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Research Update:

Bank of Ireland Ratings Lowered To 'A-/A-2'
On Economic And Market Conditions In
Ireland; Outlook Stable

Overview

e W have revised our opinion regarding econonic and industry risk in
Irel and and our expectations regarding future credit | osses.

e W have al so assessed the likely inpact of participation in lreland s
Nati onal Asset Managenent Agency (and associated restructuring on Bank of
Ireland (BA)).

« W are lowering our counterparty credit ratings on BO to 'A-/A-2', and
renovi ng them from Credit WAt ch negati ve.

e The stable outlook reflects our expectation that the governnent will
remai n hi ghly supportive of BO, BO's core Irish banking franchise wll
remain nmaterially intact, and it will raise significant equity capital in
2010, fromthe market or the governnent or both.

Rating Action

On Jan. 26, 2010, Standard & Poor's Ratings Services lowered its | ong- and
short-termcounterparty credit ratings on Bank of Ireland (BO; the trading
nane of the Governor and Conpany of the Bank of lreland) to 'A-/A-2" from
"AJ/A-1'. At the same tine, the long- and short-termcounterparty credit

rati ngs were renoved from Credi t Watch, where they were placed with negative
implications on May 1, 2009, and Sept. 30, 2009, respectively. The outlook is
stabl e. |ssuance guaranteed by the Republic of Ireland (AA/ Negative/A-1+) is
not affected by today's rating action.

Rationale

The rating action reflects our opinion of BO's prospects in |ight of our
updat ed view on econonic and industry risk in the bank's core nmarkets,
together with our expectations regarding future credit |losses. It also factors
in our view of the likely inpact of its participation in Ireland s National
Asset Managenent Agency (NAMA) and associ ated restructuring and capital

rai sing. W have lowered the ratings due to our view that the environment will
remai n chal | engi ng over the nediumtermand BO's financial profile will be
weaker than we had previously expected, with capital expected to be only
adequat e by our neasures and the bank continuing to make | osses through 2011.

The ratings on BO reflect its very strong donestic franchise, high systemc

i nportance, and the consequent strong support that we expect it to continue to
receive fromthe Irish government. W factor four notches of support into the
rati ngs on BO above its stand-alone credit profile (SACP). Wth total

Standard & Poor’s | RatingsDirect on the Global Credit Portal | January 26, 2010



Research Update: Bank of Ireland Ratings Lowered To 'A-/A-2' On Economic And Market Conditions In Ireland;
Outlook Stable

reported assets of €184 billion ($267 billion) at Sept. 30, 2009, BA ranks
alongside its main conpetitor, Allied Irish Banks PLC (Al B; A-/Negative/A-2)
as the |l eading player in Irish banking.

BA is set to benefit materially fromthe government's NAMA plan, which, from
February 2010, will see BAO transfer up to €16 billion of its higher risk
property- and construction-rel ated | oan exposures in exchange for a smaller
amount of governnent-backed bonds. W expect this nove to reduce uncertainty
about future credit | osses and inprove BO's liquidity. However, it wll
likely also trigger substantial realized | osses, inmpairing capital. W expect
that BO will subsequently raise equity capital. Potential sources include
[iability nanagenment exercises, existing shareholders, and the Irish

gover nnent .

Despite | oan book risk reduction and capital raising, the bank's nediumterm
prospects are, in our view, rather weak. W expect econom ¢ and market
conditions in Ireland and, to a |l esser extent, the U K to remain unsupportive
of bank earnings, |leading to continued nmargin pressure, weak client activity,
and still-elevated credit |osses on non-NAMA | oans t hrough 2011. W consi der
it likely that the bank will continue to be | oss-nmaking through this period.

Due to its receipt of state aid, BO has had to submit a restructuring plan to
the EC, denonstrating a return to viability within a reasonable tinefrane. The
EC may or may not choose to inpose conditions as part of its approval of this
plan. Wiile the EC s stance remains uncertain, we think it likely that BA's
core lrish banking franchise will remain nmaterially intact. BA has already
announced that, at the EC s request, it intends to exercise its right to defer
coupon paynents on those capital instrunments where there is no | ega

obligation to pay.

Outlook

The stable outlook reflects our expectation that the government will remain
hi ghly supportive of BO. W also expect that BO's SACP will gradually
strengthen over the long term supported in particular by a |largely unchanged
busi ness profile.

We consider that the Iikelihood of positive rating action is renote within the
rati ng horizon. Such a nove coul d, however, result froma materially inproved
econom ¢ and i ndustry risk environnment in Ireland, including a nore rapid and
stronger inprovenent in nmacroeconom ¢ and market conditions than we currently
expect. Negative rating action would nost likely follow froma weakeni ng of
gover nment support, or a fundanental weakening in BO's core Irish banking
franchise, or a failure to materially bol ster capital in 2010

Related Research

e Assunptions For Credit Stress Testing Irish Banks, Jan. 26, 2010
e Deternmining Credit Loss Assunptions For Irish Banks, Jan. 26, 2010
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e Review O Irish Banks On Inplenentation OF Credit Loss Assunptions And
Bl CRA Change Leads To Rating Actions, Jan. 26, 2010

* Irish BICRA Changed To G oup 4 From G oup 3 On Hi gher Economi c And
I ndustry Risk, Jan. 26, 2010

e Ratings On Bank of Ireland' s Hybrid Issues Lowered To 'CC On Deferral
Announcenent, Jan. 19, 2010

* Group Methodol ogy For Financial Services Conpanies, March 19, 2004

e« FI Criteria: Bank Rating Anal ysis Methodol ogy Profile, March 18, 2004

Ratings List
Downgr aded; CreditWatch/ Qutl ook Action

To From
Bank of Irel and
Counterparty Credit Rating A-/ Stabl e/ A-2 A WAt ch Neg/ A-1
Seni or Unsecured A- A Wat ch Neg
Subor di nat ed BBB+ A-/ Wt ch Neg
Conmrer ci al Paper A-2 A- 1/ Wat ch Neg

NB: This list does not include all ratings affected.

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

Conplete ratings information is available to RatingsDirect on the d obal
Credit Portal subscribers at ww. gl obal creditportal.comand RatingsDirect
subscribers at www. ratingsdirect.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 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) 495-783-4011.
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