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The contents of this document and related product/offering documents or information provided by the issuer(s)
have not been reviewed by the Hong Kong Securities & Futures Commission (“SFC”), the Monetary Authority of
Singapore (“MAS”) or any regulatory authority in Hong Kong or Singapore, and you are advised to exercise caution
in relation to this document and related product/offering documents or information. If you are in doubt about any
of the contents of this document and related product/offering documents or information, you should obtain
independent professional advice.

This document may involve complex bonds, which may involve derivatives and/or special features (such as loss
absorption, perpetual, subordinated, discretionary coupons, exchangeable, contingent write-down, convertible,
extendable maturity dates, with multiple credit support providers, etc.), and/or have generally subordinated
status, and investors should exercise caution in relation to such products. In particular, please take note that
bonds with loss absorption features are high risk and complex products, as the circumstances in which each such
product may be required to bear losses are difficult to predict and ex ante assessments of the quantum of loss
will also be highly uncertain. Such products are generally not suitable for retail investors. Do not invest in them
unless you fully understand and are willing to assume the risks associated with them. Prior to entering into a
transaction or investing in any product, investors should fully understand the terms, conditions and features of
such product as well as the risks and merits of investing in such product, and consult their own legal, regulatory,
tax, financial and account advisors before making the investment. Where past performance information is
provided, such past performance is not indicative of future performance. If you are in any doubt about the risks
involved in any product, you should seek appropriate professional advice.

Where any products described herein may be authorized by the SFC, such authorization does not imply official
recommendation or that SFC authorization is not a recommendation or endorsement of any product nor does it
guarantee the commercial merits of any product or its performance. Notwithstanding other provisions in this
document, products described herein may not be authorized by the SFC and may be offered in Hong Kong only to
"professional investors" within the meaning of the Securities and Futures Ordinance (Cap. 571 of the Laws of
Hong Kong) and any rules made thereunder. Products described herein may not be authorized by the MAS and
may be offered in Singapore only to "accredited investors" within the meaning of the Securities and Futures Act,
Chapter 289 of Singapore.

Each product described herein is not equivalent and should not be treated as a substitute for a term deposit. It is
not a protected deposit and is not protected or insured under the Deposit Protection Scheme in Hong Kong and
the Deposit Insurance Scheme in Singapore.

THIS DOCUMENT CANNOT DISCLOSE ALL POSSIBLE RISKS OF THE PRODUCTS.

Terms may be defined differently under specific issues. Investors should read and understand the relevant
brochures, as well as the termsheet, prospectus/issuance programme (available upon request) and all other
offering documents (together, the "Documents"), in particular the risk factors, for further details.

HEALTH WARNING

This product is not intended to be offered, sold or otherwise made available to and, should not be offered, sold or
otherwise made available to any retail investor in the European Economic Area (“EEA”). For these purposes, a
retail investor means a person who is one (or more) of: (i) a retail client as defined in point (11) of Article 4(1) of
Directive 2014/65/EU ("MiFID II"); (ii) a customer within the meaning of Directive 2002/92/EC (IMD), where that
customer would not qualify as a professional client as defined in point (10) of Article 4(1) of MiFID II; or (iii) not a
qualified investor as defined in Directive 2003/71/EC (as amended including by Directive 2010/73/EU) and any
relevant implementing measure in a relevant Member State of the EEA. Consequently no key information
document required by Regulation (EU) No 1286/2014 (the "PRIIPs Regulation") for offering or selling this product,
or otherwise making this product available to retail investors in the EEA has been prepared and therefore offering
or selling this product or otherwise making this product available to any retail investor in the EEA may be
unlawful under the PRIIPs Regulation.

SELLING RESTRICTIONS

JU 747/845/846/847





INVESTMENT CONSIDERATIONS
The respective types of bonds are intended for investors who possess the following investment 
characteristics and understand the features and risks of the respective bonds :

Financial 
Subordinated Bonds 
(Tier 2, Tier 1, Legacy 

Tier 1, AT1, etc.) 

Bank Non-Preferred 
Senior Bonds 

(Tier 3) & Bank
Holding Company 

Bonds

Contingent Convertible (Coco) 
Bonds

Investment 
Horizon Medium to long Long

Points to note 
and 
understand

• Have the knowledge in bonds and
derivatives

• Understand bond features and risks,
especially loss absorption features at the
Point of Non-Viability and discretionary
coupons in the case of Tier 1, Legacy Tier 1
and AT1

• Have the knowledge in bonds
and derivatives

• Understand the bond features
and risks especially the loss
absorption features, trigger
event(s) where debt is
converted to equities, the
discretionary coupons, as well
as the non-cumulative and
deeply subordinated nature of
these bonds

Risk Score 5 - 7 5 - 7 7

Early 
termination/
exit

For each bond, please refer to the relevant termsheet / product documentation on 
early termination features (if any) and/or penalty for early exit (if any).

Investment alternatives to these products:

Senior bonds of the same issuer or similar credits
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Abbreviations

AT1 Additional Tier 1

BRRD Bank Recovery and Resolution Directive 

Bank Holdco Bank holding company

CBR Combined Buffer Requirement 

CET1 Core Equity Tier 1

CMS Constant maturity swap 

Coco Contingent convertible 

CRD Capital Requirements Directive

CT1 Core Tier 1 

EU European Union 

FSB Financial Stability Board

G-SIB Global systematically important banks

MAD Maximum Amount  Distributable

MREL Minimum Ratio of Eligible Liabilities 

NPS Non Preferred Senior 

PONV Point of non-viability 

RT1 Restricted Tier 1 

RWA Total risk-weighted assets 

SCR Solvency Capital Requirement

TLAC Total loss absorbing capacity

YTM Yield-to-maturity

Overview of loss absorption bonds
BNP Paribas Wealth Management in Asia includes the instruments below as loss absorption bonds:

• CoCo bonds (with explicit trigger)

• Bank non-CoCo AT1 bonds

• Bank Legacy T1 bonds

• Bank T2 bonds

• Bank Senior Non-preferred bonds (Tier 3 or Junior Senior) and Bank Holdco bonds of selective
countries
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The 2008 financial crisis highlighted the systemic risk inherent to the banking system and the
sector’s large recapitalisation needs.

In this context, the Basel Committee and the various governments decided that any losses should be
borne by the shareholders and certain creditors of banks (as opposed to taxpayers). To this end, Basel
III rules have considerably tightened banking regulations. Today, banks are more regulated and better
capitalised.

In order to diversify the sources of bank capital (capital increases, retention of profits), new securities
in the form of bank and insurance subordinated debt were introduced in 2014. These securities are
eligible for regulatory capital and are capable of absorbing potential losses, based on the rules
defined at issuance.

For these new securities, the exercise of the call option, redemption and coupon payments are defined
by the relevant regulator.

Indeed, all these securities may serve to absorb losses, if necessary (bail-in)1. The point of non-
viability (PONV), defined in the EU Bank Recovery and Resolution Directive (BRRD)2 for credit
institutions and investment firms as “the point at which the relevant authority determines that the
institution meets the conditions for resolution or the point at which the authority decides that the
institution would cease to be viable if those capital instruments were not written down or converted”,
may trigger the “bail-in” procedure on i) the Additional Tier 1 (AT1)3, Tier 1, Legacy Tier 1 and ii) the
Tier 2 if necessary, depending on the extent of losses. The PONV is calculated by a committee of
experts.

The competent authorities may decide to trigger the resolution procedure, resulting (if implemented)
in absorption of losses. As per the definition provided in the BRRD, absorption of losses corresponds to
the fact that “Additional Tier 1 and Tier 2 capital instruments fully absorb losses at the point of non-
viability of the issuing institution.”

The resolution procedure involves in a public (“resolution”) authority exercising preventive
intervention prior to the failure of a bank or a financial institution, in such a way as to restructure it
or to implement a smooth liquidation process in order to minimise the impact on the bank’s or the
financial institution’s clients, and on the rest of the economy.

The purpose of a banking resolution is to prevent the outright failure of a bank (often referred to in
practice as a “suspension of payments”). Indeed, for a bank or a financial institution, a failure nearly
always leads to the latter being placed under court receivership with all the ensuing implications
(freeze of customer accounts and the ripple effects on the clients’ creditors and debtors, interruption
of banking and financial services, extended freeze and loss in value of capital contributed by creditors
and shareholders, loss in value of the financial institution’s assets, etc.).

The BRRD adopted on 15 May 2014 (2014/59/EU) stipulates (in Article 32) the conditions in which a
systemic bank, or a bank whose failure would have significant repercussions on the economy, may be
subject to a resolution mechanism. Such mechanism is based on plans that are pre-defined by
financial institutions and approved by the authorities. It lays down the rules for the use of various
tools, including the creation of a bridge bank to extract and resell healthy assets, the separation of
assets, the run-off management of non-essential assets and a bail-in tool.

Development of Financial Subordinated Bonds 

1 A bail-in is the rescue of a financial institution that is on the brink of failure whereby creditors and
depositors take a loss on their holdings.

2 The BRRD establishes a common approach within the EU to the recovery and resolution of banks and
investment firms.

3 AT1 is newly issued Bank Tier 1 that is compliant to Basel III, depending on different jurisdiction’s criteria.
Please refer to next page for more details.
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Financial Subordinated Bonds 
currently being issued on the market
• Tier 2 bank debt

These bonds have the following characteristics: i) subordinated to senior debt, ii) dated, iii)
callable after 5 years from issuance date, iv) a tenor of at least 5 years, and v) the issuer cannot
defer the coupon payment. In the event where the issuer faces temporary difficulties, the
regulator may prevent the call option from being exercised, or postpone the redemption until
maturity. But in the event of reaching PONV, i.e. the stage before default, more stringent measures
may be required: absorption of losses by the bond’s face value, the coupon calculated on the basis
of a reduced face value, etc. The bearers of Tier 2 debt may also face a write-off of their creditor
position in the event of the issuing financial institution remaining non-viable following the
absorption of losses by shares, equity capital, AT1 subordinated debt and various other measures
taken on Tier 2 debt.

• Tier 2 insurance debt

The principle is the same as “Tier 2 bank debt”. “Tier 2 insurance debt” is subject to the EU
Solvency II directive which sets the minimum capital ratios. These instruments may not have a
maturity date (i.e. perpetual) and may be dated with a tenor of at least 10 years. The first call
must take place after 5 years from issuance date. The deferred coupon payment is obligatory if
the minimum Solvency Capital Requirement (SCR) thresholds are crossed. The SCR is equal to the
minimum capital amount required to cover risks for 1 year. The unpaid coupons may not be lost
definitely (cumulative coupons). The main difference compared with Tier 2 bank debt is that there
is generally no explicit loss absorption clause for these bonds.

• Non-Coco Additional Tier 1 debt (with no explicit/mechanical trigger of loss absorption)

Countries like US, Japan, South Korea, Taiwan, India, etc. do not stipulate an explicit/mechanical
trigger for loss absorption on AT1 securities under Basel III. Most of these countries' banks AT1s
have only the non-viability trigger, the point at which regulators decide a bank is no longer able
to function. These AT1 bonds are also i) subordinated to senior debt and to Tier 2 bonds and are
ranked just behind shares if a loss absorption mechanism is triggered (at the PONV) and, ii) have
an unlimited duration with the possibility of a call option after 5 years from issuance date.

• Coco Additional Tier 1 debt (with explicit/mechanical trigger of loss absorption)

Coco AT1 bonds are i) subordinated to senior debt and to Tier 2 bonds and are ranked just behind
shares if a loss absorption mechanism is triggered (see diagram page 14), ii) for an unlimited
duration with the possibility of a call option after 5 years from issuance date. The exercise of the
call option and the payment of (non-cumulative) coupons are at the discretion of the issuer but
also that of the regulator (central bank) if the distributable profits are insufficient. AT1 bank debt
may absorb any losses by a depreciation of the face value if the PONV is reached (use of the
better fortunes clause if the depreciation is partial and/or temporary). In parallel, there is a
contractual clause for a share conversion or a write-off of the claim if the CET1 ratio falls below
the lower threshold defined at issuance (usually 5.125% or 7%). For details of the risks and
features of Coco bonds, please refer to the section on Contingent Convertible (“Coco”) Bonds.

• Restricted Tier 1 insurance debt

These bonds have the following characteristics: i) deeply subordinated, ranked after claims of Tier
2 insurance debts and Tier 3 insurance debts, ii) perpetual, iii) only repayable or redeemable at
the option of the issuer not earlier than five years after issuance, iv) incentives to redeem not
permitted, v) interest cancellation (either: a) optional: where the issuer has full discretion to
cancel coupons on a non-cumulative basis, or b) mandatory: where cancellation is upon non-
compliance with regulatory capital requirements), vi) Loss absorption, through principal write-
down or share conversion, when regulatory capital ratios fall below pre-defined trigger levels.
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Previously-issued Financial Subordinated Bonds 
that have not yet reached maturity

Since the EU CRD IV4 and Solvency II5 in 2013, there are old generation subordinated debts which are
gradually being removed from the regulatory capital. These may be subject to an early redemption by
the issuer (call option or exchange offer) and are progressively being replaced by issues which meet
the new solvency ratio criteria5 stipulated in Basel III and Solvency II.

• Lower Tier 2 bank debt

These are bonds that are subordinated to senior debt and dated (i.e. non perpetual). In the event
of the failure of an issuer, these bonds are redeemed after the senior debt. They have a maturity
date (at issuance the maturity was fixed at 10 years and the call option generally at a minimum
of 5 years) and their coupon is usually obligatory.

• Upper Tier 2 bank debt

These are bonds that are subordinated to senior debt with an unlimited duration (i.e. perpetual).
Even if they do not have a maturity date, the issuer often has a call option to be exercised after 5
years of the bond’s life and the coupon is usually cumulative in the event of non-payment (i.e.
discretionary coupon).

• Coco Tier 2 bank debt

These are bonds that are dated subordinated debt with a call option after 5 years from issuance
date. They can absorb potential losses in the event of a breach below the CET1 ratio defined at
issuance. The risk is much higher than the Tier 2 bank debts with no explicit/mechanical trigger
for loss absorption. Currently, a dozen bonds of this kind exist on the market. For details of the
risks and features of Coco bonds, please refer to the section on Contingent Convertible (“Coco”)
Bonds

• Legacy Tier 1 bank debt

Issued before 2013, these hybrid bonds have the following features: i) have no maturity date, and
ii) the coupon payment is optional, and non-cumulative if it is not paid. These bonds, until now
eligible for Tier 1, are gradually being phased out. Between 2014 and 2021, it is expected that
these bonds will lose their equity component at a rate of 10% per annum. Currently, these bonds
only represent around 50% of the regulatory capital. For this reason, they are subject to a call
option or an exchange offer at close to the last known market price.

• Tier 1 insurance debt

These bonds are still being issued (and it is expected that these bonds will continue to be issued
until 2025) in the “Solvency I5” eligible “Solvency II” format. Redemption is subject to the approval
of the supervisory authorities. These bonds cost less than the ATI “Solvency II” to issue.

4 CRD IV: the EU Capital Requirements Directive (IV) is the new package that brings the Basel III regulatory
standards for bank capital adequacy and liquidity into European law.

5 Solvency I / Solvency II / Solvency Ratio: Solvency I and II are the standard to govern insurance
companies, like Basel II, Basel III for banks. The Solvency Ratio is a level of eligible own funds that enables
insurance and reinsurance undertakings to absorb significant losses and that gives reasonable assurance
to policyholders and beneficiaries that payments will be made as they fall due.
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Previously-issued Financial Subordinated Bonds 
that have not yet reached maturity (Continued)

• Tier 1 Constant Maturity Swap (CMS) bank debt

These papers are subordinated debts issued by banks and insurance companies in 2004/2005
with the following coupon format: 1 to 3 years with a high fixed coupon (approximately 6% or 7%)
and the coupon is indexed to long bond yields if the call is not exercised (the reference is the 10-
year Constant Maturity Swap (10-year CMS). This variable reference is a 10-year swap rate
whereby each day has an identical duration of 10 years (i.e. no gradual erosion throughout the
duration like on a bond). It is a similar reference to 10-year “generic” fixed rates, but variable in
the present case.

These papers today trade at distressed prices for diverse reasons: call options that have not been
exercised since the financial crisis of 2008/2009, coupons that have become very low due to the
fall in long bond yields, and unpaid (and non-cumulative) coupons during the financial crisis.
Issuers do not usually call their bonds unless rates rise significantly (which is still unlikely in the
Eurozone). However, it is noted that banks have exercised some call options, above all exchange
offers (at close to the market price) but this remains a very uncertain scenario and is dependent
upon market conditions.

Some of these subordinated bonds also have coupon structures similar to “steepeners”. In other
words, the coupon, which have been fixed for the first few years, became variable after the call
(as long as the call option had not been exercised) and have been calculated based on the
steepening of the rate curve.

These bonds are all very illiquid because institutional investors do not usually have an appetite
for variable-rate bonds. This is a niche subordinated bond market (essentially denominated in
EUR, but there are also 2 or 3 in USD) which now only amount to around 20 bonds.
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Market conventions mean that the yield-to-maturity (YTM) of financial subordinated bonds is
calculated on the first call date, because in practice, issuers also redeem the bonds at the full issue
price (100%) at the same time (as a reminder, the first call date is at least 5 years after the issuance
date). Nevertheless, it is possible that a call is not exercised on the first date i) for issuers in
financial difficulty, which are in need of cash to pay back these bondholders or those which do not
have regulator’s approval to exercise a call, ii) for economic reasons depending on whether the cost
of replacing the instrument would be higher or lower than the cost of the instrument approaching its
call date. A market sanction often translates into a fall (by approximately 10%) in the price of the
bond in question and a deterioration in the issuer’s reputation on the market. These are typically
rare occurrences except during a global financial crisis.

The non-payment of the coupon is also not common. The non-payment of the coupon may simply be
the result of the issuer’s decision (when the coupon is discretionary, as for Tier 1 and AT1 bonds) or
a ban by the regulator. When this occurs, it is harmful to the issuer because it will have difficulty
tapping the bond market in the future and it will cost more (higher credit spread) to do so. After such
event, the bond price often falls sharply. This often occurs on bonds that are already ranked in the
sub-investment grade category.

Price volatility of financial subordinated bonds tend to increase significantly during distress time and
liquidity may disappear well before the loss absorption happens. Such volatility may also be observed
during periods of very strong corrections on the equity markets, due to the positive correlation between
financial subordinated bonds and equities.

Risk of loss absorption is higher for sub-investment grade financial subordinated bonds. In extreme
cases or during a new global financial crisis, the bail-in6 law will be applied systematically, as was the
case for a Spanish bank back in June 2017. Holders of Tier 1/AT1 debts will be affected initially: non-
exercise of the call option, non-payment of the coupon, reduction (partial/total and/or
temporary/definitive) of the face value of the bonds. Subsequently, it will be up to the holders of Tier 2
bonds to contribute to shoring up the issuer, if necessary, to prevent the latter’s total default. These
situations may lead to a total write-off of the value of the AT1 and Tier 2 debts or their conversion to
shares for a symbolic amount (close to zero).

Financial Subordinated Bonds in practice

6 The “bail-in” legislation stems from the EU Bank Recovery and Resolution Directive BRRD (BRRD),
transposed into French law by Order n°2015-1024 of 20 August 2015, which passes on the burden of
losses to shareholders and creditors.
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Bank A Bank B Bank C
Spread (bps) Rating Spread (bps) Rating Spread (bps) Rating

Senior +80 A / A1 +80 A/A2 +159 BBB/Baa1
NPS (Tier 3) +128 A-/Baa2 +121 BBB+/Baa3 ‐ ‐

Tier 2 +175 BBB+/Baa2 +179 Baa3 +266 BB/Ba1
Coco AT1 +450 BBB-/Ba1 +519 Ba2 +654 B+/Ba3

Insurance Company A Insurance Company B Insurance Company C
Spread (bps) Rating Spread (bps) Rating Spread (bps) Rating

Senior ‐ A +185 Baa2 +97 A-
Tier 3 +152 BBB+/Baa2 ‐ ‐ ‐ ‐

Tier 2 ‐ ‐ +301 Baa3 ‐ ‐

Tier 1 +287 BBB+ +394 Baa3 +434 BBB-

Source: data of spread from Bloomberg – 14 May 2017
Past performance does not guarantee future results. 

High Yield ratingRating = S&P/Moody’s

New layer of 
creditors

TLAC eligible 
liabilities

Secured Liabilities

Guaranteed Deposits ≤ EUR 100K

Deposits SME and individuals ≥ EUR 100K

Senior Preferred Creditors

Non-Preferred Senior Creditors

Tier 2 subordinated creditors

Coco & ATI deeply subordinated creditors

Common Equity Tier 1

Example: French bank debts - hierarchy of creditors

Example of credit spread7 difference between different types of subordinated bonds

Bail-in

7 spread = Credit spread against German government bonds (the reference bond in Europe) of similar tenor
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Favourable scenarios:

1. For callable bonds: the coupon is paid and the call option is exercised on the first call
date.

2. For non-callable bonds with a maturity date: coupons are paid and redeemed at
maturity.

3. Low volatility until the call or redemption date.

4. The price of the bond rises due to the issuer’s raised financial profile and/or a fall in
long bond yields.

Unfavourable scenarios:

1. The call option is not exercised on the first call date, hinting difficulties of the issuer
to call the bond (in such case, the price may cut by 10%).

2. The coupons are not paid. This situation is worse than the first in that it highlights the
issuer’s real difficulties and exposes it to reputation risk.

3. Losses (partial/temporary) result in haircut of the face value.

4. A sharp fall in the price of the bond due to a correlation to equity markets (in the
event of a crash on equity markets) or due to one of the unfavourable events listed
above.

Worst-case scenarios:

1. Accumulation of the unfavourable scenarios and a total and definitive absorption of
losses that leads to the write-off of a bond or a share conversion, potentially having
a zero face value.

2. When the regulatory capital (CET1) falls below the lower threshold (< to 5.125% or 7%
in general) on an AT1, the contractual loss absorption mechanism is triggered and
will lead to the write-off of the bond or a total and definitive conversion to shares (no
use of the better fortunes clause). The absorption of losses when the PONV is reached
also applies.

3. A bond which no longer pays coupons (including non-cumulative coupons), has not
been called, has no maturity date and which consequently becomes totally illiquid.

Scenarios 
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• Subordination risk

Subordinated debt (also known as junior debt) represents a claim which is ranked below other
claims. Should the issuer default or reach PONV, creditors of subordinated debt are only repaid
after the holders of senior debt have been fully reimbursed, and salaries and taxes have been
paid.

• Loss absorption risk

These products are subject to risk of being written down or converted to ordinary shares (as the
case may be). Under Basel III, bank Tier 1 and Tier 2 must include a loss absorption mechanism
(share conversion or write-off of the initial claim) which is triggered at PONV. The priority of
claims for reimbursement depends on the subordination hierarchy of the various capital and
financing buffers. Investors of these products could potentially incur a substantial loss should the
triggering at PONV occur.

• Coupon cancellation risk

For AT1, Tier 1 and Legacy Tier 1 debt, the coupon cancellation risk exists. Investors in AT1, Tier 1
and Legacy Tier 1 debt may not receive a coupon or receive it partially at the issuer’s discretion or
at the regulator’s request. For example, in the case of AT1, the payment of coupons is necessarily
cancelled if i) the issuer does not have sufficient distributable resources, ii) the Combined Buffer
Requirement (CBR) has not been met, and iii) the coupon payment exceeds the Maximum Amount
Distributable (MAD). In the event of a default, the coupons which have not been paid will be lost
definitely.

No cancellation risk is associated with the payment of coupons on the bank Tier 2.

Different ratios (including the CBR) have been introduced since January 2016, and their
implementation will be gradual until 2019. The risk that the investor will not receive coupons or
will have to abandon his/her claim or see it converted into shares seems more likely today than
in the past.

• Risk that if the call option is not exercised on the first call date

For AT1 and Tier 2 debt, a call option may be exercised for economic and regulatory reasons. An
issuer must receive the regulator’s prior agreement to exercise a call, and the capital structure
must always be above the minimum capital requirement after amortisation.

• Issuer risk

The difficulty and non-transparency to i) fully understand the degree of an issuer’s fragile
situation (due to unforeseen circumstances), ii) know the outcome of the call option, coupon and
face value of the bond held, iii) determine what stage in the procedure (bail-in) the issuer is at
(before or at the PONV).

• Volatility risk and liquidity risk

Financial subordinated bonds tend to be more volatile given the high correlation to the equity
markets and high sensitivity to negative headline news like accounting losses, large provisions to
be reported, etc. These bonds can rapidly lose value and become illiquid.

Specific Risk Factors
Financial subordinated debts are complex bonds with special features, which are subject to both the
specific risks listed below and also the generic risks associated with investments in bonds such as
mark-to-market risk, currency risk, credit risk, etc. Please refer to the section on General Risk
Factors for details on risks associated with bonds.

Specific risks associated with the financial subordinated debts are listed below:
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Cocos are generally classified into:

Bank Contingent Convertible Additional Tier 1 bonds (Bank Coco AT1 bonds)

• Subordinated to senior debt and to Tier 2 bonds;

• Ranked just behind shares if a loss absorption mechanism is activated;

• Usually have no maturity date and with call option after 5 years or 10 years from the issuance

date. The exercise of the call option and the payment of (non-cumulative) coupons are at the

discretion of the issuer but also subject to the regulator's approval if the distributable profits are

sufficient;

• May absorb any losses via a depreciation of the face value if the PONV trigger is breached (use of

the better fortunes clause if the depreciation is partial and/or temporary). In parallel, there is a

contractual clause for a share conversion or a write-off of the claim if the CET1 ratio falls below

the lower threshold defined at issuance (usually 5.125% or 7%).

Bank Coco Tier 2 bonds

There are few Bank Coco Tier 2 bonds (mainly issued in 2012 and 2013) with explicit trigger of loss

absorption if the CET1 ratio falls below a predefined threshold.

Insurance company Restricted Tier 1 (RT1) bonds

Insurance company RT1 are bonds with explicit trigger of loss absorption if Solvency II ratio falls

below a predefined threshold.

Contingent Convertible bonds, also known as “Cocos” or “Coco bonds”, are hybrid debt-equity
instruments that contain a clause requiring them to be written off or converted into common stocks
on the occurrence of a trigger event. These bonds generally absorb losses even when the issuer
remains a going concern (i.e. in advance of the point of non-viability).

Such a trigger could include reaching a certain threshold in the required capital ratio, or a “non-
viability” trigger such as failure to repay a liability when it falls due. If the trigger is never met,
Cocos are normal debt instruments which can count towards a bank's (or insurer’s) subordinated
debt or AT1 capital, provided the relevant regulator approves it.

What are Contingent Convertible Bonds?
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• Loss absorption mechanism

If a pre-defined capital trigger level is breached or in case of an event of a combination of triggers
(multi-triggers), the loss absorption mechanism will be activated. Cocos can help support the
issuing bank’s equity in two ways: through a conversion into equity or through a principal write-
down which can be in full or partial, permanent or temporary.

Many Cocos have a full and permanent principal write-down mechanism meaning loss of full
principal forever without any reversal on the upside. Gradual loss absorption feature with
temporary reduction of the principal and a potential “write-up” or equity conversion is more
common in the market. Investors however should be mindful of the conversion prices which may
not be advantageous to investors.

• Trigger - threshold at which the loss absorption mechanism kicks in

When a bank issues Cocos, it sets an official trigger level(s) or a combination of triggers, which is
often linked to the Core Tier 1 or CET1 ratio8. If the trigger(s) can be derived from financial
statements, the trigger levels may have already been breached at any time even prior to the
instruction from regulators or at the bank’s discretion. The monitoring of the ratios can be difficult
due to the numerous trigger events or triggers across several different entities (group level and
the listed subsidiary level).

• PONV

On top of explicit trigger(s), PONV triggers allow regulators to activate the loss absorption
mechanism if they believe such action is necessary to prevent the issuing bank’s insolvency.

• Early redemption clauses

Upon an early redemption event, Cocos may be reimbursed for regulatory purposes (such as
disqualification of AT1 capital upon changes in the local regulatory requirements) or for tax
reasons. The redemption price may often be at par.

• Liquidity

The market for Cocos is relatively new and given the fact that Cocos are the most junior fixed
income (or fixed income equivalent) securities, liquidity tends to be extremely poor during
distressed times.

• Assessment of the fair value

The heterogeneous and complex features of Cocos make security selection and assessment of
their fair value very difficult.

8 CET1 and Core Tier 1 (CT1): These ratios measure the solvency of a bank; as numerator - core equity capital
(shareholders’ equity, premiums and reserves) and, as denominator - risk weighted assets. CT1 already exists
in financial statements but without having a clearly defined regulatory basis. CET1 is a new equity capital
notion in Basel III which replaces CT1 with 14 official criteria for defining the instruments within the scope of
core equity capital (i.e. the highest capital category). Hybrid securities are excluded. The non-eligibility of
hybrid securities for solvency ratios is spread over 10 years, started in 2013.

Common terms of Coco Bonds
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• Distance to trigger (or buffer to trigger) at issuance and capacity to boost it during the lifetime

of the bond: This analysis is key to assessing the risk of Cocos. For example, a Coco with a

trigger at 5.125% is considered as safer than a Coco with a trigger at 7% because the issuer

would have to post a larger loss based on its current CET1 ratio in order to activate the loss

absorption mechanism.

• Coupon level and analysis of the additional yield offered by Cocos compared to traditional

instruments or existing Cocos: Cocos offer higher coupons generally and better compensation

for the additional risks borne by investors. Many investors believe that these instruments

remain attractive as long as the yield spreads remain much higher than traditional instruments

and the issuing banks are financially sound.

• Subordination ranking : Typically investors in a debt instrument ranked ahead of ordinary

shareholders in a winding up and they could expect to receive a higher payout than ordinary

shareholders. Holders of Cocos, on the other hand, will either be ranked equally with

shareholders (as their Cocos will be compulsorily converted into ordinary shares) or in some

cases, Coco holders can actually be ranked behind ordinary shareholders and incur the first

loss if the capital is completely written off under a trigger event which only impacts the Coco

and not the shares.

• Coupon risk: The coupon payment of Cocos is discretionary and non-cumulative which

represents higher risks when compared to most Tier 2 securities with compulsory coupon

payments.

• Issue rating: It is important to remember that rating agencies do not use the same

methodology for all issuances. Therefore, ratings of Coco AT1s are usually 4 to 6 notches below

the ratings of their senior unsecured bonds.

• Assessment of the issuer’s risk profile: Regular fundamental analysis allows investors to

measure the default risk and the bank’s financial health and capacity to boost capital via

retained earnings. Special attention has to be paid to issuers whose ratings are downgraded to

“negative credit watch” or “negative outlook“.

Key parameters for assessing 
valuations and risks of Coco Bonds 
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• Special purpose of Coco Bonds

The main purpose of Coco bonds is to increase the issuing bank's capital in times of distress to
enable itself so it is able to maintain its required capital ratios. Until then, or if the triggering
event is not met, Coco bonds are regular debt instruments which may count towards the issuing
bank's core capital (if the relevant regulator approves it). However, there may be times when the
issuing bank or the financial institution does not pay interest on the relevant interest payment
date, at their discretion. It is also difficult to predict Coco bond triggering events that would
require the debt to convert into equity/or trigger a haircut on the principal amount (for example,
capital ratios in general are officially reported only periodically and triggering events may depend
on subjective determinations, changes in applicable laws and regulations, in particular, the
regulatory treatment of Coco bonds as a particular type of capital) and a number of other factors,
many of which are outside the issuing bank’s control. It is also difficult to measure any losses that
investors may suffer as a result of the occurrence of a triggering event. Hence, investors must:

• have sufficient financial resources and liquidity to bear all of the risks of an investment in
Coco bonds, including where the currency for principal or interest payments is different from
their base currency;

• have access to, and knowledge of, appropriate analytical tools to evaluate, in the context of
the investors’ particular financial situation, an investment in the Coco bonds and the impact
the Coco bonds will have on the investors’ overall investment portfolio;

• thoroughly understand the terms of the Coco bonds (in particular, the calculation of relevant
ratios and determination of contingency and other events) and be familiar with the behavior
of any relevant financial market(s), how capital ratios work and the financial and regulatory
position of the issuer (and, in each case, their potential impact on the Coco bonds); and

• be able to evaluate (either alone or with the help of a financial adviser) possible scenarios for
economic, interest rate and other factors that may affect the investors’ investment and their
ability to bear the applicable risks.

• Principal loss without default

The mandatory and non-cumulative interest deferral as well as principal write-down when the
trigger event(s) incurred can be possible without causing a default (investors should refer to the
individual Coco bond prospectus for details). Investors may lose all of the coupon payments and
the principal of the Coco bond.

• Risk of loss absorption event

If a loss absorption event occurs, investors may suffer from substantial losses on the loss
absorption event in two ways - through the mandatory conversion from debt holding into equity
holding or through a principal write-down which can be full or partial, permanent or temporary.

Specific risks associated with Coco bonds are listed below:

Coco Bonds are high risk and complex bonds which are subject to both the specific risks listed
below and also the generic risks associated with investments in bonds such as mark-to-market
risk, currency risk, credit risk, etc. Please refer to the section on General Risk Factors for details on
risks associated with bonds.

Specific Risk Factors
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• Risk of triggers of predefined threshold at which the loss absorption mechanism kicks in

When a bank issues Cocos, the bank may set an official trigger level or a combination of triggers
linked to different benchmark such as Core Tier 1 or CET1 ratio. If the trigger(s) is generally
observed and calculated periodically, it can, in fact, be breached at any time upon the instruction
by the regulator or at the issuer’s discretion. The monitoring of the ratios can be difficult due to
the complexity of the trigger reference such as triggers linked to multiple events, or triggers
linked to events across several different entities including at the group level and at the listed
subsidiary level. On top of explicit trigger(s), terms of Coco bonds terms usually include loss
absorption at PONV at which the appropriate resolution authority determines that the issuer
meets the conditions for resolution or will no longer be viable unless the relevant capital
instruments are written down or extraordinary public support is provided and without such
support the appropriate authority determines that the institution would no longer be viable.

• Subordination risk

Should the issuer default or reach PONV, claims of holders of coco bonds will either be ranked
equally with shareholders or can actually be ranked behind ordinary shareholders (i.e. such
holders may incur the first loss if the capital is completely written off under a trigger event which
only impacts the coco bonds and not the shares). Investors of coco bonds could incur substantial
loss as such.

• Difficulty on fair value assessment

The heterogeneous and complex features of Coco bonds mean that traditional bond valuation
methodology cannot be applied resulting in difficulty in assessing the fair value of the Coco
bonds.

• Reinvestment risk

Upon an Early Redemption Event, the bonds may be reimbursed for regulatory purposes (such as
disqualification of AT1 capital, upon change in local regulatory requirements) or for tax reasons.
The redemption price may be at par earlier than the maturity date and investors may not find the
similar issue with comparable yield of the redeemed bond.

Specific Risk Factors (Continued)
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• At the worldwide level

The issuance of Tier 3 notes on the Euro market is the result of banks being required to shore up
their capital, a constraint created by regulatory authorities.

In the wake of the financial crisis of 2008-09, international regulators (Financial Stability Board
and G20) decided that banks should have their own capital buffers to absorb any losses. These
buffers would serve as shields against risk in order to protect taxpayers who have largely
contributed to the bail-out of banks during this period. Today, bail-ins are favored (in the context
of the 2015 bail-in regulation).

Subsequently, the Financial Stability Board (an international body that monitors and makes
recommendations about the global financial system) created a ratio: the TLAC which was
approved by the G20. It defines the capacity of a bank to absorb financial losses in the event of a
crisis. The buffer, comprising capital and similar instruments, would represent 16% of their total
risk-weighted assets (RWA), i.e. much higher than the level stipulated in Basel III (8%). In 2022,
this capital buffer will be raised to 18%.

The TLAC ratio must be implemented between 1 January 2019 at the earliest and 2022 by the
world’s 30 banks considered as global systemically important banks (including BNP Paribas).

• At the European Union level

The European Union also decided to adopt its own measure for absorbing losses: the Minimum
Ratio of Eligible Liabilities (MREL), which still needs to be fine-tuned and the European regulator
is seeking to harmonize measures for bailing out banks across Europe. The ratio incorporates the
TLAC standards in addition to the new requirements for what the cushion for absorbing losses
must consist of.

• In France

The French “Sapin 2” law was published on 10 December 2016. It authorizes French banks to
issue new notes representing debt that can absorb losses, if need be (bail-in).

These notes are also known as Non-preferred Senior (NPS) or Tier 3 and would be used as an
additional cushion for absorbing losses in the event of another financial crisis to ensure that
taxpayers do not alone bear the cost of bailing out banks.

The emergence of Non-preferred Senior Bonds
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• Mechanism

Serving as a protection for absorbing losses, these cushions will consist of CET1 instruments,
hybrid capital instruments (AT1 and Legacy Tier 1), other subordinated debts (Tier 2, Lower
Tier 2, Upper Tier 2) , as well as certain senior debt securities which are structurally junior
compared with other liabilities (the new Tier 3 notes). Losses will be borne according to the
rank of seniority of these notes (i.e. the riskiest will be the first to take losses).

If a bank faces serious difficulty (to avoid bankruptcy and to favor business continuity), its
capital will be impacted initially. The next stage is that coupons will not be paid on the AT1.
Finally, losses will be taken according to a ranking structure, from the AT1 to the Tier 3,
depending on the amount of losses to be allocated.

• Focus on French Tier 3 notes: Non-preferred senior notes

These notes have the status of senior debt but are nevertheless more risky than traditional
senior debt. They are considered as “junior” senior debt, because in the event of default,
priority for repayment is given to traditional senior debt.

These notes do not replace the senior debt but make up an additional layer in the hierarchy of
creditors. There is no retroactive effect in the “juniorisation” of senior debt (solution chosen in
Germany) because Tier 3 notes are a new category of senior debt.

To be eligible for TLAC/MREL ratios, Tier 3 notes must have a residual maturity of one year.
Therefore, to be eligible on 01/01/2019, Tier 3 notes issued today must be due on or after 2020
at the earliest.

The rating of these instruments is on average 2 notches below the senior rating at S&P (only
one notch below for BNP Paribas). At Moody’s, the rating is 3 notches below the senior rating.

The credit spread of these notes is on average 60bps higher than the yield on the senior debt of
the same issuer.

These notes also have no call date.

The emergence of Non-preferred Senior Bonds (Continued)
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• Favorable scenario

Coupons are paid and capital is paid back at maturity.

• Unfavorable scenario

The losses suffered by the issuer do not totally have an impact on the Tier 3 capital;
the nominal amount of the Tier 3 bond is only reduced. Coupons are still paid but
based on a lower nominal. At maturity, this will be the lower capital which will be
reimbursed.

• Worst Case scenario

Coupon and capital are not paid back.

Creation of 
Tier 3

TLAC eligible 
securities

SME and Household guaranteed 
deposits

Deposits > EUR 100k 
SME and Households

Corporate deposits > EUR 100K

Senior Unsecured debt

Non-preferred Senior debt (Tier 3)

Other subordinated debts 
(Tier 2, Lower Tier 2, Upper Tier 2)

AT1 (Cocos) and Legacy Tier 1

Common Equity Tier 1

Example: French bank debts - hierarchy of creditors

Scenarios 
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Other loss absorption bonds

Total loss-absorbing capacity (TLAC) & minimum requirement for own funds and eligible liabilities
(MREL)

In terms of chronology, MREL has been introduced before TLAC. MREL is a broad bail-in
standard, as BRRD applies to all EU banks, and has been effective since January 2016. TLAC, by
contrast, is a global standard applicable to global systemically important banks (G-SIB) only.
TLAC was introduced by the Financial Stability Board (FSB) and defined in a 'Term Sheet' in
November 2015. TLAC is intended to ensure that G-SIBs have enough equity and bail-in debt to
pass losses to investors and minimize the risk of a government bailout.

Instruments that count as having TLAC need to be able to be written down or converted into
equity to recapitalize the entity as it goes through resolution, and so must not be vulnerable to
legal challenges. Securities that are eligible to be considered as having TLAC include common
equity, subordinated debt and some senior debt. They must be unsecured liabilities with a
maturity of at least one year.

Other than the Senior Non-Preferred Notes in selective European countries, other global banks
generally use Bank Holding Companies (Bank Holdco) to issue TLAC bonds. Countries that have
such arrangements include US, UK and Canada. Though many countries have not set up such
arrangements, we believe more countries will follow either the Bank Holdco approach or Senior
Non-preferred (junior senior) approach.
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Specific risks associated with Non-preferred senior notes are listed below:

• The Non-preferred senior notes (Tier 3) are complex instruments that may not be suitable for
certain investors.

• Non-preferred senior notes are new types of instruments for which there is no trading history;
• Holders of non-preferred senior notes generally face an increased credit risk (compared to

holders of Senior Preferred Notes and other senior liabilities) and an increased risk of losing
principal and coupon in the event of the issuer's insolvency or resolution. To ensure that there
are enough bail-in debts, in certain countries, the regime for loss absorption extends to
selective senior unsecured bonds, including bank non-preferred seniors and bank holdco
seniors bonds.

• There may not be explicit events of default under the non-preferred senior notes, and thus
loss absorption can happen at the PONV, before any event of default; investors may incur
substantial loss in such cases.

• The interaction and differences between TLAC and MREL remains uncertain .
• It is expected that the credit rating of non-preferred senior notes by one or more credit rating

agencies will be lower than the Issuer’s credit rating reflecting the increased risk of loss in the
event of the Issuer's insolvency.

Specific Risk Factors

Non-preferred senior notes and TLAC Bank Holdco bonds are complex bonds with special features,
which are subject to both the specific risks listed below and also the generic risks associated with
investments in bonds such as mark-to-market risk, currency risk, credit risk, etc. Please refer to
the section on General Risk Factors for details on risks associated with bonds.

Specific risks associated with TLAC Bank Holdco bonds are listed below:

• The TLAC Bank Holdco bonds are complex instruments that may not be suitable for certain
investors.

• Holders of TLAC Bank Holdco bonds generally face an increased credit risk and an increased
risk of losing principal and coupon in the event of the issuer's insolvency or resolution. To
ensure that there are enough bail-in debts, in certain countries, the regime for loss absorption
extends to selective senior unsecured bonds, including bank non-preferred seniors and bank
Holdco seniors bonds.

• There may not be explicit events of default under the non-preferred senior notes, and thus
loss absorption can happen at the PONV, before any event of default; investors may incur
substantial loss in such cases.

• The interaction and differences between TLAC and MREL remains uncertain.
• It is expected that the credit rating(s) of TLAC Bank Holdco by one or more credit rating

agencies will be lower, reflecting the increased risk of loss in the event of insolvency of such
Bank Holdcos.



GENERAL RISK FACTORS

29Financial Subordinated Bonds, Coco Bonds and Bank Non-preferred Senior Bonds



30Financial Subordinated Bonds, Coco Bonds and Bank Non-preferred Senior Bonds

FULL PRINCIPAL IS AT RISK

Investors should not treat all bonds as risk free products, holders of bonds, including plain-vanilla
bonds, are subject to various risks as listed below:

Credit risk
Investments in debt and debt-related securities are exposed to credit risk. Credit risk is the risk of
default on a debt that a borrower (bond issuer) fails to meet its obligations (pay principal and/or
interest on redemption date). The issuer’s credit quality and security values may be adversely
affected by factors which include, but are not limited to, changes in economic and political
conditions or the issuer’s (and/or the guarantor’s) financial conditions. It should also be noted that
credit ratings assigned by credit rating agencies do not guarantee the creditworthiness of the issuer.

Credit ratings
Investors should review the issuer’s credit ratings including ratings assigned by two of the major
credit rating agencies (Moody’s and S&P), if available. These ratings broadly gauge perceptions of the
issuer’s creditworthiness and its ability to meet its financial obligations, in response to which the
product’s value fluctuates. However, such ratings are only the opinions of the rating agencies and are
not absolute guarantees as to credit quality. Such ratings may be subject to revision, suspension or
withdrawal at any time and from time to time by the assigning rating agencies, which would have a
negative consequential impact on the price of the bonds in the market. The value of a bond is likely
to decline in the case of a downgrade of the issuer’s credit rating(s). In any event, investors must
make their own independent determination of the suitability of the investment.

Country risk
Political developments, changes in government policies, taxation, restrictions on foreign investments
and other developments in the laws and regulations of the country of issuance can affect the price
and liquidity of an issue. Major political instability can result in events such as civil war or a
shutdown in industry. International debt (emerging market or non-emerging market) extends over
one or many countries, and there are economic and political considerations affecting the decision to
purchase these bonds securities (e.g., exchange rates, devaluation of currency, inflation, restrictive or
changes to monetary policy, and interest rates of a specific country). In addition, since the issuer or
its related companies may be domiciled or does business in a foreign country, legal remedies to
investors, in the event of default, are or could be significantly restricted. Emerging market bonds
may be exposed to a higher risk of political, economic and regulatory changes. Such products may be
more volatile and less liquid than those issued by non-emerging market borrowers.

Interest rate risk
Bonds are more susceptible to fluctuations in interest rates and generally prices of bonds will fall
when interest rates rise. Changes in interest rates will impact the performance of the investors’
investments. As long term interest rates rise, the capital value will likely to decrease. In general,
securities with longer maturities and higher interest rate sensitivity involve higher degree of risk.

Currency risk
Bonds are offered in a variety of currencies. Some of these currencies may not be freely convertible.
Currency repatriation or wide fluctuations in the value of the currency may impact liquidity or cause
severe price movements in the value of the debt security. Generally, fluctuations in exchange rates
may have an adverse impact on investment return on bonds.

Price transparency
Unlike other listed securities, bonds are primarily traded over-the-counter (OTC) in a dealer to
dealer market, making price discovery (i.e. transparency) relatively challenging.

General Risk Factors
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Secondary market and liquidity risk
Some investments may not have active secondary markets. Investors should be prepared to invest in
bonds until maturity as it may be difficult or impossible to sell these investments before maturity.
Even where the bonds are listed, there is no assurance that an active trading market can be
developed or sustained. An illiquid market for bonds may have an adverse impact on the price.
Investors should be willing to expect that the bond market may be highly illiquid for an indefinite
period. Unwinding of unlisted investment products before maturity can be expensive and may result in
significant loss before maturity.

Mark-to-market risk
The market value of a bond is expected to fluctuate significantly according to various factors including
but not limited to the financial, political, economic and other events as well as level of the
performance of the issuer, interest rates and time remaining to maturity. Investors seeking to sell the
bond prior to maturity may be subject to the prevailing market value which may be substantially less
than the original purchase price.

Bonds callable by the issuer
Callable bonds are callable and investors face reinvestment risk when the issuer exercises its right to
redeem the bond before it matures.

Bonds with discretionary coupons, variable / deferred interest payment terms or extendable 
maturity dates
Some bonds have discretionary coupons, variable and/or deferral of interest payment terms. For any
such bonds, investors would face uncertainty over the amount and time of the interest payments to be
received, or investors may not receive any coupons.
Some bonds have an extendable maturity date and investors would not have a definite schedule of
principal repayment.

Subordinated bonds
Investors should pay attention to the credit information in relation to the bond and the implications of
its “subordinated” nature. Investors should note that holders of subordinated bonds will bear higher
risks than holders of senior bonds of the issuer due to a lower priority of claim in the event of the
issuer’s liquidation.

Risks of investing in high-yield bonds
High yield bonds are sub-investment grade bonds or non-rated bonds. High yield bonds are issued by
companies which might have a greater risk of default on interest and/or principal payments. Investors
are subject to the generic risks of investing in bonds and also subject to the following risks:
Higher credit risks –high yield bonds are typically rated below investment grade or are unrated and
as such are often subject to a higher risk of issuer default.
Vulnerability to economic cycles – during economic downturns such bonds typically fall more in value
than investment grade bonds as investors become more risk averse and default risk rises.
Investors should understand that high-yield bonds are generally of higher risk than investment-grade
bonds and hence generally have a higher risk of default and higher price volatility.

Perpetual bonds
Investors should note that perpetual bonds do not have a maturity date, and the coupon payments
may be deferred or even suspended subject to the terms and conditions of the issue. Furthermore, as
perpetual bonds are often callable and / or subordinated, investors should note the reinvestment risk,
and / or a lower priority of claims (e.g. on liquidation of the issuer), as the case may be.

General Risk Factors (Continued)
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Financial bonds (bonds related to the financial sector)
When investing in financial bonds with convertible or exchangeable features, such investments will
be subject to both equity and bond investment risk. Bonds that have contingent write down or loss
absorption features may be written-off fully or partially or converted to common stock on the
occurrence of a trigger event. Some financial bonds (including subordinated or even senior bonds),
though are not classified by the market as Contingent Convertibles (Cocos) with explicit capital
trigger for loss absorption, may also have loss absorption features, including (1) those with
contractual loss absorption at point of non-viability (PONV), (2) those in countries with statutory
bail-in, and/or (3) those in countries that are likely to have statutory bail-in before the maturities of
these bonds. Holders of subordinated debentures will bear higher risks than holders of senior
debentures of the issuer due to a lower priority of claim in the event of the issuer’s liquidation.

Conflicts of interest
Various potential and actual conflicts of interest may arise from the overall investment activities or
the roles of the parties involved in any investment product or transaction, their investment
professionals and/or their affiliates. In particular, the counterparty / issuer / provider or its related
entities or affiliates can offer or manage other investments which interests may be different to the
interest of your investments in that investment product or transaction; or for cases where the
product counterparty or issuer is BNP Paribas or its related entity or affiliate, BNP Paribas may also
act as distributor, guarantor, calculation agent and/or arranger of the same product.

General Risk Factors (Continued)
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arising, whether direct or indirect, from the use of or reliance on this document or any part of the information provided.

Structured transactions are complex and may involve a high risk of loss including possible loss of the principal invested. If
any product mentioned in this document is a structured product which involves derivatives, do not invest in it unless you
fully understand and are willing to assume the risks associated with it. If you are in any doubt about the risks involved in
any product/transaction, you should seek independent professional advice.

Prior to entering into any transaction, each investor/subscriber should fully understand the terms, conditions and features of
the product/investment as well as the risks and merits of entering into any transaction/investment, and consult with their
own legal, regulatory, tax, financial and accounting advisors before making the investment. Investors/subscribers should
fully understand the features of the investment, be financially able to bear a loss of their investment and be willing to
accept such risk. Save as otherwise expressly agreed in writing, (a) where BNP Paribas does not solicit the sale of or
recommend any financial product to the investor/subscriber, BNP Paribas is not acting as financial adviser of the
investor/subscriber in any transaction, and (b) in all cases, BNP Paribas is not acting as fiduciary of the investor/subscriber
with respect to any transaction.



BNP Paribas and/or persons associated or connected with it may effect or have effected a transaction for their own account
in a product/an investment described in this document or any related product before or after this document is published. On
the date of this document, BNP Paribas and/or persons associated or connected with it and their respective directors and/or
representatives and/or employees may take proprietary positions and may have a long or short position or other interests or
make a market in a product mentioned in this document, or in derivative instruments based thereon, and may purchase
and/or sell the investment(s) at any time in the open market or otherwise, whether as principal or as agent or as market
maker. Additionally, BNP Paribas and/or persons associated or connected with it may have within the previous twelve
months acted as an investment banker or may have provided significant advice or investment services to the companies or
in relation to a product mentioned in this document.

This document is confidential and intended solely for the use of BNP Paribas and its affiliates, their respective directors,
officers and/or employees and the persons to whom this document has been delivered. It may not be distributed, published,
reproduced or disclosed by any recipient to any other person, nor may it be quoted or referred to in any document, without
the prior written consent of BNP Paribas.

Hong Kong: This document is distributed in Hong Kong by BNP Paribas, acting through its Hong Kong branch only to
Professional Investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong Kong (Cap.
571). The products or transactions described in this document may not be authorised in Hong Kong and may not be
available to Hong Kong investors.

Singapore: This document is distributed in Singapore by BNP Paribas, acting through its Singapore branch only to Accredited
Investors within the meaning of the Securities and Futures Act, Chapter 289 of Singapore only and is not intended for
investors in Singapore who are not such Accredited Investors and should not be passed on to any such persons. Some
products or transactions described in this document may not be authorised in Singapore and may not be available to
Singapore investors.

Save to the extent provided otherwise in Clause 6.5 of the Terms and Conditions applicable to your account, information in
this document is for general circulation to the intended recipients only and is not intended to be a recommendation or
investment advice to recipients hereof. A recipient of this document should seek advice from its/his own professional adviser
regarding the suitability of the products or transactions (taking into account the recipient's specific investment objectives,
financial situation and particular needs) as well as the risks involved in such products or transactions before a commitment
to purchase or enter into any product or transaction is made.

Please note that this document may relate to a product or products where BNP Paribas is issuer, and in such instance this
document or certain information contained therein may have been prepared by BNP Paribas in its capacity as product issuer
(“Issuer Document”). Where an Issuer Document is provided to you by BNP Paribas, acting through its Hong Kong branch or
BNP Paribas, acting through its Singapore branch in its capacity as distributor, it shall also be subject to Clause 6.5 of BNP
Paribas Wealth Management’s prevailing Terms and Conditions applicable to your accounts (“T&Cs”). To the extent that
there are any inconsistency between the terms of an Issuer Document and Clause 6.5 of the T&Cs, the latter shall prevail.

Generally, please take note that various potential and actual conflicts of interest may arise from the overall investment
activities or the roles of the parties involved in any investment product or transaction, their investment professionals and/or
their affiliates. In particular, the counterparty / issuer / provider or its related entities or affiliates can offer or manage other
investments which interests may be different to the interest of your investments in that investment product or transaction;
or for cases where the product counterparty or issuer is BNP Paribas or its related entity or affiliate, BNP Paribas may also
act as distributor, guarantor, calculation agent and/or arranger of the same product.

By accepting this document you agree to be bound by the foregoing limitations.

In case there is a Chinese version of this document and there is any discrepancy between the English and Chinese versions,
the English version shall prevail.

© BNP Paribas (2019). All rights reserved.

DISCLAIMER (CONTINUED)



To: BNP Paribas (the “Bank”)

Date: ______________________

• I/We am/are interested to invest in the Products and may from time to time approach the Bank with respect to such
investments in my/our account(s) with the Bank.

• I/We acknowledge receipt of a copy of the Bank’s product brochure(s) in relation to the Products (together the
“Product Brochure”) for my/our reference and retention.

• I/We have read and understood the contents of the Product Brochure and have been provided an explanation in a
language of my/our choice (where required) and accept its contents.

• I/We fully accept and assume all risks involved in any transactions and investments in the Products, including but
not limited to the risks so notified and/or implied in the Product Brochure, and I/we also fully understand the need
to take independent advice. I/We agree that the Product Brochure is not intended as a substitute for my/our
becoming reliably and adequately informed with regards to any transaction or investment in the Products and I/we
shall accordingly be responsible for any transaction or investment in the Products which I/we choose to make or
which is made on my/our behalf.

• I/We declare that in entering into any transaction or investment in the Products, I/we have decided to do so based
on my/our personal judgment. Where the Bank does not solicit the sale of or recommend any financial product to
me/us, I/we confirm that my/our decision to enter into any transaction or investment in such financial product has
been made independently of, and not in reliance on any statement, representation or recommendation of the Bank
and my/our entry into any transaction or investment in the Products shall constitute a representation and warranty
to this effect which the Bank shall be entitled to rely upon, save to the extent agreed in writing by the Bank
(including any responsibilities agreed by the Bank in any Discretionary Portfolio Management Agreement or similar
document executed between the Bank and myself/ourselves). I/We agree that (in the absence of an actual written
undertaking by the Bank), (a) where the Bank does not solicit the sale of or recommend any financial product to
me/us, the Bank is not acting as my/our financial adviser in any transaction, and (b) in all cases, the Bank is not
acting as my/our fiduciary with respect to any transaction. Save to the extent provided otherwise in Clause 6.5 of
the Terms and Conditions governing my/our account, the Bank shall not assume any liability for my/our investment
decision.

• I/We understand that the Products are not intended to be offered, sold or otherwise made available to and, should
not be offered, sold or otherwise made available to any retail investor in the European Economic Area ("EEA") by
the Bank. For these purposes, a retail investor means a person who is one (or more) of: (i) a retail client as defined
in point (11) of Article 4(1) of Directive 2014/65/EU ("MiFID II"); (ii) a customer within the meaning of Directive
2002/92/EC (IMD), where that customer would not qualify as a professional client as defined in point (10) of Article
4(1) of MiFID II; or (iii) not a qualified investor as defined in Directive 2003/71/EC (as amended including by
Directive 2010/73/EU) and any relevant implementing measure in a relevant Member State of the EEA.
Consequently no key information document required by Regulation (EU) No 1286/2014 (the "PRIIPs Regulation") for
offering or selling the Products, or otherwise making the Products available to retail investors in the EEA has been
prepared and therefore offering or selling the Products or otherwise making the Products available to any retail
investor in the EEA may be unlawful under the PRIIPs Regulation.

• (Applicable to Individuals) I/we hereby certify, represent, warrant and confirm that: (i) I/we and my/our authorized
representative(s)/attorney(s) are neither residents of a EEA member state nor retail clients in a EEA member state
(hereinafter referred as “EEA Person(s)”) and (ii) I/we am/are not purchasing and will not purchase any of the
Products as a nominee for, or for the account or benefit of or on trust for, any EEA Person(s); if I/we or any one of us
or any of my/our authorized representative(s)/attorney(s) become a EEA Person, I/we will notify you immediately.
I/we undertake and confirm to the Bank that I/we or any of my/our authorized representative(s)/attorney(s) will not
purchase the Products as a nominee for, or for the account or benefit of or on trust for, any EEA Person(s) or EEA
Entities (as defined below).
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• (Applicable to Corporates) We certify, represent, warrant and confirm that we are not an entity incorporated or
registered under the laws of any EEA member state (hereinafter referred as “EEA Entity(ies)”), and none of our
authorized representative(s)/attorney(s) or ultimate beneficial owners is a EEA Person. If there is any change of
such status, we will notify you immediately. We undertake and confirm to the Bank that we will not purchase the
Products as a nominee for, or for the account or benefit of or on trust for, any EEA Person(s) or EEA Entities.

• (Applicable to Trusts) I/We certify, represent, warrant and confirm that the trust which I/we act as trustee (“Trust”)
and I myself/we ourselves, my/our authorized representative(s)/attorney(s) as trustee of the Trust are not EEA
Persons or EEA Entities, and none of the settlor, beneficiaries and ultimate beneficial owners of the Trust is a EEA
Person or EEA Entity. If there is any change to the above status, I/we will notify you immediately. I/we undertake
and confirm to the Bank that I/we and the Trust will not purchase the Products as a nominee for, or for the account
or benefit of or on trust for, any EEA Person(s) or EEA Entities.

• For Individual Account (signed by all of the account holders)

_____________________________ _____________________________

Name: Name:

ID/Passport No.: ID/Passport No.:

_____________________________ _____________________________

Name: Name:

ID/Passport No.: ID/Passport No.:

For Company Account (signed in accordance with the signing mandate)

For and on behalf of ________________________________

_____________________________ _____________________________

Authorised signatory Authorised signatory

Name: Name:
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To: BNP Paribas (the “Bank”)

Date: ______________________

• I/We am/are interested to invest in the Products and may from time to time approach the Bank with respect to such
investments in my/our account(s) with the Bank.

• I/We acknowledge receipt of a copy of the Bank’s product brochure(s) in relation to the Products (together the
“Product Brochure”) for my/our reference and retention.

• I/We have read and understood the contents of the Product Brochure and have been provided an explanation in a
language of my/our choice (where required) and accept its contents.

• I/We fully accept and assume all risks involved in any transactions and investments in the Products, including but
not limited to the risks so notified and/or implied in the Product Brochure, and I/we also fully understand the need
to take independent advice. I/We agree that the Product Brochure is not intended as a substitute for my/our
becoming reliably and adequately informed with regards to any transaction or investment in the Products and I/we
shall accordingly be responsible for any transaction or investment in the Products which I/we choose to make or
which is made on my/our behalf.

• I/We declare that in entering into any transaction or investment in the Products, I/we have decided to do so based
on my/our personal judgment. Where the Bank does not solicit the sale of or recommend any financial product to
me/us, I/we confirm that my/our decision to enter into any transaction or investment in such financial product has
been made independently of, and not in reliance on any statement, representation or recommendation of the Bank
and my/our entry into any transaction or investment in the Products shall constitute a representation and warranty
to this effect which the Bank shall be entitled to rely upon, save to the extent agreed in writing by the Bank
(including any responsibilities agreed by the Bank in any Discretionary Portfolio Management Agreement or similar
document executed between the Bank and myself/ourselves). I/We agree that (in the absence of an actual written
undertaking by the Bank), (a) where the Bank does not solicit the sale of or recommend any financial product to
me/us, the Bank is not acting as my/our financial adviser in any transaction, and (b) in all cases, the Bank is not
acting as my/our fiduciary with respect to any transaction. Save to the extent provided otherwise in Clause 6.5 of
the Terms and Conditions governing my/our account, the Bank shall not assume any liability for my/our investment
decision.

• I/We understand that the Products are not intended to be offered, sold or otherwise made available to and, should
not be offered, sold or otherwise made available to any retail investor in the European Economic Area ("EEA") by
the Bank. For these purposes, a retail investor means a person who is one (or more) of: (i) a retail client as defined
in point (11) of Article 4(1) of Directive 2014/65/EU ("MiFID II"); (ii) a customer within the meaning of Directive
2002/92/EC (IMD), where that customer would not qualify as a professional client as defined in point (10) of Article
4(1) of MiFID II; or (iii) not a qualified investor as defined in Directive 2003/71/EC (as amended including by
Directive 2010/73/EU) and any relevant implementing measure in a relevant Member State of the EEA.
Consequently no key information document required by Regulation (EU) No 1286/2014 (the "PRIIPs Regulation") for
offering or selling the Products, or otherwise making the Products available to retail investors in the EEA has been
prepared and therefore offering or selling the Products or otherwise making the Products available to any retail
investor in the EEA may be unlawful under the PRIIPs Regulation.

• (Applicable to Individuals) I/we hereby certify, represent, warrant and confirm that: (i) I/we and my/our authorized
representative(s)/attorney(s) are neither residents of a EEA member state nor retail clients in a EEA member state
(hereinafter referred as “EEA Person(s)”) and (ii) I/we am/are not purchasing and will not purchase any of the
Products as a nominee for, or for the account or benefit of or on trust for, any EEA Person(s); if I/we or any one of us
or any of my/our authorized representative(s)/attorney(s) become a EEA Person, I/we will notify you immediately.
I/we undertake and confirm to the Bank that I/we or any of my/our authorized representative(s)/attorney(s) will not
purchase the Products as a nominee for, or for the account or benefit of or on trust for, any EEA Person(s) or EEA
Entities (as defined below).
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• (Applicable to Corporates) We certify, represent, warrant and confirm that we are not an entity incorporated or
registered under the laws of any EEA member state (hereinafter referred as “EEA Entity(ies)”), and none of our
authorized representative(s)/attorney(s) or ultimate beneficial owners is a EEA Person. If there is any change of
such status, we will notify you immediately. We undertake and confirm to the Bank that we will not purchase the
Products as a nominee for, or for the account or benefit of or on trust for, any EEA Person(s) or EEA Entities.

• (Applicable to Trusts) I/We certify, represent, warrant and confirm that the trust which I/we act as trustee (“Trust”)
and I myself/we ourselves, my/our authorized representative(s)/attorney(s) as trustee of the Trust are not EEA
Persons or EEA Entities, and none of the settlor, beneficiaries and ultimate beneficial owners of the Trust is a EEA
Person or EEA Entity. If there is any change to the above status, I/we will notify you immediately. I/we undertake
and confirm to the Bank that I/we and the Trust will not purchase the Products as a nominee for, or for the account
or benefit of or on trust for, any EEA Person(s) or EEA Entities.

• For Individual Account (signed by all of the account holders)

_____________________________ _____________________________

Name: Name:

ID/Passport No.: ID/Passport No.:

_____________________________ _____________________________

Name: Name:

ID/Passport No.: ID/Passport No.:

For Company Account (signed in accordance with the signing mandate)

For and on behalf of ________________________________

_____________________________ _____________________________

Authorised signatory Authorised signatory

Name: Name:
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