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Time of much uncertainty in relation to the definition of capital

Issuers’ and Arrangers’ current perspective on hybrid capital issuance

– What will be the new minimum capital requirements, going forward ? 

– What forms of capital can be utilised to satisfy the new minimum capital requirements ? 

– How significant will the role of Tier 2 be and will additional loss absorption requirements be imposed ? 

– How does the EC (CEBS) process interact with Basel in relation to the definition of Tier 1 ?

– Where will Solvency II end up ?

– What role will contingent capital play ? 

– What grandfathering will be permitted ?
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Basel and CRD process overview – the source of confusion

8th December 2009
Final CEBS guidelines on Hybrid Tier 1 published to accompany revised CRD

17th December 2009
CEBS consultation paper on definition of Core Tier 1 (CP 33)

31st March 2010
Comments due on CEBS consultation paper on Core Tier 1 (CP 33)

31st October 2010
Revised CRD (as adopted by the European Parliament) must be transposed into

National Law

31st December 2010
Revised CRD comes into force in National Law

Q1 2010
Expect clarification on CEBS guidelines in response to Basel consultation paper

CRD/CEBS

Expect further revision of CRD post Basel agreement

Basel process is expected to lead to further changes of the CRD in the future, once proposals are agreed and 
endorsed by the G20

6th May 2009
European Parliament adopts the revised Capital Requirements Directive (“CRD”)
Sets new framework for Hybrid and Core Tier 1 as well as transitional provisions

Further technical guidance due from CEBS on both core and hybrid Tier 1

22nd June 2009 – 23rd September 2009
CEBS consultation on Hybrid Tier 1 including public hearing

Basel

17th December 2009
Release consultation paper addressing capital requirements and liquidity buffers

16th April 2010
Comments due on consultation paper 

By year end 2010

Fully defined and calibrated set of proposals with respect to December 2009 
consultation (including grandfathering) to be issued

Previously released July 2009 proposals for Trading Book to be implemented by 
this time

By year end 2012
Implementation of firm proposals expected by this time

July 2010
Basel meeting where impact assessment and comments from industry will be 
evaluated in drawing up firm proposals

H1 2010
Comprehensive Quantitative Impact Study executed 

7th September 2009
Basel committee announces it will propose measures to (i) strengthen the 
quality of capital; (ii) introduce a leverage ratio; (iii) impose minimum liquidity 
requirements and (iv) implement a framework for countercyclical capital buffers   
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Solvency II—the source of confusion

Indicative timeline

2011 2012

July-September 2010

Finalising the drafting 
of the Level 2 
implementing 
measures

January-May 2011

Formal discussion of Level 2 
implementing measures in EIOPC 
and official opinion from EIOPC

December 2011

Final Level 3 supervisory 
guidance including 
impact analysis

October-November 2010

Formal adoption of 
the Proposal for Level 2 
implementing measures 
by Commission 
with accompanying 
impact assessment

June–October 2011

Discussion of Level 2 
implementing measures. 
Adoption of the Level 2 
implementing measures 
by Commission

31 October 2012

Solvency II enters 
into force

October 2009

CEIOPS delivers final 
advice on most Level 2 
implementing measures

March 2010

CEIOPS provides a 
comprehensive calibration 
paper to the Commission 
along with a draft QIS5 
technical specification

January 2010

CEIOPS delivers its final 
advice on the remainder of 
Level 2 implementing 
measures

June 2010

Commission to publish 
QIS5 technical 
specification

2010
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Composition of Tier 1 – hybrid tier 1 expected to survive

Innovative Tier 1
(Step-up or PSS instruments)

Core Tier 1
(Retained earnings, reserves, 

ordinary shares)

Non-Innovative Tier 1
(Perpetual non-cum preference 

shares)

Up to 15% of total Tier 1 
capital

Up to 35% of total Tier 1 
capital if there are no 
Innovative Tier 1 
instruments

At least 50% of total 
Tier 1 capital

 Introduces new layer of hybrid Tier 1, which results in 3 forms 
of hybrid Tier 1

 New 35-50% bucket aimed at guaranteeing a degree of 
hybrids that “convert” into equity

EC CRD/CEBS

Convertible
(Includes MCN)

Up to 50% of total Tier 1 
capital if only constituent 
of hybrid Tier 1

Capital Buffer
(Criteria for inclusion )

Core Tier 1
(Retained earnings, reserves, 

ordinary shares)

“Additional Going Concern”
Tier 1

(Instruments meeting Basel’s 
proposed criteria)

Limited to [x]% (TBD)

“Common Equity” Tier 
1 capital must exceed 
an explicit minimum

“Predominant form 
of Tier 1 must be 
Common Equity”

Size determines 
distributions available

 Explicit minimum requirements for total, Tier 1 and core Tier 1 
capital

 Requirements will be determined following impact 
assessments in H1 2010

 Banks will also need a capital buffer above minimum capital 
requirements

Basel proposals
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Definition of Tier 1 – summary of direction

Loss absorption of principal

 There seems to be consensus amongst all the proposals that non-common equity elements included in Tier 1 
must absorb losses on a going concern basis, beyond mere deferral of coupons

 The key proposals are that upon breach of a pre-defined trigger, either of two things happens:

 conversion to equity (whether fixed or variable number of shares, TBD), or 

 write-down of principal feature (whether write-up is permissible, TBD)

Loss absorption of coupons

 Banks will need to have greater flexibility to restrict coupons, so dividend pushers are coming under scrutiny; 
dividend stoppers may survive as they are considered less restrictive

 Coupons may also need to be “more” non cumulative

 Basel have remained silent on whether capital neutral deferral remedies i.e. whether ACSM will survive 

 CEBS have allowed for ACSM to survive but any deferral will have to be immediately remedied so as not 
to build up a backlog of equity issuance which may hinder recapitalisation in distressed times

1

2

3 Permanence – abolishing incentives to redeem

 Basel proposes no incentives to redeem (eg. step-ups or principal stock settlement); additionally, the bank 
must not create an expectation: (a) that the call will be exercised, or (b) that supervisory approval will be 
given for redemption

 Note that CEBS propose to continue to include incentives to redeem up to 15% of total Tier 1

 CEIOPS proposals also exclude incentives to redeem
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Grandfathering – Issuers’ current options

1 Basel III  

 Grandfathering in relation to instruments issued prior to 17th December 2009 is likely

 In relation to instruments issued after the publication of the proposals, intentions remain unclear 
and there is a material risk of no grandfathering

CRD / CEBS 

 Legislated grandfathering as part of the CRD

 Any instruments in existence prior to 31 Dec 2010 will be grandfathered for up to 30 years

 Limited to 20% of Tier 1 between years 10 and 20

 Limited to 10% of Tier 1 between years 20 and 30

 This had provided certainty to investors and issuers and was to be transitioned into national law 

 Uncertainty as to how CRD will change to reflect Basel proposals

2

3 CEIOPS

 No proposals as yet but guidance is imminent

Issuance Options Today

 Issue a “New Style” instrument by implementing the most “prudent” of the regulatory proposals

 Issue an “Old Style” Instrument relying on existing national law, with the risk of no grandfathering
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This presentation has been prepared by UBS AG and/or its affiliates (together, “UBS”) for the exclusive use of the party to whom UBS delivers this presentation (the “Company”) using information provided by the Company 
and other publicly available information. UBS has not independently verified the information contained herein, nor does UBS make any representation or warranty, either express or implied, as to the accuracy, completeness 
or reliability of the information contained in this presentation. This presentation should not be regarded by the Company as a substitute for the exercise of its own judgment and the Company is expected to rely on its own 
due diligence if it wishes to proceed further. 

The valuations, forecasts, estimates, opinions and projections contained herein involve elements of subjective judgment and analysis. Any opinions expressed in this material are subject to change without notice and may 
differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. This presentation may contain forward-looking statements. UBS undertakes no 
obligation to update these forward-looking statements for events or circumstances that occur subsequent to such dates or to update or keep current any of the information contained herein. Any estimates or projections as 
to events that may occur in the future (including projections of revenue, expense, net income and stock performance) are based upon the best judgment of UBS from the information provided by the Company and other 
publicly available information as of the date of this presentation. Any statements, estimates or projections as to UBS’ fees or other pricing are accurate only as at the date of this presentation. There is no guarantee that any 
of these estimates or projections will be achieved. Actual results will vary from the projections and such variations may be material. 

Nothing contained herein is, or shall be relied upon as, a promise or representation as to the past or future. UBS, its affiliates, directors, employees and/or agents expressly disclaim any and all liability relating or resulting 
from the use of all or any part of this presentation or any of the information contained therein except where stated otherwise in any signed engagement letter or other contract between UBS and the Company. 

This presentation has been prepared solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. The Company should not construe 
the contents of this presentation as legal, tax, accounting or investment advice or a recommendation. The Company should consult its own counsel, tax and financial advisors as to legal and related matters concerning any 
transaction described herein. This presentation does not purport to be all-inclusive or to contain all of the information that the Company may require. No investment, divestment or other financial decisions or actions should 
be based solely on the information in this presentation.

This presentation has been prepared on a confidential basis solely for the use and benefit of the Company; provided that the Company and any of its employees, representatives, or other agents may disclose to any and all 
persons, without limitation of any kind, the tax treatment and tax structure of the transaction and all materials of any kind (including opinions or other tax analyses) that are provided to the Company relating to such tax 
treatment and tax structure. Distribution of this presentation to any person other than the Company and those persons retained to advise the Company, who agree to maintain the confidentiality of this material and be 
bound by the limitations outlined herein, is unauthorized. This material must not be copied, reproduced, distributed or passed to others at any time, in whole or in part, without the prior written consent of UBS.

© UBS 2010 All rights reserved. UBS specifically prohibits the redistribution of this material and accepts no liability whatsoever for the actions of third parties in this respect.
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Contact information

UBS Investment Bank
100 Liverpool Street
London, EC2M 2RH
Tel. +44-20-7567 8000

www.ubs.com

Prasad Gollakota
Co-head of Capital & Liability Management
Tel: +44-20-7567-2967
Prasad.Gollakota@ubs.com

Jason Mann
FIG Syndicate
Tel: +44-20-7567-2477
Jason.Mann@ubs.com


