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Research Update:

Bank of Ireland 'BBB-/A-3' Ratings Affirmed On
Government Support And ALAC Review; Outlook
Positive

Overview

* W believe the prospect of extraordinary governnent support for Irish
banks is now uncertain in view of the country's well-advanced and
ef fective resol ution regi ne.

* W are therefore renoving the one notch of uplift for governnent support
that we had previously incorporated into the long-termcounterparty
credit ratings on Bank of Ireland (BO).

* W are also renoving the negative adjustnent that we had previously
i ncorporated into the rating.

* W consider that there is a degree of uncertainty regarding BO's path to
increasing its additional |oss-absorbing capacity (ALAC) above our 4.75%
t hreshol d, gi ven pendi ng regul atory gui dance.

W are affirmng the long- and short-termcounterparty credit ratings on
BO at 'BBB-/A-3'.

» The positive outlook reflects our expectation that we nmay raise the
ratings on BO over the next one-to-two years if we expect that
capitalization, as indicated by the risk-adjusted capital (RAC) ratio,
will confortably and sustainably exceed 7%

Rating Action

As previously announced on Dec. 2, 2015, Standard & Poor's Ratings Services
affirmed the long- and short-term counterparty credit ratings on Bank of
Ireland (BO) at 'BBB-/A-3'. The outlook is positive.

We also affirned the issue ratings on the subordinated and hybrid capita
instrunments issued by these entities because we nmi ntai ned the unsupported
group credit profile (GCP) at 'bbb-'.

Rationale

We believe that the prospect of extraordi nary governnent support for the Irish
banki ng sector is now uncertain follow ng the expected full inplenentation of
the EU Bank Recovery and Resolution Directive, including bail-in powers, from

Jan. 1, 2016. W do not conpletely exclude the possibility of such support and
we consider that systemically inportant Irish institutions such as BA face
several nmore years of structural and bal ance sheet reforns to address their
"resolvability"” (mitigating the systenmic inpact if they fail). Neverthel ess,
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we believe the Irish government's ability and willingness to provide support
is lower and | ess predictable under the enhanced resolution franmework. W have
therefore reclassified the tendency of Ireland to support private sector
comer ci al banks as "uncertain" under our criteria, and renoved the one notch
that we previously included for governnent support in the long-term
counterparty credit rating on BO. At the same tine, we have al so renoved the
negative adjustnent that we had previously incorporated into the rating,
reflecting our view of BO's transition to sustainable profitability and its
rating level relative to peers'. Therefore, our reassessment of governnent
support does not affect the counterparty credit rating on BO.

We view the Irish resolution regime as "effective" under our ALAC criteria

because, anbng other factors, we believe it contains a well-defined bail-in
process under which authorities would permt non-viable systemcally inportant
banks to continue critical functions as going concerns followi ng a bail-in of

eligible liabilities.

We calculate that BO's ALAC was 3. 7% of Standard & Poor's risk-wei ghted
assets (RWAs) at year-end 2014. W expect that this ratio would have reduced
to slightly below 3% at year-end 2015. This incorporates both BO's AT1

i ssuance fromearlier this year as well as the upward revision of our capita
and earni ngs assessment on BO to "noderate” from"weak"” in July 2015. W
include in this assessnment the eligible Tier 1 and Tier 2 capital instrunents
that were issued under Irish and English |law or feature contractua
recognition of bail-in. W believe these issues have the capacity to absorb

| osses without triggering a default on senior obligations.

We believe that BO will continue to increase its ALAC buffer over our
projection period, both on the back of steady internal capital generation and
t he i ssuance of ALAC-eligible instrunments. That said, we do not incorporate
any notches of ALAC uplift at this time given that guidelines fromthe Irish
regul ator on the resolution approach, build-up of bail-in capacity, and the
transition tineline are pending. Furthernore, the build-up of total adjusted
capital (TAC) could potentially lead us to revise our assessment of BA's
capital and earnings to "adequate" from "noderate" currently. The resulting
reducti on of excess TAC (goi ng concern capital over and above the anopunt
needed to naintain the current unsupported GCP) will likely [ower the
trajectory of ALAC build.

We have | owered the threshold for BO's first notch of ALAC uplift to 4.75%
(fromthe default 5.0% because we qualitatively adjust for BA's insurance
operations that we expect would be outside the scope of required bail-in
capitalization.

W& have naintai ned the unsupported GCP at 'bbb-' based on BA's | eading market
position in Ireland, neaningful U K franchise, and expected steady interna
capital generation on the back of inproving nmacroecononic conditions in

I rel and.
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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
Standard & Poor's risk-adjusted capital (RAC) ratio, will confortably and
sustai nably exceed 7% For exanple, this could result froman inprovenent in
our view of the macroecononic risks that BO faces, which in turn would | ower
the risk weights that we apply to its exposures.

We may al so upgrade BA if we include one notch of support for ALAC. However,
we view this scenario as less |likely over the outl ook horizon.

We could revise the outlook to stable if we perceive that BA's dividend

policy, its longer termgrowh in Standard & Poor's RWMAs, and its risk
appetite, do not warrant an upward revision of the bank's GCP.

Ratings Score Snapshot

To From

I ssuer Credit Rating BBB-/ Posi tivel A-3 BBB-/ Posi tivel A-3

SACP bbb- bbb-
Anchor bbb- bbb-
Busi ness Position Strong (+1) Strong (+1)
Capital and Earnings Mderate (-1) Moderate (-1)
Ri sk Position Adequat e (0) Adequat e (0)
Fundi ng and Aver age and Aver age and
Liquidity Adequat e (0) Adequat e (0)
Suppor t 0 0
ALAC Support 0 0
GRE Support 0 0
G oup Support 0 0
Sover ei gn Support 0 +1
Addi tional Factors 0 -1

Related Criteria And Research

Related Criteria

e General Criteria: Methodology: Use O 'C And 'D Issue Credit Ratings
For Hybrid Capital And Paynent-In-Kind Instrunents - October 24, 2013

» Ceneral Criteria: Ratings Above The Sovereign--Corporate And Gover nnent
Rati ngs: Met hodol ogy And Assunptions - Novenber 19, 2013
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CGeneral Criteria: Rating Governnent-Related Entities: Methodol ogy And
Assunptions - March 25, 2015

Criteria - Financial Institutions - Banks: Assessing Bank Branch

Credi tworthi ness - Cctober 14, 2013

Criteria - Financial Institutions - Banks: Comercial Paper |: Banks -
March 23, 2004

CGeneral Criteria: Principles For Rating Debt |Issues Based On | nmputed
Prom ses - Decenber 19, 2014

General Criteria: Standard & Poor's National And Regi onal Scal e Mapping
Tabl es - Septenber 30, 2014

Ceneral Criteria: National And Regional Scale Credit Ratings - Septenber
22, 2014

Ceneral Criteria: Criteria For Assigning 'CCC+ , 'CCC, 'CCC-', And 'CC
Ratings - Cctober 01, 2012

Ceneral Criteria: Goup Rating Methodol ogy - Novenber 19, 2013

Criteria - Financial Institutions - Banks: Bank Rating Methodol ogy And
Assunptions: Additional Loss-Absorbing Capacity - April 27, 2015
Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondef errabl e Subor di nated Debt Methodol ogy And Assunptions - January 29,
2015

Criteria - Financial Institutions - Banks: Quantitative Metrics For

Rati ng Banks d obal | y: Methodol ogy And Assunptions - July 17, 2013
Criteria - Financial Institutions - Banks: Revised Market Ri sk Charges
For Banks In Qur Ri sk-Adjusted Capital Framework - June 22, 2012
Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions - Novenmber 09, 2011

Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnent Met hodol ogy And Assunptions - Novenber 09, 2011

Criteria - Financial Institutions - Banks: Bank Capital Methodol ogy And
Assunptions - Decenber 06, 2010

Criteria - Financial Institutions - Banks: Methodol ogy For Mapping Short -
And Long-Term Issuer Credit Ratings For Banks - May 04, 2010

Ceneral Criteria: Use OF CreditWatch And Qutl ooks - Septenber 14, 2009

Related Research

Most European Bank Ratings Affirmed Foll owi ng Governnent Support And ALAC
Revi ew, Dec. 2, 2015

Credit FAQ How Standard & Poor's Applied Its Governnment Support And ALAC
Criteria To European Banks In Decenber 2015, Dec. 2, 2015

Standard & Poor's To Conclude Its Review OF System c Support For

Remai ni ng EU Banks By Early Decenber 2015, Cct. 1, 2015

Gover nment And ALAC Support Ratings Uplift For Systemically |nportant

Eur opean Banki ng Groups, Cct. 1, 2015

How The Regul atory Reform Process Coul d Reshape Banks' Busi ness Mdel s
And Affect Issuer Ratings, Aug. 18, 2014

Standard & Poor's Takes Various Rating Actions On European Banks

Fol | owi ng Governnent Support Review, April 29, 2014

Credit FAQ The Rating Inmpact O Resol ution Regi nes For European Banks,
April 29, 2014
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Ratings List

Rati ngs Affirned

Bank of Irel and

Counterparty Credit Rating BBB-/ Posi tive/ A-3
Seni or Unsecured BBB-

Subor di nat ed BB

Juni or Subordi nat ed B+

Preference Stock B+

Conmrer ci al Paper A-3

Bank of Ireland U K Holdings PLC
Juni or Subor di nat ed* B+

*Q@uar ant eed by Bank of Irel and.

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 Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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