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Understanding the Risk Profile of Capital Securities 
Capital Buffers, Non-Viability and Bail-in: The Architecture 
Theoretical sequence of events… 

RESOLUTION / 
BAIL-IN 

Impact on Non Core Capital 

Restrictions / cancellation of discretionary 
payments e.g. dividends or management bonuses 

Management Action Plan required to restore buffers 
Suspension of AT1 coupons 

Principal loss absorption of ‘high trigger’ 
capital instruments (eg. 7.00% trigger) via 

conversion, write-down or write-off 

Loss absorption of remaining capital instruments 

Conversion or write-off of all non-core 
capital  instruments  

(latest draft of RRD suggest possibility of 
partial loss absorption) 

Activation of Resolution tools 
Implementation of bail-in to subordinated and senior 

debt 

Principal loss absorption: low trigger (eg. 5.125%) 

CAPITAL BUFFER 
BREACH 

BREACH OF 
TRIGGERS IN 

GOING CONCERN 
CAPITAL 

POINT OF NON-
VIABILITY 

“High Trigger” AT1 or T2 instruments write down/
convert into CET1 to support capital position 
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Packaging Capital Risk 
Spectrum of bank capital instruments to date… 

TRIGGER 
<=5.125% CET1 

 MODERATE LOSS 
SEVERITY 

TRIGGER 
<=5.125% CET1 

HIGH LOSS 
SEVERITY 

TRIGGER 
> 5.125% CET1 

MODERATE LOSS 
SEVERITY 

TRIGGER 
> 5.125% CET1 

HIGH LOSS 
SEVERITY 
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Loss Absorption 

NO 
CONTRACTUAL 

LOSS 
ABSORPTION 

CONTRACTUAL 
NON-VIABILITY 

INCREASING 
PERCEIVED  
INSTRUMENT 
RISK PROFILE 

INCREASING PERCEIVED INSTRUMENT RISK PROFILE 

EU Bank Tier 2: 
Under Resolution & 
Recovery Directive 

US Bank  
Non-cum Preferreds 

… 
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Issuance Trends in Capital Securities 
Volume of European Bank Capital Issues (2012 – 2013ytd) 

•  There has been strong primary market demand for hybrids instruments from European institutional investors as well as Asian 
Private Banks.  

•  Across sectors we have seen a general trend of the larger / more well know issuers opening the market followed by less well 
know / high risk credits as the products develop 

•  Corporate hybrids have become more familiar to investors as the structures and rating methodologies have become more consistent 
•  Bank Hybrids have been buoyed by emerging clarity around regulations for Basel III / CRD III and are close to being finalised, enabling issuers to 

access the market to build up their total capital to meet the more stringent requirements for national and European regulations 
•  Insurance has been favoured over banks within the financial space due to relative stability around insurance regulations and less industry noise 
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RegS	  (51%)	  

144a	  (25%)	  

SEC	  
registered	  
(24%)	  

USD	  (57%)	  

EUR	  (37%)	  

GBP	  (3%)	  

Other	  (3%)	  

UK	  (25%)	  

Netherlands	  
(12%)	  
Russia	  (11%)	  

Switzerland	  (9%)	  

France	  (8%)	  

Italy	  (8%)	  

Issuance Trends in Capital Securities (cont’d) 
Recent European Bank Capital Transactions 

Issue Currency  Issuer Country Issue Format 

•  The predominant currency of issue has been US Dollar although a number of recent Tier 2 instruments from Danske, Credit Agricole 
have been in EUR. European institutional investors are becoming more familiar with the product and recent European transactions 
have been driven by institutional demand 

•  UK issuers have issued the most capital instruments while there has been significant issuance from countries like Netherlands, 
Switzerland and Russia 

•  RegS format has been the most popular for capital instruments with a number of issuers able to access the Asian Private Bank 
investor base 
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•  Strong demand for US$ denominated issuance from Asian, European and US accounts for both insurance and bank capital instruments 
•  Level of demand in each geography linked to instrument structure and yield 

*Denotes HSBC Senior Co-Manager 

New style Issuer Date Format Yield $ mn 

Credit Agricole Sept-13 20nc5 8.125% 1,000 

Societe Generale Aug-13 PerpNC5 8.250% 1,250 

Credit Suisse Aug-13 10 yr bullet 6.500% 2,500 

CNP Ass Jul-13 PerpNC6 6.875% 500 

UBS May 13 10NC5 4.75% 1,500 

BBVA May 13 PerpNC5 9.00% 1,500 

UniCredit Apr 13 10NC5 6.375% 750 

La Mondiale Apr 13 PerpNC6 7.625% 600 

AG Insurance Mar 13 PerpNC6 6.75% 550 

Swiss Re Mar 13 11NC6 6.50% 750 

AXA Jan 13 PerpNC6 5.50% 850 

KBC Jan 13 10NC5 8.00% 1,000 

Prudential Jan 13 PerpNC5.25 5.25% 700 

Allianz Nov 12 PerpNC6 5.50% 1,000 

Barclays Nov 12 10NC5 7.625% 3,000 

Abu Dhabi Nov 12 PerpNC6 6.375% 1,000 

Friends Life Nov  12 PerpNC6 7.875% 575 

Gazprombank Oct 12 PerpNC5.5 7.875% 1,000 

CNP Ass. Oct 12 PerpNC6 7.500% 500 

Sberbank Oct 12 10 yr bullet 5.125% 2,000 

Home Credit Bk Oct 12 10 yr bullet 9.375% 500 

Erste Bank Sep 12 10NC5.5 6.375% 500 

Danske Bank Sep 12 25NC5 7.125% 1,000 

ABN AMRO Sep 12 10NC5 6.250% 1,500 

Banco do Brasil Jun 12 10 yr bullet 5.875% 750 

Aviva  Apr 12 PerpNC5.5 8.250% 650 

Swiss Re Mar 12 PerpNC6.5 8.250% 750 

Banco do Brasil Feb 12  PerpNC11 9.250% 750 

Banco do Brasil Jan 12 PerpNC11 9.250% 1,000 

Zurich Cloverie Jan 12 PerpNC6 8.250% 500 

Credit Suisse* Feb 11 30NC5 7.875% 2,000 

USD capital transaction distribution profiles 

HSBC-Led Deal 

Bank distribution by geography Bank distribution by investor type 

Insurance distribution by geography Insurance distribution by investor type 

13%	  

56%	  

31%	   Swiss	  

Asia	  

Other	  
70%	  

30%	   Private	  
Banks	  

Other	  

13%	  

36%	  
51%	  

Swiss	  

Asia	  

Other	  

Average Distribution Profiles 

46%	  
54%	  

Private	  
Banks	  	  

Other	  

CoCo distribution by geography CoCo distribution by investor type 

34%	  

66%	  

Private	  
Bank	  

Other	  
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Issuance Trends in Capital Securities (cont’d) 
US$ flows 
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Oct-12 Nov-12 Dec-12 Jan-13 Feb-13 Mar-13 Apr-13 May-13 Jun-13 Jul-13 Aug-13 Sep-13 Oct-13 

BPCEGP 9 03/29/49 ISPIM 9 1/2 10/29/49 SOCGEN 9 3/8 09/29/49 
ACAFP 7 7/8 10/29/49 UCGIM 9 3/8 07/29/49 BBVASM 9 05/29/49 
SOCGEN 8 1/4 11/29/49 EURO STOXX Banks Index ITRX XOVER CDSI S18 5Y 
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Banks’ Hybrids Performance 
Strong Risk Appetite Supporting FIG Subordinated Issuance 

Tier 1 EUR FIG 

YTC Price 
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Disclaimer 
 

By accepting this document, the recipient agrees to be bound by the following obligations and limitations.  
This document has been prepared by HSBC bank plc, including, where relevant, its group undertakings and affiliates) (“HSBC”). 

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

to the information contained herein.  

The information in this document is derived from sources that have not been independently verified by HSBC. Except in the case of fraudulent misrepresentation, no responsibility or liability is accepted by HSBC 
or by any of its officers, employees, affiliates or agents in relation to the accuracy, completeness or sufficiency of any information contained herein or any other written or oral information made available by HSBC 
in connection therewith or any data which any such information generates, or for any loss whatsoever arising from or in connection with the use of, or reliance on, this document and any such liability is expressly 

disclaimed.  HSBC gives no undertaking and is under no obligation to provide the recipient with access to any additional information or to update this document or to correct any inaccuracies in it which may 
become apparent, and it reserves the right, without giving reasons, at any time and in any respect to amend or terminate the proposal(s) described herein.  HSBC is not responsible for providing the recipient with 

legal, tax or other specialist advice and the recipient should make its own arrangements accordingly.  The recipient is solely responsible for making its own independent appraisal of and investigation into the 
products, investments and transactions referred to in this document and should not rely on the information in this document as constituting investment advice. 

In particular, but without limitations, no representation or warranty, express or implied is given as to the achievement or reasonableness of and no reliance should be placed on, any projections, estimates, 
forecasts, targets, prospects, returns or other forward-looking statements contained herein. Any such projections, estimates, forecasts, targets, prospects, returns or other forward-looking statements are not a 
reliable indicator of future performance. Nothing in this document should be relied upon as a promise or representation as to the futureThe issue of this document shall not be regarded as creating any form of 

advisory or other relationship, and HSBC may only be regarded as acting on behalf of the recipient as financial adviser or otherwise following the execution of an engagement letter on mutually satisfactory terms.   
 

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

 
This document is directed only at, and made only to Professional Clients or Eligible Counterparties within the meaning of the Markets in Financial Instruments Directive 2004/39/EC (“MiFID”) (together, the 

“Relevant Clients“) and is not intended for distribution to, or use by Retail Clients. Any person who is not a Relevant Client should not act or rely on this document or any of its contents. This document also is not 
intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution would be contrary to law or regulation. 

 
The foregoing does not exclude or restrict any obligation that HSBC may have under the rules of the FSA, or any liability that it may incur under the FSA Rules or the Financial Services and Markets Act 2000 (or 

any amendment thereof) for breach of any such obligation. 
 

HSBC Bank plc 
Authorised and regulated by the Financial Services Authority 

Registered in England No. 14259 
Registered Office: 8 Canada Square, London, E14 5HQ, United Kingdom 

Member HSBC Group 


