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e I nmproving macroecononi ¢ conditions are translating into | ow credit
| osses, ongoing private sector |everage reduction, and progress on
reduci ng the high stock of non-perfornming | oans. The effects of the
UK 's vote to |l eave the EU (Brexit) will likely be negative for the
Irish econony but of uncertain magnitude and m xed across sectors.

* Notwithstanding the uncertain effects of Brexit, we maintain the positive
trend on our assessnent of economic risk. This reflects our base-case
scenario that Brexit may slow the pace of recovery and result in an
uptick in credit losses in 2017, but will not fundanentally alter the
banki ng systenmls path to a nore sustainable credit profile.

* Based on these factors, we are affirming our ratings on Bank of Ireland
(BA), Allied Irish Banks (Al B), and Permanent TSB (PTSB). The outl ooks
on BO and AIB are positive. The outl ook on PTSB is stable.

LONDON ( S&P d obal Ratings) Aug. 2, 2016--S&P d obal Ratings today affirnmed
its ratings on the three donestic Irish banks. Specifically, we affirnmed the
ratings on:

 Bank of Ireland (BO) at 'BBB-/A-3'. The outlook is positive.
e Allied Irish Banks PLC (AIB) at 'BB+/ B . The outlook is positive.
e« Permanent TSB PLC (PTSB) at 'BB-/B'. The outl ook is stable.

We affirnmed our ratings on KBC Bank Ireland on June 28, 2016 (see "KBC Bank
Ireland 'BBB-/A-3'" Ratings Affirnmed On Inproved Capitalization; Qutl ook
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Stable," on RatingsDirect).

The affirmations refl ect our expectation that Ireland s nmacroeconom c recovery
will remain largely supportive of banking systemprofitability and financi al
profiles despite the uncertainty following the UK 's vote to | eave the EU
(Brexit), a prolonged low interest rate environnment, and the overhang of

| egacy i ssues.

Ireland's real GDP grew at a robust rate in 2015 even adjusting for technica
accounting effects related to Ireland' s | arge export sector that inflated the
official headline growmh rate of 26.3% Absent Brexit, our base-line
expectation was that Ireland would record real GDP growth of 3% 4% annual |y
over the next three years and unenpl oynent woul d decline further to around
7.5% by 2017. Although the negative effects of Brexit are uncertain at this
early stage, in our view, it is reasonable to assunme that real CGDP growth will
be nodestly | ower than our central expectation before the referendum
Fol l owi ng the referendum we revised down our 2017 growth forecast to 3.2%
from3.8% Al though direct trade links with the U K have reduced over the
years (see "Brexit Has No Inmredi ate | npact On Republic of Ireland Sovereign
Ratings," published June 24, 2016), we consider that small and m dsize
enterprises (SMES) in |abor intensive sectors such as agriculture, food
processing, and tourismare substantially reliant on U K trade. The sharp
depreci ation of the pound sterling will make Irish exports |ess conpetitive.

Nati onal |y, house prices rose by 6.6% over the past 12 nonths as of June 2016.
Al t hough house price increases have noderated in the past few nonths, in part
due to the central bank's macroprudential measures, we expect the gap between
demand and supply of new housing to persist. Against this favorabl e backdrop
we expect credit |losses to remain exceptionally low This will be due to a
conbi nation of further provision releases (albeit not to the sane extent as in
2015) and declining inflows into new defaults. Low interest rates will also
support affordability. W now expect domestic systemn de credit |osses to
average around 30 basis points (bps) over 2016 and 2017 (conpared with a net
systemni de provision rel ease of around 55-60 bps in 2015). Notw t hstandi ng | ow
| oan | osses, the structural supply shortages in the housing narket due to | ow
buil ding activity, |low |levels of nortgage demand, and overall nuted credit
grow h suggest that the unwi nding of pre-crisis economc inbalances is still a
wor k- i n- progress.

Private sector del everagi ng increasingly supports our assessnent of credit
risk in the econonmy. We estimate that private sector credit (we calculate this
as |l oans to the househol d sector and donestic non-financial corporations by
credit institutions as per central bank data) to GDP at end-2015 was 81%
representing a continuation of the del everaging trend over the past few years.
That said, we consider that househol d i ndebtedness in Ireland remains high
conpared with peers. For exanple, the household debt-to-di sposable income
rati o was 168% at year-end 2015. This conpares to 127% for the U K and 64%
for Italy.

The banki ng system s | arge stock of nonperforming | oans (NPLs; we define these
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as inpaired |oans plus | oans that are 90 days past due but not inpaired) and
still-high Ilevel of nortgage arrears (including very long termof 720 days
plus arrears) are sone of the nost significant challenges facing the industry,
in our view W estimte that NPLs were a high 20% of systemai de | oans at

end- 2015 (down from 28% at end-2014) although provision coverage of NPLs at
around 51% renmi ns adequate, in our base-case view of nacroecononic
fundamentals. Wiile we view this | evel of provision as satisfactory, a
persistently high stock of NPLs does represent tail risk and poses a drag on a
return to a nornalized credit profile for Irish banks. For exanple, we could
see a rise in re-default rates for restructured |oans if sharper-than-expected
deterioration in the post-Brexit nacroeconom c environnent puts pressure on
nore vul nerabl e borrowers such as SMEs |inked to U K. trade.

We expect further declines in NPLs to be gradual partly because the remaining
stock represents the nmore difficult cases. Furthernore, |egal bottl enecks and
the sl ow process of creditors being able to recover collateral act as
significant hurdles to rapid reductions in NPLs.

Al B and BO performed poorly in the adverse stress scenario of the EBA' s

EU-wi de stress test. AIB's fully | oaded common equity Tier 1 (CET1l) ratio in
2018 fell to 4.3% froma starting point of 13.1% at year-end 2015. This makes
Al B the second-worst performer in the stress test, after Italian bank Banca
Monte dei Paschi di Siena (MPS, not rated). BO's fully loaded CET1 ratio in
2018 fell to 6.2%froma starting point of 11.3% naking it the fourth-worst
perfornmer in the stress test.

The main reason for this poor performance was weak asset quality and | osses on
defaul ted | oans. The stress test nakes certain sinplifying assunptions to
promote conparability, such as a static bal ance sheet position. In addition to
a sharp rise in defaulted | oans, this assunption is particularly punitive for
Irish banks as | owyielding tracker nortgages and expensive liabilities that
mature during the exercise are assuned to be replaced with sinmlar assets and
liabilities. That said, the results are consistent with our view that, while
Irish banks have made substantial progress in reducing the stock of NPLs and
strengthening their credit fundanentals, they renmain vulnerable to a sharp
downt ur n.

Al t hough there has been a significant inmprovenent in the pre-provision
profitability and earnings capacity of nost Irish banks over the past few
reporting periods, we believe further material inmprovenents are unlikely

excl udi ng one-off factors. Inproving net interest margins (NIM has primarily
been due to deposit repricing, a decline in other funding costs (partly due to
redenpti on of expensive |egacy instruments), and better margi ns on new

| endi ng. W do not expect further material increases in NNMin part because
deposit re-pricing in the donestic Irish narket has largely run its course for
now, with the possible exception of PTSB and to a | esser extent AIB. The |arge
portfolios of tracker nmortgages will continue to weigh on nmargins as |long as
low interest rates persist. In addition, banks are com ng under some public
and political pressure to reduce nortgage rates. Finally, we expect net |oan
growth to remain nuted over the next few years. The central bank's
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i ndustrywi de investigation into docunentation and di scl osure on | egacy tracker
nortgages will take some tinme but could result in customer redress charges for
some banks.

Al t hough wholly or partially government-owned institutions continue to

dom nate the Irish banking system we expect this ownership to be tenporary
(al though conplete divestment will likely take a few years). The governnent
reduced its stake in PTSB to 75%in 2015 following its successful capita
raise. In the post-Brexit environment and the nore difficult market sentiment
towar d European banks in general, we now expect a delay in the sale of a first
tranche of Al B shares.

QUTLOCK

BO

We have raised BO's stand-alone credit profile (SACP) to 'bbb' from' bbb-'
reflecting our view that capitalization, as indicated by the risk-adjusted
capital (RAC) ratio, is confortably and sustainably above 7% It was 7.3% at
year-end 2015 and we expect it to be 8.5%9.0% by end-2017. The RAC ratio
could further benefit froman i nprovenent in our view of nmacroeconom c risks
that BO faces, which in turn would | ower the S& d obal Ratings risk weights
we apply to its exposures.

At the same time, we have applied a negative notch of adjustnent in the rating
to reflect BO's high stock of NPLs relative to peers in other countries and
its exposure to post Brexit nacroeconom ¢ uncertainties. BO's NPL ratio of

11. 6% at end- 2015 remai ns hi gher than peers with simlar SACPs despite good
progress in reducing the stock of defaulted | oans. Furthernore, with

approxi mately 45% of its loan portfolio in the UK, BO is exposed to a

nmacr oecononi ¢ sl owdown and falling asset prices in the region--including in
Northern Irel and where econom c conditions are weaker than the average for the
U K W currently ascribe a negative trend to our view of U K econonic risk.

The positive outl ook on BA indicates that we may raise the ratings on the
bank over the next one-to-two years if we perceived that the negative inpacts
of Brexit on BA's earnings profile were nmanageabl e and the group had nmade
further progress on reducing NPLs. W would reflect this by renpoving the
negative notch of adjustnent.

An upgrade might also followif we included a notch of support for additiona
| oss-absorbing capacity (ALAC) if we deenmed that BO's subordi nated buffers
woul d exceed our 4.75% ALAC threshol d over a two-year horizon, or potentially
| onger, in response to clear regulatory requirenents.

We coul d revise the outlook back to stable if we perceived that BO's dividend
policy, risk appetite, and earnings predictability did not warrant an upward
revision of the bank's issuer credit rating.

Al B
The positive outlook reflects our viewthat, in the conming 12-18 nonths, we
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could revise upward our anchor for commercial banks in Ireland, including AlB,
to reflect the decreasing macroeconomnmic risks that they face in their donestic
market. This would follow an inprovenent of our economc risk assessnment for

I rel and under our Banking Industry Country R sk Assessment met hodol ogy.

Al though less likely at this stage, an upgrade could arise if we included one
notch of ALAC support into our long-termrating on AlB. The bank's ALAC buffer
woul d need to increase substantially to exceed the required thresholds (4%if

the anchor remains at 'bb+ , 5%if it inproves to 'bbb-").

We could revise the outlook to stable if we observed that econom c recovery
had stalled, indicating that the econom c risks faced by Irish banks were not
declining, as well as if Brexit had adverse effects on AIB's earnings profile
and its ability to reduce NPLs.

The stable outlook on AIB UK reflects our view of its steady intrinsic
credi twort hi ness.

PTSB
The stable outl ook on PTSB reflects S& d obal Ratings' view that PTSB's
capitalization and earnings capacity will remain conmensurate wth our

expectations at this rating | evel over the next 12-18 nonths. The stable
outl ook also reflects that an inprovenent in our view of Irish economic risk
is unlikely, initself, to lead us to upgrade PTSB. This is because we
continue to believe that PTSB lags its peers in the path to recovery and
sustai nable profitability.

W woul d lower the ratings if PTSB's path to earnings recovery were to stal

or if we observed setbacks in the execution of its restructuring plan in the
uncertain post-Brexit environment. We could also lower the rating if we
perceived that PTSB's franchi se had been negatively affected by its prol onged
restructuring, indicated by reduci ng market shares and weak profitability in
its core banking proposition.

W would raise the ratings if we perceived that PTSB s earnings capacity and
profitability materially outperfornmed our expectations, such that
capitalization (as nmeasured by our RAC rati o) inproved sustainably above 10%
Thi s woul d depend on us taking a nore favorable view of our conbi ned
assessment of PTSB's capitalization and risk profile. An upgrade could al so
follow if we perceived a clear path to building ALAC buffers over our
two-to-four-year projection period.

RATI NGS SCORE SNAPSHOTS

BO

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

Busi ness Position

Capital and Earnings
Ri sk Position
Fundi ng and
Liquidity

Suppor t

ALAC Support

CGRE Support

G oup Support
Sover ei gn Support

Addi ti onal Factors
Al B
| ssuer Credit Rating

SACP
Anchor
Busi ness Position
Capital and Earnings
Ri sk Position
Fundi ng and
Liquidity

Suppor t

ALAC Suppor't

GRE Support

G oup Support
Sover ei gn Support

Addi tional Factors
PTSB
| ssuer Credit Rating

SACP
Anchor
Busi ness Position
Capi tal and Earni ngs
Ri sk Position
Fundi ng and
Liquidity

Support
ALAC Support
GRE Support

bbb-

Strong (+1)
Adequat e (0)
Adequat e (0)
Aver age and
Adequat e (0)

O O O oo

BB+/ Posi ti ve/ B

bb+

bb+

Adequat e (0)
Adequat e (0)
Adequat e (0)
Aver age and
Adequat e (0)

O OO oo

BB-/ St abl e/ B

bb-

bb+

Moderate (-1)
Adequat e (0)
Adequat e (0)

Bel ow Aver age
and Mbderate (-1)

0
0
0
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G oup Support 0
Sover ei gn Support 0
Addi ti onal Factors 0

Bl CRA SCORE SNAPSHOT*

| RELAND

To From
Bl CRA Group 6 6
Econoni c ri sk 6 6
Econom c resilience Low ri sk Low ri sk
Economi ¢ i mbal ances H gh risk H gh risk
Credit risk in the econony Very high risk Very high risk
I ndustry risk 6 6
Institutional franmework Hi gh risk Hi gh risk
Conpetitive dynami cs Internediate risk I nternediate
Syst emwi de fundi ng Hi gh risk Hi gh risk
Tr ends
Economi ¢ risk trend Positive Positive
I ndustry risk trend St abl e St abl e

*Bl CRA- - Banki ng I ndustry Country Ri sk Assessnment econonic risk and industry
risk scores are on a scale from'1" (lowest risk) to '10" (highest risk). For
nore details on our BICRA scores on banking industries across the gl obe,

pl ease see "Banking Industry Country Ri sk Assessment Update" published nonthly
on RatingsDirect.

RELATED CRI TERI A AND RESEARCH

Rel ated criteria

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

* Bank Hybrid Capital And Nondeferrabl e Subordi nated Debt Mt hodol ogy And
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

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

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

e Commercial Paper |: Banks, March 23, 2004

e« Use of 'C and 'D Issue Credit Ratings For Hybrid Capital And
Paynent -1 n-Kind I nstruments, Cctober 24, 2013
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e Quarantee Criteria--Structured Finance, May 7, 2013

Rel at ed research

e Brexit Has No Inmedi ate | npact On Republic of Ireland Soverei gn Ratings,
June 24, 2016

e Republic of Ireland ' A+/ A-1' Ratings Affirnmed; Qutlook Stable, June 3,
2016

RATI NGS LI ST
khkkkkhkhkkkhkkhhkkkhhkkhkhhkkkhhkkhk*x* Allled Irlsh Banks PLC khkkkkhkhkkkhkkhhkkkhhkkhkhhkkkhhkkhk*x*
Ratings Affirmed

Allied Irish Banks PLC
Counterparty Credit Rating BB+/ Posi tive/ B

AlB Goup (UK ) PLC
Counterparty Credit Rating BB+/ St abl e/ B

Allied Irish Banks PLC

Seni or Unsecured BB+
Subor di nat ed B+
Subor di nat ed D
Conmrer ci al Paper B

Allied Irish Banks N A. Inc.

Conmer ci al Paper * B
Conmer ci al Paper* BB+
*Quaranteed by Allied Irish Banks PLC.
*kkhkhkkhkhkkhkhkkhkdhkhkdhkhkhkhkkhkhkkhkhkkhkhkhkdhxhhkkk*x Bank Of Irel and kkhkhkkhkhkkhkhkkhkdhkhkdhkhdkhhkhkkhkhkkhkhkkhkhkdkxkx*k

Rati ngs Affirned

Bank of Irel and

Counterparty Credit Rating BBB-/ Posi tive/ A-3
Certificate OF Deposit BBB-/ A- 3

Bank of Irel and

Seni or Unsecured BBB-
Subor di nat ed BB
Juni or Subordi nat ed B+
Pr ef erence 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.
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khkhkkkhhkkkhkhkhkhkkhkhkxkhdkhkhkhhxkhxkkxx Perrmnent TSB PLC EE R I I I R S I R I

Ratings Affirned

Per manent TSB PLC
Counterparty Credit Rating BB-/ St abl e/ B
Certificate OfF Deposit BB-/B

Per manent TSB PLC
Seni or Unsecur ed BB-
Seni or Unsecur ed BB-/ B

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

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Rati ngs'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owing S& d obal
Ratings nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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