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Research Update:

Bank of Ireland 'BB+' Long-Term Ratings
Placed On Watch Negative Following Sovereign
Action

Overview

e On Dec. 5, 2011, we placed the Iong- and short-term sovereign credit
ratings on the Republic of Ireland on CreditWatch with negative
i mplications.

* As a result, we are also placing the long-termcounterparty credit rating
on Bank of Ireland (BA) on CreditWatch with negative inplications.

 Under our revised bank criteria (published on Nov. 9, 2011), our ratings
on BAO reflect our view of its strong business position, weak capital and
ear ni ngs, adequate risk position, and average fundi ng and noderate
liquidity.

e The ratings also reflect our view of BO's "high" system c inportance in
Ireland and our assessnent of the Irish government as "supportive," as
defined by our criteria.

e« W intend to resolve the CreditWatch placenent after we have resol ved
that on the sovereign. At this tine, we would expect to either |ower the
long-termrating on BO by one notch or affirmit at 'BB+

Rating Action

As we previously announced on Dec. 8, 2011, Standard & Poor's Ratings Services
has placed its 'BB+ long termcounterparty credit ratings on Republic of
I rel and- based Bank of Ireland (BA) on CreditWatch with negative inplications.

Rationale

The CreditWatch placenent follows that on the Republic of Ireland on Dec. 5,
2011. It reflects the risk of a one-notch reduction in the |evel of sovereign
support that we factor into the long-termratings on BO, in accordance with
our criteria.

Standard & Poor's bases its ratings on BO on its "strong" business position,
"weak" capital and earnings, "adequate" risk position, "average" funding, and
"moderate" liquidity, as our criteria define these terns.

The ' bb+' anchor draws on our Banking Industry Country Ri sk Assessnent (Bl CRA)
nmet hodol ogy and our view of the econonmic and industry risks in the countries
where BO operates, principally the Republic of Ireland and the U K Qur bank
criteria use our BICRA econonic risk and industry risk scores to deternine a
bank's anchor, the starting point in assigning an issuer credit rating (ICR).
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Qur anchor for a comercial bank operating only in Ireland is 'bb', based on
an economic risk score of '7" and an industry risk score of '7'. To assess the
econom c risk for BO, we used the weighted average of its private-sector

| oans to nonbanks in each country where it operates. BO conducts about
one-half of its lending in countries with stronger econom c risk scores than
that of Ireland. Consequently, the weighted econonmic risk score of '5" for BO
is stronger than that for lending institutions in Ireland that have higher
proportions of domestic |oans.

The BI CRA economic risk score for Ireland reflects our viewof it as a
fundanmental ly resilient, flexible, and open econony, but which is undergoing a
pai nful correction follow ng the decade-1ong boomthat ended in 2007. This has
severely strained the governnment's finances and | eft domestically focused
banks dealing with a considerabl e overhang of private-sector |everage and

depl eted asset prices. Wth regard to industry risk, the Irish banking
industry is increasingly concentrated anong a handful of key players, but
profitability is underm ned by high conpetition for deposits and shrinking

| oan books. Qur view is further clouded by the regul atory weaknesses t hat
contributed to the economic crisis, as well as the systenms relatively weak
fundi ng position, where nonetary authorities and foreign-owned parents now
fill the gap left by the exit of a substantial nunber of overseas investors.

We view BO's business position as "strong". BO has resilient franchi ses and
hi gh market shares across all retail and commercial banking lines in Ireland.
Moreover, we believe that this status has been reinforced and will persist as
a result of the recent exit of a nunber of banks and the fact that BO was
naned in March 2011 as one of the two "pillar™ banks in Ireland follow ng a
maj or governnment review of the industry. BO's U K business, which includes a
useful source of customer deposits, inmproves its diversity in our view On a
relative basis, we recognize that nanagenent has adopted a nore proactive and
realistic approach over the past year. Nevertheless, we note that the

| ong- pl anned turnaround in BO's performance remains susceptible to setbacks
inthe Irish or UK econoni es.

We assess BA's capital and earnings as "weak". BO has undergone significant
changes to its bal ance sheet to restore its health, including a | arge capital
raising in July 2011. As a result, its regulatory pro fornma core Tier 1 ratio
was 15.4% at June 30, 2011. W note that, unlike peers, BO was able to
generate material conmmon equity fromprivate investors such that the
government's stake in BO dropped to a nore nodest 15% Neverthel ess, we
expect that by end-2011 BO's risk-adjusted capital (RAC) ratio will be nuch
| ower, about 5% mainly reflecting our nuch higher risk weightings on credit
exposures. Moreover, we project the RACratio could fall as low as 4.0% 4. 5%
by end-2013. This reflects our expectation of further |osses and allows for

pl anned de-| everaging. W anticipate that BO may be able to generate retained
earnings toward the end of 2013, which is based on our view that the current
el evated | evel of impairnments should gradually abate. W also note that BO
has additional flexibility from state-owned preference shares and conti ngent
capital. W expect BO's regulatory capital ratios to remain high through
2013.
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Qur assessnment of BO's risk position as "adequate" should be considered in
relation to its high blended economc risk score. Qur assessnent incorporates
our expectation of further de-leveraging over the com ng two years, good risk
type diversification, and a relatively straightforward operating nodel. BO
was required to raise significantly less capital by its regulator than the

ot her designated Irish "pillar" bank, Allied Irish Banks PLC (BB/ Negative/B),
reflecting its relatively better underwiting, a view which we share. Even so,
BA's donestic | oan book is skewed to residential nortgages, where we expect
hi gh inmpairments to persist.

Qur assessnment of BO's funding as "average" and liquidity as "noderate"

shoul d be viewed in the context of our systemw de fundi ng assessnent of very
high risk within Ireland's BICRA. W consider BO's funding to be average
conpared with its donestic peer group, and our view here will only inprove to
the extent to which it outperforns peers as it de-levers over the next two
years. Qur view of BO's liquidity position as noderate reflects the fact that
BO renmins heavily reliant on nonetary authority fundi ng sources, but that we
expect this to reduce. BO is required by its regulator to achieve a

| oan-to-deposit ratio of |less than 122.5% by end-2013, conpared with a
reported 153% at Sept. 30, 2011. We consider this to be plausible, given that
BA has al ready announced the sale of a nunber of |oan portfolios, nost of the
flighty elenent of its deposit base has already exited and, we understand, the
bank has made neani ngful progress on deposit gathering since June 2011.

The long-termcounterparty credit rating is one notch higher than the SACP,
reflecting our view of BO's "high" systemic inportance in Ireland and our
assessnent of the Irish governnent as "supportive".

CreditWatch

The CreditWatch placenent of BO reflects that on the sovereign. If we |ower
the I ong-term sovereign credit rating by nore than one notch, we would likely
lower the long-termcounterparty credit rating on BO by one notch to 'BB',

t hus reducing the notches of uplift fromthe SACP to zero fromone in
accordance with our criteria.

If we lower the long-term sovereign credit rating by one notch, or affirmit,
we would affirmthe 'BB+ |ong-termcounterparty credit rating on BO. W
woul d expect to assign a negative outlook to the long-termrating on BO on
resolution of the CreditWatch. This would reflect our viewthat BO is still
at a relatively early stage in inplenmenting its turnaround strategy, has
undergone a period of significant stress to its bal ance sheet, and that its
recovery may | ag our expectations.
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Ratings Score Snapshot

| ssuer Credit Rating BB+/ Wat ch Neg/ B
SACP bb

Anchor bb+

Busi ness Position Strong (+1)

Capital and Earnings Weak (-1)*

Ri sk Position Adequat e (0)

Fundi ng and Liquidity Average and Moderate (-1)
Suppor t 1

GRE Support 0

G oup Support 0

Sover ei gn Support 1

Addi tional Factors 0

*When a bank's anchor, derived from our BI CRA nmet hodology, is in the 'bb'
category and its comopn equity regulatory Tier 1 ratio is greater than the

| ocal regulatory requirements, a "weak" assessnent of capital & earnings has a
nm nus one notch inmpact on the SACP, rather than two (see paragraph 88 of our
bank criteria).

Related Criteria And Research

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

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

e Group Rating Methodol ogy For Banks, Nov. 9, 2011

e Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

* BICRA On Ireland Revised To Group '7" From Goup '6', Nov. 9, 2011

* BICRA On The U K. Mintained At Goup '3, Nov. 9, 2011

* Ireland's 'BBB+ Long-Term And 'A-2' Short-Term Ratings Placed On
CreditWatch Negative, Dec. 5, 2011

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

Ratings List
Ratings Affirnmed; CreditWtch/Qutl ook Action

To From
Bank of Irel and
Counterparty Credit Rating BB+/ Wat ch Neg/ B BB+/ Negati ve/ B
Certificate OF Deposit BB+/ Wat ch Neg/ B BB+/ B
Bank of Irel and
Seni or Unsecured BB+/ WAt ch Neg BB+
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Rati ngs Affirned

Bank of Ireland
Subor di nat ed
Juni or Subor di nat ed
Pr ef erence Stock
Pref erence Stock
Certificate O Deposit
Commer ci al Paper

wwgooo

BO Capital Funding (No.1) LP
Preferred Stock

@

BO Capital Funding (No.2) LP
Preferred Stock C

BO Capital Funding (No.3) LP
Preferred Stock C

BO Capital Funding (No.4) LP
Preference Stock C

Bank of Ireland U K Holdings PLC
Juni or Subor di nat ed C

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

Conplete ratings information is available to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obal creditportal.com All 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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