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Bail-in: the principles

• general principle: prior to any state aid to a bank in the EU, its 
creditors must participate in »burden sharing« through either a 
conversion into equity or a write-down of their claim’s principal

• consultation: 30 March 2012: EC distributes to a selected group of 
financial institutions a discussion paper posing a series of questions 
regarding their views on possible bail-in principles and practices

• guidelines: 1 August 2013: EC Banking Communication, Official 
Journal of the EU C216:1-15, 30 July 2013

• directive: 15 May 2014: EU Bank Recovery and Resolution Directive 
(BRRD / Directive 2014/59/EU), Official Journal of the EU L173:190-
348, 12 June 2014

• Official Journal of the EU:
series L: EU legislation
series C: documents of the EU institutions, bodies and agencies



Bail-in: the very diverse practices
bank country

state aid 
granted shares subordinated bonds

SNS Reaal Netherlands Feb. 2013 wiped out wiped out, but Jul. 2013 retail investors repaid 100%
Bank of Cyprus Cyprus Mar. 2013 diluted > 90% converted into shares
Bankia Spain Mar. 2013 diluted > 90% repaid 64% (hybrid bonds) / 87% (bonds w. maturity)
Banco Gallego Spain Mar. 2013 diluted > 90% repaid 61% (hybrid bonds) / 89% (bonds w. maturity)
Catalunya Banc Spain Mar. 2013 diluted > 90% repaid 60% (hybrid bonds) / 85% (bonds w. maturity)
NCG Banco Spain Mar. 2013 diluted > 90% repaid 60% (hybrid bonds) / 87% (bonds w. maturity)

Aug. 2013: EC Banking Communication published
Hypo Alpe Adria Grp Austria Sep. 2013 nationalized 2009 left intact
Monte Paschi Siena Italy Nov. 2013 diluted > 90% left intact
NLB Slovenia Dec. 2013 wiped out wiped out
NKBM Slovenia Dec. 2013 wiped out wiped out
Abanka Slovenia Dec. 2013 wiped out wiped out
Probanka Slovenia Dec. 2013 wiped out wiped out
Factor banka Slovenia Dec. 2013 wiped out wiped out

Jun. 2014: EU Banking Recovery and Resolution Directive enacted
Banca Tercas Italy Jun. 2014 wiped out left intact
Parex / Reverta Latvia Jul. 2014 nationalized 2008 left intact, but to be repaid upon state aid repayment
Hypo Alpe Adria Grp Austria Aug. 2014 nationalized 2009 wiped out, but Sep 2016 offered 45% repayment
Banco Espirito Santo Portugal Aug. 2014 became shares and bonds of the bad part of the bank
Banka Celje Slovenia Dec. 2014 wiped out wiped out
Permanent TSB Ireland Apr. 2015 diluted > 90% left intact
Banca Romagna Coop Italy Jul. 2015 wiped out repaid 100% by the coop-interbank fund (FGD)
Banca Etruria Italy Nov. 2015 wiped out wiped out, but April 2016 offered 80% repayment

(expropriated holders with annual income <35000 €
or movable property <100000 €) or arbitration with 
up to 100% repayment (all expropriated holders)

Banca Marche Italy Nov. 2015 wiped out
CaRiChieti Italy Nov. 2015 wiped out
CaRiFerrara Italy Nov. 2015 wiped out
Nat'l Bank of Greece Greece Dec. 2015 diluted > 90% partial write-down (70% hybrid bonds, 22% bonds w.

maturity), then conversion into shares at recap ratePiraeus Bank Greece Dec. 2015 diluted > 90%



Slovenian bail-in: the harshest treatment to date

• Slovenia – December 2013
(NLB, NKBM, Abanka, Probanka, Factor banka)
and December 2014 (Banka Celje):
- all shareholders are wiped out without compensation
- all subordinated bondholders are wiped out without compensation

• NLB, NKBM, and Abanka were, and still are, the systemic banks in 
Slovenia

• The state was the majority shareholder in NLB and NKBM, and 
indirectly in Abanka, and held a controlling stake in them throughout 
their existence, i.e. ever since Slovenia's independence in 1991; 
furthermore, the state and state-owned NLB together held a 
controlling stake in Banka Celje



Slovenian bail-in: the harshest treatment so far

• The state also had a deposit in the systemic banks (1356 mn € in 
NLB, 822 mn € in Abanka, 361 mn € in NKBM), and the national 
Companies Act dictates in its Art. 498 that "in bankruptcy procedure 
or compulsory settlement, a loan made by the majority owner shall 
be considered to form assets of the company"

• The national Banking Law did not override this article, and further 
stated in its Art. 318 that "a bank cannot be subject to 
compulsory settlement", meaning that compulsory write-down of 
its creditors claims was explicitly forbidden

• The prospectus of all these banks' subordinated bonds with maturity 
stated that "risk of loss can only materialize in the case of the 
bank's bankruptcy"



Slovenian bail-in: how did we get there?

• 15 November 2013:
NLB publishes its 3rd quarter 2013
financial report, with equity per 
30 September 2013 of +835 mn €
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Slovenian bail-in: how did we get there?

• 15 November 2013:
NLB publishes its 3rd quarter 2013
financial report, with equity per 
30 September 2013 of +835 mn €

• 11 December 2013: Deloitte
Consulting LLC submits its valuations
of NLB’s equity to Bank of Slovenia: 
in AQR it estimated equity per
30 September 2013 of -318 mn €

• Deloitte's documents remain classified 
and both NLB and Bank of Slovenia 
refuse to reveal them, despite a 
legally binding order by the Slovenian
Information Commissioner to do so ...



Slovenian bail-in: how did we get there?

• ... but the equity estimates per 30 September 2013 on which Bank 
of Slovenia based its wipe out in all five banks have leaked, and they 
are in every of the five banks equity just negative enough that even 
a wipe-out of all subordinated debt would not turn it positive



Slovenian bail-in: the more recent developments

• 19 February 2015: the National 
Bureau of Investigation announces 
that it "is starting an official 
investigation of irregularities 
committed by Bank of Slovenia 
and NLB in the course of NLB's
2013 restructuring".
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• 19 February 2015: the National 
Bureau of Investigation announces 
that it "is starting an official 
investigation of irregularities 
committed by Bank of Slovenia 
and NLB in the course of NLB's
2013 restructuring".

• 5 March 2015: EC Vice-President
Valdis Dombrovskis addresses
a letter to Slovenia's prime minister, 
calling upon him to "help safeguard 
the independence of the Bank of 
Slovenia and its Governor", and 
adding that "the Commission will 
continue to monitor this matter"
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Slovenian bail-in: the more recent developments

• 6 July 2016: the National 
Bureau of Investigation performs 
a search on the premises of Bank of
Slovenia (BoS), stating that the 
evidence provides substantiation of 
BoS’s wrongdoing, and that BoS
refused to submit the key documents
voluntarily.



Slovenian bail-in: the more recent developments

• 6 July 2016: the National 
Bureau of Investigation performs 
a search on the premises of Bank of
Slovenia (BoS), stating that the 
evidence provides substantiation of 
BoS’s wrongdoing, and that BoS
refused to submit the key documents
voluntarily.

• 6 July 2016: ECB President Mario
Draghi addresses a letter to
Slovenian State Prosecutor General, 
writing "I formally protest against 
unlawful seizure of ECB information
and call upon Slovenian authorities 
to remedy this infringement"



Slovenian bail-in: the more recent developments

• 19 July 2016: the European Court
of Justice rules that "The EC Banking
Communication from 1 August 2013
is not binding on the member states"
...

• ... but adds that applying the 
bail-in rules as outlined in this 
communication does not violate
the principle of protection of 
legitimate expectations, provided
that the measures "do not exceed 
what is necessary to overcome the 
capital short-fall of the bank 
concerned"



Slovenian bail-in: the more recent developments

• 15 September 2016: The Slovenian Constitutional Court, having 
already stated that "the expropriation undoubtedly represented an 
interference with the right to private property, as well as with 
private property itself", and having received the ruling of the 
European Court of Justice, resumes its assessment of 
constitutionality of the Slovenian bail-in legislation

• The final ruling is expected in October or November 2016



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


