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Research Update:

Bank of Ireland Ratings Raised To 'BBB-/A-3' On
Improving Capitalization And Reducing Industry
Risks; Outlook Positive

Overview

» W& have observed significant inmprovenent in Bank of Ireland' s (BA'Ss)
capitalization on the back of inproved retained earnings and i ssuance of
additional Tier 1 (AT1) securities.

* The Irish macroecononic environnent and property price recovery wll
continue to support sustainable organic capital build through retained
earnings, in our view

* W expect BAO's market position to remain stable as the |argest player in
a mainly donestically focused banking systemwith relatively few banks.

* W are therefore raising our long- and short-term counterparty credit
ratings on BO to 'BBB-/A-3'" from'BB+/B'.

» The positive outlook indicates that we nmay rai se the ratings on BO over
the next one to two years if we expect that capitalization, as indicated
by the risk-adjusted capital ratio, will confortably and sustainably
exceed 7%

Rating Action

On July 20, 2015, Standard & Poor's Ratings Services raised its |ong- and
short-termcounterparty credit ratings on Bank of Ireland (BO) to 'BBB-/A-3'
from'BB+/ B . The outlook is positive. At the sane tine, we raised the issue
ratings on BA's junior subordinated debt to 'B+ from'B-' and its

nondef errabl e subordi nated debt to 'BB from'B+'.

Rationale

The upgrade of BO reflects our view of a significant inmprovenent in
capitalization, as measured by our risk-adjusted capital (RAC) ratio. The
ratio was 4.9% at end-Decenber 2014--a material increase fromaround 3.9% at
end-2013. This was the result of sound retained earnings and conti nued

del ever agi ng.

BO successfully issued €750 nmillion additional tier 1 (AT1) securities in
June 2015. In accordance with our criteria, these securities are eligible for
"intermedi ate" equity content in total adjusted capital (TAC), the nunerator
of the RAC ratio (see "Bank of Ireland s Proposed Additional Tier 1 Securities
Assigned 'B-' Rating," June 12, 2015). As a result of both the ATl issuance
and our view that the Irish nmacroeconom c recovery will continue to support
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steady internal capital generation, we now expect the bank's RAC ratio will

i ncrease to around 6.5% at end-2015 and i ncrease further to the 7.0% 7.5%
range by end-2016. As a result, we have inproved our assessnment of BA's
capital and earnings to "noderate" from"weak," as our criteria define these
terms. We take a nore conservative approach and assess capital and earnings as

"nmoder at e" and not "adequate,

despite our forecast for the RAC ratio of

around 7% A higher assessnment may be possible once we have a clearer |ine of
sight on BO's steady-state quality of capital and earnings, the future
evol ution of loan growmh, and its dividend policy.

Qur

updat ed RAC forecast nmakes the foll owi ng assunptions:

Ongoi ng contraction of the | oan book in 2015 as redenptions out pace new
lending (albeit at a slower rate) along with sone asset sales. W al so
assune nodest net | oan growh in 2016. Standard & Poor's risk-wei ghted
assets (RWAs) broadly follow the sane trend.

H gher revenues owing to substantial increases in net interest nargin
(NI'M over the past two years, primarily due to the | ower cost of
deposits and declining eligible liabilities guarantee (ELG fees.
Nevert hel ess, we expect only nodest increases in NIMover the forecast
hori zon as deposit re-pricing has substantially run its course and sone
asset margin pressure is beginning to enmerge, in our Vview

Qur expectation that we may not see the sanme extent of provision rel eases
as in 2014, but that underlying asset quality will remain firmy on an
inmproving trend. This translates to an increase in the headline | oan

i mpai rmrent charge (defined as new | oan | oss provisions-to-average
customer | oans) to around 60-65 bps in 2015 froma |ow 52 bps in 2014.

The upgrade al so reflects our view of BO's |eading market position in Ireland
in the context of decreasing banking industry risks. W believe that

i mprovenents in banking systemprofitability and |ower risk appetite will
prove enduring. It also reflects our viewthat the structure of the Irish
banki ng industry will remamin broadly stable with relatively few players and a
primary focus on donestic retail and busi ness banki ng.

As a result of our view of reduced industry risks in the Republic of Ireland,
we have revised upward our anchor--the starting point in assigning an issuer
credit rating to a bank--for BO to 'bbb-' from'bb+ . BA's anchor benefits
fromits greater geographic diversification than Irish peers with

approxi mately 40% of its gross | oans and advances in the U K., which we view
has having a better economic risk profile than donestic Irish exposures. W
have therefore revised up our view of the bank's stand-alone credit profile
(SACP) to 'bbb-' from'bb+".

The upgrade also reflects our view that the likelihood of extraordinary

gover nment support available to the senior unsecured bondhol ders wi |l probably
di m ni sh by end-2015. W therefore incorporate a negative adjustnent in the
rating, thereby elinmnating the uplift of the ratings attributable to
extraordi nary soverei gn support.
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Outlook

The positive outlook indicates that we may raise the ratings on BO over the
next one to two years if we expect that capitalization, as indicated by the
RAC ratio, will confortably and sustainably exceed 7% This could, for
exanpl e, result froman inprovenent in our view of nmacroeconom c risks that
BA faces, which in turn would | ower the Standard & Poor's risk wei ghts that
we apply to its exposures.

An upgrade nmight also followif we include a notch of support for additional

| oss-absorbing capacity (ALAC) if we deemthe resolution regine in Ireland to
be effective, and if we expect BO's subordinated buffers to neet a required
t hreshol d over a two-year horizon, or potentially longer. Although |ess

i kely, an upgrade could also follow if we consider that potential

extraordi nary governnent support for BO's senior unsecured creditors is
unchanged in practice, despite the introduction of bail-in powers and
international efforts to increase banks' resolvability.

We coul d revise the outlook back to stable if we perceive that BA's dividend

policy, longer-termgrowth in Standard & Poor's RWAs, and ri sk appetite do not
warrant an upward revision of the bank's SACP.

Ratings Score Snapshot

| ssuer Credit Rating BBB-/ Posi tivel A-3
SACP bbb-

Anchor bbb-

Busi ness Position Strong (+1)

Capi tal and Earni ngs Moderate (-1)

Ri sk Position Adequat e (0)

Fundi ng and Liquidity Aver age and Adequate (0)
Suppor t +1

GRE Support 0

G oup Support 0

Sover ei gn Support +1
Addi ti onal Factors -1

Related Criteria And Research

Related Criteria

 Bank Rating Methodol ogy And Assunptions: Additional Loss-Absorbing
Capacity, April 27, 2015

 Bank Hybrid Capital And Nondeferrabl e Subordi nated Debt Methodol ogy And
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Assunptions, Jan. 29, 2015

e Group Rating Methodol ogy, Nov. 19, 2013

* Revised Market Ri sk Charges For Banks In Qur Risk-Adjusted Capital
Framewor k, June 22, 2012

* Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Banking Industry Country Ri sk Assessnment Met hodol ogy And Assunpti ons,
Nov. 9, 2011

e Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

e Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Quantitative Metrics For Rating Banks d obally: Methodol ogy And
Assunptions, July 17, 2013

* Met hodol ogy For Mapping Short- And Long-Term |ssuer Credit Ratings For
Banks, May 4, 2010

Related Research

* Ireland Long-Term Rati ng Raised To ' A+' On Government Debt Reducti on;
Qutl ook Stable, June 5, 2015

Ratings List

Upgr aded
To From

Bank of Irel and

Counterparty Credit Rating BBB-/ Positive/ A-3 BB+/ Positive/B
Certificate OF Deposit BBB- BB+
Bank of Ireland

Seni or Unsecured BBB- BB+
Subor di nat ed BB B+
Juni or Subordi nat ed B+ B-

Pref erence Stock B+ B-
Conmer ci al Paper A-3 B
Bank of Ireland U K Holdings PLC

Juni or Subordi nat ed B+ B-

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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