Sale of property and equipment 10 9
Purchase of intangible assets {11) (6)
Investmernt in subsidiaries - 3.
Net cashflows from investing activities (17) {5y -
Cashflows from financing activities
Issue of crdinary share capital 23 1
Issue of new subordinated liabilities 392 144
Interest paid on subordinated liabilities (48) (41)
Equity dividends paid (152) (142)
Net cashflows from financing activities 215 (38)
(Decrease) / increase in cash and cash equivalents (125) 149
Analysis of changes in cash and cash equivalents
Cash and cash equivalenis at 1 January 616 469
Net cashflow before the effect of exchange translation adjustments (125) 149
Effect of exchange translation adjustments - 2)
Cash and cash equivalents at 31 December 48 491 616
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year ended 31 December 2005

1. Accounting policies

Irish Life & Permanent plc is a parent company domiciled in Ireland. The consolidated financiai statements for
the year ended 31 December 2008 consolidate the individual financial statements of the company and its
subsidiaries (together referred to as "the group™) and show the group's interest in associates using the equity
method of accounting.

The individual and consolidated financial statements of the company were authorised for issue by the directors
on 3 April 2006.

The accounting policies applied in the preparation of the financial statements for the year ended 31 December
2005 are set out below. These have been applied consistently with the exception of those accounting policies
pertaining to IAS 32 Financial Instruments: Disclosure and Presentation (‘'IAS 32"), 1AS 39 Financial Instruments:
Recognition and Measurement ('IAS 39') and [FRS 4 Insurance Contacts ('IFRS 4) which in accordance with the
transitional provisions of those standards were not applied in the statutory 2004 restatements. Accounting
policies affected by 1AS 32, IAS 39 and IFRS 4 are highlighted (with an asterisk) and details of the policies
applied in the 2004 statutory numbers are also set out below.

(i) Statement of compliance

As required by European Union (EU) law from 1 January 2005, the consclidated financial statements have been
prepared in accordance with International Financial Accounting Standards as adopted by the EU ("[FRSs”). The
individual financial statements of the company (‘company financial statements') have been prepared in
accordance with [FRSs as adopted by the EU and as applied in accordance with the Companies Acts 1863 to
2005 which perrmits a company, that publishes its company and consolidated financial statements together, to
take advantage of the exemption in Section 148(8) of the Comparnies Act 1963 from presenting to its mermbers
its company income statement and related notes that form part of the approved company financial statements.

The IFRSs adopted by the EU applied by the company and the group in the preparaticn of these financial
statements are those that were effective at 31 December 2005 together with the early adoption of the
Amendment to IAS 39 — The Fair Value Option . The following table provides a brief ouiline of the likely impact
on future financial statemenis of relevant [FRSs adopted by the EU which are not yet effective and have not been
early adopted in these financial statements:

Title Impact on company and consolidated financial statements
Amendment to IAS 1| - Capital This amendment will require more disclosures regarding the capital
disclosures (effective 1/1/2007) structure of the company and group

Amendment to IAS 19 - This amendment will primarily impact on the extent of disclosures
Actuarial Gains and Losses, Group which will be given in the future

Plans and Disclosures

(effective 1/1/2006)

Amendmenis to IAS 39: Cash Flow | This amendment is not expected to mgmﬁca.ntly impact either group
Hedge Accounting of Forecast Or company. ‘

Intragroup Transactions
(effective 1/1/2006)

Amendments to [AS 39 and [FRS 4: | Where the company has issued a guarantee over the performance

Financial Guarantee Contracts of a company in the group, this is considered 10 be in the nature of an
{effective 1/1/2006} insurance contract and consequently the 1mpact of this amendment

is likely to be minimal.
IFRS T — Financial Instruments: This standard updates and extends the existing disclosure
Disclosures {effective 1/1/2007) recuirements of IAS 30 and 1AS 32.
IFRIC 4 — Determining whether This is not expecied to significantly impact either group or company.

an arrangement contains a
lease (effective 1/1/2006)}

(ii) Comparative amounts
Prior 1o 1 January 2005 the conselidated and company financial statements were prepared under ROl GAAP

The comparative IFRS financial information is sh_cwn on two separate bases, the first basis ("statutory basis™)
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shows the 2004 comparatives adopting all IFRS with the exception of IAS 32, IAS 39 and IFRS 4 which in
accordance with the permitted transitional arrangements are reflected only from 1 January 20085. The transitional
arrangements allow the group and company to continue to report comparatives for areas covered by these
standards on a ROI GAAP basis for 2004 only. The second basis ("pro-forma basis™) provides more meaningful
comparative information by showing the 2004 comparative IFRS financial information for the group including the
impact of the recogniticn and measurement principles of [AS 32, IAS 39 and IFRS 4, with the exception of the
impact of derivative hedge accounting on the consolidated income statement where the necessary
documentation was not in place prior to the standard being agreed in late 2004. .

Under IFRS 4, existing accounting policies continue to apply to insurance contracts but there is an option to
make improvements to accounting policies if the resulting financial statements are more relevant to the needs of
the user. Accordingly, the 2004 comparative [FRS financial information has been restated to show earnings
generated on insurance operations prepared in accordance with the European Embedded Value (EEV)
principles issued in May 2004 by the Furopean CFQ Forum. The group has also adopted FRS 27 'Life
Assurance' which was issued by the UK Accounting Standards Board (ASB) in Decernber 2004,

(iii) First time adoption of IFRSs

The group and company are required to determine their [FRS accounting pelicies and apply them
retrospectively to establish their opening balance sheets under IFRS at their date of transition. However IFRS 1
‘First-time Adoption of International Financial Reporting Standards’ allows a number of exemptions on adoption of
[FRS for the first time. The date of transition to IFRS {or the group and company is 1 January 2004. Where
estimates had been made under ROl GAAP, consistent estimates (after adjustnents to reflect any difference in
accounting policies) have been made on transition to IFRS. Judgements affecting the balance sheets of the
company and group have not been revisited with the benefit of hindsight.

The group has taken advantage of the following exemptions as pérmitted by IFRS 1:

Business combinations

For business combinations before 1 January 2004 the group has elected not to apply the provisions of IFRS 3
"Business Combinations” retrospectively. Accordingly, no adjusttments have been made for historical business
combinations and accumulated amortisation on goodwill arising before 1 January 2004 has not been reversed.
The net carrying value of goodwill under ROl GAAP has been designated as the deemed cost of goodwill at

1 January 2004.

Cumulative translation differences
Cumulative transtation differences of foreign operations have not been restated on an IFRS basis. These are
deemed to be zero at the date of transition.

Employee defined benefit obligations
All curnulative actuarial gains and losses have been recognised in equity at 1 January 2004,

2 d 4
In preparing the statutory information the group has availed of the exemption not to restate comparative
amounis for 2004 for the impacts of IAS 32, IAS 38 and IFRS 4. These are treated as changes in accounting
policies and shown as opening adjustments on 1 January 2005

[FRS 2
The provisicns of IFRS 2 in respect of share-based payment plans have not been applied 1o options and awards
granted on or before 7 November 2002 which had not vested by 1 January 2005.

(iv) Basis of preparation

The consolidated and company financial statements are presented in millions of Euro. They have been
prepared on the historical cost basis except that the following assets and liabilities are stated at their fair values:
derivative financial instruments, trading financial instruments and other financial instruments at fair value
through profit or loss, certain hedged financial instruments, financial assets classified as available for sale,
investment properties and share based payments. In addition, earnings of the life assurance in-force business
are included on an embedded value ("EV') basis. '
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The accounting policies have been applied consistently to all periods presented except as explained above
and have been applied consistently by all group entities.

Estimates and assumptions

The preparation of financial statements in conformity with IFRSs as adopted by the EU requires management to
make judgements, estimates and assumptions that affect the application of policies and reported amounts of
assets, liabilities, income and expenses. The estitmates and associated assumptions are based on historical
experience and various cther factors that are believed to be reasonable under the circumstances and are
reflected in the judgements made about the carrying amounts of assets and liabilities that are not objectively
verifiable. Actual results may differ from the estimates made. The estimates and assumptions are reviewed on
an ongoing basis and where necessary are revised to reflect current conditions. The principal estimates and
assumptions made by management relate to insurance liability reserves, investment valuations, interest rates,
demographic and other factors. Judgements made by management that have a significant effect on the financial
statements and estimates with a significant risk of material adjustment in the next year are discussed in note 2.

{v) Accounting for subsidiaries

Consolidated financial statements

Subsidiartes are those entities (including special purpose entities and unit trusts) controlled by the group.
Control exists when the group has the power, directly or indirectly, to govern the operating and financial policies
of an entity in order to gain economic benefits, In assessing control, potential voting rights that are currently
exercisable or cenvertible are taken into account. The financial statements of subsidiaries are included in the
consolidated financial statements from the date that control commences until the date that control ceases.
Financiat statements of subsidiaries are made up to the balance sheet date.

The results of subsidiaries acquired, other than the combination of Irish Permanent plc and Irish Life plc, are
included in the consclidated income statement from the date of acquisition. Profits or losses on subsidiary
undertakings sold or acquired during the peried are included in the consolidated results up to the date of
disposal or from the date of gaining control.

The combination of the businesses of Irish Life plc and Irish Permanent ple, which occurred in 1999, has been
included in the consolidated financial statements using merger accounting rules whereby the assets and
liabilities of the acquired entity were included at their previous carrying amounts as if the businesses had
always been combined. The merger adjustment, which is the difference between the fair value of the shares
issued to effect the merger and the nominal value of the shares acquired, is dealt with on conselidation through
reserves.

All significant inter-company transactions and balances are eliminated on consolidation.

Company financial statements
Investments in subsidiaries are shown at cost in the company financial statements unless they are impaired in
which case they are recorded at their recoverable amount,

(wi} Interest in associates

Associates are entities over which the group has significant influence but which it does not conirol. Consistent
with [AS 28 “Investment in Associates”, it is presumed that the group has significant influence where it has
between 20% and 50% of the voting rights in the entity.

Interests in associates are accounted for on consolidation under the ecuity method. The investment in the
associate is inifially recorded at cost and increased or decreased each year by, the group's share of the post
acquisition profit or loss of the associate and other movemenis recognised direcily in the equity of the
associated undertaking. Goodwill arising on the acquisition of an associate is included in the carrying amount
of the investment (net of any accumulated impairments).

(vii) Foreign currencies-

Foreign currency transactions are translated into the functional currency of the entity at the exchange rate
prevailing at the date of the transaction. Monetary and non-monetary assets and liabilities denominated in
foreign currency are translated at the exchange rates prevailing at the balance sheet date. Exchange
movements on these are recognised in the income statement.
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The results and financial position of group entities which have a functional currency different from Euro are
translated into Euro as follows: ‘

+ Assets and liabilities, including goodwill and fair value adjustments, are translated at the rates of exchange
ruling at the balance sheet date.

+ Income and expenses are translated at the average exchange rates for the period.

- Al resulting exchange differences are recognised as a separate component of reserves.

On consolidation exchange differences arising from the translation of borrowings and currency instruments
designated as hedges of the net investment in overseas subsidiaries are taken to the separate component of
reserves where the hedge is deemed to be effective, The ineffective porticn of any net investment hedge iz
recognised in the income statement immediately On disposal of an overseas subsidiary, the appropriate
portion of the separate component of reserves is included in the profit or loss on disposal.

(viii) Investment propertxes

Investment propernes consist of land and buildings wlnch are held for long-term rental yields and capital
growth. Investment properties are carried at fair value with changes in fair value included in the income
staternent within the net investment return. Valuations are undertaken at least annually by external chartered
surveyors at open market value in accordance with guidance set down by their relevant professional bodies, .

(ix) Financial assets*

The group classifies its financial assets on initial recognition as held for trading (HPT) designated at fair value
through profit and loss (“FVTPL"}, available for sale ("AFS"), held to maturity ("HIM") or loans and receivables.
All derivatives are classified as HFT unless they have been designated as hedges.

Purchases and sales of financial assets are recognised on trade date, being the date on which the group
commits to purchase or sell the asset. Financial assets are initially recorded at fair value. However, with the
exception of assets classified as HFT or FVTPL, the initial fair value includes direct and incremental transaction
costs. The fair value of assets traded on an active market is based on current bid prices. In the absence of
current bid prices, the group establishes a fair value using valuation techniques. These include recent
transactions in similar items, discounted cash flow projections, opticn pricing models and other valuation . .
techniques used by market participants.

Financial assets are derecognised when the right to receive cash flows from the financial assets has expired or
the group has transferred substantially all the risks and rewards of ownership. ’

All assets attributable to life operations are carried at FVTPL to eliminate an inconsistency that would otherwise
arise between the valuation of assets and liabilities.

(x) Debt Securities*
Debt securities may be classified as HFT, FVTPL, AFS or H’I’M

Debt securities classified as HFT or FVTPL are measured at fair value and transactlon costs are taken d.uectly 10
the income statement.

All debt securities held as part of the group's life assurance operations are classified as FVTPL. Realised and
unrealised gains together with income earned on these assets are shown as investment return in the income
statement.

Where the group's banking operations holds debt securities as HFT realised and unrealised gains together with
interest are shown as trading income in the income statement.

Debt securities classified as HTM, subsequent to initial recognition, are measured at amortised cost less any
allowance for impairment. Income on these investments is recorded on an effective interest basis as interest
receivable in the income statement. Impairment losses, where they arise, and foreign exchange movements are
reflected in the income statement as net investment return.

Debt securities classified as AFS, subsequent to initial recognition, are measured at fair value with unrealised’
gains and losses, other than currency translation-differences, recognised in a separate reserve within equity.
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Realised gains and losses, impairment losses and foreign exchange movements are reflected in the incorne
statement. Income on debt securities classified as AFS is recognised on an effective interest basis and included
as interest receivable in the income statement.

(xi) Equities*

Equities are classified as FVTPL. Realised and unrealised gains together with dividend income on equities are
reported as investment return in the income statement. Dividends are recognised in the income statement
when the group's right to receive payment is established.

(xii) Loans and receivables*

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted on an active market and that the group has no intention of trading. Loans and receivables, subsequent
1o initial recognition, are held at amortised cost less allowance for incurred impairment losses. Income is
recognised on an effective interest basis as interest receivable in the income statement.

Where loans and receivables are part of a fair value hedging relationship the accumulated change in the fair
value resulting from the hedged risk is recognised together with the movements in the fair value of the related
hedging instrument in the income statement. .

{xiii) Impairment provisions*
The group assesses impairment of financial assets at each balance sheet date on a case by case basis for
assets that are individually significant and collectively for assets that are not individually significant.

Assets are impaired only if there is cbjective evidence that the result of one of more events that have occurred
after the initial recognition of the asset have had an impact on the estimated future cash flows of the assets. For
individual assets this includes changes in the payment status of the counterparty. Collective assessment groups
together assets that share similar risk characteristics and applies a collective methodology based on existing
risk conditions or events which have a strong correlation with a tendency to default.

This impairment is calculated by comparing the present value of the estimated future cash flows discounted at
the effective interest rate applicable to the asset (after taking account of the security held) with the carrying
value in the balance sheet. :

Where loans are impaired the written down value of the impaired loan is compounded back to the net
realisable balance over time using the original effective interest rate. This is reported through interest
receivable within the income statement and represents the unwinding of the discount.

A write-off is made when all or part of a loan is deemed uncollectible or forgiven. Write-offs are charged
against previously established provisions for impairment or directly to the income siatement.

{xiv) Derivative instruments*

Derivative instruments are used in both the group's banking and life assurance cperations and primarily
comprise interest rate swaps, Cross currency swaps, future rate agreements, futures and options. All derivatives
are classified as HFT unless they have been designated as hedges.

All derivatives are held on the balance sheet at fair value. Fair values are obtained from quoted prices
prevailing in active markets where available. Otherwise valuation techniques including discounted cash flow
analysis and option pricing models are used to value the instruments.

Derivatives held by life operations are designated as FVTPL and gains and losses recognised as investrnent
return,

Gains and losses arising from derivatives held for trading are recognised in trading income.

Derivatives are used to hedge the group's banking operations. Where derivatives are used as hedges, formal
documentation is drawn up at inception of the hedge specifying the hedging strateqy, the component
transactions and the methodology that will be used to measure effectiveness. Monitoring of hedge effectiveness
is carried out on an on-going basis.

All existing hedge relationships are fair value hedges. Movements in the fair value of derivative hedge
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positions together with the fair value movement in the hedged risk of the underlying financial instrument are
refiected in the income statemnent.

(xv) Leases

Lessee :
Rentals payable under operaung leases are charged to the income statement on a straight line basis over the
lease peried.

Assets held as finance leases are capitalised and included in property and equipment at fair value.

Lessor

Assets leased to customers that transfer substantially all the risk and rewards incidental to ownership to the
customer are classified as finance leases. They are recorded at an amount equal to the net investment in the
lease, less any provisions for impaired rentals, within loans and advances to customers. Leasing income is
credited to interest income on an actuarial before tax net investment basis to give a constant periodic rate of
return. :

Assets leased to customers are classified as operating leases if the lease agreements do not transfer
substantialty all the risks and rewards of ownership. The leased assets are included as investment properties. -
Lease income is recognised on a straight line basis over the term of the lease.

(xvi) Securitised assets

The group has entered into funding arrangements to finance specific loans and receivables to customers. All
such financial assets are held on the group balance sheet and a liability recognised for the proceeds of the
funding transaction. ’

(xvii) Financial liabilities*

Financial liabilities include deposits, debt securities issued and subordinated debt issued.

Financial liabilities are carried at amortised cost calculated on an effective interest basis.

Financial liabilities that are part of a hedging relationship are carried at amortised cost adjusted for changes in
the fair value of the hedged risk. The change in the fair value of the hedged risk is recognised together with the
movement in the fair value of the derivative positions hedging the liability in the income statement. Interest
expense on an effective interest basis is recorded in the income statement as interest payable.

(xviii) Product classifications*

In accordance with IFRS 4, the group's life assurance products are classified for accounting purposes as either
insurance contracts or investment coniracts at inception of the contract. Insurance contracts are contracts which
transfer significant insurance risk. Contracts which do not transfer significant insurance risk are investment
contracts, The group has a small closed book of insurance contracts which have a discretionary participating
feature, all of these contracts also have significant insurance risk and are therefore classified as insurance
gontracts.

(xix) Insurance contract liabilities

Insurance contract liabilities are measured on the same basis as under ROl GAAP The liabilities are determined
by the appointed actuaries. The liabilities include statutory surpluses which have not been allocated to
policyholders as well as an assessment of the cost of any future options and guarantees contained within the
insurance contracts measurad on a market consistent basis. Changes in the labilities are included in the
income statemer. '

Statutory surpluses are determined by the appointed actuary following the annual investigations. The boards of
directors, acting upon the advice of the appointed actuaries, allocate a proportion of the statutory surplus to
policyholders through an appropriation of declared bonuses.

{xx) Liability adequacy tests*

The group performs liability adequacy tests on its insurance contract habﬁmes to ensure that the ca.rrymg
amount of the liabilities is sufficient to cover estimated future cash fows. When performing the liability
adequacy tests the group discounts all contractual cash flows and compares this amount to the carrying value

of the liability Any deficiency is immediately charged to the income statement.
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(xxi) Investment contract liabilities*

Investment contracts are measured at FVTPL to eliminate an inconsistency that would otherwise arise between
the valuation of assets and liabilities. Unit linked liabilities are valued with reference to the value of the
underlying net asset value of the group's unitised investment funds at the balance sheet date. Non-linked
investment contracts are measured based on the value of the liability to the policyholder at the balance sheet
date.

Deposits and withdrawals are accounted for directly in the balance sheet as movements in the investment
contract liabilities.

(xxii) Reinsurance

The group cedes insurance premiums and risk in the normal course of business in order to limit the potential
for loss. Qutward reinsurance premiums are accounted for in the same period as related premiums for the
business being re-insured. Reinsurance assets include amounts due from reinsurance companies in respect of
paid and unpaid losses and ceded future life and investment policy benefits. Amounts recoverable from
reinsurers are estimated in a manner consistent with the claim liability associated with the reinsured policy.
Reinsurance is recorded gross in the consolidated balance sheet urless a right of set-off exdsts.

(xxiii) Property and equipment

Leasehold premises with initial lease terms of tess than 50 years and all other ecuipment are stated at cost less
accumulaied depreciation and impairment losses. Depreciation is calculated to write off the costs of such assets
to their residual value over their estimated useful lives, which are assessed annually by the directors.

Freehold premises and leasehold premises with initial lease terms in excess of 50 years are revalued annually
by the directors and at least every five years by external valuers. The resulting increase in value is transferred to
a revaluation reserve. The revalued premises, excluding the land element, are depreciated to their residual
values over their estimaied useful lives, which are assessed annually by the directors.

Bubsequent costs are included in the assel’s carrying arnount, only when 1t is probable that increased future
economic benefits associated with the itemn will flow to the group and the cost of the item can be measured
reliably.

Property and equipment is assessed for impairment where there is an indication of impairment. Where
impairment exists, the carrying amount of the asset is reduced to its recoverable amount and the impairment
loss recognised in the income statement. The depreciation charge for the asset is then adjusted to reflect the
asgset's revised carrying amount.

The estimated useful lives are as follows

Freehold buildings 50 years

Leasehold buildings 50 years or term of lease if less than 50 years
Plant and equipment 5 15 years

Computer hardware ~ 10 years

(xxiv) Goodwiil and Intangible Assets

Goodwill

The excess of the cost of a business combination over the interest in the net fair value of the identifiable assets,
liabilities and contingent liabilities at the date of acquisition, of subsidiary undertakings, associated
undertakings and other businesses, arising is capitalised as goodwill.

Goodwill arising on the acquisition of shares in subsidiary and associated underiakings prior to 31 December
1998 was written off against reserves in the year of accuisition.

Goodwill arising on acquisitions between 31 December 1896 and 1 January 2004 was recognised on the
balance sheet and amortised on a straight line basis over its estimated useful life. The group has availed of the
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transitional arrangements under IFRS 1 and accordingly the unamortised goodwill at 1 Jaruary 2004 is
recognised on the balance sheet, and accurnulated amortisation on goodwill arising before 1 January 2004 has
not been reversed.

From | January 2004, goodwill is carried in the balance sheet at cost less any accumulated impairment losses.
Goodwill is subject to an impairment review at least annually and if events or changes in circumstances indicate
that the carrying amount may not be recoverable it is written down through the income statement by the
amount of any impairment loss identified in the year. '

Goodwill arising on associates is shown as part of the investmeni in the assoclate; other goodwill is shown with
intangrible assets.

Software

Computer software is stated at cost, less amortisation and provision for impairment, if any. The external costs
and identifiable internal costs of acquiring and developing software are capitalised where it is probable that
future economic benefits that exceed its cost will flow from its use over more than one year.

Capitalised computer software is amortised over three t¢ seven years.

(xxv) Shareholders’ value of in-force business
As permitted under IFRS 4, insurance contracts are accounted for in accordance with embedded value
methods, applying EEV principies and reflecting the provisions of FRS 27.

The shareholders’ value of in-force business is the present value of future statutory surpluses attributable to
shareholders expected to arise from the contracts which have been classified as insurance contracts. The
shareholders' interest in the value of the in-force business is included as an asset on the balance sheet and the
movement in this asset is reflected in the income statement.

The value of in-force business calculated in accordance with EEV principles is determined by the group in
consultation with independent actuaries Watson Wyatt LLE

Assumptions regarding future rates of mortality, morbidity, persistency, taxation, investment returns and expense
levels are based on the recent experience of the business, taking account of current economic conditions.

The risk discoun: rate used 1o calculate the shareholders' value of in-force business is a combination of a
discount rate to reflect the time value of money and a risk margin to make prudent altowance for the risk that
experience in future years may differ from the assumptions.

{xcvi) Pension obligations
The group has both defined benefit and defined contribuiion schemes.

The group's net obligation in respect of the defined benefit schemes is calculated separately for each scheme.
The net obligation represents the present value of the obligation to employees in respect of service in the
current or prior period less the fair value of the plan assets. The present value of the obligation is actuarially
caleulated annually by external actuaries using the projected unit method. The present value of the obligation is
determined by discounting the estimated future cash flows. This discount rate is based on the market yield of
high quality corporate bonds that have maturity dates approximating to the terms of the pension liability.

Actuarial gains and losses at 1 January 2004 have been taken directly to reserves. As permitted under IAS 19,
the corridor approach has been adopted for actuarial gains and losses arising since that date. Under the
corridor approach actuarial gains and losses are recognised orly where the cumulative unrecognised actuarial
gains or losses at the end of the previous reporting period exceed the greater of.

+ 10% of present value of the defined benefit obligations at that opening balance sheet date or
+ 10% of the fair value of the scheme assets at that opening balance sheet date

The limits are applied separately 10 each scheme, with any resulting excess actuarial gams or losses
recognised in the income statement over the expected remaining service lives of the active members of each
scheme,
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The current and past service cost, the interest cost of the scheme liabilities and the expected return on scheme
assets are recognised in the income statement in the period in which they are incurred.

The group pays contractual contributions in respect of defined contribution plans. These contributions are
recognised as employee expenses when the related employee service is received.

(xxvii) Share options

The group operates a number of equity setiled share option schemes based on non-market vesting criteria.
The group has availed of the transitional arrangements under IFRS 1 and no charge is included for share
options granted before 7 November 2002 which had not vested by 1 January 2005. For all other options, the fair
value of the opticns is determined at the date of grant and expensed in the income statemert over the period
during which the employees become unconditionally entitted to the options. The expense is credited to a
separate reserve in the balance sheet. At each period end the group revises its estimate of the number of
options that it expects to vest and any adjustment relating to current and past vesting perlod is charged to the
income statement.

(xxviii) Taxation
Taxation comprises both current and deferred tax. Taxation is recognised in the income statement except
where it relates to an itemn which is recognised directly in equity.

Corporation tax payable is provided on taxable profits at current tax rates.

Deferred tax is provided using the liability method on all temporary differences except those arising on
goodwill not deductible for tax purposes or where the temporary difference arose on the initial recognition of
an asset or liability in a transaction which was not a business combination and which at the time of the
transaction affects neither accounting profit or taxable profit. Deferred tax assets are recognised only to the
extent it is probable that future taxable profits will be available against which the asset can be utilised.

Deferred tax liabilities and assets are offset only where there is both the legal right and the iniention to setile on
a net basis or 10 realise the asset and settle the liability simultaneously.

(xxix) Premium income and claims récognition on insurance contracts
Premiums earned in respect of insurance contracts are accounted for in the same period in which the liabilities
arising fromn those premiums are established.

Claims are accounted for when paid or payable, or if earlier, on the date when the policy ceases to be included
within the calculation of insurance contract liabilities.

(xoxx) Revenue from investment contra'cts* _
Fees charged in respect of investmeni contracts are recognised when the service is provided. Initial fees, which
exceed the level of recurring fees are deferred and amortised over the anticipated peried in which services
will be provided. Fees charged for investment management services for institutional fund management are also
recognised over the period of the service,

Premiums and claims in respect of investment contracts are not included in the income statement but are
reported as deposits to and withdrawals from investment contract liabilities in the balance sheet.

(xxxi) Interest receivable and payable*

Revenue on assets classified as HTM and AFS as well as loans and deposits is recognised on an effective
interest basis. This calculation takes into account interest received or paid, directly atiributable fees and
commissions and incremental transaction costs. The effective interest rate is the rate that discounts the expected
future cash flows over the expecied life of the instrument to the net carrying amount of the financial asset or

liability at initial recogniticn.
N
(xxxii) Acquisition costs*

The costs directly associated with the acquisition of new investment management service contracts are
deferred to the extent that they are expected to be recaverable out of future revenues to which they relate.

Such costs are amortised through the income statement over the period in which the revenues on the related
contracts are expected to be earned, at a rate commensurate with those revenues.
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Deferred acquisition costs are reviewed by category of business at the end of each financial year. Should the
circumstances, which justified the deferral of costs no longer apply, costs to the extent that they are believed
irrecoverable are written off.

For insurance contracts, acquisition costs to the extent that they are deferred are reflected within the
shareholders value of in-force business.

(;oaxiii)} Other income and expense recognition
Unless included in the effective interest calculation, fees and commissions receivable and payable are
recognised on an accruals basis.

Expenses are recognised on an accruals basis.

(xxxiv) Sales and repurchase agreements (including stock borrowing and lending)

Financial assets may be lent for a fee or sold subject to a commitment to repurchase them. Such assets are
retained on the balance sheet when substantially all the risk and rewards of ownership remain with the group.
The liability to the counterparty is included separately on the balance sheet as appropriate.

Stmilarly, financial assets purchased with a commitment to resell, or where the group borrows financial assets
but does not acquire the risks and rewards of ownership, the transactions are treated as collateralised loans, and
the financial assets are not included in the balance sheet.

The difference between the sale and repurchase price is recognised in the income statement over the life of the
agreements using the effective interest rate. Fees earned on stock lending are recognised in the income
staternent over the term of the lending agreement. Securities lent to counterparties are also retained in the
balance sheet.

(xxxv) Dividends
Final dividends on ordinary shares are recognised in equity in the period in which they are approved by the
company's shareholders. Interim dividends are recognised in equity in the peried in which they are paid.

(xxxvi) Purchases and sales of own shares

As permitted under Irish legislation, a subsidiary of the group holds Irish Life & Perrnanent plc shares on behalf
of life assurance policyholders. These shares are required to be treated as though they were purchased by the
company for its own benefit and treated as treasury shares and therefore treated as a deduction in aﬁiving at
shareholders' equity rather than as an asset.

Under IFRS the cost of the shares is required to be deducted from sharehelders' equity. However, as the shares
are held on behalf of policyholders the liability to the policyhelder is carried at fair value. As a result
shareholders’ equity is also reduced or increased by the change in the policyholder liability due to the mark to
market of the shares with changes in the gain or loss during the year resultinglin a gain or loss in the income
statement.

(xxxvii) Netting
Assets and Habilities are shown net where there is a legal right to offset and there is an iniention and an ability
to settle on a net basis,

(xxxviii) Accounting policies applicable to the 2004 comparatives for the group and company

As the group availed of the transitional provision permitted by the IASB to apply IAS 32, IAS 39 and IFRS 4 only
from 1 January 2004, the following accounting policies were applied in the 2004 statutory numbers instead of
those policies indicated with an asterick above :

ddi e
The results of life assurance activities (both insurance and investment contracts) have been presented on an
embedded value basis applying EEV principles. The embedded value is the sum of the net assets attributable
to shareholders and the shareholders’ interest in the value of the in-force life assurance business. The
shareholders' interest in the value of the in-force business is included as an asset on the balance sheet and the
moverment in this asset is reflected in the income statement.
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Life as: ce t i Tovisi

The technical provisions include the hife assurance provision for the non-linked liabilities, the provisions in
respect of linked liahilities and statutory swrpluses which have not been allocated to shareholders or
policyholders. These provisions are determined by the appointed actuaries as part of the annual investigation of
the life assurance business. Changes in the technical provisions are included in the profit and loss account.

Statutory surphuses are determined by the appointed actuary of each life assurance subsidiary following their
annual investigation. The boards of directors, acting upon the advice of the aﬁ:pointed actuaries, allocate a
proportion of the statutory surplus to policyholders through an appropriation of deciared bonuses and transfer
a propartion of the statutory surplus io shareholders.

stments
The accounting policies for the various categories of investments are as follows:

Listed investments

Listed investments included in the group's life assurance activities and debt gecurities held for trading
purposes are stated at market value. Realised and unrealised gains and losses on these investments are
taken to the profit and loss account.

Other lisied investments, with the exception of debt securities held as part of the bank's financial hedging
policy, are shown in the balance sheet at the lower of cost or market value.

Debt securities, held as part of the bank's financial hedging policy, are included in the balance sheet at cost,
adjusted for the amortisation to redemption of discounts or premiurms on acquisition.

Unlisted investments

Unlisted investments included in the group’s life assurance activities are shown in the balance sheet at

directors' valuation. Realised and unrealised gains and losses on these investiments are taken to the profit

and loss account. Other unlisted investments are stated at the lower of cost and directors’ valuation.
[mpairment provigions
Specific provisions for impairment losses are made as a result of a detailed pericd end appraisal of risk. In
addition, general provisions were made on a porifolio by portfolio basis to cover the risks, which although not
specifically identified are known from experience to exist in the various portfolios. Provisions made during the
period, less existing provisions no longer required, and recoveries of bad debts previously written off are
charged against profits.

ol ing lendi
An advance becomes non-performing when interest ceases to be credited 1o the income statement. Where the
customner continues to operate the account, but where there is doubt about the payment of interest, interest
continued to be charged to the customer's account, but not applied to income. Interest is placed in a suspense
account and only taken to income if it was received.

In those cases where the operation of the customer's account has ceased and it has been transferrad to a
specialist recovery department, the advance was written down to its estimated realisable value and interest
was no longer charged to the customer's account as its recovery is considered unlikely. Thereafter interest was
only taken 1o income if it was received.

ff eel financial instruments
Off balance sheet financial instrurnents used within the group's banking activities for hedging purposes
primarily comprise interest rate swaps, cross currency swaps and future rate agreements. Profits and losses
arising from hedging activities are recognised in accordance with the underlying transactions.

Off balance sheet financial instruments that cease to be non-trading hedges as a result of the underlying item or
position being derecognised were remeasured at fair value before being reclassified as trading. In common
with the derecognised item or position, the income or expense generated from the related hedge, including
any associated deferred income or expense, was recognised in full in the period. Where the reclassification
from non-frading to trading takes place, the fair value on the date of transfer became the cost of the trading
transaction.
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Within the group's life assurance activities, off balance sheet instruments are used as one element of efficient
portfolioc management and are valued at the market rates ruling at the balance sheet date.

Income and expense recognition
Interest income and expenses together with fees and commissions receivable were recognised on an accruals
basis.

Expenses were, in general, charged to the income statement as accrued. Commissions paid to termediaries
in respect of certain lending business were charged to the income statement over three years. In certain other
cases, expenses incurred in setting Up banking transactions were also deferred and charged to the income
staternent over the lives of the underlying transactions.

2. Accounting Estimates and Judgements
Management discussed with the Audit Commitiee the development, selection and disclosure of the group’s
critical accounting policies and estimates and the application of these policies and estimates.

Critical accounting judgements made by management in applying the group's accournting policies are set out
below.

Insurance and investment contracts

Under IFRS as adopted by the EU the group accounts for its insurance contracts using the embedded values
calewlated based on the European Embedded Value Principles and investment contracts are accounted for
under IAS 39 and IAS 18. Insurance contracts are defined as those contracts which transfer significant insurance
risk. Insurance risk is defined as the possibility of having to pay benefits on the occurrence of an insured event
which are significantly more than the benefits payable if the incurred event were not to be incurred, [nvestment
contracts are those contracts which carry no significant insurance risk.

Insurance contracts
The group accounts for its insurance contracts using the embedded value basis of accounting which recognises
the present value of in-force business (shareholder value of in-force business) as an asset.

Policyholder liabilities for non-linked insurance contracts are estimated by management. This requires
managernent to estimate future policyholder cash flows and to make assumptions regarding the probability and
the timing of the occurrence of the insured event, future investment returns and future expenses. The liability
will therefore vary with movements in interest rates and with changes in the actual cost of life assurance and
annuity benefits where future mortality experience is uncertain. Management follows industry guidelines in
setting assumptions, using standard insurance risk tables amended to reflect the group's own experience and
where appropriate makes allowance for expected insurance risk improvements or disimprovements.
Assumptions and sensitivities are set out in note 39.

Reinsurance assets for non-linked insurance contracts require the group to estimate future cash-flows from
reinsurance contracts. The cash-fiows make assumpiions regarding the probability and the timing of the
cccurrence of the reinsured event, future investment returns and future expenses. The asset will therefore vary
with movements in interest rates and with future changes int actual experience. Management follows industry
guidelines in setting assumptions using standard insurance risk tables amended 1o reflect the group’s own
experience and where appropriate makes allowance for expected insurance risk improvements or
disimprovements.

The shareholders’ value of in-force business is calculated by projeciing future surpluses atiributable to
shareholders and discounting them to the balance sheet date. Future surpluses depend inter alia on insurance
risk, lapse rates, future investment returns, expenses, reinsurance charges, product charges and taxation.
Management estimates the future surpluses using industry standard methodologies having regard to both
actual experience and current econiomic conditions. Surpluses are discounted at a risk adjusted discount rate
which is estimated by the management based on current interest raies and an estimated risk margin. There is
an acceptable range into which these assumptions can validly fall, and the use of different assumptions may
cause the shareholders' value of in-force business to differ from that assumed at the balance sheet date. This

59




60

m@ﬂ

- could significantly affect the income recognised and the value attributed to the in-force business in the

accounts. Assumptions and sensistivities are set out in note 33.

Investment contracts

Investment contracts are accounted for as financial instruments under IAS 39 and IAS 18. These are prlmanly
unit-linked contracts whose value is contractually linked to the fair value of the financial assets within the group's
unitised investment funds. Initial fees earned and incremental costs (mainly commission) paid on sale of an
investment contract are deferred and recognised over the expected life of the contract. The expected life of the
contracts is estimated based on current experience and the term of the contracts and is reviewed at least
annuaily. Changes to the expected life could affect the income and cost recognised and the value of the asset
and liability in the accounts. However, given that any changes to expected life will affect both costs and fees, the
net impact is unlikely to be significant.

Financial Instruments

The group carries certain financial assets and liabilities at fair value, including all derivatives as well as assets
and liabilities of the life assurance operations. Asset and liabilities are priced using a quoted market price
where there is an active market for the instrument or by using a valuation model. Valuation models use data
such as interest rate vields curves, equity prices, options volatiliies and currency rates. Most of these
parameters are directly observable from the market. Changes in the fair value of financial assets will largely be
offset by corresponding changes in the fair value of liabilities and therefore the net impact on equity is unlikely
to be significant. '

Interest receivable and payable

Revenue on assets classified as HTM and AFS as well as on loans and deposits is recognised on an effective
interest basis. This calculation takes into account interest received or paid, fees and commissions attributable to
the asset or liability and incremental transaction costs. The effective interest rate is the rate that discounts the
expected future cash flows over the expected life of the instrument to the net carrying amount of the financial
asset or liability at initial recognition. The expected life is calculated based on current experience, changés to
the expected life could affect the income recognised and the value of the asset in the accounts

Impairment losses

Management reviews the group's loan portfolios to assess impairment at least quarterly In determining
whether an impairment loss should be recognised management makes judgements based on observable data
indicating that there is a measurable decrease in the estimated future cash flow from a loan or a portfolio of
loans. The group uses estimates based on historical loss experience for assets with similar credit risk
characteristics.
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3. Segmental analysis A
Segmental information is presented in respect of the group’s business segments based on the group’s
management and internal reporting structure. The group comprises the following main business segments:

Banking ' Retail banking services including current accounts, residential mortgages and
other loans. :

Insurance and investment  Long term savings products including pensions to both individuals and group
schemes.

General insurance Property and casualty insurance carried out through the group’s associate
company Allianz-Irish Life Holdings plc.

Other This includes a number of small business units including third party life assurance

administration, insurance brokerage and corporate costs which are not attributable
to any business unit.

Inter-segment pricing is determined on an arms length basis.

The segmental results are as follows

2005
Banking Insurance & General Other Eliminations! Total
investment insurance
€m €m €m - €m €m -€m
Net interest receivable 317 21y - 1 9 366
Other non-interest income 36 (18) - 28 - (14)
Premiums on insurance
contracts, net of reinsurance - 325 - - - 325
Investment return 13 3,523 - - 9 3,827
Fees from investment
contracts & fund management - 201 - 17 - 218
Change in shareholder value
of in-force business - 6 - - - 6
Profit on the sale of
property and equipment 2 2 - - - 4
Operating income 428 4,028 - 46 - 4,502
Claims on insurance
contracts, net of reinsurance - (275) - - - (215)
Change in insurance/
investment contract liabilities  — (3,322) - - - (3,322)
Administrative expenses (249) (173) - (48) - (470}
Depreciation and
amortisation (17} 21 - 2) - (40
Investment expenses - (18) - - - (16}
Provision for impairment
losses on loans and
receivables (12) - - - - (12)
Operating expenses (278) (3,807) - (50) - (4,135)
Operating profit 1580 221 - 4) - 367
Share of profits of
associated undertakings - - 54 - - 54
Taxation (38) (31 - - - (69)
Profit for the financial year
on continuing activities 112 190 54 (4) - T 382
Profit on discontinued
activities - 1 - - — 1
Profit for the financial year 112 191 54 (4) - 353
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3. Segmental analysis (continued}
‘ 2004 (statutory)

Banking Insurance & General Other Eliminations! Total
investment insurance
€m €m €m €m €m " €m

Net interest receivable 349 (17) - 1 8 341
Other non-interest income 8 (72) ~ 28 (10} (48)
Premiums on insurance
contracts, net of reinsurance - 3,557 -~ - - 3,557
Net iivestment return - 1,709 - - )] 1,101
Fees from investment
contracts & fund
managernent - 9 - 14 10 15
Change in shareholder
value of in-force business - 154 - - - 154
Profit on the sale of
property and equipment 2 - - - - 2
Other income 3 - - 7 - 10
Net operating income 362 5,322 - 48 - 5132

Claims on insurance

contracts, net of reinsurance - (1.234) - - - (1,234)
Change in insurance/

invesirment contract

liabilities - (3,582) - - - (3.582)
Administrative expenses (211) (150} - (47 - (408)
Depraciation and

amortisation @2n (18) - )] - 40y
Investment expenses - 10 - - - (10)
Provision for impairment losses

on loans and receivables - (9) - - - — 1)
Net operating expenses (241) (4,594) - (48) - (5,283)
Operating profit 121 328 - - - 449

Share of profits of

associated undertakings - - 36 - - 56

Profit on the disposal of Irish

Estates Management Ltd. - - - 19 - 18

Taxation (36) (74) - (1) - (111)
Profit for the financial year

on continuing activities 85 254 56 18 - -413

Profit on discentinued

activities - 8 - - - 8

Profit for the financial year 85 262 56 18 - 421
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3. Segmental analysis (continued)

- Banking Insurance &

2004 (pro-forma) -

General QOther Eliminations! Total
investrment insurance

€m €m €m €m €m €m
Net interest receivable 349 (1D - T .8 341
Other non-interest income 45 (62) - 26 (10} H
Premiums on insurance
contracts, net of reinsurance - 304 - - - 304
Investment return - 1,702 - - &) 1,604
Fees from investment
contracts and fund
management ' - 143 - 14 10 167
Change in shareholder value
of in-force business Co- 28 - - - 28
Cther income . - - - 1 - 1
Profit on the sale of
property and equipment 2 - - - - 2
Net operating income 396 2,088 - 48 - 2,542
Claims on insurance
contracts, net of reinsurance - {284) - - - (284)
Change in insurance/ '
investment contract liabilittes  — (1,420) - - - (1,420)
Administrative expenses (224) (187) - (47) - (428)
Depreciation and ameortisation (21) (18) - (1) - (40)
Investinent expenses - (10) - - - (10
Provision for impairment losses
on loans and receivables {(10) - - - - (10)
Net operating expenses (255) (1,889) - (48) - (2,192)
Operating profit 141 209 - - - 380
Share of profits of
associated undertakings - 56 - - 56
Profit on the disposal of Irish
Estates Management Lid. - - - 19 - 19
Taxation (37) (39) - () - (77).
Profit for the financial year )
on continuing activities 104 170 56 18 - 348
Profit on discontinued
activities - 7 - - - 1
Profit for the financial year 104 177 56 18 - 355

IEliminations relate to intersegmental interest receivable and payable on deposits and loans together with

intersegmental commission payments and receipts.
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3. Segmental analysis (continued)

Banking Insurance & General Other Eliminations

Total
: investment insurance & Unallocated
€m €m €m €m €m €m
2005
Interest in associate
undertakings - - 167 - - 167
Other assets 35,565 26,084 - 101 (675) 61,075
Liabilities 34,834 24,934 - 66 (675) 59,159
Ecquity 731 1,118 167 59 - 2,075
Capital expenditure? 28 23 - 1 - 59
2004 (Statutory)
Investment in associate
undertakings - - 136 - - 136
Other assets 21,917 22,196 - 90 (523) 49,680
Liabilities 27,533 20,596 - 63 (823) 47,669
Equity 389 1,557 136 54 - 2,136
Capital expenditure? 18 45 - 2 - 65
2Capital expenditure includes expenditure on property and equipment and intangible assets.
4, Interest receivable
2005 © 2004
€m €m
Loans and receivables to customers 763 625
Loans and receivables to banks 113 102
Debt securities 88 54
Lease and instalment finance 67 62
1,032 843
Interest accrued on impaired loans was €11m (2004:€10m)
5. Interest payable
2005 2004
€m €m
Interest on deposits by banks and customer accounts 203 191
Interest on debt securities in issue 411 267
Interest on subordinated debt 52 44
666 502
6. Fees and commission income
2005 2004
€m €m
Fees and commission earned on banking services 48 45
Commission earned on insurance and investiment contracts 17 15
63 60
7. Fees and commission expenses
2005 2004
€m €m
Fees and commission con banking services 6 41
Commission payable on life and investment contracts 88 73
Amortisation of deferred acquisition costs on investment contracts (21) -
73 114
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8. Trading (expense)/income

2008 2004
€m €m
Interest rate insiruments )] 6
Foreign exchange instruments 1 -
4) 6
9. Premiums on insurance contracts
2005 2004
€m €m
Individual premiums
Recurring 244 583
Single 38 941
283 1,624
Premiums under group contracts
Recurring 153 407
Single 48 - 1,172
201 2,179
Outward reinsurance premiums - (146)
,484 3,857 .

From 1 January 2005 following the adoption of IFRS 4 premiums on investment contracts are no longer
accounted for as premiums and instead are shown as movements in investment contract liabilities in the
balance sheet while reinsurance premiums are shown as a separate line on the income staternent.

10. Investment return

2005 2004

€m €m

[ncome from investment properties 106 93
Dividends and interest 468 388
Realised and unrealised gains and losses 2,953 1,220
3,827 1,701

Realised and unrealised gains and losses include gains and losses on assets held in unit-linked funds
which are designated as FVTPL together with foreign exchange gains and losses.

11. Claims on insurance contracts

‘2008 2004

. €m €m

Death and disability benefit 178 131
Maturities and encashments 106 747
 Annuities 102 66
Investment business - 290
383 1,234

From 1 January 2005 following the adoption of IFRS 4 claims on investment contracts are no longer
accounted for as claims and are instead included in the balance sheet as movements in investment

contract liabilities.
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12. Administrative and other expenses

2005 2004
. €m €m
Administrative expenses 470 " 408
Depreciation 25 30
Software amortisation l 15 10
: 510 448
Expenses are afier charging the following
2005 2004
€m €m
Auditors' remuneration (including VAT)
— Audit services 1.2 ) 1.2
— Audit related services 1.0 06
— Non-audit services 0.4 0.3
Operating lease rentals - land and buildings 6.2 6.5
13. Employment costs
2005 2004
€m €m
Staff costs (including executive directors) for the year were:
Wages and salaries* 232 221
Sccial insurance Y 24 23
Pension costs
—  Payments to defined contribution schemes 1 . 1
~  Charge in respect of defined pensicn schemes - 34 30
Equity settled transactions 6 1
Charged to income statement 297 ‘ ' 276
Unrecognised actuarial (gain)/loss on
defined pension schemes arising in the year (8) ) 51
289 . 327

* Including commission paid to sales staff
Full details of defined pension benefit schemes are set out in note 14.

Average number of full time equivalent staff (including executive directors) employed during the

year:
2005 2004

Ireland . 4,428 4,605

UK 183 ] 164
4,611 4,769

Life assurance 1,687 - 1,765
Banking 2,393 ‘ 2,424
Investment management 121 127
Other 400 453

i 4,611 ) 4,769

Information concerning individual directors' emoluments and aggregate emoluments is given on pages
32 10 34 of the remuneration report.
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14. Retirement benefit obligations

Defined Benefit schemes

The group operates six defined benefit final salary pension schemes for employees. All of the defined benefit
schemes are funded by the payment of contributions into separately administered trust funds. The pension
costs and provisions are assessed in accordance with the advice of independent qualified actuaries. Valuations
are carried out every three years by independant actuarial consultants. The actuarial reports are available for
inspection by members of the scheme and are not available for public inspection. All of the group's defined
benefit pension schemes have been revalued within the last three years with valuation dates ranging from 1 July
2003 to 30 June 2005. Actuarial gains and losses are accounted for under the corridor approach as set out in
the accounting policy note.

Group Company

The key financial assurnptions used are: 2005 2004 2005 2004
Rate of increase in salaries
(in additien to salary scale) 3.75% 4.00% 3.78% 4.00%
Rate of increase in pensions 2.25% 2.25% 2.25% 2.25%
Discount rate 4.25% 4.75% 4.25% 4.75%
Expected return on plan assets 6.30% 6.80% 6.30% 6.80%
Rate of price inflation 2.25% 2.25% 2.25% 2.25%

The key mortality assumptions used at 31 December 2005 are:

Pre-retirement: T0% AMBQ for males 70% AF80 for females

Post-retirement:

Pensicners: 100% PMAS2 (c=2025) for males, 100% PFAS2 (c=2025) for females

Actives/deferreds: 100% PMAS2 (c=2040) for males, 100% PFAS2 (c=2040) for females

Amounts recognised in the income statement in respect of these defined benefit schemes are:

Group Company

2008 2004 2005 2004

€m €m €m €m

Current service cost 43 39 18 .18
Past service costs 2 - 2 -
Interest cost 49 47 23 20
Expected return on scheme assets ° (60) (56) (18) (16)
34 30 25 20

This charge has been included in adminisirative expenses.
Unrecognised actuarial gains or losses which are outside the corrider under IAS19 are amortised in the
income statement over the estimated remaining service lives of the members which for 2005 was 20
years.
The actual return on scheme assets was €201m (2004: €93m) in the group and €62m (2004: €26m) in the
company.
The amount included on the balance sheet arising from the group's ¢bligations in respect of its defined benefit
retirement schemes are:

Group Company
2005 2004 2005 2004
€m €m €m €m

Present value of defined benefit obligations (1,238) (1,051) (563) {464)
Fair value of pension scheme asseis 1,108 864 357 261
Present value of net obligations (130) (157) (206) (203)
Unrecognised actuarial (gains )/losses 43 51 65 47
Net post-retirement obligations recognised on

balance sheet (87) (106) (141) {156)
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14. Retirement benefit obligations (continued)

The movernent in the present value of defined beneflt obligations in the year are:

Group - Company
2005 2004 2005 2004
. €m €m €m €m
Net post-retirement obligations at 1 January (108) (97) {156) ~(150)
Expense recognised in income statement (34) (30) (25) (20)
Contributions paid © 52 21 40 14
Attributable to discontinued activities* 1 - - -
Net post-retirement obligations at 31 December (8T) (106) (141) (156)
*setilement curtailment
This is shown on the balance sheet as follows:
Net post-retirement asset 71 66 3 -
Net post-retirement liability (158) (172) (144) (156)
Net post-retirement obligations (87) (106) (141) {156)

15. Share-based payments

The group has four share option schemes in which management and staff of the group participate. Full details
of the share options schemes are set out in the directors’ report on remuneraticn on pages 30 and 31.

In accordance with the IFRS transitional arrangements included in IFRS 1 and IFRS 2, IFRS 2 has not been
applied to options granted before T November 2002.

The total number of options outstanding at 31 December is as follows:

2005
. Number of options
Exercise Price Other Key Total”
Grant Date Employees Management
Pre 2000 €5.31 10 €14.79 549,243 184,493 - 733,736
2000 . €9.20 532,387 210,196 142,583
2001 ) €13.85 2,847,010 212,131 2,859,147
2002 €11.89 & €14.85 2,659,201 246,008 2,905,209
2003 €9.68 2,839,641 360,296 3,198,837
2004 ) €13.21 2,194,010 271,298 2,465,308
11,421,492 1,484,428 12,905,920
2004
Number of options
Exercise Price  Other Key Total
Grant Date Employees Management

Pre 2000 €5.31 to €14.79 1,205,187 201,377 1.407.164
2000 ‘ €6.20 1,105,838 235,196 1,341,034
2001 €13.85 3,384,075 225,249 3,609,324
2002 €11.99 & €14.85 3,080,200 246,008 3,326,208
2003 ) €9.68 3,086,415 360,296 3,446,711
2004 €13.21 2,314,282 271,298 2,585,580
‘ 14,176,597 1,539,424 15,716,021

Options are normally exercisable between three and ten years from grant and expire ten years after the date of
grant. Total number of options outstanding at 31 December 2005 is equivalent to 4.75% of the issued share
capital {2004: 5.8%).
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15. Share-based payments {continued)

Number of options Weighted Average
Exercise Price
2005 2004 2008 2004
L € €
Qutstanding at 1 January 15,716,021 14,514,288 12.189 11.85
Granted during the year - 2,647,282 - 13.21
Exercised during the year (1,863,452) (196,497) 11.47 3.83
Lapsed during the year (846,649) (1,249,052) 12.46 11.75
Outstanding at 31 December 12,905,920 15,716,021 12.28 12.19
Exercisable at 31 December 6,461,374 6,357,522

The 1994 and 1999 schemes are closed and no further options can be issued under them.
There were no options issued in 2005,
The weighted average share price during the year was €14.58.

The weighted average contractual life of options outstanding at 31 December 2005 is 6.4 years.

The fair value of service received for share options granted is measured by reference to the fair value of share
options granted. The value is estimated based on the Black-Scholes mode! adjusted for dividends.

2005
Fair value at grant date (8/10/2004) £3m
Share price at date of grant €13.21
Exercise price €13.21
Expected volatility 20.53%
Option life 5.4 years
Expected dividend yield 3.90%
Risk-free interest rate 3.36%

Expected volatility was determined based on five year historic volatility.

In calculating the number of options which are expected to vest, the group takes into account the service
condition attaching to the options. Share options are granted under a non-market performance condition which
is not taken into account in calculating the fair value at date of grani.

The charge in the income statement in respect of equity settled transactions is set out in note 13.

16. Investment expenses

2005 2004

€m €m

Expenses relating to investment properties 5 4
Other investment expenses ' 11 ‘ B ‘ 6
18 10

[nvestment property expenses include €1m (2004.€1m) in respect of vacant properties.

‘69



) P LPLLLCLL LA L CLA

m@ﬂ

17. Provision for impairment of loans and receivables

Group Company

2008 2004 2005 2004

€m €m €m €m

At 31 December 95 92 71 66
Transition to [AS39 (49) - (40) -
At | January 46 92 31 €6
Charged against income statement 12 9 5 8
Amounts written off (6) {6) ) (3)
At 31 December ) 52 95 32 71

At 31 December

Specific 32 39 -29 25
Collective : 20 56 3 46

52 95 32 71

18. Other credits

a.  Disposal of property and equipment
In 2008 the group disposed of a number of properties cccupied by the group and realised a profit before
tax of €4m (2004; €2m).

b. Sale of Irish Estates Management
In December 2004 the group disposed of its property management subsidiary Irish Estates Management
Limited, the resulis for 2004 include €19m profit arising on this disposat. The carrying value at the date of
disposal was €1m.

19. Taxation

a.  Analysis of taxation change

2003 2004
€m €m
Taxation charged to income statement
Current taxation
Charge for current year 68 B3
Adjustments for prior years (3) -
65 53
Deferred taxation
Origination and reversal of timing differences 4 58
Total charge in income statement 69 111
Taxation charged to ecuity
Deferred taxation relating to property revaluations 12 -
12 -
The taxation charge includes amounts atiributable to life assurance policyholders.




pPRigililallclalygotdle
TEER 31 2005

19, Taxation {continued)

b. Reconciliation of standard to effective tax rate

2008 2004

) €m €m

Profit on continuing activities before tax 421 524

Tax calculated at standard ROI corporation tax rate

of 12.5% (2004: 12.5%) 53 65
Different basis of tax for ROI life assurance 3 35
Adjustment to tax charge in respect of prior years &))] -
Share of associates profits shown post tax in income statement D @))]
Non-taxable own share adjustment 4 1
Government levy on financial institutions 12 12
Non-taxable profit on the disposal of subsidiaries (2}
Local basis of taxation on overseas profits 6 5
Non-deductible expenses 1 1
69 k11

20, Discontinued activities

On 2 June 2005, the group disposed of its UK life assurance subsidiary, City of Westminster Assurance

Company Limited. The net proceeds were €63m, the profit after tax for the period up to the date of disposal

was €3m, the loss on disposal was €2m.

The contribution to profit up to the date of disposal is analysed as follows :

2008 2004
€m €m
Income
Premiums on insurance contracts 16 65
Investment return 45 105
Fees from investment contracts 3 -
Change in shareholders' value of in-force business (1) 3
83 173
Expenses
Claims on insurance contracts (24) (102)
Change in insurance contract liabilities ®) {52)
Change in investrent confract liabilities (26} -
Administrative expenses 4) (5)
(Gl (159)
Profit before taxation 3 14
Taxation - (6)
Profit after taxation 3 8
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20: Discontinued activities (continued)

The assets and liabilities at date of disposal were as follows:

€m
Assets
Financial assets 883
Investment properties 31
Loans and receivables to banks 255
Reinsurance assets 12
Other assets 46
Shareholders’ value of in-force business 55
Total assets 1,262
Liabilities
Insurance coniracts 514
Financial liabilities - investment coniracts 624
Deferred tax liabilities 5
Outstanding insurance and investment ¢laims 15
Other liabilities 38
Retirement benefit obligations 1
Total liabilities 1,197
Net assets at date of disposal 65
Net proceeds 63
Loss on disposal (2)

21. Earnings per share

(@)

()

iy o5 OU=rIRE0 A A=)

2008

2004
Statutory Pro forma
Basic EPS
Weighted average ordinary shares in issue and
ranking for dividend 262,813,871 262,998,704 262,998,704
Profit for the year attributable to equityholders
Continuing operations €352m €4]11lm €346m
Discontinued operations €lm €8m €7m
Total €353m €419m €353m
EPS (cent)
Continuing operations 133.9 156.3 131.6
Discontinued operations 0.4 3.0 2.7
Total 134.3 156.3 134.3
Fully diluted EPS
Weighted average of potential dilutive ordinary shares 2,071,187 1,507,711 §,897.711
arising from the group's share option schemes
Weighted average number of ordinary shares used in :
the calculation of fully diluted EPS 264,885,058 264,596,415 264,596,415
Fully diluted EPS (cent)
Continuing operations 132.9 155.3 130.8
Biscontinued operations 0.4 3.0 2.6
Total 133.3 158.3 133.4

At 31 December 2005 the weighted average of potential dilutive ordinary shares excludes 1,996,909
opticns outstanding which could potentially dilute EPS in the future (2004: 8,525,085).
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22. Dividends . :
2008 2004
Cent - €m Cent €m
Dividends paid in the year ‘
Final (relating to prior period) 38.5 104 36.0 97
Interim 17.7 48 16.5 45
56.2 182 52.5 142
Dividends proposed at 31 December 42.8 116 385 104
23. Debt securities
The group's debt securities are classified as follows:
Group Company
2008 2004 2005 2004
€m €m €m €m
Held to maturity
- listed 2,104 1,742 2,104 1,742
Available for sale
— listed - 959 1,481 944 1481
Fair value through profit and loss
~ listed 4,461 4,111 - -
— unlisted 1,006 1,037 - -
8,530 8371 3,048 3,223

Debt securities held to maturity are held at amortised cost. The fair value of the held to maturity securities at 31

December 2005 is €2,128m.

The group has not reclassified any debt securities during the year.

The carrying value of debt securities is analysed as follows:

Group Cqmpany

2005 2004 2008 2004

€m €m €m €m

Government bonds 5,781 5,225 2,168 1,808
Bonds issued by public boards 334 252 - -
Bonds issued by banks 2,085 2,638 880 1,417
Other bonds 330 216 - -
8,530 8,371 3,048 3.223

The movement in held to maturity and available for sale securities is analysed below:
) Group Company

Held to Available Heldto  Awvailable

maturity for sale maturity for sale

€m €m €m €m

At 31 December 2004 1,742 1,481 1,742 1,481
Implementation of IAS 39! - 17 - 17
At 1 January 2005 1,742 1,498 1,742 1,498
Exchange differences on monetary assets - 25 - 25
Additions 380 6,226 380 6,211
Disposals - (6,791) - (6,791)
Amortisation charge (18) 1 (18) 1
At 31 December 2008 2,104 959 2,104 944

1Before impact of hedging derivatives. -
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24. Equity shares and units in unit trusts

Designated at FVTPL ‘ 2005 2004
. €m €m

Listed - 12,490 9,897
Unlisted 202 237
12,782 10,134

25. Assets held in unit linked funds

Designated at FVTPL 2005 2004
€m €m

Debt securities 3,904 3,393
Ecuities and units in unit trusts 12,7154 10,020
Loans and receivables to and from banks. 1,010 1,096
Investment properties 2,252 1,700
Derivative assets and liabilities 137 106
Other assets/Mabilities 27 68
20,084 16,383

Unit linked policyholder funds include tracker products.

26. Derivative instruments

The group uses derivatives in both iis banking and insurance businesses, Within the banking operations
derivatives are used to reduce interest and foreign currency exchange rate exposures {fair value hedges) and
to generate incremental income for the group (trading). In the insurance business derivatives are used to match
fixed rate or tracker bond liabilities arising on insurance or investrnent contracts and within the unitised
investment funds which match unit-linked policyholder liabilities as part of the efficient portfolio management of
these funds. In the case of derivatives entered into for the benefit of unit-linked policyholders all of the risks are
borne by the policyholder. At 31 December 2005, all derivatives are carried at fair value. At 31 December 2004
derivatives held as hedges were held at amortised cost with all other derivatives held at fair value.

The derivatives used include

« Currency forward rate contracts which are commitments to purchase and selt currencies, including
undelivered spot transactions.

* Currency and interest rate swaps are commitments to exchange one set of cash-flows for another, for
example fixed interest rates for {loating interest rates.

« Tutures contracts inay be for currency, interest rates or equity indices and are contractual obligations to pay
or receive an amount based on changes in exchange rates, interest rates or equity indices.

« Forward rate agreements are contracts that give rise o a cash settlement at a future date for the difference
between a contracted rate of interest and the interest rate at the date of setilement based on a notional
principal amount.

» Options are contractual agreements under which the seller grants the purchaser the right but not the
obligation to buy (a call option) or to sell {a put 6ption) at a set date or during a set period a specific amount
of a currency or a financial instrurnent at a specified price. Options may be traded on an exchange or
negotiated between two parties.

Further details on the group's risk management policies are set out in the overview of the business
performance and note 53.
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26. Derivative instruments (continued) - Lo

The fair value of derivative instrnuments is set out below: ' .
' ' 2005 2004

Fair value Fair value Fair value  Fair value
asset liability asset liability
€m €m €m " €m
Derivatives held by banking operations (group and comparny) T o ‘
— designated as fair value hedges 200 210 69 130
- held for trading : 139 138 24 al
339 348 93 151

Derivatives held by insurance and investment operations (group only)
- held in unitised funds for the benefit of unit-linked

policyholders 18 11 29 1
- held to match fixed rate and tracker bond Habilities 136 - 88 -

493 359 210 152

Fair value hedges by the banking operations are analysed as follows:

2005 2004
Notional Fair value Fair value Notional Fair value  Fair value
amount asset liability amount asset ~ liability
€m €m €m €m " €m €m
Currency swaps 9,023 58 - 5,851 18
Interest rate swaps ] 30,348 141 210 . 54,728 51 : 130
' 200 210 69 130

Trading derivatives are analysed below. Generally derivative assets are matched by derivative liabilities and
reflect the closing of trading positions by instruments of equal and opposite duration’

2005 2004
Notional Fair value Fair value Notional  Fair value  Fair value
amount asset liability amourt asset liability
€m €m €m €m €m - €m
Interest rate swaps 46,784 139 138 16,355 24 21
139 138 24 21

Derivatives held 1o match fixed rate and tracker bond liabilities within the insurance operations are analysed as
follows: o '

_ Fair Value Asset
2008 2004
€m €m
Interest rate swaps 6 10
Equity OTC options 130 78
136 : 88

18
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27. Loans and receivables to customers

Loans by category are set out below

Group Company
2005 2004 2005 2004
€m €m €m €m
Residential mortgage loans 23,344 18,423 17,944 14,514
Commerciai mortgage loans! ' 1,231 1,118 1,231 1,115
Finance leases 1,131 800 - -
Tetm loans 484 465 484 471
Money market funds? 150 8 150 8
Loans to subsidiaries I - - 4,286 2,711
26,340 20,911 24,095 18,819

1Commercial mortgage loans exclude loans of €185m (2004: €129m) to the group's life assurance operations

for the benefit of unit-linked policyholders.

2Money market funds include reverse repurchase agreements in 2004 of €8m.

There is no particular congentration of risk within these categories.

Loans and receivables at 31 December 2005 can be analysed into fixed and variable rate loans as follows:

Group Company

€m €m

Variable rate 17,180 12,928
Fixed rate 9,160 10,992
Non interest bearing - 175
26,340 24,095

Non interest bearing loans are all loans to subsidiaries which are repayabte on demand.

Loans and receivables includes €2,250m (2004: €2 226m) of assets which have been securitised, full detaiis of

securitised assets are set out in note 29.
Details of provisions for loan impairments are set in note 171.

Finance leases include the following:

2008 2004
€m €m
Gross investment in finance leases, receivable:
No later than 1 year 576 448
Later than 1 year and no later than 5 years . 612 498
Later than 5 years 31 34
1,219 880
Unearned future finance income on finance leases (88) (80}
Net investment in finance leases ) 1,131 S00
Net investment in finance leases receivables:
No later than 1 year 546 420
Later than 1 year and no later than 5 years 557 449
Later than 5 years 28 31
1,131 900
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28. Loans and receivables to banks - s

Group Company
2008 2004 2005 2004
. €m €m €m €m
Loans and receivables to banks 4,675 2,513 4,684 2,823
Deposits with banks 1,748 1,985 - -
6,421 4,508 4,684 2,823

29. Securitised assets and non-recourse funding

At 31 December 2005, the group had advances secured on residential property subject 16 non-recourse
funding. These loans are shown within leans and receivables to customers and the non-recourse funding is
shown as a separate liability.

As at 31 December 2004, the group had sold pools of mortgages of Stg£400 million to Auburn Securities 1 plc
in November 1958, €600 million to Fastnet Securities 1 plc in November 1999, 5tg&300 million to Auburn
Securities 2 plc in July 2000, Stg£400 million to Auburn Securities 3 ple in Novermnber 2002 and Sig£1 billion to
Auburn Securities 4 ple in October 2004, These companies issued Mertgage Backed Floating Rate Notes
(‘Notes") to finance the purchase of these mortgage pools.

During the course of 2005 the mertgage pools of Auburn Securities | plc and Fastnet Securities 1 plc had
amortised to a level that made the securitisation struciures no longer economic. Accordingly the early
redemption option in the respective agreements were exercised and the group repurchased the residual
mortgage pocls.

In 2005, the group undertook a new transaction involving the sale of 5tg£450m pools of mortgages to Auburn
Securities 5 ple.

Under the terms of these securitisations, the rights of the providers of the related funds are limited to the
mortgage leans in the securitised portfelios and any related income generated by the portfolios, without
recourse to Irish Life & Permanent plc. Irish Life & Permanent plc is not obliged to support any losses in
respect of the mortgages subject to the non-recourse funding and does not intend to do so. During the term of
the transactions, any amounts realised from the portfolios in excess of that due to the providers of the funding,
less any related administrative costs, will be paid to Irish Life & Permanent plc. The providers of these fundings
have agreed in writing (subject to the customary warranties and covenants) that they will seek repayment of the
finance, as to both principal and interest, only to the extent that sufficiert funds are generated by the mortgages
and related security, and that they will not seek recourse in any other form.

Auburn Securities 2 ple, Auburn Securities 3 plc, Auburn Securities 4 plc and Auburn Securities 5 ple have
hedged their interest rate exposure 1o fixed rate mortgages by entering into interest rate swap agreements with
Capital Home Loans Limited, a subsidiary undertaking of the group.

11
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29. Securitised assets and non-recourse funding (continued)

An analysis of the loans involved and the non reccurse funding in the balance sheet is as follows:

2005 2004
- Loans & Non-recourse Loans & Non-recourse
receivables funding receivables funding
€m €m €m €m
Group
Auburn Securities 1 plc - - 124 124
Fastnet Securities 1 plc - - 217 202
Auburn Securities 2 ple 160 154 185 185
Auburn Securities 3 plc 279 272 333 328
Auburn Securities 4 plc 1,211 1,175 1,367 1,356
Aubum Securities 5 plc 640 631 - -
2,290 2,232 2,226 2,193
Company
Fastnet Securities 1 plc - - 217 202
- - 217 202

The summarised income statement for the income earned by the group from these securitised assets, and
which is included in net interest income, is as follows:

2005 2004
€m €m
Interest income 137 a3
Interest expense (117) (10)
Operating expenses (1) {1)
Net income 19 12
30. Investment properties
Group Company
2005 2004 2005 2004
€m €m €m €m
As at |1 January 1,736 1,573 22 24
Acquisitions ) 317 - 108 - -
Disposals 37 (28) - -
Transfer to property & equipment (1) - (1) -
Attributable to discontinued activities (29) - - -
Fair value adjusiments 314 83 11 (2)
Asg at 31 December 2,300 1,738 32 22

Investment property is held primarily for capital appreciation and is let on a commercial basis to third parties,

Investmeni property is carried at fair value as determined by a registered, independent appraiser having an
appropriate recognised professional cualification and recent experience in the location and category of the
property being valued. Fair values take into account recent market transactions for similar properties,
occupancy and rental levels,

The acqusition of certain investment properties on behalf of unit-linked policyholders is funded by borrowing.
These borrowings which have recourse only to the specific property which they were used to acquire
amounted to €396m at 31 December 2005 (2004: €305m).

Property held under long leasehold interest at 31 December 2005 was €81m ( 2004: €30m). There are no future
payments under these leases. There are no contingent rents on these properties.
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31. Interest in subsidiary and associated undertakings

(a) Group’s interest in associated undertakihgs

" The group owns 30.43% of Allianz-Irish Life Holdings plc, an unlisted general insurance company
operating 1n Ireland.

The group's share of Allianz-Irish Life's net assets is as follows:

2005 2004
€m €m
} January 136 . g6
Share of results before tax 66 87
Share of tax (12) (1D )
Dividends received (23) (16}
31 Becember 167 136

Summary financial information on Allianz-Irish Life Holdings plc (100%) is as follows:

- 2008 2004

. €m €m

Assets 1,978 1,900
Liabilities . 1,430 1,454
Gross premium written 616 670
Profit after tax 177 184
Equity 548 446

The group’s share of the total recognised profit and loss of Allianz-Irish Life Holdings ple for the year
ended 31 December 2005 was €54m (2004: €56m).

(b} Company's interest in subsidiary undertakings

2008 2004

€m €m

1 January 2,849 ' 2,851
Additions 3 1
Repayments . - 3
31 December 2,852 2,849

Details of the group's principal subsidiary and associated undertakings are set out in note 51.
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32. Property and equipment

Group : _ .Land and  Office and Motor Total
Buildings computer .vehicles
equipment '
€m €m €m €m

Cost or valuation

At 31 December 2004 290 188 22 . 501

Additions 16 13 6 35

Valuation . 60 - - 80

Disposals (7} )] D (15

Reclassification from investment properties 1 — - 1

At 31 December 2005 - ' 360 201 : 21 582
Depreciation

At 31 December 2004 : 26 148 _ 11 183

Reclassified on valuation (26j - - ' (26)

Provided in the year ' 7 15 . 3 28

Disposals _ - (1) {3) (4

At 31 December 2005 o 7 ' 160 11 178
Net Book Value as at 31 December 2005 - 353 41 10 _ 404
Company Land and  Office and Motor Total

' : ‘Buildings computer vehicles
equipment
€m €m €m €m

Cost or valuation _ .

At 31 December 2004 . 194 57 1 . 258

Additions . 10 4 2. 18

Valuation 47 47

Disposals . ‘ (®) I 3) (10)

Reclassification from investment propertles ' 1 - - ' 1

At 31 December 2005 T ' 248 60 6 - 312
Depreciation . ) : ] ) . ‘

At 31 December 2004 23 42 3 88

Reclassified on valuation : (23) - ) - (23)

Provided in the year ) 5 5 1 11

Disposals N - - (2) (2)

At 31 December 2005 . 5 47 2 54

-z

Net Book Value as at 31 Decemi)er 2008 241 13 4 258
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32. Property and equipment (continued)

Group - : Land and  Office and Motor Total
Buildings computer ' vehicles
equipment’
€m €m . €m . €m
Cost or valuation i .
At 31 December 2003 : . 287 ) 178 | 22 487
Additions . - . 1 + 20 6 . a7
Disposals _ : (3) (9 (6)" (18)
Valuation -~ : B ) '5 o= - - 5
At 31 December 2004 - . - 290. . 189 .22 - 501
Depreciation . . .
At 31 December 2003 20 131 10 161
Provided in the period . 6 21 4. .3l
Disposals — (6) {3} (9
At 31 December 20085 ' 26 146 11 ©1837
Net Book Value as at 31 December 2004 ' 284 C43 . 11 318
Company Land and  Office and Motor Total
Buildings computer vehicles
) equipment .
_ €m €m €m . €m
Cost or valuation .
© A1 31 December 2003 196 53 7 256
Additicns 1 T 2. - 10
Disposals 3) 3) (@ (8)
At 31 December 2004 194 + 57 - - T . 258
Depreciation ‘

. At 31 December 2003 18 : 34 - 3.-- .. 55
Provided in the period - - 5 i 8 1. 14
Dispogals =~ - - = .= ) Sy
At 31 December 2004 - - 23 : 42 3 68

Net Book Value as at 31 December 2004 ' 171 15 4 190

Land and bujldjnrjs were revalued at 31 December 2005. Valuations were carnfe&l out by registered,
independent appraisers having an appropriate recognised professional qualification and recent experience in
the location and category of the property being vaiued Values take into account recent market transactions for
similar properties. ) :

The histcric cost of land and buildings in the group is € 177m (2004: €164m). -

33. Shéreholders’ value of in-force business

The shareholders’ value of in-force business for insurance contracts is computed using EEV principles issued in
May 2004 by the European Chief Financial Officers’ forumm. Shareholders’ value of in-force represents the
present value of future shareholders cash flow less a deduction for the cost of required capital and before
allowing for tax and includes a deduction for the time value of financial options and guarantees. Further details
of the EEV principles are set out in the supplementary EV basis information on pages 130 to 133.
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33. Shareholders’ value of in-force business (continued)

A. " Assumptions
The principal assumptions are set out below

Principal economic assumptions

The assumed future pre-tax returns on fixed interest securities are set by reference to gross redemption
yields available in the market at the end of the reporting period. The risk free rate of return used for the
rigk discount rate is based on the yield available for the effective duration of the future cash-flows
underlying the shareholders’ value of in-force business. The cerresponding return on equities and
property is equal to the risk free rate assumption plus the appropriate rigk premium. An asset mix based
on the assets held at the valuation date within policyholder funds has been assurmned within the

projections. .
31 December 3i December 31 December
2005 - 2004 2003
Equity risk premium 3.0% 3.0% 3.0%
Property visk premuun 2.0% 2.0% 2.0%
Risk free rate " : 3.2% 3.5% 4.2%
Non market risk margin _ S 21% - 2.1% 2.1%
Market risk margin ' ' 1.2% 1.1% 1.0%
Risk discount rate 6.5% 68.7% 1.3%
Investment return )
— Fixed interest ’ ’ 2.5% - 3.6% 2.5% - 4.2% 3.0% - 4.5%
- Equities 6.2% 65% - . . 1.2%
- Property ‘ 5.2% 5.5% 6.2%
Expense inflation 3.6% 3.6% 4.0%

Other assumptions ~ 7 '

The assumed future mortality and morbidity assumptions are based on published tables of rates, adjusted
by analyses of recent operating experience. Persistency assumptions are set by reference to recent
operating experience. !

The management expenses aftributable to life assurance business have been analysed between
expenses relating to the acquisition of new business and the maintenance of business in-force. No
allowance has been made for future productivity improvernents in the expense assumptiohs.

Projected tax has been determined assuming current tax legislation and rates.

EV resulis are computed on a before and after tax basis.

B,  Analysis of the movement in the year
The change in the shareholders’ value of in-force asset is analysed as follows:

2005 ' 2004

) €m €m

As at 31 December 1,144 ' 987
Transition to TAS 39 and [FRS4 (619) -
As at | January 825 987
Credit in income statement in the year 76 ] 154
Attributable to discontinued activities (5%) 3
As at 31 December i : 5486 : 1,144

€11m of the change in the year is due to assumptions changes.
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33. Shareholders’ value of in-force business (continued)

C. Sensitivities
A number of sensitivities have been produced on alternative assumption sets to reflect the sensitivity of
the insurance shareholder value of in-force asset to changes in key assumptions. The details of each
sensitivity are set out below, all amounts are after allowing for tax:
— 1% decrease in discount rate would increase equity by €58m.
— 1% increase in discount rate would reduce equity by €51m.
— 10% decrease in maintenance expenses would increase equity by €14m.

10% improvement in assurned persistency rates would increase equity by € 1lm.

5% decrease in both mortality and morbidity rates would increase equity by €12m.

34. Goodwill and intangible assets

Group ' Software Goodwill  Total
‘ ' €m €m © €m
Cost
At 31 December 2004 98 242 340
Additions 23 - 23
Attributable to discontinued activities (1) - (1)
At 31 December 2005 , 120 242 362
Amortisation .
At 31 December 2004 : 45 44 " 89"
Amortisation for the year 15 - 15
At 31 December 2005 60 44 104
Net book value as at 31 December 2005 60 198 258
Software Goodwill Total
€m £Em - €m
Cost )
At 31 December 2003 60 242 302
Additions 38 - 38
At 31 December 2004 98 - : 242 . 340
Amortisation ]
At 31 December 2003 35 44 79
Amortisadon for the year 10 - 10
At 31 December 2004 : _ 45 _ 44 . 89
Net book value at 31 December 2004 : 53 198 - 251
Company Software Coodwill " . Total
€m - - €m €m
Cost .
At 31 December 2004 39 198 ‘234"
Additions 11 - 11
At 31 December 2005 50 185 245
Amortisation . .
At 31 December 2004 ' 24 25 49
Amortisation for the year ) 5 " — 5
At 31 December 2005 : o . 29 v 25 - - - -54

Net book value as at 31 December 2005 21 170 191
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34. Goodwill and intangible assets (continued)

Software Goodwill Total
€m €m €m
Cost ) .
At 31 December 2003 33 185 228
Additions ' : 5 - 8
At 31 December 2004 38 195 234
Amortisation .
At 31 December 2003 19 25 44
Amortisation for the year 5 - 5
At 31 December 2004 24 25 45
Net book value at 31 December 2004 15 170 185
Goodwill is attributable to two business units as set out below
Group . Company
€m €m
Banking operations . 110 170
Other operations 28 -
5 198 170

The carrying of goodwill value is tested for impairment by calculating the recoverable amount.

The recoverable amount is based on value in use calculations at cash generating units using cash-flow
projections based on actual operating results and future business plans. Cash-flows for a further 20 year period
are extrapolated and discounted usincj a pre-tax discount rate ‘'of 6.5%. The discount rate is based on a rigk free
rate adjusted for risk margin and is line with the rates used in calculating the future cash-flows for shareholders’
value of in-force business. Cash flows assume growth will be 5% until 2010 thereafter growth is reduced to 3%,
reflecting the economic forecast for the Irish economy.

35. ljeferred acquisition costs

2005
€m
As at 31 December 2004 -
Transition to IAS 39 ‘ 182
As at | January 2003 182
Axising in the year 49
Charge to income arising in the year (28)
Attributable to discontinued activities [¢3))
Ag at 31 December 2005 ’ 182
36. Other assets
Group 2008 2004
. €m €m
Amounts falling due within one year
Amounts due from policyholders 49 53
Amounts due from intermediaries 3 ‘ 3
Other debtors 33 35

85 Coel
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36. Other assets (continued) : .

Company . o . i 2005 2004
€m €m

Amounts falling due within one year

Amounts due from subsidiary undertakings 17 -
. : .o 17 : -

37. Deposits by banks

Group Company
2008 2004 2005 2004
€m €m €m €m
Deposits by banks o 2,281 1,250 2,084 1,077
2,281 1,280 2,084 1,077

Al

€300m of the deposits by banks comprise the group's obligations to the Central Bank and Financial Services
Authority of Iretand ("CBFSAI") under the terms of the Mortgage Backed Promissory Note (MBPN) programme.
These obhgauons have been secured by way of a first floating charge to the CBSFAI over all its right, title,
interest and benefit, in €1,016m of loans and receivables to customers, Otherwise than with the prior written
consent of the CBFSAL the group has pledged under the terms of the floating charge to maintain the assets so
charged free from any encumbrance and otherwise than in the ordinary course of business not to sell, transfer,
lend or otherwise dispose of any part of the charged assets. ’

38. Customer accounts

Group Company
2005 2004 2005 2004
L . . €m €m €m €m
Customer Accounis 12,808 11,587 12,650 11,426
Due to subsidiary undertakings - - 484 398
' 12,808 11,587 13,104 11,824

Customer accounis include €715m of securities scld under agreements to repurchase (2004: €387m).

39. Life insurance contracts including life insurance contracts with discretionary participation
features
A. Analysis of insurance contract liabilities

31 December 2005 © 1 January 2005
‘Gross  Reinsurance Net Gross Reinsurance Net
. . €m . €m €m €m €m €m
Unit-linked liabilities 934 ) 932 1,308 - 1,308
Non-linked liabilities ’
without dlscreuonary
participation features 2,944 (1,620) T 1,324 2,643 L (1,403) 1,240
with discretionary ' :
participation features (DPF) 204 - 204 197 — 197

4,082 (1,622) 2,460 4,148~ {1.403) 2,745
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39. Life insurance contracts {continued)
The change i liabilities during the year is analysed as follows

Gross Reinsurance Net

€m €m _ €m

Balance at 31 December 2004 19,803 (1,444) 18,359
Implementation of [AS39 andIFRS4 - - . (15,658) T4 -(15,614)
Balance at 1 January 2005 - 4,148 (1,403) . 2,745
Premiums 484 (159) 325
Claims - (383) 108 (275)
Attributable to discontinued activities (485) 12 (413)
Return credited to policyholder : 238 (20) 218
Fees deducted " (131) . (B0 (181)
Change In economic assumptions o 210 (129) ) 81
Changes in operating assumptions (12) 1 (1D
Exchange differences ‘ L) - 5
Other . 8 (2) 6

Balance at 31 December 2005 . . 4,082 (1,622) " 2,460

B. Assumptions’

The liabilities for insurance contracts are calculated in accordance with insurance requlations in force in
Ireland.

Liabilities for unit-linked insurance contracts reflect the value of the underlying funds in which the policy is
invested.

Liabilities are calculated using either the net or the gross premium method. in calculating the appropriate
liability for non-linked insurance liabilities including the closed block of business with discretionary
participation features, it is necessary to make assumptions on a range of items. The assumptions which
have the most significant irfipact on.the measurement of liabilities are:

— Interest rates
~ Mortality and Morbldlry

—~ Expenses , o

The nterest rates gross of tax used are as follows

2005 2004
Regular premium business . .
NoDFF - ‘ " 2.71% to 3.39% 3.17% to 4.00%
With DPF : © 1.75% to 3.25% 1.75% to 3.25%
- Single premium business 2.686% to 3.10% 1.94% to 3.81%

Mortality and morbidity assumptions are based on the standard industry pubtished tables amended
where appropriate to reflect the'group’s current experience and to allow for expected improvements or
disimprovements in mortality. The tables used for both 2005 and 2004 are as follows:

Lives assured - Nonlinked 175%-80% AM/AFQ2 ultimate
-Linked = 110% AM/AF92 ultimate
Annuities ’ 100% PMA 92 (c=2003) males
100% PFA 92 (c=2003) females
Future mortality rates to improve on medium cohorts ba51s with
minimurn improvement of 0.75% p.a.

Disability rates Inception: Males 80% CMIR(12), Females 240% CMIR(12)
Termination 32% to 110% CIDA rates (2004: 30% to 110% CIDA rates)
Serious Lllness rates 195% of [C94 for smokers with 3% p.a. future deterioration

120% of IC94 for non-smokers with 3% p.a. future deterioration
Expense assumptions are based on the current year expenses and size of book.
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39. Life insurance contracts (continued)
C. Changes in assumptions

The principal changes in assumptions since 31 December 2004 were:

- Interest rates used were changed to reflect the actual market interest rates at 31 December 2005. This
increased kabilities by €81m after allowing for reinsurance however this is largely offset by movement
in matching assets reflecting the group's policy of matching asseis and liabilities where possible.

- Disability rates were changed to reflect the latest experience which reduced liabilities by €10m after
allowing for reinsurance. '

- Expense assumptions were changed to reflect current unit costs which reduced liabilities by €1m after
allowing for reinsurance.

D. Sensitivities
The following tables present the sensitivities of insurance liabilities to changes in the assumptions

1% decrease in interest rates would increase liabilities by €133m after allowing for reinsurance.
1% increase in interest rates would decrease liabilities by €110m after allowing for reinsurance.
5% decrease in risk rates would decrease liabilities by €8 after allowing for reinsurance.

The above are based on a change in assumpticn while holding all other asswnptions constant. In practice
this is unlikely to occur and changes in assumptions may be correlated, while the effect of changes in
interest rates would be linked to similar changes in the value of corresponding assets.

40. Investment contract liabilities

31 December 2005 1 January 2005
Gross Reinsurance Net Gross Reinsurance Net
€m €m €m €m €m €m
Unit-linked liabilities 18,707 (365) 18,342 14,880 (301) . 14,578
Tracker and fixed interest rate bonds 1,091 - 1,091 880 - 980
19,798 (365) 19,433 15,860 (30D 15,559

The change in liabilities during the year is analysed as follows

Gross Reinsurance Net

€m €m €m

Balance at 31 December 2004 - - -
Implementation of IFRS 4 15,860 {301) 15,559
Balance at 1 January 2005 15,860 (301) 15,859
Premiums 3,135 - 3,135
Claimns (1,668) 17 (1,651)
Anributable to discontinued activities (558) (32) (587)
Return credited to policyholder T 3,183 (49) - 3,134
Fees deducted (174) - (174)
Exchange movements 17 — ' 17
Balance at 31 December 2005 19,798 (365) 19,433

Financial Options and Guarantees

The main options and guarantees for which financial options and guarantees ("FOG") costs have been
determined are:
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40. Investment contract liabilities {continued)

{a) Investmnent guaramices on certain unit-linked funds, where the unit returns to policyholders are
smoothed subject to a minimum guaranteed return (in the majority of cases the minimum guaranteed
change in unit price is 0%, usually representing a minimurr return of the original premium). An
additional management charge is levied on policyholders investing in these funds, compared to similar
unit-linked funds w1thout this investment guarantee. This extra charge is allowed for in calculating the
FOG cost;

() Guaranteed Annuity Rates on a small number of préducts;
() Return of Premium death guarantees on certain unit-linked single premium products;
@ Guaranteed benefits for policies in the closed with-profit fund.

The cost of these FOGs is calculated using stochastic models calibrated on a market consistent basis. There are
two elements to the cost:

- The time value, this is required where a financial option exists which is exercisable at the discretion of
the policyholder. The time value of an option reflects the additional value inherent in the option due to
the potential for the option to increase in value prior to its expiry date, usually due to movements in
the market value of assets.

- The intrinsic value, which is the value based on market conditions at the date of the valuation.
Where a FOC relates to a coniract classed as an investment coniract, the investment centract liability includes

both the time value and the ‘intrinsic value.

In accordance with EEV principles where FOGs are part of an insurance contract allowance is made for the
intrinsic value of FOGs in the insurance centract liabilities and an explicit deduction is made to the shareholder
value of in-force asset for the time value. The time value of FOGs is calculated using stochastic models
calibrated on a market consistent basis.

Note 15 1o the supplementary EV information sets out further details on the asswnptions used to calculate the
cost. ' '

4]. Other liabilities

2005 2004
Group €m : €m
Amounts falling due within one year
PAYE . . 9 )
Other taxation 1 1
Other creditors 174 135
Premiums on deposit : ) 15
Bank overdraft . ‘ 14 8
203 168
Company €m £m
Amounts falling due within one year .
PAYE - 5 - 5
Other creditors 24 -
Amounts due to subsidiary undertakings 17 © 13
. 46 18
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42. Detferred taxation

Group

Deferred tax assets-and liabilities are attributable to the following

2005

As at Transition As at Récognised RecbgnisedAttriputable As at
31 Dec tolIAS 39 lJan inincome in equity to dis- 31 Dec
2004 and IFRS 4 " 2005 in 2005 in 2005 continued 2005
activities -
€m €m €m - €m €m €m €m |
Property and equipment 33 - 33 1 12- - 46 -
Deferred acquisition costs - — 20 - . 20 9 - (6)- 23
Deferred front end fees - (22) (22) (€) - 8 20)
Shareholders’ value of - o
in-force business 162 (92) 70 8 - {18) 60
Investment contract liabilities — 9 9 1 - (2) 8
Policyholders surpluses 47 - 47 {3) - - 44
Unrealised gains on assets  (7) - 8] (5) - 12 -
Retirement benefits - (13) - (13) 2 - - (11)
Effective interest rate - - 13 13 .3 - - 10,
Provigion for loan impairment {7} 7 C = - - - -
Other timing differences (3) - (3) - - - 3
’ 218 {65) 147 4 12 (6) 157"
. 2004 o
Ag at- Recognised . Asat
31 Dec in income 31 Dec
2003 in 2004 2004
; €m €m €m
Property and equipment - 19 14 33
Shareholder value of in-force business 123 39 162
Policyholders surpluses 45° 2 47
Unrealised gains on assets (15) 8 (D
Retirement benefits €] {10} (13)
Provision for loan impairment ) - (D)
Other timing differences 8 5 (3)
' 154 58 212,
Company
Deferred tax assets and liabilities are aftributable to the following
| ‘ 2005 . :
As at Transition As at Recognised Recognised , . Asat .
31Dec tolAS38 1Jan -inincome.  in equity 31 Dec
2004 and IFRS 4 2005 in 2005 in 2005 2008
Property and equipment ~ * ., 28 - 26 1 1 38
Unrealised gains on assets (3 - 3) (1) C - - (4)
Retirement benefits ' (20) - . (20 2 .- o 18y
Effective interest rate .- 13 13 3 - 10
Provigion for loan impairment M 7 - - . - -
Other timing differences ) . (1) - . (D) 3 .. - 4) -
' ) 20 15 4 11 22
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42. Deferred taxation (contiﬁued)

2004
As at Recognised Ag at
31 Dec n income 31 Dec
2003 in 2004 2004
€m €m €m
Property and equipment 17 9 28
Unrealised gains on assets (1) (2) (3}
Retirement benefits 2 (22) (20}
Provision for loan impairment (N - (1)
Cther timing differences 9] 1 (.
9 (14) (5) -
43. Deferred front end fees
2008
. €m
As at 31 December 2004 -
Transition to IAS 39 203
As at 1 Jamary 2005 203
Ansing in the year 21
Credit to income ariging in the year (37)
Attributable to discontinued activities (28)
As at 31 December 2005 1589
44. Subordinated liabilities
Group Company
2005 2004 2008 2004
€m €m €m €m
US$50m: 7.73% perpetual fixed rate loan note (i) 43 37 43 37
US$25m 7.53% fixed rate loan repayable in 2012 (i) 21 - 19 21 19
US$25m variable rate loan repayable in 2G12 (i) 21 18 21 18
JPY20bn fixed rate loan repayable in 2034 (‘1} 178 145 - 178 145
€150m variable rate loan repayable in 2013 151 151 151 151
€10m variable rate loan repayable in 2023 10 10 10 10
€500m 6.25% fixed rate loan repayable in 2011 526 526 526 526
£18m variable rate loan repayable in 2011 18 18 18 18
€10m 8.5% fixed rate loan repayable in 2012 10 10 10 10
€10m 4.31% fixed rate loan repayable in 2035 10 - 10 -
€10m variable rate loan repayable in 2015 10 - 10 -
€50m variable rate loan repayable in 2015 50 - 50 -
€200m variable rate loan repayable in 2015 200 - 200 -
JPY Thn 3.98% perpetual fixed rate loan (i) 56 - 55 -
JPY 10bn 3.75% perpetual fixed rate loan note (i) ‘gl - 81 -
1,385 934 1,385 934

Of the above €1,306m (20045 €903m) ranks as Tier 2 capital for capital adequacy purposes.

() TheYen and US dollar currency risk on the above has been hedged and is therefore fair valued in the -
income statement together with the fair value of the related hedging instrument.
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45. Reconciliation of movement in capital and reserves

Group
Attributable to equityholders
2008
Revenue Reserves
Share Share Revaluat- Available Merger  Other  Distri-~  Non- Total Minority Total
Capital Premjum ion forsale Reserve Capital butable distribut- excluding inferest including
Reserve Reserve Reserves reserves able minerity minority
inferest
€m €m €m €m €m €m €m €m €m €m €m
As at 31 December 2004 86 52 116 - [¢29)] 30 344 1,529 2,136 11 2,147
Impact of transition to [AS 32, )
1AS 39 and IFRS 4 - - - (1) — - 128 (480) (353) 3) (356)
As at 1 January 2005 86 B2 116 ) (21) 30 472 1,049 1,183 8 1,781
Issue of share capital 1 22 - - - - - -. 23 - a3
Profit for the year - - - - - - 353 - 353 - 353
Revaluation gains (net of taxation) - - 14 - - - - - 74 - 14
Transfer between reserves - - 1) - - - 12 (a1 - - -
Change in own shares at cost - - - - - - (12) - (12) - (12)
Equity-settled transactions - - - - - 6 - = 8 - 6
Dividends - - - - - - (182) - (182) - {153)
As at 31 December 2005 87 74 189 (L - @D 36 673 1,038 2,075 8 2,083
Analysed as follows: .
Before ovm shares 87 74 189 n (21} 38 749 1,100 2,213 8 2,221
Own share deduction® - - - - - -  (16) (62) (138) - {138)
81 74 189 ) (21) 38 673 1,038 2,015 8 2,083
2004
Reverme Reserves
Share Share Revaluat- Merger Other  Distri- Non- Totd  Minority Total
Capifal Premium ion Reserve Capital butable distibut- excluding interest mcluding
Reserve " Reserves reserves able minonty ramority
interast
€m €m €m €m €m €m €m €m €m €m-
As at 1 Jamiary 2004 ) i . .
Before own shares - - 86 51 114 21 29 304 1,382 1,945 8 1,853
Own share deduction® - - - - - (54) (28) {82) - (82)
86 51 114 21y . 29 250 1,354 1,863 8 1871
Issue of share capital - 1 - - - - - 1 - 1
Profit for the year , - - - - - 419 - 419 2 421
Revaluation gains (net of taxation) - - 4 - - - - 4 1 5
Transfer between reserves - - 2 - - (173) 1175 - - -
Change in own sharés at cost - - - - - {10) - ooy - (10)
Equity-settled transactions = - - - B - 1 - 1
Dividends - - - - - (142) - (142) - (142)
As at 31 December 2004 - 86 ‘B2 116 (21) 30 344 1,529 2,136 11 2,147
Analysed as follows. : -
Before own shares 86 52 116 @n 30 408 1,563 2,234 11 2,245
Own share deduction* ' - - - - - 84 (34 (98 - (98)
86 52 116 20 30 344 1,529 2,136 11 2,147
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45, Reconciliation of movement in capital and reserves (continued)

Company

Attributable to equityholders

Share Share Revaluation Available Other Retained Total
Capital Premium  Reserve for sale Capital Earnings
’ o reserve reserves

_ €m €m €m €m €m €m €m
As at 31 December 2004 86. 2,750 72 - 8 117 3.033
Impact of transition to e '
IAS 32, IAS 39 and [FRS 4 — - - (1) - 136 135
As at | January 2005 86 2,750 12 ¢)) 8 253 3,168
Issue of share capital 1 22 - - - - 23
Profit for the year - - - - - 312 312
Revaluation gains ' .
{net of taxation) - - 57 - - - 57
Transfer between reserves - - (1) - - 1 -
Equity-setiled transactions - - - - 8 - 8
Dividends - - - - - (152) (152}
As at 31 December 2005 87 2,772 128 (- 14 414 . 3,414
Share Share Revaluation Other  Retained Total
Capital Premium  Reserve Capital Earnings
Reserves :
€m €m €m . €m €m €m
As at | January 2004 86 2,749 13 7 - (52) 2,863
Issue of share capital - 1 - - - 1
Profit for the year - - - - 310 310
Transfer between reserves - - (1) - i -
Equity-settled transactions - - - 1 - 1
Dividends - - - - (142) (142)
As at 31 December 2004 : 88 2,750 72 8 o117 3,033

* All own shares held are held within the group's life operations for the benefit of life assurance policyholders.
In accordance with IFRS the cost of these shares is deducted from distributable reserves. The liakility to
policyholders'is basged on the fair value of the shares, the change in the liability due to the mark to market of the
shares is charged through the income statermnent to non-distributable reserves.

The merger reserve is the difference between the shares issued by Irish Permanent plc and the nominal value
of the issued share capital of Irish Life plc on the merger of the companies. The share premium arising on the
shares (€2,698m) issued in connection with the merger has been classified with the merger reserve rather than
with the other share premium in existence in the company.

Revaluation reserve relates to revaluation of properties occupied by the group and is not distributable.

Other capital reserves includes the‘ share premium (€21m) of Irish Life plc at the date of the merger and €7m
capital redemption reserve arising from the repurchase and cancellation of shares and €7m reserves arising on
employee equity settled transactions. The company capital reserves consist of €7m capital redemption reserve
and €7m in respect of equity settled transactions.
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46. Authorised and issued share capital

BAuthorised Share Capital

Number of . Share Capital
Shares €m
Ordinary shares of 32 cent each _ " 400,000,000 128
€ preference shares ' 300,000,000 300
US$ preference shares 200,000,000 170
Stgf. preference shares 100,000,000 146

The number of ordinary 32 cent fully paid up shares is as follows
_ ' 2005 2004
At 1 January ' " 268,690,752 260,494,258
Issued during the year 1,863,452 196,497
At 31 December 271,654,204 269,690,752
7,118,023

Own shares held for the benefit of life assurance policyholders 7,971,408

Al of the shares issued in the year were as a result of the exercise of options under the group's share cptions

schemes. Consideration received was €23m.

Own shares held for the benefit of life assurance policyholders are held by Irish Life Assurance plc and

represent 2.9% (2004: 2.6%) of the issued share capital of the company

47. Analysis of equity and capital

a. Equity
The group’s equity is analysed as follows:
: 2008 2004 -
Statutory Pro-forma
€m €m €m
Banking
Net assets 561 219 350
Goodwill 170 170 170
731 389 520
Insurance and investment
Net assets attributable to continuing activities 1,256 1,655 1,171
Deduction in respect of own shares held for the '
benefit of life assurance policyholders (138) (98) T {98
1,118 1,857 1,073
Other operations
Net assets 31 26 26
Goodwill 28 28 28
59 54 54
Associated undertaking 167 136 136
Equity excluding minority interest 2,078 2,136 1,783
Minority Interest 8 11 8
Shareholders' equity including minority interest 2,083 2,147 1,791
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47. Analysis of equity and cépital (continued)

b.

Analysis of available life assurance capital

The requlatory capital req‘uireinents of the life assurance business are determined according to the

~ European Communities (Life Assﬁrance} Framework Regulations 1994 modified by the EU directive

2002/83/EC. The regulations set down the approach to be used to value the agsets and liabilities and the
calculation of the required minimum solvency margin.

In 2005 the group disposed of its UK life assurance operations, the table below reconciles shareholder
funds to available requlatory capital for continuing operations.

2005 2004
€m €m
Total shareholders funds attributable to life business 1,118 1,073
Less: Shareholders’ value of in-force business (VIF) .
Gross ) (546) (410)
Related deferred tax - : : ; 89 18
Net assets of discontinued UK operations - {64)
Shareholders funds on continuing activities excliding VIF g6l - ' - 617
Adjustments to valuation of assets and liabilities to
regulatory basis (17) (5)
Proposed dividend from life operations (78) (T5)
Other assets available to cover sclvency margin ' 41 40
Regulatory capital on continuing activities 610 577
Held within the long term business fund 444 - 514
Held outside the long term business fund 166 63
610 571

The solvency cover for Irish Life Assurance ple, the group's main life assurance operation is 1.7 times the
minimum requirement at 31 December 2005. The level of recuired capital should be at least the level of
solvency capital at which the local supervisory authority is empowered to take action and any further
amount that may be encumbered by local supervisory restrictions. In light of this the directors have set
the level of required capital at 150% of the minimum requirement. The directors consider this to be a
conservative level of capital to manage the business having regard to the basis of calculating liabilities
and the insurance and operational risks inherent in the underlying products. Each of the group’s entities
has sufficient capital on a stand alone basis and therefore no capital injections are expected to be needed
in the future. Transfers of capital out of the life companies are subject to companies continuing to meet the
regulatory capital requirements.

Sharehclder capital within the life business is mainly held within the long-term business fund and is
invested in cash, short -term debt securities and property.

The group has provided for the cost of financial options and guarantees on a market consistent basis,
details of this together with the process of setting other assumptions are set out in notes 39 and 40.

Capital is affected by a range of factors including interest rates, mortality and morbidit}.f. The group’s
capital management and risk management pelicies are discussed further in the overview of business
performance and note 53 to the accounts. Note 39 set outs the basis for calculation of liabilities and
sensitivities.
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47. Analysis of equity and capital (continued) : e

This table analyses the change in regulatory capital on continuing activities in 2005

€m
Regulatory capital at 1 January 2005 ) 577
Capital generaied from existing business
— Expected return on EV assumptions 148
— Experience vartances 24
— Operating assumpticn changes 21
— Development expenditure (N
New business strain (118B)
Expected investment return 16
Short term investment fluctuations 30
Effect of economic assumption changes (3)
Other 9
Change in inadrnissible assets 2
Dividends ‘ (89)
Regulatory capital at 31 December 2005 ' 810

Best estimate assumptions are used to analyse the various components of the capital movements which are
explained as follows:
Capital generated on existing business which has three components

- Expected return: the capital which would arise if the existing business behaved in line with the EV
assumptions

- Experience variances: the capital arising because actual experience in the year differs from the EV
assumptions on mortality, morbidity, persistency, expenses and non linked matching.

- Operating assumption changes: the effect on capital of changes to regulatory liability demographic and
expense assumptions. These assumptions are reviewed reqularly and are changed where appropriate in
light of either current or expected experience.

New business strain; when a life assurance contract is written significant acquisition costs are normally incurred

up-front, these costs are then recovered through future charges. This up-front payment gives rise to a reduction

in capital. .

Expected investment return: capital generated by the expected investment earnings on the net assets

attributable to shareholders using the equity and property investment return EV assumptons applicable at the

start of the financial year

Short term investment fluctuations: this is the effect on capital of the difference between the actual investment
return achieved and the long term investment return: assumed for both policyholder and shareholder assets.

Effect of economic assumption changes: this is the impact on capital of changes in economic assumptions
excluding changes in non-linked regulatory liability interest assumptions.

48. Cash and cash equivalents

Group Company
2005 2004 20058 2004
€m €m €m €m
Cash and balances with central banks 162 178 97 . 98
hems in the course of collection 137 67 137 67
Loans and receivables to banks 257 451 257 451
556 694 491 616

Cash and cash equivalents for the group includes €30m (2004: €8m) held on behalf of policyholder funds which
is not available {or use by the group.
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49. Transition from ROI GAAP to IFRS

Group

The group published preliminary 2004 IFRS restatements in July 2005. These restatements were subject to
change because of the possibility of subsequent revision or changes to the standards or the quidance on their
application. In particular the calculation and presentation of taxation for life assurance business remained under
discussion by the industry. These discussions have given rise to a different interpretation creating a change in
the 2004 restatements, the net impact of the change is as follows:

Statatory Pro-forma
As previously Revised As previously Revised
published published
€m €m €m €m
Profit for the year 395 421 355 355
Ecnity at end of year 2,179 2,147 1,837 1,791

The tables below all relate to final restatements.

A. Balance Sheet

The balance sheet below explains the restatement of the balance sheet at 31 December 2004 from Irish
GAAP to [FRS. The restated statutory balance sheet excludes the application of IAS 32, IAS 39 and IFRS 4.
The pro-forma balance sheet includes the impact of i1AS 32, [AS 39 and IFRS 4.

Notes ROl Reclass-  Equity Re- RS  Proforma IFRS
GAAP  ffications measure—  Statutory adjus  Proforma
Reform- ment ments
atted
€m €m €m €m €m €m
Assets
Cash and balances with central banks a 226 (50) - 17¢ - 176
[tems in course of collection a - 67 - 67 - 67
Financial Assets
— Debt securities apq 4,971 3,400 - 8,371 17 8,388
— Equity shares ap 144 8,989 1 10,134 (1) 10,123
~ Derivative asseis aq - 138 - 138 72 210
— Loans and receivables to
customers almnpgq 18815 2,098 - 20911 222 21,133
— Loans and receivables to banks a 3,421 1,087 - 4,508 - 4,508
Investment properties : acd 114 1,622 - 1,736 - 1,736
Reinsurance assets : o} 1.444 - - 1,444 294 1,738
Prepayments and accrued income aeg 270 60 (%) 325 {65) 256
Interest in associated undertakings ab 130 - 8 136 - 136
Property and equipment cd 281 85 (48) 318 - 318
Shareholder value of in-force business h,i,0 993 - 151 1,144 (619) 525
Coodwill and other intangible assets de 186 - 65 251 - 251
Deferred acquisition costs o] - - - - 182 182
Net post retirement benefit asset g - - 66 66 - 66
Other assets a.g 333 (157) (85) g1 6 97
Assets held 10 cover linked liabilities a 16,383  (16,393) - - - -
Securitised assets - morigage assets 1 2,225 (2.228) - - - -
Less non-recourse funding 1 (2,183) 2,193 - - - -

Total assets 47,753 1,912 151 49,816 94 49,910




Notes ROl  Reclass- Equity Re- [FRS  Prwforma IFRS
GAAP  fificaions measure-  Statutory adjust-  Proforma
Reform- ment ments
atted
€m €m €m €m €m €m
Liabilities
Financial liabilities
— Deposits by banks an 1,082 168 - 1,280 (I 1,249
— Custorner accounts a,n 11,927 (340) - 11,887 10 11,597
~ Debt securities in issue an 10,944 (16) - 10,928 (49) 10,879
— Non-recourse funding 1 - 2,193 - 2,193 - 2,193
- Derivative liabilities aq - 23 - 23 129 152
— Investment contract liabilities o = - - - 15860 15,860
Insurance contract liabilities ahjo 19873 (115) 45 19,803 (15,655) 4,148
Outstanding insurance and investment
claims - a - 115 - 118 - 115
Accruals and deferred income 242 - (2) 240 - 240
Other liabilities ag 327 (158) (1) 168 } 169
Current tax liabilities a - 44 - 44 - 44
Deferred tax liabilities gh 10 (2) 204 212 (65) 147
Net post retirement benefit liability g - - 172 . 172 .- 172
Deferred front end fees o - - - - 203 203
Subordinated liabilities ' joXe| 934 - - 934 17 951
Dividends k 104 - (104) - - -
Total liabilities 45,443 1,912 314 47,669 450 48,119
Equity 7
Share capital 86 - - 88 - 86
Share premium 52 - - 52 - 52
Distributable reserves 448 (2) (102) 344 128 . 472
Non-distributable reserves 1,695 (45) (121) 1,529 (480) 1,049
Other reserves 84 47 (6) 125 (1) 124
2,365 - (229) 2,136 (353) 1,783
Own shares held for the benefit of life assurance
policyholders (64) - 64 - - -
Equity excluding minority interest 2,301 - (165) 2,136 (353) 1,783
Minority interest 9 — 2 11 (3) 8
Total equity including minority interest 2310 -, (183) 2,147 (356) . 1,791 -
Total liabilities and equity 47,733 1912 151 49,818 94 49,910

B. Income Statement

The following note shows the reconciliation of Irish GAAP profit for the year to statutory IFRS profit for the
year and to pro—fdrma IFRS profit for the year to 31 December 2004. Statutory profit excludes the impact

of applying IAS 32, 1AS 39 and IFRS 4. Pro-forma allows for the impact of these standards with the

exception of application of the derivative hedge accounting rules which were only applied from 1 January

2008.
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49. Transition from ROI GAAP to IFRS (continued)

Notes ROl Reclass—Equity Re- IFRS Proforma IFRS
GAAP ifications measure— Statutory  adjust— Proforma
Reformatted ment ments
€m €m €m €m €m €m
Interest receivable &I, 847 (4) - 843 - 843
Interest payable an (498) {4) — (502) — (502)
' 349 (8) - 341 - 341
Fees and commission income an 45 15 - 60 - 60
Fees and commission expenses an (41) (13) - (114) 47 (67)
Net trading income 6 - - 6 - 6
Premiums on insurance contracts a,.n 3.622 (55) - 3,587 (3.115) 442
Reinsurers’ share of premiums on
insurance contracts 0 - - - - (138) {138)
Investment raturn a,cdno 1,838 (128) (9} 1,701 (D) 1,684
Fees from investmment contracts and
fund management : a0 - 15 - 15 152 167
Change in shareholder's value of
in-force business ahio 123 (2) 33 154 (128) 28
Profit on the sale of property and
equipment 2 - - 2 - 2
Other income n 10 - — 10 (3 . 7
Operating income 5,954 (246) 24 5,732 (3,180) 2,542
Claims on insurance contracts a,o (1,336) 102 - (1,239 859 (375)
Reinsurers’ share of claims on
insurance contracts 0 - - - - 91 91
Change in insurance contracts
liabilities ‘ ad.o (3,659) 52 25 (3,582) 3.427 (158)
Change in reinsurers’ share of : ’ ;
insurance contracts liabilities o} - - - - 122 122
Change in investment contracts liabilities o - - - - (1,387)  (1,387)
Administrative expenses acdfgno (328) 89 31 (408) (20) (428)
Depreciation and amortisation
Property and equipment de - (€10)] - B0 - (30)
Intangible assets - software e - (10 - (1o - (10)
Intangible assets - goodwill amortisation e (12) - 12 ~ - -
Investment expenses - (10) - (10) - (10)
Provision for impairment losses on
loans and receivables m [€)] - - 9 (1) (10)
Tax attributable to life assurance | ah (35) — 35 — - -
Operating expenses (8,579) 193 103 (5,283y 3,091 (2,192)
Tax attributable to the profit on life
assurance h- 27 — (27} - - -
Operating profit 402 (53) 100 449 (99) 350
Share of profits of asseciated undertakings b 55 - €))] 56 - 56
Profit on the disposal of Irish Estates
Management Limited 19 — — 19 - 19
Profit before tax on continuing activities 486 (53) 91 524 (89) 428
Taxation abgho {74} 5 (42) (111) 34 (77)
Profit for the year on continuing
activities 412 (48) 49 413 (65) 348
Profit from discontinued activities ah - 10 2 8 I 1
Profit for the year 412 (38) 47 421 (66) 355
Attributable to
Equityholders 411 (38) 46 419 {(66) 353
Mincrity Interest 1 — 1 2 — 2
412 (38) 47 421 (66) 355
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48. Transition from ROI GAAP to IFRS (continued)

C. Shareholder Equity

The following note shows the reconciliation of equity at 1 January 2004, the movements in the constituent
parts of equity during the year to 31 December 2004, both on a statutory and proforma basis and the

reconciliaton of equity at 1 January 2005

Movement in year to 31 December 2004

Notes Equity Share Distribut- Non-dis- Other Minority Equity
at 1 Jan capital able tributable reserves interest at 31 Dec
2004 and share reserves reserves 2004
premium
account :
€m €m €m €m €m €m €m
Irish GAAP 2,087 1 82 172 (3 1 2,310
Statutory IFRS adjustments: "
Pension costs g (164) - 5 3 - - (166)
Dividend recogniticn k 97 - 7 - - - 104
EEV i (42) - - (an - - (83)
Own shares j (28) - - (6) - - - (34)
Goodwill and intangibles e - - 11 - - 1 12
Associate b 4 - - 2 - - 5
Share based payments { - - - - H - (1)
Taxation h (56) - - 21 - - (35)
Investment properties c - - (2) Q)] 6 - -
Property and equipment d 3 - - - - 1 4
Total Statutory IFRS
adjustments (188) - 11 5 ] 2 (183)
Statutory IFRS 1,871 1 93 177 2 3 2,147
Proforma IFRS Adjustments
IAS 39 - Loan impairment m - - 50 - - - 50
[AS 39 - Effective yield n - - 117 - - - 11
1AS 39 -Financial instruments p,q - - 4 - (1) - = 3
IFRS 4 B o - - — (484) - (2} {486)
Total Proforma IFRS
adjustments - - 131 (484) (D {2) (356)
Proforma IFRS at 31 December
2004 and statutory IFRS at :
1January 2005 1,871 1 224 (307) 1 1 1,791
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49, Transition from ROI GAAP to IFRS (continued)

Company
A. Balance Sheet
Notes  ROI GAAP Reclass-  Equity Re- IFRS
Reformatted ifications measwement  Statutory
€m €m €m €m
Assets
Cash and balances with central banks 126 (28) - 98
Items in course of collection - 67 - 67
Financial assets
~ Debt securities 3,223 - - 3,223
— Derivative assets - 21 - 2l
— Loans and receivables to customers 1 18,601 218 - 18,819
~ Loans and receivables to banks 2823 - - 2,823
Investment properties 22 - - 22
Prepayments and accrued income 193 (74) - 119
Investment in subsidiary undertakings f 2,848 - 1 2,849
Property and equipment e 206 (16) - 190
Goodwill and cther intangible assets e 160 16 9 185
Deferred tax asset h - - 6 6
Other assets k 134 13 (147) -
Securitised assets - mortgage assets 1 217 @rn - -
Less non-recourse funding 1 (202) 202 - -
Total assets 28,351 202 (131) 28,422
Liabilities
Financial liabilities
— Deposits by banks 1,077 - - 1,077
— Customer accounts 11,824 - - 11,824
-~ Debt securities in issue 10,944 - - 10,944
-~ Non-recourse funding 1 - 202 - 202
- Derivative liabilities - 21 - 21
Accruals and deferred income 184 17 - 201
Other liabilities 50 (32) - 18
Current tax liabilities - i2 - 12
Deferred tax liabilites g.h 8 - £3))] -
Net post retirement benefit liability g - (18) 174 156
Subordinated liabilities 934 - - 934
Dividends k 104 - (104) -
Total liabilities 25,125 202 62 25,389
Equity
Share capital 86 - - 86
Share premium 2,750 - - 2,750
Retained earnings 305 - (188) 117
Other reserves 85 — (5) 80
3,226 - (193) 3,033
Total liabilities and equity 28,351 202 (131) 28,422
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49, Transition from ROI GAAP to IFRS (continued) .
B. Sharehoclder Equity

The following note shows the reconciliation of equity at 1 January 2004, the movements in the constituent
parts of equity during the year to 31 Decemnber 2004, both on a statutory and proforma basis and the
reconciliaition of equity at 1 January 2005. ‘ ’

Movement in year 1o 31 December 2004

Notes  Equity at Share  Retained Other  Equity at

" 1J]an capitaland earnings reserves’ -3l Dec

2004 share - . . 2004

premium
account : . A
e €m €m €m €m. €m
Irish GAAP : . 3,115 1 113 3) 3,228
Statutory IFRS adjustments: . '
Pension costs g (146) - ©(8) - (151)
Dividend recognition K Y97 - » B3 -~ - (44)
Goodwill and intangibles e 9 - 9
Taxation h (&) - - - 8
Investment property . C - - (@) 2 -
Share based paymerits . f — - 1 1
Total Statutory IFRS adjustments - o . (281) - 58 - 3 (193)
Statutory IFRS ' 2,864 1 168 - - 3,033
Proforma IFRS Adjustments
IAS 39 - Loan impairments . m - .- . 45 - 45
-1AS 39 - Effective yield n - - 817 — 87
IAS 39 -Financial instruments pa - - 4 (1) 3
Total Proforma IFRS adjustments - - 136 (Hn - 135
Proforma IFRS at 31 December 2004 . : .

and statutory IFRS at 1 January 2005 - 2,864 1 . 304 (1) 3,168

The impact on 2004 profit for the year comprises the adjustments reflected within retained earnings above.

s

101




102

AU S 1V UIC U1V Up 1illdllclal dwalclllcelllis
year ended 31 December 2005

49, Transition from ROI GAAP to IFRS (continued)

The main changes arising on transition to IFRS are explained below

(a)

®)

(c)

(d)

Basis of consclidation

Under ROl GAAP the group followed the format prescribed under the Companies Acts and the European
Comrmunities (Credit Institutions: Accounts) Requlations 1992 modified where necessary to present a true
and fair view of the {inancial results of the group. Specifically the formats recognised the differences
between accounting for banking and life assurance activities and presented banking and life assurance
operations separately in both the profit and loss account and the balance sheet.

Under IAS 27 ‘Consolidated and separate financial statements' all entities must be consolidated on a line
by line basis except in very limited circumstances. As a result it is no longer permitted to present life
assurance and banking operattons separately resulting in the following presentation changes:

1. Assets, liabilities and revenues of the life assurance operations are shown under the appropriate
heading with no separation between banking and life operations. This incorporates analysing assets
held to match unit-linked policyhelders over the relevant balance sheet headings.

2. All intercompany fransactions must be eliminated including those between life assurance operations
and banking and other operations. These transactions were not previously eliminated but presented
within the appropriate headings under the credit institutions and insurance underiakings regulations.

Results of discontinued activities are shown as a single line item after profit after taxation. Following the
disposal of the group’s UK life assurance operations in June 2005, the 2004 results have been restated to
reflect this presentation change.

Interest in associates

There is no change to the way in which the group’s interest in its associate and the group's share of its
profit is calculated. However the adoption of accounting policies consistent with those used by the group
in preliminary [FRS financial information results in a change to both the carrying value of the associate
and the profit for 2004.

In addition, the group's share of the associate’s profit is shown as a single item on a net of tax basis in the
consolidated income statement. Under ROI GAAP the group's share of profit was shown gross and the
group’s share of the tax of associate was shown as part of the tax charge.

Investment property

Properties occupied by the group which are held by the life assurance operations were classified as
investment property under ROl GAAPR Under IFRS these properties are classified as property and
equipment and accounted for on the revaluation basis of IAS 16 ‘Property, plant and ecuipment’,

The group holds all investment property at fair value. Under IAS 40 'Investment property’ where property
is measured at fair value, gains and losses should be recognised in the income statement. In accordance
with ROl GAAP the group previcusly recognised revaluation gains and losses on investment properties
held by the banking operations directly in equity.

Property and equipment

As outlined under investment property, owner occupied properties held by life assurance operations
classed as investment property under ROl GAAP have been reclassified as property and equipment and
therefore must be depreciated. :

As under ROI GAAP all property and equipment is depreciated over its estimated useful life. Freehold and
leasehold property with unexpired terms in excess of 50 years are measured at fair value with revaluation
surpluses taken directly to equity.
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49. Transition from ROI GAAP to IFRS (continued)

(e)

0

@

()

Goodwill and intangibles

Goodwill arising on acquisitions under ROI GAAF was amortised over its estimated useful life (20 years).
Under IFRS there is ho systematic charge but impairment reviews must be undertaken at least annually,
with any resulting impairments charged in the income staternent,

Software development costs under ROI GAAP were classified as property and ecquipment and
depreciated over their estimated useful life. Under IFRS software development costs are classifed as
intangible assets and amortised over their estimated useful life.

Share based payments

Under ROI GAAP no charge arose for share options granted at the market value at the date of grant.
Under [FRS 2 'Share based payments’ the fair value of the option as determined at the date of grant is
expensed over the vesting period where it is likely that options will vest.

Pension costs
]

Under ROI GAAP the group had adopted the SSAP 24 appreach to defined penefit pension schemes
whereby the cost of providing the benefits was spread over the service lives of the scheme members.
This resulted in the group recogrising pension surpluses of €85m (before tax) n the balance sheet.

IAS 19 ‘Emplovee benefits’ requires the group to recognise in the income statement the current service
and past service cost and the change in the present value of the scheme liabilities due to the passage of
time net of the expected return on the scheme assets. The net obligation in respect of each pension
scheme is recognised in the balance sheet at 1 January 2004 — with assets and liabilities shown separately.

The group has adopied the corridor approach under IAS 1910 determine the treatment of actuarial gains
and losses arisirg during the year. Under this approach to the extent that the curnulative actuarial gains or
losses remain within a corridor, defined as the greater of 10% of the schemes assets or liabilities, they are
not reflected in the financial statements. If the curnulative gains on losses exceed the 10% corridor. the
excess is charged or credited to the income statement over the average remaining service lives of the
active scheme members,

Taxation
There are a mumber of changes in the calculation of deferred taxation under {FRS. These include:

1. No provision for deferred tax was made under ROl GAAP when assets were revalued through
revaluation reserves or where assets were disposed of and capital gains tax roll-over relief applied. IAS
12 requires a provision to be made in both these instances.

2. Under ROl GAAP the movement in the deferred tax relating to assets backing unit-linked liabilities is
included as a change in technical provisions on a discounted basis. Under IAS 12 'Income Tax' this is
shown as part of the tax charge on an undiscounted basis,

3. Shareholders' value of in-force business under ROI GAAP was shown net of taxation. Under IFRS all
assets must be shown gross of taxation and the related tax shown as a separaie asset or liability

4. No discounting of deferred tax provisions is permitted under [FRS.

The taxation charge for life assurance companies in Ireland includes taxation attributable to policyholders.
For this reason under ROl GAAP profits on life assurance operations were calculated net of tax and the
resulting net profit was grossed up at the effective corporation tax rate for the tax attributable to
shareholders equity interest, and this gross up was reported as the taxation charge on profit. Under 1AS 12
taxation expense includes all taxation.
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49. Transition from ROI GAAP to IFRS (continued)

)

1)

k)

m

European Embedded Values (EEV)

The group adopted the Ewropean embedded values principles for 2005 reporting, accordingly the 2004
results have been restated on this basis. The main irnpact on the results arises from the effect of changes
to the assumed level of solvency capital, changes in the risk discount rate and an explicit vatuation of the
time value of options and guarantees.

Purchases and sales of own shares

Under ROI GAAP where the group holds own shares for the benefit of unit-linked policyholders these
shares were required to be shown as though held as treasury shares. The cost was deducted from
shareholders ecuity and the unit-linked assets and liabilities restated accordingly. This deduction was
presented as a separate line within shareholders equity.

Under IFRS, the requirement to treat own shares held for the benefit of unit-linked policyholder as though
they are treasury shares remains. The cost of the assets continue to be deducted from shareholders'
equity, haowever it is not permitted to adjust the liability to the policyholder which must be carried at
market value.

Dividends paid and payable

Unlike under ROl GAAE under IFRS ordinary dividends paid in the year are not recognised on the face of
the income statement but are shown as a movement in equity.

In addition, under ROI GAAP proposed dividends were accrued in the balance sheet, under IFRS, the
group does not recognise dividends that have been declared or proposed after the balance sheet date.

Securitised assets

Under ROl GAAP securitised assets were presented using a linked presentation whereby the securitised
assets are shown separately on the balance sheet and the non-recourse element of the funding is shown
as a deduction from this balance. '

IFRS prohibits linked presentation as a result the gross securitised assets will be shown within loans and
receivables and the non-recourse funding shown ag a separate heading under liabilities.

Pro-Forma Basis

(m) Loan impairment

()

Provision for bad and doubtful debts under ROI GAAP included both specific provisions made in respect
of impaired loans, when the recovery of a balance was in doubt, and also general provisions. General
provisions were made to cover potential losses on loans which while not impaired at the balance sheet
date were knowm from experience to ke present in any portfolio of loans. Interest was not recognised on
impaired loans.

Under IAS 39, lean impairment provisions can only be recognised on an incurred loss basis i there is
objective evidence that the group will be unable to collect all amounts due on a loan. Accordingly general
provisions are no longer permitted. In addition, interest must be accrued in net interest income on the
impaired loan with the impairment provision increased to reflect this interest.

Loan interest income and expense recognition

Under ROI GAAP interest income wag recognised on an accruals basis over the life of the loan with any
discounts recognised as incwrred. Fees and commissions payable and any fees received in relation to the
acquisition of the loan were recognised in the accounting period in which they were incurred, with the
exception of commission paid to intermediaries in respect of certain loans which was charged against
profit over three years.

[AS 39 requires the recognition of income and costs relating to loan assets on an effective interest basis.
This spreads the interest income together with the related fees and commission payable or receivable
over the expected life of the loan.
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49, Transition from ROI GAAP to IFRS (continuea)

(@)

IFRS 4

IFRS 4 introduces a revised definition of insurance contracts. Insurance contracts are those life insurance
contracts which transfer significant insurance risk to the group. All other life insurance contracts are
classed as investment contracts and accounted for as financial instruments under IAS 38 * Financial
instruments: recognition and measurement' and investment management service confracts under [AS 18
‘Reverne’. Insurance contracts are accounted for on the same basis as ROI GAAP. The change in respect
of Investment contracts accounted for under 1AS 39 and IAS 18 include most of the group’s unit-linked life
assurance business. The changes from ROI‘GAAP include:

. 1. Shareholder's value of in-force business asset on these contracts is no longer recognised in the

balance sheet.

2. Premium and claims are no longer included in the income statement but are taken 1o the balance sheet

as movements in the investment contract liabilities.

. Costs of new business to the extent that they are directly related to the acquisiion of new business

(principally commission and other sales volume related costs), can be deferred and amortised over
the life of the contract.

. Up front fees earned in respect of investment management services are deferred and amortised over

the life of the contract.

. Options or guarantees embedded in investnent contracts are valued on a market consistent basis

using stochastic models.

. There are also a number of changes on the timing of recognition of liabilities associated with the non-

recognition of the shareholder value of in-force business.

(p) Financial investments

1. Classification

Financial investments include both debt securities and equity shares. Under ROI GAAP the accounting

policy for financial investments reflected the purpose for which the instruments were held. All financial
investments held by the life assurance activities were measured at fair value with all changes included

in the income statement. There are no ecuities held by the group’s banking activities.

Debt securities held by the group’s banking activities were largely held at amortised cost éxcept.
where securities were held for trading purposes. Income on securities held at amortised cost was
recognised on an accruals basis with realised profits recognised immediately in the income statement.
Debt securities held for trading purposes were held at market value with realised and unrealised gains
and losses recognised in trading incormne. '

Under IAS 32 and IAS 39 all debt securities and equity shares are classified under one of the following
categories.

— Held to maturity (HTM)
- Available for sale ('AFS")
— Held for trading (‘HFT") or held at fair value through profit and loss (FVTPL).

The accounting policies for these investments are outlined below

Al debt securities and equities held by life assurance activities are classified as FVTPL and
consequently continue to be measured at market value with all changes recognised in the income
statement within net investment return. '

Debt securities held by banking operations fall into a number of categories.

HTM

Where debt securities are acquired with the ability and the intention to hold to maturity, these
invesiments will be classed as HTM. They are stated at cost on the balance sheet and income
recognised on an effective interest basis.
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49. Transition from ROI GAAP to IFRS (continued)

(@

AFS

Debt securities classed as AF'S are stated in the balance sheet at fair value with unrealised gains and
losses net of tax reported as a separate reserve within shareholders’ equity. Realised profits and losses
and income are recognised in the income statement.

2. Valuation

IFRS requires that the fair value of listed investments be calculated on a bid basis rather than the
previous mid market or offer basis used by the group Where these investments are held on behalf of
unit-linked policyholders, there is a corresponding change in the measurement of the liabilities,

Derivatives

The group's banking activities use derivatives for both hedging purposes and trading purposes while the
group's life assurance activities use derivatives as one element of efficient pertfolic management.

Under ROI GAAP derivatives held for trading purposes or by life assurance activities were included at
market value with changes in the value reported as income. Profits or losses on derivatives entered into
for hedging purposes were recognised in accordance with the underlying transaction.

IAS 39 requires that all derivatives are included in the balance sheet at fair value and that assets and
liabilities can only be offset if there is a legal right of set-off.

The group uses fair value hedging as defined under IAS 39 within its banking operations. A fair value
hedge is a derivative which hedges the exposure to changes in the fair value of a recognised asset,
liakility or commitment. To qualify as a fair value hedge the effectiveness criteria as set out in [AS 3% must
be met. The interest income or expense on derivatives classed as fair value hedges is included in interest
receivable or payable. Movements in the fair value of the hedge, together with the change in the fair value
of the item being hedged, are included as other income.

Income, gains and losses on other derivatives held by banking operations for trading are included in
trading income while the return on derivatives held by the life assurance activities is included in
investment return.

50. Contingent liabilities and commitments

A

-Capita.l Commitments

In the normal course of its banking business the group and company have entered into commitments to
lend money as follows: '

Group Company

2005 2004 2005 2004

€m €m €m €m

Guarantees and irrevocable letters of credit 5 5 52 18
Commitments to extend credit

- less than one year 288 245 288 245

— one year and over 167 120 167 120

455 365 455 365

The group has entered into commitments to purchase investment properties totalling €39m (2004: €Nil) for the
benefit of unit-linked policyholders.
Commitments to extend credit does not expose the group or company to significant interest rate risk,
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50. Contingent liabilities and commitments . : ,

B.

Contingencies

The group like all other banks and insurance compantes is subject to !jtigation'in the normal course of its
business. The group does not believe that any such litigation will have a material effect on its profit or loss
and financial condition.

As part of the agreement in 2001 to dispose of Interstate Life Assurance Company Limited, its wholly
owned US subsidiary the group provided ceriain guarantees in regard to persistency experience on a

block of business held by Interstate. The maximum amount payable on foot of these guarantees is €11.6m.

The group believe that the crystallisation of this amount is unlikely.

DIRT is a withholding tax which Irish financial institutions are required to deduct from interest paid on
deposits. Interest may be paid in certain circumstances without such withholding tax, including where the
deposit is made by a non-resident, a company, a charity or a pension fund and a declaration of the kind
required has been made to the financial institution.

The Irish Life & Permanent Group's policy and practice has always been to account for its DIRT
obligations in accordance with the law and with Revenue practice. ‘

Following an enquiry in 1959, into the administration of DIRT by financial institutions in the Republic of
Ireland by the Public Accounts Commitiee of DAl Eireann, the Revenue Cornrnissioners undertook audits

‘of the historic compliance with all aspects of the administration for DIRT in all of the major financial

institutions in the State, including the Irish Life & Permanent Group. The audit of Guinness & Mahon
(Treland) Lirnited, a group subsidiary, is ongoing and a payment on account of €0.5m has been made in
respect of this company.

Operating lease commitments

The group leases various offices under non-cancellable operating leases, the future aggregate minimumn
lease payments under these leases are as follows

Group . Corﬁpany
2008 2004 2005 2004
€m €m €m €m
Less than 1 year 8 g 6 8
Greater than 1 year and less than 5 years 31 34 23 27
Greaier than 5 years 78 17 60 56
117 120 89 91

The leases typically run for a period of 25 years, with an option to renew the lease after that date. Lease
payments may be increased every 5 years to reflect market rentals. Nene of the leases includes
contingent remntals,
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51. Principal subsidiary and associated undertakings

(a)

®)

Principal subsidiary undertakings

Incorporated
Name & Registered Office in
Banking :
permanent tsb Finance Limited * Ireland
56-59 St. Stephens Green, Dublin 2
Capital Home Loans Limited * UK

Admiral House, Harlington Way, Fleet, Hampshire, GU13 8YA

Life Assurance :
Irish Life Assurance plc Ireland
Irish Life Centre, Lower Abbey Street, Dublin 1

irish Life International Limited Ireland
Irish Life Centre, Lower Abbey Street, Dublin 1

Investment management ;.
Irish Life Investtment Managers Limited Ireland
Beresford Court, Beresford Place, Dubtlin 1

Other:
Irish Progressive Services International Limited Ireland

Beresford Court, Beresford Place, Dublin 1

Cornmarket Group Financial Services Limited Ireland
Liberties House, Christchurch Scuare, Dublin 8

* held directly through Irish Life & Permanent ple.

% of ordinary
shares held

100

100

100

5

100

100

15

The principal country of operation of each company is the country in which it is incorporated with the

exception of Irish Life International Limited which operates internationatly.

The registered office of Irish Life & Permanent plc is: Irish Life Centre, Lower Abbey Street, Dublin 1.

Principal associated undertaking
Total issued equity/debt capital

Allianz - Irish Life Holdings plc
Incorporated, reqistered and operating

as a general insurance company in [reland
(Held by a subsidiary undertaking)

23,053,408 ordinary €1.25 shares

% holding

30.4
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52. Related parties

The group has a related party relationship with its associate (note 31), its directors and senior management and
the group’s pension schemes. The company also has a related party relationship with its subsidiaries.

A Directérs' shareholdings

The interests of the directors and the company secretary, including interests of their spouses and minor
children, in the share capital of Irish Life & Permanent plc are as follows: '

Number of beneficial ordinary shares held

At 31 December 2005 At 1 January 2005
Ordinary Options Ordinary Options
Shares Shares s

Gillian Bowler 20,259 - 20,259 - -
David Went 225,869 245,313 190,287 271,985
Breftni Byrne 10,000 - 10000 -
Denis Casey 103,683 147,343 102,773 147,343
Peter Fitzpatrick 258,778 167,439 257,957 167,439
Danuta Gray 7 1,600 - .- -
Eamonn Heffernan 5,000 - ' 5,000 -
Kieran McGowan 6,000 - 6,000 -
Kevin Murphy 135,587 128,392 134677 128,392
Finbar Sheehan 1,181 - 1,181 - -
Ciaran Long (Company Secretary) 12,688 - 64,464 11,778 - 64,464

In addition Ciaran Long, as alternate director of the TSB ESOP Trustees Ltd., has a non-beneficial Interest
in a total of 3,755,594 shares (2004: 4,766,674 shares).

Since 31 December 2005 there have been the following changes:
David Went exercised 55,844 share options and subsequently sold 35,295 shares on the market.
Denis Casey sold 50,000 shares on the market. '

v

B Transactions with key managerment personnel

Key management personnel inchude non-executive directors and group senior management (including
executive directors). Details of group senior management are set out on page 21: Non-executive directors
are compensated by way of fees only. The compensation of executive directors and other group senicr
management comprises salary and other benefits together with pension benefits. In addition‘they
participate in the group's profit sharing and share option schemes. Full details of directors’ compensation
are set out in the directors report on remuneration on pages 32 to 34. Details of the share options are set
out in note 15. Total compensation to key management personnel is as follows: -

2008 2004

. . ‘ €000, ] €000
Fees ' . 694 : - 541
Salary and other benefits 6,068 5,042
Pension benefits — defined benefits 2,190 1,655

: - defined contributions - - 249 : 237
Equity settled benefits — defined contributions 730 : . 100
Termination payment 464 -
10,395 7,675

Number of key management personnel at 31 December is as follows:

. . 2008 © 2004

Non exeéuﬁve directors ) 7 : R o 8
Executive directors and senior managemernt 12 ' 10
19 18
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52. Related parties (continued)

For key management who are members of a defined benefit scheme, the pension benefit included above
is the transfer value of the increase in accrued pension during the year. For defined contributicn schemes
it is the contributions made by the group to the scheme.

In the normal course of its business the group had palances and transactions with key management
personne! as follows:

2008 2004
€000 €000
Balance as 31 December )
Loans 1,368 1,506
Quasi-loans 27 20
Deposits 2,632 2,514
Life assurance and pension policies 13,517 11,622
Transactions during the pericd
Loan repayments 138 78
Interest on loans & deposits . 46 39
Life assurance and pension premiums 1,414 1,118

Life assurance claims ; 23 2

The loans are granted on normal commercial terms and conditions with the exception of certain house
loans where executive directors and senior management may avail of subsidised loans on the same terms
as other eligible management of the group. All of the loans are secured. The quasi-loans are unsecured
credit card balances and cverdrafts. All interest and principal due at the balance sheet date on both loans
and quasi-loans has been repaid on schedule and no provision for loan iimpairment is required. Life
policies represent values for investment contracts (including pension policies) and sums assured for
protection products.

Loans include loans to two directors of €359,037, (2004: €432,296 to three directors). In addition one
director has given a personal guarantee on a loan of €400,000.

Associate

Irish Life & Permanent plc has a commission agreement with its associated company, Allianz — Irish Life
Holdings Lirnited (“Allianz'}. Under this agreemert, Irish Life & Permanent plc is paid commission for
general insurance business written with Allianz through Irish Life & Permanent ple. Commission earned
in 2005 was €11m (2004: €13m). In addition, a subsidiary of the group, Irish Life Investment Managers
Limited has an investment agreement with Allianz, fees earned under this agreement were €0.5m in 2005
(2004: €0.5m). Included within the group accounts is a net balance due to Allianz of €2m (2004: €2.4m).
All transactions with Allianz are priced on an arms length basis.

Other

In the nottnal course of business the group provides investment management to the group's pension
schemes. Fees earned under these agreements were € 2.9m (2004:€2.4m).

Company

In addition to the above relationships with Aliianz and key management personnel, the company in the
normal course of its banking business enters into transactions with the life assurance and other banking
operations of the group. These transactions which are eliminated in the consolidated financial staterments
are all priced on an arms length basis other than non-interest bearing loans. The following amounts were
included in the company balance sheet in respect of transactions with related parties

.
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52. Related parties (continued} - . - ST : S

2005 . , 2004
€m €m

Loans and receivables to customers - . -
— Interest bearing i 4111 . 2,711
— Non interest bearing ’ 173 . 115
Customer accounts ' 454 398

Debt securities in issue 26 11

Non interest bea.ring loans and receivables are all repayable on demand.

The group's Isle of Man operations have advanced loans of €47m (2004: €13n) which in the event of the
counierparty defaulnng the company has committed to reimburse the Isle of Man subsidiary for any
losses incurred.

83. Risk management objectives and policies for mitigating financial risk

The group’s risk management policies and the processes for identifying and managing risks across the group
including strategic and operational risks are described in the Overview of Business Performance and the
Directors’ Report on Corporate Governance. The key financial risks which arise in the group include market
risk, credit risk, liquidity risk and insurance risk. The type of risk and the way in which the group mafages the
risk will vary depending on the type of business and in particular risk may be managed differently in life and
banking operations reflecting the different profiles and duration of the assets and liabilities of the businesses.

o ' -
The risks and how they are managed within each business area are analysed as follows

Market Risk . o
Market risk is the risk of change in. fair value of a financial instrument due to changes in interes_t rates, equity
prices or foreign currency exchange rates. ‘

All market risks within the group are subject to strict internal controls and reperting procedures and are
menitared by the group’s Asset and Liabilities Committee. This committee which operates under erms of
reference which have been approved by the bbard, is chaired by the Group Finance Director and comprises
members of senior management, including the Group Chief Executive. All market risks are subject to limits on.
the magnitude and nature of exposures which may be undertaken. These limits are outlined in policy
documents which are regularly reviewed by the board. ,

[RLE

Life Operations
All assets and labilities of the life operations are held at fair vatue and can be classified into five main

categories as set out below

o o } . i _-2005*

-€m

Unit-linked funds. where the financial risks are primarily borne by the policyholders 19,613
Discreticnary participation nsurance contracts - . 204
Other policyholder liabilities - ' 2,944
Unit-linked tracker bonds and non-linked fixed interest return single premium bonds 1,091
Investment financial options and guarantees 28
23,880

*Liabilities as at 31 December 2005 before reassurance
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53. Risk management obJectlves and policies for mitigating financial risk-

The group holds assets at fair value to back the liabilities set out abave, together with the assets relating to the
life operations solvency capital and free shareholder funds.

As the group is not exposed to any significant financial risk on assets or liabilities held within _unit—ljnked funds,
these are excluded from the risk analysis. Details of these assets are set out in note 25.

Details of the financial options and guarantees are set out in note 40.

 Equity risk

Ecquity risk is defined as the risk of a potential loss in market values due to an adverse change in prices
including changes in the value of investment properties. Investment in ecpiities and property is generally limited
1o investrments 1o match commitments © policyholders or to match a portion of the liabilities under
discretionary participation contracts. Derivatives are only permitted 1o be held as part of efficient portfolio
management. All invesiments made are within the parameters set down by senior managetnent as well as by
statutory recuirements. There is regular reporting of asset and liability mis-matches to investment committees
within business units and to the group's Asset and Liability Committee.

Interest rate risk ) ) _ .

Life operations of the group ca:rj'( interest rate risk exposures on iis debt securities and its loans to banks
portiolio and on its fixed rate insuwrance and investment labilities. It is the group’s pelicy where possible to
match its assets and liability profile and this is moritored on a regular basis by the investment conmumittees
within each business unit and the Asset and Liability Committee.

Currency exposure
The group's life assurance ha.bﬂ.ltles are primarily denominated in Euro and it is group policy to match the
currency exposure of the habllmes and the underlying assets. ’

The fo]lomng table sets out the expected or contractual cash-flows for the assets and liabilities relating to
insurance contract liabilities mch_}d.mg discretionary participating contracts where the shareholder is exposed to
a financial risk as at 31 December 2005.

Notmore Overl Over5 Over10 Over 20 No- Total
than 1 vyear but yearsbut yearsbut . years fixed
year lessthan lessthan lessthan term
Syears l0vyears 20 years
€m €m .- €m - €m €m €m €m
Assets - : Co S
Debt securities . 244 448 3718 7 537 606 - 2213
Equities - - - - - 53 - B3
Loans and receivables to banks 29 - - - - - 28
Investment properties - - - - - 2 2
Reinsurance assets . 64, 735 596 399 846 — 2,640
. ) © 337 1,183 . 974 936" 1,452 55 4,937
Liabilities
Insurance contracts ' 241 1,178 1,071 990 1,349 - 4,841

The group is also exposed io financial risk on certain investment contracts principally tracker products and
other fixed interest return single premium bonds. Both assets and liabilities are held at fair value in the balance
sheet. It is group policy 10 purchase assets to match liabilities, the table below sets out the fair value of the
assets and liabilities by maturity date as at 31 December 2005, i :




AVVICe LV LWL VLV WY Ldadibvdial ViRl LAt at i

year ended 3} December 2005

53. Risk management objectives and policies for mitigating financial risk (continued)-. - - i

Not more Over 1 Over 5years - - Total .
than | year year but  but less than
less than 5 10 years
years
€m €m €m €m
Assets .
Debt securities “ 167 785 72 994
Derivatives 20 - 110 B 136
187 865 78 1,130
Liabiliies . . )
Investment contracts 185 828 78 1,091
Other liabilities 18 - - 18

203 828 . 78 1,109

Shareholders assets of the life operations including those assets required to match solvency capital are
predominately invested in cash and properties occupied by the group, An analyms of the shareholders assets is
set out in note 7 of the EV basis supplementary informatior.

Banking operations

The group’s banking operations by their nature will give rise to both interest rate risk and formgn currency
exchange risk. The interest rate risk arises because the group both lends money and accepts deposits at fixed
and floating interest rates. Foreign currency exchange risk arises cue to the fact that the group's banking
operations conduct business in a range of currencies, principally Euro, Sterling and US dollar, It is the group's . ,
policy to hedge all foreign exchange risk as it arises. Interest and foreign currency exchange rate exposures
are managed using a range of conventional hedging instrumenis including interest rate and currency swaps
and forward rate agreements. In addition an element of the earnings within the group's banking operations is
derived from the controlled mis-matching of the dates upon which interest receivable on assets and interest
payable on liabilities are next reset to market rates or, if earlier, the dates upon which the instruments mature.

The following table provides effective weighted average interest rates at 31 December 2005 for those financial
instruments held at amortised cost ' ’

€ Sig - Uss
Financial assets - :
Loans and receivable to customers 3.70% 6.14% . -
Loans to banks : ' 2.10% 4.67% 3.58%
Debt securities 3.62% 4.37% 421%
Financial liabilities .
Deposits by banks 2.67T% 4.63% 3.27%
Debt securities in issue ‘ 2.36% 481% 3.35%
Customer accounts , 1.11% 4.70% 3.42%
Other borrowings - including subordinated debt 4.94% 4.85% 4.98%

The impact of derivatives on effective interest rate in 2005 was 0.19%.

The tables below summarise the interest rate repricing mis-matches as at 31 December 2005. Itemns are
allocated to time bands by reference to the earlier of the next contractual interest rate repricing date and the
maturity date. A net liability in a period indicates an exposure to a rise in interest rates, although the actual
financial impact will depend on a number of factors, including the extent to which repayments are made earlier
or later than the contracted date and variations in interest rate sensitivity within repricing periods and armong
different currencies.
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53. Risk management objectives and policies for mitigating financial risk (continued)

Interest Rate Repricing - Euro
At 31 December 3005

QOver three Owver gsix Over one
mths but mthsbut year but

Notmore notmore notmore notmore Over Non
than three thansix thanone than five five Interest
mths mths year years years Bearing Total
€m €m €m €m €m €m €m
Assets
Cash and other receivables 114 - - S - - - 114
Itemns in the course of collection - - - - - 137 137
Loans and receivables to banks 2,706 - 21 - - - 2,727
Loans and receivables to customers 14,543 1,175 3,037 2,052 141 - 20,948
Debt securities - listed : 497 - 549 1,060 704 11 2,821
Other assets — - - - - 584 584
Total assets (A) 17,860 1,175 3,607 3,112 845 732 27,331
Liahilities
Deposits by banks (1,218) - — - - (H (1,219)
Customer accounts (1,628) (509} 421 (200) (242) (42) (8,942)
Debt securities in issue (5,130) (437) (2068) (1,323) (367) - (7,463)
Other liabilities ' - - - - - (310)  (310)
Subordinated hiabilities (410) - - - (812) (72) (1,299
Non recourse funding - - - - - — -
Total liabilities (B) (14,286) (946) (627) (1,523) (1,421) 425) (19,228)
Derivative financial instruments
affecting interest rate
sensitivities (C) (2,003) (2,094) (2,355) (l1.664) 600 - (1,516}
Interest rate repricing gap
(A) + (B) + (C) 1,571  (1,865) 6258 (25) 24 307
Cumulative interest rate
repricing gap 1,571 (294) 331 256 280 587
At 31 December 2004
Interest rate repricing gap (2.207) (942) 2,616 750 24 269
Cumulative interest rate
repricing gap (2,207) (3149 (533) 217 241 510
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53. Risk management objectives and policies for mitigating financial risk (continued)

Interest Rate Repricing - Sterling

At 31 December 2005
Over three Over six Over one
mths but mths but year but
Notmore notmore notmere notmore Over Non
than three thansix thanone thanfive five Interest
mths mths year years years Bearing Total
€m €m €m €m €m €m €m

Assets
Loans and receivables to banks 210 - 15 - - - 225
Loans and receivables to customers 3,613 20 18 1,921 5 - 5,575
Debt securities - listed 74 - - - 13 1 88
Cther assets - - - - - 91 g8l.
Total assets (A) 3,897 20 31 1,021 18 92 5,979
Liabilities
Deposits by banks (414) (95) (147} - - (6) (662)
Customer accounts (3,290) (249} (208) 97) - (% (3,850)
Debt securities in issue (1,563) - (29) (216) (€))] (17 (1,832)
Other liabilities - - - - - (28) (28)
Non recourse funding (2.232) - - - - - (2.232)
Total liabilities (B) (7,499) (344) (381) (313) (7 (60 (8,604)
PDerivative financial mstruments
affecting interest rate .
sensitivities (C) 3,828 (48) 543 (1,636) (44) - 2,743
Interest rate repricing gap
(A + (B) + (C) 326 (372) 193 (28) (33) 32
Cumulative interest rate
repricing gap 326 (46) 147 119 86 118
At 31 Decermnber 2004
Interest rate repricing gap 1,007 (535) (18 (205) (246) 38
Cumulative interest rate
repricing gap 1,007 412 394 189 (57) (19
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53. Risk management objectives and policies for mitigating financial risk (continued)

Interest Rate Repricing - US Dollar
At 31 December 2005

Over three COversix Over one
mths but mths but year but

Not more notmore notmore notmore Over Non
than three thansix thanone than five five Interest
mths = mths year years years Bearing Total
€m €m €m €m €m €m

Assets
Loans and receivables to banks 1,734 - - - - - 1,734
Debt securities - listed 65 - - 1 89 - 158
Other assets ’ - - - - - 29 29
Total assets (&) ' - 1,799 - - 1 89 29 1,918
Liabilities
Deposits by banks (131) - {57) - - (188)
Customer accounts (336) 33) (2T) (13) - (1 (410)
Debt securities in issue (5,309) (298) (34) {214) (15) (25) (5,955)
Subordinated liabilities : - 21) - (57) (T) (6) (91)
Total liabilities (B) (5,776) (352) (118) (284) (82) (32) (8,644)
Derivative financial instruments
affecting interest rate _
sensitivities {C) 4,099 319 91 274 1o, - 4,773
Interest rate repricing gap
(A) + (B) + (C) 122 (33) (27) (9) (3) (3)
Cumulative interest rate
repricing gap 122 89 62 83 50 47
At 31 December 2004
Interest rate repricing gap - (3) 12 (2) 3 10) 1
Cumulative interest rate
repricing gap (5) 7 5 8 2) (O

Fair value of financial assets and liabilities

The fair value of non-trading financial assets and Yabilities within the banking operations at 31 December 2005

is set out below

Carrying Value Fair Value
€m €m

Assets
Cash and balances at Central Banks 114 114
Items in the course of collection 137 137
Derivative assets 201 201
Leans and receivables to banks 4,685 4,689
Loans and receivables to customers 26,523 26,582
Debt securities - listed . 3,064 3,088
Prepayments and accrued income 218 218
Total assets 34,942 35,029
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53. Risk management objectives and policies for mitigating financial risk (continued)-

Carrying Value - . Fair Value
€m ‘ €m
Liabilities
Deposits by barks ' 2,070 2,078
Customer accounts ' . - .- 13,203 13,238
Debt securities in1 issue T 15,252 ‘ 15,289
Derivative liabilities 210 210
Other liabilities . 191 191
Subordinated liabilities 1,385 - 1,399
Non recourse funding . 2,232 2,232
Total liabilities 34,543 34,637
Credit Risk

Credit risk throughout the grolp is approved and managed in line with a set of clearly defined policy
staternents, which have been approved by the board. Credit exposures fall into a number of categories.

Debt securities and Ioans o banks

The group is exposed to credit risk on third parties where the group holds debt (including sovereign debt) or
has issued loans to barks. Sovereign debt is restricted to countries with a rating of Standard and Poor's rating
of A- or higher. The group has set counterparty limits for all debts and loans on a group wide basis. The ’
following table gives an indication of the level of creditworthiness of the group's debt securities and loans to
banks based on average balances and the ratings prescribed by the rating agency Standard & Poor’s.

Rating % of partfolio
ARA e 12%
AA . 53%
A 30%

Oihers ’ 5%

Derivatives

In the case of currency forward, currency and interest rate swaps, forward rate agreements, the risk represents
the potential cost to replace the swap contracts if counter-parties fail to perform their obligations. Credit risk in
future contracts is minimal as changes in future contracts are settled daily. The group is exposed to credit risk
on puwrchased opﬁoné 1o the extent of the cost of replacing the option which should equate to the fair value of
the options. All derivaiive contracts which could result in significant credit risk are with counterparties rated at
least A- by Standard & Poor's. ‘ - '

Loans to customers
The operational controls over customer lending are set out in the Cverview of Business Performance.

Reinsurance assels
The group's life operations cede insurance and investment risk to a number of reinsurance companies. There
are three main categories of reinsurance assets as set out below.

As at 31 December 2005

€m
Assets held in a charged account 1,105
Assets where credit risk is borne by the policyholder 323
Other assets where credit risk is borne by the shareholder 595

2,023
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53. Risk management objec:tives and policies for mitigating financial risk (continued)

The assets held in a charged account are in respect of a reinsurance treaty for annuity business, all withdrawals
from the charged account have to be authorised by Irish Life. Assets are managed in accordance with a
mandate which matches the asset and liabilities. '

Assets where credit risk is borne by the policyholders relate to unit-linked investment contracts where the
pelicy documents specify that the return to the policyholder is based on the return from the reinsurance
companies. ‘

The group regularly reviews the financial security of its reinsurance companies. Where the reinsurance
arrangement invelves asset accurmnulation on the part of the reinsurance company, these companies havé a
Standard and Poor's rating of at least A+. Other limits are set with reference to premium income, assets and
shareholder capital of the reinsurance comparny.

Licuidity Risk .
Liquidity risk is the risk that the group may be unable to meet payment of ohligations.in a timely manner at a

reasonable cost or the risk of unexpected increases in the cost of funding the portfolic at appropriate maturities
or rates.

Liquidity management within the group is carried out by the group’s Treasury function. In carrying out this
responsibility, Treasury's principal objective is to ensure that the banking operations have sufficient funding
available, at an optimal cost, to meet the operational needs of the bank and to adhere to requlatory and
prudential requirements. In this regard, the bank's liquidity ratio at 31 December 2005 was 26%.

Insurance risk

Insurance risk relates to the likelihood that the uncertain future event coverad by an insurance gontract cceurs
resulting in a claim. The theory of probability is applied to the pricing and provisioning for a portfolio of
insurance centracts. The pr'mcipai risks are that the frequency of claims or the severity of claims is greater than
expected. Insurance events are random by their nature and the actual number and size of events during any
one year may vary from those estimated using established statistical technicues.

The group manages its insurance risk through underwriting limits, approval procedures for hew products and
reinsurance where appropriate.

Reinsurance is managed in accordance with approved policy aﬁd is regularly reviewed by the Group Assets
and Liakilities Committee

The assumptions used to place a value on the liablities of insurance contracts and the sensifivity of these
assumptions to a range of factors is set out in note 38.

Insurance risk falls into three main categories:

Life agsurance contracts

These are contracts whete the benefit is payable on death or serious illness. The benefit may be a lump sum or
in the case of serious illness an annual income stream which may be fixed or escalate at a fixed rate or in line
with a relevant index.

Insurance risks associated with life insurance contracts include the risk of epidemics, accidents and changes in
lifestyle such as smoking habits and stress related diseases.

Life assurance contracts may be unit-linked or non-linked. For unit-linked contracts the group charges for the
insured risk on a monthly basis and has the right to alter these charges based on its risk experience. In this way
the group can limit its exposure. Non—iinked business may be group business or individual contracts. Group
business is normally written for a maximum of a three year term and the insurance risk may be repriced at the
end of each term. For individual business written for a fixed term there are no mitigating terms and conditions
which reduce the insurance risk.
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53. Risk management objectives and policies for mitigating financial risk (continued)

Individual business risk is managed through the inclusion of medical selection in the underwriting criteria and
through reinsurance of the risk.

The sum at risk amounts net of reinsurance are as follows

2005 2004
€m €m
Unit-linked contracts 11,361 12,867
Non-linked contracts
- individual 9,452 8,107
— group 34,932 30,956
Annuity contracts

These are contracts where the policyholder in return for a single premium paid at the start of the contract
purchases an annual income stream for the remainder of their lives. Annuities may be level, escalate at a fixed
rate or in line with a relevant index.

Payments are often guaranteed for a minimum term regardless of survival, annuities may also continue after
death in full or in part to a surviving partmer.

The main insurance risk associated with this product is longevity risk and in particular that improvements i
medicial science and social conditions would increase longevity. In recognition of this risk, in 2002 the group |
decided 1o reinsure 57% of the in-force portfolio of annuity contracts. All new annuity business written since !
2002 has also been 100% reinsured. :

Under the reinsurance treaty longevity risk is borne by the reinsurance company. Asseis are held by the
reassurance comparny in a charged account, all withdrawals from which have to be authorised by Irish Life.
Assets are managed in accordance with a mandate which matches the asset and liabilities.

The reserves held for annuity contracts are as follows:

2005 2004

€m ' : €m

Gross 7 1,673 1,515
Reinsurer’s share (1,1085) (964)

B68 551

Insurance contracts with a discretionary participation feature

The group has a closed book of with-profit business where the policyholder benefits from a discretionary
annual bonus and a discretionary final bonus. There has been no new business written since it was setup as a
closed fund in 1990. The shareholder does not participate in the with-profit fund.

The assets of the fund are invested in a fund which invests in a mixture of equities and fixed interest securities.
The group has discretion on the level of bonuses declared.

The total guaranteed sums assured in the future and bonuses payable on death at 31 December 2005 are .
€332m (2004: £340m). Reserves at 31 December 2005 are €204m (2004: €197m) which on a discounted cash
flow basis are sufficient to meet fund liabilities.
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53. Risk management objectives and policies for mitigating financial risk (continued)

2004
As required under IFRS when [AS 32 and IAS 39 are adopted from | January 2005, the previous disclosures
made for banking operations under FRS 13 for 2004 are republished in full below

Interest Rate Sensitivity Gap

Interest Rate Repricing - Euro
At 3! December 2004 , -

Over three Over six Over one
mths but mthsbut year but

Notmore notmore not more notmore Over Non
thanthree thansix thanone than five five Interest
mths mths year years years Bearing Total
~ : €m €m €m €m €m €m €m
Assets ' T ’
Cash and balances at central banks 128 - - - - - 128
Government bills - - - - - = -
Loans/advances to credit institutions 448 - 3l - - - 479
Loans/advances to customers 12,114 1,107 2,467 1,159 74 - 16,821
Debt securities - listed . 948 41 18 1,411 535 - 2,953
Other assets ' - - — - ' — 697 697
Total assets (A) 13,638 1,148 2,516 2,570 609 697 21,178
liabilities: . ‘
Peposits by credit institutions (540) (19 (71} - - - (630)
Customer accounts (6,908) (720) (99) {171) (23) (22) (7,943)
Debt securities in issue ! {4,495) (301Y {230} {481) (648) - (8,186)
Other liabilities - - - - - (378) (378)
Subordinated liabilities (150) - - - (680) (28) (858)
Total liabilities (B) (12,093) (1,040) (400) (652) (1,352) (428) (15,965)
Off balance sheet items (C) (3,752)  (1,050) 500 (1,168) 167 - (4,703)
Interest rate repricing gap . (2,207) (942) 2,616 750 24 269
® + (®) + (©)
Cumulative interest rate
repricing gap (2,207) (3,149) (833) 217 241 . 510
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53. Risk management objectives and policies for mitigating financial risk (continued) -

Interest Rate Repricing - Sterling
At 31 December 2004

b

Over three Over six Over one
mths but mths but year but
Not more not more notmore notmore Over Non
than three thansix thanone than five five Interest
mths mths year years years Bearing Total
€m €m €m _ €m €m €m €m
Assets . .
Loansfadvances to credit institutions . 1,715 - - - - - 1,715
Loans/advances to customers . 1,187 31 11 81 11 - 1,921
Debt securities — listed 132 - - 6 - - 138
Other assets - - - - - 38 38
Total assets (A) . 3,634 3l 11 87 11 38 3,812
Liabilities:
Deposits by credit institutions ' (316) (22) M - - - " (345)
Customer accounts (2,888} (440) (176) (47) 21%) - (3,770)
Debt securities in issue (1,469) {14) (14) {213) - - (1,710)
Total liabilities (B} (4,673) (476} (187) (260) 219) - (5,825)
Off balance sheet items (C) 2,046 (80) 108 (32) (38) - 1,994
Interest rate repricing gap 1,007 (835) (78) (205) (246) 38
(A) +(B) +(C)
Cumulative interest rate )
repricing gap 1,007 472 394 189 (87) (19)
Interest Rate Repricing - US Dollar
At 31 December 2004
Over thuee Over six Over one
mths but mths but year but
Not more notmore notmore notmore Over Non
than three thansix thanone than fve five Interest .
mths mths year years - years Bearing Total
Assets
Loans/advances to credit institutions 630 - - - - - 630
Debt securities — listed 133 - - - - - 133.
Other assets — - - - - 4 . 4
Total assets (&) 763 - - - - 4 167
Liabilities:
Deposits by credit insfitutions (107) - - — - - (107
Customer accounts (204} (4) (€)] 3) - - (214)
Debt securities in issue (2.286) (697) - (25) (63) (7) - (3,078
Subordinated liabilities (18) - - 49) (6) 3) (76)
Total liabilities (B) (2,615) (701) (28} (115) (13) (3) (3,475)
Off balance sheet iterms (C) 1,847 713 26 118 3 - 2,707
Interest rate repricing gap (5) 12 {2) 3 (10 1
E+® +(©)
Cumulative interest rate
repricing gap 5) 7 ] 8 (2) )
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53. Risk management objeciives and policies for mitigating financial risk {(continued)

The notional principal armounts, risk weighted amounts and replacement cost of derivative instruments includes
in the tables above are sat out bélow

2004
€m
Exchange rate contracts
Notional principal amount 5,851
Risk weighted amount 62
Replacement cost 311
Interest rate contracts
Notional principal amount 54,728
Risk weighted amount 101
Replacement cost 506

The risk weighted amounts shown above are calculated in accordance with Central Bank of Ireland guidelines
on capital adequacy.

The replacement cost amounts shown are calculated by stating all contracts with a positive value at market
value, with an adjustment to allow for future credit exposures,

The following table analyses the ‘above derivative contracts by remaining maturity:

Notional Replacement
Principal Amt Cost
€m €m
Exchange rate contracts
Derivatives maturing: .
Upto 1 year . ‘ 3,933 18
Up to 5 years 1,328 141
Greater than 5 years ' ' 590 92
' 5,851 311
Interest rate contracts
Derivatives maturing:
Upto |l year 25,420 114
Up to § years 26,800 319
Greater than 5 ireans ‘ . 2,508 73

54,728 T B0

The above tables exclude trading assets of the group's banking operations and assets and liabilities
denominated in currencies other than Euro, Sterling and US dollars, which are not material. The group has no
material prepayment or option type expcsures in the non trading book.
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53. Risk management objectives and policies for mitigating financial risk (continued)

Fair value of financial assets and financial liabilities

Set out in the table below is a comparison by category of the book value and fair values of all the financial
assets and financial liabilities held by the group's banking and other operations at 31 December 2004,

Financial Instruments held for non-trading purposes:

2004
Book Value Fair Value
€m €m
Assgets
Cash and balances at central bank 128 128
Government bilis - -
Loans and advances to credit institutions 2,824 2,835
Loans and advarnces to customers 18,842 18,874
Debt securities - listed 3,223 3,256
Other assets/debtors 140 140
Prepayments and accrued income 238 238
Total assets 25,395 25,471
Liabilities
Deposits by credit institutions 1,082 1,083
Customer accounis 11,927 11,927
Debt securities in issue 10,944 10,954
Cther liabilities/creditors 66 66
Accruals 198 198
Dividends 104 104
Provisions for Liabilities and charges 10 10
Subordinated liabilities 934 960
Total liabilities 25,265 25,302
Derivative financial instruments held for non trading purposes:
2004
Fair Value
€m
Interest rate swaps (22)
Forward rate agreements -
Cross currency swaps (72)
Foreign exchange contracts (84)
(178)

Total unrecognised losses on derivatives held for non trading purposes are €178m. Of this it is anticipated that
€111m will be recognised in 2005. 2004 includes losses of €93m which arose in previous accounting periods

but which were recognised in 2004.

Market values have been used to determine the fair value of all Government bills, listed debt securities issued
and held, equity shares, interest rate and foreign currency swaps and forward foreign currency contracts. The
fair values of all other items have been calculated by discounting expected future cash flows at prevailing

interest rates.

The market value of trading positions as at 31 December 2004 was a gain of €2m.
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Punds under management :

2005 . 2004
) €m €m
Funds managed on behalf of unit-linked policyholders 20,084 | 16,383,
Funds managed on behalf of non-linked policyholders 2,559 2,587
22,643 18,970
Off-balance sheet funds 3,781 2,370
' ‘ 26,434 21,340

Analysis of holdings of ordinary shares at 28 March 2006

Shareholders Shares
Number Percent Number Percent
Size of shareholding

1-1,000 128,738 94.03% 42,737,889 15.68%
1,0G1-5,000 7,042 5.14% 13,087,206 4.81%
5,001-10,00C 509 0.37% 3,532,458 1.30%
10,001-50,000 . i 371 0.27% 8,036,195 2.95%
50,001-100,000 92 0.07% 6,541,706 2.40%
100,001-1,000,000 126 0.09% 38,253,542 14.03%
Cver 1,000,000 .35 0.03% 160,370,677 58.83%
136,913 100.00% 272,569,673 100.00%

Investor Relations

Investment analysts who require further information should contact:
Barry Walsh, Head of Investor Relations, Irish Life & Permanent plc, Irish Life Centre, Dublin 1
Telephene: +353 (1) 704 2678 E-mail: barrywalsh@irishlife.ie
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The directors of Irish Life & Permanent plc have chosen to prepare supplementary information in accordance
with the European Embedded Value (EEV) Principles issued. in May 2004 by the European Chief Financial
Officers' Forum, When compliance with the EEV principles is stated, the directors are required to prepare
supplementary information in accordance with the embedded value methodology contained m the EEV
principles and to disclose and explam any non~comphance with the EEV guidance included in the EEV
principles.

In preparing the embedded value ("EV") basis information the directors have:

. Prepared the EV information in accordance with the EEV principles.

. Identified and described the business covered by embedded value methodology.

. Applied the embedded value methodology consistently to the covered business.

. Determined assumptions 01:n a realistic basis, having regard to past, current and expected future
experience and to any relevant external data, and then applied them consistently and made estimates that
are reasonable and consistent.

. For businesses other than those to which the embedded value methodology has been applied the results

have been prepared based on the requirements of the IFRS issued by the IASB and adopted by the EU as
described in the basis of preparation note on page 130.
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Notes - 2008 2004
€m €m
Operating profit on continuing operations
Insurance & investment business 222 192
Banking 148 139
Other 4) -
366 331
share of associate 54 56
Operating profit before tax on continuing cperations 1 420 387
Short-term investment fluctuations 94 26
Effect of economic assumption changes 13 30
Other credits 2 4 21
Profit before tax 531 464
Taxation 5 (28) (48)
Profit for the year on continuing operations 503 419
(Loss)/profit after tax on discontimied operations 3 (26) 10
Profit for the year 477 429
Attributable to
Equityholders 475 427
Minority interest 2 2
477 429
Earnings per share including own shares held for the benefit of
life assurance policyholders (cent) 13 175.7 158.4
Operating earnings per share including own shares held for the
benefit of life assurance policyholders (cent) 13 135.4 124.2
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2008 2004
Notes €m €m
Assets
Cash and other receivables 299 243
Invesiments 23,966 20,436
Loans and receivables to banks 6,421 - 4,508
Loans and receivables to customers 11 26,340 21,133
Interest in associated undertaking 167 136
Reinsurance assets 2,023 1,738
Shareholder value of in-force business 1,103 940
Net post retirement benefit asset 71 66
Goodwill and other intangible assets 258 251
Property and equipment 404 318
Other debtors and prepayments 426 333
Total assets 61,478 80,122
Liabilities
Customer accounts 12,808 11,597
Deposits by bank 2,281 1,249
Debt securities in issue 15,226 10,879
Non-recourse funding 2,232 ] 2,193
Derivative liabilities : 221 131
Insurance contract liabilities 4,082 4,148
[nvestment contract liabilities 19,8086 15,885
QOutstanding insurance and investment claims 110 115
Net post retirement benefit liability 158 172
Deferred taxation 25 -
Other liabilities and accruals 404 453
. Subordinated liabilities 1,385 951
Total liabilities 68,738 47,783
Equity
Share capital 87 86
Share premium 14 52
Distributable reserves 749 536
Non-distributable reserves 1,691 1,594
Capital reserves 203 125
Own shares held for the benefit of life assurance policyholders (76) (64)
Sharehelders' equity 7 2,728 2,328
Minority interest 12 10
Total equity 2,740 2,339
Total liabilities and equity 61,478 50,122
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Expense — Embedded Value Basis
year ended 31 December 2005

2008 L. 2004
€m €m
Revaluation of property & equipment : . 1 . - . -
Deferred tax (12) ' -
Net amount recognised directly in equity ) B9 . -
Profit for the year . 411 ' 429
Total recognised income and expense for the year 836 ' 429
Attributable to
Equityholders . 834 . : 427
Minority interest i 2 2
536 429

Consolidated Reconciliation of Shareholders’ Equity —
Embedded Value Basis

year ended 31 December 2005

2005 2004

€m €m
Shareholders' equity at i January (restateci) 2,329 2,053
Income and: expenses atiributable to equityholders 534 . 427
Movement in cost of own shares held for the benefit of _ .
life assurance policyholders : ’ 12) . , (10)
Dividends paid (152) (142}
Issue of share capital 23 1
Change in share based payment reserves 6 ) -
Shareholders' equity at 31 December 2,728 ) 2,328
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Basis of Preparation

Earnings generated by the group's life-assurance operations are prepared and presented in accordance with
the European Embedded Value (EEV) Principles issued in May 2004 by the Evropean Chief Financial Officers’
Forum. For businesses other than life assurance the results have been prepared based on the requirements of
the IFRS issued by the IASB and adopted by the EU as described below.

IFRS 4 brings into force phase 1 of the International Accounting Standard Board's ("lASB") insurance accounting
project. In view of the phased implementation of IFRS for insurance business, the group believes that
shareholders will continue to place considerable reliance on embedded value information relating to the life
assurance business. The statutory financial information includes insurance contracts written in the life assurance
business based on embedded value earnings calculated using the EEV principles developed by the European
CFO forum. The methodology produces an Embedded Value (EV) as a measure of the consolidated value of
shareholders’ interests in the business covered by the EEV Principles. The EV basis financial information
extends these principles to investment contracts written in the life assurance business.

The group's results were previogisly prepared on an ROl GAAP hasis under which life assurance operations

-were presented in accordance with the Association of British Insurers’ paper of December 2001

‘Supplementary Reporting for Long Term Insurance Business (The Achieved Profits Methed)'.

The results for 2004 were restated in July 2005 to reflect the new reporting basis, copies of these restatéments
are available from the group's website (www irishlifepermanent.ie}. These restatements do not constitute the
company’s statutory accounts foj:' the year ended 31 December 2004 which were prepared under RCI CAAR

For all business other than that specifically referred to below, the statements incorporate the same values and
earnings included in the statutofy financial statements, determined using the IFRS bases with the exception of
trading derivatives where the net position is shown in the balance sheet. The statements also reclassify and
summarise the information included in the statutory financial statements and restate policyholders' liabilities in
respect of own shares consistent with the recognition of the asset.

This section sets cut the methodology used to produce the EV basis information.

In accordance with IFRS 1, First Time Adoption of International Financial Reporting Standards, in arriving at the
underlying preliminary IFRS information that forms the starting point for the supplementary information, no
adjustments have been made for any changes in estimates made at the time of approval of the ROl GAAP
statutory financial statements on which the [FRS financial informatton is based.

The life assurance results have been prepared in conjunction with the Group's consulting actuaries — Watson
Wryatt Limited and audited by KPMG.

Covered Business

The EEV Principles are applied to value "covered business” as defined by the Principles. This includes
individual and group life assurance and investment contracts, pensions and annuity business written in Irish Life
Assurance ple, Irish Life International Limited and City of Westminster Assurance Company Limited up to the
date of its disposal, and the investment management business written in Irish Life Investment Managers.

All buginess other than the covered business is included in the supplementary information on the same basis as
that applied to the business in the statutory financial statements.

Under EV, the same valuation approach is applied to both insurance and investment contracts within the
covered business. -
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Embedded Value _

Embedded Value (EV) is the present value of shareholders' interests in the earnings distributable from assets
allocated to the covered business after sufficient allowance is made according to the EEV Principles for the
aggregate risks in the covered business. The EV consists of the following components:

- free surplus allocated to the covered business
- required capital, less the cost of holding required capital

- present value of future sharehelder cash flows from in-force covered business (PVIF), including.an -
" appropriate deduction for the time value of financial options and guarantees.

The value of future new business is excluded from the EV.

The cost of holding required capital is defined as the difference between the amount of the required capital and
the present value of future releases, allowing for future investment returns, of that capnal

Free Surplus and Required Capital

Free surplus is defined as the market value of assets in the covered business less supervisory liabilittes less
required capital. It is the market value of any capital and surplus allocated to, but not required t6 support, the in-
force covered business at the valuation date.

The level of required capital reflects the amount of assets attributed to the covered business in excess of that
required to back regulatory liabilities whose distribution to shareholders is restricted. The EEV Principles
require this level to be at least the level of solvency capital at which the local supervisory authority is
empowered to take action and any further amount that may be encumbered by local supervisory restrictions. In
light of this the directors have set the level of required capital to be 150% of the regulatory minimum solvency .
margin requirement at the valuation date, including the additional margin required under the Solvency 1 rules,
The directors consider this to be a conservative level of capital to manage the covered business, allowing for
the supervisory basis for calculating Habilities, the insurance and operational risks inherent in the underlying
products and the methods used to value financial options and guarantees included in those products.

New Business

New business premiums reflect income arising from the sale of new contracts during the reporting peried. . -
Increases to premiums that are generated by policyholders at their discretion are included in new business as
they occur. Increases to renewal premiums on group penston contracts are treated as new business premiums.

The new business contribution is the present value of future shareholder cashflows arising from the new
business premiums written in the period less a deduction if relevant for the time value of financial options and
guarantees. The contribution makes full allowance for the associated amount of required capital and includes
the value of expected renewals on new contracts.

The EEV Principles require a measure of the present value of future new business 'premiums {PVNBP) to be
calculated and expressed at the point of sale. The PVNBP is equivalent to the total single premiums plus the
discounted value of regular premiums expected to be received over the term of the contracts using the same
economic and operating assumptions used for calculating the new business contribution. The new business .
margin reﬁ)orted under EEV is defined as the ratio of the new business centribution to PYNBP

Projection Assumptions

Projections of future shareholder cash flows expected to emerge from covered business are determined using

realistic assumptions for each component of cash flow and for each policy group. Future economic and
investment return assumptions are based on period end conditions. The assumed discount and inflation rates
are consistent with the investment return assumptions.

The assumptions for demographic elements, including mortality, merbidity, persistency and expense
experiences, reflect recent operating experiences and are reviewed annually. Allowance is made for future
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improvements in annuitant mort:a]iry based on experience and externally published data. Favourable changes in
operating experience are not anticipated until the improvement in experience has been cbserved.

All costs relating to the covered 'business are allocated to that business. The expense assurnptions used for the
projections therefore include thé full cost of servicing the business. The costs include future depreciation
charges in respect of certain property and equipment included in the free surplus. Certain group costs
allocated to the life company are not included within the cash flow projections and are accounted for on an
annual basis in the other group results.

Risk Discount Rate : : o

The risk discount rate is a combination of a base risk-free rate and a risk margin, which reflects the residual
risks inherent in the covered business, after taking account of prudential margins in the supervisory liabilities,
the required capital and the spe:ciﬁc allowance for financial options and guarantees.-

The Group has adepted a bottom-up approach to the determination of the risk discount rate. Each element of
risk is assessed in turn and a cost is reflected as an addition to the base risk-free discount rate. The risk
discount rate derived in this way reflects the risk of volatility associated with the cash flows in the embedded
value model. .

The key assumptions are set out in note 15.

The market risk margin neutralises the effect of assuming future investment returns in excess of the base risk-
free rate.

The non-market risk margin is based on an estimate of the impact of each of the following risks - mismatch risk,
credit risk, demographic risks mcludmg mortahty merbidity, persistency and expense risks, operaticnal risk
and liquidity risk.

An allowance is made for the diversification effect in that each of the risks is not expected to occur
simultaneously. Financial options and guarantees are explicitly valued using a market-consistent approach and
no further risk allowance is included for these in the risk discount rate. The non-market risk margin was
determined by the directors following a review of the estimates emerging from the above exercise.

Financial Options and Guarantees

Under the EEV Principles an allowance for the time value of financial options and guarantees ("FOG") is
required where a financial option exists which is exercisable at the discretion of the policyholder. The time
value of an option reflects the additional value inherent in the opticn due to the potential for the option to
increase in value prior to its expiry date, usually due to movements it the market value of assets, The value of
an option based on market conditions at the date of the valuation is referred to as the intrinsic value.

Allowance is made for the intrinsic value of FOGs in the supervisory liabiliies and the cost is reflected in the
PVIE An explicit deduction is rnade to the PVIF to allow for the impact of future variability of investrment returns
on the cost of FOGs (time value) The time value of FOGs is calculated using stochastic models calibrated on a
market consistent basis. ;

The main financial options and guarantees and the assumptions used to value them are described in note 15.

Service Companies .

All services relating to the covered business are charged on a cost recovery basis.

Tax

The projections include on a discounted basis all tax that is expected to be paid under ¢urrent legislation,
including tax that would arise if surplus assets within the covered business were eventually to be distributed.
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Analysis of Profit : TR
The profit from the covered business is analysed into three main compenents:

. New business contribution
The contribution from new business written in the period is calculated as at the point of sale using
assumptions applicable at the start of the period. This is then rolled forward to the end of the financial
period using the risk discount rate applicable at the start of the reporting period.

. Profit from existing in-force business

The profit from existing business is calculated using opening assumptions and comprisés:

Interest at the risk discount rate on the value of in-force business allowing for the timing of cash-flows
(“expected return''); g

Experience variances: when calculating embedded values it is necessary o make assumptions
regarding future experiences including persistency (how long policies will stay in force), risk (mortality
and morbidity), future expenses and taxation. Actual experience may differ from these assurnptions.
The impact of the difference between actual and assumed experience for the period is reported as
experience variances, '

Operating assumption changes: the assumptions on which embedded values are calculated are
reviewed reqularly. Where it is considered appropriate in the light of current or expected experience 1o
change any assumptions regarding expected future experience, the impact on total value of in-force
business of any such change is reported as an "“operating assumption change”.
+ Expected investment return
- The expected investment earnings on the net assets atxibutable to shareholders are calculated using the
future investment return assumed at the start of the period with the exception of cash returns which is
based on the aciual return achieved.
Two further items make up the total profit arising from the covered business:

. Short term investment fluctuations

This is the impact on the EV of differences between the actual investment return and the expected -
investment return assumptions assumed at the start of the period.

. Eiffect of econormic assumption changes

This is the impact on the EV of changes in external economic conditions including the effect of changes in
interest rates have on risk discount rates and future investment return assumptions.
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1. Operating Profit hefore tax

2005 2004
€m €m
Insurance & investment business
New business contribution 24 . 58
Profit from existing business
- Expected return : 74 ' 69
- Experience variances 15 : 11
- Operating assumption changes 27 : 39
Development expenditure (8) &)
Expected investment return 20 . . 19
Operating profit before tax 222 192
Banking
Net interest income 377 349
Non-interest income 40 39
Trading Income o (4 6
; . 413 304
Administrative expenses including depreciation {255) - {245)
Impairment losses on:loans and receivables (12) (10)
146 139
Investment return, 13 -
Restructuring costs (11) -
Operating profit before tax 148 139
Other activities
Non-interest income 46 48
Administrative expenses including depreciation (50) (48)
Operating loss before tax - . ) (4) -
Share of associate 54 56
Total operating profit ‘ . 420 387

2. Other Credits
{a) Disposal of property and equipment

In 2005 the group dlsposed of a number of properties occupled by the group and realised a profit
before tax of €4m (2004 €2m).

{b) Sale of Irish Estates Management

In December 2004 the group disposed of its property management subsidiary Irish Estates
Management Limited, the results for 2004 include €19m profit arising on this dispasal.

3. Discontinued Operations

On 2 June 2005 the group disposed of its UK life assurance subsidiary City of Westminster Assurance
Cormmpany Limited. The net proceeds were €63m, this compares to a carrying value at date of disposal of
€51m. The resulis for the period to disposal (a prefit of €2m) together with the loss on disposal are shown
in the income statement as dlscontmued operations. 2004 results have also been reclassified to
"discontinued operations.
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4.

Life and investment new business

Life business (continuing operations)

Present value of new business premiums (PVNBP)
Single premium

Regulla.r premiumn

Reglﬂér premium capi_téhsétioﬁ factor

PUNEP

Annual Premium Ecquivalent (APE)

New business contributicn.

New business margin
PVNBP

APE ' o

. IIJM

Present vatue of new business premiums (PVNBP)
. Annual Premium Equivalent (APE)
New busine.ss contribution

New business margin
PVNEP

" APE
Total new business
Presept value of new busi.néss premiums (FVINBP}
Annual Premium Equivalent (AFE)
New ]pusiness cox;itri‘butio:rn ‘ —

New business margin
PVINEP

APE

2005

1,313

268

49

2,571

388

79. .

3.1% - -

20.4%

1,319 |

15

1.1%

132 -

11.4%

3.890

520 -

94

2.4%

18.1%

-

2004
€m

1,029
207
5.1
2,091

310
46

2.2%

14.5%

1.6C1
160

T2

0.8%

7.6%

3,662

470

58

1.6%

12.4%
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5. Taxation ‘
2005 2004

€m €m
Life operations
Operating profit (16) (15)
Short term investrnent fluctuations 31 . ‘ 18
Economic assumptions {8) (10)
10 (7
Banking '
Operating profit (26) (25)
Other operations - -
Sale of property and équipment - {1
(16) (33)
Government levy on financial institations (12) ' ‘ (12)
(28) (45)

6. Analysis of profit after tax on continuing activities
Year to 31 December 2003

Gross Tax " Net
€m €m €m
Operating profit
Insurance and investment buginess 222. (16) 208
Banking ‘ 148 (26) 122
Other 4 - 153
Share of associate 54 - 54
420 (42) 378
Short term investment fluctuations 84 a1 128
Effect of economic assumption changes 13 ®) 8
Other credits ' 4 - 4
Government levy on financial institutions - (12) (12)
: 531 (28) 503
7. Shareholders’ Equity
2005 2004
€m €m
Insurance and investment business 1,853 1,689
Banking 561 350
Other activities 31 30
Associate Undertakings .. 187 136
Goodwill - 198 ) 198
2,818 2,403
Minority interest 12) (10)
Deduction in respect of own shares held for the benefit (18 84y
of life assurance policyholders
Sharehoclders' equity 2,728 2,329
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7. Shareholders' Equity continued -

Investment and insurance assets are analysed as follows

2008 - \ . 2004

‘ €m L - €m

Property ' - 7 93
Ecuities ) S o 10 s S B
Debt securities S : -4 ' | 20
Deposits . N 613 528
Other-assets and liabilities .- 43- = - 97
. - . 180. . . } 749
Shareholders' value of in-force business ; 1,103 . 540

1,853 - 1,689

Analysis of movement in shareholders equity attributable to 1nvestment and insurance

_ business . ‘
Year ended 31 December 2008

. NetWorth  VIF Total
Sharehclders’ equity as at 1 January 2005 749 940 1,689
Operating profit after tax on continuing operations 84 122 208
Short term investment fluctuations 30 _ 95 - 125
Effect of economic assumption changes (€))] - 1L 8
Other credits : ‘ 3 o= 3
Profit after tax on discontinued operations ‘ 4_1 . ) 67y (28)
Exchange rate movements (2) ) A . -
Capital movements as) .. . - . (152)

Shareholders’ eqruity as at 31 December 2005 o 150 oo L1030 1,853

The shaleholders equity as at 31 December 2003 (2004) mcludes reqwred capital ¢ of €535m (€488m)
within the net worth. The shareholders' value of in-force is net of a deduction of € 123m (E1i2m) in respect
of the cost of maintaining the required capital and net of a deduction of €35m (€30m) in respect of the
time value of financial op‘aon and guarantee costs.

Analysis of insurance and investment operating profit after tax.

. Year ended 31 December 2005 .

- o NetWorth CVIF . Total
€m €m €m

New busi.nesj.s coniribution : (118) 186 . 18

Profit from existing business B R _ .

-Expected return ' T 148 an 71

" Experience variances o ' o 24 0 ® 16

- Operating assumption changes 21 - 9 30
' - Development expenditure - @ - )

- Expected f;]vestrnent returm . 16 2 18
Operating profit after tax 84 ©o122 206
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8. Interest receivable and similar income

2008 2004
€m €m
Loans and receivables to customers 171 629
Loans and receivables to banks 113 103
Debt securities and other fixed income securities 89 54
Lease and instalment finance 67 62
1,040 848
Inter-group charges eliminated on consgolidation {8) {5)
1,032 843
9. Management expenses
' . 2005 2004
€m €m
Administrative expenées 470 428
Depreciation ‘ 25 30
Software amortisation 15 10
510 468
" Analysed as follows
Banking cperations
Operational 255 245
Restructuring costs 11 -
Life and investment cperations
Administrative 186 171
- Development expenditure 8 4
Other operations (includes corporate costs) B0 . 48
‘ 510 468
10. Provision for irripa.{rment of loans and receivables
' | ' 2005 2004
€m €m
At ] January 46 43
Charged against income statement 12 10
Amounts written off ()] (T}
At 31 December 52 48
At 31 December
Specific 32 29
Collective 20 17
52 48




11. Loans and'receiva.bles' ST 5. B A g 4

2005 2004

€m L : €m

Residential mortgage loans * 23,188 - 18,460

. Commercial mortgage loans 1,415 1,249
Finance lease, instalment finance and term loans . 1,817 S : " 1,381

. ‘ 26,220 : - 21,090

Money ‘market funds : 150 8

Deferred fees, discounts and fair value adjustments - 185 . R 164

: ' _ - 26,825 - . : © 21,282
Inter-group loans and receivables (185) ' ' (129}

' T 26,340 - . - 21,133

12.  Funds Under Management- ‘

2005 . 2004

€m o . €m

Funds managed on behalf of unit-linked policyholders 20,084 16,383

Funds managed on behalf of non-linked policyholders = 2,558~ ’ . 2587

- . 22,643 . ) ) 18,970

Off-balance sheet funds T ' 3,791 - T - 2,310

26,434 .. 21340

13. Earnings per share
As permitted under Irish Legislation the group's life assurance subsidiary holds shares in Irish Life &
Permarnent plc for the benefit of policyholders. Under accounting standards these are now required to be
deducted from the total number of shares in issue when calculating EPS, In view of the fact that Irish Life &
Permarnent plc does not hold the shares for its own benefit, EPS based on a weighted average number of
shares in issue is disclosed. The calculation is set out below:

2008 . . 2004

Weighted average ordinary shares in issue .
and ranking for dividend excluding own
shares held for the benefit of life assurance . .
policyholders . 262,813,871 , . 262,998,704
Weighted average ordinary shares held for the | . L :
benefit of life assurance policyholders 7,624,588 . ‘ ) 6,614,727
Weighted averagé ordinary shares in
issue and ranking for dividend including ;

) own shares held for the benefit of -~ ’
life assurance policyholders ‘ . 270,338,459 T 269,613,431
Profit for the year . €475m ’ €42Tm
EPS including own shares held for the benefit of
life assurance policyholders 175.7 cent 158.4 cent
Operating profit after tax for the year ) €366m €335m
Operating EPS including own shares held for ‘
the benefit of life assurance policyholders 135.4 cent _ 124.2 cent
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14 Reconciliation of Sharé_holders edquity on Statutory basis to EV basis

(a) Asat3l December 2005

Net worth VIF Total
€m €m €m
Statutory shareholders' equity excluding
minority interest as at 31 December 2005 1,629 546 2,075
Change insurance shareholder value of in-force to posttax 89 (88} -
Shareholder value of inforce on investment contracts - 681 681
Changes in presentation of cost of FOGs ) - 24 (24) -
Deferred front end fees on investment contracts 153 - 153
Deferred acquisition costs on Investment contracts (176} - ' (176)
Restatement of i.mfestment liabilities to regulatory basis (72) - @2
Unwind own shares statutory adjustment 62 - 62
Change in the basis of deferred tax provisioning 7 (14 (N
Deferred tax on above adjustments 12 - 12
EV basis shareholders' equity excluding minority
interest as at 31 December 2003 1,628 1,100 : 2,728
(b) Asat | January 2008
Net worth ViF Total
€m €m €m

Statutory shareholders equity excluding
minority interest as at'1 January 2005 1,258 525 1,783
Change insurance shareholder value of in-force to post tax 86 {96) -
Shareholder value of in-force on investment contracts - 544 544
Changes in presentation of cost of FOGs . 19 (19 -
Deferred front end fees on investment contracts 196 : - 196
Deferred acquisition éosts on investment contracts - {176) - (176}
Restatement of investment liabilities to regulatory basis (88) - (88)
Unwind own shares statutory adjustment . 34 - T34
Change in the basis of deferred tax provisionng 44 (16} 28
Deferred tax on above adjustments 8 - 8
EV basis shareholders' equity excluding mincrity :
interest as at 1 January 2005 1,391 : 938 2,329

All of the above adjustments relate to the application of IFRS 4 including the tax implications with the exception
of the own share adjustment. The own share statutory adjustment reverses the mis-match which arises under
IFRS where own shares held on behalf of policyholders are required to be marked-to-market in policyholder
liabilities but the matching assets are not permitted to be marked-to-market.
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15.

EV Assumptions
Principal economic assumptions

The assumed future pre-tax refurns on fixed interest securities are set by reference to gross redemption
yields avaitable in the market at the end of the reporting period. The risk free rate of return used for the
risk discount rate is based on the yield available for the effective duration of the future cash-flows
underlying the PVIE, The corresponding return on equities and property is equal to the risk free rate
assumption plus the appropriate risk premium. An asset mix based on the assets held at the valuation
date within policyholder funds has been assumed within the projections.

31 December 31 December 31 December
2005 2004 2003
Equity risk premium 3.0% T 3.0% 3.0%
Property risk premium 2.0% 2.0% 2.0%
Risk free raie 7 3.2% 3.5% 4.2%
Non market risk margin ’ 2.1% 2.1% 2.1%
Market risk margin 1.2% 1.1% _ 1.0%
Risk discount rate 6.5% - 6.7% . 13%
Investment return
- Fixed interest 7 2.5% - 3.6% 2.5% - 4.2% 3.0% - 4.9%
- Equities 6.2% 6.5% 1.2%
- Property | ' 5.2% 7 B5.5% 6.2%
Expense inflation 3.6% " 3.6% 4.0%

Other assumptions

The assumed future mortality and morbidity assumptions are based on published tables of rates, adjusted
by anatyses of recent operating experience. Persistency assumptions are set by reference to recent
operating expernience.

The management expenses attributable to life assurance business have been analysed between
expenses relating to the acquisition of new business and the maintenance of business in-force, No

allowance has been made for future productivity Improvernents in the expense assumptions.

Projécted tax has been determined assuming current tax legislation and rates. Deferred tax on the
release of the retained surplus in the Life Business is allowed for in the PVIF calculations.

EV results are computed on a before and after tax basis.
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18. EV assumptions (contiﬁued)

Treatment of financial options and guarantees (FOGs)
The main options and guarantees for which FOG costs have been determined are

(a) Investment guara.nteeé on certain unit-linked funds, where the unit retirns to policyholders are
smoothed subject to 4 minimum quaranteed retum (in the majority of cases the minimum
guaranteed change in unit price is 0%, usually representing a minimum return of the original
premium). An additional management charge is levied on policyholders investing in these funds,
compared to similar unit-linked funds without this investment guarantee. This extra charge is allowed
for in calculating the time value of FOG cost;

(b} Guaranteed Annuity Rates on a small number of products;
(c) Return of Premium death guarantees on certain unit-linked single premium products;'
(d) Guaranteed benefits for policies in the closed with-profit fund.

The main assel classes relating to products with options and quarantees are Ewopean and International
equities, Property, and government bonds of various durations.

The Deloitte’s TSM Streamline Market Consistent model is used to derive the cost of FOGs. The model is
calibrated to the yield curve and to the market prices of equity options. Ten years of historical weekly data
are used to derive the correlation between the returns of different asset classes.

The model uses the difference between two inverse Gaussian distributions to model the returns on each
asset class. This allows the model to produce fat-tailed distributions, and provides a goed fit to historical
asset return distributions. . :

Statistics relating to the model used as at 31 December 2005 are set out in the following table:

10-Year Return 20-Year Return

Mean' StDev? Mean' StDev
European Assets (eurc)
Bonds ' 3.4% 2.1% 3% 3.3%
Equities, Property ' 3.4% 21.7% 3.7% 22.8%
UK Assets (Sterling)
Bonds : 4.1% 2.6% 4.1% 5.8%
Equities ' 41% 19.8% 4.1% - 22.2%

1. The Market Consistent nature of the model means that that all asset classes earn the risk free rate. No
value is added by investing in riskier assels with a higher expected rate of return. The Means quoted
above reflect this.

2. Standard Deviations are calculated by accumnulating a unit investment for n years In each simulation,

taking the natural logarithm of the result, calculating the variance of this statistic, dividing by n and
taking the square root. The results are comparable to implied volatilities quoted in investment markets.

142




m@ﬂ

16. Sensitivity calculations

-A number of sensitivities have been produced on alternative assumption sets to reflect the sensitivity of
the continuing operations embedded value and the continuing operations new business contribution to
changes in key assumptions. The details of each sensitivity are set out below:

- 1% variation in discount rate — a one percentage point increase/decrease in the risk margin has been
assumed in each case (meaning a 1% increase in the rigk margin at end 2005 would result in a 4.3%
risk margin and a 7.5% risk discount rate),

- 1% increase in ecuity/property yields - a one percentage peint increase in the equity/property
assumed investment returns, excluding any related changes to risk discount rates or valuation bases,
has been assumed (meaning a 1% increase in equity returns would increase assumned total equity
returns from 6.2% to 7.2%). S

- 10% variation in ecuity/property values - a ten percentage point increase/decrease in the market
value of ecuity/property assets, including any related changes to valuation reserves and life
shareholder net assets. Therefore this sensitivity includes the effect on the life net worth.

- 10% decrease in maintenance expenses, excluding any related changes {o valuation expénse bases
and to potentially reviewable policy fees (meaning a 10% reduction on a base assumpuon of € 10 per
annum would-result in a €3 per annum expense assumption).

- 10% improvement in assumed persistency rates, incorporating a 10% reduction in lapse, surrender
and premium cessation assumptions {meaning a 10% reduction on a base assumption of 7% would
result in a 6.3% lapse assumption).

- 5% decrease in both mortality and merbidity rates, excluding any related changes to valuation bases
or potentially reviewable risk charging bases (meaning if base experienced mortality is 90% of a
standard mortality table then for this sensitivity the assurnption is set to 85.5% of the standard table;).

The sensitivities allow for any material impact on the cost of financial options and guarantees caused by
the changed assumption.

(a) Economic Assumptions

Asissued 1% higher risk 1% lower risk

EV discount rate discount rate

€m €m - -€m

Effect on embedded value at 31 December 2005 1,853 (98) 111
Effect on 2005 new business contribution 94 (17) ; 19

{b) Market Sensitivities — ecqquity/property yields

Asissued 1% higher ecuity/
EV property yields
€m €m

Effect on embedded value at 31 December 2005 1,853 48
Effect on 2005 new business contribution 94 6
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{c) Market Sensitivities - equity/property values

(d)

17.

Effect on embedded value at 31 December 2005

Operational Assumptions
As issued
Effect on embedded value at

31 December 2005 . 1,883
Effect on 2005 new business contributicn 94

Asissued in equity/property
EV

£m

1,853

10%
decrease in
maintenance
expenses
€m

40

10% increase

10% decrease

in equity/property
values values
€m €m

81 (84)

10% improvement
in assumed
persisiency

rates
€m

57
11

5% decrease
in moriality
& morbidity
rates

€m

14

The EV basis supplementary financial information was approved by the Board on 3 April 2006.




We have audited the EV basis supplementary information (“the supplementary information”) of Irish Life &
Permanent plc on pages 127 to 144 in respect of the year ended 31 December 2005. The supplementary
information has been prepared in accordance with the European Embedded Value Principles issued in May -«
2004 by the CFO Forum ("the EEV Principles') using the methodology and assumptions set out on pages 130
to 133. The supplementary information should be read in conjunction with the group financial statements which
are on pages 38 to 123. :

This report is made solely to the Company in accordance with the terms of our engagement. Cur audit work
has been undertaken so that we might state to the Company those matters we have been engaged to state in
this report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the Company for our audit work, for this report, or for the opinions we have
formed. :

]

Respective Responsibilities of Directors and Auditor

As described in the statement of directors' responsibilities on page 126, the directors’ responsibilities include
preparing the supplementary information on the EEV basis in accerdance with the EEV Principles. Our -
responsibilities, as independent auditor, in relation to the supplementary information are established in the
United Kingdom and Ireland by the Auditing Pracuces Board, by cur profession’s ethical guldance and the
terms of our engagement.

Under the ierms of engagement we are required to report to the Company our opinion as to whether the
supplementary information has been properly prepared in accordance with tHe EEV Principles using the
methodology and assumptions set out on pages 130 to 133.We also report if we have not received all the
information and explanations we require for. this audit.” : :

Basis of Audit Opinion

We conducted our audit having regard to Internaticnal Standards on Auditing (UK and Ireland) issued by the .
Auditing Practices Board. An audit.includes exarnination, on a test basis, of evidence relevant to the amounts
and disclosures in the supplementary information. It also includes an assessment of the-significant estimates
and judgements made by the directors in the preparation of the supplementary information, and of whether the
accounting policies appliéd in the preparation of the supplementary information are appropriate to the group's
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain alt the information and explanations which we considered,
necessary in order to provide us with sufficient evidence to give reasonable assurance that the supplementary
information is free from material misstaternent, whether caused by fraud or other irregularity or error. In
forming our opinion, we also evaluated the overall adequacy of the presentation of the supplementary
information. '

Opinion

In our opinion, the EV basis supplementary information for the year ended 31 December 2005 has been
properly prepared in “accordance with the EEV Principles using the methodolégy and assumptions set out on
pages 13010 133, ’

kPiE)

Chartered Accountants
Registered Auditor

1 Harbourmaster Place
IFSC

Dublin 1

3 April 2006
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| Chairman’s Letter

THIS LETTER AND NCTICE OF MEETING ARE IMPORTANT AND REQUIRE YOUR IMMEDIATE ATTENTION, If
you are in any doubt as to the action you should take, you are recommended (0 consult your independent
professional adviser, who is authorised or exempted puwsuant to the Investment Intermediaries Act, 1995 or
the Stock Exchange Act, 1995 if you are resident in Ireland or who is autherised under the Financial Services
and Markets Act, 2000 if you are resident in the United Kingdom, or from anocther appropriately authorised
independent financial adviser if you are in a territory outside Ireland or the United Kingdom.

If you sell or have sold or otherwise transferred all of your Irish Life & Permanent ple shares, please forward
this document and the accormnpanying forrn of prozy 1o the purchaser or ransferee or the stockbroker, or other
agent through whom the sale or transfer is/was effected for onward transmission to the purchaser or transferee.

13 April 2006

Dear Shareholder,

The notice of the Annual General Meeting (“"ACGM") to be held on Friday, 26 May 2008 in Jurys Hotel,
Ballsbridge, Dublin 4 is set out on pages 154 to 160 of this annual report. There are four items of ordinary
business (resclutions 1 to 4 inclusive) and four items of special business {resolutions 5 to 8).

Re-appointment of Directors

Resoclution 3, as proposed, includes the re-appeintment of certain non-executive and executive directors. The
board regularly reviews the performance of Directors and is satisfied that all the Directors proposed for re-
appointment are effective and commitied in their respective roles.

Amendments to the Articles _

It has come to the attention of your Board that the Company has in excess of 300 shareholders resident in the
United States of America (the “US™). Your Board has been advised that as such, it is required to register with the
Securities Exchange Commission of the US under the US Securities and Exchange Act of 1934 (the "Exchange
Act") unless it can reduce the number of US resident shareholders below 300 and obtain an exemption from its
obligations to so register under the Exchange Act.

Registration under the Exchange Act would involve the Company in significant initial and‘ongoi.ng compliance
costs both in terms of filings under the Exchange Act and ongoing governance issues as a result of the
implementation of the US Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley”} and the applicability of certain of its
provisions to non-US companies. The Company is, of course, already subject to the siringent standards of
corporate governance as a listed company in compliance with the rules of the [rish Stock Exchange and the UK
Listing Authority and the Combined Code on Corporate Governance and intends 1o maintain its high standards
of corporate governance under these regimes.

Shareholders are being asked in resclution § to give the directors and the Company the power toc compel a
sufficient munber of US resident shareholders to sell their shares in the Company 50 that the Company can
apply for an exemption from registration under the Exchange Act. The Board considers that the compulsory
power, if approved, would not be limited in time but would be generalty available to the Board to exercise from
time to time. Assuming that the Articles are amended, the Board only intends to exercise the compulsory power
with the objective of reducing the number of US beneficial holders to enable the Company to take advantage of
the exemption from registration under the Exchange Act and so remove the onerous and costly filing and
reporting obligations which would arise from registration under the Exchange Act and the governance issues
arising under Sarbanes-Oxley.

Further details are set out in Appendix 1 to this lefter.
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Renewal of authority to allow the Company and/or any subsidiary to purchase- the Company S ./
own shares and to fix the re-1ssue price of Treasury Shares

Shareholders are being asked in resolunon 8 to authorise the Company, unti the earher oi the date of The next_
AGM or 25 August 2007, to make market purchases of up 10 27,280,459 Ordinary Shares (being 10% of the
Company's issued share capital as at 3 April 2006) and to fix the re- issue price of any such shares if re-issued
at a later date. Shares purchased by the Company under this authority may be cancelled or held as Treasury
Shares which may be re-issued. The Directors shall only exercise this power if they consider it to be in the best
interests of shareholders generally The minimum and maximum prices which may be paid for a purchase of the
Company’s own shares and for a re-issue of shares purchased by the Company and not cancelled shall be
those prlces set out in Articles 50b) and 50d) respecnvely of the Articles of Association of the Company

Options to subscrl.be for a total-of 11,675,550 Ordmary Shares were outstandmg as at 3 April 2006. At the same
date, these options represented 4.3% of the then issued Ordinary Share capital and will represent 4,8% of such
share capital if the full authorlty to buy back Ordinary Shares is used

Renewal of authority to d.lsapply statutory pre-emption rights

In resolution 7, shareholders are being asked o renew, until the earlier of the next AGM or the expu'auon of 15 .
months from the passing of this resolution, the authority to disapply the strict statutory pre-emption provisions in
the event of a rights issue, or any other issue of equity securities for cash up to an aggregate nominal amount of
5% of the nominal value of the Company's issued share capital. This application will cover a maximum of -+ -
13,640,229 Ordjnary Shares. i

The Irish Life & Permanent plc Long Term Incentnre Plan \ o ,
Resolution 8 seeks the approval of shareholders for a new share incentive plan, the Long Term Incentive Plan
(the “Plan™), for semor executives of the Group :

The Board has decided, based on recommendations received from the Remuneration and Compensation - - - -

Committee (the "Committee") and subject to the approval of the shareholders of the Company, fo introduce the
Plan to reward, retain and incentivise selected senior executives, The Plan has been designed to-align the
interests of participants in the Plan with those of shareholders, and in so doing to focus on the achievement of
long term growth in shareholder value.

The Committee consulied specialist remuneration advisers, the Hay Group, as well as the Trish Association of
Investment Managers (the "[AIM") during the development of the Plan and the IAIM has indicated its agreement
to'the terms of the Plan.

The principal features of the Plan are set out in Appendix 2 to this letter.

Recommendauon . .

The Directors are satisfied that the resoluticns set out in the Notice of AGM are in the best interests'of the
Company and its sharéholders as a whole. Accordingly, your Directors unanimously recommend that you vote in
favour-of each of the resolutions to be proposed at the AGM as they | intend to do in respect of their own
beneficial holdings.

Yous faithfully, - . . o R

Gillian Bowler
Chairman . . .. . -

149




=150

Chalrman’s Letter - Appendix |

Appendix 1 to Chairman’s Letter

Provisions to limit ownership of shares by US resident shareholders

The Company has been informed that as it has more than 300 US resident shareholders it is required to register
under the US Securities Exchange Act of 1834 (the “Exchange Act”) and, in addition, would be obliged to
comply with ongoing governance issues as a result of the implernentation of the US Sarbanes-Oxley Act of 2002
("Sarbanes-Oxley") for non-US companies.

The directors believe that, given the high standards of corporate governance, and the stringent iegal, requlatory
and governance requirements in Ireland and in the UK to which it is subject as a listed company, there is no
significant benefit to the Company in registering under the Exchange Act and having to comply with ongoing
US reporting cbligations arising from that registration. Compliance with obligaticns under the Exchange Act
would involve considerable expense to the Company, including third party advisory costs, and a considerable
investment in management resources. Sarbanes-Oxley compliance will also require increased levels of
management involvement, as management will be required to prepare an annual report regarding Irish Life &
Permanent’s internal controls over financial reporting and our external auditor will be required to prepare an
annual repoert attesting to the accuracy of the management report, It is likely that there will be substantial
additional fees payable to the external auditor in order to prepare such a report, which would be in addition to
the Company's current annual audit fee. The aggregate costs of complying with the Company's obligations
under the Exchange Act and Sarbanes-Oxley are currently estimated by the Board to be in in the region of €20
million in the year in which registration is first effected and between 10% and 20% of that amount in future years.

The Company may apply for an exemption from registration under the Exchange Act i the number of US
holders of the Company's shares, including US holders holding shares through nominees, is reduced below 300,
If the Company applies for the exemption under Rulel2g3-2(b) of the Exchange Act, the Company musi initially
furnish to the SEC whatever information (since the beginning of its last financial year) it (1) has made or is
required 10 make public pursuant to Irish law, (2) has filed or is required to file with the Irish Stock Exchange
and which was made public by that exchange and (3) has distributed or is required to distribute to its
shareholders. [f and when the Company receives an exemption, it must furnish this same information promptly
after such information is made or is required to be made public thereafter.

With a view to enabling the Company to take advarntage of the exemption under Rule12g3-2(b) at the earliest
opportunity, the directors propose that the Company amend its Articles of Association to include a new
provision conferring upon it the power 1o require shares which are held or beneficially owned by US resident
persons to be seld to non-US resident persons unless those US resident persons hold or are interested in more
than 25,000 shares. The directors believe that this is the appropriate number to achieve the company’s
objective. This power would not be limited in time but would be generally available to the directors to exercise
from time to time. The Company would also be able to amend the threshold of 25,000 shares from time to time
by passing an ordinary resolution. These provisions relate to US resident holders only, and the proposed change
to the Company's Articles of Association would not affect Irish or UK or other non-US resident beneficial holders
of the Company's shares.

[f the propesed amendment to the Company's Articles of Association is approved the Company will be entitled
to serve notices on shareholders or other persons appearing to the Company to have an interest in any of the
Company's shares requiring them to provide information in relation to the ownership of such shares to the
Company or to show that such shares are not held by or cn behalf of a US resident person who holds or has an
interest in 25,000 or fewer of such shares (a “Relevant US Person"). In addition, Relevant US Persons will be
required to notify the Company of all shares held by them and the Company will maintain a register of persons
whom the directors consider to be Relevant US Persons.

The directors may give notice to any one or more Relevant US Persons requiring that they sell their shares in the
Company within 21 days. If such notice is not complied with, the Comparny may sell on behalf of such Relevant
US Persons the shares in the Company to which that notice relates. The proceeds of sale will be paid to the
holder of the shares sold upon (in the case of certificated shares) surrender by the holder of any share
certificate in respect of such shares.
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The directors will be free to exercise the compulsory transfer provision, if approved, in their absolute discretion®
and they will exercise the compulsery transfer provision only with the objective of reducing the number of Us
resident holders of the Comparny's shares to below 300, Subject to legal, fiduciary and regulatory requirements”
and costs, the directors expect to take account of the relative size of the holdings of US resident persons and
apply the power first to those Relevant U3 Persons with the smallest holdings of shares. Once the number of the
Company's US resident holders falls below 300 the Company will apply for an exemption under Rule 12g3- Z{b)
of the Exchange Act. i

The Board believes that, given the absence of any benefits to the Company from a registration under the
Exchange Act and the significant costs and management time involved in compliance with the obligaticns that - .
would arise from such a registration including compliance with Sarbanes-Oxley, it would be in the best interests.
of the Company and its shareholders as a whole, and is consistent with the approach taken by a number of UK
public companies with shares listed on the London Stock Exchange who have found themselves in a similar -
position to the Comparty in this regard, 1o change the Articles of Asscciation in this way and apply for an -

exempuon under Rule 12g3-2(k).
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Appendix 2 to Chairman’s Letter

Principal features of the Irish Life & Permanent plc Long Term Incentive Plan

The Irish Life & Permanent plc Long Term Incentive Plan ("the Plan"} provides for the delivery of fully paid
ordinary shares in Irish Life & Permanent plc (the "Company") to selected senior executives of the Company or
its subsidiaries. [t is proposed that the Plan will operate in conjunction with an employee benefit trust (the
"EBT"), whereby shares will be acquired by the trust to satisfy the awards made under the Plan. The awards are
subject to a vesting period and the satisfaction of certain performance conditions:

Basis of the Plan . .

The Plan provides for the grant of conditionat rights to selected executives to acquire shares (“Awards’) at no
cost i0 those executives, The Awards will give participants a right to acquire a predetermined number of shares
after a vesting period of three years for nil cost, subject to the achievement of the performance conditions set
out below. During the vesting period participants will have no beneficial entilement to the shares, and in
particular no entittement to dividends or voting rights in respect of the shares. :

The shares used to satisfy the Awards may be purchased on the market by the trustees of the EBET and
distributed to participants if and to the extent that the Awards vest.

Participation in the Plan

Any person who is a director or employee of the Company or a subsidiary and whe devotes substantially the
whole of his working time to his duties is eligible to participate. The Remuneration and Compensation
Committee (the "Committee”) in its absolute discretion shall be respensible for nominating an eligible
employee for participation in the Plan.

Individual Limits
In each financial year the value of an Award (based on the share price at the date the Award is made multiplied
by the number of shares allocated under the Award) shall not exceed 100% of a participant's salary.

Any Awards made under the Plan are not pensionable.

Dilution Limits
As it is intended that the shares used to satisfy Awards under the Plan will be shares purchased on the market, it
is not anticipated that there will be any dilutiont of shareholders' interests.

In order to comply with best practice and the guidelines of the Irish Association of Investment Managers in this
regard, the Plan does nonetheless contain certain limits, [n particular, in any 10 year period no more than 5% of
the Company's issued shares may be acquired pursuant to the Plan or any other discretionary employee share
incentive plan (a further 5% of the Company’s shares are available for discretionary employee share plans, but
only where the acquisition of shares is subject to exceptional performance conditions). Note that shares which
have been or remain to be issued under one or more of the Company’s broad-based employee share plans,
namely the Approved Share Option Scheme 2001, the Irish 1599 Savings Related Share Option Scheme and the
2001 Group Profit Sharing Scheme are excluded from these limits to the extent that shares issued in connection
with these plans do not exceed 5%. If they do exceed 5% the excess is included in the above limits.

Additionally, to enable a regular flow of share related awards to employees, in any three year period no more
than 4.5% of the Company's shares may be awarded under the Plan or placed under option or issued under all
other share incentive schemes operated by the Company.

Shares issued to the employee share ownership trust and associated profit sharing scheme adopted in
conjuniction with the acquisition of TSB bank and being part of the consideration for that business are excluded
from all lirnits.
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Performance Conditions _
The Awards shall be subject to two sets of performance criteria, both of which must be met over a three year
performance period beginning with the year of grant. '

A EPS measure

Growth in the underlying operating profit earnings per share calculated on an embedded value basis
("EPS") must at least match the increase in the Consumer Price Indéx ("CPI") plus 5% per annum during the
three year performance period, compounded over that period. S

‘B. TSR measure ' - SRR

1) Subject to A above, 25% of an Award shall vest for Total Shareholder Return (TSR) performance equal to
the weighted average of two european sectorat indices, nametly the FTSEurcfirst Banks and Insurance
Indices.

2) Subjectto A above, 100% of an Award shall vest for a total ’ISR'performémce at least equal to the'
weighted average of the two indices as in 1).above plus 8% per annum over the three year performance
period. -

3) Subject to A above, for TSR performance between 1) and 2) above, an Award shall vest increasing on a
linear scale.

No Award shall vest to the extent that TSR for the Compa.ny does not at least match the Welghted average of
the said indices, or if the EPS targets are not met. :

If after three years an Award does not vest in full, there is no scope for re-measurement for the balance of the
Award at a later date i.e. any unvesied portion due to performance conditions not being met shall lapse.” *

Takeover and reconstruction _

In the event of a change of control of the comparny any unvested Award shall vest, on a pro-rata basis if the
Committee so determines in its absolute discretion. Alternatively, and with the agreement of the accuiring
company, Awards may be exchanged for new Awards over shares in the acquiring company.

Leaving Service ’ S
If a participant leaves the company, ordinarily any Award that has not vested shall lapse. In the event that a
participant leaves due to ill-health, redundancy, retirement on reaching normal Tetirement age or the age
specifiéd in his conract, or on early retirement or other form of voluntary severance by agreement with the
Company, the Committee may determine in its absolute discretion the extent to which the performance-
conditions have been satisfied (having regard for, the portion of the performance period that has passed at that .
time) and what portion, if any, of the Award vests. ' : '

Alterations ' i

Any material amendment to the advantage of part1c1pants in respect of the eligibility criteria, individual limits,
ditution limits, change in control provisions or provisions allowing .ad]ustments to Awards in the event of
capitalisation or rights issues etc. requires the prior sanction of the Cormpany in general meeting. No
amendment to the disadvantage of pa.rticipénts in respect of rights already granted under the Plan may be
made without the prior sanction of the Compary in general meeting.

In: the opinion of the directors, the adoption of the Plan is in the best interests of the shareholders as a whole and

they intend to vote in favour of the resoluuon proposmg the adoption of the Plan in respect of their own
shareholdings.

1583




Notice of Meeting

Notice of Meeting
' of
Irish Life & Permanent plc (the “Company”)

NOTICE is hereby given that the twelfth Annual General Meeting of the Company will be held at Jurys Hotel,
Ballsbridge, Dublin 4 on Friday, 26 May 2006 at 11.30 a.m. for the foliowing purposes:

ORDINARY BUSINESS

1. To receive and consider the accounts for the year ended 31 December 2005 and the reports of the
Directors and Auditors thereon.

2. To declare a final dividend on the Ordinary Shares in the capital of the Company for the year ended 31
December 2005.

3. To re-appoint the following Directors who retire in eccordance with the Articles of Association and, being
eligitle, offer themselves for re-appointment:

{a) Cillian Bowler
(b Kieran McGowan
{c) Kevin Murphy
4. To autherise the Directers to fix the remuneration of the Auditors.
SPECIAL BUSINESS |
To consider and, if thought fit, 1o pass the following resolutions which will be proposed as special resolutions:
5. Thatthe Anicleg’of Association of the Company be amended by:
(a) Inserting after Article 6 a new Article' 6B as follows:
“gB. Limitations on sharéholdings by Relevant US Holders
a) The purpose of this Article is to restrict the number of US Holders who hold or have an interest in
shares of any class in the capital of the Company, so as to enable the Company to prevent any
obligations arising under the Exchange Act with which the Company might otherwise have to
comply, in the best interests of the Company as & whole.
For the purposes o.f this Article 6B:
“Exchange Act” means the US Securities Exchange Act of 1934, as amended;
"interest”, in relation to shares 0f any class in the capital of the Company, means any interest
which would be taken intc account in determining, for the purposes of Part IV of the 189G Act,
whether a person has a notifiable interest in any such share (including any interest which he

would be taken as having for those purposes) and “interested” shall be construed accordingly;

“Register of Relevant US Holders” means the register to be maintained in accordance with
Article 6B f);-
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“Relevant Shares” means shares of any clags in the capital of the Company (including, without
limitation, shares at any time in the future represented by American depositary shares) which are
held by Relevant US Holders in any mannér described in Rule 12g-3-2(a)(1}) of the Exchange Act
{including direéﬂy or through or as a nominee) or in any amendment to such rule or equivalent
rule promulgated by the SEC under the Exchange Act or whlch are deemed pursuant to this
Article to be so held;

"Relevant US Holders” means:-

(i) persons resident in the US who hold shares of any class in the capital of the Company
{(inchuding, without limitation, shares at any time in the future represented by American
depositary shares) in any manner described in Rule 12¢-3-2(a)(1) of the Exchange Act or in
any amendment to such rule or eguivalent rule promulgated by the SEC under the Exchange
Act (including directly or through or as a nominee) provided that the number of shares so
held does not exceed 25,000, and

(i) persons who appear, at any time, to the Board or any committee thereof to fall within sub-
paragraph (1) of this definition of Relevant US Holder,

“Required Disposal” means in relation to any Relevant Shares a disposal or disposals of such
shares or interests therein which will result in such shares ceasing to be Relevant Shares;

"SEC" means the US Securities and Exchange Commission; and

“US" means the United States of America, its territories and possessions, any state of the
United States of America, and the District of Columbia.

Without prejudice to-any other powers conferred on the Directors pursuant to these Articles, the
Board may by notice in writing require ary member or other person appearing to be interested
or appearing 10 have been interested in shares of any class in the capital of the Company 10
disclose to the Company in writing such mformanon ast the Board shall reqmre relating 1o the
ownership of or interests in the shares in (question as hes within the knowledgq,of such member
or other person (supported if the Board so requires by a statutory déclaratith and/or by
independent evidence) including (without prejudice to the generality of the foregoing) any
information which the Company is entitled to seek pursuant to Section 81 of the 1990 Act and any
information which the Board shall deem necessary or deSLrable in order to determine whether
any shares are Relevant Shares.

Whether or not a notice pursuant to Article 6B b) has been given, the Board may by notice in
writing require any member or other person appearing to be interested or appearing to have
been interested in shares of any class in the capital of the Company to show to the satisfaction of
the Board that the shares in question are nct Relevant Shares. Any person on whom such a notice
has been served and any other person who is interested in such shares may within 14 days of
such notice (or such longer period as the Board may consider reasonable) make representations
to the Board as to why such shares should not be treated as Relevant Shares but if, after
considering any such representations and such other information as seems to them relevam, the
Board has reason to believe that such shares may be Relevant Shares, the Board may determine
that such shares shall be deemed to be Relevant Shares and they shall thereupon be treated as
such for all purposes of this Article.

The Board may give a notice pursuant to Article 6B b) or Article 6B c) or both of them at any time
and the Board may give one or more than one such notice to the same member or other person
in respect of the same shares.

Each member shall notify the Company immediately upon becorming aware that any share in
which he is interested (i) is or hag become a Relevant Share or (ii) has ceased to be a Relevant
Share.
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The Board shall:-

(i) maintain, in addition to the Register, a Reqister of Relevant US Holders, in which there shall be
entered particulars of any shares which are or have been deemed to be Relevant Shares. The
particulars entered on the Register of Relevant US Holders in respect of any share shall
comprise, in addition to the name of the holder, the name of any Relevant US Holder
interested or who appears to the Board to be interested in such share and such information or
a summary thereof as has been supplied to the Board pursuant to Article 8B b) or Article 6B
¢) or otherwise or, if no such information has been supplied, such information as the Board
considers appi’opriate; and

(i) remove from the Register of Relevant US Holders particulars of any share if there has been
furnished to the Board a declaration {in such form as the Board may from time to time
prescribe) by the holder of such share, together with such other evidence as the Board may
require, that satisfies the Board that such share is no longer a Relevant Share.

{The Board may at its discretion give notice to any of all Releva.nt US Holdexs éa]]mg for a Required

o e e e —— A — e

period as the Board considers reasonable. The Board may extend the period within which any
such notice is required to be complied with and may withdraw any such notice (whether before
or after the expiration of the period referred to) if it appears to the Board that the shares to which
the notice relates are not or are no longer Relevant Shares or in any other circumstances the
Board sees fit. If the Board is not satisfied that a Required Disposal has been made by the expiry
of the 21 day period (as may be extended), no transfer of any of the Relevant Shares to which the
notice relates may be made or registered other than a transfer made pursuant to Article 6B h) or
unless such notice is withdrawn.

If a notice given under Article 6B g) above has not been complied with in all respects to the
satisfaction of the Board or withdrawn, the Board may, so far as it is able, make a Required
Disposal (or procure that a Required Disposal is made) and shall give written notice of such
disposal to those persons on whom the notice was served. The holder of the shares duly disposed
of and all other persons inierested in such shares shalt be deemed irrevocably and
unconditionaily to have authorised the Board to make such Required Disposal. The manner, timing
and terms of any such Required Disposal made or sought {0 be made by the Board (including but
not limited to the price or prices at which the same is made and the extent to which assurance is
obtained that no transferee is or would become a Relevant US Holder) shall be such as the Board
determines (based on advice from bankers, brokers, or such other persons the Beard considers
appropriate to be consulted by it for the purpose) to be reasonably obtainable having regard to
all the circumstances, including but not limited to the number of shares to be disposed of and any
requirement that the Required Disposal be made without delay; and the Board shall not be liable
to any person (whether or not a Relevant US Holder) for any of the consequences (direct or
indirect) of reliance on such advice.

For the purpose of effecting any Required Disposal, the Board may:

(i) authorise in writing any officer or employee of the Company to execute any necessary
transfer on behalf of any helder; and/or

() convert any share from uncertificated form to certificated form,

and may enter the name of the transferee in the Register in respect of the transferred shares
notwithstanding the absence of any share certificate and may issue a new certificate to the
transferee and an instrument of transfer executed by any officer or employee of the Company so
authorised by the Board shall be as effective as if it had been executed by the holder of the
transferred shares and the title of the transferee shall not be affected by any irregularity in or
invalidity of all or any of the proceedings relating to the sale. The proceeds of the Required
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Disposal shall be received by the Company or by any person nominated by the Company whose
receipt shall be a good discharge for the purchase money and shall be paid (together with any
interest thereon at such rate as the Board deems appropriate) (less any amount required o be
withheld or deducted by law) (and after deduction of any reasonable and necessary expenses
incurred by the Board in the sale) to the person entitled thereto (and, in the case of joint holders,
the first of them named in the Register) upon surrender by him or on his behalf to the Company
for cancellation of any certificate in respect of the transferred shares.

Nothing in this Article shall require the Board to assume that any person is a Relevant US Holder
unless the information contained in all or any of the Register, the registers kept by the Company
under Part [V of the 1850 Act or in the Register of Relevant U3 Holders, appears 1o the Board to
indicate to the contrary or the Board has reason to believe otherwise, in which circumstances the
Board may make enguiries in good faith to discover whether any person is a Relevant US Holder.
The Board shall not be obliged to give any notice otherwise recjuired under this Article to any
person if it does not know either his identity or his address or if it believes same to be inaccurate.
The absence of such a notice in those circumstances and any accidental error in or failure to give
any notice to any person to whomn notice is required te be given under this Article shall not

_ prevent the implementation of, or invalidate, any procedure under this Article.

Save as otherwise provided in this Article, the provisions of Articles 126 - 132 (inclusive) shall
apply to the service upon a member of any notice required by this Article to be served. Any
notice required by this Article to be given 10 a perscn who is not a member, or who is a member
whose registered address is not within the State, the United Kingdom, the Channel Islands or the
Isle of Man and who has not given to the Company an address within the State, the United
Kingdom, the Channetl Islands or the Isle of Man at which notices may be given to him, shall be
deemed validly served if it is sent through the post in a prepaid cover addressed to that person at
the address (or, if more than one, at one of the addresses), if any{at which the Directors believe
him to be resident or carrying on business or to his last known address as shown in the Register,
Service or delivery of such netice shall be deemed to be effecied at the expiration of 48 hours
after the cover containing it was posted. In proving service or delivery it shall be sufficient to
prove that such cover was properly addressed, stamped and posted.

Any resolution or determination of, or decision or exercise of any discretion or power by, the
Board or any Director or by the Chairman of any meeting under or pursuant to the provisions of
this Article (including without prejudice to the generality of the foregoing as to what constitutes
enduiries made in good faith or as to the manner, timing and terms of any Required Disposal
made by the Board under this Article shall be final and conclusive; and any disposal or transfer
made, or other thing done, by or 6n behalf of, or on the authority of, the Board or any Director
pursuant to the foregoing provisions of this Article shall be conclusive and binding on all persons
concerned and shall not be open to challenge, whether as to its validity or otherwise'on any
ground whatsoever. The Board shall not be required to give any reasons for any decision,
determination, declaration or act or ormnission taken, made or done in accordance with this Article.

Nothing in this Article 6B, nor any actions taken by the Directors or by the Company's other
officers, employees, advisers or agents pursuant to this Article 8B, shall constitute the holders of
Relevant Shares as a separate class. ’

Nothing contained in this Article 6B shall limit the power of the Directors under Section 85 of the
1990 Act.

None of the Company, any Director, any officer or employee appointed by the Directors to effect
any Recquired Disposal and any of the Company’s other officers and employees, advisers and
agents shall have any liability in connection with any Required Disposal, including without
limitation in relation to either: . '
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(i) the Board's decision as to whether or not to give notice calling for a Required Disposal; or
(ii) any exercise of discretion as to whether or not io sell or transfer the Relevant Shares; or
(iii) the determination as to whether shares are or have ceased to be Relevant Shares; or

(iv) any failure by the Board to provide actual notice to any Relevant US Helder, including failures
to provide notice pursuant to Article 68 k); or

(v) the timing of any such sale or transfer and the manner in which such Relevant Shares are sold
or transferred; or

{v1) the price obtained for the sale or transfer of such Relevant Shares; or
(vil) any refusal to register a transfer under the provisions of Article 6B g)

provided that nothing in this Article 63 p) shall exclude any Hability that any such person may
have for fraud or any other matter the liability for which cannet be lawfully excluded.

@ The Company may by ordinary rescluticn determine that the definitions of “Relevant US Holder”
shall take effect as if the mumber of shares in the Company referred to therein is a number other
than 25,000 and following the passing of any such ordinary resolution, this Article 6B shall take
effect accordingly.

r)  This Article shall apply notwithstanding any provision in any other of these Articles which is
inconsistent with or contrary to it

(b) Deleting the full stop at the end of Article 37a)ii) and replacing it with:

, Or

(iii) to which the final sentence of Article 6B g) applies.”

(¢) Deleting the words “Article 5 or Article 6" in Article 69 g)ii) and replacing them with the words
"Article 5, Article 6 or Article 6B".

That the Company and/or any subsidiary (as such expression is defined by Section 155 of the Companies
Act, 1963) of the Company be generally autherised to make market purchases (as defined by Section 212
of the Comnpanies Act, 1980) of the Company's Ordinary Shares on such terms and conditions and in such
manner as the Directors, or as the case may be, the Directors of such subsidiary, may from time to time
determine in accordance with and subject to the provisions of the Companies Act, 1990 and the restrictions
and previsions set out in Articles 50 b) and 50 ¢) of the Articles of Association of the Company PROVIDED
that the maximum aggregate numker of Ordinary Shares authorised to be accuired pursuant to this
rasoluticn shall be 27,280,459; and for the purposes of Section 208 of the Companies Act, 1990, the re-
issue price range at which any Treasury Share (as defined by the said Section 209) for the time being held
by the Company may be re-issued off-market shall be the price range set out in Article 50 d) of the
Articles of Association of the Company.

The authorities hereby conferred shall expire at the close of business on the earlier of the date of the next
Anmual General Meeting of the Company or 25 Avgust 2007 urless, in any such case, previously varied,
revoked or renewed In accordance with the provisions of the Companies Act, 1590,

That the Directors are hereby empowered pursuant to Section 23 and Section 24(1) of the Companies
{(Amendment) Act, 1983 to allot equity securities within the meaning of the said Section 23 for cash
pursuant to the authority to allot relevant securities conferred on the Directors by resolution 5 passed by
the members of the Company at the Annual General Meeting held on 20 May 2005, as if sub-section 1 of
the said Section 23 did not apply to any such allotment, provided that this power shall be limited to the
allotment of equity securities:
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(a) in connection with a rights issue in favour of Members where the equity securities are issued
proportionately to the respective numbers of shares held by such Members but subject to such
exclusions as the Directors may deem fit to deal with fractional entitlernents or legal and practical
problems arising in or in respect of any territory; ang

(b) otherwise than in pursuance of (a) above, up to an aggregate nominal value of €4,364,873,
(representing 5% of the issued Ordinary Share capitat of the Company as at 3 April 2008);

and shall, unless previously renewed, revoked or varied by Special Resolution of the Company in general
meeting, expire 15 months from the passing of this resolution or, if earlier, ¢n the close of business on the
date of the next annual general meeting of the Company, save that the Company may, before such expiry,
make an offer or agreement which would or might require equity securities to be allotted after such expiry
and the Directors may allot equity securities in pursuance of any such offer or agreement as if the power
hereby conferred had not expired. Any powers conferred on the Directors to allot equity securities in
accordance with the said Sections 23 and 24(1) in force immediately before this resolution is passed shall
be revoked upon the coming into effect of this reselution.

8. To consider and, if thought fit, to pass the following resolution which will be propesed as an ordinary
resolution:

That the Long-Term Incentive Plan (the “Plan™) substantially in the form described in Appendix 2 to the
Chairman’s letter to the sharehclders of the Company accompanying this Notice, and approved by the
Directors of the Cornpany on 3 April 2008 and produced to this meeting (and for the purposes of
identification initialled by the Chairman) be and is hereby approved and that the Directors of the Company
be and they are hereby authorised to enter into and implement the Plan and to grant awards thereunder,
and to execute such documents and do &ll acts or things as may be necessary or desirable to give effect to
this resolution.

By order of the Board

Ciaran Long

Secretary

Registered Cffice:

Irish Life Centre,

Lower Abbey Street, Dublin 1. "

3 April 2008
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Notes

1. A Member entifled to attend and vote at the above meeting is entitled to appoint a proxy to attend, speak
and vote instead of him. A proxy need not be a Member of the Company.

2. To be valid, the form of proicy duly completed and executed together with any authority under which it is
executed or a copy of such authority certified notarially or by a soliciter practising in the Republic of
Ireland must be deposited at the registered office of the Company at the Irish Life Centre, Lower Abbey
Sireet, Dublin lor {at the Mémber's option) at the offices of the Company’s Registrar, Capita Corporate
Registrars Plc, Unit 5, Manor Street Business Park, Manor Street, Dublin 7, in either case, not less than 48
hours before the time appointed for the Annual General Meeting. Alternatively, subject to the Articles of
Association of the Company and provided it is received not less than 48 hours before the time appoinied
for the holding of the Meeting, the appointment of a proxy may: : .

(3) be submitted by telefax to 353 1 8102422, provided it is received in legible form;

. ' (b} be submitted electronically, subject to the terms and conditions of electronic voting, via the internet by
accessing the Company's Registrar's website www.capitacorporateregistrars.ie / Shareholder, selecting
Online Services and following the instructions thereon;

{¢) be submitted through Crest in the case of Crest members, Crest sponsored members or Crest
members who have appointed voting service providers, Voting through Crest must be done in
accordance with CrestCo's specifications as set out in the Crest Manual and properly authenticated as
set out in the said manual. :

3. Inthe case of a corporation, the form of proxy must be either executed under seal or signed on its behal
by a duly authorised officer-or attorney. ‘

4, Inthe case of jo-int holders, the vote of the senior who tenders a vote, whether in person or by proxy. shall
be accepted to the exclusion of the votes of the other joint holder(s) and, for this purpose, seniority shall
be determined by the order in which the names stand in the register of members of the Cornpany.

5. Completing and returning é form of proxy will not preclude a Member from attending and voting at the
meeting sheuld he so wish. ’

6. A copy of the amended Articles of Association of the Company and of the niles of the proposed new Plan,
together with the trust deed of the employee benefit trust being established in conjunction with the Plan,
will be available for inspection at the registered offices of the Company and at the offices of A&L
Goodbody Solicitors, International Financial Services Centre, North Wall Quay, Dublin 1 and also at its
offices at Auguétiné House, Austin Friars, Londen ECZN 2HA, during normal business hours on any ~
weekday (excluding Saturdays and public holidays) from the date of despatch of this notice until the
conclusion of the AGM and at the place of the AGM for at least 15 minutes prior to and during the AGM.

7. The Company, pursuant to Regulation 14 of the Companies Act, 1880 (Uncertificated Securities)
Requlations, 1696 specifies that only those Members registered in the register of members of the Company ~
as at 11.30 a.m. on 24 May 2006 (or in the case of an adjourniment as at 48 hours before the time of the
adjourned meeting} shall be entitled to attend and vote at the meeting in respect of the number of shares
registered in their names at the time. Changes t¢ entries in the register after that time will be disregarded
in determining the right of any person te attend and/or vote at the meeting.

END

160




