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New World Order 
Assessing Risk of New Generation Capital Instruments 

Basel I / II Basel III 

Capital instruments expected to have limited recovery 
in liquidation 

Credit Analysis focussed on Default Probability 

What is my Loss Given Default ? 

Capital instrument claims may no longer exist in their 
original form in liquidation due to NVLA provisions 

New Probabilities: Ratio Breach, Point of Non-
Viability, etc 

What is the format of loss absorption ? 

Same for Tier 1 & Tier 2 

Same with Tier 1 & Tier 2 + Clear Credit Hierarchy 

Gone Concern 
Tier 2 

Going Concern  
Tier 1 OR Tier 2 

Conversion 
(T1 / T2) 

Write down + 
Write up (T1 / T2) 

Write off 
(T1 / T2) 

New frameworks and instrument structures involve a re-assessment of risk 
Lack of contractual protections may force an ‘equity-like’ view to be taken on management intent 



3 

0

50

100

150

200

250

0

100

200

300

400

500

600

700

800

Jan	
  -­‐	
  12 Mar	
  -­‐	
  12May	
  -­‐	
  12 Jul	
  -­‐	
  12 Sep	
  -­‐	
  12 Nov	
  -­‐	
  12 Jan	
  -­‐	
  13Mar	
  -­‐	
  13May	
  -­‐	
  13 Jul	
  -­‐	
  13 Sep	
  -­‐	
  13

Di
ffe

re
nt
ia
l	
  (
bp

s)

Bo
nd

	
  i-­‐
Sp
re
ad

	
  (b
ps
)

Curve	
  Adjustement Differential

BANBRA	
  9.25%	
  2023-­‐	
  5.125%	
  Write	
  down BANBRA	
  8.50%	
  2020

-­‐50

0

50

100

150

200

250

300

350

0

100

200

300

400

500

600

700

800

900

Jan	
  -­‐	
  12Mar	
  -­‐	
  12May	
  -­‐	
  12 Jul	
  -­‐	
  12 Sep	
  -­‐	
  12 Nov	
  -­‐	
  12 Jan	
  -­‐	
  13Mar	
  -­‐	
  13May	
  -­‐	
  13 Jul	
  -­‐	
  13 Sep	
  -­‐	
  13

Di
ffe

re
nt
ia
l	
  (
bp

s)

Bo
nd

	
  i-­‐
Sp
re
ad

	
  (b
ps
)

Curve	
  Adjustment Differential

RABOBK	
  8.4%	
  2017	
  -­‐	
  8%	
  (ECR)	
  Write	
  down RABOBK	
  11%	
  2019

0

50

100

150

200

250

300

350

400

0

200

400

600

800

1000

1200

May	
  -­‐	
  13 Jun	
  -­‐	
  13 Jul	
  -­‐	
  13 Aug	
  -­‐	
  13 Sep	
  -­‐	
  13

Di
ffe

re
nt
ia
l	
  (
bp

s)

Bo
nd

	
  i-­‐
Sp
re
ad

	
  (b
ps
)

Credit	
  Adjustment Differential
BBVASM	
  9%	
  2018	
  -­‐	
  7%	
  Conversion ISPIM	
  8.375%	
  2019

0

50

100

150

200

250

300

0

100

200

300

400

500

600

700

800

03-­‐Sep 17-­‐Sep 01-­‐Oct

Di
ffe

re
nt
ia
l	
  (
bp

s)

Bo
nd

	
  i-­‐
Sp
re
ad

	
  (b
ps
)

Curve	
  and	
  Structure	
  Adjustement Differential

SOCGEN	
  8.25%	
  2018	
  -­‐	
  5.125%	
  Temp	
  Writedown SOCGEN	
  8.75%	
  2015

Cost of New Style Additional Tier 1 Features 
A Look at AT1 Data-Points 

Basel III  AT1 Vs “Old Style” (Conversion Structure) Basel III AT1 vs “Old Style” (Temporary Write-Down) 

Basel III AT1 Vs “Old Style” (Permanent Write Down) - 
Europe 

Source:  Bloomberg  Source:  Bloomberg  

Source:  Bloomberg  
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Source:  Bloomberg  

~ 140 bps 

~ 200 bps ~ 50 bps 

~ 155 bps 

Basel III AT1 Vs “Old Style” (Permanent Write Down) - 
Brazil 
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Cost of Basel III Features 
What Can we Learn from the CoCo Market ? 

Cost of a “Low Trigger” (5% CET1) + NVLA in Tier 2 Conversion vs. Permanent Write Down in Tier 2 

“High” (7.0% CET1) vs. “Low” (5.0% CET1) Trigger in Tier 2 Non-CET1 Based Non-Viability Trigger in Tier 2 
Source:  Bloomberg  Source:  Bloomberg  

Source:  Bloomberg  
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~ 125 bps ~ 25-50 bps 

~ 75 bps 

~ 50 bps 
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“Capital Buffer” above Trigger for CoCo Precedents 
Current instruments have between 31% and 67% “Capital Buffer”, will instruments below or 
above this range also price efficiently ? 

47% 

Average 

Capital Headroom of Sample 
(% of CT1 capitalisation) 

 
Actual ratio of issuer 

 
Trigger ratio 

 
Actual vs trigger ratio: Capital Buffer* 

* Capital buffer as % of total available capital 

•  Issuers are comfortably in excess of the respective 
capital ratio trigger ratios 

•  However, Resolutions/bail-ins may be initiated prior to 
any breach of capital ratio triggers 

RESTRICTED 

EUR10.4bn 

15,30%	
  

11,50%	
  

15,60%	
  

14,50%	
  

14,50%	
  

12.6%	
  

202%	
  

202%	
  

10,60%	
  

9,8%	
  

8,4%	
  

11,7%	
  

8,2%	
  

10,15%	
  

0%	
   5%	
   10%	
   15%	
   20%	
  

UBS	
  Tier	
  2	
  PCN's	
  (CT1)	
  

Lloyds	
  Tier	
  2	
  ECN's	
  (CT1)	
  

Credit	
  Suisse	
  	
  
Tier	
  2	
  BCN's	
  (CT1)	
  

Rabo	
  Senior	
  SCN	
  	
  
(Equity	
  Capital	
  RaKo)	
  

Rabo	
  $	
  Tier	
  1	
  	
  
(Equity	
  Capital	
  RaKo)	
  

KBC	
  Tier	
  2	
  (CT1)	
  

Swiss	
  Re	
  Share-­‐SeQled	
  
	
  CoCo	
  (SST)	
  

Swiss	
  Re	
  	
  
Write-­‐Down	
  (SST)	
  

Barclays	
  Tier	
  2	
  (CT1)	
  

BBVA	
  AT1	
  (EBA	
  CT1)	
  

Basel	
  3	
  -­‐	
  Fully	
  Phased-­‐In	
   Basel	
  3	
  -­‐	
  TransiKonal	
  RaKo	
  

5,00%	
  

5,00%	
  

7,00%	
  

7,00%	
  

8,00%	
  

7.00%	
  

100%	
  

125%	
  

7,00%	
  

7,00%	
  

0%	
   2%	
   4%	
   6%	
   8%	
   10%	
  

EUR14.1bn 

EUR16.7bn 

EUR14.5bn 

EUR15.3bn 

EUR24.8bn 

EUR16.4bn 

EUR4.9bn 

EUR15.5bn 

EUR20.6bn 



6 

European AT1 Structures 
Emerging Homogeneity in Structures or Bespoke Structures for Each Issuer ? 

RESTRICTED 

Banco Popular  Société Générale BBVA 
ISSUE DATE Oct-13 Aug-13 May-13 

SIZE / COUPON EUR 500m / 11.50% USD 1.25bn / 8.25% USD1.5bn / 9% 

FORMAT / STATUS Tier 1 / Deeply Subordinated 
Notes 

Tier 1 / Deeply Subordinated 
Notes 

Tier 1 / Deeply Subordinated 
Notes 

MATURITY Perpetual Perpetual Perpetual 
COUPON RESET 2018 and every 5 years 2018 and every 5 years 2018 and every 5 years 

STEP-UP None None None 

OPTIONAL DEFERRAL 
Non-cumulative at the 

Issuer’s full discretion (no 
pushers, no stoppers) 

Non-cumulative at the 
Issuer’s full discretion (no 

pushers, no stoppers) 

Non-cumulative at the 
Issuer’s full discretion (no 

pushers, no stoppers) 

ISSUER CALL At year 5 and then at any 
time thereafter 

2018 and every reset date 
there after (5 years) 2018 and any time thereafter 

PRINCIPAL LOSS 
ABSORPTION MECHANISM Conversion Temporary Write down Conversion 

PRINCIPAL LOSS 
ABSORPTION TRIGGER 

1.  CET1 Capital ratio of the 
Bank falling below 
5.125% or; 

2.  Tier 1 <6.0% &  
decreased by one third 
reduction in reserves 
over 4 quarters due to 
losses 

1.  Prior to CRDIV 
implementation EBA CT1 
ratio,< 5.125%; 

2.  After CRDIV 
implementation CET1 
ratio < 5.125% 

1.  CET1 < 5.125%; 
2.  EBA CT1 ratio,< 7.000%; 
3.  Capital Principal ratio, < 

7.0% 
4.  Tier 1 <6.0% &  

decreased by one third 
reduction in reserves 
over 4 quarters 

NON-VIABILITY LOSS 
ABSORPTION MECHANISM 

Write off or Conversion via 
statutory regime 

(Risk factors) 

Write off or Conversion via 
statutory regime 

(Risk factors) 

Conversion via terms and 
conditions 

REGULATORY CALL Yes, at Par (full 
disqualification from capital) 

Yes, at Par (full or partial 
disqualification from capital) 

Yes, at Par (full or partial 
disqualification from capital) 

TAX EVENT CALL Yes, at Par Yes, at Par Yes, at Par 

Sources: Offering Circulars 

Coupon and call 
structures relatively 

homogeneous thanks to 
the new European 

regulations permitting 
limited choice (no step-

ups permitted and 5 year 
minimum non-call period). 

 
Principal loss absorbency 
mechanisms and triggers 

are less homogeneous 
given the higher degree of 

choice. 
 

Issuer call rights are 
broadly similar but vary 

somewhat from 
transaction to 

transaction.  
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European Tier 2 Structures – Relative Homogeneity thanks to Loss 
Absorbency Achieved through future EU Bail-In Legislation 
BUT: Triggers May Still Be Activated by National Regulators 
 

Danske Bank DNB HSBC Rabobank BPCE Societe 
Generale Nationwide 

ISSUE DATE Sep-13 Sep-13 Sep-13 Jul-13 Jul-13 May-13 Mar-13 

SIZE / 
COUPON 

EUR 1bn / 
3.875 % 

EUR 750m / 
3.000% 

EUR 1.5bn / 
3.375% 

EUR 1bn/ 
3.875% 

EUR 1bn/ 
4.625% 

EUR 1bn/ 
4.000% 

EUR 1.25bn / 
4.125% 

MATURITY 10 years 10 years 10.25 years 10 years 10 years 10 years 10 years 

ISSUER CALL 2018 (one time) 2018 (one time) 2019 (one time) None None None 2018 (one time) 

COUPON 
RESET 2018 2018 2019 None None None 2018 

STATUS Subordinated Subordinated Subordinated Subordinated Subordinated Subordinated Subordinated 

NON-
VIABILITY 

LOSS 
ABSORPTION 
MECHANISM 

Could be 
subject to write-

off or share 
conversion 

under future EU 
regulation* 

 
Documented in 

risk factors 

Could be 
subject to write-

off or share 
conversion 

under future EU 
regulation 

 
Documented in 

risk factors 

Could be 
subject to write-

off or share 
conversion 

under future EU 
regulation 

 
Documented in 

risk factors 

Could be 
subject to write-

off or share 
conversion 

under future EU 
regulation 

 
Documented in 

risk factors 

Could be 
subject to write-

off or share 
conversion 

under future EU 
regulation 

 
Documented in 

risk factors 

Could be 
subject to write-

off or share 
conversion 

under future EU 
regulation 

 
Documented in 

risk factors 

Could be 
subject to write-

off or share 
conversion 

under future EU 
regulation 

 
Documented in 

risk factors 

SUBSTITUTIO
N AND 

VARIATION 
None None None None None Yes None 

REGULATORY 
CALL 

Par, partial 
disqualification 

Par, full 
disqualification 

Par, full 
disqualification 

Par, full 
disqualification 

Par, full 
disqualification 

Par, full 
disqualification 

Par, full 
disqualification 

TAX EVENT 
CALL Par Par None Par Par Par Par 

* Also contains contractual gone concern loss absorption in the form of write down after Equity and Tier 1 are written down – in line with current Danish Tier 2 criteria 
Sources:  Bloomberg, offering documentation RESTRICTED 
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LATIN	
  AMERICA	
  

Bank Capital Development 
Taking a Look at the Global Picture 

Ongoing issuance of AT1 and T2 
capital 

AT1: continued issuance of 
perpetual preferreds into 

domestic market; limited scope 
for international issuance due to 

withholding tax 

NVLA to be addressed via 
statutory framework 

Pioneering Basel III AT1 issues 
from BdB in Brazil with loss 

absorption in the form of 
contractual write-down 

Expectation that NVLA will be 
implemented as contractual 
provisions within terms (eg. 

Brazil, Mexico) 
Further issuance expected 

 

July 2013: Reserve Bank publish loss 
absorption criteria 

White paper already published in relation to 
future resolution regime 

Historically, majority of bank capital issued 
in domestic ZAR market 

(Limited) pipeline of international issuance 

Basel III implementation 1 Jan 2013 
July 2013: UOB issued first Basel III AT1 
issue (which included contractual NVLA) 
Potential further supply, primarily in SGD 

NVLA required contractually; tax considerations likely to favour 
equity conversion both for NVLA (T2/AT1) and for liability-

classified AT1 
Issuance of Basel III compliant T2 and AT1 in AUD market 

First international Basel III AT1 issuance: Macquarie, Mar 2012 

Basel III implemented since 1 Jan 2013 
1st subordinated bank capital with 

contractual NVLA: ICBC Asia CNH (2011) 
Expected Basel 3 complaint issuance from 
regional Chinese banks in local currency 

Basel III implementation (395-P) in force – 
new style Tier 2 instruments issued 
including principal loss absorption 

Regulation amended in September 2013 
to lower CET1 trigger for AT1, refinements 

to NVLA framework 

RESTRICTED 

Significant issuance through 
2012 (Tier 2) 

Basel III implementation 
expected in H1 2014 including 
contractual write down for both 

AT1 & T2  

CRR/CRDIV application from Jan 2014 
Potential for material volume of supply due to replenish 

depleted ‘stock’ of non-core capital, refinance upcoming step-
up dates, etc  

EU RRD: statutory framework for NVLA 

Despite more stringent criteria (vs Basel), growing AT1 pipeline 

Although Basel III framework is not yet 
published, significant issuance 

volumes of T2 and T1 capital recently 
Inaugural T1 issues from the UAE, 

expected to be followed by T1 supply 
from other regions 

Contractual NVLA by conversion 
Regulator y preference for 

“substantial dilution” to respect 
insolvency hierarchy 

Guidance from regulator 
regarding non-viability trigger 

Historically, issuance focused 
towards domestic market 

Swiss framework explicitly 
endorses/recognizes contingent 

capital instruments 
UBS, CS have already executed 

low, high trigger respectively 

SOUTH	
  AFRICA	
  

SINGAPORE	
  

AUSTRALIA	
  

CHINA	
  /	
  HK	
  

RUSSIA	
  EU	
   GCC	
  

SWITZERLAND	
  

CANADA	
  

UNITED	
  STATES	
  

TURKEY	
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8% of Total Liabilities / 20% of Risk Weighted Assets Minimum Bail-In 
Analysis of Impact of Draft EU Bail-In Directive on a EU Bank Sample 
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Disclaimer 

By accepting this document, the recipient agrees to be bound by the following obligations and limitations.  

This document has been prepared by HSBC Bank plc, including, where relevant, its group undertakings and affiliates (“HSBC”). 

This document is for the exclusive use of the person to whom it is provided by HSBC. The recipient agrees to keep confidential at all times this document and information contained in it or made available by HSBC in connection with it. 
It should be read in its entirety and shall not be photocopied, reproduced, distributed or disclosed in whole or in part to any other person without the prior written consent of HSBC, nor should any other person act on it. This document is 

proprietary to HSBC and the recipient agrees on request to return or, if requested, to destroy this document and all other materials received from HSBC relating to the information contained herein.  

The information in this document is derived from sources that have not been independently verified by HSBC. Except in the case of fraudulent misrepresentation, no responsibility or liability is accepted by HSBC or by any of its officers, 
employees, affiliates or agents in relation to the accuracy, completeness or sufficiency of any information contained herein or any other written or oral information made available by HSBC in connection therewith or any data which any 
such information generates, or for any loss whatsoever arising from or in connection with the use of, or reliance on, this document and any such liability is expressly disclaimed.  HSBC gives no undertaking and is under no obligation to 
provide the recipient with access to any additional information or to update this document or to correct any inaccuracies in it which may become apparent, and it reserves the right, without giving reasons, at any time and in any respect 

to amend or terminate the proposal(s) described herein.  HSBC is not responsible for providing the recipient with legal, tax or other specialist advice and the recipient should make its own arrangements accordingly.  The recipient is 
solely responsible for making its own independent appraisal of and investigation into the products, investments and transactions referred to in this document and should not rely on the information in this document as constituting 

investment advice. 

The issue of this document shall not be regarded as creating any form of advisory or other relationship, and HSBC may only be regarded as acting on behalf of the recipient as financial adviser or otherwise following the execution of an 
engagement letter on mutually satisfactory terms.   

This document is for information purposes only and does not constitute or form any part of (i) any invitation or inducement to engage in investment activity, or (ii) any offer, solicitation or invitation by HSBC or any of its officers, 
employees or agents for the sale or purchase of any securities or other investments described herein.  

This document is directed only at, and made only to Professional Clients or Eligible Counterparties within the meaning of the Markets in Financial Instruments Directive 2004/39/EC (“MiFID”) (together, the “Relevant Clients“) and is not 
intended for distribution to, or use by Retail Clients. Any person who is not a Relevant Client should not act or rely on this document or any of its contents. This document also is not intended for distribution to, or use by, any person or 

entity in any jurisdiction or country where such distribution would be contrary to law or regulation. 

The foregoing does not exclude or restrict any obligation that HSBC may have under the rules of the FCA, or any liability that it may incur under the FCA Rules or the Financial Services and Markets Act 2000 (or any amendment 
thereof) for breach of any such obligation. 

Unless the securities described in this document (i) are to be admitted to trading on a market that is a regulated market for the purposes of Directive 2004/39/EC, or (ii) are to be offered to the public in a Member State (other than 
pursuant to one or more of the exemptions set out in Article 3.2 of Directive 2003/71/EC (as amended) (the "Prospectus Directive")), HSBC Bank plc is not required to publish a prospectus in accordance with the Prospectus Directive 
and the Issuer may elect not to publish a prospectus which complies with the Prospectus Directive and Prospectus Directive Regulation (EC/809/2004) (as amended). In the event that HSBC Bank plc has either elected to prepare a 

prospectus in accordance with the Prospectus Directive or is required to publish a prospectus in accordance with the Prospectus Directive, a copy of the prospectus can be found at www.hsbc.com (please follow links to ‘Investor 
relations’, ‘Fixed income securities’ and ‘Issuance programmes’). 
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