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Research Update:

Bank of Ireland 'A' Long-Term Rating Remains
On CreditWatch Negative; 'A-1' Short-Term
Rating Affirmed

Overview
• Draft legislation regarding the Irish National Asset Management Agency
(NAMA) has now been published.

• Our 'A' long-term counterparty credit rating on Bank of Ireland (BOI)
remains on CreditWatch, where it had been placed with negative
implications on May 1, 2009.

• The continued CreditWatch placement reflects our view that the impact of
NAMA and any associated measures on BOI's financial profile remains
uncertain.

• We currently expect to resolve the CreditWatch placement in the coming
three months.

Rating Action
On Aug. 6, 2009, Standard & Poor's Ratings Services commented on its
CreditWatch placement of Bank of Ireland (BOI; the trading name of the
Governor and Company of the Bank of Ireland). The 'A' long-term counterparty
credit rating on BOI remains on CreditWatch, where it had been placed with
negative implications on May 1, 2009. At the same time, the 'A-1' short-term
counterparty credit rating was affirmed.

Rationale
The original CreditWatch placement followed an announcement by the Irish
government (Republic of Ireland; AA/Negative/A-1+) on April 7, 2009, of its
plans to create a National Asset Management Agency (NAMA) (see Related
Research section). The placement reflected our expectation that the NAMA
proposal would proceed, but also the significant uncertainty about BOI's
financial profile following the execution of the NAMA plan--especially whether
or not it would be sufficiently strengthened to withstand the challenges that
we expect it to continue to face from the weak economic environment.

Draft NAMA legislation has now been published. While the draft
legislation provides insight into the operational mechanics of how NAMA is
intended to work, in our view a number of important questions remain,
particularly regarding the strength of the bank's financial position after the
loans have been transferred to NAMA. These include the:
• Exact amount of the assets to be transferred,
• Price/discount to book value at which they will be acquired,
• Bank's capitalization following the transfer and any subsequent capital
replenishment exercise,
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• Composition of its capital base,
• Future capital policy, and
• Future earnings capacity.

We understand that the legislation will go before the Irish parliament in
mid September, and that around this time the government will provide an
indicative figure on the valuation discount. In our view, the implications for
the bank's capitalization and its earnings capacity should subsequently become
much clearer. We therefore currently expect to be able to resolve the
CreditWatch status within the three-month CreditWatch horizon. We continue to
view BOI as being of high systemic importance and incorporate two notches of
support in our long-term rating on BOI beyond its stand-alone credit profile.

In its July 3, 2009, interim management statement, BOI reaffirmed its
expectation of loan impairment provisions of up to €4.6 billion in the two
years to March 31, 2011, while also noting downside risk to this forecast. BOI
also said that its Core Tier 1 ratio had improved following the conclusion of
its hybrid capital tender offers. Including the impact of this buyback
initiative, the pro forma Core Tier 1 regulatory capital ratio at March 31,
2009, would have been 10.5%, up from the 9.5% reported at the time.

In our view, the bank's weakening asset quality will cause a significant
reduction in its capital ratios. Without NAMA, this could happen over an
extended period if loan impairment charges lead the bank to make losses.
Alternatively, the bank would realize a significant portion of these losses up
front, if, as we expect, the loans are transferred to NAMA at a discount to
their current book value. Either way, we expect that further capital support
may be needed if the bank is to maintain capitalization at a level that is
consistent with the current 'A' rating. This support could come from a less
aggressive NAMA transfer price, or from an injection of capital. When
assessing capital adequacy, we will also consider the bank's ability to
generate more capital.

In our view, the economic outlook for Ireland remains weak, but the pace
of deterioration has slowed. The Irish economy as a whole continues to suffer
from a very deep recession. Standard & Poor's Chief European Economist
forecasts that Irish GDP will decline 8% in 2009 and 2% in 2010. We therefore
expect that even after the NAMA loan transfer, BOI will continue to contend
with the challenges of managing asset quality, and maintaining revenues in a
low interest rate, low activity environment.

CreditWatch
The CreditWatch placement of the long-term rating on BOI reflects our
expectation that the NAMA proposal will proceed, but also uncertainty about
the financial profile of BOI following the execution of the NAMA plan. While
we expect that the Irish government would continue to support BOI, the level
of support provided, particularly regarding capitalization, may not be
consistent with the current 'A' rating. We expect to resolve the CreditWatch
status within the coming three months. However, if the economic environment
appeared likely to deteriorate materially beyond our base-case expectations,
this could prompt a negative rating action sooner. We do not currently expect
the ratings on BOI to be lowered by more than one notch, and it is possible
that they may be affirmed.
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Related Research
• Bank of Ireland U.S. Dollar Hybrid Securities Ratings Raised To 'B' On
Completion Of Tender Offer, June 26, 2009

• Bank of Ireland 'A' L-T Rating Put On CreditWatch Negative On Expected
Asset Transfer And NAMA Plan; Hybrids Cut To 'BB', May 1, 2009

• Irish Bank Rating Implications Are Uncertain Following Government's Asset
Transfer Plan, May 1, 2009

Ratings List
Bank of Ireland
Counterparty Credit Rating A/Watch Neg/A-1

NB: This list does not include all ratings affected.

Additional Contacts:
Claire Curtin, London (44) 20-7176-7032;claire_curtin@standardandpoors.com
Trevor Cullinan, London (44) 20-7176-7110;trevor_cullinan@standardandpoors.com
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Ratings information is available to RatingsDirect subscribers at
www.ratingsdirect.com. It can also be found on Standard & Poor's public Web
site at www.standardandpoors.com; select your preferred country or region,
then Ratings in the left navigation bar, followed by Find a Rating.
Alternatively, call one of the following Standard & Poor's numbers: Client
Support Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris
(33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm (46) 8-440-5914; or
Moscow (7) 495-783-4011.
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