STANDARD & POOR’S
RATINGS SERVICES

McGRAW HILL FINANCIAL

RatingsDirect’

Research Update:

Allied Irish Banks Outlook Revised To
Pos On Government Support Review
And Capital Restructuring; Affirmed At
'BB+/B'

Primary Credit Analyst:
Sadat Preteni, London (44) 20-7176-7560; sadat.preteni@standardandpoors.com

Secondary Contact:
Dhruv Roy, London (44) 20-7176-6709; dhruv.roy@standardandpoors.com

Table Of Contents

Overview

Rating Action

Rationale

Outlook

Ratings Score Snapshot
Related Criteria And Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 3, 2015 1

1490520 | 302358278



Research Update:

Allied Irish Banks Outlook Revised To Pos On
Government Support Review And Capital
Restructuring; Affirmed At 'BB+/B'

Overview

* W believe the prospect of extraordinary governnent support for Irish
banks is now uncertain in view of the country's well-advanced and
ef fective resol ution regi ne.

* W are therefore renmoving the two-notch uplift for governnent support as
wel |l as the negative adjustnment we had previously applied to our
long-termcounterparty credit ratings on Allied Irish Banks (Al B)

* AIB recently announced a capital restructuring on the back of regulatory
approval fromthe Single Supervisory Mechanismfor a nunber of capita
actions that will sinplify and strengthen the group's regulatory capital
position, including a conversion of part of the governnent preference
shares into conmon shares.

« At this stage, we consider that AIBis unlikely to increase its
addi ti onal | oss-absorbing capacity above our required threshold, despite
the recent issuances of Tier 2 and Additional Tier 1 capital instruments.

e« However, we believe that the announced capital restructuring, alongside
the bank's return to profitability, will lead to a material inprovenent
in AIB's capital and earnings position. W have therefore revised our
assessnent of AIB's stand-alone credit profile to 'bb+ from'bb'.

» Consequently, we have raised our debt ratings on AIB's recent Tier 2
issue to 'B+ from'B'.

* In addition, we are revising our outlook on AIB to positive fromstable
and affirmng the 'BB+/ B 1ong- and short-termcounterparty credit
ratings.

» The positive outlook on AIB reflects our expectation that the
strengt heni ng nacroeconom ¢ environnent in Ireland nay lead to an
i nprovenent in the bank's creditworthiness within the next two years.

Rating Action

As previously announced on Dec. 2, 2015, Standard & Poor's Ratings Services
has revised the outl ook on Allied Irish Banks PLC (AIB) to positive from
stable and affirmed the 'BB+/ B |ong- and short-term counterparty credit
ratings.

At the sanme tinme, we affirmed the 'BB+/B |ong- and short-termratings on AIB
Goup (U K) PLC (AIB UK), AIB s wholly owned subsidiary. The outl ook on Al B
UK renmai ns stabl e.
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In addition, we raised our debt ratings on AIB's recent Tier 2 issue to 'B+
from'B'.

Rationale

We believe that the prospect of extraordi nary governnent support for the Irish
banki ng sector is now uncertain follow ng the expected full inplenentation of
the EU Bank Recovery and Resolution Directive, including bail-in powers, from

Jan. 1, 2016. W do not conpletely exclude the possibility of such support,
and we consider that systemically inportant Irish institutions, such as AlB,
face several nore years of structural and bal ance sheet reforns to address
their "resolvability" (mtigating the systemic inpact if they fail)
Nevert hel ess, we believe the Irish governnent's ability and willingness to
provi de support is |ower and | ess predictable under the enhanced resol ution
framewor k. We have therefore reclassified the tendency of the Irish governnent
to support private sector commerci al banks as "uncertai n" under our criteria,
and renoved the uplift that we previously included for government support in
the long-termcounterparty credit rating on AlB.

We view the Irish resolution reginme as "effective" under our additiona

| oss-absorbi ng capacity (ALAC) criteria because, anong other factors, we
believe it contains a well-defined bail-in process under which authorities
woul d permit nonviable systemically inportant banks to continue critica
functions as going concerns following a bail-in of eligible liabilities.
However, we have not included notches in the long-termrating on Al B under our
ALAC criteria, because, at this stage, we have limited visibility on whether
AlB' s future issuance plans will lead to an ALAC rati o exceedi ng our required
t hreshol d over a four-year projection period (4% w th an anchor of 'bb+' and
5% wi th an anchor of 'bbb-' or above).

We believe that our risk-weighted assets assessnent adequately captures the
risks AIB is exposed to, and we consider that AIB' s group structure is
relatively sinple. W extended the projection period to four years, because we
believe the Republic of Ireland is in an extended regul atory transition period
in which banks will progressively build larger buffers of |oss-absorbing
capacity.

W estimate that AIB's ALACratio will be short of 2% of Standard & Poor's

ri sk-wei ghted assets at year-end 2016. W include in this estinmate the recent
€750 million Tier 2 issuance and €500 mllion Additional Tier 1 (AT1)

i ssuance, but exclude the €1.6 billion contingent capital notes issued in 2011
to the Irish authorities, as we understand these will be redeened in the

comi ng nonths. Qur estimate also includes the small residual anpunts of two

| egacy subordinated notes that were subject to liability nanagement exercises
in 2011, and we understand Al B continues to not pay coupons on these notes. W
bel i eve these issues have the capacity to absorb | osses without triggering a
default on senior obligations. Qur projection does not incorporate any
potential further issuance of subordinated debt.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 3, 2015 3

1490520 | 302358278



Research Update: Allied Irish Banks Outlook Revised To Pos On Government Support Review And Capital
Restructuring; Affirmed At 'BB+/B'

On Nov. 6, 2015, AIB announced that it had received regul atory approval from
the Single Supervisory Mechanismfor a nunber of capital actions, including a
conversion of part of the government preference shares into conmon shares. As
a result, we have raised our stand-alone credit profile (SACP) for AIB to
"bb+ from'bb'. This is based on our expectation that AIB's capital and
earnings position will materially inprove follow ng the conpletion of its
capital restructuring, which is also supported by the bank's return to
profitability. W consequently revised up our capital and earnings assessnent
to adequate from weak, reflecting our anticipation that our risk-adjusted
capital (RAC) ratio will increase to 7.5%7.9%in the next 12-18 nonths, based
on the recent issuance of €500 million ATl capital notes and our expectation
of retained earnings outpacing gromh in risk exposures.

In addition, the upward revision of AIB's SACP to 'bb+ from'bb'" pronpted us
to raise our debt ratings on AIB's recent Tier 2 issue to 'B+ from'B

The starting point for our ratings on AIB is our 'bb+ anchor, which reflects
AlB's focus on Ireland. Gven the revised capital and earnings assessnment, our
assessnent of AIB's SACP is now at the sanme |evel as the issuer credit rating.

We al so take into account in the SACP AIB' s position as one of the two
"pillar" banks in Ireland, and our view that AIB' s asset quality is broadly in
line with peers with a simlar economc risk and product m x. AIB s funding
and liquidity benefits fromthe rapid decrease in the bank's reliance on
nonetary authorities and its progress in reducing the funding gap

Al so, we have affirmed our ratings on AIB' s strategically inmportant banking
subsidiary AIB UK. The subsidiary's long-termcounterparty credit rating is
based on our assessment of its SACP, which is at the sane | evel as the
parent's group credit profile of 'bb+

Outlook

The positive outlook reflects our viewthat, in the com ng 12-18 nonths, we
could revise up our anchor for commercial banks in Ireland, including AIB, to
refl ect the decreasing macroecononic risks that they face in their domestic
market. This would follow an inprovenent of our economic risk assessnent for

I rel and under our Banking Industry Country R sk Assessment met hodol ogy.

Al though less likely at this stage, an upgrade could arise if we include a
notch of ALAC support into our long-termrating on AlB. The bank's ALAC buffer
woul d need to increase substantially to exceed the required thresholds (4% f
the anchor remains at 'bb+ , 5%if it inproves to 'bbb-").

We coul d revise the outlook to stable if we observed that the economc
recovery stalled, indicating that the economc risks faced by Irish banks were

not decl i ning.

The stable outlook on AIB UK reflects our view of its steady intrinsic

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 3, 2015 4

1490520 | 302358278



Research Update: Allied Irish Banks Outlook Revised To Pos On Government Support Review And Capital

credi twort hi ness.
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Upgr aded
To From
Allied Irish Banks PLC
Subor di nat ed B+ B

*Quaranteed by Allied Irish Banks PLC.

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al 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 Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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