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Research Update:

Bank of Ireland 'A' L-T Rating Put On
CreditWatch Negative On Expected Asset
Transfer And NAMA Plan; Hybrids Cut To
lBBl

Rationale

On May 1, 2009, Standard & Poor's Ratings Services placed its "A long-term
counterparty credit rating on Bank of Ireland (BA; the tradi ng nane of the
Governor and Conpany of the Bank of Ireland) on CreditWatch with negative
inmplications. At the sane tine, the 'A- 1" short-termcounterparty credit
rating on BO was affirned. Furthernore, the ratings on BO's hybrid capital
instruments were lowered to 'BB from'BB+', and remain on CreditWatch with
negative inplications.

The CreditWatch placerment follows our consideration of the Irish
government's pl an--announced April 7, 2009--to renove the riskiest |ending
fromthe bal ance sheets of the country's nmain donestically owned, comerci al
banks via the establishnent of a National Asset Managenent Agency (NAMA) (For
nore information see "lrish Bank Rating Inplications Are Uncertain Foll ow ng
Governnent's Asset Transfer Plan," published today on RatingsDirect.)

The inmpact of the planned transfer of assets to NAMA has been factored
into our assessnent of BO's stand-alone credit profile. W now factor two
not ches of support into the ratings on BO, reflecting our view that the
governnent will provide further support to BO if required. We consider BA to
be of high system c inportance to the Irish banking sector.

Fromthe details so far available, we consider that the NAMA pl an
provi des further denonstrabl e evidence of the governnent's desire to support
BAO and the other participating donestic banks. However, precise details
regardi ng how the plan will work are not yet avail able. The CreditWtch
pl acenent reflects our view that the plan could be only partially
successful --renoving the nost risky assets, but failing to sufficiently
strengthen BO's credit profile to withstand the chall enges that we expect it
to continue to face fromthe very weak economni c environment.

BO reported that it had €13 billion of devel opnent and €25 billion of
i nvest ment exposures at Sept. 30, 2008. We note, in particular, that follow ng
the asset transfer to NAMA the authorities might allow BO to run on a
regul atory capital ratio significantly below the 9.3%core Tier 1 ratio that
BO reported on a pro forma basis at Sept. 30, 2008. This ratio includes the
Irish governnent's March 2009 injection of €3.5 billion in deeply subordinated
8% preference shares into BO. Wile we give sone qualitative credit to this
capital injection, it provided no uplift to BO's capital base, as cal cul ated
usi ng Standard & Poor's met hodol ogy, because BA had al ready issued hybrid
securities beyond the tolerance |evels specified in our criteria.
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CreditWatch
The CreditWatch placenment of the long-termrating on BO reflects our
expectation that the NAVA proposal will proceed, but also uncertainty about

the financial profile of BO follow ng the execution of the NAMA plan. Wile
we expect that the Irish government would continue to support BO, the |evel
of support provided, particularly regarding capitalization, may not be
consistent with the current "A rating. The CreditWatch placenment with
negative inplications also reflects the very weak outl ook for the Irish
econony, the still dislocated whol esal e funding market, and the rel ated

chal | enges faced by BO in terns of managi ng asset quality and profitability.
We expect to resolve the CreditWatch pl acenent when we have nore details on
t he NAMA plan, but continuing deterioration of the Irish economy could pronpt
negative rating action prior to this. W do not currently expect the ratings
on BO to be |Iowered by nore than one notch, and they nay be affirnmed. An
affirmation could result if we consider that, follow ng the execution of the
NAMA plan, the bank's financial profile will be confortably positioned to
weat her the econonic downturn.

The CreditWatch placenment of BO's undated capital instruments reflects
our view that, while BO nay continue to be willing to service the coupons on
these instruments, uncertainty persists about whether the authorities,
particularly the European Conm ssion, will continue to allow the bank to do
this. W will resolve the CreditWatch placenent of these instrunents when the
authorities' position becones clearer. Should there be no inpedinent to BO
servicing its hybrid obligations, the ratings on these instrunents may be
affirmed. Should the instrunents be downgraded as a result of our view of
i ncreased deferral risk arising frompotential authorities' intervention, they
are likely to be lowered to the "B rating level or |ower.

Ratings List
Ratings Affirned; CreditWtch/ Qutlook Action

To From
Bank of Irel and
Long- Term Counterparty Credit Rating
A/ Wat ch Neg Al St abl e
Short-Term Counterparty Credit Rating
Al Al
Long-Term Certificate O Deposit
A/ WAt ch Neg A
Short-Term Certificate O Deposit A1l A1l
Seni or Unsecured A Wt ch Neg A
Subor di nat ed A-/ Wat ch Neg A-
Conmrer ci al Paper A1
Downgr aded
To From
Bank of Irel and
Juni or Subordi nat ed BB/ Vat ch Neg BB+/ WAt ch Neg
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Preferred Stock BB/ Vat ch Neg BB+/ WAt ch Neg

BA Capital Funding (No.1) LP
Preferred Stock* BB/ Vat ch Neg BB+/ WAt ch Neg

BA Capital Funding (No.2) LP
Preferred Stock* BB/ V\at ch Neg BB+/ WAt ch Neg

BO Capital Funding (No.3) LP
Preferred Stock* BB/ Vat ch Neg BB+/ WAt ch Neg

BA Capital Funding (No.4) LP
Pref erence Stock* BB/ V\at ch Neg BB+/ WAt ch Neg

Bank of Ireland UK Hol di ngs PLC
Juni or Subordi nat ed* BB/ V\at ch Neg BB+/ WAt ch Neg

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