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Source: Bloomberg as at 16 September 2010

Asian Bank Capital Securities Outstanding By Tier
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Source: Bloomberg as at 16 September 2010

Asian Bank Capital Securities Outstanding By Currency

9

21

35

9

5

4

105

9

140

9

2

31

- 20 40 60 80 100 120 140 160 180

Hong Kong

Malaysia

Singapore

South Korea

India

China

Japan

Capital Securities (US$ bn)

Onshore Offshore

171

105

26

17

11

9

39



4

Source: Bloomberg as at 16 September 2010

Asian Bank Capital Bonds Maturing or Callable in the Next 2 Years
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Regulatory Capital Required for $100 of Risk Weighted Assets
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Bank Capital Bonds in a Basel 3.0 World

• Subordinated to general creditors

• Original maturity ≥

 

5 years

• Callable only after 5 years

• No coupon step-up or other 
incentive to call

• Junior subordinated

• Perpetual

• Callable only after 5 years

• No coupon step-up or other 
incentive to call

• Full issuer discretion to cancel 
coupons / dividends

• Write-down or conversion to equity 
at a pre-specified trigger point

Tier 2 Tier 1
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The Basel Committee’s August 19th ‘Bombshell’ – Basel 3.1?

“All non-common Tier 1 instruments and Tier 2 instruments 

at internationally active banks must have a clause in their 

terms and conditions that requires them to be written-off 

on the occurrence of the trigger event.”
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Contingent Capital Transaction Terms

Lloyds Banking Group Yorkshire Building Society Rabobank

Date of Issue 17 November 2009 2 December 2009 12 March 2010

Host Instrument LT2 (non-US) and UT2/LT2 (US) Lower Tier 2 Senior

Issue Amount GBP8.1bn equivalent GBP100mn EUR1.25bn

Rating Ba2 / BB / BB NR / NR / BB+ NR / NR / NR

Coupon 6.44% - 15% 13.5% 6.875%

Maturity/First Call Date Mostly 2019 - 2024 2024 2020

Conversion Trigger Group’s Core Tier 1 Ratio drops 
below 5%

Society’s Core Tier 1 Ratio drops 
below 5%

Rabobank’s Equity Capital Ratio 
drops below 7%

Converts To Common Shares Profit-Participating Deferred 
Shares Cash at 25% of par

Current secondary level 8.1 - 9.8% 11.3% 7.1%

Estimated Current Z-

 

Spread over LT2 Bullet 225 – 415 bps 215 bps 345 bps

Source: RBS, Bloomberg, Euroweek
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Potential Pricing for Tier 2 under Basel III for A Single ‘A’ Rated Bank

Risk Parameters ‘Basel II’

 

Lower Tier 2
‘Basel III’

 

Tier 2

Write-down to zero Conversion to fixed 
number of shares

Conversion to variable 
number of shares

Probability of default/ 
trigger event 2.6% 5.2% 5.2% 5.2%

Loss given default/ 
trigger event 74% 100% 80% 20%

Expected loss 2% 5% 4% 1%

Source: RBS Capital Solutions Estimates
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Disclaimer

This material is issued by The Royal Bank of Scotland plc (“RBS”) and is intended to provide the recipient (the “Recipient”) with a summary of potential transaction structures and terms and 
conditions that may or may not lead to transactions being entered into between RBS and the Recipient.  Unless and until both RBS and the Recipient agree to, and sign formal written contracts, it is 
not intended that either RBS or the Recipient are, or will be, bound by any of these proposed terms and conditions.

This material is confidential and is intended for use only by the Recipient and its professional advisers and remains the property of RBS.  It should not be reproduced or disclosed to any other 
person without the consent of RBS and must be returned on request to RBS and any copies thereof destroyed.  Nothing in this document should be construed as legal, tax, accounting or 
investment advice or as a recommendation or an offer by RBS to purchase securities from or sell securities to the Recipient, or to underwrite securities of the Recipient, or to extend any credit or 
like facilities to the Recipient, or to conduct any such activity on behalf of the Recipient.  RBS makes no representations or warranties with respect to the material, and disclaims all liability for any 
use the Recipient or its advisers make of the contents of the material.  However this shall not restrict, exclude, or limit any duty or liability to any person under any applicable laws or regulations of 
any jurisdiction which may not lawfully be disclaimed.

Any views or opinions expressed in the material (including statements or forecasts) constitute the judgement of RBS as of the date indicated and are subject to change without notice.  RBS does 
not undertake to update this document.  The Recipient should not rely on any representations or undertakings inconsistent with the above paragraphs. 

RBS and its affiliates, connected companies, employees or clients may have an interest in financial instruments of the type described in the material or in related financial instruments.  Such interest 
may include dealing, trading, holding, acting as market-makers in such instruments and may include providing general banking, investment banking, credit and other financial services to any 
company or issuer of securities or financial instruments referred to herein. 

RBS is authorised and regulated in the UK by the Financial Services Authority. 
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