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Forward Looking Statement
This document contains certain forward-looking statements as defined 
in the US Private Securities Litigation Reform Act of 1995 with respect 
to certain of the Group’s plans and its current goals and expectations 
relating to its future financial condition and performance and the 
markets in which it operates. Because such statements are inherently 
subject to risks and uncertainties, actual results may differ materially 
from those expressed or implied by such forward-looking statements. 
Such risks and uncertainties include but are not limited to risks and 
uncertainties relating to profitability targets, prevailing interest rates, the 
performance of the Irish economy and the international capital markets, 
the Group’s ability to expand certain of its activities, development and 
implementation of the Group’s strategy, including the ability to achieve 
estimated cost reductions, competition, the Group’s ability to address 
information technology issues and the availability of funding sources. 
Any forward-looking statements speak only as of the date they were 
made. The Bank of Ireland Group does not undertake to release publicly 
any revision to these forward-looking statements to reflect events, 
circumstances or unanticipated events occurring after the date hereof. 
The reader should however, consult any additional disclosures that the 
Group has made or may make in documents it has filed or submitted or 
may file or submit to the U.S. Securities and Exchange Commission.
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Non-Executive Officers

1  Richard Burrows @3 Governor 
 Appointed to the Court in 2000. Deputy Governor 2002-2005, 

Senior Independent Director 2003-2005, Governor since July 2005. 
Former co-chief executive of Pernod Ricard S.A. (2000-2005) and 
former chief executive of Irish Distillers Group (1978-2000). A director

 of Pernod Ricard S.A. and chairman of Irish Distillers. (Age 60)

2  Denis O’Brien BA MBA, 2* # Deputy Governor
 Appointed to the Court in 2000. Appointed Deputy Governor on 

14 September 2005. Chairman of Digicel Group, the Governing 
Body of the National College of Ireland and the Irish Ernst & Young 
Entrepreneur of the Year Judging Panel. A director of Aergo 
Capital Ltd, Communicorp Group Ltd, Oakhill plc and Frontline 
– International Foundation for the Protection of Human Rights and 

 a number of other companies. (Age 48)

Executive Directors

3  Brian J Goggin M Sc (Mgt), FCCA Group Chief Executive
 Joined Bank of Ireland in 1969. Subsequently served in a variety 

of senior management positions within Bank of Ireland Group in 
the United States, Britain and Ireland. Appointed Chief Executive 
Corporate and Treasury in 1996, Chief Executive Wholesale 
Financial Services in 2002, Chief Executive Asset Management 
Services in 2003 and appointed Group Chief Executive in June 
2004. Appointed to the Court in 2000. A director of Post Office 
Limited and President, Irish Chapter, The Ireland – U.S. Council.

 (Age 54) 

4 John O’Donovan B Comm, FCA Group Chief Financial Officer
 Joined the Group in 2001 as Group Chief Financial Officer. 

Appointed to the Court in 2002. Formerly Group Finance Director/
Company Secretary of Aer Lingus. (Age 54) 

Court of Directors
 

1 2 3 4 5 6 7

4 Senior Independent Director
1 Chairman of Group Audit Committee
! Member of Group Audit Committee
2 Chairman of Group Remuneration Committee
@  Member of Group Remuneration Committee
3 Chairman of Group Nomination & Governance Committee
#  Member of Group Nomination & Governance Committee
 # Chairman, Board of Trustees of the Bank Staff Pension Fund

 * Trustee of the Bank Staff Pension Fund
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Non-Executive Directors

5 Roy E Bailie OBE 1
 Appointed to the Court in 1999. Chairman of W&G Baird Holdings 

Ltd. A director of UTV plc and formerly a director of the Bank of 
England. Retires from the Court following the 2006 Annual General 
Court. (Age 62) 

6 David Dilger CBE BA, FCA !#
 Appointed to the Court in 2003. Chief Executive Officer of 

Greencore Group plc since 1995, Chief Operating Officer from 
1992 and Chief Executive of Food Industries plc, which was 
acquired by Greencore, from 1988. (Age 49) 

7 Paul Haran M Sc, B Sc ## 
 Appointed to the Court in 2005. Chairman of the National 

Qualifications Authority of Ireland and of UCD Michael Smurfit 
School of Business and Principal, UCD College of Business & Law. 
A member of the Forum of the Economic and Social Research 
Institute, a Council member of the Irish Management Institute and 
a member of the Road Safety Authority. Appointed by the Minister 
for Justice and Law Reform to chair the Working Group on Legal 
Costs. Former Secretary General of the Department of Enterprise, 
Trade and Employment and a former member of the National 
Economic and Social Council and the Board of Forfas. A Director 
of Glanbia plc, the Mater Private Hospital and Edward Dillon & 
Company Ltd. (Age 48)

8 Mike Hodgkinson #
 Appointed to the Court in 2004. Chairman of Post Office Ltd and 

First Choice Holidays plc and a non executive director of FKI plc, 
Dublin Airport Authority plc, Royal Mail Holdings plc and Transport 
for London. Former Managing Director of Land Rover and Range 
Rover Ltd. Former Chief Executive - European Food Division, 
Grand Metropolitan Group plc, and of British Airports Authority plc.  
(Age 62)

9 George Magan FCA 4!@
 Appointed to the Court in 2003. Appointed Senior Independent 

Director in July 2005. A Partner in Rhône Group, a private equity 
company headquartered in New York and Chairman of Morgan 
Shipley, an investment banking company based in Dubai. Former 
director of Morgan Grenfell and former Chairman of JO Hambro 
Magan, NatWest Markets Corporate Finance and Hawkpoint 
Partners Limited. (Age 60) 

10 Caroline A Marland #
 Appointed to the Court in 2001. A director of Virgin Mobile 

Holdings (UK) plc. Former Managing Director of Guardian 
Newspapers, a former member of the main board of directors 
of the Institute of Directors in the UK and a former director of 
Burberry Group plc and Arcadia Group plc. (Age 60) 

11 Declan McCourt BL MA MBA !@
 Appointed to the Court in 2004.  Chief Executive of automotive 

distributor, the OHM Group, Chairman of the Mater Hospital 
Foundation and of UCD Law School Development Council 
and a director of Fyffes plc, Blackrock International Land plc, 
Dublin Docklands Development Authority and a number of other 
companies. (Age 60)

12 Thomas J Moran B Sc #!
 Appointed to the Court in 2001. Chairman, President and Chief 

Executive Officer of Mutual of America Life Insurance Company. 
 A member of the Taoiseach’s Economic Advisory Board, the 

boards of the Irish Chamber of Commerce in the USA, the North 
American Board of the Michael Smurfit Graduate School of 
Business at UCD and the Ireland – US Council for Commerce. 
Chairman of Concern Worldwide (US). (Age 53) 

13 Terry Neill MA M Econ Sc !@
 Appointed to the Court in 2004. Chairman of Meridea Oy and 

of the Council of Friends of Camerata Ireland. A member of the 
Governing Body and chairman of the Finance Committee of 
London Business School. A member of the Boards of CRH plc  
and Trinity Foundation. Former Senior Partner in Accenture and 
former chairman of its global Board.  
(Age 60) 

14 Mary P Redmond BCL, LLM, PhD   
 Appointed to the Court in 1994 and appointed Deputy Governor 

from 2000 to 2002. Consultant Solicitor in Employment Law at 
Arthur Cox. Honorary Fellow of Christ’s College, Cambridge and 
Chairman of its Development Board. Fellow of the Royal Society of 
Arts. Council Member of the Institute of Directors UK. Appointed 
by the Taoiseach to the Taskforce on Active Citizenship. Founder 
of the Irish Hospice Foundation and of The Wheel, the Community 
and Voluntary Sector network. A director of Boardmatch Ireland 
and a former director of Jefferson Smurfit Group plc and of 
Campbell Bewley Group. Retires from the Court following the 2006 
Annual General Court. (Age 55)

8 9 10 11 12 13 14
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Bank of Ireland Group reports an improved 
performance in the year to 31 March 2006 
showing strong returns for our stockholders.

Basic earnings per share grew by 31% to 136.4 cent while 

underlying earnings per share increased by 16%. Return on equity 

was 24%. The total dividend recommended to stockholders is 

15% higher than last year.

The accounts have been prepared in line with the International 

Financial Reporting Standards now applying to all EU-listed 

companies. The transition from the old basis, Irish GAAP (Generally 

Accepted Accounting Policies), to IFRS is complex and requires 

restatement of historical figures for comparative purposes. 

Our objective in managing this transition has been to provide the 

maximum of clarity and transparency whilst showing clearly the 

strong growth and development of our business.

This is an exciting time to be in the financial services industry. 

Strong economic growth, positive demographics and a 

dynamic enterprise culture in our main markets provide growth 

opportunities in every facet of our business. Increasing levels of 

competition are a manifestation of these factors and also provide 

a stimulus to market growth. Your Court of Directors is closely 

monitoring the performance of the Group as compared to its key 

competitors and peer group.

Bank of Ireland Group is positioning itself to benefit from these 

opportunities and to manage the challenges they present.

We are making excellent progress against our stated efficiency 

targets and we are differentiating ourselves on the basis of our 

trusted customer service. Our Irish retail and wholesale businesses 

continue to thrive and our restructured UK business is targeting 

strong growth. Our global reach is developing with our international 

niche businesses establishing new locations for growth in Europe 

and North America over the past year. Our Asset Management 

business had a difficult year, but is rebuilding its portfolio of 

products with the acquisition of Guggenheim Advisors.

Delivery of the performance in the year to end March 2006, 

while also driving the change and growth agenda, is due to the 

excellence and commitment of the management and staff of the 

Bank of Ireland Group led by our Group Chief Executive, Brian 

Goggin. On behalf of stockholders I thank Brian and his entire staff.

Dividend

The Court is recommending a final dividend of 34.3 cent. 

Together with the interim dividend of 18.2 cent, this will result in a 

total dividend of 52.5 cent for the year ended 31 March 2006, an 

increase of 15% on the previous year. This dividend will be paid 

on or after Friday, 28 July to stockholders who are registered as 

holding Ordinary Stock at the close of business on Friday, 

30 June 2006.

Court

This is my first statement as Governor of Bank of Ireland. Laurence 

Crowley retired after the Annual General Court on 6 July 2005 and, 

on behalf of the Court and stockholders, I thank Laurence for his 

leadership and commitment during his period as Governor.

George Magan was appointed Senior Independent Director in July 

2005. Denis O’Brien was appointed Deputy Governor in September 

2005, and also chairs the Remuneration Committee. Mary Redmond 

and Roy Bailie both retire from the Court following the forthcoming 

AGC having served as Directors since 1994 and 1999, respectively. 

Mary and Roy have served Bank of Ireland well and I thank them for 

the sustained quality of their contributions to the work of the Court 

and its committees. I wish them both well in the future.

Donal Geaney’s death in October 2005 was a sad loss. Donal was 

a man of energy, intellect and business acumen who contributed 

considerably to the deliberations of the Court. He is greatly missed 

by us all. I thank my fellow Directors for their support and for their 

continuing diligence and commitment to the continuing work of the 

Court and its various committees.

The Future

Our ambition is to develop Bank of Ireland in its home markets 

and abroad so that we can generate value for our stockholders 

by providing excellent products and services to our customers.  

The continuing growth of the economies in our main markets, the 

improved level of our performance as evident in the results for 

2005/06, and the emerging benefits of a sustained period of investment 

in growth businesses give us confidence for future years. 

 

Richard Burrows, Governor

Governor’s Statement 
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The year to 31 March 2006 was one
of strong profit growth for the
Bank of Ireland Group. 

Brian J Goggin, Group Chief Executive

Group Chief Executive’s
Operating and Financial Review

We achieved this through record business levels in our main 

divisions, aggressive cost management and by reaping the 

emerging benefits of our focused investment strategy. We 

also met our goal of stepping up the implementation of our 

business strategy where we made significant progress on 

a number of fronts. We are ahead of target in Year 1 of our 

Strategic Transformation Programme and we are creating clear 

differentiation with our competitors through our “Changing for 

You” customer service programme. This highly satisfactory 

performance for the year has been achieved while maintaining 

excellent asset quality.

The progress we made is reflected in our financial results for the 

year where total profit before tax was up 31% to €1,599 million 

with basic earnings per share also up 31% to 136.4c. Underlying 

profit before tax, which excludes non-core items, was up 16% 

to €1,393 million with underlying earnings per share at 118.5 

cent, also an increase of 16% on the previous year. The Group 

cost/income ratio reduced by almost 3% in line with our goal of 

improving efficiency and our impairment loss charge at 11 basis 

points (bps) reflects strong underwriting skills and the benign 

credit environment. These results continue a well-established 

trend making this our 15th consecutive year of profit growth and 

our 14th successive year of dividend growth.

The basis for these results is our positioning in Europe’s two best 

performing economies with Ireland and the UK accounting for 

86% of Group profits. Ireland has significantly outshone the rest of 

Europe in economic growth over the past decade while the UK has 

also consistently outperformed the eurozone. Both of these trends 

are forecast to continue giving us confidence for further profit 

growth in our two main markets.

Bank of Ireland Group has a well-established business strategy. 

We aim to be the number one bank in Ireland with dynamic 

businesses growing internationally by:

• maximising returns from our leading position in Ireland

• substantially growing our businesses in the UK

• growing our portfolio of niche, skill-based businesses   

internationally

Over the past year we have embarked on a programme of actions 

designed to step up the implementation of this strategy in order to 

deliver superior results and also to build an organisation capable of 

sustained growth in an efficient and streamlined manner. We have 

delivered on this objective against the committed timelines.

Our Retail business in Ireland had a very strong year made 

possible by our excellent distribution network and unique sales 

effectiveness model. We made good progress in achieving greater 

efficiency while also continuing to invest directly in customer 

service. We delivered on a key strategic commitment with the 

launch of our customer programme – “Changing for You”. This 

underlines the Bank’s commitment to real customer differentiation 

and includes additional staff in branches, improved branch layout, 

active queue management initiatives and enhanced phone and 

online services. In an increasingly competitive environment our 

broadly based multi channel distributions franchise and our 

superior products and services continue to deliver profitable growth. 

Bank of Ireland Life is now a market leader for life and pensions 

new business and enjoyed a successful year with excellent new 

business volume. The Life business has consistently taken a 

leadership role in the development of SSIA products. 

These products mature over the next year, and we have been 

first to market with an innovative set of competitive products 

to enable customers to gain the maximum benefit from their 

maturing savings.

Bank of Ireland Report & Accounts6
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We concluded the review of our UK Division during the year with 

the disposal of the Bristol & West branch network. At the same 

time we completed the Business Improvement Programme and 

continued our investment programme resulting in strong loan 

growth of 46% in our business banking activities in this market. 

We have also made good progress in our business relationship 

with the UK Post Office, as it continues to significantly build its 

customer base from 100,000 in May 2005 to 475,000 in May 

2006 exceeding our ambitious target of 400,000 customers. 

With the restructuring of our business in the UK now complete, 

including the incorporation of both the Post Office Financial 

Services (POFS) and First Rate Travel Services (FRTS) into this 

Division, we now have a clear focus in the UK on business 

banking, mortgage lending and consumer financial services and 

we are targeting strong growth in this Division in the coming year.

The development of our international niche businesses also 

continued during the year with Corporate Banking opening 

offices in Paris and Frankfurt, Global Markets opening a Treasury 

operation in London and the acquisition of 71.5% of Guggenheim 

Advisors providing us with a greater product range for our 

distribution platform in Asset Management Services.

Our Strategic Transformation Programme has achieved cost 

savings of €35 million in Year 1 against a target of €30 million 

and we have clear line-of-sight on the delivery of the second year 

target of €75 million. Just as importantly we have made significant 

progress in transforming the organisation model in Bank of Ireland 

that will continue to deliver benefits as we grow the business. 

Group Chief Executive’s Operating and Financial Review

1 2 3 4 5 

Group Executive

1 Brian J Goggin 
 Group Chief Executive

2 John O’Donovan 
 Group Chief Financial Officer

3 Richie Boucher
 Chief Executive, Retail Financial Services Ireland

4 Des Crowley 
Chief Executive, UK Financial Services

5 Denis Donovan 
 Chief Executive, Wholesale Financial Services

6 Kevin Dolan
 Chief Executive, Asset Management Services

7 Cyril Dunne 
 Group Transformation Director

8 Michael Grealy
 Head of Group HR

9 Ronan Murphy 
 Group Chief Risk Officer

10 Tony Wyatt 
 Director, Group Manufacturing
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The Group has strong capital resources and our approach to 

capital management ensures that we have adequate capital to 

support our business plans. We constantly strive to provide a 

mix of capital that meets the objectives of both equity and 

debt investors and delivers superior returns from efficient  

capital management.

This has been a year of significant change for the Bank of 

Ireland Group. While delivering an excellent growth and profit 

performance, we have also taken significant steps in transforming 

the business for the future. We have made efficiency a core 

objective by starting to build an organisation capable of strong growth 

without adding costs in the same proportions. We undertook 

to invest in the business and spend “good” costs where there 

was a clear opportunity for our customers and stockholders. 

We committed to taking the quality of our customer service to a 

whole new level of excellence in an increasingly competitive and 

demanding environment. The core purpose of this strategy is to 

build a sustainably growing business for the future. We have made 

significant progress on achieving this objective in 2005/06.

Our employees in Bank of Ireland continue to be a key factor in 

the progress of the business. During a year of great change they 

have shown resilience, determination and, above all, an unrelenting 

commitment to putting the customer first. We are fortunate to 

benefit from this key differentiating factor where the quality of 

advice, service and product innovation helps us to win and retain 

ever-increasing numbers of satisfied customers.

Outlook

Continuing positive economic prospects in our main markets, the 

inherent strengths of our businesses, excellent cost and efficiency 

management and prudent, targeted investment will deliver strong 

growth across the Group whilst maintaining our robust capital 

position. We will continue to meet our strategic commitments, 

step up the pace of our delivery and I am confident of another 

year of strong performance in 2006/07.

“ We will continue to meet 
our strategic commitments, 

 step up the pace of our 
delivery and I am confident 
of another year of strong 
performance in 2006/07.”

6  7 8 9 10 
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Divisional Performance

In preparing these results, the Group has applied IFRS extant at 31 March 2006. However, because of amendments to IAS 39 during 2004 

and 2005 the Group has availed of the option in IFRS 1 (First-time Adoption of International Financial Reporting Standards) to implement 

IAS 39 (Financial Instruments: Recognition and Measurement), together with IAS 32 (Financial Instruments: Disclosure and Presentation) 

and IFRS 4 (Insurance Contracts), from 1 April 2005 without restating its March 2005 income statement and balance sheet. Accordingly, 

comparative information in respect of Financial Instruments and Insurance Contracts is prepared on the basis of the Group’s accounting 

policies under Irish Generally Accepted Accounting Principles (IR GAAP).

However, given the importance of IAS 32, IAS 39 and IFRS 4, the Group is also providing detailed comparative information on a pro-forma 

basis that includes the estimated effect of these standards for the year ended 31 March 2005 to facilitate inter-period comparison. The  

pro-forma income statement for the year ended 31 March 2005 has been prepared as though the requirements of IAS 32, IAS 39 and IFRS 

4 had been applied from 1 April 2004 except for the requirements relating to accounting for derivatives (hedge accounting) and impairment 

provisioning on transition to IFRS. The results for the year to 31 March 2006 with pro-forma comparatives for the year to March 2005 are 

presented on page 18. A reconciliation of the Group Income Statement for the twelve months to 31 March 2005 on a statutory IFRS basis 

to a pro-forma basis is set out on page 28.   

The Group and divisional performances have been prepared on a pro-forma basis to ensure that the underlying performance trends inherent 

in the business are explained. To further enhance comparability between both periods certain non-core items are excluded from our analysis 

of Group and divisional performance. 

Divisional Performance: Profit Before Tax

31 March 2006 
€ million

Pro-forma
31 March 2005

€ million

% Change
March 2006 over 
Pro-forma March 

2005

Statutory
31 March 2005

€ million

Retail Republic of Ireland 550 465 18 474

Life 134 81 65 135

Wholesale Financial Services 386 325 19 334

UK Financial Services 349 332 5 356

Asset Management Services 85 125 (32) 125

Group Centre (111) (122) 9 (128)

Underlying profit before tax 1,393 1,206 16 1,296

Non-core items:     

Disposal of business activities 176 11 - 11

Gross up for policy holder tax in the Life business 69 26 - 26

Hedge ineffectiveness on transition to IFRS (7) - - -

Loan Loss Provision write back - 100 - 100

Restructuring programmes (32) (123) - (123)

Profit before tax 1,599 1,220 31 1,310

Retail Republic of Ireland

Retail Republic of Ireland reported an excellent performance for the year to 31 March 2006 with pre-tax profit growth of 18% to ¤550 

million. Total operating income rose by 11% and expenses rose by 6% representing a very satisfactory income/cost relative performance. 

This achievement reflects the continuing strength of our domestic franchise and customer proposition and has been driven by strong 

volume growth, higher fee income, well-managed costs and strong asset quality.

Group Chief Executive’s Operating and Financial Review
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Retail Republic of Ireland: Income Statement

31 March 2006
€ million

Pro-forma
31 March 2005

€ million

% Change
March 2006 over 
Pro-forma March 

2005

Statutory
31 March 2005

€ million

Net interest income 1,119 1,020 10 1,019

Other income * 356 314 13 316

Total operating income 1,475 1,334 11 1,335

Total operating expenses (871) (818) 6 (810)

Impairment losses on loans and advances (54) (51) 6 (51)

Profit before tax 550 465 18 474

* Includes share of associates/joint ventures.

 

Performance was enabled by a continuing favourable economic 

environment and demographics in Ireland:

• clear strategic focus on service excellence delivered through 

our “Changing for You” Customer Programme

• highly effective and responsible sales model

• leading multi-channel distribution capability

Lending and resources volumes in the Division grew by 23% and 

15%, respectively. In Business Banking, targeting of the Small 

and Medium Enterprise sector delivered impressive results with 

loan growth of 23% recorded for the year. We maintained our 

number one position in the mortgage market with book growth 

of 27%, while new advances also grew by 29%. Personal lending 

volumes increased by 13% for the year.

Net Interest Income rose by 10% reflecting volume growth as well 

as a further narrowing of net interest margin. Net interest margin in 

the Division continues to be impacted by:

• the affect of the low interest rate environment on  

liability margins 

• the higher rate of loan growth compared with resources leading 

to higher wholesale borrowings

• changing product mix

• competition

Other Income, including the income from associated companies 

and joint ventures, rose by 13% driven particularly by strong 

growth in business banking, private banking and credit cards. 

The impairment losses on loans and advances were ¤54 million  

or 15 bps as a percentage of advances, down from 18 bps in the 

prior year. 

Costs were well managed with the cost/income ratio for the 

Division down over two percentage points to 59.1%. Cost growth 

of 6% included a significant increase in the pension charge arising 

from IAS 19. Excluding this IAS 19 impact, costs growth was 4% 

– a very satisfactory performance. 
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Bank of Ireland Life

Bank of Ireland Life, the Group’s life and pensions business, reported a highly impressive IFRS profit performance with growth in operating 

profits of 43% to ¤113 million and growth in profit before tax of 65% to ¤134 million. The ongoing success of our sales effectiveness 

model and strength of our multi-channel distribution network increased our market share by a further one percentage point to 25%. 

IFRS Performance

Bank of Ireland Life: Income Statement 

31 March 2006
€ million

Pro-forma
31 March 2005

€ million

% Change
March 2006 over 
Pro-forma March 

2005

Statutory
31 March 2005

€ million

Income 208 172 21 212

Costs (95) (93) 2 (93)

Operating Profit 113 79 43 119

Investment variance 17 2 - 16

Discount rate change 4 - - -

Profit before tax 134 81 65 135

Group Chief Executive’s Operating and Financial Review

The life business achieved excellent APE (annual premium 

equivalent) sales volumes growth of 30% to ¤387 million, and 

experienced continued favourable mortality and persistency 

variances together with rising equity markets. Profitability benefited 

from a positive investment variance of ¤17 million, and a reduction 

in the risk discount rate (the rate at which we discount future 

insurance liabilities) of 0.5% to 7.5%. Bank of Ireland Life continues 

to invest significantly in its administrative platforms to improve 

efficiency and has recently completed the move to a single 

platform for administering our sales and applications processing 

for the life business. 

The economic and demographic backdrop to our Life business 

in Ireland is very supportive: a strong economy, a growing 

population, significant job creation, rising incomes, an excellent 

savings ratio and the need for substantial investment in personal 

pension provision providing significant opportunities. The outlook 

remains very positive. 

Embedded Value Performance

The alternative method (which is widely used by the life insurance 

industry) of presenting the performance of our Life business is on 

an embedded value basis. The embedded value basis translates 

estimated future distributable earnings to a present value and 

is set out in the following table. Under this treatment, our Life 

business also shows an excellent performance with operating 

profit up 22% and profit before tax up 51%. Both new business 

and existing business performed well, with growth of 32% and 

16% respectively, in the year to 31 March 2006. The impact of 

economic environment changes, such as a strong equity market 

and low interest rates, also had a positive impact.
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Bank of Ireland Life: Embedded Value Income Statement

31 March 2006
€ million

31 March 2005
€ million

% Change 31 March 2006 
over 31 March 2005

New business profits 78 59 32

Existing business profits 94 81 16

•   Planned return on capital 66 59 12

•   Experience variance 20 18 11

•   Assumption changes 8 4 100

Investment income on free funds 5 5 -

Inter-company payments (32) (26) 23

Operating Profit 145 119 22

Investment variance 51 16

Discount rate change 8 -

Profit before tax 204 135 51

The Embedded Value for the Life business, includes a Value of Inforce asset both in respect of contracts classified as Insurance and 

contracts classified as Investment. In contrast, the IFRS statutory result, includes a Value of Inforce asset in respect of insurance contracts 

only. The Value of Inforce is the discounted value of future after tax profits that will arise from insurance and investment business in the 

long-term fund. The key assumptions used in the calculation of this asset are the discount rate of 7.5% (2005: 8.0%), the future growth rate 

on unit-linked assets of 5.5% (2005: 6.0%) and the rate of tax assumed to be levied on shareholder profits of 12.5% (2005:12.5%). 

Actuarial assumptions are also required in relation to mortality, morbidity and persistency rates and these have been derived from the 

Company’s experience.

Wholesale Financial Services 

Our Wholesale Division (WFS) comprises Corporate Banking, Global Markets, Davy Stockbrokers and IBI Corporate Finance. 

Profit before tax in WFS increased by 19% to ¤386 million for the year to 31 March 2006. 

Wholesale Financial Services: Income Statement

31 March 2006
€ million

Pro-forma
31 March 2005

€ million

% Change
March 2006 over 
Pro-forma March 

2005

Statutory
31 March 2005

€ million

Net interest income 454 325 40 302

Other income 243 278 (13) 310

Total operating income 697 603 16 612

Total operating expenses (288) (240) 20 (240)

Impairment losses on loans and advances (23) (38) (39) (38)

Profit before tax 386 325 19 334

Total operating income rose by 16% to ¤697 million for the year to 31 March 2006 driven by strong lending volumes and higher margin 

in Corporate Banking. In addition, income figures for Burdale, our UK asset-based lender that we acquired in January 2005, have been 

included for a full year for the first time. Lending volumes increased by 35% and margins improved reflecting a shift in loan mix towards 

the higher margin business in acquisition finance, property and asset-based lending. 
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The application of IAS 32 and IAS 39 in the current year has the effect of recognising certain income streams as Net Interest Income, which 

in the prior year would have been recognised as Other Income. Excluding the impact of IAS 32 and IAS 39 Net Interest Income rose by 28% 

with Other Income broadly in line with the prior year.

There were two main drivers of Operating Expenses within the Division; investment costs and staff related costs. 

Investment costs in Corporate Banking and Global Markets added 8% to total cost growth with an increase in front line staff, opening of 

offices in Paris and Frankfurt, the expansion of our activities in the UK and the US and the inclusion of the costs of Burdale for a full year. 

Increased staff costs across the Division arising from salary inflation and performance related pay added 8% to total Operating Expenses. 

Pension costs arising from IAS 19 and increased compliance costs arising from initiatives under IFRS, Basel II and Sarbanes-Oxley (SOx) 

added a further 2% to the operating costs of the Division. In total, these costs together with other volume related costs contributed cost 

growth within the Division of 20%. 

Credit quality remains excellent with impairment losses on loans and advances of ¤23 million, or 12bps when expressed as a percentage of 

the loan portfolio. This compares to ¤38 million or 26bps in the prior year. Our continued strong credit performance is being driven by the 

benign credit environment supported by our active approach to credit management.

Wholesale Financial Services: Business Unit Profit Before Tax

31 March 2006
€ million

Pro-forma
31 March 2005

€ million

% Change
March 2006 over 
Pro-forma March 

2005

Corporate Banking 213 159  34

Global Markets 134 124 8

Other (including Davy & IBI Corporate Finance) 39 42 (7)

Total 386 325 19

Corporate Banking delivered particularly strong profit growth of 34% for the year. The strategy in Corporate Banking is to continue to grow 

both our domestic franchise and to broaden our international business by focusing on niche skills based activities. This is yielding results 

with the delivery of impressive loan and profit growth and improved customer satisfaction. 

Our niche-lending teams are enabling the successful expansion into sectors such as media, asset-based lending and UK and European 

property. Our new offices in Paris and Frankfurt, together with the increased resources in the UK and US, provide us with greater presence 

and diversification in these important markets. In addition, we are increasingly taking lead roles in the arranging and structuring of 

syndicated transactions. 

Our Global Markets business delivers a comprehensive range of risk management products to the Group’s customer base and acts as 

Treasurer for the Group. Profit for the year increased by 8% and we retained our leading market position with 27% share of the commercial 

customer foreign exchange market in Ireland. Our focus for the year has been to broaden the geographic scope of our activities with the 

opening of a treasury operation in London, further build on our technical capability with the recruitment of highly-skilled teams and work 

closely with other Group divisions to deliver an integrated service to our customers. 

The other businesses within the Division, Davy and IBI Corporate Finance continued to perform well.

Group Chief Executive’s Operating and Financial Review
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UK Financial Services (UKFS) 
(local currency)

UK Financial Services: Income Statement
 

31 March 2006
£ million

Pro-forma
31 March 2005

£ million

% Change
March 2006 over 
Pro-forma March 

2005

Statutory
31 March 2005

£ million

Net interest income 493 429 15 421

Other income 63 135 (53) 159

Total operating income 556 564 (1) 580

Total operating expenses (329) (366) (10) (366)

Impairment losses on loans and advances (17) 7 - 7

Share of associates & JV (profit after tax) 28 22 27 22

Profit before tax 238 227 5 243

During the year some organisational changes were made to further 

streamline the management and reporting of our activities in the UK: 

• Post Office Financial Services (POFS) was transferred to our  

 UKFS Division. 

• First Rate Travel Services (FRTS), our personal foreign   

 exchange travel service joint venture with the UK Post 

 Office,  was transferred from our Wholesale Division to our   

 UKFS Division. 

The UKFS Division now comprises Mortgages, Business Banking 

and Consumer Financial Services. The latter represents a grouping 

of our businesses with the UK Post Office (POFS and our 50% 

share of FRTS). Profit before tax increased by 5% for the year. 

The Divisional performance is not directly comparable, particularly 

at Income Statement line item level, as the disposal of the Bristol 

and West branch network in the current year and Chase de Vere  

in the prior year impact the year-on-year analysis of income and 

cost growth. 

Net Interest Income rose by 15% to £493 million for the year to 

31 March 2006. Excluding the impact of the disposals mentioned 

above and the impact of the application of IAS 32 and IAS 39 

in the current year, Net Interest Income grew by 13%. Strong 

volume growth of 29% was a key driver of this performance, with 

volume gains being partially offset by margin attrition arising from 

the continuing impact of asset growth outpacing the growth of 

liabilities, the disposal of the Bristol and West branch network 

together with the impact of mortgage back book repricing which 

has now finished.

Other Income fell by 53%, and was again impacted by the effect 

of the disposals and our first time application of IAS 32 and IAS 

39, which has seen income recognised as Net Interest Income 

which would have been recognised as Other Income in prior years. 

Excluding the impact of these items Other Income was up 7% 

compared to the prior year.

Operating Expenses fell by 10% to £329 million for the year to 

31 March 2006. Excluding the impact of disposals, Operating 

Expenses grew by 10% in the year due to investment costs, 

marketing expenditure relating to new product launches in POFS 

and other volume related expenditure.

Impairment losses on loans and advances are £17 million for the 

twelve months to 31 March 2006 compared with a £7 million 

credit in the prior year, due to an impairment loss provision release. 

Excluding the impact of this impairment loss provision release 

the 31 March 2005 impairment loss represented a charge of £3 

million. The current year’s charge of £17 million represents  

5 bps of the average advances in UKFS.
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UK Financial Services: Business Unit Profit Before Tax

31 March 2006
£ million

Pro-forma
31 March 2005

£ million

% Change
March 2006 over 
Pro-forma March 

2005

Mortgages 134 125 7

Business Banking 114 115 (1)

Consumer Financial Services:

• POFS
• FRTS

(22)
28  

(32)
26

31
8

6 (6) -
Disposed business activities:
(BWFS & Chase de Vere) (3) (3) -
Other* (13) (4) -

Total 238 227 5

*  Note: includes the amortisation of intangible assets associated with the UK Post Office Financial Services (March 2006: £8m, March 2005: £8m). The prior year also 

includes the benefit of £7 million gain on disposal of a loan book.

The Mortgage business delivered profit of £134 million, an increase 

of 7% for the year. The mortgage book increased by 22% with 

particularly strong growth in both our self-certified and buy-to-let 

specialist portfolios, which increased 48% and 36% respectively. 

The specialist book now represents 45% of the mortgage portfolio. 

Our commitment to service excellence, and a particular focus 

on the intermediary channel which represents 90% of our overall 

business, has resulted in this strong mortgage book growth. The 

book margin remained stable and the quality of our loan book 

remains high with loan arrears significantly below the 

industry average. 

Profit before tax from Business Banking was broadly flat for the 

year to 31 March 2006 as a result of the inclusion of a £10 million 

technical impairment loss provision release in the year to 31 March 

2005. Excluding the impact of this, profit before tax increased by 

9%. Our investment in the recruitment of experienced relationship 

managers has delivered excellent results with year on year loan 

growth of 46% and resources growth of 10%. Throughout the 

year we have continued to focus on the achievement of balanced 

growth in the property, mid-corporate and SME markets and 

have further developed our expertise in selected niches including 

healthcare, hotels and debtor finance.

Consumer Financial Services comprises our joint venture 

businesses with the Post Office following the strategic divestment 

of the Bristol & West branch network during the year. It was a 

successful year for POFS as it continued to build its customer 

base from 100,000 in May 2005 to 475,000 in May 2006. 

The insurance customer base reached 290,000 and there was a 

strong response to its new 2-in-1 credit card product, the first of 

its kind in the UK market. Operating losses reduced from the prior 

year by £10 million to £22 million as revenues grew strongly. 

FRTS performed well during the year with the continued roll-out of 

the network expansion for the foreign exchange service through 

the UK Post Office branch network. The Bank of Ireland share of 

the profit of the joint venture was £28 million post-tax, an increase 

of 8% over the prior year. FRTS has firmly established a leading 

market position in the UK with 30% market share of the personal 

foreign exchange market.

Group Chief Executive’s Operating and Financial Review
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Asset Management Services

Asset Management Services: Income Statement

 
31 March 2006

€ million 

Pro-forma
31 March 2005

€ million

% Change
March 2006 over 
Pro-forma March 

2005

Statutory
31 March 2005

€ million

Net interest income 7 4 75 4

Other income 215 252 (15) 252

Total operating income 222 256 (13) 256

Total operating expenses (137) (131) 5 (131)

Profit before tax 85 125 (32) 125

Asset Management Services (AMS) comprises Bank of Ireland 

Asset Management (BIAM), Bank of Ireland Securities Services 

(BoISS) and our holdings in Iridian Asset Management (84%) and 

Guggenheim Advisors (71.5%). Profit before tax for the Division for 

the year to 31 March 2006 was ¤85 million, a decrease of 32% over 

the prior year, reflecting the full year impact of the mandate losses 

since September 2004.

Fund outflows from BIAM continued, but at a slower pace, 

with funds under management at the year-end of ¤45.1 billion 

compared to ¤44 billion on 30 September 2005 and ¤46.9 billion 

on 31 March 2005. While the performance of equity markets 

broadly offset the impact of these fund outflows, the outflows from 

our international business have been at higher margins than the 

new assets flowing into our domestic business. 

BoISS, the custody and fund administration arm of the Group, 

continued to develop its niche positioning in the securities 

services arena. During the year, BoISS added 10 new substantial 

relationships to its international client base, which is drawn from 

more than 20 countries globally.

Iridian Asset Management is our US based investment manager of 

large cap and mid cap US equities which focuses on foundations 

and the not-for-profit sector. Funds under management increased 

by 4% to US$10.7 billion. We acquired a further 8% of Iridian 

during the year and plan to acquire the remaining 16% in equal 

tranches over the next 2 fiscal years. 

We completed the acquisition of 71.5% of Guggenheim Advisors 

on 31 January 2006, a US fund of hedge funds manager 

focusing on institutional and high net worth clients. Funds under 

management at Guggenheim Advisors were US$2.9 billion at 31 

March 2006. 

The Asset Management Division is an important part of the 

Group’s ambition to broaden our activities in international skills-

based businesses. Our strategy is to build a diversified portfolio 

of discrete investment boutiques and to distribute their products 

through the global distribution platform that we have built up over 

the years. Considerable progress has been made in achieving this 

ambition with a particular focus on alternative investments, 

as demonstrated by the investment in Guggenheim Advisors.

Group Centre

Group Centre, which comprises earnings on surplus capital, 

unallocated central and support costs and some smaller business 

units, had a net cost of ¤111 million in the year to 31 March 2006, 

compared to ¤122 million in the prior year.

Improved income of ¤22 million is driven by the impact of higher 

retentions partly offset by funding costs arising from additional 

capital raised during the year. Higher costs of ¤11 million are 

largely due to increased compliance-related spend (predominantly 

Sarbanes-Oxley and Basel II).
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Review of Group Performance

Group Income Statement

31 March 
2006

€ million

Pro-forma
31 March 

2005
€ million

% Change
March 2006 

over 
Pro-forma 

March 2005

Statutory
31 March 2005

€ million

Net interest income 2,307 1,971 17 1,931

Other income 1,132 1,207 (6) 1,329

Total operating income (net of insurance claims) 3,439 3,178 8 3,260

Operating expenses (1,988) (1,923) 3 (1,915)

Impairment losses on loans and advances (103) (79) 30 (79)

Share of associates and joint ventures (post tax) 45 30 50 30

Underlying profit before tax 1,393 1,206 16 1,296

Disposal of business activities 176 11 - 11

Gross up for policy holder tax in the Life business 69 26 - 26

Hedge ineffectiveness on transition to IFRS (7) - - -

Impairment loss provision write back - 100 - 100

Restructuring programmes (32) (123) - (123)

Total non-core items 206 14 - 14

Profit before tax 1,599 1,220 31 1,310

Taxation (303) (237) 28 (256)

Minority interest 9 7 29 1

Dividends to preference 
stockholders

(13) (10) 30 (8)

Profit attributable to ordinary stockholders 1,292 980 32 1,047

Basic EPS c per share 136.4c 103.9c 31 111.1c

Underlying EPS c per share 118.5c 102.3c 16 -

The following commentary is based on the Group’s performance excluding the impact of non-core items. A reconciliation of the impact of 

these non-core items on the income statement line items is shown on pages 25, 26 and 27 of this document.

Group Chief Executive’s Operating and Financial Review
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Income

Total income increased by 8% to ¤3,439 million driven by strong lending growth across the Group, together with the excellent 

performance from our fee-earning businesses in our Life business, Retail Republic of Ireland, UK Financial Services and Wholesale Financial 

Services. Total income after adjusting for the impact of acquisitions and disposals increased 11% year on year.

Total Income

 

31 March 
2006

€ million

Pro-forma
31 March 

2005
€ million

% Change
March 2006 

over 
Pro-forma 

March 2005

Statutory
31 March 

2005
€ million

Total operating income 3,439 3,178 8 3,260

Acquisitions:

Burdale & Guggenheim Advisors (27) (4) - (4)

Disposals:

Chase de Vere & Bristol & West branch network (31) (127) - (127)

Total income excluding impact of acquisitions and disposals 3,381 3,047 11 3,129

Net interest income increased by 17% for the year to 31 March 2006. This performance has been impacted by the distorting effect of 

income streams associated with acquisitions and disposals during the current and prior year together with the impact of the application of 

IAS 32 and IAS 39 in the current year. These standards had the effect of recognising certain income streams as Net Interest Income which 

in the prior year would have been recognised as Other Income. The financial reporting impact of our first time application of IAS 32 and IAS 

39 was to increase Net Interest Income by ¤78 million with a corresponding decline in Other Income. 

Net Interest Income

 

31 March 
2006

€ million

Pro-forma
31 March 

2005
€ million

% Change
March 2006 

over 
Pro-forma 

March 2005

Statutory
31 March 

2005
€ million

Net interest income 2,307 1,971 17 1,931

• Acquisitions: Burdale & Guggenheim Advisors (15) (3) - (3)

• Disposals: Chase de Vere & Bristol & West branch network (18) (47) - (47)

• IAS 32 and IAS 39 impact (78) - - -

Net interest income excluding impact of acquisitions and 
disposals & IAS 32 and IAS 39

2,196 1,921 14 1,881

Net Interest Income, excluding the impact of the above items, increased by 14% to ¤2,196 million in the year to 31 March 2006. This was 

driven by strong loan and resource growth. Loans to customers increased by 27% and resources grew by 3% (15% excluding the impact 

of the disposal of Bristol & West branch network and its related deposit book). Loan growth was strong across all businesses in the Group. 

Exposure to strongly performing economies, together with the delivery from our investment in our UK Business Banking and Corporate 

Banking teams, have been key drivers of this performance. Strong resource growth in Ireland of 12% was largely offset by the disposal of 

the Bristol & West deposit book resulting in Group resource growth of 3% for the year to 31 March 2006. The strength of our domestic 

franchise, supported by the scale of our multi-channel distribution network, is key to the continued strong performance of our Retail 

volumes in Ireland. 
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Group Net Interest Margin

 31 March 2006 
Pro-forma

31 March 2005 

% Change
March 2006 over 
Pro-forma March 

2005

Average interest earning assets (€ billion)

Domestic 84 64 31

Foreign 45 38 18

Total  129 102 26

Margin (%)

Domestic net interest margin 1.87 2.09 (22 bps)

Foreign net interest margin 1.63 1.69 (6 bps)

Group net interest margin  1.79 1.94 (15 bps)

IAS 32 and IAS 39 impact (0.06) - (6 bps)

Adjusted net interest margin 1.73 1.94 (21 bps)

The Group net interest margin decreased by 15bps to 1.79%  

at 31 March 2006 compared to 1.94% at 31 March 2005 on a  

pro-forma IFRS basis. Excluding the impact of IAS 32 and IAS 39, 

the margin decline was 21 bps. The main drivers of margin  

attrition are:  

• Balance sheet structure where there was an increase in 

wholesale funding as loan growth continued to outpace deposit 

growth. Wholesale funding has increased from 35% to 46% of 

total funding over the year to 31 March 2006, with 6% of this 

increase due to the sale of Bristol & West branch network and 

its related deposit book.

• The lower returns being earned on the investment of credit 

balances (customer funds held in non interest-bearing current 

accounts) in the current low interest rate environment. The 

Bank of Ireland policy is to re-invest credit balances on average 

over a four year investment horizon. As interest rates remain 

low we are re-investing funds, that are maturing from a higher 

interest rate environment at lower rates. The low interest rate 

environment also has an impact on other liability margins. 

• Product mix where the impact of volumes in lower margin 

products, including mortgages and corporate banking loans, 

growing faster than higher margin products.

• Competitive pressure impacting lending and deposit pricing  

in Ireland.

 

 

Net interest margin has also been impacted by the re-pricing of the 

UK mortgage back-book which is now complete and the sale of 

the Bristol & West deposit book. The pace of margin attrition going 

forward is expected to decline as the rate of loan growth relative 

to resource growth is likely to moderate and the increasing interest 

rate environment starts to positively impact liability margins. 

Other Income fell by 6% during the year. This performance was 

affected by our application of IAS 32 and IAS 39 and the distorting 

effect on income streams from acquisitions and disposals. 

Excluding these items Other Income has increased by 5% to 

¤1,185 million in the year to 31 March 2006.

Group Chief Executive’s Operating and Financial Review
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Other Income

 

31 March 
2006

€ million

Pro-forma
31 March 

2005
€ million

% Change
March 2006 

over 
Pro-forma 

March 2005

Statutory
31 March 

2005
€ million

Other Income 1,132 1,207 (6) 1,329

• Acquisitions: Burdale & Guggenheim Advisors (12) (1) - (1)

• Disposals: Chase de Vere & Bristol & West branch network (13) (80) - (80)

• IAS 32 and 39 impact 78 - - -

Other income excluding impact of acquisitions and 
disposals & IAS 32 and IAS 39 1,185 1,126 5 1,248

The main drivers of this increase are the excellent performance from our Life business, fee growth from our Retail businesses in Ireland 

where the branch network, Private Banking and Credit Card businesses performed particularly well. Our joint ventures with the UK Post 

Office delivered an excellent sales performance. This overall strong performance was partly offset by the decline in income from BIAM. 

Operating Expenses

Total Operating Expenses increased 3% in the year to 31 March 2006, or by 8% excluding the impact of disposals and acquisitions. 

Our focus on cost management has delivered a significant reduction in our cost/income ratio which is down 2.8 percentage points from 

59.9% to 57.1%.

 
Total Operating Expenses

31 March 
2006

€ million

Pro-forma
31 March 

2005
€ million

% Change
March 2006 

over 
Pro-forma 

March 2005

Statutory
31 March 

2005
€ million

Underlying operating expenses 1,988 1,923 3 1,915

• Acquisitions: Burdale & Guggenheim Advisors (18) (2) - (2)

• Disposals: Chase de Vere & Bristol & West branch network (37) (131) - (131)

Total operating expenses excluding the impact of acquisitions 
and disposals 1,933 1,790 8 1,782

The cost base in the prior year included ¤131 million relating 

to businesses that were sold including Chase de Vere and the 

Bristol & West branch network. The cost base in the current year 

to 31 March 2006 included costs of ¤18 million associated with 

operations that were acquired including Guggenheim Advisors and 

Burdale, our UK asset-based finance operation. 

Operating Expenses during the year were also impacted by:

a) Increased compliance costs associated with the introduction 

of the Basel II and Sarbanes-Oxley (SOx) initiatives. The 

increase in expenditure relating to the introduction of these 

programmes is one percentage point of the increase in total 

Operating Expenses in the current year. Increased expenditure 

relating to these initiatives is expected to continue into next year.

b) Increased pension costs arising from IAS 19 added two 

percentage points to total Operating Expenses as a result of 

the lower discount rate applied to the value of pension liabilities. 

Under IFRS, the accounting deficit relating to the liabilities of  

the pension fund are carried on the balance sheet, and the 

costs associated with this deficit are charged through the 

income statement and equity. 

c) Investment costs. The Group continues to exploit growth 

opportunities both in our domestic markets and internationally. 

In Business Banking UK we expanded our Relationship 

Management Team. Wholesale Financial Services continued to 
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expand the geographic scope of its operations with investment 

in the UK, Paris, Frankfurt and the US. These investment costs 

contributed two percentage points to cost growth for the year. 

Excluding these items, our “business as usual” cost growth for the 

year was 5%. The main drivers of this cost growth during the year 

were salary inflation, performance-related pay and volume-related 

cost increases.

The Strategic Transformation Programme has delivered cost 

savings at Group level of ¤35 million against our target for the year 

of ¤30 million for the year to 31 March 2006.

A new streamlined operating model is now firmly established, 

consolidating previously fragmented though analogous activities 

into unified management and operating structures.  These 

include the creation of the Group Manufacturing function and the 

consolidation of previously disparate support functions, including 

HR & Learning, Procurement and Facilities, under 

distinct leadership structures.  

In our Irish Retail Division we have realised cost efficiencies in our 

back office and closed 8 outlets. In addition new technology has 

enabled the streamlining of services, for example, our branch 

cashier system which eliminates errors and speeds up end of day 

processes. The process of consolidating specialist underwriting 

activities in our UK mortgage business into scale-efficient locations 

is also well underway. 

This year the creation of our Group Manufacturing function 

brought together all employees in our customer operations and 

IT areas under one management structure.  Within Manufacturing 

the consolidation of our Contact Centre and Credit Operations 

is progressing well, and a number of further optimisation, 

consolidation and automation initiatives are now underway.

This consolidation enables business growth to be supported on 

lower employee numbers.

In relation to the Group’s support infrastructure, we have 

outsourced our Learning and Procurement functions to achieve 

significant efficiencies and build strategic capability.  In addition, 

the Group has reached an agreement in principle to outsource 

Facilities Management services for Ireland. We have also made 

progress at consolidating and streamlining our Human Resources 

function and have delivered significant efficiencies within a number 

of other Head Office functions.  

During the year we successfully concluded consultation with 

employee representatives, to facilitate implementation of staff 

aspects of the Strategic Transformation Programme. 

Impairment of Loans and Advances 

Asset quality across all loan portfolios remains excellent in the 

continuing benign credit environment. 

The impairment charge for the year to 31 March 2006 amounts 

to ¤103 million or 11 bps when expressed as a percentage of 

average loans. Impairment losses on loans and advances are at 

historically low levels, while advances and loans to customers 

continue to grow strongly. We continue to maintain a satisfactory 

level of provisions against impaired loans, with a coverage ratio of 

45%, a level we are comfortable with as mortgages represent 47% 

of our total lending.

Total balance sheet provisions were ¤360 million at 31 March 

2006, compared to ¤319 million in March 2005.

Group Chief Executive’s Operating and Financial Review

Asset Quality

31 March 2006
Pro-forma

31 March 2005

% Change
March 2006 over 

Pro-forma 
March 2005

Statutory
31 March 2005

Total average customer advances (€ bn) 93 74 26 74

Impaired loans (€ m) 796 710 12 710

Impairment provision (€ m) 360 319 13 319

Coverage ratio 45% 45% - 45%

Impairment losses on loans and advances  (€ m) 103 79 30 79

Impairment losses on loans and advances – bps 11bps 11bps - 11bps
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Share of Associates and Joint Ventures

Profit after tax from associated undertakings and joint ventures 

increased by 50% to ¤45 million. FRTS, our personal foreign 

exchange travel service joint venture with the UK Post Office, 

is the largest contributor and continued to perform strongly 

during the year. 

Balance Sheet – Capital and Funding

The favourable economic backdrop, together with the investment 

in our business building capability, in particular in our Wholesale 

and UK Financial Services Divisions, has driven strong loan growth 

across all Divisions. Growth was particularly strong in Corporate 

Banking, UK Business Banking and mortgages in Ireland.

Total assets increased 27% from ¤128 billion to ¤162 billion in the 

year to 31 March 2006. Customer loans and advances increased 

by 27% and total resources increased by 3%. Resources were 

significantly impacted by the disposal of the Bristol & West branch 

network and its associated deposit base. Excluding this impact, 

resources grew by 15%. 

Risk weighted assets grew 28% from ¤75.9 billion to ¤97.5 billion.

Division   % Growth March 2006 over March 2005

Risk Weighted Assets
Loans and advances to 

customers Resources

Retail Ireland 22 23 15

Wholesale (corporate loans) 32 35 15

UK Financial Services 31 29 (27)

Group 28 27 3

Capital

Bank of Ireland has maintained a strong capital position. In March 2006, our Total Capital Ratio was 11.4% compared to 10.9% in March 

2005. Our Tier 1 Ratio at 31 March 2006 was 7.5% compared to 7.9% in March 2005. Our capital raising programme continued during the 

year with both Tier 1 and Tier 2 issues being raised across a range of currencies and maturity horizons. The competitive pricing achieved 

reflects the high level of demand for subordinated capital issued by  Bank of Ireland. 

31 March 2006 31 March 2005

Tier 1 – € billion 7.3 6.0

Tier 1 Ratio – % 7.5 7.9

Total Capital Ratio – % 11.4 10.9

Non-equity Tier 1 Ratio – € billion 2.6 1.8

Risk-weighted Assets – € billion 98 76

The Group has strong capital resources and our approach to capital management ensures that we have adequate capital to support our 

business plans.
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Funding

Funding sourced from the wholesale markets has increased from 35% to 46% of total balance sheet (excluding Bank of Ireland Life assets 

held on behalf of policyholders) between 31 March 2005 and 31 March 2006. This increase results from the strength of loan growth in our 

core markets and also from the one-off impact of the sale of the Bristol & West branch network and the loss of the associated deposit book 

of £4.4 billion.

Balance Sheet Funding
31 March 2006

%
31 March 2005

%

Deposits by banks 23 18

CP/CDs 12 10

Senior Debt/ACS 11 7

Wholesale Funding 46 35

Customer Deposits 41 50

Capital/Sub Debt 8 7

Other 5 8

Total 100 100

Group Chief Executive’s Operating and Financial Review

Wholesale Funding is managed to ensure maximum diversification 

across maturity, investor type and geography and to minimise the 

concentration of funding within each particular market segment. 

The wholesale market continues to be characterised by strong 

investor demand for Bank of Ireland paper as demonstrated by the 

success of this year’s new issuance programmes. These initiatives 

included:

• A Canadian Commercial Paper Programme 

• A French Certificate of Deposit Programme 

• A US Extendible Note Transaction 

Within our existing Asset Covered Security Programme, we 

launched a second successful tranche of ¤2 billion with 

approximately 10% of the issue placed into Asia, where we also 

successfully completed a Private Placement of Medium Term Notes.  

The Group remains well placed to access wholesale funding 

sources. The Group funding strategy remains to grow core 

customer deposits and to access wholesale funding in a prudent, 

diversified and efficient manner.

Effective Tax Rate

The Group taxation charge was ¤303 million for the year ending 

31 March 2006.  This compares with ¤237 million on an IFRS pro-

forma basis for the year to 31 March 2005. The effective tax rate 

for 2006 was 18.9%, compared to 19.4% in the prior year (19.5% 

on a statutory basis).

The Group taxation charge on our core activities was ¤238 

million for the year to 31 March 2006. This compares with ¤213 

million on an IFRS pro-forma basis for the year to 31 March 2005. 

The effective tax rate on our core activities for 2006 was 17.1%, 

compared to 17.7% in the prior year (17.9% on a statutory basis).

The taxation charge for 31 March 2006 includes ¤20 million 

(2005: ¤26 million) in respect of the Government levy. This levy 

was introduced by the Irish Government for a three-year period 

commencing January 2003 and expired in December 2005.

Dividend

The Court has recommended a final dividend of 34.3 cent. 

The recommended final dividend together with the interim dividend 

of 18.2 cent results in a total dividend of 52.5 cent for the year 

ended 31 March 2006, an increase of 15%. 

The final dividend will be paid on or after 28 July 2006 to 

stockholders who are registered as holding ordinary stock at the 

close of business on 30 June 2006.

ROE

Return on equity, excluding the impact of non-core items was 24% 

for the year to 31 March 2006, compared with 23% in the 

previous year.
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Group Chief Executive’s Operating and Financial Review

Reconciliation of IFRS Statutory to Pro-forma IFRS 

Consolidated Income Statement for Year Ended 31 March 2005

€ million
IFRS

Statutory
Effective 

Interest Rate
Debt/

Equity Life
IFRS 

Pro-forma

Net interest income 1,931 44 (4) - 1,971

Other income 3,601 (68) - (1,524) 2,009

Total operating income 5,532 (24) (4) (1,524) 3,980

Insurance claims (2,222) - - 1,470 (752)

Total operating income net of Insurance Claims 3,310 (24) (4) (54) 3,228

Operating expenses (2,051) (8) - - (2,059)

Impairment losses on loans & advances 21 - - - 21

Income from associates and joint ventures 30 - - - 30

Profit before taxation 1,310 (32) (4) (54) 1,220

Non core items

Disposal of business activities (11) - - - (11)

Grossing up for policyholder tax in the Life business (26) - - - (26)

Restructuring programme 123 - - - 123

Write back of impairment loss provision (100) - - - (100)

Profit before tax – excluding non core items 1,296 (32) (4) (54) 1,206

The Pro-forma accounts restate the IFRS statutory performance, 

as if the effective interest method, accounting for investment 

contracts in the Life assurance business and classification of 

financial instruments, had been applied for the year to 31 March 

2005. The Pro-forma income statement has not been restated for 

the impact of accounting for derivatives (hedge accounting) and 

impairment provisions. The Pro-forma adjustments are 

described below.

Effective Interest Rate (EIR)

On transition to IFRS, IAS 32 and IAS 39 required the recognition 

of interest income and expenses to the income statement using 

the effective interest rate. The application of IFRS has resulted 

in certain upfront fees and expenses being included in interest 

income and spread over the expected life of the underlying asset, 

rather than being taken upfront. This reclassification can be seen 

in the table above, with net interest income increasing by ¤44 

million and other income being reduced by ¤68 million. The overall 

impact of our application of EIR in the Pro-forma accounts to 31 

March 2005 was to reduce profit before tax by ¤32 million.

Debt/Equity (IAS 32)

IAS 32 requires that instruments that have the characteristics of 

debt must be classified as liabilities, with the associated interest 

costs taken to income statement. The profit before tax impact of 

the application of this standard was to reduce profit before tax by 

¤4 million.

Life (IFRS 4/ IAS 39)

On transition to IFRS certain long-term contracts written by the 

Life business were required to be classified as either insurance 

or investment contracts. Income recognition for those contracts 

which meet the IFRS 4 criteria for insurance contracts was 

unaffected on transition to IFRS. Those contracts which meet the 

IFRS 4 criteria for investment contracts are accounted for on the 

basis of IAS 39. IAS 39 requires that income earned and costs 

incurred will be recognised over the life of the investment contract. 

The overall impact of our application of IFRS 4/IAS 39 was to 

reduce the 31 March 2005 profit before tax by ¤54 million.
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Risk Management and Control

Proactive identification and management of risk is central to 

delivery of the Bank of Ireland Group strategy and underpins 

operations throughout the Group. Prudent risk management, 

as evidenced by the Group’s excellent risk experience, has 

traditionally been and continues to be synonymous with the 

Group’s management style. It is firmly embedded in our corporate 

culture as a key competence and provides a solid foundation for 

sustained growth in earnings and shareholder value. 

The role of the Group’s risk management function is to assist the 

Court and senior management in setting high level risk parameters 

and to ensure that risk is actively managed in a controlled way 

within a strong governance framework. The Group manages 

risk by identifying and assessing sources of risk and establishing 

frameworks to monitor and mitigate them in accordance with 

Group policy. In the normal course of business the Group is 

exposed to a number of classes of risk, the most significant of 

which are credit risk, market risk, operational risk and regulatory 

and compliance risk. 

Risk Management Approach

The Group Risk function is headed by the Group Chief Risk Officer 

(GCRO) who is a member of the Group Executive Committee. 

The GCRO reports directly to the Group Chief Executive and is 

responsible for the management and oversight of risk and the 

integration of risk management throughout the Group. As owner  

of the integrated risk management framework, the GCRO leads  

a team of functional experts who work together to identify,  

analyse, measure, monitor, control and report risks in the  

Bank of Ireland Group.

The Group’s approach to risk management is based on line 

management being primarily responsible for management of 

risk in their businesses. Risk is subject to independent oversight 

and analysis by four centrally based risk management functions 

reporting to the Group Chief Risk Officer: Group Credit (including 

Group Credit Review), Group Market Risk, Group Operational 

Risk and Group Regulatory Risk & Compliance. This risk 

management approach balances individual responsibility 

and collective oversight. 

Risk Specialists within the Risk Management functions assist the 

GCRO in the formulation of risk policy and strategy which are 

approved through the Group Risk Governance Framework (see 

below) prior to business unit implementation. Risk measurement 

systems are in place where appropriate to facilitate monitoring and 

analysis of risk. 

Group Finance and Group Internal Audit, which both report to the 

Group Chief Financial Officer, are also critical control functions. 

Group Risk Governance Framework

The Court of Directors is responsible for approving high-level policy 

and strategic direction in relation to the nature and scale of risk that the 

Group is permitted to assume to achieve its corporate objectives.

The Group Risk Policy Committee (GRPC), which is chaired by the 

GCRO, is the most senior executive committee with responsibility 

for risk management. Its membership includes Executive Directors 

and it is formally constituted as a sub-committee of the Court. 

The GRPC exercises authority delegated by the Court to approve 

business initiatives which have material implications for the level or 

composition of risk, consistent with high level policy as approved 

by the Court. In addition to considering specific risk issues, the 

GRPC is responsible for reviewing overall Group risk on a 

portfolio basis.

The GRPC, in turn, delegates specific responsibility for oversight 

of the major classes of risk (credit, market, liquidity, operational, 

regulatory) to specific committees and individuals which are 

accountable to it. These committees include:

• Group Credit Committee – all large credit transactions

• Group Asset and Liability Committee – market and liquidity risk

• Group Operational Risk Committee – operational risk

•  Group Regulatory Risk and Compliance Committee –  

regulatory risk and compliance

• Portfolio Review Group – composition of the Group’s loan 

portfolio

• Risk Measurement Group – credit risk measurement and risk 

model validation

The Group continues to follow the regulatory developments of 

Basel II under the Basel Committee on Banking Supervision 

as interpreted in the EU through the Capital Requirements 

Directive. Preparations for the changes to risk management 

practices necessary to comply with the forthcoming regulations 

have continued throughout the year. It is the Group’s intention 

to leverage the enhancements being made to the sound risk 

management capabilities in place today in order not only to meet 

the new compliance requirements, but additionally to better 

manage our risk appetite and capital utilisation in order to generate 

improved risk adjusted returns for our stockholders.
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Credit Risk

Credit risk reflects the risk that a counterparty will be unable to 

meet its contractual obligations to the Group in respect of loans or 

other financial transactions, thereby causing the Group to incur 

a loss. The Group’s exposure to credit risk is governed by policy 

approved by the Court of Directors and the GRPC. 

Lending Authorities

The Group has a credit risk management system which operates 

through a hierarchy of authorities which are related to internal loan 

ratings. All exposures above certain levels require the approval 

of the Group Credit Committee. Exposures below Group Credit 

Committee’s authority are approved according to a system 

of tiered authorities. Individuals are allocated lending limits 

according to credit competence, proven judgment, experience 

and the nature and scale of lending in their business unit. Lending 

proposals above the relevant limits are referred to a divisional 

credit department or to Group Credit for independent assessment, 

formulation of a recommendation and subsequent adjudication 

by the appropriate authorities which include Heads of Divisions, 

Senior Executives and the Group Credit Committee. Existing credit 

risk is reviewed periodically with lower quality exposures subject to 

greater intensity of supervision and management.

Credit Policy

The core values governing the provision of credit are contained in 

Group and Unit Credit Policies which are approved and reviewed 

by Group Risk Policy Committee and, where appropriate, by the 

Court of Directors.

The Unit Credit Policies define in greater detail the credit approach 

appropriate to the units concerned, taking account of the markets 

in which they operate and the products they provide. Procedures 

for the approval and monitoring of exceptions to policy are clearly 

set out in each document. In a number of cases these unit policies 

are supplemented by Sectoral Credit Policies. Lending caps are 

put in place when it is considered appropriate to limit exposure 

to certain sectors. An independent function (within Group Credit), 

Group Credit Review, reviews the quality and management of 

risk assets across the Group and reports to Group Risk Policy 

Committee on a quarterly basis.

Country/Bank Limits 

The Group is exposed to country risk predominantly through 

Global Markets’ counterparty exposures to banks and as a 

result of the increasing international focus of its specialist niche 

businesses. Country risk exposures are managed within a 

framework approved by the Court. Maximum exposure limits and 

maturity limits are approved annually by the Group Risk Policy 

Committee on the basis of external ratings supported by internal 

country risk models. 

Maximum limits on exposures to banks are approved annually by 

the Group Risk Policy Committee on the basis of an assessment  

of each bank’s creditworthiness. 

Rating Methodologies 

The use of credit rating models, which measure the degree of risk 

inherent in lending to specific counterparties, is central to Credit 

Risk Management within Bank of Ireland. The primary measures 

by which credits are assessed are probability of default (PD), 

exposure at default (EAD) and loss given default (LGD), which 

are complemented by expert judgment. Rating models are also 

used to guide effective risk pricing. During the past year, in line 

with preparations for Basel II, significant progress has been made 

to enhance and upgrade pre-existing loan rating and credit risk 

measurement systems to meet evolving developments. The Group 

has also reviewed the risk-adjusted returns of a number of key 

Group portfolios. 

Risk modelling is also applied at portfolio level in the Group’s credit 

businesses to guide economic capital allocation and strategic 

portfolio management. 

In addition to providing a solid basis for Basel II compliance, a 

key objective of these initiatives is to allow the Group to further 

integrate the advances in credit risk measurement into pricing for 

credit risk and advanced portfolio management. 

Statistical scoring techniques are used by the Group to assess the 

quality of consumer loans, both at the application stage and for 

ongoing portfolio management. The scoring system is continuously 

refined and validated to ensure that all new and existing lending 

meets predefined criteria, which ensures that the level of risk 

incurred is acceptable to the Group. 

Our rating system for larger transactions utilises financial and non-

financial information to determine the level of transaction risk and 

ensure that an appropriate level of return is earned. 

An Independent Control Unit validates risk rating models to ensure 

that they are compliant with Basel II requirements. This unit reports 

to the Risk Measurement Group which is a sub-committee of 

GRPC and is responsible for governing the measurement of credit 

risk and the implementation of risk measurement models across 

the Group.

Group Chief Executive’s Operating and Financial Review
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Impairment Provisions

With effect from 1 April 2005 the Group has adopted and applied 

impairment provisioning methodologies that are in compliance with 

International Financial Reporting Standards (IFRS). International 

Accounting Standard (IAS) 39 requires that an incurred loss 

approach be taken to impairment provisioning.

All credit exposures, either individually or collectively, are regularly 

reviewed for objective evidence of impairment; where such 

evidence of impairment exists, the exposure is measured for an 

impairment provision.

Specific provisions are created where there is a shortfall between 

the amount of the Group’s exposure and the likely recoverable 

amount. The recoverable amount is calculated by discounting the 

value of expected future cash flows by the exposure’s original 

effective interest rate.

Impairment provisions are also recognised for potential losses not 

specifically identified but which, experience and observable 

data indicate, are present in the portfolio at the date of assessment. 

These are described as Incurred but not Reported (IBNR) 

provisions. Statistical models are used to determine the 

appropriate level of IBNR provisions. These models are regularly 

reviewed, and revised where necessary.

All Units regularly review and confirm the appropriateness of  

their provisioning methodologies and the adequacy of their  

impairment provisions. 

Market Risk 

Market risk is the potential adverse change in Group income or the 

value of Group net worth arising from movements in interest rates, 

exchange rates or other market prices. Market risk arises from 

the structure of the balance sheet, the Group’s business mix and 

discretionary risk-taking. The Group recognises that the effective 

management of market risk is essential to the maintenance of 

stable earnings, the preservation of stockholder value and the 

achievement of the Group’s corporate objectives.

The Group’s exposure to market risk is governed by policy 

approved by the Court of Directors and the GRPC. This policy sets 

out the nature of risk which can be taken, the types of financial 

instruments which can be used to increase or reduce risk and the 

way in which risk is measured and controlled.

The Court approves an overall Value at Risk (VaR) limit, which is 

a quantification of the Group’s appetite for market risk (VaR is 

defined below). ALCO in turn approves VaR sub-limits for Bank 

of Ireland Global Markets (BoIGM) and Davy. These limits are set 

by principal risk type (interest rate, foreign exchange, equity and 

credit spread) and by currency. In addition, ALCO approves small 

risk limits for the retail business units which are solely intended to 

facilitate efficient hedging. Market risk limits are rigorously enforced 

and compliance is monitored by ALCO.

Trading Book

The Group’s Trading Book includes BoIGM’s mark-to-market 

interest rate and foreign exchange books as well as a small 

portfolio of positions in corporate credits and credit indices held  

for trading purposes. The Trading Book also includes positions 

arising from Davy’s market-making and broking activities in 

equities and debt securities. The Banking Book incorporates all 

other assets and liabilities.

In the year ended 31 March 2006, Trading Book risk arose 

predominately from positions in securities, interest rate futures, 

interest rate swaps, foreign exchange and, in Davy’s case, equities.

A VaR approach is used to measure and limit market risk in BoIGM 

and Davy. VaR provides an estimate of the potential mark-to-

market loss on a set of exposures over a specified time horizon at 

a defined level of statistical confidence. In the Group’s case, the 

horizon is 1 day and the confidence level is 97.5%. This implies 

that, on any given day, VaR provides an estimate of potential 

mark-to-market loss which has no more than a 2.5% probability 

of being exceeded.

VaR is measured using a variance-covariance matrix approach. 

Matrices are updated weekly using the Exponentially Weighted 

Moving Average (EWMA) methodology, which is widely employed 

in the industry. Management recognises that VaR is subject to 

certain inherent limitations. The past will not always be a reliable 

guide to the future and the statistical assumptions employed may 

understate the probability of very large market moves. For this 

reason, VaR limits are supplemented by a range of controls 

which include position limits and loss tolerances. In addition 

scenario-based stress testing is used to calculate the profit and 

loss impact of major market moves.

The Group uses a variety of ex-post tests to assess the reliability 

of its VaR modelling and these tests have been supportive of the 

methodology and techniques used.

The table below provides summary statistics for the level of 

Trading Book VaR in the year ended 31 March 2006 and in 

the preceding year. The aggregate Trading Book VaR is the 

(undiversified) simple summation of the figures for interest-rate, 

equity and credit-spread VaR.
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Trading Book VaR for years ended 31 March 2006 and

31 March 2005

 2005/2006 2004/2005

End Year Trading Book VaR €1.3m €1.1m

Average Trading Book VaR € 2.1m € 2.0m

Lowest Trading Book VaR €1.3m € 1.0m

Highest Trading Book VaR € 4.1m € 3.6m

Interest rate risk in BoIGM was the predominant source of Trading 

Book VaR in 2005/2006. The average VaR for this component 

of risk in the year ended 31 March 2006 was ¤1.4m and the 

corresponding figure for the previous year was ¤1.2m.

Banking Book

The Group’s Banking Book consists of its retail and corporate 

deposit and loan books, as well as BoIGM’s interbank money 

market books and its holdings of investment securities.

For risk measurement and control purposes, VaR is applied to 

BoIGM’s Banking Book risk. The Group’s corporate and retail 

businesses are required to hedge their interest-rate risk with 

BoIGM. Where customer risk is hedged on a portfolio (as opposed 

to on a transaction-by-transaction) basis, the business units 

concerned are assigned small limits to facilitate efficient hedging. 

In the case of these books, sensitivity analysis is used to measure 

and control interest rate risk. This involves calculating exposure 

in net present value (NPV) terms to a 1% parallel shift of the yield 

curve. This is supplemented by estimates of maturity mismatch 

exposure using a methodology which provides estimates of 

exposure to non-parallel shifts in the yield curve.

The Group’s Banking Book also includes its non interest-bearing 

free funds and assets held against these liabilities. Free funds 

consist principally of non interest-bearing current account liabilities, 

equity and reserves. It is Group policy to invest its free funds, net 

of non interest-bearing assets, in a portfolio of fixed-rate assets 

with an average life of 4 years and a maximum life of between 7 

and 8 years. This portfolio is continuously re-invested to maintain  

a 4-year average life.

All of the Group’s material Banking Book exposure is in euro, 

sterling and US Dollars. 

At end March 2006, a 1% parallel downward shift in the euro, 

sterling and US Dollar yield curves would have generated gains in 

NPV terms of ¤6.6m, ¤22.1m and ¤1.0m respectively.

The table in Note 33 to the Accounts (page 116) provides an 

indication of the re-pricing mismatch in the Non Trading Books at 

31 March 2006.

Derivatives

A derivative is a financial contract whose value is linked to 

movements in interest rates, exchange rates, equity or commodity 

prices or, more generally, to any objectively measured variable 

agreed between the parties. Derivative markets are an efficient 

mechanism for the transfer of risk. The Group uses derivatives 

to manage the market risks that arise naturally in its retail and 

wholesale banking activities. In addition, it transacts in derivatives 

with its business and corporate clients for the purpose of assisting 

these clients in managing their exposure to changes in interest 

and foreign-exchange rates. Finally, the Group takes discretionary 

trading risk in derivative markets (in addition to discretionary risk 

taken in money and securities markets).

The Group also uses credit derivatives, on a limited basis, within 

its Trading Book to take exposure to specific and general credit 

spread movements and in its Banking Book to provide default 

protection on specific credit exposures.

Further details can be found in Note 15 and an accounting policy is 

set out on page 74.

Policy

The Group’s participation in derivatives markets is subject to 

policy approved by the Court of Directors and, at a more detailed 

level, by the Group Risk Policy Committee. The Group makes a 

clear distinction between derivatives which must be transacted 

on a perfectly-hedged basis, deal by deal, and those whose risks 

can be managed within broader interest rate or foreign exchange 

books. Since these broader books can be structured to assume 

some degree of proprietary risk, derivative positions held within 

them will not necessarily be exactly hedged.

Market risk can only be assumed in clearly-defined categories 

of derivative which are traded in well established, liquid markets, 

supported by industry standard conventions and documentation 

and valued in accordance with generally accepted methods. 

Positions can only be taken in instruments which the business can 

settle, administer and value, and where the risks can be accurately 

measured and reflected within exposure against limits.

Bank of Ireland Global Markets (BoIGM) and Davy are the only 

Group businesses permitted to transact on the Group’s behalf in 

derivative markets.
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BoIGM is permitted to take risk in non-option derivatives, such 

as interest rate futures, bond futures, FRAs, interest rate swaps, 

credit derivatives, forward foreign exchange and currency swaps. 

In addition, it is permitted to take exposure in the most widely 

traded option markets, principally options on futures, caps, floors, 

swap options (swaptions) and conventional currency options.

Davy is permitted to use fixed-interest derivatives to manage the 

risks arising on its bond positions.

Transactions in other, more complex derivatives are almost 

entirely on a perfectly-matched, back-to-back basis. This 

category consists predominantly of equity index derivatives, used 

for the purposes of constructing retail savings products whose 

performance is linked to equity markets.

Collateral Agreements

BoIGM has executed Collateral Support Agreements (CSAs) with 

its principal interbank derivatives counterparties and, as a result, 

a very high proportion of its total interbank derivatives book is 

covered by CSAs. The purpose of a CSA is to limit the potential 

cost of replacing derivative contracts at market prices in the event 

of default by the original counterparty. Under the terms of a CSA, 

if the aggregate market value of a set of derivative contracts 

between the two parties exceeds an agreed threshold figure, 

the party which would be exposed to loss in the event of default 

receives a deposit of cash or eligible securities equal to the excess

aggregate value over the threshold. In BoIGM’s case, valuations 

are agreed and collateral is exchanged on a weekly basis.

It is a requirement of policy that BoIGM must be able to value all 

derivative contracts that are subject to a CSA or obtain valuations 

from independent third parties. This is to ensure that the correct 

collateral is exchanged and the CSA provides the appropriate 

measure of protection against loss.

Structural Foreign Exchange

Structural foreign exchange risk is defined as the Group’s 

non-trading net asset position in foreign currencies. Structural 

risk arises almost entirely from the Group’s net investments in 

its sterling-based subsidiaries. A structural open position in a 

particular currency can also be considered to be a measure of that 

part of the Group’s capital which is denominated in that currency. 

In considering the most appropriate structural foreign exchange 

position, the Group takes account of the currency composition of 

its risk-weighted assets and the desirability of maintaining a similar 

currency distribution of capital. Doing so will ensure that capital 

ratios are not excessively exposed to changes in exchange rates.

At 31 March 2006, the Group’s structural foreign exchange 

position was as follows: 

31 March 2006 31 March 2005

€m €m

GBP 3,373 2,908

USD 264 248

Total structural FX position 3,637 3,156

The positions indicate that a 10% depreciation in the value of the 

euro against all other currencies at 31 March 2006 would result in 

a gain taken to reserves of ¤363m (2005: ¤315m).

Liquidity Risk

Liquidity risk is the risk that a bank will experience difficulty 

in financing its assets and meeting its contractual payment 

obligations, or will only be able to do so at substantially above 

the prevailing market cost of funds. Liquidity distress is almost 

invariably associated with a severe deterioration in financial 

performance, but it can also result from unexpected adverse 

events or systemic difficulties.

The Group complies with a number of liquidity limits and minimum 

requirements set by policy and intended to maintain a prudent 

liability profile at all times. These include measures designed to 

ensure that the Group’s wholesale funding is diversified across 

instruments and markets and balanced in its maturity structure.

In addition, the Group measures the projected short-term cash 

flow mismatch arising from the refinancing of its existing wholesale 

book and potential net new funding. This measure of potential 

recourse to wholesale markets must be covered in part by 

holdings of liquid assets. 

The Group also complies with prudential liquidity requirements set 

by the Financial Regulator (FR) and, in respect of its UK operations, 

by the Financial Services Authority (FSA).

Operational Risk

The Basel Committee on Banking Supervision defines Operational 

Risk for regulatory and supervisory purposes as: “the risk of loss 

resulting from inadequate internal processes, people or systems 

or from external events.” 
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Operational Risk Governance

It is the responsibility of the Court to ensure that the assets 

of the Group are safeguarded and that attempted fraud or 

other irregularities is prevented or detected. To discharge this 

responsibility, the Court has approved a set of policies and 

controls that the GRPC oversees on its behalf.

These controls include the Group Operational Risk Committee 

(GORC), an Operational Risk Management Framework and the 

activities of the Group Operational Risk function.

 

Operational Risk Management Approach

The Group has established a formal approach to the management 

of Operational Risk in the form of the “Operational Risk 

Management Framework”. The objective of this framework is 

the identification, assessment, monitoring and management 

of operational risks which may impact the achievement of the 

Group’s business objectives.

The Operational Risk Management Framework is designed to meet 

the requirements of good Corporate Governance (e.g. Turnbull), 

Basel II Capital Requirements Directive (CRD) and the Bank for 

International Settlements (BIS) Sound Practices Guidance. 

It consists of: 

• Formulation and dissemination of the Group Operational 

Risk Policy

• The establishment of organisational structures for the 

oversight, monitoring and management of operational risk 

throughout the Group

• Embedding the Operational Risk Management Process in all 

business and support units throughout the Group

• Creating awareness throughout the Group of the need to 

manage operational risk and training of relevant staff in the 

Operational Risk Management Process

The Operational Risk Management Process 

The Operational Risk Management Process is in six-stages 

and provides a roadmap from the identification of threats to 

the achievement of business objectives, through the mitigating 

effect of controls, to action plans where weaknesses have been 

identified. It is designed to be iterative in nature to ensure it is 

continually updated and reflects the current risk profile of the Group.

The Operational Risk Management Process 

 

Operational Risk Reporting

At an Entity Level, monitoring of Operational Risk is primarily 

achieved through the drafting and presentation of two formal 

reports each year which must be completed by each reporting 

unit. The reporting consists of a number of elements including  

Risk Maps, Action Plans for the highest rated risks and a Loss 

Events register.

This reporting is supplemented by the submission of Monthly 

Operational Risk Scorecards by the business and support units. 

These scorecards are used to give an overview of progress against 

Action Plans, Key Risk Indicators and critical events. A programme 

to extend the scorecard whereby the units measure and report 

their performance against pre-defined limits for operational risk  

has been piloted successfully during the year.

The Group’s Operational Risk Management Framework, 

Operational Risk Policy and any incidents are subject to regular 

audit by Group Internal Audit. 

Regulatory Risk & Compliance 

Regulatory compliance risk arises from a failure to comply with 

the laws, regulations or codes applicable to the financial services 

industry in the jurisdictions within which the Group operates.  

Non-compliance has adverse reputation implications and may  

lead to fines, public reprimands, enforced suspension of 

operations or, in extreme cases, withdrawal of authorisation 

Group Chief Executive’s Operating and Financial Review

I - Identify key business objectives

II - Identify key processes and their enablers / dependencies

III - Identify key threats and key risk indicators

IV - Classify liklihood and severity of threat occurrence

V - Assess countermeasures

VI - Develop action plans
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to operate. The Group is subject to extensive supervisory and 

regulatory regimes principally in Ireland and the UK. Effective 

management of regulatory compliance risk is the primary 

responsibility of business management. This requires the conduct 

of business in accordance with applicable regulations and with an 

awareness of compliance risk.

The Group continues to upgrade its risks and compliance 

framework to manage these risks and the Group Regulatory Risk 

and Compliance function manages the Group’s risks associated 

with legal compliance, tax compliance, and compliance with  

anti-money laundering legislation, health and safety and 

environmental regulations.

This function reports to the Group Chief Risk Officer with oversight 

by the Group Regulatory Risk and Compliance Committee (sub 

committee of the Group Risk Policy Committee (GRPC)). The 

objective of the committee is to define and identify regulatory and 

compliance risks, devise and implement a framework for their 

management, report on their status, make recommendations and 

escalate to senior management as appropriate. The Committee 

also promotes awareness of regulatory and compliance risks 

throughout the Group. 

The Head of Regulatory Risk and Compliance is responsible 

for formulating and communicating the risk control framework 

for the management of regulatory and compliance risks and 

for monitoring the reporting framework to assist business 

management in discharging its responsibilities.

Capital Management

The objectives of Bank of Ireland Group’s capital management 

policy are to:

• Align capital management to the Group’s strategy.

• Meet the requirements of equity and debt investors.

• Achieve the optimal mix of capital to meet the Group’s 

regulatory requirements and rating ambitions.

• Manage capital in aggregate and at business level, ensuring 

that capital is only invested in businesses meeting or exceeding 

the Group’s hurdle rates of return.  

It is the Group’s policy to maintain a strong capital base, to seek 

to expand this where appropriate and to utilise it efficiently in 

the Group’s development as a diversified international financial 

services group. Long-term debt, undated capital notes, preferred 

securities and preference stock are raised in various currencies in 

order to align the composition of capital and risk weighted assets. 

Assets are weighted according to broad categories of notional 

risk, being assigned a risk weighting according to the amount of 

capital deemed to be necessary to support them. Four categories 

of risk weights (0%, 20%, 50%, 100%) are applied; for example 

cash and money market instruments have a zero risk weighting 

which means that no capital is required to support the holding 

of these assets. Property and equipment carries a 100% risk 

weighting. 

Capital Resources

The following table sets out the Group’s capital resources at 31 

March 2006 and 31 March 2005.

31 March 
2006

€m

31 March 
2005

€m

Stockholders’ funds 

Equity (including other equity reserves) 5,263 4,212

Non-cumulative preference stock 65 65

Minority interests 45 135

Undated capital notes 2,880 1,980

Dated capital notes 3,613 2,106

Total capital resources 11,866 8,498

In the year ended 31 March 2006 total Group Capital Resources 

increased by ¤3,368 million to ¤11,866 million following retentions 

of ¤824 million, the issue of non-cumulative perpetual preferred 

securities to raise ¤945 million (US$800 million and US$400 

million) and the issue of ¤1,443 million of dated subordinated 

capital (¤600 million, C$400 million and stg£400 million), 

increased revaluation reserves – property of ¤187 million, 

translation differences of ¤(19) million (¤(17) million in respect of 

stockholder funds) and other miscellaneous movements of ¤(12) 

million net. The increase in equity primarily reflects retentions and 

the increased revaluation reserves – property. The ¤73 million 

previously included under minority interests – non-equity is now 

included under undated capital notes. 

As at 31 March 2006, Bank of Ireland Group had ¤2,880 million of 

Undated Loan Capital and ¤3,613 million of Dated Loan Capital,  

a total of ¤6,493 million in aggregate of subordinated liabilities.  

Of the Dated Loan Capital ¤2,815 million is repayable in five or 

more years. The cost and availability of subordinated debt are 
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influenced by credit ratings. A reduction in the ratings assigned to 

the Group’s securities could increase financing costs and reduce 

market access. The credit ratings of Bank of Ireland Group at 30 

May 2006 are as follows:

Senior Debt

Moodys  Aa3
Standard & Poors  A+
Fitch    AA-

Depending on the degree of subordination the ratings assigned 

to Loan Capital may be one or more notches below the level for 

senior debt. These credit ratings are not a recommendation to 

buy, hold or sell any security and each rating should be evaluated 

independently of every other rating. These ratings are based on 

current information furnished to the rating agencies by Bank of 

Ireland and information obtained by the rating agencies from other 

sources. The ratings are accurate only as of 30 May 2006.

Capital Adequacy Requirements

Bank of Ireland Group’s capital resources policy has been 

developed within the supervisory requirements of the Financial 

Regulator, which applies a risk-asset ratio as the measure of 

capital adequacy, and with reference to guidelines issued in 1988 

by the Basel Committee and capital adequacy requirements set 

by the European Union. 
   

The basic instrument of capital monitoring is the risk-asset ratio 

as developed by the Basel Committee. This ratio derives from 

a consideration of capital as a cover for the credit and market 

risks inherent in Group assets. Capital is defined by reference to 

the European Union Own Funds Directive (“OFD”) and Capital 

Adequacy Directive (“CAD”), and is divided into “Tier 1” capital 

consisting largely of stockholders’ equity, “Tier 2” capital including 

general provisions and debt capital instruments, and “Tier 3” 

capital including short-term subordinated loan capital and net 

trading book profits. Assets (both on- and off-balance sheet) are 

weighted to allow for relative risk according to rules derived from 

the European Union Solvency Ratio Directive.

The target standard risk-asset ratio set by the Basel Committee 

is 8%, of which the Tier 1 element must be at least 4%. The 

minimum risk-asset ratio is set by the Financial Regulator and 

satisfies capital adequacy requirements of the EU, which took 

effect on 1 January 1993. 

Capital Adequacy Data

In the year to 31 March 2006 the Tier 1 Capital Ratio decreased 

from 7.9% to 7.5%, which compares favourably to the Group’s 

internal target of 6.5% to 7% reflecting pre-funding of the 

Group’s capital needs at favourable levels. The Total Capital Ratio 

increased from 10.9% to 11.4% compared to the internal target 

range of 10.0% to 10.5%, which also reflected pre-funding. 

These changes in the Tier 1 ratio largely arose from retained 

earnings and the issue of non-cumulative perpetual preferred 

securities offset by risk-weighted asset growth and goodwill 

associated with the acquisition of Guggenheim Alternative  

Asset Management. 

Tier 1 funds increased by ¤1,314 million with the main reasons for 

the change being retained earnings (¤824 million), incorporating 

the gain on the sale of the Bristol & West branch network together 

with the issue of preferred securities (¤966 million – an element 

of the issues (¤130 million) will qualify as Tier 1 when the total 

quantum of Tier 1 increases). Offsetting this was goodwill/

intangible assets concerning the acquisition of Guggenheim 

Alternative Asset Management (now Guggenheim Advisors) and of 

additional Iridian Asset Management holdings (¤(174) million) with 

other items having a net ¤(172) million negative impact. 
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