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Permanent TSB Group Holdings plc
PTSB enters understanding to acquire UBIDAC's €7.6 billion
retail and SME business, a credit positive

On 23 July, Permanent TSB Group Holdings plc (PTSB Group, Ba1 stable), the holding
company of Permanent tsb p.l.c. (PTSB, Baa2/Baa2 stable, ba11), announced that it had a
nonbinding memorandum of understanding (MoU) with NatWest Group plc (Baa1 positive,
baa1) and Ulster Bank Ireland DAC (UBIDAC, A3 review for upgrade, ba1) to acquire around
€7.6 billion of UBIDAC assets – equal to about half of PTSB's loan book at year-end 2020.

The transaction will provide economies of scale that improve PTSB's efficiency, diversify its
earnings, boost its interest margins, profitability and small and midsize enterprise (SME)
lending franchise. UBIDAC is Ireland's third-largest bank by assets. PTSB would acquire
primarily performing non-tracker mortgages, a modest amount of micro-SME loans and
a self contained Lombard asset financing business, an area where PTSB has no presence.
Additionally, the bank will acquire 25 UBIDAC branches and 400-500 employees assigned
mainly to the retail and SME business.

At year-end 2020, PTSB's low-margin mortgage lending accounted for 97% of its loan book
(Exhibit 1) and had limited diversification in high-yielding segments, making it sensitive to
the low interest rate environment and competition in the mortgage segment. The bank's
net interest margin was 1.73%, 24 basis poimts weaker than the average of its two larger
peers, Allied Irish Banks, p.l.c. (AIB, A2 stable, baa2) and Bank of Ireland (BOI, A2/A2 stable,
baa2). As a result, PTSB's expansion into asset-backed finance, along with the acquisition of
the SME loans and accompanying employees, provide revenue diversification. PTSB's market
share in the SME segment, which launched in December 2015, was very low at year-end
2020 (Exhibit 2). PTSB's overall small size is one contributor to its weak efficiency, which the
additional revenue from the acquisition would improve. The bank's cost-to-income ratio was
at high 80% at year-end 2020, 15 basis points higher than the average of its two larger peers
(Exhibit 2).
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Exhibit 1

PTSB is primarily a mortgage lender
Loan book composition, profitability and efficiency measures as of year-end 2020
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Sources: Banks' financials reports

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Exhibit 2

PTSB is currently the fourth-largest bank in Ireland
Market share of Irish banks in key segments as of year-end 2020
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At year-end, PTSB had a strong capitalisation, with a fully loaded Common Equity Tier 1 (CET1) ratio of 15.6%. The mortgage
dominated transaction will have a moderate adverse effect on PTSB's CET1 ratio, but will continue to exceed its 8.94% minimum
requirement. Furthermore, as part of the transaction, besides paying NatWest Group some cash consideration, NatWest Group will
have a non-consolidating stake in PTSB Group of up to 20%. Together with potential capital accretive transactions such as sale of a
portfolio of problem loans, which was 7.6% of gross loans as of year-end 2020, we expect PTSB's capitalisation to remain strong and
adhere to its pro forma target CET1 ratio above 14%. The Government of Ireland (A2 stable) holds a 74.92% stake in PTSB Group,
71.12% in AIB and 13.95% in BOI and intends to gradually reduce its interests in the banks.

The European Union's Single Resolution Board sets the Minimum Requirement for Own Funds and Eligible Liability (MREL)
requirements of the two largest Irish banks, while the Central Bank of Ireland is responsible for setting PTSB's MREL because its total
assets are below €30 billion. Post-transaction, PTSB will still be below the threshold, but as its system importance in Ireland increases,
additional capital buffer could be imposed. Currently, AIB and BOI have capital buffers of 1.5% of risk-weighted assets, while UBIDAC's
is 0.5%, as a result of being designated as other systemically important institutions.

PTSB's MoU follows NatWest Group's announcement in February of UBIDAC's phased withdrawal from Ireland and a binding MoU for
AIB Group plc's (Baa1 stable) purchase of around €4 billion of UBIDAC's performing corporate and commercial loans.

Endnotes
1 The bank ratings shown in this report are the bank’s deposit rating, senior unsecured debt rating (where available) and Baseline Credit Assessment.
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