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Banking System Outlook Update — Ireland

Outlook remains stable as government
support helps to mitigate coronavirus stress

We have maintained our stable outlook for the Irish banking system. We expect the Irish
economy to contract sharply in 2020 due to enforced business closures aimed at containing
the coronavirus outbreak, leading to an increase in banks’ problem loans and a decline in
their profitability. However, government support measures will help to mitigate the impact of
the coronavirus-induced downturn, while ultra-low interest rates will limit the risk associated
with Ireland's (A2 stable) high private-sector debt. The country's role as a hub for high value-
added export-oriented sectors such as IT and pharmaceuticals and material trade links with
the U.S. (Aaa stable) will help the economy to recover strongly in 2021.

Economic growth will contract in 2020. We expect Ireland’s GDP to undergo a short

and sharp contraction in 2020, before rebounding in 2021. While the downturn will

reduce borrowers’ repayment capacity and weigh on lending growth, direct and indirect
government support measures targeted at households and small businesses will provide
some counterbalancing uplift. At the same time, ultra-low interest rates will mitigate the risk
associated with Ireland’s still relatively high private-sector debt.

Asset quality will deteriorate. Irish lenders’ problem loan ratios will rise as the economic
downturn undermines borrowers' repayment capacity and slows further disposal and/or
securitisation of nonperforming loan portfolios. However, government support measures,
including guarantees for the majority of small business loans and payment holidays on
mortgages for otherwise performing borrowers will limit the deterioration in loan quality.
The banking sector has significantly reduced its stock of nonperforming loans in recent years
and has a long track record of successful loan restructuring, putting it in a strong position to
manage the coronavirus-related stress. Limited lending growth curbed excessive risk taking in
2019, and banks are less exposed to a potential fall in house prices thanks to a decline in the
number of negative equity mortgage loans on their books.

Capital will remain stable. We expect Irish banks’ capital to remain strong, giving them
solid loss-absorption capacity as loan quality declines. Deteriorating credit conditions will
push up risk-weighted assets, despite weaker lending growth. However, the adverse impact
on capital will be moderated by the suspension of dividend payments.

Profitability will weaken. Irish banks’ profitability will decline as coronavirus-induced
economic disruption limits new lending growth and results in higher loan-loss provisions,
although flexible guidance regarding the IFRS 9 treatment of mortgage holidays will limit
the overall increase in provisioning expenses. Persistently low interest rates will continue to
pressure net interest margins while fee income generation will be constrained.
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Funding and liquidity will hold steady. Stable, diversified customer deposits will remain the dominant funding source for Irish banks.
We expect their wholesale funding reliance to increase over time as they seek to meet minimum loss-absorbing debt thresholds set out
under the EU's MREL rule. However, any issuance of MREL-compliant debt is likely to be delayed due to reduced funding needs, and the
availability of cheap monetary authority funding. Irish banks' liquidity is strong thanks to limited lending growth and debt issuance in
2019. Access to funding facilities such as the European Central Bank's (ECB) TLTRO Il will provide buffers for Irish banks to withstand
liquidity pressures, helping them support government-directed lending to small businesses.

Government support assumptions are unchanged. We continue to assume a moderate probability of government support for the
deposits and senior unsecured debt of two of the four largest Irish banks, and a low probability of government support for all other
lenders.

Exhibit 1
Overview of key drivers for our stable outlook for the Irish banking system

Operating Deteriorating - Sharp but short-lived contraction in 2020 followed by strong recovery in 2021
Environment + Prolonged low interest rates reduce the risks associated with much improved but still relatively elevated private indebtedness
+ Direct and indirect financial support measures to mitigate the impact of coronavirus on the economy, households, and SMEs
- Global economic uncertainty elevates tail risk to Ireland’s open economy which hosts multinationals

+ Material US trade links, IT, Pharmaceutical, Agriculture and service sectors dampens downside risks

Asset Quality Deteriorating - Problem loans to weaken due to coronavirus driven recession but government and regulatory measures, including guarantee of
majority portion of SME loans, will reduce its adverse impact
= Negative equity loans have declined to a modest level increasing resilience again potential pressures in real estate prices
+ Much reduced legacy impairments and long track record with forbearance and restructuring options moderate challenges of
rising credit risk
= Modest credit demand in 2019, particularly in the higher risk SME market, and CBI guidelines have discouraged excessive risk
taking prior to the onset of the coronavirus crisis
- Pace of reduction of legacy nonperforming loans will slow due to disruption of debt purchasing and securitisation market

Capital Stable + Irish banks' solid predominantly core equity tier 1 capitalization provides strong loss absorption against elevated asset risk
- Risk weighted assets likely to rise due to rising risks despite expected low loan growth

Funding and Stable + Granular and stable deposits remain the dominant source of funding

Liquidity

- While issuance may be temporarily delayed, wholesale funding will moderately increase as banks issue debt to meet MREL
requirements

+ Strong liquidity positions, due to low credit growth in 2019 and debt issuance
+ Access to monetary facilities such as TLTRO Il and others will provide buffers for banks to withstand liquidity pressures

- Liquidity outflows due to drawdowns on revolving credit facilities as well as demand for new loans to support borrowers through
the current crisis

Profitability and Efficiency  Deteriorating - Lower profitability due to interest margin pressure from low for longer rates, low fee income generation and rising credit costs

- Limited new lending opportunities will constrain revenue generation
+ Flexibility with regard to IFRS9 provisioning and accommodation provided to performing borrowers will moderate loan loss
provisioning expense

Government Support Stable = No change to our moderate government support assumption for the deposits and senior unsecured debt of two of the four largest
banks and low support assumption for all other banks

Source: Moody's Investors Service

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
Key indicators for our rated Irish banks

2015 2016 2017 2018 H1 2019
Core Scorecard Ratios
Problem Loans / Gross Loans 17.5% 13.8% 9.5% 7.9% 6.3%
Tangible Common Equity / Risk Weighted Assets 16.0% 17.6% 19.3% 19.9% 17.7%
Net Income / Tangible Assets 1.2% 1.1% 0.7% 0.7% 0.9%
Market Funds / Tangible Banking Assets 16.8% 14.2% 10.7% 9.0% 8.0%
Liquid Banking Assets / Tangible Banking Assets 21.2% 22.0% 23.0% 23.4% 21.8%
Additional Ratios
Problem Loans / (Tangible Common Equity + Loan Loss Reserve) 83.4% 69.2% 50.8% 46.1% 40.4%
Loan Loss Reserves / Problem Loans 84.7% 58.4% 59.8% 40.1% 40.6%
Tier 1 Ratio 14.8% 17.0% 18.0% 17.3% 15.7%
Tier 1 Leverage Ratio 8.4% 8.9% 9.2% 8.6% 8.0%
Tangible Common Equity / Total Assets 9.9% 10.0% 10.5% 10.6% 8.7%
Net Income / Average Risk Weighted Assets 1.8% 1.9% 1.3% 1.3% 1.7%
Pre-Provision Income / Average RWA 1.7% 1.5% 1.5% 1.6% 1.7%
Net Interest Margin 1.7% 1.8% 2.0% 2.0% 2.0%
Cost / Income Ratio 63.0% 70.6% 74.4% 71.7% 69.3%
(Market Funds - Liquid Assets) / Total Assets -3.9% -7.3% -11.5% -13.5% -13.2%

Note: Data show asset-weighted aggregates for rated banks
Source: Moody's Banking Firnancial Metrics

Rating Universe
We rate four banking groups in Ireland, accounting for about 70% of domestic banking system assets as of December 2019.

The asset-weighted average senior debt and deposit ratings of the rated banks' operating companies is A2. The asset-weighted average
baseline credit assessment for the banks is baa2. The asset-weighted average senior debt rating of the rated banks' holding companies
is Baaz.

Exhibit 3
Irish banks' ratings

LGF (deposits / Government Support Deposit Rating / Senior Debt or Issuer Rating
Bank Total Assets (€m) BCA Adj. BCA senior) (deposits / senior) Outlook / Outlook
Bank of Ireland 131,883 baa2 baa2 3/3 0/0 A2/ STA A2/ STA
Bank of Ireland Group - - - -/0 - - Baa2 / STA
Allied Irish Banks 98,562 baa2 baa2 3/2 0/1 A2/ POS A2/ STA
AIB Group - - - -/0 - - Baa2 / POS
Ulster Bank Ireland 30,646 bal baa2 2/1 - A3/ POS Baal/POS
Permanent TSB 20,278 bal bal 22 - Baa2 / STA Baa2 / STA
Permanent TSB Group Holdings - - - -/0 - - Bal/STA

Note: Assets as of December 2019. BCA = baseline credit assessment, on a scale from aaa (highest) to c (lowest). BCAs reflect a bank’s standalone credit strength; LGF: Loss given failure.
Bank deposit rating and senior long term rating at the bank level, which reflects both standalone creditworthiness and support assumptions.
Source: Moody's Investors Service
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Moody'’s related publications

Sector:

» Financial Institutions — Global: Coronavirus, oil shock hurt asset quality; monetary response reduces profitability, March 2020

» Banking — Europe: ECB measures will provide limited economic offset to coronavirus weakness, March 2020

» Banks — Europe: Coronavirus outbreak adds to late-cycle risks for European banks, March 2020

» Global Macro Outlook 2020-21 (March 2020 Update) — Coronavirus will hurt economic growth in many countries through first half
of 2020, March 2020

Rating Actions

» Moody's upgrades the senior unsecured debt or issuer ratings of AlB, PTSB, UBI DAC and affirmed that of BOI. The holding company
debt ratings of AIB, BOI and PTSB and the deposit ratings of BOIUK are also upgraded, December 2019

Sovereign and Macroeconomic Analysis

» Government of Ireland - Annual credit analysis, 13 August 2019

Rating Methodology

» Banks, November 2019

Topic pages:

» Coronavirus Credit Effects

» ESG Impact

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.
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Definition of Banking System Outlook

Banking System Outlooks represent our forward-looking assessment of fundamental credit conditions that will affect the creditworthiness of
banks in a given system over the next 12-18 months. As such, banking system outlooks provide our view of how the operating environment
for banks, including macroeconomic, competitive and regulatory trends, will affect asset quality, capital, funding, liquidity and profitability.
Banking system outlooks also consider our forward-looking view of the government support environment for bank creditors.

Since banking system outlooks represent our forward-looking view on credit conditions that factor into our bank ratings, a negative (positive)
outlook suggests that negative (positive) rating actions are more likely on average.
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