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ULSTER BANK LIMITED

REPORT OF THE DIRECTORS

The directors of Ulster Bank Limited ("the Bank") present their report, together with audited financial statemenis of the
Bank and its subsidiaries (together "the Group”) for the year ended 31 December 2012. The financial statements are
prepared in accordance with International Financial Reporting Standards (IFRS), as adopted by the European Union
(EU).

ACTIVITIES AND BUSINESS REVIEW
Principal activities

The Group's principal operating entitiss are leading retail and commaercial banks in Northem Ireland and the Republic
of Ireland, operating under the Ulster Bank brand. The Group provides a comprehensive range of financial services
through both its Retail Banking division, which provides loan and deposit products through a network of branches and
direct channels, and its Corporate Banking division, which provides services to business and corporate customers.

Business review

The Group's performance continues to be impacted by difficult economic conditions in the markets in which it operates
(particularly in the Republic of Ireland) and a challenging macroeconomic environment, including continued uncertainty
ariging from concerns regarding the future economic outlock for the Eurozone. The Group's financial performance
reflects this with charges for bad and non performing loans continuing to have a significant negative impact, although to
a lesser extent than in previous years. The market for deposits remains competitive and margins continue to be
constrained, however the Group has, nonetheless, significantly increased customer deposits in the year to 31
December 2012.

The directors continue to implement a strategy to strengthen its underlying business, support its customers and return
the Group to sustainable profitability. In its ambition to become the compelling choice for banking on the island of
Ireland, the Group has continued to implement a number of actions to simplify its operating model, to better serve its
customers, reduce operating costs across the Group and continue to build .on commitments made fo its customers
through its ‘Helpful Banking' campaign.

In June 2012 a significant number of the Group's customers were impacted by The Royal Bank of Scotland Group plc
(“RBS Group") technology Incident affecting the Bank’s transaction batch processing. Throughout the incident the
Bank took action to help customers experiencing difficulty by opening branches for longer and increasing the number of
staff in locally based call centres. Thereafter the Bank focused on honouring its commitment to put impacted
customers back to the position they would have been in had the incident not occurred. Staff, customer redress and
other costs associated with the incident amounted to £84m.

Financial performance
The Group's financial petformance is presented in the Consolidated Income Statement on page 8.

Net interest income decreased by 17% due to the impact of higher fundmg costs coupled with a reduction in the loan
book and an increase in non-performing loans.

Non-interest income decreased from £446m to £260m, primarily due fo the 2011 gain on the buy-back of certain
externally issued mortgage securitisation bonds at a discount to par.

Operating expenses increased by 10% on prior year as underlying cost savings were negated by costs of £84m
associated with the RBS Group technology incident.

Impairment losses have decreased from £3,718m to £2,340m but remain at a heightened level due to ongoing
challenging economic conditions.

At the year end the total assets of the Group were £44,695m (2011: £48,345m).
Risk management

The Group's future performance and resuits could be materially different from expected results depending on the
outcome of certain potential risks and uncertainties.

The major risks associated with the Group's businesses are credit, liquidity, market, regulatory, reputational,
operational, conduct and sovereign risk. The Group has established a comprehensive framework for managing these
risks, which is continually evolving as the Group's business activities change in response to market, credit, product,
regulatory and other developments. The Group is also exposed to risks from its defined benefit pension schemes. The
Group's policies for managing each of these risks and its exposure thereto are detailed in Note 23 to the financial
statements.
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ULSTER BANK LIMITED

REPORT OF THE DIRECTORS (continued)

Accounting policies
The reported results of the Group are sensitive to the accounting policies, assumptions and estimates that underlie the

preparation of its financial statements. Details of the Group’s critical accounting policies and key sources of accounting
judgements are included in the Accounting policies on pages 21 to 23.

Cutlook
The directors acknowledge the challenges of the external market and customer environment. They consider the Group
and the Bank to be in a stable financial position and confirm that it has adequate resources, with ongoing support from

RBS Group, to continue in business for the foreseeable future. Accordingly they continue to adopt the going concern
basis in preparing the financial statements.

Share capital
Details of share capital can be found in Note 20 to the financial statements.
Directors and secretaries

The names of the current members of the Board of Directors are shown on page 1 and brief biographical details are
shown on pages 88 to 89. From 1 January 2012 to date the following changes have taken place:

Appointed Resigned
Directors
S Bell 23 March 2012
D O'Shea 12 November 2012
R Ryan 26 January 2012
C McManus 17 August 2012
Deputy Secretary
E Dignam 1 January 2012

In accordance with the Articles of Association, the directors are not required to retire by rotation.

Directors’ indemnities

In terms of Section 236 of the Companies.Act 2008, nine diractors have been granted Qualifying Third Party Indemnity.
Provisions by the RBS Group.

Staff involvement

The Group values the input of its employees and actively seeks opportunities to engage with staff at all levels. The
annual survey of employee opinions known as Your Feedback provides valuable data to decision makers across the
Group in support of improving employee engagement and satisfaction.

Employees across the Group continued to give generously, both financially and through volunteering, to many
community and other worthy causes. Such giving is encouraged by the Group through its use of matched funding and
staff charity funds which support worthy causes at local, national and international level.

The Group is represented on the European Employee Communication Council which facilitates dialogue amongst
employee representatives in the European Economic Area.

Employment of disabled persons

The Group’s policy is that disabled persons are considered for employment and subsequent training, career
development and prometion based on merit. If members of staff become disabled, it is the Group’s policy, wherever
possible, to retain them in their existing jobs or to re-deploy them in suitable alternative duties.

Diversity

The attainment of an effective equal opportunities policy is a natural and integral part of good management practice.
Key elements of policy are an intention to develop and treat people fairly and create an environment within which staff
can develop to their full potential. [t is the Group's policy to comply with the relevant provisions of legislation and have
regard to Codes of Practice affecting employment practices. Through the Managing Diversity Programme, the Group
aims to value and engage individual difference and maximise inclusion to create a positive experience for its people
and customers.
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ULSTER BANK LIMITED
REPORT OF THE DIRECTORS (continued)
Diversity (continued)

The Group’s commitment to diversity underpins its desire to be the financial services provider of choice for customers
and to be the employer of choice. The Group will recruit, retain, develop and promote people based solely on merit
regardless of their gender, disability, political opinion, race, religious belief or any other characteristics.

Safety, health and wellbeing

The Group recognises that people are key to the success of its business. The Group's vision is for its employees, peers
and communities to recognise that the Group's pride and performance in safety, health and wellbeing adds value to
them and to the Group's business. Industry leading expertise, innovative tools, products and services and a practical
approach to implementation are combined to ensure improved performance continues to be delivered.

During 2012, the Group continued to focus on compliance, governance and managing risk across both jurisdictions in
which it operates. Opportunities to improve the efficiency and effectiveness of safety, health and wellbeing
management policies and services were monitored and, where relevant, implemented.

Policy and practice on payment of creditors

The Group is committed to maintaining a normal commercial refationship with its suppliers. Consequently, it is the
Group's policy to negotiate and agree terms and conditions with its suppliers, which includes the giving of an
undertaking to pay suppliers within 30 days of receipt of a correctly prepared invoice submitted in accordance with the
terms of the contract or such other payment period as may be agreed.

RBS Group Payables manages the creditors payments process on behalf of various RBS Group entities, including
Ulster Bank Group. At 31 December the amount owed to trade creditors by the RBS Group, expressed as a proportion
of the amounts invaiced by suppliers during the year then ended, was 25 days {2011: 27 days).

Charitable contributions

During the year the Group made charitable and community investment donations in the United Kingdom and the
Republic of Ireland totalling £662,982 {2011: £1,264,983).

Political donations
During the year the Group made no political donations in the UK or the EU {2011: £nil).
Going concern

The Group's business activities, together with the factors likely to affect its future development, performance and
position, including potential risks and uncertainties, are set out In the Business review on pages 2 and 3.

The financial position of the Group, its cash flows, liquidity position, capital and funding sources are set out in the
financial statements. Notes 23 and 24 to the financial statements include the Group's objectives, policies and
processes for managing its capital; its financial risk management objectives; details of its financial instruments and
hedging activities; and its exposures to market, credit and liquidity risks.

The Group is part of the RBS Group and receives ongoing capital, funding and liquidity resources which, coupled with
other sources of funding and liquidity, enable the Group to meet its obligations as they fall due. Other sources of
funding and liquidity include retail, wholesale and central bank liquidity facilities.

The directors are satistied that the Group will continue to receive support from the RBS Group by way of capital,
funding and liquidity facilities. After considering the Group’s financial cutlook and related funding and capital needs, the
directors have a reasonable expectation that the Group has adequate resources to continue in operational existence
for the foreseeabla future. Accordingly, they continue to adopt the going concemn basis in preparing the financial
statements.

Investments in Group undertakings

The investments in Group undertakings are shown in Note 12. Al of these companies are included in the Group's
consolidated financial statements and all have an accounting reference date of 31 December.

Dividends

The directors do not recommend the payment of a dividend on ordinary shares (2011: £nil).
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ULSTER BANK LIMITED
REPORT OF THE DIRECTORS (continued)

Post balance sheet evenis

There have been no significant events between the year end and the date of approval of the financial statements which
would require a change or additional disclosure or amendment in the financial statements.

Directors’ disclosure to auditors
Each of the directors at the date of approval of this report confirms that:

(a) in so far as the director is aware, there is no relevant audit information of which the Bank's auditors are
unaware; and

(b} the director has taken all steps he/she ought to have taken as a director in order to make himself/herself
aware of any relevant audit information and to establish that the Bank's auditors are aware of that
information.

This confirmation is given and should be interpreted in accordance with the provisions of Section 418 of the Companies
Act 20086,

Auditors
The auditors Deloitte & Touche have indicated their willingness to continue in office as auditors.

By order of the Board:

Robert Bergin

Secretary

11-16 Donegall Square East
Belfast

BT1 5UB

22 February 2013
Ulster Bank Limited is registered in Northern Ireland No. R0000733
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ULSTER BANK LIMITED
STATEMENT OF DIRECTORS' RESPONSIBILITIES

The directors are responsible for preparing the financial statements in accordance with applicable laws and regulation.
Company law requires the directors to prepare financial statements for each financial year. Under that law the directors
have elected to prepare Group and Bank financial statements in accordance with IFBS as adopted by the EU. Under
company law the directors must not approve the financial statements unless they are satisfied that they give a true and
fair view of the state of affairs of the Group and Bank and of the profit or loss for that period. in preparlng these financial
statements the directors are required to:

*  properly select and apply accounting policies;

+ present information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information;

. provide additional disclosures when compliance with the specific requirements in [FRS are insufficient to enable
users to understand the impact of particular transacticns, other events and conditions on the entity’s financial
position and financial performance; and

+  make an assessment of the Group and Bank's ability to continue as a going concern.

The directors are responsible for keeping adequate accounting records that are sufficient o show and explain the
Group and Bank's transactions and disclose with reasonable accuracy at any time the financial position of the Group
and Bank and enable them to ensure that the financial statements comply with the Companies Act 2006. They are
responsible for safequarding the assets of the Group and Bank and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

The directors confirm that these financial statements comply with the aforementioned requirements.

By order of the Board:

Robert Bergin
Secretary
11-16 Donegall Square East
Belfast

BT1 5UB

22 February 2013
Ulster Bank Limited is registered in Northern Ireland No. R0000733
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ULSTER BANK LIMITED
INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF ULSTER BANK LIMITED

We have audited the financial statements of Uister Bank Limited for the year ended 31 December 2012 which comprise
the Consolidated Income Statement, the Consolidated Statement of Comprehensive Income, the Group and Bank
Balance Sheets, the Group and Bank Statements of Changes in Equity, the Group and Bank Cash Flow Statements,
the accounting policies and the related notes 1 to 33. The financial reporting framework that has been applied in their
preparation is applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European
Union and, as regards the parent company financial statements, as applied in accordance with the provisions of the
Companies Act 2006,

This report is made solely to the company’'s members, as a body, in accordance with Chapter 3 of Part 18 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the company's members those
matters we are required to state to them In an auditor's report and for no other purpose. To the fullest extent permitted
by law, we do not accept or assume responsibility to anyone other than the company and the company’s members as a
body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

As explained more fully in the Statement of Directors’ Responsibilities, the directors are responsible for the preparation
of the financial statements and for being satisfied that they give a true and fair view. Qur responsibility is to audit and
express an opinion on the financial statements in accordance with applicable law and International Standards on
Auditing (UK and lreland). Those standards reqmre us to comply with the Auditing Practices Board's Ethical Standards
for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or
error. This includes an assessment of: whether the accounting policies are appropriate to the Group’s and the Bank's
circumstances and have been consistently applied and adequately disclosed; the reasonableness of significant
accounting estimates made by the directors; and the overall presentation of the financial statements. In addition, we
read all the financial and non-financial information in the annual report to identify material inconsistencies with the
audited financial statements. If we become aware of any apparent material misstatements or inconsistencies we
consider the implications for our report.

Opinion on financial statemenis
In our opinion:
+ the financial statements give a true and fair view of the state of the Group's and of the Bank's affairs as- at 31
December 2012 and of the Group's loss for the year then ended;
+ the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the
European Union;
+ the Bank’s financial statements have been properly prepared in accordance with IFRSs as adopted by the
European Union and as applied in accordance with the provisions of the Companies Act 2006; and
¢ the financial statements have been prepared in accordance with the requirements of the Companies Act
2006.

Opinion on other matter prescribed by the Companies Act 2006 *
In our opinion the information given in_the Report of the Directors for the financial year for which the financial
statements are prepared is consistent with the financial statements.

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us o report 10-
you if, in our opinion:

s adequate accounting records have not been kept by the Bank, or returns adequate for our audit have not been

. received from branches not visited by us; or

+ the Bank’s financial statements are not in agreement with the accounting records and returns; or

e certain disclosures of directors’ remuneration specified by law are not made; or

* we have not received all the information and explanations we require for our audit.

a4

Martin Reilly  (Senior Statutory Auditor)
for and on behalf of Deloitte & Touche
Chartered Accountants and Statutory Audit Firm

Dublin
jZ/February 2013

3% Ulster Bank




ULSTER BANK LIMITED

CONSOLIDATED INCOME STATEMENT for the year ended 31 Decembef 2012

Group
2012 2011
Note £m £m
Interest receivable 1,194 1,478
Interest payable (499) (638)
Net interest income 1 695 840
Fees and commission receivable 156 145
Fees and commission payable (9) (6)
Income from trading activities 94 42
Other operating income 19 265
Non-interest income 2 260 446
Total income 955 1,286
Operating expenses 3 (706) (640)
Operating profit before impairment losses 249 646
Impairment loss on loans and advances 9 (2,340) (3,718)
Operating loss before tax (2,091) (3,072)
Tax (charge)/credit 6 (114) 260
Loss for the year (2,205) (2,812)
Profit/(loss) attributable to:
Non-controlling interests - 8
Ordinary shareholders (2,205) (2,820)
(2,205) (2,812)

The accompanying accounting policies on pages 13 to 25 and the notes on pages 26 to 87 form an integral part of
these financial statements.

A
prove
L]

The financial statements were a| d by the BO}LﬁfDirectors on 22 February 20}3 and signed on its behalf by:
Py

-~ . \ 2
y /

Stephen Bell ™
Group Chief Executive Chief Risk Officer

Sean Dorgan James Brown

Chairman

Ulster Bank Limited is registered in Northern Ireland No. R0000733
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ULSTER BANK LIMITED _
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME for the year ended 31 December 2012

Group
2012 2011
£m £m
Loss for the year (2,205) (2,812)
Other comprehensive {losses)/income:
Fair value gains on available-for-sale financial assets - 2
Exchange differences on translation of foreign operations (146) (241)
Actuarial losses on defined benefit plans and cther movements - {10)
Other comprehensive loss before tax (146) {249)
Tax relating to components of other comprehensive losses - (1
Other comprehensive loss after tax (146) {250)
Total comprehensive loss for the year (2,351) (3,062)
Attributable to:
Non-controlling interests (13) {7)
Ordinary shareholders (2,338) (3,055)
(2,351) (3,062)

The accompanying accounting policies on pages 13 to 25 and the notes on pages 26 to 87 form an integral part of
these financial statements.
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ULSTER BANK LIMITED

BALANCE SHEETS as at 31 December 2012

Group Bank
2012 2011 2012 2011

Note £m £m £m £m
Assets
Cash and balances at central banks 8 725 749 545 522
Loans and advances to banks 8 8,190 7,331 7,054 6,757
Loans and advances to customers 8 34,406 38,945 6,020 6,453
Debt securities : 8,10 26 98 26 71
Equity shares 8,11 7 5 - -
Investments in Group undertakings 8,12 - - 2,544 3,488
Derivatives 8,15 724 997 37 87
Property, plant and equipment 8,14 341 349 64 81
Prepayments, accrued income and other assets 8,16 123 155 87 149
Retirement benefit assets 4.8 82 31 55 23
Deferred taxation 8,18 71 285 2 1
Total assets 44,695 48,945 16,434 17,632
Liabilities
Deposits by banks 8 7,895 12,830 4,540 4,365
Customer accounts 8 23,070 22,348 7,154 7,487
Debt securities in issue 8 3,254 3,530 2 38
Derivatives 8,15 992 1,352 78 84
Accruals, deferred income and other liabilities 8,17 910 871 668 639
Deferred taxation 8,18 23 18 20 15
Subordinated liabilities 8,19 1,157 1,183 939 961
Total liabilities 37,301 42,132 13,401 13,589
Equity
Non-controlling interests 500 512 - -
Shareholders’ equity:
Called up share capital 20 1,505 1,505 1,505 1,505
Reserves 5,389 4,796 1,528 2,538
Total equity 8 7,394 6,813 3,033 4,043
Total liabilities and equity : 44,695 48,945 16,434 17,632

The accompanying accounting policies on pages 13 to 25 and the notes on pages 26 to 87 form an integral part of
these financial statements.

The financial statements were approveg by the Board OWS on 22 February ig-ﬂ d,

i e
Sean Dorgan ~/ James Brown Stephen Bell /

Chairman Group Chief Executive Chief Risk Officer

Ulster Bank Limited is registered in Northern Ireland No. R0000733
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ULSTER BANK LIMITED

STATEMENTS OF CHANGES IN EQUITY for the year ended 31 December 2012

Group Bank
2012 2011 2012 2011
£m £m £m £m

Called up share capital _
At 1 January and 31 December 1,505 1,505 1,505 1,505
Share premium account
At 1 January and 31 December 907 907 207 907
Available-for-sale reserve
At 1 January - {1) - (5}
Unrealised gains/{losses) in the year 1 {2) 1 1
Realised losses in the year (1) - - -
Exchange gains in the year . - 4 - 5
Taxation ) - {1) (1) (1)
At 31 December - - - -
Foreign exchange reserve
At 1 January (36) 190 (260) {260)
Retranslation of net assets (133) (226) - -
At 31 December (169} (36) (260) {260)
Retained earnings
At 1 January (6,6561) (3,821) (8,685)  (4,684)
Actuarial losses on defined benefit plans and other movements - (10 - (2)
Loss attributable to ordinary shareholders (2,205) (2,820) (3,941)  (3,999)
At 31 December (8,856) (6,651) (12,626)  (8,685)
Capital contribution
At 1 January - 10,576 5,918 10,576 5,918
Capital contribution 2,931 4,658 2,931 4,658
At 31 December 13,507 10,576 13,507 10,576
Shareholders’ equity at 31 December 6,894 6,301 3,033 4,043
Non-controlling interests
At 1 January 512 558 - -
Increase/(decrease) in loan classed as equity 1 (39) - -
Currency translation and other adjustments (13) (15) - -
Gain attributable to non-controlling interests - 8 - -
At 31 Decermnber 500 512 - -
Total equity at 31 December 7,394 6,813 3,033 4,043

Total comprehensive loss recognised in the Statement of Changes in Equity is attributable as follows:

Non-controfling interests C(13) W) - -
Ordinary shareholders (2,338) {3,055) (3,941) {3,997)
(2,351) (3,062) (3,941)  (3,997)

The accompanying accounting policies on pages 13 to 25 and the notes on pages 26 to 87 form an integral part of
these financial statements.
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ULSTER BANK LIMITED

CASH FLOW STATEMENTS for the year ended 31 December 2012

Group Bank
2012 2011 2012 2011

Note £m £m £m £m
Operating activities
Operating loss before tax {2,091) (3,072) (4,032) (4,165)
Adjustments for:
Depreciation, amortisation and impairment 43 30 17 10
Interest on subordinated liabilities 27 34 13 19°
Charge for defined benefit pension schemes 26 27 7 6
Cash contribution to defined benefit pension schemes (77) (75) (40) (39)
Loan impairment provisions net of recoveries 2,128 3,544 256 737
Impairment of investments in Group undertakings - - 3,663 3,518
Elimination of foreign exchange differences (194) (411) (9 (7}
Other non—cash items (244) (295) (33) {51)
Net cash flows from trading activities 26 {382) (218) (158) 28
Changes in operating assets and liabilities {1,764) (3,228) 211 (2,076)
Net cash flows from operating activities before tax (2,146) (3,446) 53 (2,048)
Income taxes received 124 182 155 137
Net cash flows from operating activities 26 (2,022) {3,2864) 208 (1,911)
Investing activities
Sale and maturity of securities 73 281 47 128
Purchase of equity shares {2) (3) - -
Sale of equity shares - 1 - -
Purchase of property, plant and equipment (11) (60) {2) (1)
Sale of property, plant and equipment 3 8 2 -
Investment in subsidiary undertakings - - (2,730) (4.068)
Net cash flows from investing activities 63 227 (2,683) (3,941)
Financing activities
Capital contribution 2,931 4,658 2,931 4,658
Interest on subordinated liabilities {27) (34) {13) (19)
Net cash flows from financing activities 2904 4624 2,918 4,639
Effect of exchange rate changes on cash and cash equivalents (117) (70) 2) -
Net increase/(decrease) in cash and cash equivalents 828 1,517 41  (1,213)
Cash and cash equivalents 1 January 29 5,697 4,180 2,963 4,176
Cash and cash equivalents 31 December 29 6,525 5,697 3,404 2,963

The accompanying accounting policies on pages 13 to 25 and the notes on pages 26 to 87 form an integral part of

these financial statements.
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ULSTER BANK LIMITED
ACCOUNTING POLICIES
1. Presentation of financial statements

The consoclidated financial statements are prepared on a going concern basls and in accordance with IFRS issued by
the International Accounting Standards Board (IASB), and interpretations issued by the International Financial
Reporting Interpretations Committee of the IASB as adopted by the EU. The Group and Bank'’s financial statements are
presented in accordance with the Companies Act 2006.

The Bank is incorporated and registered in Northern Ireland. The Group and Bank’s financial statements are prepared
on the historical cost basis except that the following assets and liabilities are stated at their fair value: derivative
financial instruments, held-for-trading financial assets and financial liabilities, financial assets and financial liabilities
that are designated at fair value through profit or loss, available-for-sale financial assets and investment property.
Recognised financial assets and financial liabilities in fair value hedges are adjusted for changes In fair value in respect
of the risk that is hedged.

2. Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Bank (Ulster Bank Limited) and
entities {including certain special purpose enfities) that are controlled by the Bank (its subsidiaries). Control exists
where the Group has the power to govern the financial and cperating policies of the entity so as to obtain benefit from
its activities; generally conferred by holding a majority of voting rights.

On acquisition of a subsidiary, its identifiable assets, liabilities and contingent liabilities are included in the consolidated
financial statements at their fair value. Any excess.of the cost ({the fair value of assets given, liabilities incurred or
assumed and equity instruments issued by the Group plus any directly attributable costs) of an acquisition over the fair
value of the net assets acquired is recognised as goodwill. The interest of non-controlling shareholders is stated at their
share of the fair value of the subsidiary’s net assets.

The results of subsidiaries acquired are included in the consoclidated income staternent from the date control passes
until the Group ceases to control them through a sale or significant change in circumstances. Changes in interest that
do not result in a loss of control are recognised in equity. Total comprehensive income of subsidiaries is attributed to
the owners of the Group and to the non-controlling interests even if this results in the non-controlling interests having a
deficit balance.

All intra-group balances, transactions, income and expenses are eliminated on consolidation. The consolidated
financial statements are prepared using uniform accounting policies.

3. Revenue recognition

Interest income on financial assets that are classified as loans and receivables, available-for-sale or held-to-maturity
and interest expense on financial liabilities other than those at fair value through profit or loss is determined using the
effective interest method. The effective interest method is a method of calculating the amortised cost of a financial
asset or financial liability {or group of financial assets or liabilities) and of allocating the interest income or interest
expense over the expected life of the asset or liability. The effective interest rate is the rate that exactly discounts
estimated future cash flows to the instrument's initial carrying amount. Calculation of the effective interest rate takes
into account fees payable or receivable, that are an integral part of the instrument’s yield, premiums or discounts on
acquisition or issue, early redemption fees and transaction costs. All contractual terms of a financial instrument are
considered when estimating future cash flows.

Financial assets and financial liabilities held-for-trading or designated as at fair value through profit or loss are recorded
at fair value. Ghanges in fair value are recognised through profit or loss together with dividends and interest receivable
and payable.

Commitment and utilisation fees are determined as a percentage of the outstanding facility. If it Is unlikely that a
specific lending arrangement will be entered into, such fees are taken through profit or loss over the life of the facility
otherwise they are deferred and included in the effective interest rate on the advance.

13
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ULSTER BANK LIMITED
ACCOUNTING POLICIES (continued)

3. Revenue recognition {(continued)

Fees in respect of services are recognised as the right to consideration accrues through the provision of the service io
the customer. The arrangements are generally contractual and the cost of providing the service is incurred as the
service is rendered. The price is usually fixed and always determinable. The application of this policy o significant fee
types is outlined below.

Payment services: this income comprises income received for payment services including cheques cashed and direct
debits. These are generally charged on a per transaction basis. The income is earned when the payment or transaction
occurs. Charges for payment services are usually debited to the customer's account, monthly or quarterly in arrears.
Income is accrued at period end for services provided but not charged.

Card related services: fees from credit card business include:

+ Commission received from retailers for processing credit and debit card transactions: income is accrued to the
income statement as the service is performed;

* Interchange received: as issuer, the Group receives a fee (interchange) each time a cardholder purchases goods
and services. The Group also receives interchange fees from other card issuers for providing cash advances
through its branch and automated teller machine networks. These fees are accrued once the transaction has taken
place; and

* Annual fees payable by credit card holders: these are deferred and taken to profit or loss over the period of the
service i.e. 12 months.

Insurance brokerage: this is made up of fees and commissions received from the agency sale of insurance.
Cormnmission on the sale of an insurance contract is earned at the inception of the policy as the insurance has been
arranged and placed. However, provision is made where commission is refundable in the event of policy cancellation in
line with estimated cancellations.

Investment management fees: fees charged for managing investments are recognised as revenue as the services are
provided. Incremental costs that are directly attributable to securing an investment management contract are deferred
and charged as an expense as the related revenue is recognised.

Fees and commissions payable: Fees and commissions are payable in respect of services provided by third party
. intermediaries. These are charged through profit or loss over the life of the underlying product.

4. Pensions and other post-retirement benefits
The Group provides post-retirement benefits in the form of pensions to eligible employees.

For defined benefit schemes, scheme liabilities are measured on an actuarial basis using the projected unit credit
method and discounted at a rate that reflects the current rate of return on a high quality corporate bond of equivalent
term and currency to the scheme liabilities. Scheme assets are measured at their fair value. Cumulative actuarial gains
or losses that exceed 10 percent of the greater of the assets or the obligations of the scheme are amortised to the
statement of comprehensive income over the expected average remaining lives of participating employees. Past
service costs are recognised immediately to the extent that benefits have vested; otherwise they are amortised over the
period until the benefits become vested.

Any surplus or deficit of scheme assets over liabilities adjusted for unrecognised actuarial gains and losses and past
service costs is recognised in the balance sheet as an asset (surplus) or liability (deficit).

Contributions to defined contribution pension schemes are recognised in the income statement when payable.
5. Intangible assets and goodwill

Intangible assets that are acquired by the Group are staled at cost less accumulated amortisation and accumulated
Impairment losses. The intangible assets of the Group and Bank are fully impaired.
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ACCOUNTING POLICIES (continued)
6. Property, plant and equipment

ltems of property, plant and equipment (except investment properties — see accounting policy 8) are stated at cost less
accumulated deprematlon (see below) and accumulated impairment losses. Where an item of property, plant and
equipment comprises major components having different useful lives, they are accounted for separately.

-Depreciaﬂon is charged to profit or loss on a straight-line basis so as to write off the depreciable amount of property,
plant and equipment (including assets owned and let on operating leases) over their estimated useful lives. The
depreciable amount is the cost of an asset less its residual value. Land is not depreciated. Estimated useful lives are
as follows:

Freehold and long leasehold buildings 50 years

Short leaseholds unexpired period of the lease
Property adaptation costs 1010 15 years

Computer equipment up to 5 years

Other equipment 4 to 15 years

The residual value and useful life of property, plant and equipment are reviewed at each balance sheet date and
updated for any changes.

7. Impairment of property, plant and equipment

At each reporiing date, the Group assesses whether there Is any Indication that the value of its property, plant and
equipment is impaired. If any such indication exists, the Group estimates the recoverable amount of the asset and the
impairment loss, if any. If an asset does not generate cash flows that are independent from those of other assets or
groups of assets, the recoverable amount is determined for the cash-generating unit to which the asset belongs. The
recoverable amount of an asset is the higher of its fair value less cost to sell and its value in use. Value in use is the
present value of future cash flows from the asset or cash-generating unit discounted at a rate that reflects market
interest rates adjusted for risks specific to the asset or cash-generating unit that have not been reflected in the
estimation of future cash flows. If the recoverable amount of a tangible asset is less than its carrying value, an
impairment loss Is recognised Immediately in profit or loss and the carrying value of the asset reduced by the amount
of the Ioss. A reversal of an impairment loss on property, plant and equipment is recognised as it arises provided the
increased carrying value does not exceed that which it would have been had no impairment loss been recognised.

8. Investment properties

Investment property, which is property held to earn rentals and/or for capital appreciation {including property under
construction for such purposes), is measured initially at its cost, including transaction costs. Subseqguent to initial
recognition, investment property is measured at fair value. Fair value is based on current prices for similar properties in
the same location and condition using internal valuation models based on yield comparables and any available recent
market transactions taking cognisance of the principles of the Royal Institute of Chartered Surveyors (RICS) valuation
methodology. '

Fair value of the investment properties is determined on at least an annual basis by officers of the Group. A selection of
properties may be valued by external appointed surveyors from time to time as the commercial need arises. Gains and
losses arising from changes in the fair value of investment property are included in profit or loss in the period in which
they arise.

Rental income from investment property is recognised on a straight line basis over the term of the lease. Lease
incentives granted are recognised as an integral part of the total rental income.

9. Foreign currencies
The Group's consolidated financial statements are presented in Sterling, which is the functional currency of the Bank.

Transactions in foreign currencies are translated into Sterling at the foreign exchange rate ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are translated into Sterling at the rates of
exchange ruling at the balance sheet date. Foreign exchange differences arising on translation are reported in income
from trading activities