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Research Update:

Irish Life Assurance Rating Raised To 'A-' Based
On Criteria For Rating Above The Sovereign;
Outlook Stable

Overview

e Insurer Irish Life Assurance (ILA) passes our hypothetical sovereign
default stress test under our revised criteria for rating conpani es above
the sovereign, indicating that it would not exhaust its regulatory
sol vency capital, even under the stress of a sovereign default.

e« W are raising our ratings on ILAto "A-', its current stand-al one credit
profile (SACP), from'BBB+' and renoving themfrom CreditWatch, where we
pl aced them on Nov. 26, 2013.

e The rating is limted by ILA's SACP, at one notch above the foreign
currency rating on Ireland. It can be no higher than two notches above
the sovereign rating, reflecting our view of ILA's high sensitivity to
country risk as a life insurer.

* W are also withdrawi ng our insurer financial strength rating on ILA at
t he conpany's request, but are maintaining our counterparty credit and
i ssue ratings on the conpany.

e The stable outlook reflects our viewthat ILAis likely to continue to
have a strong conpetitive position, and very strong capital and earnings.

Rating Action

On Feb. 21, 2014, Standard & Poor's Ratings Services raised to 'A-' from
"BBB+' its long-termcounterparty credit (CCR) and insurer financial strength
(FSR) ratings on Irish Life Assurance PLC (ILA). W also raised the issue
rating on the subordi nated debt issued by ILAto 'BBB from 'BBB-'. At the
sane time, we renoved the ratings fromCreditWatch with positive inplications,
where we placed them on Nov. 26, 2013.

Subsequently, we wthdrew our FSR on | LA at the conpany's request. W are
mai nt ai ni ng our CCR and issue ratings on I LA The outlook on the CCRis
stabl e.

Rationale

The one-notch upgrade follows the inplenmentation of our revised criteria on
rati ng conmpani es above the sovereign |l evel (see "Ratings Above The

Sover ei gn- - Cor porate And Covernnent Ratings: Methodol ogy And Assunptions, "
published Nov. 19, 2013). Under the criteria, we assess the potential inpact
of a hypothetical Irish sovereign default on I LA s consolidated bal ance sheet,
based on a stress scenario. W apply this test to all conpanies with
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indicative credit profiles that are higher than the rating on the sovereign to
which they are materially exposed, to assess whether their rating could be
hi gher than that on the sovereign

We consider ILA to have a material exposure to Irish assets. |ILA held around
€555 mllion of Irish debt and around €45 million of Irish property on Dec.

31, 2013, while its total regulatory capital was €782 million pre-dividend. W
have applied our hypothetical foreign currency sovereign default stress test
to I LA s bal ance sheet, including haircuts on all Ireland-based assets,

i ncl udi ng soverei gn bonds, |ocal bank and corporate bonds, real estate,
deposits, and equities. W then conpared the euro anpbunt of hypothetica

|l osses with the regulatory solvency capital of the insurer (capital stress) to
whi ch we added one year of pre-tax, post-haircut earnings. W also applied a
liquidity stress under our criteria that used the asset haircuts above.

Furthernore, the €555 nmillion includes €184 mllion of bonds backing Irish
soverei gn annuities, under which the full anmpunt of any default woul d be
passed on to the custoner, assunming that the default scenario proceeds as
expect ed.

W estimate that the haircuts associated with the capital test would not
deplete I LA s regul atory sol vency capital. This indicates, according to our
criteria, that ILA would not default on its insurance liabilities under the
scenario. In addition, we consider that the liquidity test would result in a
liquidity ratio of nore than 100% |LA therefore passes our sovereign default
stress test.

Because | LA woul d have positive regul atory solvency capital, even after our
stress test, we could set the ratings two notches above those on the
sovereign. The insurer has a 100% Irish |ife insurance-oriented busi ness m x
whi ch we consider indicates high sensitivity to country risk. Neverthel ess, we
rate I LA only one notch above the soverei gn because its SACP is 'a-'

ILA's SACP is supported by its strong conpetitive position and very strong
capital and earnings. Qur view of ILA s strong conpetition position is based
on its scale, distribution diversity, and the perceived financial strength its
i nternational backing offers. As a result of these factors, its market share
is typically around 30% W assess capital and earnings as very strong because
the Sol vency | regine gives no credit for the relatively lowrisk profile of

| LA's busi ness.

We al so consider ILA to be strategically inportant to the G eat-Wst group. In
our view, ILAis inmportant to G eat-Wst's European strategy and has
denonstrated success in maintaining an i nportant market position in Ireland.

Outlook

The stable outl ook reflects our expectations that ILAis likely to continue to
have a | eading competitive position in Ireland, while maintaining its capita
and earnings at least at very strong |levels.
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We could lower the rating if we lowered ILA's SACP. This could occur
e Qur view of its conpetitive position weakened, denonstrated by a
sust ai nabl e reduction in market share or

rate of return falling materially below 11% or

e |LA's capital and earnings were assessed as two or

Outlook Stable

if:

by its new business internal

nore categories | ower

than very strong. This could be triggered by a nore aggressive dividend

policy, or if ILA managed its capital

followi ng the inplenentation of Solvency II.

We could raise the rating if:

adequacy at weaker

| evel s

* W considered that the business risk profile had inmproved. This could
occur because the proportion of business sold through channels which we

consider ILA controls increased, narket growth prospects for

Irish life

i nsurance inproved, the economc growth trend in Ireland becane nore

establ i shed, and we saw i nprovenents in the Irish banking sector.
* W see evidence indicating that

Ratings Score Snapshot
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Ratings List

Upgr aded; CreditWatch/ Qutl ook Action

To From
Irish Life Assurance PLC
Counterparty Credit Rating A-/ Stabl e/ -- BBB+/ Wat ch Pos/ - -
Fi nancial Strength Rating A-/ Stabl e/ -- BBB+/ WAt ch Pos/ - -
Rati ng Wt hdrawn
Irish Life Assurance PLC
Fi nanci al Strength Rating NR A-/ Stabl e/ - -

NR- - Not rat ed.
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Insurance Ratings Europe; Insurancelnteractive_ Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.comand at spcapitaliq.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)
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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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