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Key Rating Drivers 

Ratings Reflect Improving Fundamentals: The ratings for Bank of Ireland Group Public 

Limited Company (BOIG) and Bank of Ireland (BOI) reflect the group’s strong domestic 

franchise, strengthened capitalisation, normalised funding, sound liquidity, diversified revenue 

streams and improving, albeit still weak, asset quality.  

Improving but Weak Asset Quality: Asset quality has a high influence on the ratings. It 

remains weak and is a key constraint on the VR despite strong improvements in recent years. 

We expect asset quality to continue to improve as a result of a supportive Irish economy, 

continued demand for properties in Ireland and the proactive stance being taken by the bank’s 

management to reduce legacy assets. 

Large UK Exposure: Asset quality benefits from a large portfolio of well-performing residential 

mortgages in the UK. A downturn in UK real-estate prices, which could result from the UK’s 

vote to leave the EU, is a risk for the group as the UK accounts for about 40% of its loan 

portfolio. 

Strengthened Capitalisation: Capitalisation has improved considerably over the past few 

years, driven by deleveraging, a simplification of the bank’s capital structure and solid internal 

capital generation. BOI reported a 13.8% transitional common equity Tier 1 (CET1) at end-

1Q17, comfortably above its Supervisory Review and Evaluation (SREP) requirements. The 

proportion of unreserved impaired loans to Fitch Core Capital (FCC) has been falling (end-

2016: 43%) although it continues to show BOI’s vulnerability to falling collateral prices. 

Improved but Challenged Profitability: Profitability continues to be affected by low interest 

rates, resulting in a big drag from the bank’s large stock of low-yielding tracker mortgages. We 

expect profitability to be challenged by margin pressure, increasing competition, muted net loan 

growth and increased investment in technology and digitalisation. Some of these pressures 

should be offset by an improving loan mix, low funding costs, lower loan impairment charges 

and increasing efficiency. 

Normalised Funding: BOI’s funding profile has returned to normalised levels with most 

funding sourced from stable customer deposits, little use of central banking funding and re-

established wholesale markets access. We do not expect that the need to fulfil minimum 

requirements for own funds and eligible liabilities (MREL) will materially alter the funding 

strategy given BOI’s improving solvency and proven access to long-term wholesale funding 

markets. 

Rating Sensitivities 

Asset-Quality Improvements: The Positive Outlook reflects Fitch Ratings’ view that the 

ratings will be upgraded if the bank continues to improve its asset quality and strengthen its 

capitalisation in line with our expectations, while continuing to generate satisfactory profits, and 

maintaining sound funding and liquidity. 

Weakening Operating Environment: The ratings could come under pressure if any of our 

expectations are not met. This could occur if the economic effect of Brexit is particularly severe 

as it could slow improvements in asset quality and capitalisation. Negative pressure on the VR 

would also arise if BOI increases its risk appetite, for example, by materially increasing its 

exposure to commercial real estate (CRE). 

Ratings 

Bank of Ireland Group Public 
Limited Company, Bank of Ireland 
Foreign Currency 

Long-Term IDR BBB- 
Short-Term IDR F3 
 
Viability Rating bbb- 
 
Support Rating 5 
Support Rating Floor NF 
  

Sovereign Risk  
Long-Term Foreign-Currency IDR A 
Long-Term Local-Currency IDR A 

 

Outlooks 

Long-Term Foreign-Currency 
Rating 

Positive 

Sovereign Long-Term  
Foreign-Currency IDR 

Stable 

Sovereign Long-Term 
Local-Currency IDR 

Stable 

 

Financial Data 

Bank of Ireland  

 
31 Dec  

16 
31 Dec  

15 

Total assets (USDm) 129,787 142,580 
Total assets (EURm) 123,129 130,960 
Total equity (EURm) 8,662 8,373 
Operating profit (EURm) 974 1,218 
Published net income 
(EURm) 

793 947 

Operating ROAA (%) 0.8 0.9 
Operating ROAE (%) 11.7 15.2 
Fitch Core Capital/ 
weighted risks (%) 

12.0 10.9 

Common equity Tier 1 
ratio (%)

a
 

14.2 13.3 

Impaired loans ratio (%) 7.9 11.0 
Loans/customer deposits 
(%) 

109.7 113.0 

a Transitional 

 

Related Research 

Bank of Ireland - Ratings Navigator 
(January 2017) 

 

 

Analysts 

Joanna Drobnik, CFA 
+ 44 20 3530 1318 
joanna.drobnik@fitchratings.com 
 
Marc Ellsmore 
+44 20 3530 1438 
marc.ellsmore@fitchratings.com 

 

https://www.fitchratings.com/site/re/893043
https://www.fitchratings.com/site/re/893043
mailto:joanna.drobnik@fitchratings.com
mailto:marc.ellsmore@fitchratings.com


Banks 

     
 Bank of Ireland Group Public Limited Company 

July 2017 
2  

Operating Environment  

Economic Recovery to Remain Strong; Negative Brexit Impact 

Our assessment of the group’s operating environment is a blend of that of the Republic of 

Ireland (A/Stable) and the UK (AA/Negative) based on the bank’s operations in both countries.  

Fitch affirmed Ireland’s sovereign in July 2017. Economic growth remains strong, underpinned 

by private and public consumption, and higher investment in previously ailing sectors, such as 

construction. Employment growth is strong at close to 3% in 2016. Fitch expects real GDP 

growth to be 3.5% this year, slowing to 3.0% next year and in 2019. 

The impact of the Brexit vote on the Irish economy has been limited although the UK’s decision 

to leave the EU is negative for Ireland’s long-term economic and political prospects, creating 

uncertainty around relations with Northern Ireland and potentially lowering GDP growth against 

the counterfactual of no Brexit. Ireland could benefit from a shift of some foreign direct 

investment from the UK to the EU or from international businesses relocating from the UK, but 

this is highly uncertain. The extent of weakening of Ireland’s operating environment will only 

become clearer as negotiations develop. Another risk is from potential changes in corporate tax 

policies, especially in the US. There is a risk of smaller FDI flows/reversals if tax incentives 

were to change radically 

Fitch’s assessment of the UK operating environment incorporates its relatively high private-

sector indebtedness and its large and highly developed banking sector. The Negative Outlook 

on the UK‘s rating reflects uncertainty about future trading arrangements with the EU, which 

carries negative implications for the UK banking system.  

Company Profile 

Leading Domestic Franchise 

BOI, along with Allied Irish Banks, plc (AIB; BB+/Positive/bb), is one of Ireland’s two pillar 

banks. It is the largest Irish bank by total consolidated assets (including its UK subsidiary – 

Bank of Ireland (UK) plc (BOI UK; BBB-/Stable/bbb-) and the second-largest provider of retail 

and commercial banking products and services in Ireland. The group also owns New Ireland 

Assurance Company plc, the second-largest assurance provider in Ireland and the country’s 

only bancassurer. 

BOI’s franchise benefits from the highly concentrated Irish banking sector and the bank’s 

strong market position provides it with considerable deposit and loan pricing power relative to 

peers. The bank’s franchise is supported by its multi-channel distribution model which includes 

about 250 branches in Ireland and 35 in Northern Ireland as well as almost 500,000 mobile 

customers. All new lending is originated directly with BOI either in branch or via digital or 

telephone channels with no reliance on intermediary channels. 

In mainland UK, BOI UK operates partnerships with the Post Office and the Automobile 

Association, providing a range of lending and savings products and services to retail 

customers. Its franchise is modest and reliant on the Post Office partnership, both in terms 

funding and revenues. International operations outside the UK are modest and limited mainly to 

BOI’s leveraged finance book, a large part of which is extended in the US. 

Diversified Business Model 

BOI is a retail and commercial bank with operations split across five main divisions: Retail 

Ireland, Bank of Ireland Life, Retail UK, Corporate and Treasury and Group Centre (providing 

support functions). Most of its revenue is generated from traditional lending and deposit-taking 

activities.  

Retail Ireland is the main source of revenue and profit for the bank (44% of underlying profit 

before tax (PBT) in 2016, excluding group centre). The division serves retail clients, including 
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SMEs, and offers deposits, mortgages, business banking, unsecured lending, asset finance 

and general insurance. Retail UK (10% of underlying PBT) largely focuses on the UK mortgage 

and personal unsecured and savings markets through the bank’s well-established partnership 

with the UK Post Office and more recently the Automobile Association. Pension and life 

products are offered through Bank of Ireland Life (9% of underlying PBT; EUR16 billion assets 

under management), which includes the group’s wholly owned subsidiary, New Ireland 

Assurance Company plc. Most of its risk is re-insured so, effectively it acts mostly as a 

distributor.  

The Ireland and UK corporate and treasury banking unit (38% of underlying PBT) offers a 

range of services to public and larger private companies. International operations include BOI’s 

mid-market US/European acquisition finance business (about 5% of gross loans), where it acts 

as a lead arranger or underwriter. The corporate finance division is home to BOI’s global 

markets division, which provides treasury products and services to group customers in addition 

to market risk services (foreign-exchange (FX) and interest-rate risk hedging) to the wider 

group. It also manages the group’s day-to-day liquidity. 

Holding Company Structure  

BOI’s organisational structure is simple. The group has recently implemented some changes to 

its organisational structure, which are driven by regulation. With effect from 7 July 2017, BOIG 

was introduced as the holding company of the Bank of Ireland group, facilitating a “single point 

of entry” resolution. BOIG is expected to become the group’s main’s debt issuing entity.  

Management and Strategy 

Strong Management Team 

Fitch believes there is a good degree of depth, credibility and stability at senior management 

level. The management team has been successful in restructuring the business and 

significantly de-risking the balance sheet. We believe that management is risk-averse and that 

it has achieved most targets. Corporate governance is sound and provides reasonable 

protection of creditors’ interests. The board consists of 11 members: the chief executive and 

the chief financial officer, and nine non-executive directors, which provide a good degree of 

independence. The board is effective in line with management, in our view. 

Strategic objectives are well-articulated and consider a medium-term level of business and 

financial performance. We believe management objectives to be adequate for the needs of the 

bank and have enabled the bank to return to profitability and to a healthier level of capitalisation.  

Business investment is a key part of BOI’s strategy, with the bank recently announcing a multi-

year IT investment programme, which will include the development of a new core banking 

platform. This investment is aimed at improving operational efficiencies and enhancing the 

overall customer experience.  

Risk Appetite 

Sound Underwriting Standards 

BOI’s risk and reporting tools have improved materially since the bank’s restructuring and have 

benefitted from oversight from numerous reviews as part of Ireland’s IMF programme. Risk 

reporting has also been improved with monthly and more detailed quarterly reporting.  

Fitch considers BOI’s underwriting standards to be generally in line with international peers 

after being tightened considerably after the crisis. Mortgage underwriting in Ireland is supported 

by central bank regulations that limit the proportion of new lending at higher loan/values (LTVs) 

(typically less than 80% for owner-occupied, excluding first-time-buyers, and less than 70% for 

buy-to-let (BTL)) and a maximum loan-to-income (LTI) of 3.5x (20% of new lending is permitted 

above the LTI limit). The weighted average LTV of BOI’s new lending in 2016 was 67%.  

 

44%

9%9%

38%

35%

7%
14%

44%

Retail Ireland
Bank of Ireland life
Retail - UK
Corporate & treasury

Divisional Mixa

Underlying profit before tax                                                                                                 
Outer ring: 2015 
Inner ring: 2016

a Excludes group centre & other
Source: BOI, Fitch                                                          
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Due to a lack of refinancing opportunities and weak housing supply, new mortgage lending in 

Ireland remains low, accounting for just 17% of BOI’s new lending in 2016. We do not expect 

this to change materially in the short term due to a large housing shortage, although improving 

affordability, driven by increasing average earnings and declining mortgage rates, should 

continue to support demand. 

New lending consists mainly of low-LTV, prime owner-occupied mortgages, corporate and SME 

lending, which together accounted for just over three-quarters of new lending in 2016 (EUR13.2 

billion). Unsecured retail lending (13% of new lending) and BOI’s leveraged finance activities 

(8%) accounted for the rest. SME and corporate lending has been particularly strong, 

underpinned by increasing domestic consumption, improving business confidence and 

improving unemployment figures. The UK accounted for 39% of new lending, split between 

residential mortgages (owner-occupied and BTL) and unsecured consumer credit (credit cards 

and personal loans).  

The bank is trying to reduce its exposure to CRE, but this is likely to remain an attractive asset 

class in the long term because of attractive yields and we expect BOI to remain present in this 

sector. BOI’s Challenged Assets Group is responsible for managing the bank’s commercial 

challenged portfolio. The group has introduced asset-quality structures, processes and 

resources to maximise recoveries from challenged assets. The bank has made strong progress 

in reducing its risk-weighted assets (RWAs) in a capital accretive way. The size of the group’s 

consolidated balance sheet is much lower than peak levels (end-2016: EUR123 billion; end-

2009; EUR181 billion). Fitch expects deleveraging to slow as the bank works through smaller 

exposures, which, along with continued demand for credit, should begin to feed through to 

overall, albeit modest balance-sheet growth over the medium term. 

Market Risk 

Market risk is modest and in our opinion appropriately mitigated through hedging. Management 

of market risk is centralised in the Global Markets division, which also serves as the bank’s 

treasury arm. Trading activities are limited to interest-rate, FX and traded credit risk.  

BOI manages its exposure to market risk through using a value-at-risk (VaR) approach, which 

measures and sets limits for proprietary market risk-taking in the Global Markets division. The 

group measures VaR on a daily basis using a one-day horizon at the 99% confidence level. In 

2016, the average and peak trading book VaRs were EUR0.7 million and EUR1.8 million, 

respectively. 

BOI seeks to reduce the volatility of its earnings that arise from the structural mismatch 

between interest-bearing assets and non-interest-bearing liabilities (mainly equity and personal 

current accounts) by investing proportion of these “free funds” in a portfolio of swaps with an 

average life of 3.5 years and maximum life of seven years. Maturing swaps are rewritten to 

maintain a steady 3.5-year average.  

Structural FX risk is managed by ensuring that the currency composition of capital is broadly in 

line with the currency composition of the bank’s RWAs. This helps to ensure that a change in 

the euro exchange rate has a limited impact on capital ratios.  

Financial Profile 

Asset Quality 

Asset quality continued to improve at a strong pace in 2016 driven by restructuring and non-

recourse sales as the bank took advantage of an improving economic environment and strong 

investor demand. Although asset quality is better than domestic peers’ due to a lower stock of 

impaired loans and a large exposure to UK mortgage lending, it remains weaker than higher-

rated foreign peers. 
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We expect the pace of asset-quality improvement to slow with fewer portfolio sales of non-

performing loans. Working through the remaining impaired loans, a large proportion of which 

are Irish residential mortgages will take several years, but we expect it to be supported by the 

bank’s well-established strategy and a supportive operating environment. 

Total non-performing loans (NPLs; impaired loans plus loans three months or more in arrears 

but not impaired and probationary residential mortgages) decreased by 34% in 2016 to 

EUR7.9 billion, or 9.6% of gross loans. Deleveraging has been supported by the non-recourse 

sale of property assets and increased clarity over the mortgage arrears resolution framework in 

Ireland, enabling BOI to implement long-term restructuring plans for borrowers in arrears. Our 

assessment of BOI asset quality also factors in the bank’s large exposure to forborne loans, 

which accounted for 10% of gross loans at end-2016, although a large majority (93%) were not 

classified as impaired.  

Residential mortgage loans account for the largest share of BOI’s loan book (59%). Impaired 

loans represented 3.3% of gross mortgage loans at end-2016. This includes a large proportion 

of UK residential mortgages which are better performing. Excluding these, the ratio of impaired 

loans/gross mortgage loans would have been 6%. 

NPL Breakdown 

(End-2016) 
Gross loans 

(EURbn) NPLs 
NPL ratio 

(%) 
Impairment 
provisions 

Impairment 
provisions/ 

NPLs (%)  

Residential mortgages 48.2 3 6.3 1 49 
Republic of Ireland 24.3 2.2 9.1 0.9 54 
UK 23.9 0.8 3.5 0.1 23 
SME and corporates 20 2 9.8 1.1 55 
Republic of Ireland SME 8.8 1.5 17 0.8 54 
UK SME 1.9 0.2 7.6 0.1 53 
Corporate 9.3 0.3 3.5 0.2 63 
Property and construction 10.4 2.8 27.3 1.7 61 
Investment property 9.4 2.1 22.7 1.2 57 
Land and development 1 0.7 69.6 0.5 73 
Consumer 3.8 0.1 2.7 0.1 94 
Total 82.4 7.9 9.6 3.9 49 

Source: BOI, Fitch 

 

The Irish mortgage portfolio is split between owner-occupied (82% of gross mortgages) and 

BTL (18%) loans. Irish BTL mortgages account for about half (47%) of impaired mortgage 

loans, reflecting past weak underwriting standards and a steep decline in rental yields and 

performance in the aftermath of the Irish property crisis. Long-term mortgage arrears (more 

than 720 days) have reduced and are below the industry average with 1.7% and 4.2% of Irish 

owner-occupied and BTL mortgages in arrears more than 720 days.  

Irish mortgage LTVs have been improving strongly although the LTV and LTI limits introduced 

by the Central Bank of Ireland in 2015 have slowed the pace of improvement due to weaker 

credit growth, with fewer borrowers being able to meet the new requirements. The weighted-

average LTV of the Irish owner-occupied portfolio fell to 69% at end-2016 (end-2015: 77%) with 

loans in negative equity representing 14% of the overall portfolio, a fall of 10% year-on-year. 

BTL LTVs are much weaker with loans in negative equity representing 27% of the portfolio 

(2015: 41%) although the trend is also positive. Fitch expects LTVs to improve further, 

supported by housing shortages, an improving economy and new lending at conservative 

LTVs. 
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Property and construction loans represented 12% of gross loans at end-2016. The portfolio 

(EUR10.3 billion) is comprised of legacy investment property loans (EUR9.3 billion) and a 

smaller portfolio of land and development loans (EUR1 billion). Asset quality is weak with a 

NPL ratio of 27% at end-2016 (EUR2.8 billion) although these are 61% covered by impairment 

reserves, mitigating credit risks to an extent. The bank’s exposure to the property and 

construction sector has been reducing at a steady pace driven by a mixture of resolution 

activity, real-estate price increases and property sales.  

Non-property SME and corporate lending accounts for a quarter of gross loans, split between 

Irish SMEs (11% of gross loans), Irish corporates (2.5%), UK SMEs (2.5%), UK corporates 

(2.5%) and the bank’s leveraged finance portfolio. The SME/corporate portfolio is relatively well 

diversified across sectors including agriculture, manufacturing, retail and hotels. Impaired loans 

are fairly high at 12% of gross loans. NPLs have been falling due to restructuring and improved 

trading conditions in both domestic and international markets.  

The bank’s leveraged finance portfolio is long-standing and focused on the mid-market 

European- and US-sponsored leverage finance markets. The bank has been present in this 

sector for several years and losses have been low. The bank mainly participates at the senior 

debt level. 

The UK mortgage portfolio (24% of gross loans) is performing well, supported by low 

unemployment and mortgage rates. However, we believe that performance could weaken if the 

operating environment deteriorates as a result of the UK’s decision to leave the EU. We believe 

that any deterioration should remain easily manageable given the bank’s sound underwriting 

standards. The UK portfolio is split between owner-occupied mortgages (53% of gross loans), 

BTL (37%) and a small portfolio of legacy self-certified mortgages (11%). Asset-quality 

indicators have improved following reductions of the bank’s legacy commercial portfolio with 

impaired loans decreasing to 2.4% of gross loans at end-2016 (end-2015: 4.1%). 

Provisioning of impaired loans (end-2016: 60%) is conservative and should mitigate the risk of 

material impairment losses. The high reserve coverage reflects the deep price correction during 

the previous Irish property crisis, weaker underwriting standards pre-crisis and the highly 

impaired nature of the bank’s remaining stock of impaired loans.  

Other Earning Assets 

BOI’s EUR10.2 billion of available-for-sale (AFS) securities (8.3% of total assets) primarily 

comprised highly rated government (EUR4.7 billion) and listed debt securities (EUR5.2 billion). 

Equity holdings are minimal. Unlisted debt securities are modest and mostly comprised NAMA 

bonds, which have been decreasing at a fast pace in line with the repayment of the underlying 

assets.  

Earnings and Profitability 

BOI reported a statutory pre-tax profit of EUR1 billion for 2016 (2015: EUR1.2 billion). 

Profitability has been boosted over the past couple of years by large releases of impairment 

provisions and gains on the sale of liquid assets, which we do not expect to be repeated. 

Profitability remains constrained by the low-interest-rate environment, which results in a big 

drag from the bank’s large stock of very low-yielding tracker mortgages. 

Net income fell by 16% in 2016 due to lower levels of net interest income (NII), increased 

expenses (including levies and regulatory costs) and lower releases of impairment charges and 

the absence of material gains on the sale of AFS securities. NII was down 7% in 2016 despite 

higher volumes of new lending as asset margins declined, and because of lower returns on 

AFS assets and a weaker pound. The net interest margin (NIM), in line with peers, contracted 

in 2016 to 197bp (2015: 205bp).  
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We do not expect NII to improve materially due to household and business deleveraging 

resulting in weak balance-sheet growth. Although NIM will remain under pressure due to 

increasing competition, low interest rates and lower returns on the bank’s liquid assets portfolio, 

it should be supported by low funding costs and further reductions of low-yielding tracker and 

impaired loans, which are replaced with higher-yielding loans. 

Funding costs remain low and this has helped mitigate pressure on lending margins. However, 

further reductions in funding costs are likely to be limited although some repricing opportunities 

remain in the UK. Funding costs may also rise slightly as the bank builds up its MREL buffers.  

Non-interest income was stable in 2016 (EUR831 million; 2015: EUR838 million) representing 

24% of total revenue. Other income included net insurance income of EUR229 million and net 

fees and commissions of EUR337 million, with the latter mainly generated by retail banking and 

credit-related fees. The sale of VISA Europe generated a one-off gain of EUR95 million. 

BOI’s cost/income ratio is higher (2016: 63%) than better-rated international peers as business 

volumes continue to be affected by balance-sheet deleveraging and modest net lending 

volumes. The bank’s core IT banking platform investment programme is expected to result in 

better cost-efficiency over the medium term, but until then it will be a drag on the bank’s 

cost/income ratio. Overall, we expect costs to remain elevated with high compliance- and 

regulatory-related expenses adding further pressure.  

Loan impairment charges (LICs) remain low due to falling unemployment, property price growth 

and low volumes of new to impaired loans. The large provision releases reported in 2015 are 

not expected to be repeated as property price rises slow further. We also believe that LICs are 

at unsustainably low levels and will gradually normalise over the medium term but to remain 

muted due to an improving operating environment and low interest rates.  

Capitalisation and Leverage  

Strengthened Capitalisation 

BOI’s capitalisation has improved materially over the past couple of years and is adequate for 

its rating level. The improvement has been driven by balance-sheet deleveraging, sound 

provisioning and improving internal capital generation.  

Our assessment of capital also considers the vulnerability of the bank’s capital base to any 

unexpected deterioration in the group’s stock of unreserved impaired assets. This vulnerability 

has declined, but at end-2016, unreserved impaired loans was still equal to 43% of FCC, 

broadly in line with domestic peers. 

At end-1Q17, BOI reported a 13.8% transitional CET1 ratio (fully loaded CET1: 12.0%), 

compared with an SREP requirement of 10.25%, and an 18.1% total capital ratio. Capital ratios 

remain weaker on a fully loaded basis due primarily to the deduction of deferred tax assets 

(DTAs). Continued profitability should result in a reduction in DTAs although the low corporate tax 

regime in Ireland means that the bank will take several years to utilise its EUR1.3 billion DTAs.  

The composition of BOI’s capital base has normalised over the past 18 months due to the 

repayment of legacy capital instruments, including EUR1.3 billion of government-held 

preference shares in January 2016 and EUR1 billion of Contingent Convertible notes in July 

2016. BOI has demonstrated its ability to access wholesale markets for additional Tier 1 (AT1) 

and Tier 2 notes underpinned by strong investor sentiment. 

Volatility of BOI’s pension fund deficit and adverse movements in foreign-exchange markets 

have weighed on regulatory capital ratios. Tighter yields on high-quality corporate bonds, used 

to discount pension liabilities under IFRS, led to an increase in BOI’s pension scheme deficit in 

1Q17 to EUR0.7 billion and negatively affected the group’s CET1 ratio. The group’s fully loaded 

leverage ratio was sound at end-2016 (6.4%) and included EUR750 million of AT1 notes issued 

in 1H15 in the numerator.  
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Funding and Liquidity 

BOI’s funding has normalised with most funding sourced from a stable deposit base, limited 

reliance on central bank funding and established access to the wholesale markets.   

BOI has re-established good access to wholesale funding, benefiting from strong investor 

appetite and quantitative easing in the eurozone. Wholesale funding accounted for 20% of non-

equity funding excluding derivatives at end-2016, and management plans to broadly maintain 

the bank’s retail/wholesale funding mix at current levels. Wholesale funding is divided between 

secured funding (EUR7 billion) in the form of covered bonds and securitisations, unsecured 

funding (EUR4 billion) and ECB funding (EUR3 billion).  

We expect MREL requirements to be met through a mixture of regulatory capital and senior 

holding company issuance. The bank’s funding strategy is unlikely to change materially and it is 

well positioned to meet MREL requirements given its improving capitalisation and access to the 

long-term wholesale funding markets.  

After the establishment of the holding company, senior holding company debt is likely to be 

downstreamed in a subordinated manner to satisfy MREL requirements, and existing Tier 2 

and AT1 debt issued by the bank is likely to be replaced over time by issuance out of the 

holding company.  

Balance-sheet encumbrance is moderate but increased slightly at end-2016 to 20% (end-2015: 

18%) due to a rise in targeted longer-term refinancing operations (TLTRO) borrowings and 

access to the Bank of England’s Term Funding Scheme.  

Liquidity is sound. The bank reported liquidity coverage and net stable funding ratios of 113% 

and 122%, respectively, at end-2016. On-balance-sheet liquidity consists of EUR21 billion in 

liquid assets (17% of total assets), the majority of which are high-quality Irish government 

bonds, cash and central bank reserves (EUR15 billion). Liquidity is supported by access to 

central bank facilities at the ECB and the Bank of England, if needed.  

Support 

Sovereign Support Cannot Be Relied On 

BOIG’s and BOI’s Support Ratings of ‘5’ and Support Rating Floors of ‘No Floor’ reflect Fitch’s 

view that senior creditors cannot rely on extraordinary support from the Irish authorities if the 

group becomes non-viable. In our opinion, Ireland has implemented legislation and regulations 

that are sufficiently progressed to provide a framework that is likely to require senior creditors 

participating in losses for resolving even large banking groups. 

Institutional Support Factored Into Subsidiary Ratings 

BOI UK’s Support Rating of ‘3’ reflects our view that BOI UK benefits from a moderate 

likelihood of support, if required, from its ultimate parent, BOIG. Although we view BOIG’s 

propensity to support its UK subsidiary as extremely high, driven by the large reputational risk it 

would face in case of a default by BOI UK, the ability to do so is constrained by the large size of 

BOI UK relative to the parent’s own equity.  

 

 

0
20
40
60
80
100
120
140
160
180
200

0

20

40

60

80

100

120

140

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

Customer deposits (LHS)

Gross loans (LHS)

Loans/customer deposits (RHS)

Loan/Deposit Ratios

(%)

Source: Fitch BOI

(%)

0

2

4

6

8

10

12

C
a

s
h
 a

n
d

e
q

u
iv

a
le

n
ts

G
o

v
e
rn

m
e
n

t
b
o

n
d

s

C
o

v
e
re

d
b
o

n
d

s

S
e
n

io
r 

b
a

n
k

b
o

n
d

s

N
A

M
A

 s
e
n

io
r

b
o

n
d

s

2015 2016

Source: BOI, Fitch

(EURbn)

Liquidity Reserves
By type



Banks 

     
 Bank of Ireland Group Public Limited Company 

July 2017 
9  

Debt Ratings 

The subordinated debt and other hybrid capital issued by BOIG entities are notched down from 

their VRs, reflecting a combination Fitch’s assessment of their incremental non-performance 

risk relative to their VRs (up to three notches) and assumptions around loss severity (one or 

two notches). BOI's subordinated Tier 2 debt is notched down once from BOI’s VR, reflecting 

higher loss severity relative to senior obligations given their subordinated status.  

 

Summary Peer Analytics 

 
BOI (bbb-) AIB (bb+) 

Ulster Bank Ireland 
Ltd. (bb) 

(%) 2015 2016 2015 2016 2015 2016 

Asset quality       

Impaired loans/gross loans  11.0 7.9 18.7 14.0 23.9 15.9 
Growth of gross loans 1.2 -9.1 -7.7 -6.6 -28.1 -13.4 
Reserves for impaired loans/impaired loans  59.0 59.4 52.2 50.2 64.1 37.4 
Impaired loans less reserves for impaired loans/FCC 70.9 43.4 73.8 48.2 30.7 37.5 
Loan impairment charges/average gross loans 0.3 0.2 -1.3 -0.4 -2.9 -0.6 
Earnings & profitability       
Operating profit/RWAs 2.3 1.9 3.3 2.6 4.2 1.2 
Non-interest expense/gross revenue  55.4 63.1 63.9 59.4 75.5 83.2 
Loans and securities impairment 
charges/pre-impairment operating profit  

19.6 15.5 -96.0 -26.8 -540.1 -123.2 

Operating profit/average total assets  0.9 0.8 1.8 1.4 3.4 0.8 
Net interest income/average earning assets 2.1 2.0 2.1 2.3 1.5 1.6 
Net income/average equity  11.8 9.5 14.5 11.3 15.2 0.5 
       
Capitalisation & Leverage       
FCC/FCC-adjusted RWAs 10.9 12.0 14.5 17.4 28.8 29.5 
Tangible common equity/tangible assets 5.0 5.6 8.5 10.2 24.6 20.4 
Common equity Tier 1 ratio (transitional) 13.3 14.2 15.9 19.0 29.6 29.8 
Internal capital generation 8.2 9.1 11.8 8.7 13.9 -22.6 
Funding & liquidity       
Loans/customer deposits 113.0 109.7 111.8 103.7 149.9 123.5 
Interbank assets/interbank liabilities 869.3 75.5 208.8 161.6 331.7 275.9 
Customer deposits/total funding 
(excluding derivatives) 

81.1 81.9 71.7 79.2 82.3 83.4 

Liquidity coverage ratio 108.0 113.0 116.0 128.0 n.a. n.a. 
Net stable funding ratio 120.0 122.0 111.0 119.0 n.a. n.a. 

Source: Fitch, Banks 
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