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Introducing Scope’s ratings on bank capital securities 

After the publication last month of its finalized rating methodology for bank capital securities (Additional Tier 1 and Tier 2), 

Scope Ratings is now assigning ratings to specific securities. We are rating only those securities which are compliant under 

Basel 3/CRD 4 and not legacy hybrid securities issued mostly in the years before the crisis. At this time, we are assigning 

ratings to 49 capital securities issued by 11 banking institutions which we rate -- in five EU countries and in Switzerland. 

These rating actions are supported by 19 detailed individual analytical reports on specific AT1 and Tier 2 securities 

(securities with similar terms and conditions by the same issuer are aggregated into one report). 

Overview of rating methodology for bank capital securities 

Scope considers that the issuance of capital instruments by banks and the terms and conditions of these securities are 

essentially driven by their role in strengthening capital positions, thus providing a viable private-sector alternative for 

recapitalization. Consequently, both Additional Tier 1 (AT1) and Tier 2 (T2) securities are subject to principal loss absorption 

risks. In addition, AT1 securities are exposed to coupon cancellation risks. 

When rating AT1 securities, Scope notches down from a bank’s issuer credit-strength rating (ICSR) as follows: 

(i) At least two notches  for the inherent coupon cancellation risks, plus 

(ii) At least two notches for the inherent principal loss absorption risks. 

The notching-down is based on the consideration that while the likelihood of coupon cancellation is materially less remote 

than the likelihood of principal conversion or write-down, the magnitude of loss stemming from principal conversion or write-

down is materially higher than from missed coupons.  The methodology notes that these are two distinct risks for AT1 

investors and reflects this in separate notching gaps. 

Further, there have been instances of additional notching down – beyond the minimum four notches – due to either security-

specific or issuer-specific considerations. These include the level of the trigger, the distance to trigger and to the combined 

buffer requirement (CBR), the status of the issuer within the group, the issuer’s liability and capital structure, and last but not 

least specific regulatory requirements or guidelines. 

Importantly, Scope does not assign so-called equity credit for issuers’ AT1 securities and then based on such metrics make 

adjustments to banks’ capital positions.  We are of the view that it is regulatory metrics and not rating agency-adjusted 

capital that matter when assessing whether an issuer requires prompt regulatory action (the main driver of default-like 

scenarios for banks).  Further, Scope does not believe that adjusting prudential regulatory metrics is part of its role as a 

rating agency and considers that such practices may add unnecessary confusion amongst investors. 

For T2 securities, Scope notes that investors are exposed to principal loss absorption risks but not to coupon cancellation 

risks. T2 securities also rank above AT1 in insolvency and bail-in and do not require a trigger for write-down or conversion. 

For financially stronger banks (with ICSRs in the A to AAA range) we consider that the risk of being written down or 

converted at the point of non-viability is materially very low and therefore standard T2 securities are in essence regular 

subordinated debt. Accordingly, when rating specific T2 securities, Scope will begin with at least one notch down from the 

ICSR to reflect their junior status.  As in the case with AT1 securities, additional notching down may be warranted due to 

security-specific or issuer-specific considerations. 
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Issuer
Capital 

ranking
Trigger

Type of loss 

absorption
ICSR

Standard 

notching

Additional 

coupon 

payment 

notching

Additional 

loss 

absorption 

notching

Rating on 

capital 

instrument

KBC AT1 5.125%
Temporary 

writedown
A- 4 0 0 BB+

KBC T2 7%
Permanent 

writedown
A- 1 0 1 BBB

Credit Agricole AT1
7% (CA Group) or 

5.125% (CASA)

Temporary 

writedown
A 4 1 1 BB

Credit Agricole T2 7%
Permanent 

writedown
A 1 0 1 BBB+

SocGen AT1 5.125%
Temporary 

writedown
A 4 0 0 BBB-

Deutsche AT1 5.125%
Temporary 

writedown
A- 4 1 0 BB

BBVA AT1
5.125% (both group 

and parent)
Full conversion A 4 0 1 BB+

Santander AT1
5.125% (both group 

and parent)
Full conversion A 4 0 1 BB+

Credit Suisse AG T2
5.0% (CET1+Higher 

Trigger)

Permanent 

writedown
A+ 1 0 0 A

Credit Suisse Group AG AT1 7% Full conversion A+ 4 0 1 BBB-

Credit Suisse Group AG AT1

5.125% 

(CET1+Higher 

Trigger)

Full conversion A+ 4 0 0 BBB

Credit Suisse Group AG T2 7%
Permanent 

writedown
A+ 1 0 2 BBB+

UBS T2
5.0% (CET1+Higher 

Trigger)

Permanent 

writedown
A 1 0 0 A-

Barclays AT1 7% fully-loaded Full conversion A 4 1 1 BB

Barclays T2 7%
Permanent 

writedown
A 1 0 1 BBB+

HSBC AT1 7% fully-loaded Full conversion AA- 4 BBB

Lloyds AT1 7% fully-loaded Full conversion A 4 BB+

1

1

The ratings on the capital securities were not solicited but in a majority of cases the issuers participated in the rating 

process.  

Rating drivers 

As shown in the summary table below, the ratings for AT1 securities range from BB to BBB while the ratings for T2 securities 

range from BBB to A. In instances where we have notched down more than the standard four notches for AT1 and one 

notch for T2, this was due to the presence of high triggers (e.g. Credit Suisse Group AG, HSBC), the existence of multiple 

triggers (e.g. Santander), potential earnings volatility (e.g. Barclays, Deutsche) or the magnitude of available distributable 

items (e.g. Credit Agricole). For some securities, the need for issuers to meet more stringent capital requirements was also a 

factor contributing to additional notching.  
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Key takeaways from the AT1 rating analysis 

1. Differences in structures 

While rating the securities, we found that the differences in the structures of bank capital securities are often driven by 

regulatory preferences. For example, in the UK, issuers have issued securities with relatively high triggers (at 7%) and on a 

fully-loaded rather than transitional basis. The PRA has questioned whether lower triggers are adequate and the largest 

banks must already meet CET1 targets of 7% on a fully-loaded basis. As another example, the two largest Swiss banks 

were amongst the earliest issuers of capital securities as the FINMA required them to bolster their capital positions with 

contingent convertible securities. With Switzerland not being subject to CRD4, the AT1 securities issued by Swiss banks do 

not contain explicit CBRs or include the explicit concept of a maximum distributable amount (MDA). 

2. Gap to trigger levels generally comfortable 

For the rated securities (both AT1 and T2), the current gaps to triggers (between CET1 capital and trigger level) appear 

reassuring, ranging from nearly 3% to over 13%. Looking forward to 2019, we do not anticipate this general assessment to 

change – although for some issuers, the gap is expected to decline while for others it should increase as management 

capital targets are achieved. 

3. Gap to CBRs are more difficult to assess 

At the same time, we note that for all rated AT1 securities the current gaps to CBRs (that is, between CET1 capital and the 

CBR) also appear reassuring. However, we caution that the distribution restrictions related to CBRs do not come into force 

until 2016 and for many issuers any potential capital requirements related to systemic and countercyclical buffers remain 

unknown. In light of the still muted state of most economies within Europe, we would not expect significant countercyclical 

buffers in the near future but we would certainly expect national regulators to provide further clarity on systemic 

requirements – especially for those issuers who have not been classified by the FSB as being global systemically important 

banks. 

Based on our preliminary assessments, the current gaps to CBRs range from nearly 6% to over 10%. However, in 2019, the 

gap to CBRs may well decline to more modest levels, potentially ranging from around 1% to 5%. We caution that these 

figures take account of current known capital requirements and publicly announced capital targets. As and when capital 

requirements change, we would expect issuers to revaluate their capital targets and to make adjustments as appropriate.  

We further note that irrespective of the gap to CBR, issuers must first have sufficient available distributable items to make 

coupon payments on AT1 securities. The disclosure as well as the definition of this figure is not consistent across issuers.  

4. Other risk drivers for AT1 securities 

Noting that assessing the gaps to trigger levels and to CBRs can provide some clarity when investing in AT1 securities, we 

would caution nonetheless that these are not the only risks.  In this context, coupons on AT1 securities are fully 

discretionary. Issuers have a say in how they allocate their available distributable items but so do their regulators. In this 

respect, we believe that, based on past occurrence and future expected behaviour, it is primarily regulatory interference 

which may prevent issuers from servicing AT1 securities. Further, the point of non-viability is another risk subject to 

regulatory discretion.  

We also caution that additional risk may lie in the positioning of the legal issuer within a banking group. For example, 

securities may be issued by a group’s operating bank, a non-bank holding company, or by another legal entity within the 

group. Also, securities may be subject to double triggers – at the consolidated level and at the legal issuer’s level – which 

could create additional uncertainties. 
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Looking ahead 

With increasing regulatory capital requirements, we would expect further issuance from European banks. Even among the 

banks which have already issued, most have capacity to issue more.  Meanwhile, there are still other banks which have not 

issued as they are awaiting further clarity – for example regarding the forthcoming outcome of the ECB’s Comprehensive 

Assessment, evolving capital requirements or the tax treatment of these securities. Scope Ratings will continue to assign 

ratings to Basel 3/CRD 4 compliant capital securities as they are issued by the financial institutions it rates. In addition, the 

monitoring of existing ratings is ongoing. We reiterate our view that ratings on AT1 securities are likely to be more subject to 

change due to the dynamic nature of capital requirements and the mandatory restrictions placed on coupon payments when 

specific capital requirements are not met.  
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Rating rationale 

We assign a rating of BB+ to KBC Group’s EUR 1.4bn 5.625% undated deeply subordinated Additional Tier 1 fixed rate 

resettable callable securities based on the following: 

 Issuer Credit Strength Rating (ICSR): A-, Stable outlook 

 Minimum notches down from the ICSR: 4 

 o/w for interest cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 0 

 o/w for interest cancellation risks: 0 

 o/w for principal loss absorption risks: 0 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for AT1 securities. At this time, we have not identified any additional factors which would warrant 

further notching from the ICSR other than the minimum four.   

 

ICSR 

The ICSR of A- for KBC Group NV is driven by its focused and solid franchise as a leading bancassurer in Belgium and the 

Czech Republic as well as the meaningful progress made in recovering from the financial crisis. The Irish operations remain 

the exception and continue to drag on KBC’s performance. Solvency has improved to satisfactory levels and liquidity is 

sound. The Group’s capital position continues to benefit from EUR 2bn of state aid, which it intends to repay by end-2017, 

instead of end-2020 as earlier agreed with the European Commission. 

 

 

  

Security Rating  

Outlook                                                                     Stable 

5.625% EUR 1.4bn undated deeply subordinated 
Additional Tier 1 fixed rate resettable callable 
securities                                                                     BB+ 

 

Lead Analyst 

Pauline Lambert 
p.lambert@scoperatings.com 

Team Leader 

Sam Theodore 
s.theodore@scoperatings.com 
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Summary terms 

Issuer KBC Group NV 

Issue Date March 2014 

Amount EUR 1.4bn 

Coupon 
 5.625% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Undated deeply subordinated Additional Tier 1 fixed rate resettable callable securities. Callable 

March 2019 and on each coupon payment date thereafter 

ISIN BE0002463389 

Capital Treatment Tier 1 

Coupon 

Cancellation 

 Fully discretionary 

 Mandatory cancellation upon insufficient Distributable Items or if payments exceed the 

Maximum Distributable Amount 

Principal Loss 

Absorption 

 Upon trigger breach 

 Upon point of non-viability 

 At the issuer’s discretion, the principal amount of the notes may be written up to a maximum of 

its original principal amount, on a pro rata basis with similar loss absorbing securities, if the 

issuer reports positive Consolidated Net Income and the Maximum Distributable Amount is not 

exceeded 

Trigger for Principal 

Loss Absorption 
Consolidated CET1 < 5.125% (transitional basis) 

Source: Prospectus, Scope Ratings 

Key risk: coupon cancellation 

Coupon payments on the security are fully discretionary and are subject to distribution restrictions. Management, 

nevertheless, has stated that it intends to prioritize coupons on AT1 securities over other discretionary distributions and to 

respect the hierarchy of capital instruments when making discretionary coupons. 

As well, coupons are mandatorily cancelled if there are insufficient distributable items or if payments exceed the Maximum 

Distributable Amount (as computed in accordance with Article 141 of CRD4-CRR). The amount of available distributable 

items as of year-end 2013 for the issuer, KBC Group NV, was approximately EUR 4bn, comprised of EUR 2.9bn in retained 

earnings and EUR 1.1bn in reserves. 

As of 30 June 2014, KBC had one outstanding CRD 4 compliant AT1 security totalling EUR 1.4bn (the above issue). For the six 

months ending 30 June 2014, KBC made EUR 14m in distributions related to these securities from after-tax profit of EUR 714m. 

Combined buffer requirement 

Restrictions on discretionary distributions apply when CET1 capital falls below the level of the combined buffer, defined as 

the total of the capital conservation buffer, the countercyclical buffer and systemic risk buffers as applicable. These 

restrictions become effective from 1 January 2016 and are based on transitional CET1 requirements. 

At this time, we know that KBC Group will be subject to the 2.5% capital conservation buffer, to be phased-in from 2016. The 

systemic and countercyclical buffer requirements are unknown. However, the National Bank of Belgium has requested that 

KBC Group maintain at least a 9.25% fully-loaded CET1 ratio (excluding reserves on available-for-sale-assets). These 

reserves account for about 30bp of capital. In addition, management has stated that it intends to maintain approximately a 

Financial Institutions Ratings 
KBC Group NV – AT1 rating report 
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1% margin above the amount required by the national regulator, thus, arriving at its minimum 10.5% CET1 target on a fully-

loaded basis. 

Currently, KBC’s CET1 capital is well above the minimum required (on both a transitional and fully-loaded basis) and there is 

no combined buffer requirement (CBR). When the capital conservation buffer begins phasing-in from 2016, the Group‘s 

CET1 capital is expected to remain comfortably above the required CET1 level associated with distribution restrictions. We 

nevertheless caution that KBC may be subject to systemic and countercyclical buffers in the future. Further, one could 

interpret that the regulator’s current minimum CET1 target of 9.25% on a fully-loaded basis (or roughly 9.5% including latent 

gains), foresees a need for approximately another 2.5% in CET1 capital as in 2019 KBC must maintain at least 7% in CET1 

capital (4.5% minimum plus 2.5% for the capital conservation buffer).  

Table 1: Combined buffer requirement 

 

 

Key risk: principal loss absorption 

Under the terms of the securities, the principal amount of the security will be written down when KBC Group’s consolidated 

CET1 ratio breaches the 5.125% trigger. The CET1 ratio used to determine whether the trigger has been breached will take 

into account KBC Group’s insurance business through the computation of RWAs, rather than through deductions (i.e. the 

Danish compromise method).  

There will be concurrent pro rata write-down of the securities and write-down or conversion into equity of any similar loss 

absorbing instruments to restore the issuer’s CET1 ratio to at least 5.125%. Similar loss absorbing instruments are defined 

as instruments qualifying as AT1 capital with terms for write-down or conversion when the consolidated CET1 ratio falls 

below 5.125%. 

Further, when the 5.125% trigger has been breached and if required by regulations and/or the regulator, the write-down may 

follow or happen concurrently with the write-down or conversion of the outstanding principal amount of any prior loss 

absorbing instruments. Prior loss absorbing instruments are defined as instruments where the principal amount may be 

written down or converted if the consolidated CET1 ratio falls below a level that is higher than 5.125%. 

In all cases, however, the principal amount of the securities cannot be written down below 1%. In addition, the securities 

may also be subject to write-down when the relevant resolution authority, in its discretion, determines that the issuer has 

reached the point of non-viability. 

At KBC’s discretion, the principal amount of the notes may be written up to a maximum of its original principal amount, on a 

pro rata basis with similar loss absorbing securities, if KBC reports positive Consolidated Net Income and the Maximum 

Distributable Amount is not exceeded. 

2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Systemic
1

- Countercyclical
2

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 5.125% 5.75% 6.375% 7.0%

KBC Group's CET1

13.2% 

transitional as 

of Q2 2014

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

Gap
9.2% or EUR 

8.3bn
3 ≥5.375% ≥4.75% ≥4.125% ≥3.5%

1) If applicable, may range from 0-5%.

3) Based on RWAs of EUR 90.6bn as of Q2 2014.

Source: CRD4-CRR, Company data, Scope Ratings

2) If applicable, may range from 0-2.5%. Would normally be phased-in between 2016 and 2019.

Financial Institutions Ratings 
KBC Group NV – AT1 rating report 
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Distance to trigger 

As of Q2 2014, KBC Group’s transitional CET1 ratio under the Danish compromise method was 13.2%. Therefore, the 

distance to the trigger of 5.125% was 8.1% or EUR 7.3bn (based on transitional CET1 capital of EUR 11.9bn and RWAs of 

EUR 90.6bn). 

On a fully-loaded basis, KBC Group’s CET1 ratio was 12.9% under the Danish compromise method. On this basis, the 

distance to the trigger would be 7.8% or EUR 7.3bn (based on fully-loaded CET1 capital of EUR 12.1bn and RWAs of EUR 

93.9bn).  

KBC Group targets a 10.5% minimum CET1 ratio on a fully-loaded basis. Over the next few years, we expect KBC’s CET1 

capital position to decline from levels around 13% towards the 10.5% target as excess capital will be used to repay state aid. 

The distance to trigger, however, is expected to remain comfortably above the trigger level. 

Table 2: Distance to trigger 

 

Other outstanding capital instruments 

Within the Group, we note that KBC Bank NV has issued USD 1bn in Tier 2 securities, maturing in January 2023. Under the 

terms of the Tier 2 securities, when KBC Group’s consolidated CET1 ratio breaches the 7% trigger (on a transitional basis), 

the principal amount of the security will be permanently written down. In addition, the Tier 2 securities may also be subject to 

write-down or conversion subject to determination by the regulator. 

As the 7% trigger on the Tier 2 security is higher than the 5.125% trigger on the above AT1 security, theoretically in a stress 

scenario, the Tier 2 security would be triggered first and provide a buffer for the AT1 security. However, there is some 

uncertainty as to what would actually happen as the AT1 security has been issued by the holding company, KBC Group NV, 

and is structurally subordinated. 

 

 
 

 

 

 

 

 

 

2014 2015 2016 2017 2018 2019

Trigger level 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

KBC Group's CET1

13.2% 

transitional as 

of Q2 2014

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

Gap
8.1% or EUR 

7.3bn
≥5.375% ≥5.375% ≥5.375% ≥5.375% ≥5.375%

Source: Company data, Scope Ratings

Financial Institutions Ratings 
KBC Group NV – AT1 rating report 
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Rating rationale 

We assign a rating of BBB to KBC Bank’s 8% USD 1bn contingent capital securities based on the following: 

 Issuer Credit-Strength Rating (ICSR): A-, Stable outlook 

 Minimum notch down from the ICSR: 1 

 Additional notch: 1 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for T2 securities. The additional notch for this security reflects the following: 

 Existence of a relatively high 7% trigger for permanent write-down 

 

ICSR 

The ICSR of A- for KBC Group NV is driven by its focused and solid franchise as a leading bancassurer in Belgium and the 

Czech Republic as well as the meaningful progress made in recovering from the financial crisis. The Irish operations remain 

the exception and continue to drag on KBC’s performance. Solvency has improved to satisfactory levels and liquidity is 

sound. The Group’s capital position continues to benefit from EUR 2bn of state aid, which it intends to repay by end-2017, 

instead of end-2020 as earlier agreed with the European Commission. 

The ICSR of A- also applies to KBC Bank NV, the issuer of these securities. The Group remains committed to its integrated 

bank and insurance strategy. As of year-end 2013, banking assets accounted for over 85% of group assets with insurance 

assets accounting for the remainder.  

  

Security Rating  

 

Outlook                     Stable 

8% USD 1bn contingent capital securities           BBB 

 

Lead Analyst 

Pauline Lambert  
p.lambert@scoperatings.com 

Team Leader 

Sam Theodore  
s.theodore@scoperatings.com 

Financial Institutions Ratings 
KBC Bank NV – T2 rating report 

 



 
    
 
  

    11 

 

Financial Institutions Ratings 
Bank Capital Instruments 

 

Summary terms 

Issuer KBC Bank NV 

Issue Date January 2013 

Amount USD 1bn 

Coupon 
 8% fixed until call date, reset thereafter 

 Payable semi-annually in arrears 

Format Contingent capital securities due 25 January 2023, callable 25 January 2018 

ISIN BE6248510610 

Capital Treatment Tier 2 

Principal Loss 

Absorption 

 Upon trigger event, the full principal amount of the securities will automatically be written down 

to zero and there will be no payment of accrued interest 

 Subject to determination by the regulator, all or part of the principal amount of the securities, 

including accrued interest, may be written off or converted into common equity or otherwise be 

applied to absorb losses 

Trigger for Principal 

Loss Absorption 
Consolidated group CET1 < 7% on transitional basis 

Source: Prospectus, Scope Ratings 

 

Key risk: principal loss absorption 

The principal amount of the security will be permanently written down when KBC Group’s consolidated CET1 ratio breaches 

the 7% trigger (on a transitional basis). The CET1 ratio which will be used to determine whether the trigger has been 

breached will take into account KBC Group’s insurance business through the computation of RWAs, rather than through 

deductions (i.e. the Danish compromise method). In addition, the securities may also be subject to write-down or conversion 

subject to determination by the regulator. 

Distance to trigger 

As of Q2 2014, KBC Group’s transitional CET1 ratio under the Danish compromise was 13.2%, compared to the trigger level 

of 7% on a transitional basis in the security. Therefore, the distance to trigger at the end of Q2 2014 was 6.2% or EUR 5.6bn 

(based on transitional CET1 capital of EUR 11.9bn and RWAs of EUR 90.6bn). 

On a fully-loaded basis, KBC Group’s CET1 ratio was 12.9%. On this basis, the distance to the trigger would be 5.9% or 

EUR 5.5bn (based on fully-loaded CET1 capital of EUR 12.1bn and RWAs of EUR 93.9bn).  

KBC Group targets a 10.5% minimum CET1 ratio on a fully-loaded basis. This is in part driven by the National Bank of 

Belgium who has requested that the Group maintain at least a 9.25% fully-loaded CET1 ratio (excluding reserves on 

available-for-sale-assets). These reserves account for about 30bp of capital. 

Over the next few years, we expect KBC’s CET1 capital position to decline from levels of 13% towards the 10.5% target (on 

a fully-loaded basis) as excess capital will be used to repay state aid but still to remain comfortably above the trigger level. 

Financial Institutions Ratings 
KBC Bank NV – T2 rating report 
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Table 1: Distance to trigger 

 

 

Other outstanding capital instruments 

Within the Group, we note that KBC Group NV issued EUR 1.4bn in AT1 securities while the above T2 securities were 
issued by KBC Bank NV. There is some uncertainty about how the two securities would be treated when the Group is under 
financial stress and needs additional capital: 
 

 The trigger on the T2 security of 7% is higher than the trigger on the AT1 security of 5.125%. Both triggers are based on 
the consolidated CET1 ratio of the Group. 

 However, the AT1 security is issued by KBC Group NV, a holding company, while the T2 security is issued by the 
operating company KBC Bank NV. Therefore, the AT1 security is structurally subordinated. 

 
For the purposes of rating these T2 securities, we have not distinguished that the issuer is KBC Bank NV rather than KBC 
Group NV. As mentioned above, the ICSR of A- for KBC Group NV also applies to KBC Bank NV. Per our bank rating 
methodology, we do not automatically differentiate between the holding company and operating bank when assigning ratings 
(especially in the case of financially stronger groups). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

  

2014 2015 2016 2017 2018 2019

Trigger level 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

KBC Group's CET1

13.2% 

transitional as 

of Q2 2014

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

≥10.5% target 

fully-loaded

Gap
6.1% or EUR 

5.5bn
≥3.5% ≥3.5% ≥3.5% ≥3.5% ≥3.5%

Source: Company data, Scope Ratings

Financial Institutions Ratings 
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Rating rationale 

We assign a rating of BB to Crédit Agricole SA (CASA)’s 7.875% USD 1.75bn, 6.5% EUR 1.0bn, 7.5% GBP 0.5bn and 

6.625% USD 1.25bn undated deeply subordinated additional Tier 1 fixed rates resettable notes.  

 Issuer Credit-Strength Rating (ICSR): A, Positive outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 2 

 o/w for coupon cancellation risks: 1 

 o/w for principal loss absorption risks: 1 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for AT1 securities.  

For the avoidance of doubt, Crédit Agricole Group (CA Group) refers to the accounting combination of Crédit Agricole SA 

(CASA) consolidated and 100% of the regional banks of Crédit Agricole; CASA parent means the parent company Crédit 

Agricole SA; CASA consolidated means CASA parent plus its subsidiaries (including CASA’s 25% stake in the regional banks).  

The additional notches for these securities reflect the following: 

 These particular AT1 notes issued by CASA stand among the most complex in the market at this point. Even if the issuer 

is CASA, listed entity and central body of CA Group, the issue posts two different CET1 ratio triggers (5.125% and 7%) 

applicable to two different scopes of the group (CASA consolidated and CA Group respectively). As mentioned in the 

“Risk Factors” section of the prospectus, “the inclusion of two […] triggers […] may make the likelihood of [such a trigger 

breach…] more difficult to analyse than is the case for similar notes with single-level triggers”. On purely quantitative 

grounds, we demonstrate below that it is highly improbable that CA Group would ever get to its 7% CET1 target before 

CASA consolidated gets to 5.125%. However, because of the intra-group support mechanisms between the regional 

banks and CASA, it is highly unlikely that CASA’s CET1 ratio would fall to its trigger level of 5.125%.  

 

 Provided it is not cancelled by the issuer, Coupon payment exclusively depends on the distributable items of CASA parent 

(and not CA Group) but assuming a Combined Buffer Requirement (CBR) breach, the Maximum Distributable Amount 

(MDA) is determined by reference to both CASA consolidated and CA Group’s MDA, therefore adding to the complexity.  

 

 As we expect CA Group to announce a change of corporate structure at some point in future, we believe that there might 

be a remote possibility for the terms of the AT1 notes to be amended.  

 

Security Ratings  

Outlook                          Positive 

7.875% USD 1.75bn undated deeply subordinated 
additional Tier 1 fixed rate resettable notes                 BB 

6.5% EUR 1.0bn undated deeply subordinated 
additional Tier 1 fixed rate resettable notes                 BB 

7.5% GBP 0.5bn undated deeply subordinated 
additional Tier 1 fixed rate resettable notes                 BB 

6.625% USD 1.25bn undated deeply subordinated 
additional Tier 1 fixed rate resettable notes                 BB 
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ICSR 

The ICSR of A assigned by Scope to Crédit Agricole SA is based on CA Group’s credit fundamentals and support. This 

rating reflects the benefits of CA Group’s de-risking and return to its domestic retail roots, while leveraging on its size and 

expertise in savings products businesses (asset management and insurance). The ICSR also reflects the difficulty related to 

the status of the Central Body Crédit Agricole SA, which is at the same time network head and listed holding company. As a 

result, the communication channels between the regional banks and CASA were tested during the European crisis.  

 

Our positive outlook reflects the possible change in relationship between CASA and the regional banks which, if clear and 

properly executed, could materially improve the governance of the group.   

 

Summary terms 

Issuer Crédit Agricole SA 

  

Issue Date 23 January 2014 

Amount USD 1.75bn 

Coupon 
 7.875% fixed until first call date, and every year which falls five, or a multiple of five, years after that 

 If any, payable quarterly in arrears 

Format Undated deeply subordinated additional Tier 1 fixed rate resettable notes 

ISIN US225313AD75 (Rule 144A)/ USF22797RT78 (Regulation S) 

  

Issue Date 8 April 2014 

Amount EUR 1.0bn 

Coupon 
 6.5% fixed until first call date, and every date which falls five, or a multiple of five, years after that 

 If any, payable quarterly in arrears 

Format Undated deeply subordinated additional Tier 1 fixed rate resettable notes 

ISIN XS1055037177 

  

Issue Date 8 April 2014 

Amount GBP 0.5bn 

Coupon 
 7.5% fixed until first call date, and every date which falls five, or a multiple of five, years after that 

 If any, payable quarterly in arrears 

Format Undated deeply subordinated additional Tier 1 fixed rate resettable notes 

ISIN XS1055037920 

  

Issue Date 18 September 2014 

Amount USD 1.25bn 

Coupon 
 6.625% fixed until first call date, and every year which falls five, or a multiple of five, years after that 

 If any, payable quarterly in arrears 

Format Undated deeply subordinated additional Tier 1 fixed rate resettable notes 

ISIN  US225313AE58 (Rule 144A)/ USF22797YK86 (Regulation S) 
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Capital Treatment Tier 1 

Coupon 

Cancellation 

 Fully discretionary 

 Mandatory, based on the regulator’s assessment of CASA’s financial and solvency situation;  

 Or if there are not enough Distributable Items at CASA parent to pay all Tier 1-related coupons;  

 Or, in case of a breach of the CBR, if the coupon payment would cause the lower of the MDA of 

CASA consolidated or CA Group to be exceeded. 

Principal Loss 

Absorption 

 Despite the Issuer being Crédit Agricole SA, the trigger refers to capital metrics of both CASA 

and CA Group.  

 If a “capital ratio event” occurs, the principal amount of each note will be irrevocably reduced by 

the “relevant write-down amount” – i.e. the amount by which either the capital ratio event would 

be cured; or, if not enough to cure the capital ratio event, the amount necessary to reduce the 

principal amount of the note to one cent.  

 A “capital ratio event” will be deemed to have occurred if (1) CASA consolidated’s CET1 ratio 

falls or remains below 5.125%; or (2) CA Group’s CET1 ratio falls or remains below 7%.  

 A written-down note can be written back up if a positive net income from CASA consolidated is 

recorded. The issuer may then, at its full discretion and subject to the MDA not being exceeded, 

increase the principal of the note on a prorata basis with similar notes and up to a maximum of 

the original principal amount.  

 While it is possible that a contingent write-down will have occurred by the time the issuer 

reaches the Point of Non Viability (PONV), there may be cases in which the PONV occurs 

before the CET1 ratio of CASA consolidated or of CA Group falls below the relevant trigger. As 

a result, bail-in measures may provide for additional circumstances, beyond those contemplated 

in the T&Cs, in which the notes might be written down (or converted to equity at a time when the 

issuer’s share price is likely to be significantly depressed). 

Trigger for Principal 

Loss Absorption 
CET1 of CA Group < 7% or CET1 of CASA consolidated <5.125% (transitional basis) 

Source: Prospectuses, Scope Ratings 

Key risk: coupon cancellation 

Coupon payments on the security are fully discretionary and are subject to distribution restrictions.  

In the interest of clarity, it should be mentioned here that CASA can only pay coupons provided that there are enough 

distributable items at the level of CASA parent. Distributable items are defined by CRR (Art.4, 1., (128)) as “the amount of 

the profits at the end of the last financial year plus any profits brought forward and reserves available for that purpose before 

distributions to holders of own funds instruments less any losses brought forward, profits which are non-distributable 

pursuant to provisions in legislation or the institution’s by-laws and sums placed to non-distributable reserves in accordance 

with applicable national law or the statuses of the institution, those losses and reserves being determined on the basis of the 

individual accounts of the institution and not on the basis of the consolidated accounts”.  

On the basis of the above paragraph, we consider that share capital, share premium, revaluation adjustments, regulated 

provisions and investment subsidies should be excluded from the “Distributable Items”.  

However, in the prospectus of the 6.625% USD 1.25bn notes, the company indicated estimated distributable items of EUR 

22.8bn as of 31 December 2013, of which EUR 22.4bn of share premium – according to the individual accounts of Crédit 

Agricole SA. We firmly believe that as per the CRR article quoted above, share premium could be excluded from the 

calculation of distributable items. Crédit Agricole does not say otherwise when it subsequently states in the “risk factors” 

section of the T&C that “in order for share premium to be included in the issuer’s distributable items, the issuer’s ordinary 

shareholders meeting must adopt a resolution to relocate the share premium to a reserve account”. 
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Taking share premium out of the distributable items, our own estimates for the 2009-2013 distributable items of CASA 

parent appear in the following table.   

Table 1: Estimated Distributable Items – CASA parent 2009-2013 (EUR m)  

 

As can be seen in the above table, the amount of distributable items of CASA parent has shrunk over the years as the bank 

was absorbing the impact of the financial crisis and of the Euro crisis. The above trends are fine-tuned in 2013, and the 2013 

data are not directly comparable with 2009-2012. Interestingly, we can see from the 2013 section of the table that CASA 

parent has been able to allocate EUR 1.6bn of share premium to cancel negative retained earnings – therefore asking new 

questions on the potential role of share premia in distributable items.  

Overall though, the estimated distributable items of CASA parent seem less ample than for other European banks, even if 

we believe that (1) the refocusing of the bank on lower-risk, highly cash generative retail businesses should help 

distributable items to be rebuilt quite swiftly in the future; and (2) EUR 1.4bn should be enough for the bank to pay a coupon 

on the current AT1 issues (estimated annual interest payment of close to EUR 285m for the four AT1s issued by CASA so 

far). We note that the EUR 285m are the estimated annualized coupons paid on the four AT1 issued of Credit Agricole. We 

expect the effective coupons paid by Credit Agricole on these issues in 2014 to be a fraction of that amount.  

Combined buffer requirement 

At this time, the form of the capital buffer requirement in France is not precisely known so for the purpose of this section we 

are using the current transitional sequence of minimum required CET1 ratio between now and 2019 – and we assume that 

the fully-loaded G-SII buffer of 1.5% by 2019 will be reached on a linear basis over a four-year period.  

Even if the prospectus is reasonably clear with regards to the MDAs that would be applicable to the notes (lower of either 

CASA consolidated or CA Group’s MDAs), the prospectus has very little to say on the CBR. However, we believe that it is 

more important than the MDAs to the extent that for the MDA to be calculated, the CBR has to be breached.  

In the context of these notes, a valid question to ask is which CBR would be considered, since the notes feature two triggers 

for two different entities. The Terms and Conditions (T&Cs) offer no guidance on this. Intuitively, if the T&Cs do consider two 

possible MDAs, then logically we should calculate two possible CBR breaches (one for CASA consolidated, one for CA 

Group). However, CA Group is the only entity among the two that includes the G-SIFI requirement of 1.5%. So as to be 

comprehensive, we will look into two different CBRs, with one (CA Group) higher than the other (CASA consolidated) as it 

will include the G-SIFI buffer of 1.5%.  

The conclusions appear on Table 2 below.  

2013 2012 2011 2010 2009

Reserves 2,827 2,827 2,827 2,827 2,774

- non-distributable reserves -566 N/A N/A N/A N/A

Retained earnings -5,177 -941 2,715 4,347 4,373

+ allocation of issue premium to retained earnings 1,646 N/A N/A N/A N/A

Net income (loss) for the year 3,531 -4,235 -3,656 -552 1,066

- allocation to distributable income -880 N/A N/A N/A N/A

Total estimated distributable items 1,381 -2,349 1,886 6,622 8,213

Source: Company data, Scope Ratings estimates

2013 data fine-tuned and not comparable to 2009-2012
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Table 2: Combined buffer requirements CA Group and CASA consolidated 

 

CA Group plans a 2016 fully-loaded CET1 ratio of 14% by YE 2016, while CASA consolidated’s CET1 target for the same 

year stands at >10.5%. For the purpose of the CBR analysis, we will assume that 14% and >10.5% will also be the 2019 

CET1 targets for CA Group and CASA respectively.  

As demonstrated in Table 2, the probability of either CA Group or CASA consolidated calculating their MDA in the context of 

the coupon payment of the notes is very remote. Indeed, the buffer to a CBR breach seems ample. Sticking to the 2016 

CET1 and RWA targets of CA Group and CASA consolidated, the gap to our 2019 estimated CBR would stand at around 

EUR 11bn for CASA consolidated, and around EUR 30bn for CA Group.  

In our view, the risk of coupon cancellation is higher with regards to the amount of distributable items than with a potential 

CBR breach.  

Finally on coupon cancellation, we note that the risks factors of both the 6.5% EUR 1.0bn notes and the 7.5% GBP 0.5bn 

notes make clear the fact that the issuer may cancel interest payments on one series of AT1 issues without cancelling 

interest payments on the other. This specific language disappears in the prospectus of the 6.625% USD1.25bn notes. 

However, we note that contrary to some other AT1 issues, the coupon payments on the four AT1 products issued by Crédit 

Agricole are aligned on the same payment date, making the likelihood of selective coupon payment very unlikely.  

 

 

 

 

 

 

2014 2015 2016 2017 2018 2019

CA Group

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Systemic 0.375% 0.75% 1.125% 1.5%

- Countercyclical
1

0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 5.5% 6.5% 7.5% 8.5%

CA Group's CET1

12.1% as of 

2Q 2014 

(transitional)

14.0% target 

fully-loaded

Gap 8.1% 5.5%

CASA consolidated

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Countercyclical
1

0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 5.125% 5.75% 6.375% 7.0%

CASA consolidated's CET1

9.8% as of Q2 

2014 

(transitional)

>10.5% target 

fully-loaded

Gap 5.8% >3.5%

1) No countercyclical buffer defined by French regulator yet

Source: Company data, Scope Ratings
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Key risk: principal loss absorption 

The analysis of the notes’ loss absorption risk is made more complex by the fact that investors have to consider two triggers. 

The notes will be temporarily written down if:  

 Either Credit Agricole Group’s CET1 ratio falls or remains below 7%;  

 Or CASA consolidated’s CET1 ratio falls or remains below 5.125%.   

Overall, the trigger analysis depends to a large extent as to which entity is likely to get to its own target first.  

There are two ways to approach this.  

 First, on a purely quantitative basis.  

The difference between CASA consolidated and CA Group is quite simple. Indeed, CA Group really represents CASA 

consolidated plus 75% of the capital of the regional banks.  

As a result, CA Group is much more cash generative and much more stable than CASA consolidated (as it includes 100% of 

the regional banks, number one French retail network by market share and absolute levels of profitability).  

The premise to a valid analysis of the trigger (without going too much into probabilities) is to consider that, over more than a 

century of existence, the regional banks of CASA have never reported a loss. Therefore, it is probably realistic enough to 

consider that everything being equal, the worst annual result the regional banks could actually produce to infinity would not 

be lower than zero.  

In this context, if the regional banks post results of zero to infinity, the assumed worst possible annual retained earnings of 

CA Group should more or less be equal to the annual retained earnings of CASA consolidated (minus the 25% stake held by 

CASA in the regional banks, to avoid double-counting). 

So everything else being equal (including the RWAs that we assume stable from YE 2016 onwards), we believe that all the 

way through to 2019 (when fully-loaded capital metrics apply), CASA consolidated will always get to its 5.125% target faster 

than CA Group will ever get to its 7% target assuming payout ratio of zero from CASA the year the big loss to trigger occurs. 

Table 3 illustrates this phenomenon (assuming losses to fully-loaded metrics between 2014 and 2019).  

Table 3: CASA consolidated should always reach its trigger ahead of CA Group 

 

 However, the second approach would consist in taking into account the intra-group support mechanisms between CASA 

and the regional banks. Indeed, because of these support mechanisms, it is highly unlikely that CASA’s CET1 ratio 

would ever get to its trigger level of 5.125%.  

Consequently, even if a strictly quantitative analysis could lead to the conclusion that the principal absorption of the AT1 is 

exclusively linked to CASA’s 5.125% CET1 trigger, the intragroup support mechanisms give a degree of tangibility to an 

exposure to CA Group’s credit risk.  

Distance to trigger 

The tables below tries to assess the distance to both triggers with the starting point being the fully-loaded CET1 ratio for both 

CASA consolidated and CA Group in Q2 2014. Based on published 2016 targets, the effective distance to trigger would then 

stand at around EUR 17bn for CASA consolidated and around EUR 38bn for CA Group. Therefore the likelihood of one or 

both entities getting to its contractual CET1 trigger is pretty remote. We note that our estimates are consistent with CASA 

and CA Group’s distance to triggers as calculated in the notes’ prospectuses.  

2014 2015 2016 2017 2018 2019

Assumed retained losses to trigger (EUR bn) -12.8 -13.8 -14.5 -16.0 -17.6 -19.3

Implicit CASA CET1 ratio 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

Implicit CA Group CET1 ratio 9.37% 9.2% 8.9% 8.92% 8.92% 8.92%

Source: Scope Ratings estimates

Financial Institutions Ratings 
Crédit Agricole SA – AT1 rating report  

 



 
    
 
  

    19 

 

Financial Institutions Ratings 
Bank Capital Instruments 

 

Table 4: Distance to trigger – CASA consolidated 

 

 

Table 5: Distance to trigger – CA Group 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

2014 2015 2016 2017 2018 2019

Trigger level 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

CET1
9.80% as of 

Q2 2014 >9.8% target >10.5% target

Assumed 

>10.5% target

Gap
4.675% or 

EUR 14.0bn >4.675% >5.375% >5.375%

Source: Company data, Scope Ratings

2014 2015 2016 2017 2018 2019

Trigger level 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

CET1
12.1% as of 

Q2 2014 13.0% target 14.0% target

Assumed 

14.0% target

Gap
5.1% or EUR 

26.0bn 6.0% 7.0% 7.0% target

Source: Company data, Scope Ratings
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Rating rationale 

We assign a rating of BBB+ to Crédit Agricole SA’s high-trigger Tier 2 8.125% USD 1.0bn Contingent Capital Subordinated 

Fixed Rate Resettable Notes due 2033 issued in September 2013. The rating is based on the following considerations:  

 Issuer Credit Strength Rating (ICSR): A, positive outlook 

 Minimum notch down from the ICSR: 1 

 Additional notch: 1 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for T2 securities. The additional notch for this security reflects the following: 

 The trigger level of the securities stands at a high level of 7% CET1 ratio. This high trigger is to some extent offset by (1) 

the fact that the trigger CET1 ratio is measured at the level of Crédit Agricole Group (CA Group) (and not the lesser 

capitalised Crédit Agricole SA (CASA)); (2) the fact that the long-term CET1 ratio target of CA Group stands at a high 

14%, at the higher end of French and international peers; and (3) the fact that the distance versus trigger is based on the 

reported phased-in CET1 ratio of Crédit Agricole Group (and not the fully-loaded ratio).  

 The mutualist structure of the bank leads to a situation whereby the trigger attached to the notes is measured against the 

metrics of Crédit Agricole Group, not the issuer’s, adding a measure of complexity to the Terms & Conditions (T&C) of 

the notes. We note that the prospectus of the notes mentions the issuer’s organizational structure as a risk factor, in 

particular the fact that even if CASA is Central Body of CA Group, it does not have voting control over the decisions of 

the regional banks. The prospectus also refers to potential conflicts of interest between the regional banks and CASA.  

 

ICSR 

The ICSR of A assigned by Scope to Crédit Agricole SA is based on CA Group’s credit fundamentals and support. This 

rating reflects the benefits of CA Group’s de-risking and return to its domestic retail roots, while leveraging on its size and 

expertise in savings products businesses (asset management and insurance). The ICSR also reflects the difficulty related to 

the status of the Central Body Crédit Agricole SA, which is at the same time network head and listed holding company. As a 

result, the communication channels between the regional banks and CASA were tested during the European crisis.  

 

Our positive outlook reflects the possible change in relationship between CASA and the regional banks which, if clear and 

properly executed, could materially improve the governance of the group.   
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Summary terms 

Issuer Crédit Agricole SA 

  

Issue Date 19 September 2013 

Amount USD 1.0bn 

Coupon 
 8.125% per annum  

 payable semi-annually in arrear 

Format Contingent Capital Subordinated Fixed Rate Resettable Notes due 2033 

ISIN US225313AC92 (Rule 144A)/ USF22797QT87 (Regulation S) 

  

Capital Treatment Tier 2  

Principal Loss 

Absorption 

 Despite the Issuer being Crédit Agricole SA, the trigger refers to capital metrics of Crédit 

Agricole Group.  

 If a trigger event occurs, a contingent write-down will occur and the full principal amount of 

each note will automatically be written down to zero and the Notes will be cancelled.  

 A trigger event will be deemed to have occurred if CA Group’s CET1 capital ratio falls below 7%.  

 While it is possible that a contingent write-down will have occurred by the time the issuer 

reaches the Point of Non Viability (PONV), there may be cases in which the PONV occurs 

before the CET1 ratio of CA Group falls below the trigger event threshold. As a result, bail-in 

measures may provide for additional circumstances, beyond those contemplated in the T&Cs, 

in which the notes might be written down.  

Trigger for Principal 

Loss Absorption 
CET1 ratio of CA Group < 7% (transitional) 

Source: Prospectuses, Scope Ratings 

 

Key risk: principal loss absorption 

The Notes are permanently written-down to zero when the trigger level is breached. The trigger level is breached when CA 

Group’s CET1 ratio is less than 7% on a transitional basis.  

Further, the risk factors of the prospectus make clear the fact that the PONV of the group may be higher than the trigger 

level of 7% (as explained in the “Summary terms”). While there is no explicit reference to the point of non-viability, the 

security is clearly subject to write-down and/or conversion risks. 

Distance to trigger 

CA Group is targeting a fully-loaded CET1 ratio target of 14% by YE 2016, a materially higher target than most other French 

and international peers. As CA Group is a mutualist bank with share ownership not giving right to the NAV of the company, 

dividend distribution tends to be materially lower than peers and therefore, capital formation faster.  

It is therefore possible that by 1 January 2019, the CET1 ratio of CA Group will be materially higher than the already elevated level 

of 14%. However, we will assume that the 2016 CET1 target of CA Group will also be the target standing by 2019.  

In the meantime, we note that the distance to the trigger of 7% should be calculated on the back of the “transitional” CET1 

ratio of CA Group. As per the prospectus related to the EUR 1bn Additional Tier 1 note dated 2 April 2014, it seems that the 

“transitional” CET1 target of CA Group is similar to the “fully-loaded” one. As shown in Table 1, the distance to trigger should 

increase as CA Group meets its CET1 targets. By YE 2016, the distance to trigger (versus CA Group’s transitional CET1 

target of 14.5%) should stand at close to EUR 40bn.  

Financial Institutions Ratings 
Crédit Agricole SA – Tier 2 rating report  

 



 
    
 
  

    22 

 

Financial Institutions Ratings 
Bank Capital Instruments 

 

Table 1: Distance to trigger 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

01.01.2014 Q2 2014 2014 2015 2016 2017 2018 2019

Trigger level 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

CET1 (transitional)
11.0% 12.1% 12.0% target 13.0% target 14.0% target

Assumed 

14.0% target

Gap
4.0% or 

EUR 20bn

5.1% or EUR 

25.5bn 5.0% 6.0%

7.0% or EUR 

38.5bn 7.0%

Source: Company data, Scope Ratings. 2014-2019: Scope estimates
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Rating rationale 

We assign a rating of BBB- to Société Générale (SocGen)’s 8.25% USD 1.25bn, 7.875% USD 1.75bn, 6.75% EUR 1bn and 

6% USD 1.5bn undated deeply subordinated resettable interest rates notes based on the following: 

 Issuer Credit Strength Rating (ICSR): A, Stable outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 0 

 o/w for coupon cancellation risks: 0 

 o/w for principal loss absorption risks: 0 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for AT1 securities.  

 

ICSR 

The ICSR of A is driven by SocGen’s considerable efforts undertaken by the bank to comply with the Basel 3 capital 

regulations, considering that SocGen’s pre-crisis capitalization levels had been lower than peers. It also reflects the strong 

retail franchises of SocGen both in France and in Central & Eastern Europe (CEE), and its solid position in the global equity 

derivatives business. However, the rating also incorporates what we perceive as a dent in the bank’s revenue base resulting 

from the recent deleveraging.  
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Summary terms 

Issuer Société Générale SA 

  

Issue Date 6 September 2013 

Amount USD 1.25bn 

Coupon 
 8.25% fixed until first call date, reset every 5 (or multiple of 5) years thereafter 

 If any, payable semi-annually in arrears 

Format Undated deeply subordinated resettable interest rates notes 

ISIN XS0867614595 

  

Issue Date 18 December 2013 

Amount USD 1.75bn 

Coupon 
 7.875% fixed until first call date, reset every 5 (or multiple of five) years thereafter 

 If any, payable semi-annually in arrears 

Format Undated deeply subordinated resettable interest rates notes 

ISIN USF8586CRW49 (Unrestricted notes) / US83367TBF57 (Restricted Notes) 

  

Issue Date 7 April 2014 

Amount EUR 1.0bn 

Coupon 
 6.75% fixed until first call date, reset every 5 (or multiple of five) years thereafter 

 If any, payable semi-annually in arrears 

Format Undated deeply subordinated resettable interest rates notes 

ISIN XS0867620725 

  

Issue Date 25 June 2014 

Amount USD 1.5bn 

Coupon 
 6% fixed until first call date, reset every 5 (or multiple of five) years thereafter 

 If any, payable semi-annually in arrears 

Format Undated deeply subordinated resettable interest rates notes 

ISIN USF8586CXG25 (Unrestricted notes) / US83367TBH14 (Restricted Notes) 

  

Capital Treatment Additional Tier 1 
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Coupon 

Cancellation 

 Fully discretionary 

 Mandatory if payment coupon on all own funds instruments (a) would exceed the Distributable 

Items of the issuer; or (b) would cause the Maximum Distributable Amount (MDA) then 

applicable to the issuer to be exceeded.  

Principal Loss 

Absorption 

 If Group CET1 ratio falls below the trigger, the issuer needs to reduce the current principal 

amount of each note by the relevant write-down amount, either (1) in a sufficient proportion to 

bring the CET1 ratio above the trigger; or (2) if (1) is insufficient to bring the CET1 ratio above 

the trigger level, then by an amount necessary to reduce the current principal amount of the 

note to one cent.  

 If a positive consolidated net income is recorded at any time (“return to financial health”) then 

the issuer may at its full discretion and subject to the MDA, increase the current principal 

amount of each note up to a maximum of the original principal amount on a pro-rata basis with 

the other notes.  

 Resolution authorities may reduce the principal amount of the notes to zero on a permanent 

basis at the point of non-viability (PONV) defined as (1) the institution failing or likely to fail; (2) 

there is no reasonable prospect that a private action would prevent  the failure and (3) a 

resolution action is necessary in the public interest.  

Trigger for Principal 

Loss Absorption 
CET1 < 5.125% on a transitional basis 

Source: Prospectuses, Scope Ratings 

Key risk: coupon cancellation 

Coupon payments on the security are fully discretionary and are subject to distribution restrictions. 

Combined buffer requirement 

The CRD4-CRR restrictions on discretionary distributions are applicable from January 1, 2016 and are based on transitional 

CET1 requirements. Table 1 sums up the estimated gap with this buffer between now and 2019. Unsurprisingly, the gap 

narrows significantly as the CBR becomes more stringent. As of Q2 2014, SocGen’s transitional CET1 ratio stood at 10.9%, 

leaving a buffer of 6.9% or more than EUR 20bn to the minimum requirement of 4%, on our estimates. We expect this CBR 

to fall to 2% of fully-loaded RWAs by 2019.  

Table 1: Combined buffer requirement 

 

While we have some degree of comfort with regards to the CBR, the level of distributable items remains extremely difficult to 

assess. We note that to be able to pay a coupon on the notes, SocGen must report (1) distributable items determined on the 

basis of its individual accounts (and not on the basis of its consolidated accounts); and (2) maximum distributable amounts 

“calculated in accordance with CRD4/CRR”. We note that the MDA is only calculated a bank fails to meet its CBR.  

2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Systemic 0.25% 0.50% 0.75% 1.00%

- Countercyclical
1 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 5.375% 6.25% 7.125% 8.0%

Societe Generale's CET1

10.9% as of 

Q2 2014 

(transitional)

10.0% target 

fully-loaded

Gap 6.9% 2.0%

1) No countercyclical buffer defined by French regulator yet.

Source: Company data, Scope Ratings
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We also note that in the specific T&Cs of this issue, SocGen never mentions the notion of “Combined Buffer Requirement” 

but rather switches the focus directly to distributable items and MDA.  

Consequently, the most important determinant of coupon cancellation (bar the CBR) remains the “distributable items”. 

Looking at Note 17 page 408 of SocGen’s registration document (itself referring to the parent company accounts of the 

group), we believe that the amount corresponding to “Reserves, unappropriated retained earnings” is the closest equivalent 

to the definition of distributable items given in the T&Cs of the different AT1 notes, i.e.: “[…] profits of the issuer at the end of 

the financial year immediately preceding the interest payment date plus any profits brought forward and reserves available 

for that purpose before distributions to holders of the issuer’s own funds instruments less any losses brought forward, profits 

which are non-distributable pursuant to [issuer by laws or French legislation] and sums placed to non-distributable 

reserves…”.  

On that basis, we believe that the amount of “distributable items” stood at EUR 11.8bn at YE 2013, leaving ample room for 

coupon payment.  

Key risk: principal loss absorption 

There is a temporary write-down when the trigger level is breached. The trigger level is breached when SocGen’s CET1 ratio 

is less than 5.125% on a transitional basis. If at any point after the breach SocGen reports a profit, then the bank can 

increase the principal amount of each note at its full discretion and under the constraint of MDA.  

In addition, if the PONV is reached (see above), then the notes can be written down to one cent.  

Distance to trigger 

SocGen is targeting a long-term 10% fully-loaded CET1 ratio. As of Q2 2014, SocGen’s fully-loaded CET1 ratio was 10.2%, 

and its transitional CET1 ratio stood at 10.9%, to be compared with the 5.125% trigger. Therefore, the distance to trigger at 

the end of Q2 2014 was 5.775% or, on our estimates (as transitional RWAs are unavailable), around EUR 20bn. As shown 

in Table 2, the distance to trigger should decrease, as SocGen’s CET 1 shifts to fully-loaded.  

However, we believe that the trigger point is low enough for SocGen to secure ample capital buffer to trigger.  

We note that SocGen’s CET1 ratio target is dependent on RWA growth and dividend payment and that alteration on these 

two variables could lead to a swift and material increase in the CET1 ratio.  

Table 2: Distance to trigger 

 

 

 

 

 

  

2014 2015 2016 2017 2018 2019

Trigger level 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

CET1

10.9% as of 

Q2 2014 

(transitional)

10.0% target 

fully-loaded

Gap 5.775% 4.875%

Source: Company data, Scope Ratings

Financial Institutions Ratings 
Société Générale SA – AT1 rating report 

 



 
    
 
  

    27 

 

Financial Institutions Ratings 
Bank Capital Instruments 

 

Financial Institutions Ratings 
Deutsche Bank AG – AT1 rating report 

 

 

Rating rationale 

We assign a rating of BB to Deutsche Bank’s four undated non-cumulative fixed to reset rates additional Tier 1 notes issued 

in May and November 2014. The rated securities are the 6% EUR 1.75bn, the 6.25% USD 1.25bn, the 7.125% GBP 0.65bn 

and the 7.5% USD 1.5bn additional Tier 1 notes respectively. The rating is based on the following considerations:  

 Issuer Credit Strength Rating (ICSR): A-, positive outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notch: 1 

 o/w for coupon cancellation risks: 1 

 o/w for principal loss absorption risks: 0 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for AT1 securities. The additional notches for these securities reflects the following: 

 The Available Distributable Items of Deutsche Bank, even if currently favourable, could be considerably reduced by 

unfavourable litigation settlement fines that could put pressure on coupon payment.  

 This is compounded by the fact that Available Distributable Items (ADIs) do not strike us as very elevated versus peers; 

 At the same time, we note that the absolute level of the trigger is relatively low and the applicable CET1 ratio is the 

currently defined (i.e. transitional) ratio at group level. We also note that so far, the German regulator has not requested 

particularly demanding capital buffer requirements, although this could change.  

 Consequently the distance to trigger is currently very favourable, underpinning no further notching for principal loss 

absorption risk.  

ICSR 

The ICSR of A- is driven by Deutsche Bank’s somewhat challenged business model, linked to the strategic choice of the 

bank to remain a global investment bank post-crisis. At the same time, the ICSR reflects Deutsche’s strong position in the 

Fixed Income area, the resilience of its revenues in this field despite a poor operating environment, and the positive impact 

of Postbank on Deutsche’s earnings mix. The positive outlook is underpinned by the recent EUR 8.5bn capital raise, which 

should help the bank secure its leading position in global investment banking while helping absorb possible future litigation 

charges. Deutsche’s earnings stability is probably still 12 to 15 months away but the bank has taken the necessary steps to 

protect its balance sheet in the meantime.  

 

Security Ratings  

Outlook                             Positive 

6% EUR 1.75bn undated additional Tier 1 notes 
temporary write-down on 5.125% trigger                      BB 

6.25% USD 1.25bn undated additional Tier 1 notes 
temporary write-down on 5.125% trigger                      BB 

7.125% GBP 0.65bn undated additional Tier 1 notes 
temporary write down on 5.125% trigger                      BB 

7.50% USD 1.5bn undated additional Tier 1 notes 
temporary write down on 5.125% trigger                      BB 
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Summary terms 

Issuer Deutsche Bank AG 

Issue Date 27 May 2014 

  

Amount EUR 1.75bn 

Coupon 
 6% fixed until first call date, reset every 5 years thereafter 

 If any, payable annually  

Format 
Undated non-cumulative additional Tier 1 notes, callable 30 April 2022 and every five 
years thereafter 

ISIN DE000DB7XHP3 

  

Amount USD 1.25bn 

Coupon 
 6.25% fixed until first call date, reset every 5 years thereafter 

 If any, payable annually 

Format 
Undated non-cumulative additional Tier 1 notes, callable 30 April 2020 and every five 
years thereafter 

ISIN XS1071551474 

  

Amount GBP 0.65bn 

Coupon 
 7.125% fixed until first call date, reset every 5 years thereafter 

 If any, payable annually 

Format 
Undated non-cumulative additional Tier 1 notes, callable 30 April 2026 and every five 
years thereafter 

ISIN XS1071551391 

  

Issue Date 19 November 2014 

  

Amount USD 1.5bn 

Coupon 
 7.5% fixed until first call date, reset every 5 years thereafter 

 If any, payable annually 

Format 
Undated non-cumulative additional Tier 1 notes, callable 30 April 2025 and every five 
years thereafter 

ISIN US251525AN16 

  

Capital Treatment Tier 1 
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Coupon Cancellation 

 Fully discretionary 

 No interest payment will accrue if (i) coupons on all Tier 1 instruments exceed the 
Available Distributable Items or if (ii) the competent supervisory authority orders 
that all or parts of the relevant payment of interest be cancelled, or another 
prohibition of distribution is imposed by law or an authority; 

 If the nominal amount is subject to a write-down due to the issuer’s CET1 ratio 
falling below 5.125%, the interest payment will be calculated on the basis of the 
reduced nominal amount and thus not accrue in full.  

Principal Loss Absorption 

 Upon the occurrence of a trigger event, the nominal amount of each of the notes 
will be reduced by the amount of the relevant write-down.  

 The nominal amount can be written up to the extent that an annual profit is 
recorded and the write-up will not give rise to or increase an annual loss.  

 The write-up is at the discretion of the issuer. 

 The notes may be written down (without prospect of a potential write-up) or 
converted on the occurrence of a non-viability event (not explicit in the November 
2014 T&Cs) or if the issuer becomes subject to resolution.  

Trigger for Principal Loss 
Absorption 

CET1 < 5.125% transitional basis 

Source: Prospectuses, Scope Ratings 

We note that versus the three AT1s issued in May 2014, the language used in the November 2014 supplementary 

prospectus is materially more severe (even if the T&Cs are essentially the same). For example, we note that all through the 

risk section and even in the section relative to the description of the notes, potential holders are repeatedly warned that they: 

 are bound to consent to the imposition of any resolution measures;  

 will be paid interest only to the extent it is not cancelled or deemed cancelled;  

 are bound to recognize that a write-down is not an event of default.  

Again, we stress that the terms themselves have not changed versus May, but it seems that the publication of the Bank 

Recovery and Resolution Directive (BRRD) on May 15, 2014 has led Deutsche to segregate investor risk in a more 

systematic way than before. We also note that the base prospectus of the November 2014 issue specifies that the notes 

must not be sold to retail clients.  

Key risk: coupon cancellation 

Coupon payments on the security are fully discretionary and are subject to distribution restrictions. 

Combined buffer requirement 

The CRD4-CRR restrictions on discretionary distributions are applicable from January 1, 2016 and are based on transitional 

CET1 requirements. At this time, we know that Deutsche will be subject to the 2.5% capital conservation buffer and a 2% 

buffer for being a global systemically important bank. As of September 2014, the institution-specific countercyclical capital 

buffer rate for Deutsche Bank has not been established yet.  
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Table 1: Combined buffer requirement 

  

We note that on the back of Table 1 the combined buffer requirements of Deutsche are not, at this stage, that demanding. 

We nonetheless note that the ability for Deutsche to pay coupons on its AT1 notes will depend on its ability to generate 

enough Available Distributable Items (ADIs). Deutsche’s ADIs over the last three years are summarized in Table 2.  

Table 2: Available Distributable Items (ADIs) Deutsche Bank AG Parent company 2011-2013, EUR m 

 

The ADIs have been so far superior to the annual distributable profits of the company for the simple reason that past 

retained earnings are included in their calculation. However, non-distributable reserves (such as issue premiums) are also 

deducted, which means that even if the ADIs can amply cover the AT1s coupons payments at this point, we cannot exclude 

that potential large settlement fines on litigations could easily eradicate the ADIs on one given year and put pressure on 

coupon payments. We estimate that the combined annual coupons on the three notes would amount to a maximum of about 

EUR 350m until the first call date. Added to EUR 750m to be paid on other Tier 1 securities, we believe that the current ADIs 

needed to pay all the coupons on Deutsche’s AT1s would be around a maximum of EUR 1.1bn. In other words, based on 

the three year average NDIs, Deutsche has the means to pay the AT1 coupon, but does not have a significant margin of 

manoeuvre.  

Key risk: principal loss absorption 

There is a write-down affected pro-rata with all other Additional Tier 1 instruments when a trigger event occurs. The trigger 

event occurs if Deutsche’s CET1 ratio falls below 5.125%. Upon the occurrence of a trigger event, a write-down shall be 

affected pro rata with all other Additional Tier 1 instruments. For such purpose, the total amount of the write downs to be 

allocated pro rata shall be equal to the amount required to restore fully the CET1 ratio of the issuer to 5.125%. However, the 

write-down cannot exceed the nominal amounts of the AT1s at the time of the trigger event.  

We note that written-downs AT1s can be written up at the discretion of the issuer. The nominal amount can only be written 

up to the extent that an annual profit is recorded and the write-up will not give rise to or increase an annual loss. Write-ups of 

AT1 notes do not have priority over dividend payments on ordinary shares. Also, it is likely that any write-down due to a 

regulatory bail-in cannot be written up.  

2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Systemic
1

0.5% 1.0% 1.5% 2.0%

- Countercyclical
2

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 5.625% 6.75% 7.875% 9.0%

Deutsche's CET1
14.7% as of 

Q3 2014 >10.0% target

Gap 10.7% >1.0%

1) Transitional requirement for being a GSIB.

2) As of September 2014, countercyclical capital buffer rate was not established yet. May range from 0% to 2.5%.

Source: CRD4-CRR, Company data, Scope Ratings

2013 2012 2011

Distributable profit 920 792 852

Other revenue reserves after net income attribution 6,111 6,114 5,434

= Total gross dividend potential 7,031 6,906 6,286

Minus non-distributable reserves -5,064 -6,115 -5,453

= Available distributable items 1,967 791 833

+ Aggregate amount of interest expenses relating to T1 instruments 756 791 753

Total amount available to cover interest payments on T1 instruments (ADIs) 2,723 1,582 1,586

Source: Company data, Scope Ratings
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In addition, the notes may be written down (without prospect of a potential write-up) or converted into Deutsche Bank’s 

shares on the occurrence of a non-viability event (more explicitly stated in the T&Cs related to the May 2014 notes) or if the 

issuer is subject to resolution. The holders would have no claim against the issuer in such a case and there would be no 

obligation of the issuer to make payments under the Notes. The November 2014 T&Cs go even further and state that “no 

repayment of the then- current principal amount of the Notes or payment of interest thereon (to the extent of the portion 

thereof affected by the imposition of a resolution measure) shall become due and payable after the imposition of any 

resolution measure by the competent resolution authority, unless such repayment or payment would be permitted to be 

made by us under the laws and regulations of the Federal Republic of Germany then applicable to us”.  

Distance to trigger 

The Basel 3 CET1 capital against which the 5.125% trigger is measured is the transitional CET1 ratio of Deutsche Bank, 

ahead of its “fully-phased”, “phased out”, “fully loaded” or “fully applied” application in 2019 (all these terms are used with a 

varying degree by the different banks and all of them mean the same thing). The transitional definition is less conservative 

than the “fully loaded” definition and helps explain the very significant distance to trigger between the CET1 ratio of the bank 

and the 5.125% trigger in Q3 2014 (as per Table 3 below). We would expect this gap to narrow between 2014 and 2019, as 

the progressive de-recognition of “old style” capital instruments and the increasing weight of Basel 3-specific capital 

deductions gather momentum and lead to likely lower levels of CET1 ahead of 2019, the first year where all the Basel 3 

CET1 definitions will be fully applied.  

Table 3 shows that as of Q3 2014, Deutsche’s transitional CET1 ratio was 14.7%, compared to the 5.125% trigger level. 

Therefore, the distance to trigger at the end of Q3 2014 was 9.575% or around EUR 39bn. If we were to use Deutsche’s 

fully-loaded medium-term CET1 target of >10% and compare it with fully loaded Basel 3 RWAs, the distance to trigger would 

still be around EUR 20bn. As mentioned above, we believe that the distance to trigger should decrease (due to a lower 

reported CET1 ratio reflecting the passage to fully-phased Basel 3). We also note that the bank could face significant 

litigation fines in future, which could also contribute to reduce the CET1 capital of the bank. However, the capital cushion of 

the bank, recently strengthened by the EUR 8.5bn capital increase, provides a solid protection, in our view – even if there is 

a possibility that the Regulator could consider a viability event above the 5.125% trigger level.  

Table 3: Distance to trigger 

  

 

  

2014 2015 2016 2017 2018 2019

Trigger level 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

CET1 (transitional, fully phased in 2019)

14.7% as of 

Q3 2014 

(proforma) >10.0% target

Gap

9.575% or 

EUR 38.9bn >4.875%

Source: Company data, Scope Ratings
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Rating rationale 

We assign a rating of BB+ to BBVA’s two Additional Tier 1 notes issued in February 2014 and May 2013. The rated 

securities are the 9% USD 1.5bn, and the 7% EUR 1.5bn additional Tier 1 notes respectively. The rating is based on the 

following considerations:  

 Issuer Credit Strength Rating (ICSR): A, stable outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2  

 Additional notches: 1 

 o/w for coupon cancellation risks: 0 

 o/w for principal loss absorption risks: 1  

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for AT1 securities. The additional notch for these securities reflects the following considerations: 

 While the conversion triggers are low, they are based both on group and parent bank CET1 ratio (transitional), partly 

limiting the benefit of earnings diversification for the bank in case the domestic profit outlook deteriorates and the bank is 

not allowed to upstream earnings from other parts of the group.  

 We do not see a need to add further notches for coupon cancellation risks. We believe BBVA has abundant distributable 

items and a material buffer to its CBR requirement. Uncertainty regarding the final capital requirements (and in particular 

the countercyclical and systemic risk buffers) remains, but we deem the 2 notches adequate and do not apply further 

notching for coupon cancellation risks. 

ICSR 

BBVA has an ICSR of A, with a stable outlook. 

The rating is based to a large extent on the strength and reliability of BBVA’s retail and commercial banking franchises in 

several countries and on the strong market positioning in its main countries of operation.  

The high degree of diversification has helped BBVA deliver significant profits, despite the stressed operating environment in 

Spain, and enabled it to generate capital organically. The bank has withstood harsh conditions, peaking with a collapse in its 

domestic real estate market and significant stress to funding markets and to domestic sovereign risk in 2011 and 2012. 

Throughout the period, the bank’s capital base has kept growing.  

The challenging macro environment in Spain continues to weigh negatively on the group’s earnings capacity due to the 

continued high provisions required by a growing NPLs stock. However, the Spanish economy has started to improve, 

although from a very low base. The recovery, if sustained, should have a positive impact on asset quality in the coming 

years and help improve the sustainability of public debt, which remains a concern to us.  

Security Ratings  

Outlook Stable 

9% USD 1.5bn perpetual AT1 notes (2013) 
equity conversion on 5.125% trigger         BB+ 

7% EUR 1.5bn perpetual AT1 notes (2014) 
equity conversion on 5.125% trigger         BB+ 
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Summary terms – 9% USD1.5 bn, May 2013 

Issuer BBVA SA 

Issue Date May-2013 

Amount USD 1.5bn 

Coupon 
- 9% to May 9, 2018, then switches to 5y midswap rate + 8.262% 
- Paid Quarterly 

Format 

- Non Step-up, non-cumulative Contingent Convertible Perpetual Preferred Tier 1 
- Redeemable at the option of the bank, subject to regulator consent (only after first reset date) . 
- Redeemable at the option of the bank, subject to regulator consent, in case of change in 
capital treatment or tax treatment (after closing date) 

ISIN XS0926832907 

Capital Treatment Additional Tier 1 

Coupon cancellation  
features 

- Fully discretionary if the bank deems it necessary or desirable;  
- Mandatory in case (i) of insufficient Available Distributable Items; (ii)  a distribution would 
cause a breach of regulatory restrictions; (iii) of request from the regulator. 
- Mandatory if distributions would exceed the MDA 

Principal Loss 
absorption features 

- Upon Trigger Event or Non-viability event (as defined in the Offering Circular), conversion into 
Equity at the higher of: 
a) 5 day share price average (Reference Market Price), translated in USD at the prevailing rate  
b) EUR 0.49 (Nominal Value of common shares) translated in USD at the prevailing rate  
c)  USD 5 (Floor Price), subject to subsequent adjustments for capital actions 
- Liability Management exercises ordered by the FROB ex Law 9/2012 (implementing the 2012 
Memorandum of Understanding with the Euro Group) could result in significant principal losses 

Triggers for Principal 
Loss absorption 

- CRD4 transitional CET1 Ratio (Group) < 5.125% 
- CRD4 transitional CET1 Ratio (BBVA SA) < 5.125% 
- Conversion at the point of non viability (RRD) 
- Non Viability event, defined in the offering circular as either of (i) National Relevant Authority 
determination of non viability; (ii) National Relevant Authority decision to support the Bank via a 
capital injection  or equivalent measures to avoid it becoming non-viable; (iii) any other 
regulatorily defined event or circumstance leading to a non-viability determination by the 
National Relevant Authority. The offering circular further defines "non-Viable" as "insolvent, 
bankrupt, unable to pay a material part of its debts as they fall due, unable to carry on its 
business, in restructuring, in resolution (as defined by Spanish Law 9/2012). 
- For loss absorption due to a liability management exercise by the FROB, the bank meets the 
conditions for Restructuring or Resolution as defined by Law 9/2012 

  

Source: Prospectus. Scope Ratings  

 
Note: the original terms included multiple triggers based on Principal Capital, EBA CT1 Capital and Tier 1 Ratio. According 
to BBVA, these ceased to apply following Spanish implementation of CRD4. 
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Key risk: coupon cancellation 

Coupon payments on the security are fully discretionary and are subject to distribution restrictions. 

Available Distributable Items 

The concept of Available Distributable Items (ADI) is defined in the CRR (Art.4.1-128) as “the amount of the profits at the 

end of the last financial year plus any profits brought forward and reserves available for that purpose before distributions to 

holders of own funds instruments less any losses brought forward, profits which are non-distributable pursuant to provisions 

in legislation or the institution’s by-laws and sums placed to non-distributable reserves in accordance with applicable national 

law or the statuses of the institution, those losses and reserves being determined on the basis of the individual accounts of 

the institution and not on the basis of the consolidated accounts”. 

So far, BBVA has not disclosed its Available Distributable Items. In the following table we try to estimate it from BBVA SA’s 

2013 annual report:  

 

As shown, our estimate of Available Distributable Items is EUR 7.9bn. This includes the parent company profit for 2013 

(EUR 1.4bn) and Voluntary reserves at the parent company level of EUR 6.5bn.  

  

Available Distributable Items 

Total equity

(-) Common Stock

(-) Share Premium Account

(-) Non Distributable reserves

Reserves of entities consolidated

Legal Reserve

Restricted reserve for retired capital

Reserves for balance revaluation

(+) 2013 dividend addback

(+) Valuation Adjustments addback

(-) Other Equity instruments

(-) non controlling interests

Estimate of Distributable Items

ow 2013 Profit

ow Voluntary reserves (Parent Company level)

(-) Treasury Stocks

Source: Scope Ratings Estimates, BBVA

6,528                                

(20)                                    

7,914                                

1,406                                

BBVA SA

2013

32,875                              

(2,835)                               

-                                    

768                                   

(43)                                    

-                                    

(22,111)                            

(534)                                  

(296)                                  

(26)                                    

116                                   
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Combined Buffer Requirement 

The CRD4-CRR restrictions on discretionary distributions are based on transitional CET1 requirements. At this time, we 

know that BBVA will be subject to the 2.5% capital conservation buffer and a 1% buffer for being a global systemically 

important bank. In future, the bank may be subject to an institution specific countercyclical buffer ex. art 160 of CRD4 as well 

as to higher systemic buffers ex art. 133.4 of CRD4.  

 

In the short run, we see very little risk of BBVA hitting its combined buffer requirement: The latest reported CET1 ratio on a 

transitional basis was 11.6% as of Q2 2014, representing a significant buffer of 7.4% to the current CET1 requirement of 4%. 

We expect the BBVA ratio to decline in the short term due to the impact from the Catalunya Banc acquisition (60bps in Q1 

2015) and from the gradual transition towards fully phased CRD4. On our estimate the ratio should resume its growth from 

2016, as capital formation more than offsets the phasing-in of CRD4 deductions. However, as the new capital are also 

phased in, the buffer is set to decline over time and we estimate that it will fall to 4.1% in 2019. This is based on our current 

knowledge of BBVA capital requirements, which include a minimum CET1 requirement of 4.5%, a capital conservation buffer 

of 2.5% and a G-SIFI surcharge of 1%. Our calculations are based on CET1 basic and CBR requirements, and assume that 

BBVA will make full use of its AT1 and T2 buckets over time to optimise its capital structure, as guided by the company. 

Further, the group may be subject to higher requirements, including a systemic buffer of up to 5% and a countercyclical 

buffer of up to 2.5%. In the worst case scenario, we estimate that the CET1 requirement would go up to 14.5%. In other 

words, while the coupon cancellation risk is relatively low at present, it is set to increase over time due to a combination of 

the above elements. On the other hand, we highlight that the acquisition of Catalunya will also contribute additional earnings 

which are not currently included in our capital formation forecasts and that management actions could reduce the impact 

from the phasing in of CRD4. Overall, we believe even in the longer run, the risk is well captured by the 2 notches we apply 

for coupon cancellation risk. 

Distance-to-CBR estimate 2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.250% 1.875% 2.500%

- Systemic 
1 0.25% 0.50% 0.75% 1.00%

- Countercyclical 
2 0% 0% 0% 0% 0% 0%

Minimum CET1 4.00% 4.50% 4.50% 4.50% 4.50% 4.50%

Required CET1 associated with distribution restrictions 4.00% 4.50% 5.38% 6.25% 7.13% 8.00%

BBVA CET1 Ratio 3 11.4% 10.9% 11.1% 11.2% 11.5% 12.1%

Distance-to-CBR 7.4% 6.4% 5.7% 5.0% 4.4% 4.1%

Source: Scope Ratings

1) G-SIB phased in requirement for BBVA is 1%. Higher systemic buffers may apply in the future;
2) A coutercyclical buffer of up to 2.5% may apply in the future

3)  BBVA CET1 Ratio estimate assumes 2% RWA growth, 25% payout, RoRWA going from 0.84% in 2014 to 1.26% in 2019, 60bps from 

CatalunyaBanc, and gradual convergence of CET1 transitional to fully phased
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Source: Scope Ratings estimates  

Notes: Assumes phase-in CET1 Capital convergence to fully phased Capital linearly in 5 years 

  

Key risk: principal loss absorption 

The mechanism for loss absorption is Equity conversion. Both securities have 5.125% CET1 triggers, where CET1 capital is 

based on transitional rules. The triggers apply both to BBVA group and BBVA parent company. As of June 2014, BBVA 

group had a CET1 ratio of 11.6%, while BBVA SA had a CET1 ratio of 12.1%. Both ratios exclude the impact from Catalunya 

Banc, which is estimated at 55-60bps. 

Distance to trigger 

The current distance to trigger is already a comfortable 7% for the parent bank and 6.5% for the Group. Based on our 

estimates of capital formation at BBVA, this distance is set to increase over time, despite a likely dip in 2015 due to the 

capital impact of the Catalunya Banc consolidation. Our estimates are however based on the group’s consolidated 

profitability, so in order to project the capital formation for the parent company we have to make a further assumption, 

namely that all profits that are not needed to finance RWA growth can be up-streamed from the subsidiaries to the parent 

company. As we highlight in our Issuer Rating report of BBVA, this ability may diminish at times of stress, when national 

authorities may move to protect domestic depositors and hence limit the fungibility of capital across the various parts of the 

group. While this risk is already incorporated in our ICSR of A, we believe that it is even more relevant for the purpose of 

AT1 ratings with a trigger based on parent company solvency and hence we add a further notch down on account of this 

risk. With respect to this risk, we note that BBVA S.A. reported a net income from continuing operations of EUR345mn in 

2013, including EUR2.25bn in dividend. In 2012, the bank had a net profit from continuing operations of EUR1.38bn, 

benefitting from EUR5.1bn in dividends. In other words, BBVA S.A.’s capital formation heavily relies on the dividend flows 

from its profitable foreign operations. 
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Spanish Resolution and Restructuring  

Spanish Law 9/2012 implements the Spanish Memorandum of Understanding (MoU) with the Euro Group in July of 2012, 

when Spain received a line of credit to recapitalise financial institutions. The MoU had some bank specific conditionality, 

including the pre-requisite for private sector burden-sharing before resolution of non viable banks as well as restructuring 

and recapitalisation of viable banks. As a result, Law 9/2012 has specific provisions which call for bail-in of convertible 

instruments before any public sector help can be deployed. In our view this law effectively brings forward resolution and bail-

in for Spanish institutions, and as such exposes the securities to additional conversion risks. However, we do not deem it 

necessary to add a further notch for this risk given that the buffers to trigger are significant.  

Peculiarities of the 2013 9% USD1.5bn note 

The 2013 9% USD1.5bn note was one of the first CRD4 compliant AT1 issues in Europe. When it was issued, CRD4 had 

not even been finalised. As a result, it has some specific features that in our view entail further uncertainty. These are:  

 The multiple triggers at issuance. The offering circular had triggers based on CET1 Ratio, T1 ratio, EBA Core Tier 1 

Ratio and Spanish Capital Principal ratio. Following implementation of CRD4, BBVA now considers that the additional 

triggers (T1, EBA, Capital Principal) have ceased to apply.  

 The explicit non viability language. The offering circular explicitly refers to “non-viability event” on top of trigger events. 

The definition of non-viability event refers again to Law 9/2012 and applicable banking regulations but also to the bank 

not being able to pay a material part of its debts as they fall due, being unable to carry its business or be considered non 

viable by the National Relevant Authority. 

While we do not believe these peculiarities warrant a different rating, we highlight that as a result of regulatory overkill at 

issuance the resulting terms are slightly more opaque than most other AT1 issues we rate, including the BBVA 2014 7% 

EUR 1.5bn.  

 

 

 

 

 

 

  

Distance-to-Trigger Q2 2014 2014 2015 2016 2017 2018 2019

Trigger CET1 Transitional - BBVA SA 5.125% 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

Trigger CET1 Transitional - BBVA Group 5.125% 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

CET1 Ratio - BBVA Group  1 11.60% 11.4% 10.9% 11.1% 11.2% 11.5% 12.1%

CET1 Ratio - BBVA SA 2 12.10% 11.95% 11.42% 11.55% 11.75% 11.99% 12.60%

Distance-to-Trigger BBVA SA 7.0% 6.8% 6.3% 6.4% 6.6% 6.9% 7.5%

Distance-to-Trigger BBVA Group 6.5% 6.3% 5.8% 5.9% 6.1% 6.4% 7.0%

Distance-to-Trigger BBVA Group, in Euros 21,119       19,742       20,600       21,701       22,996       25,698       

Source: Scope Ratings Estimates, BBVA

2) Assumes that all profits can be upstreamed, and parent company capital ratio follows group's capital evolution

1)  BBVA CET1 Ratio estimate assumes 2% RWA growth, 25% payout, RoRWA going from 0.84% in 2014 to 1.26% in 2019, 60bps from 
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Rating rationale 

We assign a rating of BB+ to Santander’s three Additional Tier 1 notes issued in March, May and September 2014. The 

rated securities are the 6.375% USD 1.5bn and the two 6.25% EUR 1.5bn AT1 notes respectively. The rating is based on 

the following considerations:  

 Issuer Credit Strength Rating (ICSR): A, stable outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2  

 Additional notches: 1 

 o/w for coupon cancellation risks: 0 

 o/w for principal loss absorption risks: 1 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for AT1 securities. The additional notch for these securities reflects the following: 

 While the conversion triggers are low, they are based both on group and parent bank CET1 ratio (transitional), partly 

limiting the benefit of earnings diversification for the bank in case the domestic profit outlook deteriorates and the bank is 

not allowed to upstream earnings from other parts of the group.  

 We do not see a need to add further notches for coupon cancellation risks. While uncertainty remains regarding the final 

capital requirements and the level of available distributable items is relatively limited at EUR 3.2bn, we believe this risk is 

adequately captured in the 2 basic notches as per our methodology.  

ICSR 

Santander has an ICSR of A, with a stable outlook. 

The ratings are driven by the bank’s strong retail and commercial banking business model, successfully replicated across 

several geographies in both developed and emerging markets, and producing a reliable and well-diversified earnings 

stream. This, in turn, translates into significant organic capital generation at the group level. Having withstood the global 

financial crisis, the Spanish real estate market collapse and the euro area sovereign crisis without damage to capital, the 

business model of Santander has proven its resilience to shocks in our view. 

The weak macro environment in Spain continues to impact profitability and asset quality, which remains a concern, but the 

Spanish economy is showing some signs of improvement and a recovery should have positive impacts on asset quality in 

the coming years. We highlight, however, that we do not automatically link Santander’s credit standing with a sovereign 

assessment on Spain, due to the banking group’s business, revenue and risk diversification across several geographies. 

Security Ratings  

Outlook Stable 

6.375% USD 1.5bn perpetual AT1 
notes (May 2014) equity conversion 
on 5.125% trigger 

BB+ 

6.25% EUR 1.5bn perpetual AT1 
notes (March 2014) equity conversion  
on 5.125% trigger 

BB+ 

6.25% EUR 1.5bn perpetual AT1 
notes (September 2014) equity 
conversion  on 5.125% trigger 

BB+ 
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Marco Troiano  
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Sam Theodore  
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Summary terms – 6.25% EUR1.5 bn, March 2014  

Issuer Banco Santander S.A. 

Issue Date Mar-2014 

Amount EUR 1.5bn 

Coupon 
- 6.25% from 12/03/2014 to 12/03/2019 (excluded), then switches to 5y mid-swap rate + 5.41% 
- Paid Quarterly 

Format 

- Non Step-up, non-cumulative Contingent Convertible Perpetual Preferred Tier 1 

- Redeemable at the option of the bank, subject to regulator consent (only after first reset date)  

- Redeemable at the option of the bank, subject to regulator consent, in case of change in capital 

treatment or tax treatment (after closing date) 

ISIN XS1043535092 

Capital Treatment Additional Tier 1 

Coupon 
cancellation 
features 

- Fully discretionary if the bank deems it necessary or desirable;  
- Mandatory in case (i) of insufficient Available Distributable Items; (ii) of request from the 
regulator. 
- Mandatory if distributions would exceed the MDA 

Principal Loss 
absorption features 

- Upon Trigger Event (CET1 for bank or group calculated as for applicable banking reg. falling 
below 5.125%), conversion into Equity at the higher of: 
a) 5 day share price average (Current Market Price),  
b) EUR 0.50 (Nominal Value of common shares)  
c)  EUR 4.34 (Floor Price), subject to subsequent adjustments for capital actions 
- Liability Management exercises ordered by the FROB ex Law 9/2012 (implementing the 2012 
Memorandum of Understanding with the Euro Group) could result in significant principal losses 

Triggers for 
Principal Loss 
absorption 

- CRD4 transitional CET1 Ratio (Group) < 5.125% 
- CRD4 transitional CET1 Ratio (Santander  SA) < 5.125%  
- Conversion at the point of non viability (RRD) 
 
- For loss absorption due to a liability management exercise by the FROB, the bank meets the 
conditions for Restructuring or Resolution as defined by Law 9/2012 

 
Source: Prospectus, Scope Ratings 
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Summary terms – 6.375% USD1.5 bn, May 2014 

Issuer Banco Santander S.A. 

Issue Date May-2014 

Amount USD1.5bn 

Coupon 
- 6.375% from 19/05/2014 to 19/05/2019 (excluded), then switches to 5y mid-swap rate + 
4.788% 
- Paid Quarterly 

Format 

- Non Step-up, non-cumulative Contingent Convertible Perpetual Preferred Tier 1 
- Redeemable at the option of the bank, subject to regulator consent (only after first reset date)  
- Redeemable at the option of the bank, subject to regulator consent, in case of change in 
capital treatment or tax treatment (after closing date) 

ISIN XS1066553329 

Capital Treatment Additional Tier 1 

Coupon cancellation 
features 

- Fully discretionary if the bank deems it necessary or desirable;  
- Mandatory in case (i) of insufficient Available Distributable Items; (ii) of request from the 
regulator. 
- Mandatory if distributions would exceed the MDA 

Principal Loss 
absorption features 

- Upon Trigger Event, conversion into Equity at the higher of: 
a) 5 day share price average (Current Market Price translated into USD) 
b) EUR 0.50 (Nominal Value of common shares translated into USD)  
c) USD6.556 (Floor Price), subject to subsequent adjustments for capital actions 
- Liability Management exercises ordered by the FROB ex Law 9/2012 (implementing the 2012 
Memorandum of Understanding with the Euro Group) could result in significant principal losses 

Trigger for Principal 
Loss absorption 

- CRD4 transitional CET1 Ratio (Group) < 5.125% 
- CRD4 transitional CET1 Ratio (Santander  SA) < 5.125%  
- Conversion at the point of non viability (RRD) 
 
- For loss absorption due to a liability management exercise by the FROB, the bank meets the 
conditions for Restructuring or Resolution as defined by Law 9/2012 

Source: Prospectus, Scope Ratings 
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Summary terms – 6.25% EUR1.5 bn, September 2014 

Issuer Banco Santander S.A. 

Issue Date Sep-2014 

Amount EUR 1.5bn 

Coupon 
- 6.25% from 11/09/2014 to 11/09/2021 (excluded), then switches to 5y mid-swap rate + 5.64% 
- Paid Quarterly 

Format 

- Non Step-up, non-cumulative Contingent Convertible Perpetual Preferred Tier 1 
- Redeemable at the option of the bank, subject to regulator consent (only after first reset date)  
- Redeemable at the option of the bank, subject to regulator consent, in case of change in 
capital treatment or tax treatment (after closing date) 

ISIN XS1107291541 

Capital Treatment Additional Tier 1 

Coupon cancellation 
features 

- Fully discretionary if the bank deems it necessary or desirable;  
- Mandatory in case (i) of insufficient Available Distributable Items; (ii) of request from the 
regulator. 
- Mandatory if distributions would exceed the MDA 

Principal Loss 
absorption features 

- Upon Trigger Event (CET1 for bank or group calculated as for applicable banking reg. falling 
below 5.125%), conversion into Equity at the higher of: 
a) 5 day share price average (Current Market Price),  
b) EUR 0.50 (Nominal Value of common shares)  
c)  EUR 5.01 (Floor Price), subject to subsequent adjustments for capital actions 
- Liability Management exercises ordered by the FROB ex Law 9/2012 (implementing the 2012 
Memorandum of Understanding with the Euro Group) could result in significant principal losses 

Trigger for Principal 
Loss absorption 

- CRD4 transitional CET1 Ratio (Group) < 5.125% 
- CRD4 transitional CET1 Ratio (Santander  SA) < 5.125%  
- Conversion at the point of non viability (RRD) 
 
- For loss absorption due to a liability management exercise by the FROB, the bank meets the 
conditions for Restructuring or Resolution as defined by Law 9/2012 

Source: Prospectus. Scope Ratings 
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Key risk: coupon cancellation 

Coupon payments on the security are fully discretionary and are subject to distribution restrictions. 

Available Distributable Items 

The concept of Available Distributable Items (ADI) is defined in the CRR (Art.4.1-128) as “the amount of the profits at the 

end of the last financial year plus any profits brought forward and reserves available for that purpose before distributions to 

holders of own funds instruments less any losses brought forward, profits which are non-distributable pursuant to provisions 

in legislation or the institution’s by-laws and sums placed to non-distributable reserves in accordance with applicable national 

law or the statuses of the institution, those losses and reserves being determined on the basis of the individual accounts of 

the institution and not on the basis of the consolidated accounts”. 

According to Santander SA annual report, we estimate that the bank had distributable reserves of EUR3.2bn in 2013, which 

we believe already includes the profit for the year. This amount is relatively limited, given that the bank has already issued 

EUR4.5bn in AT1 securities and we estimate c. EUR 260mn in AT1 coupons per year. As we note in our Issuer report, 

Santander’s earnings capacity has been remarkably resilient during the crisis and we expect the group to report significant 

group profits over the coming years, although we also warn that at times of crisis the fungibility of capital across the group 

can diminish significantly. Given that the ADI restriction applies at parent company level, earnings diversification provides 

slightly less comfort to the relative thinness of Distributable Items, although looking forward the profitability of the Spanish 

operations is expected to improve, partly mitigating this concern. 

Combined Buffer Requirement  

The CRD4-CRR restrictions on discretionary distributions are based on transitional CET1 requirements. At this time, we 

know that Santander will be subject to the 2.5% capital conservation buffer and a 1% buffer for being a global systemically 

important bank. In the future, the bank may be subject to an institution specific countercyclical buffer ex. art 160 of CRD4 as 

well as to higher systemic buffers ex art. 133.4 of CRD4.  

 

In the short run, we see very little risk of Santander hitting its combined buffer requirement: The latest reported group CET1 

ratio on a transitional basis was 10.6% as of Q2 2014, which we expect to increase to 10.7% by the end of the year, giving 

AT1 investors an ample buffer of 6.7% from the CET1 requirement. Over time, this buffer is set to decline as the new CRD4 

capital requirements and deductions are phased in. Based on our current knowledge, the CET1 requirement for Santander 

will reach at least 8% in 2019 on account of the gradual introduction of the capital conservation and G-SIFI buffer (2.5% and 

1% respectively). Our projections point to a 3.3% buffer in 2019, which includes an estimate of the gradual transition to fully 

phased CRD4 regime (Santander has not yet published their fully phased capital CET1 ratio, but has repeatedly shown 

confidence in their target to be above 9% in 2014 - we conservatively assume it at 9% at the end of 2014). Our calculations 

are based on CET1 basic and CBR requirements, and assume that Santander will make full use of its AT1 and T2 buckets. 

Further, the group may be subject to higher requirements, including a systemic buffer of up to 5% and a countercyclical 

buffer of up to 2.5%. In the worst case scenario, we estimate that the CET1 requirement would go up to 14.5%. In other 

words, while the coupon cancellation risk is relatively low at present, it is set to increase over time due to a combination of 

the above elements. Overall, we believe even in the longer run, the risk is well captured by the 2 notches we apply for 

coupon cancellation risk. 

2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.250% 1.875% 2.500%

- Systemic 
1 0.25% 0.50% 0.75% 1.00%

- Countercyclical 
2 0% 0% 0% 0% 0% 0%

Minimum CET1 4.00% 4.50% 4.50% 4.50% 4.50% 4.50%

Required CET1 associated with distribution restrictions 4.00% 4.50% 5.38% 6.25% 7.13% 8.00%

SAN CET1 Ratio 3 10.7% 10.7% 10.7% 10.7% 10.8% 11.3%

Distance-to-CBR 6.7% 6.2% 5.3% 4.5% 3.7% 3.3%

Source: Scope Ratings Estimates, Santander
1) G-SIB phased in requirement for Santander is 1%. Higher systemic buffers may apply in the future;
2) A coutercyclical buffer of up to 2.5% may apply in the future
3) Santander CET1 Ratio estimate assumes 2% RWA growth, 25% payout, RoRWA going from 0.95% in 2014 to 1.02% in 2019, CRD4 full loaded 
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Source: Scope Ratings estimates  

Notes: Assumes phase-in CET1 Ratio convergence to fully phased CET1 ratio linearly in 2014-2018 

 

Key risk: principal loss absorption 

The mechanism for loss absorption is Equity conversion. All securities have 5.125% CET1 triggers, where CET1 capital is 

based on transitional rules. The triggers apply both to Santander group and Santander parent company. As of June 2014, 

Santander group had a CET1 ratio of 10.6%, while Banco Santander SA had a CET1 ratio of 12.2%.  

Distance to trigger 

The current distance to trigger is already a comfortable 7.1% for the parent bank and 5.5% for the Group. Based on our 

estimates of capital formation at Santander group, this distance is set to remain stable over time. Indeed, while profits would 

push up the CET1 ratio, the gradual phasing in of CRD4 CET1 deduction will cancel out that impact on the reported 

regulatory ratio.  

When it comes to parent company capital formation, we need to make the further assumption that all profits that are not 

needed to finance RWA growth can be up streamed from the subsidiaries to the parent company. As we highlight in our 

Issuer Rating report of Santander, this ability may diminish at times of stress, when national authorities may move to protect 

domestic depositors and hence limit the fungibility of capital across the various parts of the group. While this risk is already 

incorporated in our ICSR of A, we believe that it is even more relevant for the purpose of AT1 ratings with a trigger based on 

parent company solvency and hence we add a further notch down on account of this risk. 
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Spanish Resolution and Restructuring  

Spanish Law 9/2012 implements the Spanish Memorandum of Understanding with the Euro Group in July of 2012, when 

Spain received a line of credit to recapitalise financial institutions. The MoU had some bank specific conditionality, including 

the pre-requisite for private sector burden-sharing before resolution of non viable banks as well as restructuring and 

recapitalisation of viable banks. As a result, Law 9/2012 has specific provisions which call for bail-in of convertible 

instruments before any public sector help can be deployed. In our view this law effectively brings forward resolution and bail-

in for Spanish institutions, and as such exposes the securities to additional conversion risks. 

 

 

 

 

 

 

 

 

 

 

 

Distance-to-Trigger Q2 2014 2014 2015 2016 2017 2018 2019

Trigger CET1 Transitional - Banco Santander SA 5.125% 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

Trigger CET1 Transitional - Santander Group 5.125% 5.125% 5.125% 5.125% 5.125% 5.125% 5.125%

CET1 Ratio - Santander Group 1 10.60% 10.7% 10.7% 10.7% 10.7% 10.8% 11.3%

CET1 Ratio - Banco Santander SA 2 12.20% 12.27% 12.26% 12.28% 12.32% 12.41% 12.92%

Distance-to-Trigger Banco Santander SA 7.1% 7.1% 7.1% 7.2% 7.2% 7.3% 7.8%

Distance-to-Trigger Santander Group 5.5% 5.5% 5.5% 5.6% 5.6% 5.7% 6.2%

Distance-to-Trigger Santader Group, in Euros 31,017       31,559       32,288       33,212       34,397       38,197       

Source: Scope Ratings Estimates, Santander

1) Assumes 2% RWA growth, 25% payout, fully loaded CRD4 impacts linearly distributed in 2014-2018

2) Assumes all profits in excess of RWA growth can be upstreamed, and parent company capital ratio follows group's evolution
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Credit Suisse Group and Basel 3 Capital Instruments 

In light of the sheer quantity of Basel 3-compliant capital instruments issued by Credit Suisse Group (CSG) and its affiliates 

over the years (10 different issues since 2011, excluding various employee compensation schemes eligible for additional 

Tier 1), this short research report aims at introducing the securities as a function of their legal position within the group.  

Among systemically-important Swiss banks, Credit Suisse has embraced the concept of Basel 3-compliant loss-absorbing 

“contingent convertible” securities very early, with its first Tier 1 and Tier 2 Buffer Capital Notes issued in February 2011.  

In July 2012, Credit Suisse Group, in the context of a group-wide capital strengthening exercise, announced its decision to 

exchange some of its existing hybrids into newly-issued higher-trigger Tier 1 Buffer Capital Notes. Some of the exchange 

took place at the time of the announcement (for USD 1.725bn) while others only took place in October 2013 (for USD 1.72bn 

and CHF 2.5bn respectively). We note that these securities were issued by a Special Purpose Entity, Credit Suisse 

(Guernsey) II Ltd and that they are “irrevocably guaranteed on a subordinated basis by Credit Suisse Group AG”.  

Other Guernsey-based entities were used (with the same irrevocable guaranteed from Credit Suisse Group AG) to issue 

Higher-Trigger Tier 2 Buffer Capital Notes. The Group also used its operating bank parent Credit Suisse AG to issue Low-

Trigger Tier 2 notes. The structure of CSG’s Basel 3 compliant-capital instruments appears in the Chart below.  

Credit Suisse Group: Structure of existing Basel 3-compliant capital instruments 

 

 
 

 

Source: Scope Ratings, company data 
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Rating rationale 

We assign a rating of A to Credit Suisse AG’s two low-trigger Tier 2 Buffer Capital Notes (BCNs) issued in August and 

September 2013 respectively. The rated securities are the 6.5% USD 2.5bn Tier 2 Capital Notes due 2023 and the 5.75% 

EUR 1.25bn Tier 2 Capital Notes due 2025, respectively. The rating is based on the following considerations:  

 Issuer Credit Strength Rating (ICSR): A+, negative outlook 

 Minimum notch down from the ICSR: 1 

 Additional notches: 0 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for T2 securities. The lack of additional notches for these securities reflects the following: 

 Scope perceives the trigger of the two securities (sum of CET1 ratio and Higher Trigger Capital ratio below 5%) to be 

extremely low, not only in absolute terms, but also with regards to the minimum capital requirements of Credit Suisse 

Group (CSG) under Swiss regulation. Since the trigger could be construed as being below CSG’s Swiss minimal 

requirements, we view the possibility of these notes being permanently written-down as highly theoretical (except in 

resolution).  

 The fact that Credit Suisse AG, operating bank of Credit Suisse Group, has issued these capital instruments seems 

slightly at odds with FINMA’s instructions that its favourite resolution mechanism is through a SPE (single Point of Entry). 

Since Credit Suisse Group AG, Holding Company of the Group, occupies that role at Credit Suisse, the fact that the 

operating company of the group issues loss-absorbing capital instruments can appear surprising. In any case, the 

combination of the low trigger, the Tier 2 status and the position below the holding company makes the instrument not 

materially different from a traditional subordinated debt.  

 

ICSR 

The ICSR of A+ is driven by Credit Suisse’s successful restructuring and its well-balanced business model, partly offset by 

leverage metrics that remain more elevated compared to domestic and international peers. We note that Credit Suisse’s 

diversified business model remains a competitive advantage at a time where a lot of European banks are retrenching from 

capital intensive investment banking operations.  

 

The negative outlook attached to Credit Suisse’s long-term ratings follows the recently-announced settlement regarding all 

US cross border matters. Scope will monitor the consequence of a guilty plea on the reputation of the bank, on the evolving 

behaviour of its counterparties, and ultimately on its overall franchise.  

 

Scope has assigned similar long-term ratings of A+ to Credit Suisse Group AG (the holding company of Credit Suisse AG) 

and to Credit Suisse AG. In rating the holding company at the same level as the operating bank, Scope pointed at the highly 

integrated structure of the Credit Suisse Group, financially, operationally and strategically.  
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Summary terms 

Issuer Credit Suisse AG  

  

Issue Date 8 August 2013 

Amount USD 2.5bn 

Coupon 
 6.5% per annum  

 payable semi-annually in arrear 

Format Tier 2 Capital Notes due 2023 

ISIN XS0957135212/US22546DAA46 

  

Issue Date 18 September 2013 

Amount EUR 1.25bn 

Coupon 
 5.75% fixed until first call date, and thereafter at a rate equal to the Mid-Swap rate plus 4% 

 payable annually in arrear  

Format Tier 2 Capital Notes due 2025 callable on 18 September 2020 

ISIN XS0972523947 

  

Capital Treatment Tier 2 and low-trigger loss-absorbing capital – Progressive component. 

Principal Loss 

Absorption 

 Despite the Issuer being Credit Suisse AG, the trigger refers to capital metrics of Credit Suisse 

Group AG (CSG), and not Credit Suisse AG.  

 Following the occurrence of a Contingency Event or a Viability Event, a write-down will occur 

and the full principal amount of the Notes will automatically and permanently be written down 

to zero on the write-down date.  

 A contingency event refers to the sum of the CET1 ratio and the Higher Trigger Capital Ratio 

of CSG to be below 5%;  

 A viability event refers to (1) the regulator notifying CSG that conversion or write-off of all 

Basel 3-compliant capital instruments is an essential requirement to prevent CSG from 

becoming insolvent, bankrupt, unable to pay a material part of its debt or ceasing to carry on 

its business; or (2) CSG has received irrevocable commitment of extraordinary support from 

the public sector without which CSG would have become insolvent, bankrupt, unable to pay a 

material part of its debts as they fall due or unable to carry on its business.  

 Contingency and Viability events could cease to apply to the Notes if regulation on capital and 

on Progressive Components changes;  

Trigger for Principal 

Loss Absorption 
CET1 + Higher-Trigger < 5% transitional basis 

Source: Prospectuses, Scope Ratings 
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Key risk: principal loss absorption 

The permanent write-down risk that is attached to the 6.5% Tier 2 Capital Notes due 2023 and the 5.75% Tier 2 Capital 

Notes due 2025 is, in Scope’s view, of a highly theoretical nature.  

The reason for this is that the trigger upon which a permanent write-down occurs is very low in two respects.  

 First, with regards to the definition of the capital metric under which the trigger is measured. The sum of the 

CET1 ratio and the Higher-Trigger ratio is highly unusual. This sum must be below 5% for both securities to be 

permanently written-down. Since Credit Suisse’s minimum transitional CET1 requirement under Basel 3 was 3.5% in 

2013 and must be 4% in 2014 and 4.5% from 2015 onwards, this means by difference that the minimum Higher-Trigger 

capital ratio for CSG to remain above the trigger defined by the Terms & Conditions (T&C) of the Tier 2 Capital Notes 

should have been 1.5% in 2013, 1% in 2014 and 0.5% from 2015 onwards (Chart 1).  

Chart 1: Estimates of minimum transitional Basel 3 requirements for CSG’s CET1 + Higher-Trigger capital ratios 

2013-2019 (in %) 

 

Source: Scope ratings, company data 

Projecting ourselves from 2015 onwards (when the minimum required CET1 ratio of 4.5% is “fully-loaded”), the sum of CET1 

+ Higher Trigger Capital means in effect: (1) a CET1 ratio of at least 4.5% and (2) a Higher-Trigger capital ratio of at least 

0.5%. This is the only minimum combination of the two metrics that is theoretically possible under Basel 3 regulation. In our 

view, it is highly unlikely that CSG’s supervisor would let the CET1 and Higher Trigger capital ratios of the bank to fall below 

these levels before intervention. Therefore, we identify Credit Suisse’s Group’s PONV higher than these 4.5%/0.5% 

thresholds. As a result, bar in resolution, a trigger event for these notes is unlikely.  

 

We note that a trigger combining CET1 with Higher-Trigger capital ratio is not presented as such in the sections of the 

Capital Adequacy Ordinance (CAO) dedicated to the Progressive Capital Component of global systemically important Swiss 

banks. According to Article 130-2 of the CAO, “The Progressive component must be covered by convertible capital which 

conversion is triggered at the latest when the CET1 ratio falls below 5%”. In the case of the 6.5% and 5.75% Tier 2 Capital 

Notes, the conversion is triggered only when the CET1 ratio and the Higher Trigger Capital Ratio fall below 5%.  

 

 Second, with regards to the bank-specific requirements which, in our view, are applicable to these Notes. 

Indeed, Swiss supervisors have a more conservative approach of the Basel 3 regulatory framework for systemically-

important banks.  As a result, the Swiss requirements for Core Equity Tier 1 and the High Trigger capital ratios are 

significantly higher than the theoretical Basel 3 requirements illustrated in Chart 1. Actually, each global systemically 

important Swiss bank reports publicly its specific, FINMA-defined, capital requirements. The Credit-Suisse-specific 

requirements are illustrated on Chart 2 below.  

On a transitional basis, the minimum CET1 ratio of Credit Suisse is never lower than 6.75% from 2014 onwards, while the 

Higher-Trigger capital ratio is never lower than 1.75%. As a result, CSG is bound, by Swiss regulation, to a transitional CET1 

+ Higher Trigger capital ratio of at least 8.5% in 2014, 9.62% in 2015, 10.75% in 2016, 11.62% in 2017 and 12.38% in 2018. 

On a fully phased-basis, the minimum level will be 13% for Credit Suisse Group in 2019.  

3.5% 
4.0% 

4.5% 

1.5% 
1.0% 

0.5% 

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

2013 2014 2015-2019E

Basel 3 CET1 ratio required minimum Implicit minimum High-Trigger Capital Ratio (%)
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In light of the numbers shown on Chart 2, an implicit permanent write-down CET1 ratio trigger at 4.5% looks even more 

highly theoretical (except in resolution).  

Chart 2: Estimates of minimum transitional Swiss requirements for CSG’s CET1 + Higher-Trigger capital ratios 

2013-2019 (in %) 

Source: Company data 

However, despite the low probability of the Notes being written-down, we note that the risk section of the Information 

Memorandum makes clear that in case of resolution, “FINMA could require the full conversion or write-down of Credit 

Suisse’s obligations under its contingent convertible bonds and applicable debt capital (including the Notes) before the 

conversion of CS’s other debt into equity or a debt reduction. In such case, holders of the Notes would lose all of their 

investment in such notes”.  

We note that this prerogative of FINMA limits itself to resolution.  

Except for the very low trigger attached to these Notes, we believe that the fact that they are issued at Credit Suisse AG 

level (and not Credit Suisse Group AG) represents a small additional protection for noteholders. The Position Paper of 

FINMA on the “Resolution of Global Systemically Important Banks” (dated 7 August 2013) makes very clear that, in case of 

resolution, the Single Point of Entry (SPE) is the favoured approach. We also believe that CSG’s change in legal structure 

announced in November 2013 aimed at introducing Credit Suisse Group AG (or CSG) as “SPE” in a resolution context.  

When introducing the new structure, CSG made very clear that bailinable debt would be issued at holding company level. This 

announcement was made after the 6.5% and the 5.75% Tier 2 Capital Notes were issued but it is clear that with the newly 

announced legal structure, these low-trigger Tier 2 capital instruments definitely look like regulatory oddities considering how far out 

from trigger they seem to be, were it because of (1) the issuer (Credit Suisse AG instead of Credit Suisse Group AG – even if 

Scope rates both entities at the same level of A+ with negative outlook); (2) the position of the instrument in the creditor hierarchy 

(Tier 2) and (3) the highly theoretical trigger attached to the instrument (5% CET1 plus Higher-Trigger Capital Ratio).  

Distance to trigger 

Unsurprisingly considering the undemanding trigger of the Notes, we expect Credit Suisse Group’s CET1 and Higher-Trigger 

capital ratios to remain largely above the 5% trigger level required by the T&C of the Notes – even when the CET1 ratio 

enters its “fully loaded” definition on January 1, 2019.   

Table 1: Distance to Trigger  

 

6.00% 6.75% 7.37% 8.12% 8.75% 9.38% 10.00% 
1.00% 

1.75% 
2.25% 

2.63% 2.87% 3.00% 3.00% 

1.10% 
1.68% 

2.29% 
2.75% 

3.13% 
3.43% 3.66% 

0.00%

5.00%

10.00%

15.00%

20.00%

2013 2014 2015 2016 2017 2018 2019

Swiss CET1 capital ratio (%) Higher Trigger capital instruments (%) Low-Trigger Capital Instruments (%)

2013 H1 2014

Trigger level 5.0% 5.0%

CET1 + Higher-Trigger Capital (%) 19.1% 16.7%

Gap
14.1% or CHF 

38.5bn

11.7% or CHF 

33.5bn

1) Based on the 11% long-term CET1 target ratio of Credit Suisse Group plus the 3% minimum requirement for Higher-Trigger Capital Ratio.

Source: Company data, Scope Ratings estimates

2019

5.0%

14.0% target
1

9.0% or CHF 22.5bn based on long-term 

RWA targets of CSG
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Rating rationale 

We assign a rating of BBB- to the 9.5% USD 1.725bn, 9.5% USD 1.72 and 9% CHF 2.5bn Tier 1 Buffer Capital Notes 

(BCNs) issued by Credit Suisse (Guernsey) II Limited, and irrevocably guaranteed on a subordinated basis by Credit Suisse 

Group AG. This rating is based on the following: 

 Issuer Credit Strength Rating (ICSR): A+, Negative outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 1 

 o/w for coupon cancellation risks: 0 

 o/w for principal loss absorption risks: 1 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for AT1 securities. The additional notch for these securities reflects the following: 

 Even if the distance to trigger is defined under transitional Basel 3 capital rules, the 7% CET1 ratio trigger of the three 

securities is relatively high. However we believe that the conversion risk is, at this stage, extremely remote.  

Scope does not feel the need to add further notching for coupon cancellation risk as:  

(1) CSG is not submitted to as drastic restrictions on discretionary distributions as European banks abiding by CRDIV-

CRR. Moreover, Scope has identified CSG’s distributable profits to be a multiple of the annual coupons payable by the 

bank on all its AT1 outstanding as of June 2014.  

(2) CSG is severely restricted on its ability to pay dividend on ordinary shares if an interest payment on the Tier 1 BCNs is 

cancelled. This in our view adds some degree of protection to Tier 1 BCN holders;  
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ICSR 

The ICSR of A+ is driven by Credit Suisse’s successful restructuring and its well-balanced business model, partly offset by 

leverage metrics that remain more elevated compared to domestic and international peers. We note that Credit Suisse’s 

diversified business model remains a competitive advantage at a time where a lot of European banks are retrenching from 

capital intensive investment banking operations.  

 

The negative outlook attached to Credit Suisse’s long-term ratings follows the recently-announced settlement regarding all 

US cross border matters. Scope will monitor the consequence of a guilty plea on the reputation of the bank, on the evolving 

behaviour of its counterparties, and ultimately on its overall franchise.  

 

Scope has assigned similar long-term ratings of A+ to Credit Suisse Group AG (the holding company of Credit Suisse AG) 

and to Credit Suisse AG. In rating the holding company at the same level as the operating bank, Scope pointed at the highly 

integrated structure of the Credit Suisse Group, financially, operationally and strategically. 

 

Summary terms 

Issuer Credit Suisse Group (Guernsey) II Limited 

Guarantor Irrevocably guaranteed on a subordinated basis by Credit Suisse Group AG 

  

Issue Date 31 July 2012 

Amount USD 1.725bn 

Coupon 

 9.5% fixed until first call date, and thereafter at a rate equal to the aggregate of 6.64% and the 

6-month USD Libor rate 

 If any, payable annually in arrear until the first interest payment date following the first call 

date; semi-annually in arrear after that.  

Format Perpetual Tier 1 contingent convertible securities, callable 23 October 2018 and twice a year after that.  

ISIN XS0810846617 

  

Issue Date 23 October 2013 

Amount USD 1.72bn 

Coupon 

 9.5% fixed until first call date, and thereafter at a rate equal to the aggregate of 6.64% and the 

6-month USD Libor rate 

 If any, payable semi-annually in arrear  

Format 
Perpetual Tier 1 contingent convertible securities, callable 23 October 2018 and twice a year after 

that. 

ISIN N/A 

  

Issue Date 23 October 2013 

Amount CHF 2.5bn 

Coupon 

 9% fixed until first call date, and thereafter at a rate equal to the aggregate of 7.15% and the 6-

month US CHF Libor rate 

 If any, payable semi-annually in arrear 

Format Perpetual Tier 1 contingent convertible securities, callable 23 October 2018 and twice a year after that. 

ISIN N/A 
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Capital Treatment Tier 1 and High-Trigger Loss-absorbing capital – Buffer Component  

Coupon 

Cancellation 

 Fully discretionary 

 Mandatory if there are insufficient distributable profits or if Credit Suisse is below its Swiss 

capital requirements as a result of such interest payment being made.  

Principal Loss 

Absorption 

 Upon a contingency event or a viability event, the BCNs are mandatorily converted into 

ordinary shares;  

 A contingency event refers to the CET1 ratio of the group being below 7%;  

 A viability event refers to (1) the regulator notifying CSG that conversion or write-off of all 

Basel 3-compliant capital instruments is an essential requirement to prevent CSG from 

becoming insolvent, bankrupt, unable to pay a material part of its debt or ceasing to carry on 

its business; (2) CSG has received irrevocable commitment of extraordinary support from the 

public sector without which, in the determination of the regulator, CSG would have become 

insolvent, bankrupt, unable to pay a material part of its debts as they fall due or unable to carry 

on its business; or (3) the CET1  ratio contained in any Interim Capital Report is below 5%, 

and as a consequence the conversion into equity or write-off of any or all Progressive Capital 

Instruments in issue at such time occurs or, in the determination of the Regulator, would have 

occurred but for the conversion of the Tier 1 BCNs and the conversion or write-off of all other 

Buffer Capital Instruments that, pursuant to their terms or by operations of law, are capable of 

being converted into equity or written off at that time
1
. 

Trigger for Principal 

Loss Absorption 
CET1 < 7% transitional basis 

Source: Prospectuses, Scope Ratings 

Key risk: coupon cancellation 

Coupon payments on the securities are fully discretionary and are subject to distribution restrictions. 

Additionally, if a coupon is cancelled, CSG shall not recommend to shareholders that any distribution of dividend in cash or 

in kind be paid to ordinary shares. Capital returns (such as share buy-backs) are also not possible.  

Conversely, if Credit Suisse elects to pay dividends on ordinary shares corresponding to a period when the Tier 1 BCN 

coupons were cancelled, then CSG should pay BCN holders the aggregate amount of all pending interest which has arisen 

during the period.  

We note that the Risk Factors in the Information Memorandum make clear that if Credit Suisse is prohibited from making 

coupon payments on these particular Tier 1 BCNs, it will nonetheless not be prohibited from making distributions to holders 

of securities ranking pari passu with the BCNs. However, this provision is nowhere to be found in the T&C of the BCNs.  

We also note that by virtue of interest payment being non-cumulative, coupon cancellation does not constitute a default for 

any purpose. However, this provision contradicts the “Events of Default” section of the Terms & Conditions (T&C) whereby 

an event of default will occur if CSG fails to make any payment of interest in respect of the Tier 1 BCNs”. However, the 

“Events of Default” section of the Terms & Conditions (T&C) specifically identifies failure “to make any payment of interest in 

respect of the Tier 1 BCNs” as a default (of either the issuer or the guarantor). There is probably a difference between a 

discretionary willingness to cancel the coupon (which is distinct from the coupon payment being prohibited by distribution 

restrictions) and “classical” default whereby the Issuer does not have the possibility to honour its interest payments. One 

cancellation is proactive (discretionary coupon cancellation on AT1 instruments) while the other is completely passive (Event 

of Default) but identifying the difference may be the source of some difficulty for investors.  

 

                                                           
1
 We note that this third viability event is not retained in the Terms & Conditions published in the Certificate #2 regarding the USD 3.445bn 

9.5% Buffer Capital Notes – itself the sum of the USD 1.725bn and the USD 1.720 described above, and the Certificate #3 regarding the 

CHF 2.5bn 9% note. It is not clear which documents have precedence over the others.  
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Coupon payment: analysing the distribution restrictions 

While for many banks in the rest of Europe and in the UK coupon payment is dependent upon the Capital Buffer 

Requirements as defined by CRD4-CRR, themselves triggering a “Maximum Distributable Amount” that is restricting coupon 

payment, the restrictions on Tier 1 coupon distribution seem a bit less deterring in Switzerland. Indeed, in the case of the 

three securities under analysis, Credit Suisse Group is prohibited from making coupon payment in two circumstances.  

 First, when CSG has an amount of distributable profits which is less than the sum of (i) the aggregate amount of such 

interest payment and (ii) all other payments (except redemptions) made by CSG since the last financial year on the Tier 

1 BCNs and any other Tier 1 instruments – excluding any portion of such payment already accounted for in determining 

the distributable profits. This latter clause enables to avoid double-counting for AT1 coupons already provisioned and 

paid for – other European banks re-integrate these coupons in their distributable profits. We note that under the Swiss 

Code of Obligations, “distributable profits” refers to the aggregate of net profits carried forward and freely available 

reserves (other than reserves for own shares) less any amounts that must be contributed to legal reserves under 

applicable law. According to Credit Suisse Group’s 2013 annual report 5% of the annual profits must be retained and 

booked as legal reserves as long as these reserves amount to less than 20% of paid-in share capital. In 2013, CSG’s 

reserves exceeded this 20% threshold. We also note that the distributable profits have to be calculated on the basis of 

the latest annual unconsolidated financial statements of CSG immediately prior to the interest payment date.  

Table 1 estimates the amount of distributable profits available for Credit Suisse to pay its AT1 coupons, based on Credit 

Suisse Group AG parent company accounts.  

Table 1: Estimates Distributable Profits 

 

As shown in Table 1, Scope estimates that the distributable profits of Credit Suisse Group AG for 2012 and 2013 were very 

high at CHF 15bn. This compares very favourably to the annual coupons that, on our estimates, Credit Suisse Group would 

have to pay on all its AT1 capital instruments (both eligible and non-eligible to Basel 3) (Table 2).  

Table 2: Estimated annual coupons payable on all AT1 capital instruments outstanding (as of June 2014) 

 

Credit Suisse Group AG (parent company) 2013 2012

Aggregate net profits carried forward 4,343 4,666

Freely available reserves 10,500 10,500

Minus contribution to legal reserves 0 0

Total distributable profits 14,843 15,166

Source: Company data, Scope Ratings

List of all AT1's (eligible and non-eligible)

Original 

currency 

outstanding 

(m)

in CHF m Coupon
Total 

interest

5.86% USD 1.25bn 135 122 5.86% 7.133

3-month Libor+69bps USD 0.75bn 50 45 0.92% 0.415

9.5% USD 1.72bn 1,720 1,551 9.50% 147.321

9.0% CHF 2.5bn 2,500 2,500 9.00% 225.000

3.3% USD 3.028bn 3,028 2,730 3.30% 90.091

9.5% USD 1.725bn 1,725 1,555 9.50% 147.750

8.514% GBP 0.15bn 20 31 8.51% 2.612

6.0% CHF 0.29bn 290 290 6.00% 17.400

7.5% USD 2.25bn 2,250 2,029 7.50% 152.145

6-month Libor+533bps USD 0.389bn 389 351 5.66% 19.851

6-month Libor+475bps CHF 0.028bn 28 28 5.08% 1.422

6-month Libor+507bps USD 0.508bn 508 458 5.40% 24.733

6-month Libor+451bps CHF 0.059bn 59 59 4.84% 2.856

6.25% USD 2.5bn 2,500 2,254 6.25% 140.875

Total 14,003 980

Source: Company data, Scope Ratings estimates
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 The second circumstance triggering coupon cancellation is when “regulatory condition is not satisfied or would not be 

satisfied if such interest payment were made”. “Regulatory condition” means that CSG, on a consolidated basis, is and 

will be, after payment, in compliance with all applicable capital adequacy requirements of the National Regulations.  

Even if Credit Suisse is not in the strictest sense submitted, like other European banks, to Combined Buffer Requirements to 

be able to pay interests, the bank must nonetheless abide by the Swiss capital requirements. Systemically important banks 

in Switzerland benefit from an “ad hoc” supervision with individual requirements. Table 3 summarises the capital 

requirements for Credit Suisse.  

 

Table 3: Swiss capital requirements of Credit Suisse Group 

 
 

Table 3 shows the three layers of capital requirement that Credit Suisse Group has to abide by. As far as the low-trigger and 

high-trigger components are concerned, they reflect issuing potential and, as of Q2 2014, both ratios stood at 2.9% - not far 

from the required levels by 2019.  

The CET1 metrics are the most demanding but since CSG’s capital requirements are on a transitional basis until 1 January 

2019, we do not expect any major problem for the bank to abide by these requirements, at least in the short-term. As of Q2 

2014, the gap between Credit Suisse’s capital requirements and the bank’s transitional CET1 ratio stood at 7%, or close to 

CHF 20bn. In the long-term though, if we compare the long-term CET1 targets of Credit Suisse Group with the minimum 

required CET1 of 10%, the gap narrows considerably to >1% or >CHF 2.5bn – based on the long-term RWA target of the 

bank. However, this gap would still represent 2.5x the coupons payable to all current AT1s outstanding. This seems all the 

more adequate that CSG seems to have issued the bulk of its 2019-requested high-trigger AT1s already.  

Key risk: principal loss absorption 

Despite having been issued very early on (31 July 2012) the 9.5% Tier 1 BCNs have remained eligible for loss-absorption 

purposes under Basel 3. This is due to the flexibility of the T&C, whereby the distance to the CET1 ratio trigger of 7% was 

defined first under Basel 2.5 (in 2012), then from 2013 onwards under transitional Basel 3 requirements (to become “fully-

phased”, “phased out”, “fully loaded” or “fully applied” in 2019). The other two securities under analysis have been issued in 

2013. This means that the T&C refer only to Basel 3 capital requirements.  

Since the three securities have been issued by a special purpose vehicle (Credit Suisse Group (Guernsey) II Ltd), they are 

irrevocably guaranteed by Credit Suisse Group AG on a subordinated basis. Credit Suisse Group can at any time substitute 

for the issuing entity. Also, the T&C enable Credit Suisse to substitute all the BCNs for other compliant securities if the BCNs 

cease at some point to be treated as Buffer Capital under National Regulations and/or Additional Tier 1 Capital under BIS 

regulations. 

Looking at the T&C, we note that the CET1 ratio of Credit Suisse Group can be below 7% without triggering a contingency 

event when the regulator is satisfied that the bank has taken enough measures to restore the capital ratio to a level above 7%.  

Additionally, the risks section of the prospectus makes very clear that the occurrence of a viability event is subject to a 

subjective determination by the regulator or the Swiss federal government or central bank requiring Credit Suisse Group to 

accept support from the public sector. As a result, the regulator may require or the federal government may cause the 

2014 2015 2016 2017 2018 2019

Combined buffer:

- Low-trigger capital instruments 1.68% 2.29% 2.75% 3.13% 3.43% 3.66%

- High-trigger capital instruments 1.75% 2.25% 2.63% 2.87% 3.00% 3.00%

- Countercyclical
1

Minimum CET1 6.75% 7.37% 8.12% 8.75% 9.38% 10.00%

Capital Adequacy Requirement associated with 

distribution restrictions 10.18% 11.91% 13.50% 14.75% 15.81% 16.66%

CSG Transitional CET1 requirement (%)
13.7% as of 

Q2 2014 >11.0% target

CET1 Gap 6.98% 1.0%

1) Up to 2.5% of CET1.

Source: Company data, Scope Ratings

Financial Institutions Ratings 
Credit Suisse Group AG – AT1 rating report 



 
    
 
  

    55 

 

Financial Institutions Ratings 
Bank Capital Instruments 

 

conversion of the BCNs into ordinary shares in circumstances that are beyond the control of the issuer and Credit Suisse 

Group, and with which neither the Issuer nor Credit Suisse Group agrees.  

Distance to trigger 

Since the distance to trigger pertaining to the BCNs has historically been calculated under Basel 2.5 (in 2012- for the 9.5% 

1.725bn Notes only) and then under transitional Basel 3 requirements (for the three securities from 2013 onwards), Credit 

Suisse Group has so far reported CET1 ratios that were largely in excess of the “threshold ratio” of 7%, as demonstrated by 

Table 4 below. On top of the Basel 2.5 definitions of capital being less conservative than Basel 3 definitions, we note that the 

transitional definition of Basel 3 is also less conservative than the “fully-phased” definition of Basel 3 to be applied on 1 

January 2019.  

Table 4: Past, present and future distance to trigger: 2012 Credit Suisse Tier 1 BCNs 

 

Historically, the gap to the threshold CET1 ratio of 7% has indeed been very high, reaching levels close to CHF 25bn in 

2013 and staying near the CHF 20bn mark in H1 2014 despite the CHF 1.6bn charge relative to the settlement of the US 

cross-border case. This is very ample but we note that the “fully loaded” long-term capital projections of Credit Suisse aim at 

a CET1 ratio target of 11%, materially lower than the transitional 13.8% reported at the end of H1 2014. We also note that on 

the back of the long-term RWA targets of the bank, the distance to trigger should stand at CHF 10bn by 1 January 2019, a 

comfortable amount but showing a significant decline versus past metrics.   

 

  

2012 2013 H1 2014

Trigger level 7.0% 7.0% 7.0%

CET1
1 15.5% 15.7% 13.8%

Gap
8.5% or CHF 

19.1bn

8.7% or CHF 

23.8bn

6.8% or CHF 

19.4bn

Source: Company data, Scope Ratings estimates

2019

7.0%

11% target

4.0% or CHF 10bn based on long-term RWA 

targets of CSG

1) The eligible CET1 ratio for the calculation of the distance to trigger was the Basel 2.5 core Tier 1 ratio of Credit Suisse Group in 2012 (for the 9.5% 

USD 1.725 Notes only), is the transitional Basel 3 CET1 ratio of Credit Suisse Group from 2013 to 2018, and will be “the fully-loaded” Basel 3 CET1 

ratio from 1 January 2019 onwards.
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Rating rationale 

We assign a rating of BBB to Credit Suisse Group AG (CSG)’s 6% CHF 0.29bn, 7.5% USD 2.25bn and 6.25% USD 2.5bn 

Tier 1 Capital Notes based on the following: 

 Issuer Credit-Strength Rating (ICSR): A+, Negative outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 0 

 o/w for coupon cancellation risks: 0 

 o/w for principal loss absorption risks: 0 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for AT1 securities. The lack of additional notches for these securities reflects the following: 

As far as coupon cancellation risk is concerned, Scope does not feel the need to add further notching as (1) CSG is not 

submitted to as drastic a restriction on discretionary distributions as European banks abiding by CRDIV-CRR. Moreover, 

Scope has identified CSG’s distributable profits to be a multiple of the annual coupons payable by the bank on all its AT1 

outstanding as of June 2014; and (2) the issuer is severely restricted on its ability to pay dividend on ordinary shares if an 

interest payment on the Tier 1 Capital Notes is cancelled. This in our view adds some degree of protection to Tier 1 Capital 

Notes holders;  

With regards to principal loss absorption, Scope perceives the trigger of the three securities (sum of CET1 ratio and Higher 

Trigger Capital ratio below 5.125%) to be extremely low, not only in absolute terms, but also with regards to the minimum 

capital requirements of Credit Suisse Group (CSG) under Swiss regulation. Since the trigger is below CSG’s Swiss minimal 

requirements, we view the possibility of these notes being permanently written-down as highly theoretical (except in 

resolution). 
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ICSR 

The ICSR of A+ is driven by Credit Suisse’s successful restructuring and its well-balanced business model, partly offset by 

leverage metrics that remain more elevated compared to domestic and international peers. We note that Credit Suisse’s 

diversified business model remains a competitive advantage at a time where a lot of European banks are retrenching from 

capital intensive investment banking operations.  

 

The negative outlook attached to Credit Suisse’s long-term ratings follows the recently-announced settlement regarding all 

US cross border matters. Scope will monitor the consequence of a guilty plea on the reputation of the bank, on the evolving 

behaviour of its counterparties, and ultimately on its overall franchise. 

  

Scope has assigned similar long-term ratings of A+ to Credit Suisse Group AG (the holding company of Credit Suisse AG) 

and to Credit Suisse AG. In rating the holding company at the same level as the operating bank, Scope pointed at the highly 

integrated structure of the Credit Suisse Group, financially, operationally and strategically. 

  

Financial Institutions Ratings 
Credit Suisse Group AG – AT1 rating report 



 
    
 
  

    58 

 

Financial Institutions Ratings 
Bank Capital Instruments 

 

Summary terms 

Issuer Credit Suisse Group AG 

  

Issue Date 4 September 2013 

Amount CHF 0.29bn 

Coupon 

 6% fixed until first call date, and thereafter at a rate equal to the Mid Market Swap Rate plus 

5.203% 

 If any, payable annually in arrear  

Format 
Perpetual Tier 1 contingent convertible securities, callable 4 September 2018 and every year after 

that.  

ISIN CH0221803791 

  

Issue Date 11 December 2013 

Amount USD 2.25bn 

Coupon 

 7.5% fixed until first call date, and thereafter at a rate equal to the Mid Market Swap Rate plus 

4.598% 

 If any, payable semi-annually in arrear 

Format 
Perpetual Tier 1 contingent convertible securities, callable 11 December 2023 and every five years 

after that 

ISIN XS0989394589/US22546DAB29 

  

Issue Date 18 June 2014 

Amount USD 2.5bn 

Coupon 

 6.25% fixed until first call date, and thereafter at a rate equal to the Mid Market Swap Rate 

plus 3.455% 

 If any, payable semi-annually in arrear 

Format 
Perpetual Tier 1 contingent convertible securities, callable 18 December 2024 and every five years 

after that 

ISIN XS1076957700/US225436AA21 

  

Capital Treatment Tier 1 and low-trigger Loss-absorbing capital – Progressive Component 

Coupon 

Cancellation 

 Fully discretionary 

 Mandatory if there are insufficient distributable profits or if Credit Suisse is below its Swiss 

capital requirements as a result of such interest payment being made or if the Regulator has 

required the issuer not to make such interest payments.  
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Principal Loss 

Absorption 

 Following the occurrence of a Contingency Event or a Viability Event, a write-down will occur 

and the full principal amount of the Notes will automatically and permanently be written down 

to zero on the write-down date.  

 A contingency event refers to the sum of the CET1 ratio and the Higher Trigger Capital Ratio 

of CSG to be below 5.125%;  

 A viability event refers to (1) the regulator notifying CSG that conversion or write-off of all 

Basel 3-compliant capital instruments is an essential requirement to prevent CSG from 

becoming insolvent, bankrupt, unable to pay a material part of its debt or ceasing to carry on 

its business; or (2) CSG has received irrevocable commitment of extraordinary support from 

the public sector without which CSG would have become insolvent, bankrupt, unable to pay a 

material part of its debts as they fall due or unable to carry on its business.  

 Contingency and Viability events could cease to apply to the Notes if regulation on capital and 

on Progressive Components changes; Trigger for Principal 

Loss Absorption 
CET1 + Higher-Trigger < 5.125% transitional basis 

Source: Prospectuses, Scope Ratings 

Key risk: coupon cancellation 

Coupon payments on the security are fully discretionary and are subject to distribution restrictions. 

Additionally, if a coupon is cancelled, CSG shall not recommend to shareholders that any distribution of dividend in cash or 

in kind be paid to ordinary shares. Capital returns (such as share buy-backs) are also not possible.  

Conversely, if Credit Suisse elects to pay dividends on ordinary shares corresponding to a period when the Tier 1 Capital 

Notes coupons were cancelled, then CSG should pay Tier 1 Capital Notes holders the aggregate amount of all pending 

interest which has arisen during the period.  

We also note that by virtue of interest payment being non-cumulative, coupon cancellation does not constitute a default for 

any purpose. However, this provision contradicts the “Events of Default” section of the Terms & Conditions (T&C) whereby 

an event of default will occur if CSG fails to make any payment of interest in respect of the Tier 1 Capital Notes. However, 

the “Events of Default” section of the Terms & Conditions (T&C) specifically identifies failure “to make any payment of 

interest in respect of the Notes” as a default. There is probably a difference between a discretionary willingness to cancel the 

coupon (which is distinct from the coupon payment being prohibited by distribution restrictions) and “classical” default 

whereby the Issuer does not have the possibility to honour its interest payments. One cancellation is proactive (discretionary 

coupon cancellation on AT1 instruments) while the other is completely passive (Event of Default) but identifying the 

difference may be the source of some difficulty for investors. 

Coupon payment: analysing the distribution restrictions 

While for many banks in the rest of Europe and in the UK coupon payment is dependent upon the Capital Buffer 

Requirements as defined by CRD4-CRR, themselves triggering a “Maximum Distributable Amount” that is restricting coupon 

payment, the restrictions on Tier 1 coupon distribution seem a bit less restrictive in Switzerland. Indeed, in the case of the 

three securities under consideration, Credit Suisse Group is prohibited from making coupon payment in three circumstances.  

 First, when CSG has an amount of distributable profits which is less than the sum of (i) the aggregate amount of such 

interest payment and (ii) all other payments (except redemptions) made by CSG since the last financial year on the Tier 

1 BCNs and any other Tier 1 instruments – excluding any portion of such payment already accounted for in determining 

the distributable profits. This latter clause enables to avoid double-counting for AT1 coupons already provisioned and 

paid for – other European banks re-integrate these coupons in their distributable profits. We note that under the Swiss 

Code of Obligations, “distributable profits” refers to the aggregate of net profits carried forward and freely available 

reserves (other than reserves for own shares) less any amounts that must be contributed to legal reserves under 

applicable law. According to Credit Suisse Group’s 2013 annual report 5% of the annual profits must be retained and 

booked as legal reserves as long as these reserves amount to less than 20% of paid-in share capital. In 2013, CSG’s 

reserves exceeded this 20% threshold. We also note that the distributable profits have to be calculated on the basis of 

the latest annual unconsolidated financial statements of CSG immediately prior to the interest payment date.  
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Table 1 estimates the amount of distributable profits available for Credit Suisse to pay its AT1 coupons, based on Credit 

Suisse Group AG parent company accounts.  

Table 1: Estimated Distributable Profits 

 

As shown in Table 1, Scope estimates that the distributable profits of Credit Suisse Group AG for 2012 and 2013 were very 

high at CHF 15bn. This compares very favourably to the annual coupons that, on our estimates, Credit Suisse Group would 

have to pay on all its AT1 capital instruments (both eligible and non-eligible to Basel 3) (Table 2).  

Table 2: Estimated annual coupons payable on all AT1 capital instruments outstanding (as of June 2014) 

 

 The second circumstance triggering coupon cancellation is when “regulatory condition is not satisfied or would not be 

satisfied if such interest payment were made”. “Regulatory condition” means that CSG, on a consolidated basis, is and 

will be, after payment, in compliance with all applicable capital adequacy requirements of the National Regulations;  

 

 Thirdly, a coupon is cancelled when the Regulator has required the Issuer not to make such interest payment.  

Even if Credit Suisse is not in the strictest sense submitted, like other European banks, to Combined Buffer Requirements to 

be able to pay interests, the bank must nonetheless abide by the Swiss capital requirements. Systematically important banks 

in Switzerland benefit from an “ad hoc” supervision with individual requirements. Table 3 summarises the capital 

requirements for Credit Suisse.  

 

Credit Suisse Group AG (parent company) 2013 2012

Aggregate net profits carried forward 4,343 4,666

Freely available reserves 10,500 10,500

Minus contribution to legal reserves 0 0

Total distributable profits 14,843 15,166

Source: Company data, Scope Ratings

List of all AT1's (eligible and non-eligible)

Original 

currency 

outstanding

in CHF m Coupon
Total 

interest

5.86% USD 1.25bn 135 122 5.86% 7.133

3-month Libor+69bps USD 0.75bn 50 45 0.92% 0.415

9.5% USD 1.72bn 1,720 1,551 9.50% 147.321

9.0% CHF 2.5bn 2,500 2,500 9.00% 225.000

3.3% USD 3.028bn 3,028 2,730 3.30% 90.091

9.5% USD 1.725bn 1,725 1,555 9.50% 147.750

8.514% GBP 0.15bn 20 31 8.51% 2.612

6.0% CHF 0.29bn 290 290 6.00% 17.400

7.5% USD 2.25bn 2,250 2,029 7.50% 152.145

6-month Libor+533bps USD 0.389bn 389 351 5.66% 19.851

6-month Libor+475bps CHF 0.028bn 28 28 5.08% 1.422

6-month Libor+507bps USD 0.508bn 508 458 5.40% 24.733

6-month Libor+451bps CHF 0.059bn 59 59 4.84% 2.856

6.25% USD 2.5bn 2,500 2,254 6.25% 140.875

Total 14,003 980

Source: Company data, Scope Ratings estimates
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Table 3: Swiss capital requirements of Credit Suisse Group 

 
 

Table 3 shows the three layers of capital requirement that Credit Suisse Group has to abide by. As far as the low-trigger and 

high-trigger components are concerned, they reflect issuing potential and, as of Q2 2014, both ratios stood at 2.9% - not far 

from the required levels by 2019.  

The CET1 metrics are the most demanding but since CSG’s capital requirements are on a transitional basis until 1 January 

2019, we do not expect any major problem for the bank to abide by these requirements, at least in the short-term. As of Q2 

2014, the gap between Credit Suisse’s capital requirements and the bank’s transitional CET1 ratio stood at 7%, or close to 

CHF 20bn. In the long-term though, if we compare the long-term CET1 targets of Credit Suisse Group with the minimum 

required CET1 of 10%, the gap narrows considerably to >1% or >CHF 2.5bn – based on the long-term RWA target of the 

bank. However, this gap would still represent 2.5x the coupons payable to all current AT1s outstanding. This seems all the 

more adequate since CSG seems to have issued the bulk of its 2019-requested high-trigger AT1s already.   

 

Key risk: principal loss absorption 

While the Terms and Conditions of the three securities under consideration are virtually the same, we note that as time went 

by (more than nine months have elapsed between the issuance date of the 6% CHF 0.29bn USD Tier 1 Capital Notes and of 

the 6.25% USD 2.5bn Tier 1 Capital Notes), the Risk Section has increased in volume, and so has the section dedicated to 

the CET1 and the Swiss capital ratios.  

Interestingly, the increased details in the risk section always refer to capital absorption, and not coupon cancellation. In 

particular, the risk section in the prospectus of the 6.25% USD 2.5bn Tier 1 Capital Notes addresses directly the potential 

problems related to respecting the creditor’s hierarchy under resolution – which we address in detail in our report on Credit 

Suisse’s High-Trigger Tier 2 Buffer Capital Notes. The prospectus of the 6.25% capital notes states that “[in case of 

resolution proceedings] FINMA may not be required to follow any order of priority…” 

Despite the more developed risk section, Scope is of the opinion that the permanent write-down risk that is attached to the 

6%, 7.5% and 6.25% Tier 1 Capital Notes is of a highly theoretical nature.  

The reason for this is that the trigger upon which a permanent write-down occurs is very low in two respects.  

 First, with regards to the definition of the capital metric under which the trigger is measured. The sum of the CET1 

ratio and the Higher-Trigger ratio is highly unusual. This sum must be below 5.125% for the 6% Tier 1 Capital Notes to be 

permanently written-down. Since Credit Suisse Group’s minimum transitional CET1 requirement under Basel 3 was 3.5% in 

2013 and must be 4% in 2014 and 4.5% from 2015 onwards, this means by difference that the minimum Higher-Trigger 

capital ratio for CSG to remain above the trigger defined by the Terms & Conditions (T&C) of the Tier 2 Capital Notes should 

have been 1.625% in 2013, and should be 1.125% in 2014 and 0.625% from 2015 onwards (Chart 1).  

 

 

2014 2015 2016 2017 2018 2019

Combined buffer:

- Low-trigger capital instruments 1.68% 2.29% 2.75% 3.13% 3.43% 3.66%

- High-trigger capital instruments 1.75% 2.25% 2.63% 2.87% 3.00% 3.00%

- Countercyclical
1

Minimum CET1 6.75% 7.37% 8.12% 8.75% 9.38% 10.00%

Capital Adequacy Requirement associated with 

distribution restrictions 10.18% 11.91% 13.50% 14.75% 15.81% 16.66%

CSG Transitional CET1 requirement (%)
13.7% as of 

Q2 2014 >11.0% target

CET1 Gap 6.98% 1.0%

1) Up to 2.5% of CET1.

Source: Company data, Scope Ratings
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Chart 1: Estimates of minimum transitional Basel 3 requirements for CSG’s CET1 + Higher-Trigger capital ratios 

2013-2019 (in %) 

 

Source: Scope ratings, company data 

Projecting ourselves from 2015 onwards (when the minimum required CET1 ratio of 4.5% is “fully-loaded”), the sum of CET1 

+ Higher Trigger Capital means in effect: (1) a CET1 ratio of at least 4.5% and (2) a Higher-Trigger capital ratio of at least 

0.625%. This is the only minimum combination of the two metrics that is theoretically possible under Basel 3 regulation. In 

our view, it is highly unlikely that CSG’s supervisor would let the CET1 and Higher Trigger capital ratios of the bank to fall 

below these levels before intervention. Therefore, we identify Credit Suisse’s Group’s PONV higher than these 4.5%/0.625% 

thresholds. As a result, bar in resolution, a trigger event for these notes is unlikely.  

 

We note that a trigger combining CET1 with Higher-Trigger capital ratio is not presented as such in the sections of the 

Capital Adequacy Ordinance (CAO) dedicated to the Progressive Capital Component of global systemically important Swiss 

banks. According to Article 130-2 of the CAO, “The Progressive component must be covered by convertible capital which 

conversion is triggered at the latest when the CET1 ratio falls below 5%”. In the case of the three securities under 

consideration, the conversion is triggered only when the CET1 ratio and the Higher Trigger Capital Ratio fall below 5%.  

 

 Second, with regards to the bank-specific requirements which, in our view, are applicable to these Notes. 

Indeed, Swiss supervisors have a more conservative approach of the Basel 3 regulatory framework for systemically-

important banks.  As a result, the Swiss requirements for Core Equity Tier 1 and the High Trigger capital ratios are 

significantly higher than the theoretical Basel 3 requirements that was were illustrated in Chart 1. Actually, each global 

systemically important Swiss bank reports publicly its specific, FINMA-defined, capital requirements. The Credit-Suisse-

specific requirements are illustrated on Chart 2 below.  

On a transitional basis, the minimum CET1 ratio of Credit Suisse is never lower than 6.75% from 2014 onwards, while the 

Higher-Trigger capital ratio is never lower than 1.75%. As a result, CSG is bound, by Swiss regulation, to a transitional CET1 

+ Higher Trigger capital ratio of at least 8.5% in 2014, 9.62% in 2015, 10.75% in 2016, 11.62% in 2017 and 12.38% in 2018. 

On a fully phased-basis, the minimum level will be 13% for Credit Suisse Group in 2019.  

In light of the numbers shown on Chart 2, an implicit permanent write-down CET1 ratio trigger at 4.5% looks even more 

highly theoretical (except in resolution). 

  

3.5% 
4.0% 

4.5% 

1.625% 
1.125% 

0.625% 

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

2013 2014 2015-2019E

Basel 3 CET1 ratio required minimum Implicit minimum High-Trigger Capital Ratio (%)
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Chart 2: Estimates of minimum transitional Swiss requirements for CSG’s CET1 + Higher-Trigger capital ratios 

2013-2019 (in %) 

 

Source: Company data 

However, despite the low probability of the Notes being written-down, we note that the risk section of the different 

prospectuses make clear that FINMA has significantly increased authority (or broad statutory powers) in case of resolution 

proceedings involving banks in Switzerland. This resolution authority includes, among other things, the power to cancel 

outstanding equity, to convert debt instruments and other liabilities of a bank into equity and to cancel such liabilit ies fully or 

partially.  

We note that this prerogative of the FINMA limits itself to resolution.  

Distance to trigger 

Unsurprisingly considering the undemanding trigger of the Notes, we expect Credit Suisse Group’s CET1 and Higher-Trigger 

capital ratios to remain largely above the 5.125% trigger level required by the T&C of the Notes – even when the CET1 ratio 

enters its “fully loaded” definition on January 1, 2019.  

Table 4: Distance to Trigger 

 

  

6.00% 6.75% 7.37% 8.12% 8.75% 9.38% 10.00% 

1.00% 
1.75% 

2.25% 
2.63% 

2.87% 
3.00% 

3.00% 

1.10% 

1.68% 
2.29% 

2.75% 
3.13% 

3.43% 
3.66% 

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

16.00%

18.00%

2013 2014 2015 2016 2017 2018 2019

Swiss CET1 capital ratio (%) Higher Trigger capital instruments (%) Low-Trigger Capital Instruments (%)

2013 H1 2014

Trigger level 5.125% 5.125%

CET1 + Higher-Trigger Capital (%) 19.1% 16.7%

Gap
13.9% or CHF 

38.3bn

11.5% or CHF 

32.9bn

1) Based on the 11% long-term CET1 target ratio of Credit Suisse Group plus the 3% minimum requirement for Higher-Trigger Capital Ratio.

Source: Company data, Scope Ratings estimates

2019

5.125%

14.0% target
1

8.875% or CHF 22.2bn based on long-term 

RWA targets of CSG
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Rating rationale 

We assign a rating of BBB+ to two high-trigger Tier 2 Buffer Capital Notes (BCNs) issued in February 2011 and March 2012 

respectively by Credit Suisse Group (Guernsey) I Ltd and Credit Suisse Group (Guernsey) IV Ltd respectively. Both Tier 2 

Buffer Capital Notes are irrevocably guaranteed on a subordinated basis by Credit Suisse Group AG. The rated securities 

are the 7.875% USD 2bn Tier 2 BCNs due 2041 and the 7.125% CHF 0.75bn Tier 2 BCNs due 2022, respectively. The 

rating is based on the following considerations:  

 Issuer Credit Strength Rating (ICSR): A+, negative outlook 

 Minimum notch down from the ICSR: 1 

 Additional notches: 2 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for T2 securities. The additional notches for these securities reflect the following: 

 Even if the distance to trigger is defined under transitional Basel 3 capital rules, the 7% CET1 ratio trigger level of the 

BCNs due 2041 and 2022 is relatively high. However we believe that the conversion risk is, at this stage, extremely 

remote.  

 We believe that there are major ambiguities remaining with regards to the priority of claims pertaining to a high-trigger 

Tier 2 note versus a low-trigger AT1 instrument for a systemically important Swiss bank such as Credit Suisse. This 

could create problems for holders of Credit Suisse’s capital instruments in the unlikely case of the bank’s fundamentals 

deteriorating – despite FINMA’s commitment to respect creditor hierarchy in case of bail-in.  

ICSR 

The ICSR of A+ is driven by Credit Suisse’s successful restructuring and its well-balanced business model, partly offset by 

leverage metrics that remain more elevated compared to domestic and international peers. We note that Credit Suisse’s 

diversified business model remains a competitive advantage at a time where a lot of European banks are retrenching from 

capital intensive investment banking operations.  

 

The negative outlook attached to Credit Suisse’s long-term ratings follows the recently-announced settlement regarding all 

US cross border matters. Scope will monitor the consequence of a guilty plea on the reputation of the bank, on the evolving 

behaviour of its counterparties, and ultimately on its overall franchise.  

Security Ratings 

Outlook                          Negative 

Credit Suisse Group (Guernsey) I Limited         
irrevocably guaranteed on a subordinated basis             
by Credit Suisse Group AG 

7.875% USD 2bn Tier 2 Buffer Capital Notes                    
due 2041 Contingent convertible securities                            
on 7% trigger                                                              BBB+ 
 

Credit Suisse Group (Guernsey) IV Limited         
irrevocably guaranteed on a subordinated basis            
by Credit Suisse Group AG 

7.125% CHF 0.75bn Tier 2 Buffer Capital Notes               
due 2022 Contingent convertible securities                        
on 7% trigger                                                              BBB+ 

 

Lead Analyst 

Jacques-Henri Gaulard  
j-h.gaulard@scoperatings.com 

Team Leader 

Sam Theodore  
s.theodore@scoperatings.com 

Financial Institutions Ratings 
Credit Suisse AG – Tier 2 rating report 

Financial Institutions Ratings 
Credit Suisse Group AG – Tier 2 rating report 



 
    
 
  

    65 

 

Financial Institutions Ratings 
Bank Capital Instruments 

 

Scope has assigned similar long-term ratings of A+ to Credit Suisse Group AG (the holding company of Credit Suisse AG) 

and to Credit Suisse AG. In rating the holding company at the same level as the operating bank, Scope pointed at the highly 

integrated structure of the Credit Suisse Group, financially, operationally and strategically.  

 

Summary terms 

Issuer Credit Suisse Group (Guernsey) I Limited 

Guarantor Irrevocably guaranteed on a subordinated basis by Credit Suisse Group AG 

  

Issue Date 24 February 2011 

Amount USD 2bn 

Coupon 
 7.875% fixed until first call date, reset every 5 years thereafter 

 payable semi-annually in arrear  

Format Tier 2 Buffer Capital Notes due 2041, callable on 24 August 2016 and twice a year after that.  

ISIN XS0595225318 

  

Issuer Credit Suisse Group (Guernsey) IV Limited 

Guarantor Irrevocably guaranteed on a subordinated basis by Credit Suisse Group AG 

  

Issue Date 22 March 2012 

Amount CHF 0.75bn 

Coupon 

 7.125% fixed until first call date, and thereafter at a rate equal to the Mid-Swap rate plus 

6.685%.  

 payable annually in arrear  

Format Tier 2 Buffer Capital Notes (BCNs) due 2022, callable on 22 March 2017 

ISIN CH0181115681 

  

Capital Treatment Tier 2, High-trigger loss-absorbing capital – Buffer Component  

Principal Loss 

Absorption 

 Upon a contingency event or a viability event, the BCNs are mandatorily converted into 

ordinary shares;  

 A contingency event refers to the CET1 ratio of the group being below 7%;  

 A viability event refers to (1) an essential requirement to prevent CSG from becoming 

insolvent, bankrupt, unable to pay a material part of its debt or ceasing to carry on its business 

and (2) CSG has received irrevocable commitment of extraordinary support from the public 

sector without which CSG would have become insolvent, bankrupt, unable to pay a material 

part of its debts as they fall due or unable to carry on its business.  

 For the Tier 2 BCNs due 2022 only, a third viability event is added: The CET1 ratio contained in 

any Interim Capital Report is below 5%, and as a consequence the conversion into equity or 

write-off of any or all Progressive Capital Instruments in issue at such time occurs or, in the 

determination of the Regulator, would have occurred but for the conversion of the Tier 2 BCNs 

and the conversion or write-off of all other Buffer Capital Instruments that, pursuant to their terms 

or by operations of law, are capable of being converted into equity or written off at that time.  

Trigger for Principal 

Loss Absorption 
CET1 < 7% transitional basis 

Source: Prospectuses, Scope Ratings 
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Key risk: principal loss absorption 

Despite having been issued very early on, on 24 February 2011 and on 22 March 2012 respectively, both the 7.875% Tier 2 

BCNs due 2041 and the 7.125% Tier 2 BCNs due 2022 have remained eligible for loss-absorption purposes under Basel 3. 

This is due to the flexibility of the Terms & Conditions (T&C), whereby the distance to the CET1 ratio trigger of 7% was 

defined first under Basel 2.5 (in 2011 and 2012), then from 2013 onwards under transitional Basel 3 requirements (to 

become “fully-phased”, “phased out”, “fully loaded” or “fully applied” in 2019).  

Since the securities have been issued by newly created special purpose vehicles (Credit Suisse Group (Guernsey) I Ltd and 

Credit Suisse Group (Guernsey) IV Limited respectively), they are irrevocably guaranteed by Credit Suisse Group AG on a 

subordinated basis. Credit Suisse Group can at any time substitute for the issuing entity. Also, the T&C enable Credit Suisse 

to substitute all the BCNs for other compliant securities if the BCNs cease at some point to be treated as Buffer Capital 

under National Regulations and/or Tier 2 Capital under BIS regulations. 

Looking at the T&C, we note that the CET1 ratio of Credit Suisse Group can be below 7% without triggering a contingency 

event when the regulator is satisfied that the bank has taken enough measures to restore the capital ratio to a level above 7%.  

Additionally, the risks section of both prospectuses makes very clear that the occurrence of a viability event is subject to a 

subjective determination by the regulator or the Swiss federal government or central bank requiring Credit Suisse Group to 

accept support from the public sector. As a result, the regulator may require or the federal government may cause the 

conversion of the BCNs into ordinary shares in circumstances that are beyond the control of the issuer and Credit Suisse 

Group, and with which neither the Issuer nor Credit Suisse Group agrees.  

Lastly, we note that the only material difference in T&C between the 7.875% Tier 2 BCNs due 2041 and the 7.125% Tier 2 

BCNs due 2022 is that the latter adds a third viability event (as per the Summary Terms above). Our understanding of this 

third viability event is that if the CET1 ratio of the group is below 5% at any point, and if all the progressive component 

capital – i.e. all the low-trigger capital instruments - have been converted as a result, then the high-trigger Tier 2 BCNs 

(which at that point would also include the 7.875% securities due 2041) would also be converted in equity at this point.  

In other words, if a 7% trigger capital instrument has for some reason not converted before the CET1 ratio of the group fell to 

5%, it should be converted for sure when this 5% trigger event occurs.  

We do not view this supplementary clause as significant enough to justify differentiating the rating of the two Tier 2 BCN 

issues.  

Distance to trigger 

Since the distance to trigger pertaining to the BCNs has historically been calculated under Basel 2.5 (in 2011 and 2012) and 

then under transitional Basel 3 requirements, Credit Suisse Group has so far reported CET1 ratios that were largely in 

excess of the “threshold ratio” of 7%, as demonstrated by Table 2 below. On top of the Basel 2.5 definitions of capital being 

less conservative than Basel 3 definitions, we note that the transitional definition of Basel 3 is also less conservative than the 

“fully-phased” definition of Basel 3 to be applied on 1 January 2019.  

Table 1: Past, present and future distance to trigger: 2011-2012 Credit Suisse BCNs 

 

2011 2012 2013 H1 2014 2019

Trigger level 7.0% 7.0% 7.0% 7.0%

CET1
1 10.7% 15.5% 15.7% 13.8%

Gap
3.7% or CHF 

8.9bn

8.5% or CHF 

19.1bn

8.7% or CHF 

23.8bn

6.8% or CHF 

19.4bn

Source: Company data, Scope Ratings estimates

1) The eligible CET1 ratio for the calculation of the distance to trigger was the Basel 2.5 core Tier 1 ratio of Credit Suisse Group in 2011 and 2012, is 

the transitional Basel 3 CET1 ratio of Credit Suisse Group from 2013 to 2018, and will be “the fully-loaded” Basel 3 CET1 ratio from 1 January 2019 

onwards.

7.0%

11% target

4.0% or CHF 10bn based on 

long-term RWA targets of 

CSG
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Historically, the gap to the threshold CET1 ratio of 7% has indeed been very high, reaching levels close to CHF 25bn in 

2013 and staying near the CHF 20bn mark in H1 2014 despite the CHF 1.6bn charge relative to the settlement of the US 

cross-border case. This is very ample but we note that the “fully loaded” long-term capital projections of Credit Suisse aim at 

a CET1 ratio target of 11%, materially lower than the transitional 13.8% reported at the end of H1 2014. We also note that on 

the back of the long-term RWA targets of the bank, the distance to trigger should stand at CHF 10bn by 1 January 2019, a 

comfortable amount but showing a significant decline versus past metrics. Versus the transitional group shareholders’ equity 

of CHF 42.2bn at YE 2013, the group has to start recognizing goodwill deductions (CHF -8.2bn) and other regulatory 

deductions (CHF -7.5bn – linked among others to DTAs and pension plans).  

The introduction of a trigger is enough for Scope to add another notch differential on top of the traditional 1-notch difference 

between a senior unsecured debt and a Tier 2 security.  

Position of high-trigger Tier 2 notes in creditor hierarchy ambiguous 

The position of these Tier 2 BCNs in the priorities of claims is not straightforward considering that their trigger levels are 

higher than the trigger levels attached to some AT1 securities issued by Credit Suisse. If a contingency event was to 

happen, couldn’t the Tier 2 BCN be converted ahead of lower-trigger AT1 securities, therefore reversing the usual creditor 

hierarchy?  

The notes’ T&C make very clear that the Tier 2 BCNs “constitute direct, unsecured and subordinated obligations of the 

issuer and rank pari passu and without any preference among themselves”. The prospectus goes further by affirming that in 

the case of liquidation or insolvency, the Tier 2 BCNs rank junior to all senior debt holders, pari passu with subordinated 

bondholders, and senior to Tier 1 holders and shareholders. However, this provision is “subject to any obligations which are 

mandatorily preferred by law”.  

A look at the law brings us to an examination of the Capital Adequacy Ordinance (CAO) stipulated by the Swiss Federal 

Council as of 1 June 2012 (updated as of 30 June 2014).  

Prima facie, like in the T&C of the prospectus, the CAO gives a clear hierarchy regarding the loss-absorption of banks’ 

capital. Article 19, in particular explicitly ranks the losses as to be absorbed first by common equity holders, then AT1 

holders; then Tier 2 holders. Article 20-3 adds that “in case of liquidation, bankruptcy or restructuring of the bank, the capital 

of the bank [defined as CET1 + AT1 + T2] is ranked after the unsubordinated debt of all other debt holders”.  

But Article 20-4 adds that “Capital instruments with contingent conversion or write-down features […] are considered as 

capital instruments with their status before conversion or write-downs […] except for the convertible capital of systemically-

important banks”.  

We understand this point as meaning that there could potentially be cases for convertible instruments of systematically 

important Swiss banks to potentially not follow the traditional creditor hierarchy. Article 20-4 then refers to Title 5 of the OAC 

about the “Specific provisions for systemically-important banks”. From that moment in the OAC, references to AT1s and T2s 

disappear completely. From Article 128 to Article 132, the CAO clearly defines the capital requirements of the two 

systemically-important Swiss banks by dividing them in four “blocks”: the minimum component, the buffer component, the 

progressive component and the countercyclical buffer.  

Chart 1 below, illustrating Credit Suisse’s capital framework, shows that the group exclusively uses the language of Title 5 of 

the CAO and completely drops the references to AT1 and T2. Article 129 (dedicated to the Buffer Component) states that 

convertible capital which converts when the CET1 ratio goes below 7% can represent up to 3% of the capital buffer. Article 

130 (dedicated to the Progressive Component) states that the Progressive Component must be covered by convertible 

capital which conversion is triggered at the latest when the CET1 ratio stands below 5%.  

So there is equivalence between (1) the Buffer Component and high-trigger convertible capital; and (2) the Progressive 

Component and low-trigger convertible capital.  

This equivalence seems, in the case of Swiss systemically important banks, more critical than the traditional CET1-AT1-T2 

creditor hierarchy.  
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Chart 1: Capital framework for Credit Suisse 

 

Source: Company data 

The Position Paper of FINMA on the “Resolution of Global Systemically Important Banks” (dated 7 August 2013) throws a 

different light on the problem.  

To be sure, according to the paper, observing the hierarchy of creditors while implementing a bail-in is one of three 

“fundamental principles” (with equal treatment of the same class of creditors and “no creditor worse off” than in liquidation). 

The Position Paper goes as far as to illustrate the creditor hierarchy in a chart (replicated in Chart 2 below). 
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Chart 2: Creditor Hierarchy in a bail-in context as illustrated by FINMA 

 

Source: FINMA – Position Paper on the Resolution Global Systematically Important Banks 

However, what we believe may not be fully appreciated is the fact that FINMA has established, in the Position Paper, its own 

definition of the Point of Non-Viability (PONV).  

According to Chart 3 (next page), the conversion/write down of the high-trigger capital instruments in the process of recovery 

could be enough to “repair” the bank and avert resolution. It is only when recovery has been attempted and has failed that 

the PONV is reached, corresponding to the conversion/write-down of low-trigger capital instruments.  

In this context, it is easier to understand the respect of creditor hierarchy as shown by Chart 2. In recovery (but before 

resolution), high-trigger AT1s would be converted ahead of high-trigger Tier 2. In resolution, low-trigger AT1s would be 

converted ahead of low-trigger Tier 2.  

Chart 3: FINMA’s description of the different stags of a banking crisis and the decisions to be taken 

 

Source: FINMA 
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However, strictly speaking there is a chance of the creditor hierarchy not being respected as, in the context of the chart 

above, a Tier 2 (with high-trigger, during recovery) is likely to be converted/written down ahead of an AT1 (with low-trigger, 

only converted in resolution).  

This major ambiguity helps explain why, in our view, the Position Paper remains very flexible in its dealing with bail-in. 

FINMA hints at the fact that “deviation from one of the three principles will not cause the restructuring plan to fail”. More 

specifically, the Position Paper makes clear that nothing should get in the way of FINMA trying to quickly and orderly resolve 

large failing institutions. Bail-in is clearly defined in this paper as “issuing compulsory instructions to convert debt into equity 

capital, thereby turning creditors into shareholders. There is also the option to oblige creditors to bear a share of losses via 

writing down their principal, requiring them to waive some of their claims. Such “bail-in” measures complement contingent 

convertible capital of which the Swiss systemically important banks are obliged to hold a considerable amount”.  

What we find interesting though is that in this paper FINMA explicitly raises the issue that its decisions may be questioned in 

court. We find equally interesting that FINMA’s decisions (vis-à-vis “liquidation proceedings” in particular) can not be 

reversed. As mentioned in the position paper, “in the context of restructuring and liquidating banks, the courts have an 

independent function insofar as creditors can challenge FINMA’s decisions both in restructuring and in liquidation 

proceedings. In the case of systemically important banks, this is limited to ensuring the ex-post balancing of interests, e.g. by 

means of compensation for a specific set of creditors; this means that FINMA’s decisions cannot be reversed”. This point 

about FINMA’s decision not being reversed is underlined at least one more time in the paper.  

We view this statement as an affirmation that creditors would have very limited rights in the unlikely case of the resolution of 

a systemically important Swiss bank. It is this limitation, associated with the ambiguous status of the traditional creditor 

hierarchy in case of recovery and resolution in Switzerland that make us add an additional notch of difference to the rating of 

Credit Suisse’s Tier 2 BCNs. 
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Rating rationale 

We assign a rating of A- to the five low-trigger Tier 2 Subordinated Notes issued by UBS AG in February 2012, August 2012, 

May 2013, February 214 and May 2014 respectively. The 7.25% and the 7.625% USD 2bn Tier 2 Subordinated Notes due 

2022 have been issued by UBS AG acting through its Jersey branch and its Stamford branch respectively. All other rated 

Tier 2 Subordinated Notes are issued by UBS AG directly. The rating is based on the following considerations:  

 Issuer Credit Strength Rating (ICSR): A, stable outlook 

 Minimum notch down from the ICSR: 1 

 Additional notches: 0 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published on September 2014 for more details about 

the minimum notching for T2 securities. The lack of additional notches for these securities reflects the following: 

 Scope perceives the trigger of the five securities (sum of CET1 ratio and Higher Trigger Capital ratio below 5%) to be 

extremely low, not only in absolute terms, but also with regards to the minimum capital requirements of UBS AG (UBS) 

under Swiss regulation. Since the trigger could be construed as being below UBS’s Swiss minimal requirements, we view 

the possibility of these notes being permanently written-down as highly theoretical (except in resolution).  

 

ICSR 

The ICSR of A with a Stable outlook is driven by the significant downsizing of UBS during the crisis and good relative levels 

of underlying profitability from core franchises over the past five years At the same time, the ratings reflect the uncertain 

outcome of several high-profile litigation cases as well as what we perceive as the complexity of UBS’s corporate center – 

mostly linked to the de-risking of the investment bank (IB). However we note that less risk-adverse asset allocation from 

Wealth Management clients and more supportive market conditions could strenghen the profitability of the Wealth 

Management business, secure its cash generation and in turn make UBS’s earnings streams more stable.  

 

Security Ratings  

Outlook                               
Stable 

7.25% USD 2bn Tier 2 Subordinated Notes due 2022 
Contingent convertible securities on 5% trigger             A- 
 

7.625% USD 2bn Tier 2 Subordinated Notes due 2022 
Contingent convertible securities on 5% trigger             A- 

 

4.75% USD 1.5bn Tier 2 Subordinated Notes due 2023 
Contingent convertible securities on 5% trigger               A- 

 

4.75% EUR 2bn Tier 2 Subordinated Notes due 2026 
Contingent convertible securities on 5% trigger               A- 

 

5.125% USD 2.5bn Tier 2 Subor. Notes due 2024 
Contingent convertible securities on 5% trigger               A- 

 

Lead Analyst 

Jacques-Henri Gaulard  
j-h.gaulard@scoperatings.com 

Team Leader 

Sam Theodore  
s.theodore@scoperatings.com 
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Summary terms 

Issuer UBS AG, acting through its Jersey branch 

  

Issue Date 22 February 2012 

Amount USD 2bn 

Coupon 
 7.25% fixed until first call date, reset once on that date 

 payable annually in arrear  

Format Tier 2 Subordinated Notes due 2022, callable on 22 February 2017 

ISIN XS0747231362 

  

Issuer UBS AG, acting through its Stamford branch 

  

Issue Date 17 August 2012 

Amount USD 2bn 

Coupon 
 7.625% fixed until maturity 

 payable semi-annually in arrear  

Format Tier 2 Subordinated Notes due 2022 

ISIN US90261AAB89 

  

Issuer UBS AG 

  

Issue Date 22 May 2013 

Amount USD 1.5bn 

Coupon 
 4.75% fixed until first call date, reset once on that date 

 payable annually in arrear  

Format Tier 2 Subordinated Notes due 2023, callable on 22 May 2018 

ISIN CH0214139930 

  

Issue Date 13 February 2014 

Amount EUR 2bn 

Coupon 
 4.75% fixed until first call date, reset once on that date 

 payable annually in arrear  

Format Tier 2 Subordinated Notes due 2026, callable on 12 February 2021 

ISIN CH0236733827 

  

Issue Date 15 May 2014 

Amount USD 2.5bn 
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Coupon 
 5.125% fixed until maturity 

 payable annually in arrear  

Format Tier 2 Subordinated Notes due 2024 

ISIN CH0244100266 

  

Capital Treatment Tier 2, Low-trigger loss-absorbing capital – Progressive Capital Component 

Principal Loss 

Absorption 

 Following the occurrence of a Trigger Event or a Viability Event, the full principal amount of 

each note shall automatically be written down to zero, the Notes shall be cancelled and all 

references to the principal amount of the Notes in the Terms & Conditions shall be construed 

accordingly.  

 A trigger event shall be deemed to have occurred if the Relevant Trigger Capital Ratio (defined 

as the sum of the CET1 capital ratio and the High-Trigger Capital ratio) is less than the Write-

down threshold (meaning 5%).  

 A viability event refers to (1) FINMA notifying CSG that conversion or write-down of all Basel 3-

compliant capital instruments is an essential requirement to prevent UBS AG from becoming 

insolvent, bankrupt, unable to pay a material part of its debt or ceasing to carry on its business; 

or (2) UBS AG has received irrevocable commitment of extraordinary support from the public 

sector without which UBS AG would have become insolvent, bankrupt, unable to pay a 

material part of its debts as they fall due or unable to carry on its business.  

Trigger for Principal 

Loss Absorption 
CET1 + Higher Trigger CET1 < 5% transitional basis 

Source: Prospectuses, Scope Ratings 

Key risk: principal loss absorption 

Since the 7.25% and the 7.625% USD 2bn Tier 2 Subordinated Notes have both been issued before Basel 3 was applicable 

in Switzerland, their Terms & Conditions (T&C) contain references to Basel 2.5 capital ratios which are not applicable to the 

other three securities under consideration.  

We also note that the 7.625% USD 2bn Tier 2 Subordinated Notes due 2022 contains certain clauses that are specific to 

Connecticut (as the issue is done through UBS’s Stamford branches). According to these specific clauses, the note holders 

waive their right to any preferential treatment and preference in case of insolvency or liquidation of UBS AG and priority is 

given to depositors and other liability holders of the branches of UBS AG in the United States. Considering the subordinated 

status of the 7.625% Tier 2 subordinated note holders, we do not believe this clause to have a material impact on the credit 

risk of the note.  

Historically UBS has never been very keen on contingent capital and what the bank felt was the potential collateral damage 

of such products on market liquidity (particularly near the resolution of a big bank). As a result, UBS has so far limited its 

contingent capital issuances to low-trigger Tier 2 instruments and is building up its mandatory 8.5% buffer component (of 

which 3% can take the form of high-trigger contingent capital) essentially through common equity. The low-trigger Tier 2 

instruments have in our view very little probability of conversion (except in resolution).  

These instruments present three distinct features versus comparable Tier 2 instruments:  

1. There is a dividend restriction clause in the T&C of the five notes whereby the issuer gives the holders a trigger event 

write-down notice provided that UBS has not paid any distribution in cash or kind on its common equity capital nor has it 

bought back shares one month before the notice is handed. This dividend restriction clause appears to be quite narrow.  

 

2. Also the T&C make clear that on occurrence of a trigger event on the low-trigger Tier 2 notes, the outstanding high-

trigger capital instruments should be written-down (or converted) first. This latter clause adds additional protection to Tier 

2 holders, in our view.  
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3. Lastly, the definition of the “trigger CET1 ratio” in the T&C is different from the definition of the “CET1 ratio” which can be 

confusing. According to the T&Cs of the five Tier 2 subordinated notes, the CET1 ratio is defined as the CET1 capital 

(itself defined as common equity tier 1 capital minus deductions from common equity tier 1 capital required to date) 

divided by Risk Weighted Assets. However, the “trigger CET1 ratio” is defined as the sum of the CET1 capital (as defined 

above) plus the high-trigger contingent capital. In reality, this means that the trigger event defined by the T&C of UBS’s 

Tier 2 notes is measured against the sum of CET1 and High-trigger capital, not CET1 only.  

As a result of Point 3) above, the permanent write-down risk that is attached to the five Tier 2 subordinated notes is, in 

Scope’s view, of a highly theoretical nature.  

The reason for this is that the trigger upon which a permanent write-down occurs is very low in two respects.  

 First, with regards to the definition of the capital metric under which the trigger is measured. The sum of the 

CET1 ratio and the Higher-Trigger ratio is highly unusual. This sum must be below 5% for the security to be permanently 

written-down. Since UBS’s minimum transitional CET1 requirement under Basel 3 was 3.5% in 2013 and must be 4% in 

2014 and 4.5% from 2015 onwards, this means by difference that the minimum High-Trigger capital ratio for UBS to 

remain above the trigger defined by the T&C of the Tier 2 subordinated notes should have been 1.5% in 2013, 1% in 

2014 and 0.5% from 2015 onwards (Chart 1).  

Chart 1: Estimates of minimum transitional Basel 3 requirements for CSG’s CET1 + Higher-Trigger capital ratios 

2013-2019 (in %) 

 

Source: Scope ratings, company data 

Projecting ourselves from 2015 onwards (when the minimum required CET1 ratio of 4.5% is “fully-loaded”), the sum of CET1 

+ High Trigger Capital means in effect: (1) a CET1 ratio of at least 4.5% and (2) a Higher-Trigger capital ratio of at least 

0.5%. This is the only minimum combination of the two metrics that is theoretically possible under Basel 3 regulation. In our 

view, it is highly unlikely that UBS’s supervisor would let the CET1 and Higher Trigger capital ratios of the bank to fall below 

these levels before intervention. Therefore, we identify UBS’s Point of Non Viability higher than these 4.5%/0.5% thresholds. 

As a result, bar in resolution, a trigger event for these notes is unlikely.  

 

We also note that a trigger combining CET1 with High-Trigger capital ratio is not presented as such in the sections of the 

Capital Adequacy Ordinance (CAO) dedicated to the Progressive Capital Component of global systemically important Swiss 

banks. According to Article 130-2 of the CAO, “The Progressive component must be covered by convertible capital which 

conversion is triggered at the latest when the CET1 ratio falls below 5%”. In the case of the five Tier 2 subordinated notes, 

the conversion is triggered only when the CET1 ratio and the High Trigger Capital Ratio fall below 5%.  

 

 Second, with regards to the bank-specific requirements which, in our view, are applicable to these Notes. 

Indeed, Swiss supervisors have a more conservative approach of the Basel 3 regulatory framework for systemically-

important banks.  As a result, the Swiss requirements for Core Equity Tier 1 and the High Trigger capital ratios are 

significantly higher than the theoretical Basel 3 requirements illustrated in Chart 1. Actually, each global systemically 

3.5% 
4.0% 

4.5% 

1.5% 
1.0% 

0.5% 

0.0%

1.0%

2.0%
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4.0%

5.0%
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Basel 3 CET1 ratio required minimum Implicit minimum High-Trigger Capital Ratio (%)
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important Swiss bank reports publicly its specific, FINMA-defined, capital requirements. The UBS-specific requirements 

are illustrated on Chart 2 below.  

On a transitional basis, UBS’s CET1 + High Trigger Capital ratio stood at 18.6% as of Q2 2014 (of which 18.2% CET1). This 

compares extremely favourably with CET1 and High-Trigger Capital Requirements of 8.6% in 2014 and 9.7% in 2015. On a 

fully phased-basis, the minimum required level of CET1 + High Trigger Capital ratio for UBS will stand at 13% in 2019.  

In light of the numbers mentioned above and of UBS’s capital requirements (appearing on Chart 2), an implicit permanent 

write-down CET1 ratio trigger at 4.5% looks even more highly theoretical (except in resolution).  

Chart 2: Estimates of minimum transitional Swiss requirements for UBS capital ratios Q1 2014-2019 (in %)

 
Source: Company data 

Lastly, the T&C of the five Tier 2 subordinated notes make very clear that that the occurrence of a Viability Event “may occur 

irrespective of whether or not a Trigger Event has occurred or whether any of the conditions to the issuance of a Trigger-

Event Write-Down Notice have been met”. This refers to the discretion of the regulator in its definition of the Point of Non 

Viability (which the FINMA seems to have somewhat defined as being between minimum CET1 ratios of 5% and 7% in its 

August 2013 position paper).  

Distance to trigger 

Unsurprisingly considering the undemanding trigger of the Notes, we expect UBS’s CET1 and High-Trigger capital ratios to 

remain largely above the 5% trigger level required by the T&C of the Notes – even when the CET1 ratio enters its “fully 

loaded” definition on January 1, 2019.  

Table 1: Distance to Trigger 

 

2013 H1 2014

Trigger level 5.0% 5.0%

CET1 + Higher-Trigger Capital (%) 18.9% 18.6%

Gap
13.9% or CHF 

31.7bn

13.6% or CHF 

31.3bn

Source: Company data, Scope Ratings estimates

13.0% target
1

8.0% or CHF 16bn based on CHF 200bn 

RWAs

1) Based on the 13% long-term CET1 target ratio of UBS (the 3% minimum requirement for Higher-Trigger Capital Ratio is assumed already covered 

by CET1 capital).

2019

5.0%
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Rating rationale 

We assign a rating of BB to the above noted perpetual subordinated contingent convertible securities issued by Barclays plc 

based on the following: 

 ICSR: A, Stable outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 2 

 o/w for coupon cancellation risks: 1 

 o/w for principal loss absorption risks: 1 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for AT1 securities. The additional notches for these securities reflect the following: 

 Absolute level of the trigger at 7% is relatively high and is on a fully-loaded basis. 

 Restrictions on distributions apply at a higher level of CET1 capital as Barclays is subject to Pillar 2A capital 

requirements which as clarified by the UK regulator should sit below the combined buffer requirement in the capital stack. 

 Barclays is in the midst of a restructuring which is subject to execution risks. Earnings stability would improve if the 

reliance on more volatile investment banking activities is reduced. 

 Distance to trigger is currently narrower than for many other issuers. 

 The UK regulator has proven to be relatively demanding and may increase capital requirements or accelerate timelines 

for capital requirements. 

ICSR 

The ICSR of A for Barclays is driven by management’s intentions to refocus the business profile of the Group by reducing 

the weight of inherently volatile investment banking activities to about one-third, from over a half. Management is also 

executing on capital, leverage and financial targets. If successful, Barclays will be better positioned to generate more stable 

and sustainable earnings. Potential conduct and litigation costs remain a risk. 

Security Ratings 

Outlook     Stable 

8.25% USD 2bn perpetual subordinated 
contingent convertible securities  BB 

8% EUR 1bn perpetual subordinated 
contingent convertible securities  BB 

7% GBP 698m fixed rate resetting 
perpetual subordinated contingent 
convertible securities   BB 

6.5% EUR 1.1bn fixed rate resetting 
perpetual subordinated contingent 
convertible securities   BB 

6.625% USD 1.2bn fixed rate resetting 
perpetual subordinated contingent 
convertible securities   BB 
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Summary terms 

Issuer Barclays plc 

  

Issue Date November 2013 

Amount USD 2bn 

Coupon 
 8.25% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable December 2022 and every five 

years thereafter 

ISIN US06738EAA38 

  

Issue Date December 2013 

Amount EUR 1bn 

Coupon 
 8% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable December 2020 and every five 

years thereafter 

ISIN XS1002801758 

  

Issue Date June 2014 

Amount GBP 698m 

Coupon 
 7% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable 2019 and every five years 

thereafter 

ISIN XS1068561098 

  

Issue Date June 2014 

Amount EUR 1.1bn 

Coupon 
 6.5% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable 2019 and every five years 

thereafter 

ISIN XS1068574828 

  

Issue Date June 2014 

Amount USD 1.2bn 

Coupon 
 6.625% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable 2019 and every five years 

thereafter 

ISIN US06738EAB11 
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Capital Treatment Tier 1 

Coupon 

Cancellation 

 Fully discretionary 

 Mandatory if there are insufficient distributable items to pay coupons on these securities, parity 

securities and any junior securities or the solvency condition is not satisfied in respect of such 

coupon payment 

Principal Loss 

Absorption 

 Full conversion into ordinary shares upon trigger breach at conversion price subject to 

conversion shares offer 

 Contractual acknowledgment of and agreement with UK bail-in power 

Trigger for Principal 

Loss Absorption 
Consolidated group CET1 < 7% on fully-loaded basis 

Source: Prospectuses, Scope Ratings 

Key risk: coupon cancellation 

Coupon payments are fully discretionary and are subject to distribution restrictions. As the AT1 securities rank senior to ordinary 

shares, it is currently management’s stated intention to take into account the relative ranking of the AT1 securities in the 

Group’s capital structure when exercising its discretion to cancel coupon payments or declare ordinary share dividends. 

Notwithstanding coupon cancellation on the AT1 securities, Barclays may still pay dividends on ordinary or preference shares. 

As well, coupons are mandatorily cancelled if there are insufficient distributable items (based on issuer accounts and not group) 

to pay coupons on these securities, parity securities and any junior securities. The amount of available distributable items as of 

year-end 2013 for the issuer, Barclays plc, was approximately GBP 8bn, comprised primarily of retained earnings. 

As of 30 June 2014, Barclays had outstanding five issues of CRD 4 compliant AT1 securities, totalling GBP 4.3bn. For the six 

months ending 30 June 2014, Barclays made GBP 90m in distributions related to these securities from after-tax profit of GBP 

1.6bn. 

And lastly, the issuer must still be solvent immediately after making payments related to the AT1 securities. The issuer is 

considered solvent if it is able to pay debts owed to senior creditors as they fall due and if the value of its assets is at least 

equal to the value of its liabilities. 

Combined buffer requirement 

Restrictions on discretionary distributions apply when CET1 capital falls below the level of the combined buffer, defined as 

the total of the capital conservation buffer, the countercyclical buffer and systemic risk buffers as applicable. These 

restrictions become effective from 1 January 2016 and are based on transitional CET1 requirements. 

At this time, we know that Barclays will be subject to the 2.5% capital conservation buffer and a 2% buffer for being a global 

systemically important bank, both to be phased-in from 2016. The countercyclical capital buffer rate for UK exposures is 

currently set at 0%. While not currently used by the UK regulator, sectoral capital requirements could be put in place 

alongside the countercyclical capital buffer in the future. 

In addition to the minimum capital requirements under CRD4-CRR (CET1 plus AT1 plus T2 equal to 8%), supervisors may 

require additional capital (Pillar 2A) for risks not covered by CRD4 requirements. The UK’s PRA has confirmed that Pillar 2A 

capital should sit below the combined buffer in the capital stack and cannot be counted towards meeting the combined buffer 

requirement (CBR). Therefore, the restrictions on distributions apply at a higher level of CET1 capital. For Barclays, the PRA 

has set a Pillar 2A guidance of 2.5%, of which at least 1.4% should be met with CET1 capital by January 1, 2015. 

Currently, Barclays’ CET1 capital is well above the minimum required and there is no CBR. Beginning in 2016, however, the 

various components of the CBR will start phasing-in. By 2019, based on current known requirements, Barclays will need to 

maintain a CET1 ratio of at least 10.4% in order to avoid distribution restrictions on its AT1 securities. 

Providing some clarity for investors, Barclays has stated that it intends to maintain a management buffer of up to 1.5% 

above its CET1 requirements. 
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Table 1: Combined buffer requirement 

 

 

Key risk: principal loss absorption 

Under the terms of the securities, there is full conversion into shares when the trigger level is breached. The trigger level is 

breached when Barclays’ CET1 ratio is less than 7% on a fully-loaded basis. We note that AT1 capital instruments issued by 

non-UK banks generally have a CET1 trigger based on a transitional basis. The UK regulator has decided to exercise its 

discretion to accelerate the introduction of certain enhanced capital requirements under CRD4.  Therefore, for the purposes 

of these securities, Barclays will calculate its CET1 capital ratio on a fully-loaded basis, without regard to any transitional 

provisions. This is a more stringent basis and will lead to a CET1 ratio lower than it would be were Barclays to calculate the 

CET1 capital ratio applying transitional provisions. 

In addition, investors in the security agree and consent to the exercise of any UK bail-in power by the relevant UK relevant 

resolution authority that may result in the cancellation of all, or a portion, of the principal amount of and/or conversion of all 

or a portion of the principal amount of the securities into shares or other securities. The UK has indicated that it intends to 

introduce bail-in provisions in January 2015, ahead of the January 2016 deadline contained in the Bank Recovery and 

Resolution Directive. While there is no explicit reference to the point of non-viability, the securities are clearly subject to 

write-down and/or conversion risks. 

Distance to trigger 

Barclays is targeting a 11.5% to 12% fully-loaded CET1 ratio in 2019, including a management buffer of up to 1.5%. This 

target is subject to change as capital requirements are further clarified.  As of Q2 2014, Barclays’ fully-loaded CET1 ratio 

was 9.9%, compared to the 7% trigger level in the securities. Therefore, the distance to trigger at the end of Q2 2014 was 

2.9% or GBP 11.9bn. This is based on fully-loaded CET1 capital of GBP 40.8bn and RWAs of GBP 411bn. As shown in 

Table 2, the distance to trigger should increase as Barclays achieves its CET1 targets and thus, the risk of principal loss 

absorption should decrease over time. 

 

Table 2: Distance to trigger 

 

  

2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Systemic
1

0.5% 1.0% 1.5% 2.0%

- Countercyclical
2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Pillar 2A
3

1.4% 1.4% 1.4% 1.4% 1.4%

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 7.025% 8.15% 9.275% 10.4%

Barclays' CET1
 9.9% as of 

Q2 2014
10.5% target >11.0% target

11.5% - 

12.0% target

Gap
5.9% or GBP 

24.2bn
4 4.0% 1.1% - 1.6%

1) Phased-in requirement for being a GSIB. Barclays may be subject to other systemic buffers in the future.

2) Subject to quarterly review by the FPC. As of June 2014, countercyclical capital buffer rate for UK exposures was 0%. May range from 0% to 2.5%.

3) Subject to at least annual review by the PRA.

4) Based on RWAs of GBP 411bn as of Q2 2014

Source: CRD4-CRR, PRA, Company data, Scope Ratings

2014 2015 2016 2017 2018 2019

Trigger level 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

CET1
 9.9% as of 

Q2 2014
10.5% target >11.0% target

11.5% - 

12.0% target

Gap
2.9% or GBP 

11.9bn
3.5% 4.0% 4.5% - 5.0%

Source: Company data, Scope Ratings
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Rating rationale 

We assign a rating of BBB+ to Barclays Bank’s 7.75% USD 1bn fixed to fixed rate contingent capital notes based on the 

following: 

 Issuer Credit-Strength Rating (ICSR): A, Stable outlook 

 Minimum notch down from the ICSR: 1 

 Additional notches: 1 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for T2 securities. The additional notch for this security reflects the following: 

 Existence of a relatively high trigger (at 7%) for permanent write-down. 

 
ICSR 

The ICSR of A for Barclays is driven by management’s intentions to refocus the business profile of the Group by reducing 

the weight of inherently volatile investment banking activities to about one-third, from over a half. Management is also 

executing on capital, leverage and financial targets. If successful, Barclays will be better positioned to generate more stable 

and sustainable earnings. Potential conduct and litigation costs remain a risk. 

 

  

  Security Rating  

Outlook Stable 

7.75% USD 1bn fixed to fixed rate 
contingent capital notes BBB+ 
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Summary terms 

Issuer Barclays Bank plc 

Issue Date April 2013 

Amount USD 1bn 

Coupon 
 7.75% fixed until call date, reset thereafter 

 Payable semi-annually 

Format Fixed to fixed rate contingent capital notes due April 2023, callable April 2018 

ISIN US06739FHK03 

Capital Treatment Tier 2 

Principal Loss 

Absorption 

 Upon capital adequacy trigger event, automatic write-down of full principal amount of notes and 

lost of interest accrued since the last coupon payment date 

 Contractual acknowledgment of UK bail-in power 

Trigger for Principal 

Loss Absorption 
Consolidated group CET1 < 7% on transitional basis 

Source: Prospectus, Scope Ratings 

Key risk: principal loss absorption 

There is permanent write-down when the trigger level is breached. The trigger level is breached when Barclays’ CET1 ratio 

is below 7% on a transitional basis. Included in the prospectus is the specific risk that the write-down may occur even if 

existing preference shares and ordinary shares of Barclays plc and Barclays Bank plc remain outstanding. 

In addition, investors in the security agree and consent to the exercise of any UK bail-in power by the relevant UK relevant 

resolution authority that may result in the cancellation of all, or a portion, of the principal amount of and/or conversion of all 

or a portion of the principal amount of the securities into shares or other securities. While there is no explicit reference to the 

point of non-viability, the security is clearly subject to write-down and/or conversion risks. 

Distance to trigger 

As of Q2 2014, Barclays’ CET1 ratio was 12% on a transitional basis, compared to the 7% trigger on a transitional basis in 

the security. Therefore, the distance to trigger was 5% or GBP 20.6bn (based on transitional CET1 capital of GBP 49.3bn 

and RWAs of GBP 411bn). 

On a fully-loaded basis, Barclays’ CET1 ratio was 9.9%. On this basis, the distance to trigger would have been 2.9% or GBP 

11.9bn (based on fully-loaded CET1 capital of GBP 40.8bn and RWAs of GBP 411bn). 

Barclays is targeting a 11.5% to 12% fully-loaded CET1 ratio in 2019, including a management buffer of up to 1.5%. This 

target is subject to change as capital requirements are further clarified. As shown in Table 1, Barclays currently maintains 

CET1 capital solidly above the trigger level. As the trigger is based on a transitional basis, the gap between Barclays’ CET1 

capital and the trigger should increase as Barclays achieves its CET1 targets (which are on a fully-loaded basis). 

Interestingly in 2019, when capital requirements are fully-phased in and assuming Barclays meets its capital targets, the gap 

to trigger would be about the same as it is currently. 

Table 1: Distance to trigger

 

2014 2015 2016 2017 2018 2019

Trigger level 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

CET1

12.0% 

transitional as 

of Q2 2014

10.5% target 

fully-loaded

>11.0% target 

fully-loaded

11.5% - 

12.0% target 

fully-loaded

Gap
5.0% or GBP 

20.6bn
4.5% - 5.0%

Source: Company data, Scope Ratings
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Other outstanding capital instruments 

Within the Group, Barclays plc, the holding company, has issued over GBP 4bn equivalent of AT1 securities. To date, all 

these AT1 securities have been issued with a 7% trigger on a fully-loaded basis with conversion into equity. Meanwhile, 

these T2 securities have been issued by Barclays Bank plc with a 7% trigger on a transitional basis. For all securities, the 

trigger is based on the consolidated group CET1 ratio. 

During the transition period (until 2019), if there were to be a trigger breach, we would expect the AT1 securities to be 

converted first as the trigger is based on fully-loaded basis. However, after 2019, there is some uncertainty about which 

securities would be converted or written down first – the AT1 securities issued by the holding company or the T2 securities 

issued by the operating bank. Both the AT1 and T2 securities have the same trigger at 7%. 

For the purposes of rating these T2 securities, we have not distinguished that the issuer is Barclays Bank plc rather than 

Barclays plc. As detailed in our bank rating methodology, for financially stronger groups, we do not mechanically differentiate 

between the holding company and the operating bank when assigning ratings.  
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Rating rationale 

We assign a rating of BBB to the above noted perpetual subordinated contingent convertible securities issued by HSBC 

Holdings plc based on the following: 

 ICSR: AA-, Stable outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 1 due to a combination of factors which impact both coupon cancellation and principal loss 

absorption risks 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for AT1 securities. The additional notch for these securities reflects the following: 

 Absolute level of the trigger is relatively high at 7% and is on a fully-loaded basis 

 Restrictions on distributions apply at a higher level of CET1 capital as HSBC is subject to Pillar 2A capital requirements 

which as clarified by the UK regulator should sit below the combined buffer requirement in the capital stack 

 The UK regulator has proven to be relatively demanding and may increase capital requirements or accelerate timelines 

for capital requirements 

 

ICSR 

The ICSR of AA- for HSBC is based on the Group’s very diverse and unique business franchise, which generates robust 

earnings. This has enabled HSBC to maintain strong liquidity and capital positions during the financial crisis despite having 

to deal with large losses in its US consumer finance business. Nonetheless, the Group’s size and complexity means that it is 

more vulnerable to operational, governance and internal control risks. With its broad-based focus on emerging markets, 

HSBC is also more exposed to the potential volatility inherent in these markets. 

 

  

Security Ratings  

Outlook             Stable 

5.625% USD 1.5bn perpetual subordinated 
contingent convertible securities          BBB 

6.375% USD 2.25bn perpetual subordinated 
contingent convertible securities          BBB 

5.5% EUR 1.5bn perpetual subordinated 
contingent convertible securities          BBB 
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Summary terms 

Issuer HSBC Holdings plc 

Issue Date September 2014 

  

Amount USD 1.5bn 

Coupon 
 5.625% fixed until first call date, reset every 5 years thereafter 

 If any, payable in arrears semi-annually 

Format 
Perpetual subordinated contingent convertible securities, callable December 2020 and every five 

years thereafter 

ISIN US404280AS86 

  

Amount USD 2.25bn 

Coupon 
 6.375% fixed until first call date, reset every 5 years thereafter 

 If any, payable in arrears semi-annually 

Format 
Perpetual subordinated contingent convertible securities, callable December 2024 and every five 

years thereafter 

ISIN US404280AR04 

  

Amount EUR 1.5bn 

Coupon 
 5.25% fixed until first call date, reset every 5 years thereafter 

 If any, payable in arrears semi-annually 

Format 
Perpetual subordinated contingent convertible securities, callable 2022 and every five years 

thereafter 

ISIN XS1111123987 

  

Capital Treatment Tier 1 

Coupon 

Cancellation 

 Fully discretionary 

 Mandatory if there are insufficient distributable items to pay coupons on these securities, parity 

securities and any junior securities or the solvency condition is not satisfied in respect of such 

coupon payment 

Principal Loss 

Absorption 

 Full conversion into ordinary shares upon trigger breach at conversion price subject to 

conversion shares offer 

 Contractual acknowledgment of and agreement with UK bail-in power 

Trigger for Principal 

Loss Absorption 
Consolidated group CET1 < 7% on fully-loaded basis 

Source: Prospectuses, Scope Ratings 
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Key risk: coupon cancellation 

Coupon payments are fully discretionary and are subject to distribution restrictions. Nevertheless, as the AT1 securities rank 

senior to ordinary shares, it is currently management’s stated intention to take into account the relative ranking of the AT1 

securities in the Group’s capital structure when exercising its discretion to cancel coupon payments or declare ordinary 

share dividends. Management may depart from this policy at any time in its sole discretion. 

As well, coupons are mandatorily cancelled if there are insufficient distributable items (based on individual accounts and not 

group) to pay coupons on these securities, parity securities and any junior securities. The amount of available distributable 

items as of year-end 2013 for the issuer, HSBC Holdings plc, was approximately USD 49bn of which USD 35bn was 

retained earnings. As of 30 June 2014, HSBC had outstanding three issues of CRD 4 compliant AT1 securities, totalling 

approximately USD 5.7bn. 

And lastly, the issuer must be solvent immediately after making payments related to the AT1 securities. The issuer is 

considered solvent if it is able to pay debts owed to senior creditors as they fall due and if the value of its unconsolidated 

gross assets is at least equal to the value of its unconsolidated gross liabilities. 

Combined buffer requirement 

Restrictions on discretionary distributions apply when CET1 capital falls below the level of the combined buffer, defined as 

the total of the capital conservation buffer, the countercyclical buffer and systemic risk buffers as applicable. These 

restrictions become effective from 1 January 2016 and are based on transitional CET1 requirements. 

At this time, we know that HSBC will be subject to the 2.5% capital conservation buffer and a 2.5% buffer for being a global 

systemically important bank, both to be phased-in from 2016. The countercyclical capital buffer rate for UK exposures is 

currently set at 0%. Later this year, the UK’s Financial Policy Committee (FPC) will consider its approach for the recognition 

of countercyclical capital buffer rates in other countries. These rates are expected to range from 0-2.5% but are uncapped. 

Due to the geographically diverse nature of the Group’s operations, it is possible that HSBC will be subject to other 

countercyclical capital buffers. While not currently used by the UK regulator, sectoral capital requirements could also be put 

in place alongside the countercyclical capital buffer in the future. 

In addition to the minimum capital requirements under CRD4-CRR (CET1 plus AT1 plus T2 equal to 8%), supervisors may 

require additional capital (Pillar 2A) for risks not covered by CRD4 requirements. The UK’s PRA has confirmed that Pillar 2A 

capital should sit below the combined buffer in the capital stack and cannot be counted towards meeting the combined buffer 

requirement (CBR). Therefore, the restrictions on distributions apply at a higher level of CET1 capital. For HSBC, the PRA 

has set a Pillar 2A guidance of 1.5%, of which at least 0.9% should be met with CET1 capital by January 1, 2015. 

Currently, HSBC’s CET1 capital is well above the minimum required and there is no CBR. Beginning in 2016, however, the 

various components of the CBR will start phasing-in. By 2019, based on current known requirements, HSBC will need to 

maintain a CET1 ratio of at least 10.4% in order to avoid distribution restrictions on its AT1 securities. 

While the Group has a stated CET1 ratio target of at least 10%, HSBC remains solidly capital generative and currently 

maintains a CET1 capital position above this level. The Group’s target allocation for post-tax profits is 45% retained 

earnings, 40% for shareholder dividends and 15% for variable pay. Management has stated that it intends to maintain a 

management buffer above minimum regulatory capital requirements. To cover potential short-term volatility from FX 

movements, they could envision a management capital buffer of 50bps. However, as they are still awaiting further clarity on 

various capital requirements, the Group does not feel that it is in a position to further define a management capital buffer. 
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Table 1: Combined buffer requirement 

 

 
Key risk: principal loss absorption 

Under the terms of the securities, there is full conversion into shares when the trigger level is breached. The trigger level is 

breached when HSBC’s CET1 ratio is less than 7% on a fully-loaded basis. We note that AT1 capital instruments issued by 

non-UK banks generally have a CET1 trigger based on a transitional basis. The UK regulator has decided to exercise its 

discretion to accelerate the introduction of certain enhanced capital requirements under CRD4. Therefore, for the purposes 

of these securities, HSBC will calculate its CET1 capital ratio on a fully-loaded basis, without regard to any transitional 

provisions. This is a more stringent basis and will lead to a CET1 ratio lower than it would be were HSBC to calculate the 

CET1 capital ratio applying transitional provisions. 

In addition, investors in the security agree and consent to the exercise of any UK bail-in power by the relevant UK relevant 

resolution authority that may result in the cancellation of all, or a portion, of the principal amount of and/or conversion of all 

or a portion of the principal amount of the securities into shares or other securities. The UK has indicated that it intends to 

introduce bail-in provisions in January 2015, ahead of the January 2016 deadline contained in the Bank Recovery and 

Resolution Directive. While there is no explicit reference to the point of non-viability, the securities are clearly subject to 

write-down and/or conversion risks. 

Distance to trigger 

As of Q2 2014, HSBC’s fully-loaded CET1 ratio was 11.3%, compared to the 7% trigger level in the securities. Therefore, the 

distance to trigger at the end of Q2 2014 was 4.3% or USD 58bn. This is based on fully-loaded CET1 capital of USD 142bn 

and RWAs of USD 1,249bn. We expect the Group’s CET1 capital to remain comfortably above the trigger level in light of its 

stated CET1 ratio target of at least 10%. 

Table 2: Distance to trigger 

 

  

2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Systemic
1

0.625% 1.25% 1.875% 2.5%

- Countercyclical
2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Pillar 2A
3

0.87% 0.87% 0.87% 0.87% 0.87%

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 6.6% 7.9% 9.1% 10.4%

HSBC's CET1
11.3% as of 

Q2 2014
>10.0% target >10.0% target >10.0% target >10.0% target >10.0% target

Gap
7.3% or USD 

91.0bn
4 >3.4%

1) Phased-in requirement for being a GSIB. HSBC may be subject to other systemic buffers in the future.

3) Subject to at least annual review by the PRA.

4) Based on RWAs of USD 1,249bn as of Q2 2014

Source: CRD4-CRR, PRA, Company data, Scope Ratings

2) Subject to quarterly review by the FPC. As of June 2014, countercyclical capital buffer rate for UK exposures was 0%. Rates for other countries have 

not been set. Rates are expected to range from 0% to 2.5% but are uncapped.

2014 2015 2016 2017 2018 2019

Trigger level 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

HSBC's CET1
11.3% as of 

Q2 2014
>10.0% target >10.0% target >10.0% target >10.0% target >10.0% target

Gap
4.3% or USD 

58.0bn
>3.0% >3.0% >3.0% >3.0% >3.0%

Source: Company data, Scope Ratings
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Rating rationale 

We assign a rating of BB+ to the above noted AT1 perpetual subordinated contingent convertible securities issued by Lloyds 

Banking Group plc based on the following: 

 Issuer Credit Strength Rating (ICSR): A, Stable outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 1 due to a combination of factors which impact coupon cancellation and principal loss absorption risks 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for AT1 securities. The additional notch for these securities reflects the following: 

 Absolute level of the trigger is relatively high at 7% and is on a fully-loaded basis 

 Restrictions on distributions apply at a higher level of CET1 capital as Lloyds subject to Pillar 2A capital requirements 

which as clarified by the UK regulator should sit below the combined buffer requirement in the capital stack 

 The UK regulator has proven to be relatively demanding and may increase capital requirements or accelerate timelines 

for capital requirements 

 

ICSR 

The ICSR of A is based on the strength of the Lloyds Banking Group. Lloyds enjoys a strong domestic franchise in the UK 

as a leading provider of current accounts, savings, personal loans, credit cards, mortgages and insurance. Over the last five 

years, management has made clear progress in transforming the Group into a lower risk UK focused retail and commercial 

bank. Legacy issues, however, continue to hamper the generation of more sustainable earnings. 
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Summary terms 

Issuer Lloyds Banking Group plc 

Issue Date April 2014 

  

Amount GBP 1.5bn 

Coupon 
 7% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable 2019 and every five years 

thereafter 

ISIN XS1043550307 

  

Amount GBP 1.5bn 

Coupon 
 7.625% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable 2023 and every five years 

thereafter 

ISIN XS1043552188 

  

Amount GBP 750m 

Coupon 
 7.875% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable 2029 and every five years 

thereafter 

ISIN XS1043552261 

  

Amount EUR 750m 

Coupon 
 7.875% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable 2020 and every five years 

thereafter 

ISIN XS1043545059 

  

Capital Treatment Tier 1 

Coupon 

Cancellation 

 Fully discretionary 

 Mandatory if there are insufficient distributable items to pay coupons on these securities, parity 

securities and any junior securities 

 Mandatory if payments on common equity, AT1 securities and variable compensation exceed 

the Maximum Distributable Amount,  

Principal Loss 

Absorption 

 Full conversion into ordinary shares upon trigger breach at conversion price subject to 

conversion shares offer 

 Subject to write off or conversion on the occurrence of a bail-in or if issuer becomes subject to 

resolution 

Trigger for Principal 

Loss Absorption 
Consolidated CET1 < 7% on fully-loaded basis 

Source: Prospectuses, Scope Ratings 

Financial Institutions Ratings 
Lloyds Banking Group plc - AT1 rating report 



 
    
 
  

    89 

 

Financial Institutions Ratings 
Bank Capital Instruments 

 

Key risk: coupon cancellation 

Coupon payments on the AT1 securities are fully discretionary and are subject to distribution restrictions. Nevertheless, as 

the AT1 securities rank senior to ordinary shares, it is currently management’s stated intention to take into account the 

relative ranking of the AT1 securities in the Group’s capital structure when exercising its discretion to declare ordinary share 

dividends or to cancel coupon payments. Following the cancellation of any coupon payment, Lloyds is not restricted in any 

way from making distributions on parity or junior securities, including ordinary shares. 

As well, coupons are mandatorily cancelled if there are insufficient distributable items (based on individual accounts and not 

consolidated) to pay coupons on these securities, parity securities and any junior securities. The amount of available 

distributable items as of year-end 2013 for the parent company, Lloyds Banking Group Plc, was approximately GBP 10bn. 

This figure is a function of retained earnings as well as certain other reserves balances. 

As of 30 June 2014, Lloyds had outstanding five issues of CRD 4 compliant AT1 securities, totalling GBP 5.3bn. For the half 

year ending 30 June 2014, Lloyds made GBP 91m in distributions related to these securities from after-tax profit of GBP 

699m. 

Combined buffer requirement 

Restrictions on discretionary distributions apply when CET1 capital falls below the level of the combined buffer, defined as 

the total of the capital conservation buffer, the countercyclical buffer and systemic risk buffers as applicable. These 

restrictions become effective from 1 January 2016 and are based on transitional CET1 requirements. 

At this time, we know that Lloyds will be subject to the 2.5% capital conservation buffer, to be phased-in from 2016. The 

countercyclical capital buffer rate for UK exposures is currently set at 0%. While not currently used by the UK regulator, sectoral 

capital requirements could be put in place alongside the countercyclical buffer in the future. In addition, while not classified as a 

global systemically important bank, we would expect Lloyds to be considered systemically important in its domestic market, the 

UK. Although not yet decided, the Group has indicated that systemic buffers may range from 0% to 3%. 

In addition to the minimum capital requirements under CRD4-CRR (CET1 plus AT1 plus T2 equal to 8%), supervisors may 

require additional capital (Pillar 2A) for risks not covered by CRD4 requirements. The UK’s PRA has confirmed that Pillar 2A 

capital should sit below the combined buffer in the capital stack and cannot be counted towards meeting the combined buffer 

requirement (CBR). Therefore, the restrictions on distributions apply at a higher level of CET1 capital. Lloyds has not 

disclosed its Pillar 2A guidance but at least 56% of this should be met with CET1 capital by 1 January 2015. For information 

purposes, we note that the Pillar 2A guidance for Barclays and HSBC are 2.5% and 1.5%, respectively. 

Currently, Lloyds’ CET1 capital is well above the minimum required and there is no CBR. Beginning in 2016, the capital 

conservation buffer will start phasing-in but the required CET1 associated with distribution restrictions remains very 

manageable. In 2019, if we assume that a 3% systemic buffer is in place, management’s target for a CET1 ratio of 11% 

would imply a more modest 1% buffer above levels required to avoid distribution restrictions. 
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Table 1: Combined buffer requirement 

 

 

Key risk: principal loss absorption 

There is full conversion into shares when the trigger level is breached.  The trigger level is breached when Lloyds’ 

consolidated CET1 ratio is less than 7% on a fully-loaded basis. We note that AT1 capital instruments issued by non-UK 

banks generally have a CET1 trigger based on a transitional basis. The UK regulator has decided to exercise its discretion to 

accelerate the introduction of certain enhanced capital requirements under CRD4. Therefore, for the purposes of this 

security, Lloyds will calculate its CET1 capital ratio on a fully-loaded basis, without regard to any transitional provisions. This 

is a more stringent basis and will lead to a CET1 ratio lower than it would be were Lloyds to calculate the CET1 capital ratio 

applying transitional provisions. 

In addition, investors in the securities are subject to write off or conversion on the occurrence of a bail-in or if Lloyds 

becomes subject to resolution.  

Distance to trigger 

Lloyds is targeting a “steady-state” fully-loaded CET1 ratio of around 11%. As of Q2 2014, Lloyds’ fully-loaded CET1 ratio 

was 11.1%, compared to the 7% trigger level in the securities. Therefore, the distance to trigger at the end of Q2 2014 was 

4.1% or GBP 10.5bn. This is based on fully-loaded CET1 capital of GBP 39.5bn and RWAs of GBP 256.8bn. 

Assuming that Lloyds achieves its capital targets, we note that the distance to trigger in 2019 will be similar to what it is 

currently, which is comfortably above the trigger level.  

 

Table 2: Distance to trigger 

 
 

  

2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Systemic
1

- Countercyclical
2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Pillar 2A
3

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 5.1% 5.8% 6.4% 7.0%

Lloyds' CET1
11.1% as of 

Q2 2014
11.0% target

Gap
7.1% or GBP 

18.2bn
4 4.0%

1) Not known. The Group has indicated that this may range from 0% to 3%.

3) Subject to at least annual review by the PRA. Must be met by 1 January 2015.

4) Based on RWAs of GBP 256.8bn as of Q2 2014.

Source: CRD4-CRR, PRA, Company data, Scope Ratings

2) Subject to quarterly review by the FPC. As of June 2014, buffer rate for UK exposures was 0%. May range from 0% to 2.5%.

2014 2015 2016 2017 2018 2019

Trigger level 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

Lloyds' CET1
11.1% as of 

Q2 2014
11.0% target

Gap
4.1% or GBP 

10.5bn
4.0%

Source: Company data, Scope Ratings
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Rating rationale 

We assign a rating of BB+ to the above noted AT1 perpetual subordinated contingent convertible securities issued by Lloyds 

Banking Group plc based on the following: 

 Issuer Credit Strength Rating (ICSR): A, Stable outlook 

 Minimum notches down from the ICSR: 4 

 o/w for coupon cancellation risks: 2 

 o/w for principal loss absorption risks: 2 

 Additional notches: 1 due to a combination of factors which impact coupon cancellation and principal loss absorption risks 

Please refer to Scope’s Bank Capital Instruments Rating Methodology published in September 2014 for more details about 

the minimum notching for AT1 securities. The additional notch for these securities reflects the following: 

 Absolute level of the trigger is relatively high at 7% and is on a fully-loaded basis 

 Restrictions on distributions apply at a higher level of CET1 capital as Lloyds subject to Pillar 2A capital requirements 

which as clarified by the UK regulator should sit below the combined buffer requirement in the capital stack 

 The UK regulator has proven to be relatively demanding and may increase capital requirements or accelerate timelines 

for capital requirements 

 

ICSR 

The ICSR of A is based on the strength of the Lloyds Banking Group. Lloyds enjoys a strong domestic franchise in the UK 

as a leading provider of current accounts, savings, personal loans, credit cards, mortgages and insurance. Over the last five 

years, management has made clear progress in transforming the Group into a lower risk UK focused retail and commercial 

bank. Legacy issues, however, continue to hamper the generation of more sustainable earnings. 
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Summary terms 

Issuer Lloyds Banking Group plc 

Issue Date April 2014 

Amount USD 1.675bn 

Coupon 
 7.5% fixed until first call date, reset every 5 years thereafter 

 If any, payable quarterly in arrears 

Format 
Perpetual subordinated contingent convertible securities, callable 2024 and every five years 

thereafter 

ISIN and CUSIP US539439AG42 and 539439AG4, respectively  

Capital Treatment Tier 1 

Coupon 

Cancellation 

 Fully discretionary 

 Mandatory if there are insufficient distributable items to pay coupons on these securities, parity 

securities and any junior securities 

 Mandatory if payments on common equity, AT1 securities and variable compensation exceed 

the Maximum Distributable Amount 

 Subject to Solvency Condition 

Principal Loss 

Absorption 

 Full conversion into ordinary shares upon trigger breach at conversion price subject to 

conversion shares offer 

 Contractual acknowledgment of and agreement with the exercise of UK bail-in power  

Trigger for Principal 

Loss Absorption 
Consolidated CET1 < 7% on fully-loaded basis 

Source: Prospectuses, Scope Ratings 

 

Key risk: coupon cancellation 

Coupon payments on the AT1 securities are fully discretionary and are subject to distribution restrictions. Nevertheless, as 

the AT1 securities rank senior to ordinary shares, it is currently management’s stated intention to take into account the 

relative ranking of the AT1 securities in the Group’s capital structure when exercising its discretion to declare ordinary share 

dividends or to cancel coupon payments. Following the cancellation of any coupon payment, Lloyds is not restricted in any 

way from making distributions on parity or junior securities, including ordinary shares. 

As well, coupons are mandatorily cancelled if there are insufficient distributable items (based on individual accounts and not 

consolidated) to pay coupons on these securities, parity securities and any junior securities. The amount of available 

distributable items as of year-end 2013 for the parent company, Lloyds Banking Group Plc, was approximately GBP 10bn. 

This figure is a function of retained earnings as well as merger and capital and redemption reserves. 

As of 30 June 2014, Lloyds had outstanding five issues of CRD 4 compliant AT1 securities, totalling GBP 5.3bn. For the half 

year ending 30 June 2014, Lloyds made GBP 91m in distributions related to these securities from after-tax profit of GBP 

699m. 

And lastly, Lloyds must be solvent immediately after making payments related to the AT1 securities. Lloyds is considered 

solvent if it is able to pay debts owed to senior creditors as they fall due and its unconsolidated assets are at least equal to 

its unconsolidated liabilities. 
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Combined buffer requirement 

Restrictions on discretionary distributions apply when CET1 capital falls below the level of the combined buffer, defined as 

the total of the capital conservation buffer, the countercyclical buffer and systemic risk buffers as applicable. These 

restrictions become effective from 1 January 2016 and are based on transitional CET1 requirements. 

At this time, we know that Lloyds will be subject to the 2.5% capital conservation buffer, to be phased-in from 2016. The 

countercyclical capital buffer rate for UK exposures is currently set at 0%. While not currently used by the UK regulator, 

sectoral capital requirements could be put in place alongside the countercyclical buffer in the future. In addition, while not 

classified as a global systemically important bank, we would expect Lloyds to be considered systemically important in its 

domestic market, the UK. Although not yet known, the Group has indicated that systemic buffers may range from 0% to 3%. 

In addition to the minimum capital requirements under CRD4-CRR (CET1 plus AT1 plus T2 equal to 8%), supervisors may 

require additional capital (Pillar 2A) for risks not covered by CRD4 requirements. The UK’s PRA has confirmed that Pillar 2A 

capital should sit below the combined buffer in the capital stack and cannot be counted towards meeting the combined buffer 

requirement (CBR). Therefore, the restrictions on distributions apply at a higher level of CET1 capital. Lloyds has not 

disclosed its Pillar 2A guidance but at least 56% of this should be met with CET1 capital by 1 January 2015. For information 

purposes, we note that the Pillar 2A guidance for Barclays and HSBC are 2.5% and 1.5%, respectively. 

Currently, Lloyds’ CET1 capital is well above the minimum required and there is no CBR. Beginning in 2016, the capital 

conservation buffer will start phasing-in but the required CET1 associated with distribution restrictions remains very 

manageable. In 2019, if we assume that a 3% systemic buffer is in place, management’s target for a CET1 ratio of 11% 

would imply a more modest 1% buffer above levels required to avoid distribution restrictions. 

 

Table 1: Combined buffer requirement 

 

 

 

 

  

2014 2015 2016 2017 2018 2019

Combined buffer:

- Capital conservation 0.625% 1.25% 1.875% 2.5%

- Systemic
1

- Countercyclical
2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Pillar 2A
3

Minimum CET1 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Required CET1 associated with distribution restrictions 5.1% 5.8% 6.4% 7.0%

Lloyds' CET1
11.1% as of 

Q2 2014
11.0% target

Gap
7.1% or GBP 

18.2bn
4 4.0%

1) Not known. The Group has indicated that this may range from 0% to 3%.

3) Subject to at least annual review by the PRA. Must be met by 1 January 2015.

4) Based on RWAs of GBP 256.8bn as of Q2 2014.

Source: CRD4-CRR, PRA, Company data, Scope Ratings

2) Subject to quarterly review by the FPC. As of June 2014, buffer rate for UK exposures was 0%. May range from 0% to 2.5%.
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Key risk: principal loss absorption 

There is full conversion into shares when the trigger level is breached.  The trigger level is breached when Lloyds’ 

consolidated CET1 ratio is less than 7% on a fully-loaded basis. We note that AT1 capital instruments issued by non-UK 

banks generally have a CET1 trigger based on a transitional basis. The UK regulator has decided to exercise its discretion to 

accelerate the introduction of certain enhanced capital requirements under CRD4. Therefore, for the purposes of this 

security, Lloyds will calculate its CET1 capital ratio on a fully-loaded basis, without regard to any transitional provisions. This 

is a more stringent basis and will lead to a CET1 ratio lower than it would be were Lloyds to calculate the CET1 capital ratio 

applying transitional provisions. 

In addition, investors in the security agree and consent to the exercise of any UK bail-in power by the relevant UK relevant 

resolution authority that may result in the cancellation of all, or a portion, of the principal amount of and/or conversion of all 

or a portion of the principal amount of the securities into shares or other securities. While there is no explicit reference to the 

point of non-viability, the securities are clearly subject to write-down and/or conversion risks. 

Distance to trigger 

Lloyds is targeting a “steady-state” fully-loaded CET1 ratio of around 11%. As of Q2 2014, Lloyds’ fully-loaded CET1 ratio 

was 11.1%, compared to the 7% trigger level in the securities. Therefore, the distance to trigger at the end of Q2 2014 was 

4.1% or GBP 10.5bn. This is based on fully-loaded CET1 capital of GBP 39.5bn and RWAs of GBP 256.8bn. 

Assuming that Lloyds meets its capital targets, we note that the distance to trigger in 2019 will be similar to what it is 

currently, which is comfortably above the trigger level.  

 

Table 2: Distance to trigger 

 

 

 

 

 

 

 

 

 

 

 

 

 

2014 2015 2016 2017 2018 2019

Trigger level 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

Lloyds' CET1
11.1% as of 

Q2 2014
11.0% target

Gap
4.1% or GBP 

10.5bn
4.0%

Source: Company data, Scope Ratings
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Methodologies 

For the rating and analysis within this report, Scope has used the following methodologies which are published on 

www.scoperatings.com: 

“Bank Capital Instruments Rating Methodology” (September 2014) 

“Bank Rating Methodology” (February 2014) 
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