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1 List of abbreviations

In addition to this abbreviations list, the glossary (section 8) contains brief explanations of various technical
terms.

Art. Article

ASF Available stable funding

AT1 Additional Tier 1

BA Banking Act

BO Banking Ordinance

CAO Capital Adequacy Ordinance — Banks
CDS Credit default swap

CEO Chief Executive Officer

CET1 Common Equity Tier 1

CFC Committee on Financial Crises
CFP Contingency funding plan

cMG Crisis Management Group

co Code of Obligations

cs Credit Suisse Group

CS AG Credit Suisse AG

csG Credit Suisse Group AG

ELA Emergency liquidity assistance
ELA+ Emergency liquidity assistance plus
FDF Federal Department of Finance
FFA Federal Finance Administration
FinDel Finance Delegation of the Federal Assembly
FinlA Financial Institutions Act

FINMA Swiss Financial Market Supervisory Authority
FINMASA Financial Market Supervision Act

FinSA Financial Services Act

FSB Financial Stability Board

FTE Full-time equivalent

G-SIB Global systemically important bank
HQLA High-quality liquid assets

IMF International Monetary Fund

LCR Liquidity coverage ratio

LCT Liquidity crisis template

LPA Loss potential analysis

LSFF Liquidity-shortage financing facility
Margin no. Margin number

No. Number

para. Paragraph

PLB Public liquidity backstop

PLB-EO Public Liquidity Backstop Emergency Ordinance
PONV Point of non-viability

RWA Risk-weighted assets

SC Steering Committee

SIB Systemically important bank

SIF State Secretariat for International Finance
SNB Swiss National Bank

TBTF Too big to fail



2 Executive summary

March 2023 saw a worsening of the crisis of confi-
dence with which Credit Suisse Group (hereinafter
CS, the bank or the Group) had been confronted for
some considerable time. Especially from 2018 on-
wards, confidence in the bank was dented by repeat-
ed scandals (e.g. the Mozambique case, the surveil-
lance affair, as well as the Greensill and Archegos
cases), which resulted in extensive measures, fines,
losses and reputational damage. In addition, the re-
peated attempts by CS over the years to reduce the
size of the investment bank in order to generate more
stable returns were incomplete and insufficiently ef-
fective, and were unable to impress the market and
clients. The problem was exacerbated by the upheav-
als in the US banking market and other events, re-
sulting in many clients withdrawing their money and
market participants restricting their business activi-
ties with the bank. In mid-March 2023, there was an
imminent threat of CS becoming insolvent.

The Confederation, the Swiss National Bank and FINMA
instituted measures to safeguard CS's solvency and to
assist the acquisition of CS by UBS, which was an-
nounced on 19 March 2023. All of the authorities in-
volved, including FINMA, had concluded that in the
present circumstances the scenario of this takeover was
the best and most reliable way of achieving the aims,
first and foremost that of stabilising the market as
quickly as possible. On 12 June 2023 the merger of CS
Group AG and UBS Group AG took legal effect. This
meant that the aims of protecting the creditors and the
proper functioning of the financial markets were met —
even in this dramatic crisis —and hence also that FINMA's
goals were met. At the same time, the disappearance
of one of Switzerland’s two large global banks was a
traumatic event for the Swiss financial services sector.
As state support was necessary despite the “too big to
fail” regulations introduced after the 2008 financial
crisis, a thorough analysis of the events is required.

FINMA has subjected both the background to and
the acute phase of the crisis to a comprehensive anal-

ysis and assessment. The present report sheds light
on developments relating to CS between 2008 and
2023. As the supervisory authority responsible for
CS, FINMA has deep insights into these develop-
ments that extend back many years.

The options available to FINMA and their limits
The present report illustrates, based on the CS case,
what the options are and where the boundaries of
supervision lie. Due to the proliferation of problems
and deficiencies at CS, FINMA had increasingly inten-
sified its supervisory and enforcement activities in re-
lation to the bank, adopting a more stringent approach
and instituting increasingly incisive measures. These
culminated in higher loss absorbency requirements
(Pillar 2), interventions in governance, and specific re-
strictions on business activities. Ultimately, however,
all these measures were insufficient to rectify CS's
weaknesses in a sustainable way and to restore confi-
dence in CS among its customers and on the markets.

Within the scope of the currently applicable laws,
FINMA went to great lengths to fulfil its supervisory
duties in respect of CS. Since 2012, it has conducted
43 preliminary investigations of CS for potential en-
forcement proceedings, issued 9 reprimands, filed
16 criminal charges, completed 11 enforcement pro-
ceedings against the institution and 3 proceedings
against individuals. 11 of these 14 proceedings took
place in 2018 or after. In this context and within the
scope of its authority, FINMA warned CS of the risks
in no uncertain terms and called for improvements
and measures. Between 2018 and 2022, FINMA also
conducted 108 on-site supervisory reviews at CS and
recorded 382 items requiring action. Of these, 113
were classified as high-risk or critical. These figures
clearly illustrate the limitations of even intensive su-
pervisory activity and FINMA's statutory competen-
cies. Responsibility for the bank's strategy and man-
agement, including appropriate organisational and
risk management, was at all times with the Board of
Directors or the responsible management team.



In assessing the crisis, FINMA identified various areas
in which it believes that an extension of the legal
framework or clarification of the implementing pro-
visions needs to be discussed, or where it will make
selective adjustments to its supervisory activities.
However, it must be noted that it will never be pos-
sible to subject financial institutions to supervision
thatis 100% watertight. Even with greater regulation
and extended supervision there is no guarantee that
a financial institution will not fail. However, the pos-
sible solutions reduce the probability and impact of
a failure.

What were the main reasons for the failure of

Ccs?

— The bank adopted numerous initiatives for stra-
tegic changes with the aim of downsizing the
investment bank, reducing the volatility of its
earnings, and focussing the business model more
strongly on asset management. Ultimately, these
strategy changes were never implemented in a
consistent manner. Earnings remained volatile in
the investment bank, but also in asset manage-
ment.

— Recurrent scandals undermined the bank’s rep-
utation, weighed on its results, and resulted in
customers, investors, and the market losing faith
in the bank.

— Reorganisations as well as high costs, fines, and
losses also eroded its capital base. As a result, CS
was repeatedly forced to raise capital on the mar-
ket.

— Even in years where the bank reported large loss-
es, variable remuneration remained high. Nega-
tive results had little impact on remuneration. CS
shareholders made little use of the possibilities
available to them to influence remuneration.

— CS’s problems manifested themselves in a range
of business areas and as various risk types. In al-
most all cases, serious deficiencies in risk man-
agement played a role. FINMA's measures target-
ed these deficiencies and tightened up checks

and controls. FINMA also took up the bank’s poor
risk management culture with the bank. Despite
some extensive adjustments over the years, the
bank’s executive bodies were unable to remedy
the repeatedly identified deficiencies in the bank’s
organisation in a holistic and sustainable manner.

— CS met the regulatory capital requirements. Even
this capital adequacy situation was unable to con-
tain or prevent the massive crisis of confidence.
The parent company, CS AG, had the weakest
capital adequacy situation within the Group and
thus represented the weakest link in the chain.

— CS also met the regulatory requirements for li-
quidity and held comfortable liquidity buffers in
summer 2022. However, the loss of confidence in
the bank led to very rapid and widespread liquid-
ity outflows, which were exacerbated by digital
means of communication (digital bank run) and
ultimately brought the bank to the brink of in-
solvency.

The core of the present report is , which
explores eight problem areas, elucidates FINMA's
actions — and their impact — in each of these areas,
and infers possible solutions from them. What les-
sons, briefly, can be learned from these problem
areas?

— Strategy: It is the responsibility of the Board
of Directors to define, implement, and monitor
the bank’s strategy. FINMA may only intervene if
it is able to demonstrate that the strategy leads
to increased risks that are insufficiently limited,
namely insufficiently reflected in the bank’s cap-
ital resources. In the case of CS, FINMA actual-
ly did impose additional capital charges for the
increased risks arising from its business activities.
In future, FINMA will analyse the risks entailed in
strategy implementation even more systematical-
ly. For this purpose, for example, the current loss
potential analysis will be reviewed and adjusted if
necessary. High risks should be more systemati-



cally subjected to additional capital charges (Pillar
2) in the future. An adjustment of the statutory
implementing provisions should also be examined
for this purpose.

Corporate governance: The current legal
framework severely restricts FINMA's influence in
matters of governance. An extension of FINMA's
competencies could significantly increase its op-
tions. In particular, FINMA does not currently have
a Senior Managers Regime, powers to impose
fines, or the option of publishing enforcement
proceedings on a regular basis.

Remuneration: FINMA will continue to exert
pressure on inappropriate variable remuneration
within the framework of the law. However, if
FINMA is to be able to exert greater influence on
gearing remuneration systems to risk, its powers
in this regard would have to be extended.

Risk management: In the event of shortcomings
in the control environment, FINMA promptly de-
manded improvements, ordered additional capi-
tal, and, in serious cases, even restricted business
activities. FINMA intends to use its ability to re-
quire additional capital even more systematical-
ly in the future, but considers the approaches in
the areas of governance and remuneration to be
equally relevant to risk management.

Capital: FINMA's obligation to grant relief at sin-
gle entity level, introduced by the legislator in
2013, led to a weakening of the parent bank.
The regulatory treatment of participations in
subsidiaries introduced in 2017 had a pro-cycli-
cal effect during the crisis. FINMA will therefore
put forward its viewpoint that stricter regulatory
requirements should be imposed at single entity
level in the context of the review of the TBTF re-
quirements.

Liquidity: The regulation already provides for an
extension of the liquidity requirements for sys-
temically important banks. FINMA will incorpo-
rate the lessons learned from the CS crisis when
determining the special liquidity requirements

applicable to systemically important banks as of
January 2024. It will also put more focus on the
system and process capabilities required to pro-
duce timely and accurate forecasts regarding the
liquidity and cash situation of banks. FINMA will
furthermore expand its existing tools in liquidity
supervision (e.g. in the area of bank run scenar-
i05).

Recovery plan: FINMA last reviewed and ap-
proved CS's recovery plans in 2022 and called for
improvements. The concrete application in the cri-
sis showed that some measures could not be im-
plemented in the planned form. FINMA required
the bank to develop alternatives and measures
going beyond its recovery plan at an early stage
and with increasing vigour. In future, FINMA will
place a stronger focus on ensuring that the meas-
ures can be implemented effectively and consider
tightening up its approval practice.

Resolution plan: Resolution plans must in future
be aligned to faster-developing bank runs and a
greater number of crisis scenarios. This will also
involve conducting regular crisis exercises togeth-
er with the relevant authorities.



3 Introduction

In the present report, FINMA is publishing certain
facts for the first time. It is doing so in view of the
general supervisory interest: all stakeholders must
have the opportunity to know the sequence of
events, FINMA's assessment of these events, and the
various possible solution approaches that FINMA
feels should be considered. In this way, FINMA wish-
es to contribute to an understanding of the crisis and
create transparency.

The report is structured as follows:

- contains a description of FINMA and
explains the way it supervises the major banks.

- explains the principal elements and
concepts involved in implementing the “too big
to fail” (TBTF) regime in Switzerland and presents
the options available on 19 March 2023.

- contains relevant facts and figures on
CS and - as far as it is relevant to the crisis — sum-
marises its development from 2008 to 2023. The
more recent the events, the more detail is provid-
ed. The events as of October 2022 are dealt with
in particular detail.

- is the report’s core section. It explores
eight problem areas, elucidates FINMA's actions —
and their impact — in each of these areas in more
detail than in section 6, and infers possible solu-
tions from them.

FINMA's findings are also being incorporated into the
Federal Department of Finance’s ongoing compre-
hensive evaluation of the TBTF rules and regulations.
The report focuses on the lessons that can be learned
from past events. It does not deal with the structur-
al changes resulting from the merger of the two large
Swiss banks, which are leading to new challenges.
That topic is being dealt with by other working
groups and expert bodies, among other things, with-
in the framework of the evaluation of the TBTF rules.
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2As at June 2023.
3Between 2018 and 2022,
FINMA conducted
108 on-site supervisory
reviews at CS and recorded
382 points requiring action
by the bank. Of these,
113 were classified as
high-risk or critical.

4 FINMA's supervision of the large banks

4.1 FINMA: remit, objectives, organisation,
figures

As an independent supervisory authority, FINMA’s
legal mandate is to protect creditors, investors, and
policyholders and ensure the proper functioning of
the financial markets. Its remit thus comprises au-
thorisation, supervision, and — where necessary — the
enforcement of supervisory law. In its role as super-
visor, FINMA adopts a consistently risk-oriented ap-
proach designed to ensure continuity and predicta-
bility.

The legal basis for its supervisory activities is provid-
ed by the Financial Market Supervision Act (FINMASA,
SR 956.1) and the financial market legislation, name-
ly the Financial Services Act (FINSA, SR 950.1), the
Banking Act (BA, SR 952.0), the Financial Institutions
Act (FinlA, SR 954.1), the Collective Investment
Schemes Act (CISA, SR 951.31), the Insurance Super-
vision Act (ISA, SR 961.01), the Financial Market In-
frastructure Act (FinMIA, SR 958.1), and the An-
ti-Money Laundering Act (AMLA, SR 955.0) as well
as the corresponding Federal Council and FINMA
ordinances.

FINMA’s Board of Directors is responsible for its
strategy. Operational responsibility rests with its
Executive Board. The Board of Directors is consulted
in extraordinary situations such as the crisis of a
large bank and decides on business matters of sub-
stantial importance.” FINMA is organised into eight
divisions: the four supervisory divisions Banks, In-
surance, Asset Management, and Markets as well
as the four cross-divisional areas Strategic Services,
Enforcement, Recovery and Resolution, and Oper-
ations. While the Banks division supervises all banks
and securities firms, Recovery and Resolution en-
sures implementation of the “too big to fail” (TBTF)
requirements. The Enforcement division is called
upon to enforce financial market legislation and
supports the two divisions with its legal expertise
in crisis situations.

4.2 Large bank supervision (general activities,
plus CS-specific aspects)

Up to summer 2023, direct large bank supervision
was performed primarily by two dedicated supervi-
sory teams. These teams comprised around six full-
time equivalents per large bank and were supple-
mented by a further team of five full-time equivalents
that focused on on-site supervisory reviews and
benchmark analyses at the two large banks. Within
the Banks division, these three core teams were sup-
ported by the Authorisation and Risk Management
sections. There, they had access to numerous experts
in the areas of risk management, capital adequacy
and planning, liquidity, IT, and cyber risks as well as
governance. In total, an average of about 40 of the
112.52 full-time positions in the Banks division were
deployed to supervise UBS and CS in 2020-2022.

In supervising the large banks, FINMA regularly ob-
tains data or requires them to submit documentation.
In some cases the data is obtained together with the
Swiss National Bank, in other cases FINMA obtains it
directly. Data sets consist of prudential key figures
(liquidity, capital) as well as ad hoc surveys regarding
specific risks. The kind of internal bank reports that
are requested include the risk and compliance re-
ports, internal audit reports, as well as documents
from meetings of the Executive Board or Board of
Directors. In addition, FINMA takes due account of
general market data (e.g. credit ratings, prices of
shares, bonds, or credit default swaps) and reports
by equity and bond analysts or from other external
sources such as media reports (including social me-
dia). FINMA regularly holds talks with the Board of
Directors or Executive Board and with other repre-
sentatives of divisions, supervisory bodies, or internal
auditors, subsequently informing the bank concerned
in writing of its conclusions and expectations. More-
over, it conducts around 20 extensive on-site super-
visory reviews per large bank each year.? These result
in a report and a letter to the bank concerned. Im-
plementation of the required measures is monitored


https://www.finma.ch/en/finma/activities/authorisation-licensing/
https://www.finma.ch/en/finma/activities/authorisation-licensing/
https://www.finma.ch/en/finma/activities/supervision/
https://www.finma.ch/en/finma/activities/enforcement/
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/myfinma/4dokumentation/organisationsreglement-finma.pdf
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/myfinma/4dokumentation/organisationsreglement-finma.pdf
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/myfinma/4dokumentation/organisationsreglement-finma.pdf
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/myfinma/4dokumentation/organisationsreglement-finma.pdf

by FINMA. To plan its activities, the Banks division
has introduced standard operating procedures. These
determine the use of the various supervisory instru-
ments as a function of the bank’s size and risk as-
sessment (risk-based supervision). The annual assess-
ment letter is a key supervisory instrument. It sets
out the rating and FINMA's principal expectations
towards the bank. The assessment letter is also dis-
cussed with the large bank’s Board of Directors.

FINMA's standard operating procedures specify that
it should conduct annual supervisory discussions with
the large banks’ Boards of Directors and the Chairs
of their Risk and Audit Committees, that it should
meet with the Chairs of the Boards of Directors twice
a year and hold supervisory discussions with the
Chief Executive Officers (CEOs) every quarter. Owing
to the elevated risk situation at CS as of 2020, how-
ever, these interactions took place much more fre-
quently. Already in 2021, for example, monthly su-
pervisory talks were held with the Chair of the Board
of Directors. In 2022, FINMA met with the Chair of
CS's Board of Directors as well as its CEO, Chief Fi-
nancial Officer (CFO), and Chief Risk Officer (CRO)
several times a month, or even several times a week
depending on developments. These talks focused on
strategy implementation, the current risk situation,
and the action being taken by the bank. FINMA stat-
ed its expectations regarding the bank’s implemen-
tation of liquidity-related measures and the develop-
ment of emergency measures. There was also an
intensive dialogue between other representatives of
CS's Board of Directors and especially with the Chairs
of the Audit, Risk and Compensation Committees
and representatives of FINMA's Board of Directors
and Executive Board. Given CS's risk situation, there
were frequent discussions between FINMA's Board
of Directors and the CS Chair and CEO in recent
years.

National and international cooperation with author-
ities and bodies was stepped up as well. To ensure

global supervision of the large international banks,
FINMA works closely together with numerous for-
eign supervisory and resolution authorities. Since the
management of a large bank is primarily oriented to
a bank'’s divisions rather than to national boundaries,
this cooperation is vital. In particular, the cooperation
took place within the Core College of Supervisors,
to which —in the case of the large Swiss banks — the
US Federal Reserve Board, the Federal Reserve Bank
of New York, and the UK Prudential Regulation Au-
thority belong. The cooperation involved regular
interactions on various supervisory aspects of CS.
Joint supervisory activities were discussed and expec-
tations with regard to the bank were formulated. This
exchange took place at least once a month at
non-crisis times, with the Core College meeting phys-
ically twice a year. In the event of relevant topics and
significant incidents, the intensity and frequency of
the interactions was always increased. As of October
2022, the Core College members were in touch al-
most daily. Owing to CS’s significant business activ-
ities in Asia, FINMA also worked closely together with
Asian partner authorities within the framework of
the Asia-Pacific College of Supervisors. Furthermore,
there were at least annual exchanges with all CS su-
pervisors as part of the General College. This ex-
change was intensified during the crisis as well. In
addition, bilateral and trilateral (Federal Reserve Bank
of New York and US Federal Reserve Board — UK
Prudential Regulation Authority — FINMA) contact
took place, including at their Executive Board level.

Alongside FINMA's direct supervisory activities, the
audit firms play an important role in large bank su-
pervision by conducting their regulatory audits.* The
audit firm receives a mandate from the bank itself>
and conducts audits independently. The possibility
of FINMA awarding mandates directly in order to
strengthen the independence of the regulatory audit
firm is to be examined as part of the ongoing work
managed by the Federal Department of Finance (FDF)
in accordance with Article 52 BA. Moreover, FINMA

4At CS, this was KPMG up
to and including the 2019
financial year, and PwC
from 2020.

>Requires approval by
FINMA.

1"
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may have specific topics or problems analysed by a
third-party audit mandatary unconnected with the
regulatory audit firm and, in the context of enforce-
ment proceedings, also deploys investigating agents.

With regard specifically to CS, the total external ex-
penditure for regulatory auditing and for audit man-
dataries and investigating agents developed as fol-
lows in recent years.

While in 2020 they amounted to CHF 10m, they rose
in 2021 to approx. CHF 22m and remained at a high
figure of approx. CHF 19m in 2022. In each year
during the period 2020-2022, therefore, an average
of around 67,000 hours or 37 person-years were
expended on regulatory auditing and on audit/inves-
tigating agent mandates for CS. (Of this total, around
37,000 hours or 20 person-years were expended on
regulatory auditing each year.) FINMA devotes con-
siderable resources to drafting detailed audit and
investigation programmes, to the selection and man-

dating procedures, to inducting and monitoring the
agents appointed, and to invoice control.

The IMF has already examined FINMA's supervisory
activities several times in the past in the context of
its respective country examinations® and recom-
mended, among other things, that FINMA consider
awarding mandates directly to regulatory audit firms
and strengthening its own on-site supervisory re-
views.

The decrease in regulatory audit expenses between
2018 and 2019 was due to a fundamental revision
of Circular 2013/3 “Auditing”, which was aimed at
making regulatory audits more focused and risk-ori-
ented. As a result, the cost of regulatory audits for
all banks declined on average by 30%, while the
audit firms' audit conclusions became more targeted
and thereby enhanced the effectiveness of the audit
system. Owing to FINMA's risk assessment and the
deterioration of CS’s FINMA rating up to the highest

CS regulatory audit, audit mandataries and investigating agents in CHF million
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https://www.imf.org/en/Publications/CR/Issues/2019/06/26/Switzerland-Financial-Sector-Assessment-Program-47045
https://www.imf.org/en/Publications/CR/Issues/2019/06/26/Switzerland-Financial-Sector-Assessment-Program-47045
https://www.imf.org/en/Publications/CR/Issues/2019/06/26/Switzerland-Financial-Sector-Assessment-Program-47045

Costs for regulatory audit CS/UBS 2017-2022 in CHF million

19.0

16.2

10.0

9.0

10.5 10.5 10.5

7.6
7.0

8.7 82 8.7

5.0

2017 2018 2019

— CS  —UBS

level (red) in 2020, the specific budget for regulatory
auditing of CS was increased again. In this way, in
combination with the deployment of independent
third-party auditors (“mandataries”), FINMA ad-
dressed the heightened risk situation at CS.

Large bank supervision in the Banks division is also
supported by specialist resources from the Recovery
and Resolution, Enforcement, Markets, and As-
set Management divisions.

As part of the TBTF requirements, FINMA's Recovery
and Resolution division regularly checks and ap-
proves the recovery plan for the banks and assesses
whether the (Swiss) emergency plan is ready to be
implemented or not. In addition, the resolvability of
the banks is assessed and a resolution plan for the
two large international banks is prepared. In a crisis
scenario, this serves as the basis for drafting the spe-
cific resolution plan. To coordinate work on imple-
menting the TBTF requirements, there is regular in-

2020 2021 2022

teraction within the Crisis Management Group. This
also involves representatives of the relevant US and
UK authorities that would play a pivotal role in an
international resolution of a large Swiss bank. As of
autumn 2022, meetings of the CS Crisis Manage-
ment Group were also stepped up. FINMA provided
regular information on its assessment of the situa-
tion, the restructuring strategy and coordinated the
joint work in numerous meetings at working and
management level. In total, approximately seven full-
time equivalents (FTEs) from the Recovery and Res-
olution division deal with large banks.

FINMA takes enforcement action as the most visible
means of achieving its supervisory objectives. It gears
its enforcement proceedings — in line with the prin-
ciple of supervision at individual institution level —
primarily vis-a-vis the licence holders (i.e. the banks
themselves). In respect of individuals who are respon-
sible for serious violations of supervisory law, it takes
targeted action in the form of proceedings to safe-

13
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guard proper business conduct or prohibit the indi-
viduals concerned from practising their profession.
Since 2012, FINMA has conducted 43 preliminary
investigations of CS for potential enforcement pro-
ceedings, issued 9 reprimands, filed 16 criminal
charges, completed 11 enforcement proceedings
against the institution and 3 proceedings against
individuals.

At the end of August 2023, 10 investigations and
6 proceedings (five of which against individuals) were
pending in relation to CS. In total, approximately
8 FTEs from the Enforcement division deal with large
banks.

The cross-divisional function for the supervision of
conduct at the supervised institutions is housed with
the Markets division, though it is closely coordinat-

ed with the supervisory teams in the Banks division.
In total, approximately 1.4 FTEs from the Markets
division deal with large banks. The Asset Manage-
ment division supervises the fund management
companies and the (legally separate) Swiss asset
management entities. Here, too, there is close coop-
eration with the Banks division. In total, approximate-
ly 0.6 FTEs from the Asset Management division deal
with large banks.

In 2020-2022, FINMA expended an average of
around 102,000 hours per year on supervising the
two large banks (equivalent to around 58 FTEs).

FINMA is currently reviewing its supervisory approach
and the adequacy of human resources with respect
to the supervision of systemically important banks.

Large-bank supervision: average number of FTEs by division 2020-2022

= Banks

= Enforcement

= Recovery and Resolution
Markets

Asset Management




4.3 Overview of national and international
stakeholders and fora

In the context of its supervision of CS, FINMA inter-
acted with various national and international stake-
holders and fora. The main ones are listed here.

National

— Committee on Financial Crises (CFC)
For details of this body, see

— Steering Committee (SC)

For details of this body, see

— Federal Councillor or Head of the Federal De-

partment of Finance (FDF)
The person who heads the FDF is a member of the
SC and leads this body. There was periodic inter-
action between the Federal Council and FINMA
on general topics, though the large banks always
featured on the agenda.

— FDF or State Secretariat for International Fi-
nance (SIF) and Federal Finance Administra-
tion (FFA)

The FDF (SIF and FFA) is part of the CFC. There
were also regular interactions with it outside of
the CFC.

— Swiss National Bank (SNB)

The SNB is part of the CFC. There were also reg-
ular interactions with it outside of the CFC.

International

— Core College

For details of this body, see
— Asia-Pacific College

For details of this body, see
— General College

For details of this body, see
— Crisis Management Group

For details of this body, see
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7

8The CFC distinguishes
between the Green Phase
(crisis preparation)

and the Red Phase

(crisis management).

5 Implementation of “too big to fail”
regulations in Switzerland

5.1 Relevant Swiss authorities in the area of
financial market regulation and supervision as
well as other stakeholders

The relevant authorities with regard to the Swiss fi-
nancial centre are the Federal Department of Finance
(FDF) (regulation), the Swiss National Bank (SNB) (fi-
nancial stability) and FINMA (supervision and resolu-
tion). These three authorities are organisationally in-
dependent of each other and work on the basis of a
specific Memorandum of Understanding’ as follows.

Committee on Financial Crises (CFC)

Under the leadership of FINMA's CEQ, the State Sec-
retary for International Finance, the Director of the
Federal Finance Administration and the Vice Chair of
the Governing Board of the SNB meet essentially
twice a year to discuss the situation regarding the
Swiss financial centre. The agenda is drawn up ac
cording to current events. As a rule, it contains items
on the following topics: general situation; large
banks; domestic systemically important banks; other
banks; financial market infrastructures; insurance
companies; asset managers; international affairs;
miscellaneous. Minutes are taken by FINMA.

If, due to the situation on the financial markets or at
individual Swiss banks, the CFC detects an immediate
threat to the Swiss economy or to the functioning of
the Swiss or international financial system, it escalates
to the “Red Phase” (crisis management).® In this phase,
it increases the frequency of its meetings, steps up the
risk analysis and the exchange of information between
the authorities. It drafts written assessments of the
situation for the attention of the Steering Committee
and arranges for the preparation of decision-making
documents. As described in , the CFC
had declared the Red Phase in October 2022, where-
upon at least one meeting a week was held thereafter.

Steering Committee (SC)
The CFC also prepares business for the SC, which
meets at the level of the Head of the FDF, the Chair

of the SNB Governing Board and the Chair of FINMA's
Board of Directors. The Head of the FDF chairs the
meetings. The SC, too, meets at regular intervals and
has a standard agenda structured similarly to that of
the CFC. The decisions are recorded in writing. The
frequency of meetings and exchange of information
in the SC were also stepped up after the Red Phase
was announced by the CFC.

5.2 Core elements of “too big to fail”

Various countries were forced to rescue distressed
banks in the global financial crisis of 2007/2008, as
a disorderly failure of these banks would have led to
turmoil in the financial system and caused econom-
ic damage. It was in this context that the term “too
big to fail” (TBTF) gained wide currency. It refers to
banks that the government effectively cannot allow
to fail owing to, among other things, their size and
interconnectedness with the economy and financial
system. However, government bail-outs are problem-
atic, as they are paid for by taxpayers. Moreover, the
assumption that the government will always rescue
a certain size of bank in a crisis leads to market dis-
tortions and moral hazard.

As a result, efforts were made around the globe to
create more potential courses of action in the event
of banking crises. The principal concepts are ex-
plained briefly below. Detailed descriptions can be
found in FINMA's resolution reporting.

Capital

The capital requirements were successively tightened
as part of the TBTF measures. International systemi-
cally important banks have to meet more stringent
requirements, and requirements regarding the struc-
ture and quality of the capital have been defined. In
addition to the risk-weighted requirement, capital
requirements measured against the unweighted bal-
ance sheet total were introduced (see also ).
They must also provide loss-absorbing funds or
“gone concern” capital for a crisis. The going and


https://www.sif.admin.ch/sif/en/home/documentation/specialist-information/archive/memorandum-understanding-fdf-finma-snb.html
https://www.sif.admin.ch/sif/en/home/documentation/specialist-information/archive/memorandum-understanding-fdf-finma-snb.html

gone concern capital together represent the bank's
total loss-absorbing capacity (TLAC). In this context,
new Tier 1 capital instruments were also created, and
bonds with loss absorption potential in the event of
insolvency risk or insolvency measures (going con-
cern and gone concern instruments) were intro-
duced.

— Additional Tier 1 capital (AT1)
AT1 is the second-highest category of regulatory
capital and consists mainly of contingent convert-
ible or write-off bonds that are designed to be
converted into equity or written off, in particular,
if a predefined trigger is reached, if there is re-
course to public sector assistance, or in the event
that FINMA orders this to avoid insolvency.

— Bail-in bonds
Bail-in bonds are debt instruments for loss absorp-
tion in the event of insolvency measures (addition-
al loss-absorbing funds). They constitute debt
capital and can be converted into equity via a bail-
in.

Stabilisation and emergency planning

Banks must be prepared for crises and draw up plans

accordingly.

— Recovery
Recovery refers to actions taken by a company to
stabilise itself without government intervention.

— Recovery plan
In the recovery plan, the systemically important
institution sets out which measures it will use to
ensure its stability on a sustainable basis in the
event of a crisis and be able to continue its busi-
ness activities without government intervention.
FINMA is responsible for reviewing and approving
the recovery plan.

— (Swiss) Emergency plan
Systemically important banks must demonstrate in
the emergency plan that their systemically impor-
tant functions can be continued without interrup-
tion in a crisis. Only functions that are critical to the

Swiss economy are deemed systemically important.
Such systemically important functions include in
particular the domestic deposit and lending busi-
nesses as well as payment services. FINMA reviews
the measures in the emergency plan with regard to
their likely effectiveness if the entire banking group
were to be at risk of insolvency.

Resolution
Resolution refers to the restructuring or liquidation
of a company in the context of public authority in-
tervention.

— Resolution plan
The resolution plan is a plan drawn up by FINMA
setting out how to restructure or liquidate a sys-
temically important institution in its entirety (in the
case of a global systemically important bank, this
means the entire group, including foreign group
entities, which is why the plan for such banks is
referred to as a global one). In this plan, FINMA
sets out how a restructuring or liquidation ordered
by it can be carried out.

— Resolvability
Resolvability describes a company’s ability to fail
in an orderly manner. A systemically important
bank is deemed resolvable if conditions are in
place that would allow it to be restructured or
liquidated in the event of a crisis without endan-
gering financial stability.

International coordination

For global systemically important banks, crisis prepa-
rations must be coordinated internationally among
the various supervisory authorities in Crisis Manage-
ment Groups.

— Crisis Management Group
The Crisis Management Group set up for each glob-
al systemically important bank (G-SIB) due to the
Financial Stability Board's recommendations is com-
prised of various supervisory authorities. Under the
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direction of the home supervisory authority, it has
responsibility for crisis prevention and management
with regard to cross-border business.

5.3 Specific consequences of the TBTF legisla-
tion for Swiss G-SIBs

TBTF thus meant more stringent requirements in terms
of capital quality as well as liquidity, risk management,
and crisis preparation. The Swiss G-SIBs implemented
these extended requirements. In particular, they made
structural changes, if not already existent.

— Group parent company
Both large banks have a group parent company
which, as the group holding company, holds the
shares of the parent companies. It issues the bail-
in bonds and the AT1 instruments and serves as
the single point of entry for recovery and resolu-
tion planning.

— Parent companies
The parent companies are responsible for the
banking business and hold the bank’s other share-
holdings, in particular the main group subsidiaries
abroad and the Swiss entity.

— Swiss entity
The functions deemed systemically important in
Switzerland (deposits, loans with a term of under
twelve months, payment services) were trans-
ferred by the parent company to a Swiss legal
entity with its own separate banking licence
(ex-ante separation).

The crisis preparation for G-SIBs is geared to the cat-
egories of the resolvability assessment.

— Structural disentanglement
This involves the structural disentanglement of the
holding company, parent company, Swiss entity,
service units, etc.

— Operational disentanglement
This involves the operational disentanglement of
the main entities in the group to an extent that

permits them independent access to financial mar-
ket infrastructures and ensures the continuity of
important operational services.

— Financial disentanglement
The G-SIBs must ensure that intragroup financial
relationships are structured in such a way as not
to constitute an obstacle in the event of public
authority intervention.

— Implementation and resources
A G-SIB must ensure that it is in a position to im-
plement intervention by the authorities as part of
a resolution process. Thus, in the event of a crisis,
it must be able to provide quantitative data on
liquidity and capital and set up processes for car-
rying out a bail-in of gone-concern instruments
and a restructuring.

5.4 Expected crisis continuum in recovery and
resolution planning

It is primarily the responsibility of a bank’s manage-
ment and shareholders to avert a threat of insolven-
cy through their own efforts and without public in-
tervention. Therefore, a systemically important bank
in Switzerland must draw up a recovery plan that
defines measures enabling it to stabilise itself on a
sustainable basis in the event of a crisis, such that it
can continue its business activities without govern-
ment intervention. Resolution is thus preceded by a
recovery phase.

If the bank is unable to stabilise itself on a sustaina-
ble basis on its own and if there are justified concerns
that it is overindebted or has serious liquidity prob-
lems, or if it cannot meet the capital requirements
after expiry of a deadline set by FINMA, then the
latter may, in particular, initiate restructuring pro-
ceedings (i.e. resolution measures). In doing so, it
must comply with the provisions of banking law (Art.
26 ff. BA) and coordinate the resolution at the inter-
national level to ensure that any recognition proceed-
ings in the relevant jurisdictions are successful. The
resolution measures must also ensure that creditors



are not in a worse position than in the event of a
liguidation.

In the case of CS, FINMA prepared the restructuring
in line with the previously defined single point of
entry strategy. This strategy provided for intervention
by FINMA formally at the level of the Group parent
company, i.e. CS Group AG. This strategy would have
had the advantage of only FINMA, as the home su-
pervisory authority, having to conduct any restruc-
turing proceedings. Specifically, in the event of a
restructuring proceeding, FINMA would have or-
dered capital, governance, and restructuring meas-
ures at the Group level in order to restructure the
entire bank (see ).

5.5 Potential courses of action on 19 March
2023

From autumn 2022, FINMA and the other Swiss au-
thorities involved took precautionary, in-depth steps
to prepare a number of potential courses of action.

1. Merger of CS with UBS

Generally speaking, a private solution is preferable
to measures imposed by the government. As a rule,
this is more appropriate, more targeted, and more
proportionate. For these reasons, the private-law
merger option was worked on under high pressure.
The authorities involved drew up an overall package
of measures to enable this merger. The SNB support-
ed the takeover with considerable liquidity assis-
tance. A necessary part of the overall package was
instructing CS to increase its capital by writing off
the AT1 instruments. This option did not include a
write-off of the share capital or a bail-in and could
be implemented within a (very) short time because
FINMA had been increasingly drawing CS’s attention
to the need for emergency measures since April
2022. Following the October 2022 bank run, FINMA
required the bank to establish a virtual data room
and sequence a sale under stress in preparation for
a sale of the Group.

2. Restructuring of CS by order of FINMA

The restructuring option is a solution under the ex-
isting TBTF regime. In the event of a restructuring,
FINMA would have ordered three types of measures,
which were described in detail in a restructuring plan.

— Restructuring measures, which would have in-
volved reorienting the bank’s strategy and would
subsequently have had to be implemented by the
bank.

— Capital measures in order to be able to imple-
ment the restructuring measures within a short
period of time. These measures would have in-
creased CS Group’s capital by around CHF 73 bil-
lion. Specifically, the share capital would then
have been completely written off, meaning that
all shareholders would have lost their invested
capital. The AT1 instruments would also have
been completely written off, with the result that
the AT1 creditors would also have lost their en-
tire investment with this option. Finally, the bail-
in bonds of the remaining bondholders of the
CS Group AG would have been converted into
shares.

- Governance measures by means of which
FINMA would have replaced the Chair of the
Board of Directors with a person who would have
strengthened confidence in a sustainable restruc-
turing. The appointment of a restructuring agent
and the suspension of shareholder rights for a
certain period of time in order to stabilise the
bank were also envisaged.

These restructuring steps taken by FINMA would not
have created any additional liquidity for the bank.
Owing to the substantial liquidity outflows, it was
therefore clear in the case of CS that also in the event
of a restructuring, substantial state liquidity assis-
tance would have had to be granted via emergency
legislation (loan from the SNB backed by a federal
default guarantee including a decision by the Finance
Delegation of the Federal Assembly [FinDel], i.e. a

19
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public liquidity backstop [PLB] and emergency liquid-
ity assistance plus [ELA+]).

The restructuring ruling, restructuring plan and ruling
on commissioning a restructuring agent required for
the restructuring of CS by order of FINMA option were
ready for signature on 19 March 2023.

The successful implementation of a restructuring of
a global systemically important bank requires that
the foreign supervisory and resolution authorities act
in a coordinated manner. For this purpose, the mem-
bers of the CS CMG were involved in the implemen-
tation work at an early stage and had already been
informed about the measures in German and English
on 18 March 2023. They were ready for coordinated
public communication.

It should be noted that FINMA could also have ordered
the assets of the bank or parts thereof to be trans-
ferred to other legal entities or a temporary bridge
bank (“merger in resolution”, cf. Art. 30 BA) as part
of the restructuring proceedings. However, for various
reasons, this option was not the focus in the present
case. Firstly, this instrument has been designed in Swit-
zerland primarily for smaller domestic banks or banks
that have concluded cooperation and solidarity agree-
ments with each other. Secondly, such a decree would
have entailed considerable legal and market uncer-
tainty, especially since in (international and national)
practice a restructuring or such a merger in resolution
of a G-SIB have never been carried out. The aforemen-
tioned advantages of the first option with regard to
efficiency and proportionality also exist in particular
compared to a merger in resolution.

3. Nationalisation of CS by the Swiss Confed-
eration

In the event of a nationalisation, the Federal Council
would have made the Swiss Confederation the sole
shareholder in CS on the basis of emergency law. The
government would have therewith also assumed the

management and all risks of the large bank. For reg-
ulatory and legal reasons as well as risk considerations,
this option was not a priority in the preparatory work.
However, in view of the critical situation around the
weekend of 18/19 March 2023, this solution was also
examined once again as an alternative and the neces-
sary preparations were made. After careful consider-
ation, however, the Federal Council found the takeo-
ver of CS by UBS to be the best overall solution for
financial stability and the Swiss economy.

With this option too, the bank’s liquidity would have
had to be provided or guaranteed by the SNB and
the government, and thus extraordinary state sup-
port would have been necessary. Likewise, the state
takeover would have qualified as further extraordi-
nary state support, which would have led to the
contractual write-off of the AT1 instruments.

4. Bankruptcy of CS Group and activation

of the Swiss emergency plan to maintain
systemically important functions

In the event that a restructuring would not, after all,
have been likely to succeed under the specific circum-
stances, FINMA would have had to conduct an or-
derly bankruptcy of the Group and activate the Swiss
emergency plan to maintain systemically important
functions at the Swiss entity. Therefore, a bankrupt-
cy ruling and a ruling to engage a bankruptcy liqui-
dator were also prepared.

The bankruptcy of the CS Group would have had a
negative impact on the financial centre and on Swiss
private banking. Even under the assumption of a
successful triggering of the emergency plan, which
aims to maintain the systemically important functions
of CS in Switzerland, the damage to the economy,
the financial centre, and Switzerland’s reputation
would have been considerable.



This is why preference was given to the
merger of CS with UBS option

Following careful consideration of the pros and cons,
the opportunities and risks, all involved parties
agreed: In the specific situation, a merger by absorp-
tion of CS by UBS was the best available option.

— Generally speaking, a private solution is prefera-
ble to measures imposed by the government. As
a rule, this is more appropriate, more targeted,
and more proportionate.

— It was assumed that the merger by absorption of
CS by UBS would instil immediate confidence.
Conversely, a restructuring by official decree
might perhaps not have achieved a complete res-
toration of confidence.

— A restructuring of a global systemically impor-
tant bank at a time of great uncertainty on the
financial markets would have been associated
with greater risks. If the restructuring had proved
unsuccessful, FINMA would have had to declare
the Group bankrupt and open liquidation pro-
ceedings with the Swiss emergency plan being
triggered at the same time. Risks were also identi-
fied in the event of a merger, but ultimately these
were judged to be smaller than in the event of a
restructuring.

— If stabilisation via merger by absorption had
failed, CS’s gone concern capital would still have
been intact, which would have continued to pro-
tect the creditors’ situation. If a restructuring fails,
the only option left is bankruptcy.

A merger is a process that has been tried and tested
in practice and is not fraught with the many uncer-
tainties and risks that would have been associated
with a first-time restructuring of a global systemical-
ly important bank accompanied by a bail-in that is
untested on this scale.
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6 Credit Suisse

6.1 Facts and figures; organisational structure
The history of Credit Suisse began in 1856, when Al-
fred Escher joined forces with other investors to found
Schweizerische Kreditanstalt. Originally a Swiss invest-
ment bank, over the years CS steadily evolved into a
globally active universal bank by means of organic
growth as well as a series of significant mergers and
acquisitions, such as First Boston and Bank Leu in
1990, Swiss Volksbank in 1993 and the US investment
bank Donaldson, Lufkin & Jenrette in 2000.

Principal Legal Entities Overview — Credit Suisse Group AG

Credit Suisse Group AG

Credit Suisse AG

Credit Suisse
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Credit Suisse Securities
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SA.
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Cayman .
Islands Pl
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Toronto New York

Up until the acquisition by UBS on 12 June 2023, CS
was one of Switzerland’s two large international
banks. As the highest-level holding company with
listings on the SIX Swiss Exchange and the New York
Stock Exchange, Credit Suisse Group AG (CSG) held
100% of Credit Suisse AG (CS AG or parent bank),
its most important subsidiary. CS AG, for its part,
held equity interests in the domestic and foreign
subsidiary entities — among them, the Swiss bank
Credit Suisse (Schweiz) AG — and itself carried out
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operational activities. Due to numerous acquisitions
and foundations of new companies, CS comprised
over 1,100 companies at the end of 2022. From the
organisational perspective, it was latterly organised
into four divisions (Wealth Management; Investment
Bank; Swiss Bank; Asset Management) as well as four
geographic regions (Switzerland; Europe, Middle East
and Africa; Asia-Pacific; Americas). Internally, two
further separate divisions were added: the Corporate
Center, comprising central functions and treasury
activities, and the Non-Core Unit for the wind-down
of discontinued operations. At the end, CS had ap-
proximately 50,000 employees and over 10,000 con-
tractors.

From its all-time high of CHF 96.00 in April 2007, the
CS share price slumped in the aftermath of the finan-
cial crisis, amounting to just CHF 2.76 at the end of

2022 and approximately CHF 0.80 at the time of the
legal acquisition by UBS in June 2023. As a result,
market capitalisation had fallen well below CS’s book
equity. At CHF 11 billion, CS’s stock market capitali-
sation amounted to a mere quarter of the Group’s
book value at the close of 2022. The costs of insuring
against default for CS (the credit default swap spread
[CDS spread]) shot up over the course of 2022 and,
for a protracted period, were well above those of
comparable banks — a clear indication that the mar-
ket had lost confidence.

The following chart shows how the most important
market indicators developed as well as the key events
for CS since 2015. The biggest corrections in the
share price are attributable in particular to the events
with a negative financial impact.

Share price trend, CDS CS Group and MSCI World Banks Index
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Business result, total assets and assets under management CS Group 2011-2022
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= Net revenues in CHF million (left-hand scale)
= Net profit in CHF million (left-hand scale)

— Operating expenses in CHF million (left-hand scale)

— Assets under management in CHF billion (right-hand scale) — Total assets in CHF billion (right-hand scale)

CS’s past business results are characterised by a high
degree of volatility. Among the factors responsible
for the substantial variations in annual results were
a high level of fluctuation in the results of the invest-
ment bank, settlements paid to, and penalties im-
posed by foreign regulators and criminal authorities
as well as the cost effects from strategy adjustments.

In response to the pronounced volatility in business
results, CS significantly reduced dividend payments
over the last six years. The drop in variable compen-
sation was limited over the same period, and in the
2019-2021 period CS decreased its loss absorption
capacity with share buyback programmes. All of this
meant that the organic accumulation of capital was
constrained, with the result that ultimately capital
increases were needed to build up capital (see
and 7.5).

6.2 Development of the bank

This section sets out CS’s development between
2008 and 2023. FINMA's supervisory and enforce-
ment measures are mentioned on a selective basis
only, primarily in relation to the actual crisis phase
from autumn 2022. The detailed measures taken by
FINMA and the impact thereof are set out mainly in

(CS problem areas).

6.2.1 CS after the subprime mortgage crisis
under Brady Dougan as CEO (2007 to June
2015)

With a loss for the year amounting to CHF 8.2 billion,
CS recorded the worst results in its entire history in
2008, following a high level of write-downs and the
unwinding of risk positions in the investment bank.
Nevertheless, Credit Suisse emerged relatively well
from the global financial crisis in comparison with



Dividends and share buybacks vs. net profit of CS Group
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other systemically important banks and did not re-
quire any government support, unlike its main (do-
mestic) rival UBS. In subsequent years, CS found its
way back to the profit zone. Initially, its Board of
Directors made no major alterations to the basic
strategy, choosing to stick with an integrated busi-
ness model providing clients with a broad range of
products by means of a substantial investment bank
franchise.

The first changes to the business model came under
CEO Brady Dougan and the newly elected Chair of
the Board of Directors Urs Rohner (CS Chair until
2021). The aim was mainly to act early to align busi-

ness with Basel Ill before the revised regulatory re-
quirements came into effect. Against this backdrop,
CS announced a downsizing strategy for the invest-
ment bank. The basic idea was to focus capital in-
creasingly on wealth management and shrink the
cost base. The broad sweeps of CS’s business model
nevertheless remained unchanged. Its business re-
sults over this period were shaped by constant mar-
gin erosion due to the low interest rate environment
as well as earnings volatility and the costs of chang-
es to the business model.

The issues in respect of banks being accused of hav-
ing helped clients to avoid US taxes escalated in
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2008, causing various US authorities to begin their
investigations. FINMA's investigations and proce-
dures in relation to cross-border transactions at var-
ious banks increased in the early 2010s. These also
included investigations of CS's transactions with cli-
ents in the USA, in Germany and Italy. FINMA con-
cluded its enforcement proceedings against CS in
connection with the cross-border US financial servic-
es business in 2012.° CS was found to have seriously
violated the requirements of its licence in terms of
ensuring an adequate organisation and proper busi-
ness conduct, following which the bank ended its
relationship with certain US clients, and those re-
sponsible for the US country desk were discharged
of their duties. CS was also required to implement
an adequate compliance, risk management, and risk
control system for its cross-border business. Subse-
quent to this, the bank continued to be exposed to
a high level of operational risk, not least with regard
to legal disputes. In 2014, FINMA published a sum-
mary report on the enforcement proceedings con-
ducted in relation to CS’s cross-border business with
US clients, and issued information in respect of the
implementation of the corrective measures ordered
to strengthen risk management in the cross-border
segment. In the same year, the US Department of
Justice imposed a penalty of USD 2.6 billion on CS.

On 16 November 2012, the Swiss National Bank (SNB)
issued a decree designating CS a financial group of
systemic importance for the Swiss economy and the
Swiss financial system (systemically important bank).

In terms of its strategy, from 2013 the bank pursued
atarget of reducing the investment bank's risk-weight-
ed assets to a level of 50% of overall risk-weighted
assets by 2016, with the aim of investing the capital
thus freed up in wealth management activities. It
nevertheless maintained in the investment bank a
broad spectrum of products and services for its clients
at all times. CS set up non-strategic units (NSUs) for
the purpose of winding down ceased business.

6.2.2 CS under Tidjane Thiam as CEO

(July 2015 to February 2020)

After eight years in the role, in mid-2015 CEO Brady
Dougan was succeeded by Tidjane Thiam. Thiam’s
ambition was to reposition CS's strategy for the fu-
ture. He placed the main focus on an ambitious
growth trajectory in wealth management and busi-
ness in Asia. By downsizing some parts of the invest-
ment bank and realigning others to less capital-in-
tensive activities, the aim was to free up regulatory
capital so that it could be invested in turn in growth
in wealth management and in Asia. Growth of the
investment bank in Asia was also planned.

The bank was restructured in order to implement the
new strategy. CS introduced two divisions with a
regional focus: Swiss Universal Bank and Asia Pacific.
These essentially offered all products and services.
International wealth management activities outside
of these divisions were grouped together in the In-
ternational Wealth Management division. In addi-
tion, the investment bank was split into the divisions
Global Markets (with planned reduction) and Invest-
ment Banking & Capital Markets (with planned refo-
cusing of capital market business on less capital-in-
tensive activities). Non-strategic business was
grouped together in a separate structure, the Strate-
gic Resolution Unit. In order to fund the implemen-
tation of this strategy, CS carried out two capital
increases for a total amount of CHF 6 billion™ and
launched a comprehensive cost-cutting programme.

Control and support functions were also reorganised
under Tidjane Thiam'’s leadership. For example, the
General Counsel role was separated from the Com-
pliance role, and a new Chief Operating Officer Di-
vision was established. A number of management
changes also took place in 2015. Alongside Tidjane
Thiam, six further Executive Board members were
newly appointed in their roles. They included Lara
Warner as Chief Compliance & Regulatory Affairs
Officer, Thomas Gottstein as CEO of Swiss Universal
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Bank, and Igbal Khan as CEO International Wealth
Management.

CS reported a loss of CHF 2.9 billion for full-year
2015. Results were impacted in the fourth quarter in
particular by a high level of goodwill impairment and
losses on portfolios in the Strategic Resolution Unit.
Added to this were restructuring costs and provisions
for litigation issues.

Fiscal 2016 saw a further loss (CHF 2.7 billion). The
investment bank in particular had to contend with
difficult market conditions and a high cost base.
While Asia Pacific and Investment Banking & Capital
Markets fell short of projected revenues and suffered
credit losses, the Global Markets unit recorded sub-
stantial losses. As a consequence, CS launched the
Global Markets Accelerated Restructuring initiative
aimed at the further restructuring of investment
banking. Results were additionally impacted by net
provisions for penalties imposed by US authorities
and compensation for clients in the US market relat-
ing to mortgage-backed securities business in the
United States (residential mortgage-backed securities
settlement), for a total amount of CHF 2.98 billion.
The CS share price fell by over 30% in 2016, and the
CDS spread widened. This was partially the result of
the way in which the information regarding the loss-
es in Global Markets was communicated to the pub-
lic. The bank’s focus in 2016 was to continue with
the cost-cutting programme and improve the control
environment in Compliance.

A further development in the same year was the
incorporation and licensing of Credit Suisse (Schweiz)
AG. This marked a major milestone in the implemen-
tation of requirements for systemically important
banks in connection with the TBTF rules and precau-
tionary recovery and resolution measures. In 2017,
CS decided not to go ahead with a planned partial
initial public offering for its Swiss subsidiary Credit
Suisse (Schweiz) AG. The capital base was strength-

ened following the losses experienced in the preced-
ing two years, with a capital increase of approximate-
ly CHF 4 billion. Further incidents came to light at this
time, highlighting weaknesses in anti-money laun-
dering processes.

In autumn 2018, FINMA concluded investigations in
connection with the Petrobras, PDVSA and FIFA affairs
as well as in respect of CS’s significant relationship to
a politically exposed person.”” FINMA established
that CS's risk management and — in particular — its
anti-money laundering processes were not suited to
adequately identifying, limiting, and monitoring the
inherent risks generated with such a high level of risk
appetite. The incidents had materialised as early as
2015, and the bank had already addressed the situ-
ation in-house, adopting various measures. For ex-
ample, already in 2015, CS had split the Legal and
Compliance function into two separate divisions. The
Compliance unit was given more weight through
direct representation on the Executive Board and
additional personnel resources. The control environ-
ment was also strengthened. As an additional meas-
ure, FINMA called on CS to implement a comprehen-
sive global programme aimed at reinforcing
processes and controls so as to allow minimum
standards to be rolled out Group-wide. It also or-
dered CS to implement the single client view through-
out the Group and bolster supervision by the Board
of Directors with a view to ensuring compliance and
promoting an appropriate compliance culture. To this
end, the CS Board of Directors established a dedicat-
ed Board of Directors Committee in the shape of the
Conduct and Financial Crime Control Committee. In
addition, FINMA ordered that an independent com-
pany was to monitor the adequate implementation
of the measures.

A net profit of CHF 2.1 billion was recorded for full-
year 2018. The improvement versus the previous
years was attributable in part to the implementation
of the cost-cutting programme.
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In 2019, CS posted a net profit of CHF 3.9 billion.
The increase here versus the previous years was driv-
en by higher net revenues in the Global Markets,
International Wealth Management and Swiss Univer-
sal Bank divisions. Financial results gradually stabi-
lised over the years under the leadership of Tidjane
Thiam, while the capital position at Group level was
reinforced.

In spite of this, 2019 was dominated by a major gov-
ernance scandal. As part of the surveillance incidents
involving high-ranking CS executives (“spygate”), the
Board of Directors attempted to bring the situation
under control with an internal investigation. Shortly
after the first media conference, which presented the
affair as an isolated incident, further information
came to light regarding yet more surveillance activi-
ties. This undermined the Board of Directors’ cred-
ibility, and FINMA subsequently initiated its own
investigations into the affair. In autumn 2021 it
found that serious organisational shortcomings ex-
isted at CS, that CS inadequately handled legal and
reputational risks and was in serious breach of its
duty to provide information pursuant to Article 29
FINMASA.? Within the framework of its enforcement
proceedings, FINMA imposed organisational and
operational measures on CS in the areas of security
and means of communication so as to ensure respon-
sibility at the appropriate hierarchical level as well as
clear decision-making processes and monitoring
mechanisms.

6.2.3 CS under Thomas Gottstein as CEO
(February 2020 to June 2022)

2020

In February 2020, Tidjane Thiam was succeeded as
CEO by Thomas Gottstein. Under his leadership, the
bank continued to pursue the same strategy of
growth in wealth management and a reduced focus
on the investment bank. Nevertheless, further organ-
isational changes took place again. The Global Mar-
kets and Capital Markets units were once again in-

tegrated into the Investment Banking division, and
the Risk and Compliance functions were combined.
CSannounced that the investment bank’s risk-weight-
ed assets would in future amount to a maximum of
one-third of the Group’s overall risk-weighted as-
sets.®

Deficiencies in the Credit Suisse Supply Chain Finance
Funds were made publicin the first half of 2020. The
subsequent investigations confirmed the existence,
in particular, of problems in terms of how agree-
ments affecting fund investors (“side letters”) were
handled and internally disclosed. Not least due to
pressure from FINMA, CS introduced various meas-
ures to close the control gaps identified, and imple-
mented these measures in line with the subsequent
review. As part of its investigations, FINMA also con-
cluded that the bank’s behaviour towards FINMA in
respect of the provision of information had been
problematic. CS was formally reprimanded, and
FINMA commenced an investigation into a high-rank-
ing employee. While the bank decided to reprimand
those involved and introduce individual compensa-
tion-related measures, the individuals remained with
the bank.

The Covid-19 pandemic dominated 2020. With the
economic uncertainty unleashed, a number of Swiss
banks suspended distributions to their shareholders
at FINMA's request. CS also suspended its share buy-
back programme in spring 2020 following pressure
from FINMA, reducing the dividend so as to safe-
guard equity. Despite the more onerous market con-
ditions, CS posted a net profit of CHF 2.7 billion. In
response to that, it announced a new share buyback
programme for 2021, worth CHF 1-1.5 billion, as
early as October 2020.

The market for short-term financing dried up at the
onset of the pandemic, with a noticeable increase of
volatility in the markets. CS was hit harder by this
market turbulence than comparable banks, and re-
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corded a significant decrease in the liquidity ratio.
FINMA set up a project organisation™ in order to
conduct enhanced supervision during this period and
worked closely with the SNB, the Committee on Fi-
nancial Crises (CFC, see ), and the partner
authorities in the UK and US. The latter, together
with FINMA, together formed the Core College of
Supervisors for CS (see also ). The main
factors behind the issues affecting liquidity were that
a large number of domestic and foreign investors were
claiming their existing lines of credit, while CS -
for its part — was to a very large extent refinanced
on a short-term basis and was unable to renew fi-
nancing that was coming to an end on the market.
On top of this, the pronounced volatility on the fi-
nancial markets led to high margin calls and collat-
eral calls from counterparties that further weakened
CS's liquidity position. FINMA significantly increased
the liquidity requirements for CS as a consequence.
The bank was also obliged to introduce measures
aimed at strengthening liquidity management and
risk identification in the area of liquidity and to re-
duce its dependency on short-term refinancing.

Due to the number of weaknesses in the control en-
vironment, the ongoing issues with governance, the
increase in incidents requiring investigation, and the
accumulation of enforcement cases, in 2020, FINMA
raised CS's FINMA rating from the second-highest
category — to which CS had always been assigned —
to the highest of four categories (“intensive and per-
manent supervision”).’ This further increased the
intensity of supervision and the supervisory instru-
ments applied. Further details on the supervision of
the large banks can be found in

2021

March 2021 brought in quick succession two inci-
dents involving the Credit Suisse Supply Chain Fi-
nance Funds and the Archegos Capital Management
hedge fund (Archegos).' In the former case, Credit
Suisse closed four funds managed in collaboration

with Greensill Capital UK at short notice. At the time
of the closure, CS clients had around USD 10 billion
invested in the funds; by July 2023 approximately
7 billion of this figure had been returned to inves-
tors.” In the Archegos affair, several investment
banks suffered major losses following the collapse
of the hedge fund. CS’s investment bank was ex-
posed to significant credit and market risks via deriv-
atives, and recorded the biggest loss of all the invest-
ment banks involved (USD 5 billion).

Still in March 2021, FINMA imposed extensive imme-
diate measures on CS aimed at stabilising the situa-
tion and reducing risks. Shortly thereafter, FINMA
opened enforcement proceedings in both matters.
These were concluded in December 20228 and July
2023. Among the elements encompassed by the
immediate measures were the establishment of a
crisis management structure under the auspices of a
Board of Directors Committee, suspension of the
upcoming payment of variable remuneration com-
ponents to persons potentially involved in the cases,
and a ban on the inception of new products or oth-
er business activities in asset management and in-
vestment banking that would increase either the risk
or the complexity of the underlying business. In Asset
Management, which had been part of the Wealth
Management division up to this point, FINMA urged
the bank to carry out a rapid review of organisation-
al and management structures and subjected it to a
Pillar 2 capital add-on for underlying risks. In addi-
tion, FINMA called upon CS to immediately submit
a revised capital plan to facilitate a review of the
appropriateness of the planned distributions that
were up for approval at the forthcoming Annual Gen-
eral Meeting of Shareholders (AGM). Lastly, FINMA
demanded a far-reaching and fundamental review
of the Group’s appetite for risk under the leadership
of the incoming Chair of the Board of Directors. As
a consequence, CS reduced its dividend, halted the
share buyback programme,?® and reduced provision-
ing for variable compensation and various risk limits.

“Qverall, latterly FINMA
had set up a dedicated
project organisation fo-
cusing on the supervision
of CS in respect of three
cases: the Covid-19 pan-
demic in 2020, Archegos
in 2021, emergency
measures in connection
with strategy changes and
liquidity stress in
2022/2023.

>The four categories in the
rating scale are standard
supervision, enhanced
supervision, intensive
supervision, and intensive
and permanent supervision.

'6 Asset manager Archegos
Capital Management was
not registered as a hedge
fund in the USA and
described itself as a

“family office”.
17

19

20 At this point, CS had
already repurchased
shares for an amount of
CHF 305 million.
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FINMA again set up a project organisation in March
2021 for the purposes of intensive supervision of CS
and in order to assess the risks arising from business
with Archegos. The CFC was informed. The reduc
tion of the remaining market and credit risks was
closely monitored by FINMA as well as by the US and
UK authorities. FINMA imposed further immediate
measures in April 2021 when the first indications of
the gravity of the shortcomings at the investment
bank emerged. The risk-weighted assets and lever-
age exposure of the Group and the investment bank
were restricted until the analysis of the risks entered
into by CS was concluded. CS was ordered to reas-
sess all transactions involving hedge funds and hedge
fund-like family offices, reduce risks in prime servic-
es business and introduce targeted measures to re-
inforce risk management. The bank complied with
these requirements.

At the same time, CS took further measures at the
level of its Executive Board. Asset management ac-
tivities were split off from the Wealth Management
division in March 2021. They were continued as an
independent division under Ulrich Kérner. In April
2021, CS announced the departures of Brian Chin,
CEO of the Investment Bank, and Lara Warner, Chief
Risk and Compliance Officer. Christian Meissner took
over as CEO of the Investment Bank. The Risk and
Compliance functions were again split up. Joachim
Oechslin took over as Chief Risk Officer and Rafael
Lopez Lorenzo as Chief Compliance Officer.

Likewise in April 2021, CS decided in favour of a
capital increase by means of mandatory convertible
notes for a total of CHF 1.7 billion issued from con-
ditional and authorised capital.

Chair Urs Rohner stepped down as planned at the
AGM in April 2021, handing over to newly elected
Chair Anténio Horta-Osoério (CS Chair until January
2022). FINMA informed the incoming Chair about its
assessment of the situation and called upon him to

supervise the review of the bank's risk appetite that
had already been imposed. Furthermore, FINMA
drew Mr Horta-Osério’s attention to the numerous
weaknesses in governance, the lack of “tone from
the top”, the front-office divisions’ lack of responsi-
bility for the risks they entered into, and the prob-
lematic risk culture, and urged him to develop and
implement measures aimed at bringing about a last-
ing improvement together with the Board of Direc-
tors. Under the leadership of Anténio Horta-Osorio,
the bank took various initiatives to strengthen cor-
porate governance, risk management, and the inter-
nal control system as well as to improve the risk cul-
ture within the framework of a central programme
(referred to as structural measures). It also envisaged
a review of strategy ("Group Strategy Review").

Likewise, at the AGM in April 2021, the then Chair of
the Risk Committee decided not to stand for re-elec
tion to the Board of Directors. Since CS was unable to
organise any substitute candidate at such short notice,
the Chair of the Audit Committee also took over as
Chair of the Risk Committee on an interim basis.

The conclusion of the enforcement proceedings in
connection with the Mozambique affair in Septem-
ber 2021 saw FINMA record yet more shortcomings,
this time in terms of organisational requirements and
reporting requirements under anti-money laundering
legislation. It also noted weaknesses in risk manage-
ment in the lending segment and ordered various
measures aimed at restoring compliance with the law
on top of the measures already decided on by the
bank itself.2" In particular, for the purposes of trans-
parency and the avoidance of similar incidents, CS
was required not to enter into any credit transactions
with financially weak countries and countries with a
high risk of corruption unless the transaction was
publicly disclosed in the corresponding country.

Antdnio Horta-Osoério announced the results of the
strategy review in November 2021. The focus was to
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remain on wealth management, with a downscaling
of the investment bank. The exit from the prime ser-
vices business and individual lending activities in
emerging markets was to reduce the investment
bank’s capital requirements by CHF 3 billion so as to
allow this amount to then be invested in growth in
wealth management instead. The aim was for the
investment bank to account for no more than one
third of the capital requirements of the overall CS in
future.

Full-year 2021 ended with a net loss of CHF 1.7 bil-
lion due in part to the losses suffered in connection
with the Archegos affair and goodwill impairment
amounting to CHF 1.6 billion.

2022

Following CS’s own investigation, Anténio Hor-
ta-Osorio stepped down as Chair in January 2022.
FINMA was in close contact with the Board of Direc-
tors during this time, and received timely information
on the outcome of the investigation and the poten-
tial scenarios. Mr Horta-Osério was succeeded as
Chair by Axel Lehmann, who had only been elected
to the Board of Directors in autumn 2021. With re-
gard to the Board of Directors Committees, the Chair
of the Audit Committee, Richard Meddings, took
over as Chair of the Risk Committee as a result of this
castling. FINMA called on the bank to take remedial
action swiftly to ensure that an adequate governance
structure was in place in the Board of Directors. The
election of Mirko Bianchi to the Board of Directors
in April 2022 put an end to this dual-mandate role
of Richard Meddings, with Mr Bianchi taking over as
Chair of the Audit Committee.

David Wildermuth was appointed Chief Risk Officer
on a permanent basis at the beginning of 2022; this
position had previously been held on an interim ba-
sis only. Further, Joanne Hannaford was appointed
Chief Technology and Operations Officer and Franc-
esco De Ferrari as CEO of Wealth Management.

CS reported a loss of CHF 428 million for the first
quarter of 2022, the third consecutive quarterly loss.
The investment bank revenues remained weak, with
earnings in the Wealth Management and Swiss Uni-
versal Bank divisions likewise coming under pressure.
This was due in part to the more challenging macro-
economic environment owing to the war in Ukraine.
CS announced yet more changes at Executive Board
level during this time. General Counsel Romeo Cerut-
ti was succeeded by Markus Diethelm. Chief Financial
Officer David Mathers announced his intention to
step down, and he handed over to Dixit Joshi in Oc
tober 2022.

On a number of occasions, FINMA drew the attention
of CS's Board of Directors to the low capital base of
CS AG (parent bank) and the risks in connection with
its capital plan. In April 2022, FINMA called on the
bank to develop a plan and set out various potential
courses of action that could be put into place and
implemented to strengthen the capital base in an
emergency should the situation deteriorate. FINMA
reiterated these concerns in May and informed the
responsible parties at CS that, in the meantime, the
Group too was now falling short of its medium-term
capital targets of 14%, with a CET1 ratio of 13.8%.

The bank'’s reaction to this was to submit a number
of requests for regulatory relief and envisaged short-
and medium-term measures such as the sale of the
securitised products business or its asset manage-
ment. There were no substantial measures to sustain-
ably improve the situation through the bank’s own
efforts. FINMA expressed its criticism of this and again
called for appropriate measures to be put in place.

CS was downgraded by one notch by a number of
rating agencies in May 2022. The Standard & Poor’s
rating at Group level was thus BBB, just two levels
above sub-investment grade. The chart below shows
how the rating categories of the three big rating
agencies developed since 2010.

31



32

The reasons cited for the downgrade in May 2022
were the weaknesses in the risk control framework
and insufficient profitability against the backdrop of
the macroeconomic uncertainties. The rating down-
grades meant that it became more expensive for CS
to obtain liquidity, among other things. In June 2022,
it voluntarily called a USD 1.5 billion AT1 instrument
for redemption on the first call date. For the purpos-
es of compliance with capital requirements, FINMA
required a substitute issuance, which CS carried out
for an amount of USD 1.65 billion. This instrument
was issued with a coupon of 9.75%, a much higher
coupon than for CS's other AT1 instruments or for
issues by comparable institutions, a risk assessment
which was also reflected in the CDS spreads. Analy-
sis of market indicators already at that time made
increasingly clear that CS was becoming an outlier
among its competitors.

Credit Suisse Group AG - Senior Unsecured Debt
Moody's/S&P or Fitch

As a result of these developments, FINMA once again
intensified the discussions around emergency meas-
ures it had compelled CS to take in spring 2022. At
the end of June 2022, CS informed FINMA of further
strategy adjustments at the investment bank, which
would also comprise the sale of parts of its business.
FINMA once again stepped up supervision of CS from
July 2022 in light of the ongoing loss situation, the
difficult market conditions and the planned strategy
changes. These involved implementation of a dedi-
cated project organisation to ensure close monitoring
of CS in the development and implementation of its
strategy, as well as to prepare measures in the event
that the situation deteriorated further.

provides details of the resources deployed in such
project phases.
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In mid-July, FINMA informed CS’s Board of Directors
and Executive Board that the emergency measures
CS had set out until that point were insufficient to
allow the bank to react in a timely manner to any
further deterioration of the situation. It again called
upon CS to submit a concrete plan outlining further
potential courses of action that was ready to be im-
plemented and effective in order to stabilise the
Group. In light of the ongoing loss situation, FINMA
further called upon CS to hold an increased level of
liquidity, with a view to potential negative reactions
to the upcoming presentation of quarterly results.

CS published its second-quarter results on 27 July
2022. Pressure on CS's profitability had increased sig-
nificantly. The investment bank reported substantial
losses on the back of lower business volumes. The core
wealth management business likewise reported an
operating loss in the second quarter, with the Swiss
Universal Bank making only a limited contribution to
earnings. The capital buffer was impaired by the neg-
ative course of business. Net losses of CHF 1.9 billion
had already built up in the first two quarters of 2022,
with some CHF 1.6 billion of this figure being incurred
in the second quarter alone. The outlook for the third
and fourth quarters was similarly negative. As at mid-
2022, the capital ratio at Group level amounted to
13.5%, down from 14.4% at the end of 2021.

6.2.4 CS under Ulrich Kérner as CEO (July 2022
to March 2023)

Within the framework of Q2 2022 reporting, CEO
Thomas Gottstein was replaced as CEO by Ulrich
Kérner with immediate effect. CS announced anoth-
er strategy review in July 2022. The purpose of this
review was to assess alternatives that would go be-
yond the conclusions of the 2021 strategy review,
given the changed economic and market environ-
ment. The focus on the core activities of wealth man-
agement, asset management and on the Swiss busi-
ness remained unchanged. The investment bank was
to be transformed into a less capital-intensive business

more closely aligned with the core activities. In addi-
tion, strategic options were to be considered for part
of the investment bank’s business — the securitised
products business — that could potentially also com-
prise third-party capital. These were to be accompa-
nied by a cost-reduction programme. CS announced
that it would communicate the results of the strategic
review on 27 October 2022 at the presentation of the
third-quarter results.?? Following the negative course
of business and the uncertainties surrounding the spe-
cific thrust of the new strategy, two rating agencies
further downgraded CS's rating at both Group and
bank level at the beginning of August 2022 (Moody's
to Baa2 and A2; Fitch to BBB and BBB+). This further
increased the pressure on financing costs and the li-
quidity situation. It became clear in early August that
CS would need additional capital to fund a deep-
er-reaching transformation. This would be necessary
to comply with the Group's capital objectives that had
been communicated to investors and clients and in
order to cushion the anticipated value adjustment of
the CS AG subsidiaries. FINMA informed the bank of
this expectation in good time.

This matter was discussed by the CFC in early August
2022. The situation was also discussed by the SC at
the end of the month. Within the framework of these
discussions, FINMA informed the other authorities
and the Head of the FDF that, due to the critical
situation, it would be shortening its preparation time
for restructuring and recovery measures by the bank.
In addition, it increased the intensity of its supervision
of the liquidity situation together with its partner
authorities from the Core College, and called upon
CS to regularly update the authorities on the status
of strategy considerations.

A tweet citing suspected problems at an unnamed
international investment bank started to circulate on
1 October 2022, sparking considerable speculation.
Given the scope of the problems, its negative report-
ing and its ongoing loss situation, it became widely
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assumed that the investment bank concerned must
be CS. This speculation and the spread of the news
further fuelled the crisis of confidence CS was already
facing, triggering a wave of withdrawals of client as-
sets. The basis of client deposits at CS was approxi-
mately CHF 370 billion as at the end of the third quar-
ter of 2022. Clients withdrew CHF 138 billion in
deposits in the last quarter of the year, with a large
part being withdrawn in October. The increased li-
quidity buffer that had been put in place in 2020 in
the wake of the Covid crisis was able to absorb this
high level of withdrawals. The regulatory requirements
regarding the liquidity to be held were complied with.

In light of the ongoing loss situation, the uncertainties
surrounding the further change in strategy for the
investment bank and the first wave of withdrawals of
client deposits, FINMA transferred the existing project
organisation into a crisis unit from early October 2022.
From this point on there was daily interaction between
FINMA, the other partner authorities in the Core Col-
lege, and the bank. In order to coordinate the prepa-
rations for a potential restructuring, collaboration was
broadened to include the resolution authorities in the
USA and UK (convening of the Crisis Management
College). At the national level, the CFC formally estab-
lished the Red Phase, and the situation was subse-
quently discussed on a weekly basis. FINMA worked
closely with the SNB in monitoring CS’s liquidity and
equity capital situation. Together with the aforemen-
tioned domestic and foreign authorities, it issued CS
with repeated requests that concrete measures be
taken to improve the liquidity situation. In addition,
FINMA demanded that CS’s Executive Board and
Board of Directors formulate emergency measures
that went beyond the scope of the existing recovery
plan. Alongside partial divestitures, these also com-
prised the sale of the entire Group. Parallel to this,
from autumn 2022 FINMA stepped up its own pro-
cesses (confirmation of solvency) with regard to the
potential granting of emergency liquidity by the SNB
(emergency liquidity assistance [ELA]).

In the meetings of October and November 2022, the
CFC focused mainly on analysing the situation and
defining the potential courses of action should CS
fail to stabilise itself. One challenge faced in prepar-
ing for a potential restructuring was that the basis
for public liquidity backstop legislation was still in the
development stage in Switzerland. Over these
months, the SC decided that there would be no ac
tive external communication on the CS crisis from
the authorities involved.

On 27 October 2022, CS revealed the strategy ad-
justment for the investment bank it had announced
in July. The idea behind this was to calm the concerns
of clients and the markets. CS envisaged reducing
costs and risks at an accelerated pace by 2025. It
announced the partial divestment of the securitised
product business and set out its plans for focusing
capital market business more heavily on advisory ac-
tivities. The goal was to lower capital requirements
and to sell the business at a later date or, at the least,
go public with parts thereof. Another non-core unit
(NCU) was to be set up to continue the reduction of
risk in the investment bank, and further investment
bank positions were to be transferred to this NCU.
As a consequence of these changes, there was an
impairment of deferred tax assets of CHF 3.7 billion,
which also partially reduced the core capital. Com-
bined with yet another quarterly loss from operating
activities, CS presented a net loss of approximately
CHF 4 billion for the third quarter of 2022. In order
to finance the planned restructuring measures, on
27 October 2022 CS announced a capital increase of
CHF 4 billion, which was then approved at the Ex-
traordinary General Meeting of 23 November 2022.
The Saudi National Bank acquired a shareholding of
9.9% and thus became CS’s biggest shareholder.

Due to the uncertainty surrounding the success of
the implementation of the revised strategy and future
profitability, early November saw further rating
downgrades (S&P by one notch to BBB- for CS Group



and A-/A-2 for CS AG; Moody's likewise by one notch
to A3/Prime-2 for CS AG). These downgrades in-
creased CS's funding costs even further and severe-
ly curtailed its ability to renew short-term financing
that was coming up for renewal.

FINMA and other authorities feared that these fresh
downgradings not only limited CS's access to the mar-
ket for short-term financing, but would also be inter-
preted as a further signal for clients, sparking yet an-
other significant increase in client outflows. To be
prepared for this scenario and be able to initiate a
restructuring if necessary, the bank was requested to
produce a “valuation in resolution” and assess the
impact of a concrete restructuring plan on its balance
sheet and income statement. The results were ana-
lysed by the domestic and foreign resolution author-
ities in the CMG, and discussed in greater depth with
the bank over the weekend of 5 November 2022.
Approximately 70 people from the CMG authorities
were involved. As part of this process, FINMA ensured
that preparations for a restructuring in the event of a
drastic deterioration in the situation were continued
as far as possible. Contrary to fears, however, there
was no drastic increase in outflows of client funds
after the announcement of the rating downgrade. This
period saw an extremely intensive level of interaction
between FINMA and CS, during which the bank’s po-
tential courses of action in the event of any drastic
deterioration were discussed. CS regarded the sale of
the entire Group as the best option, and FINMA called
on the bank to make concrete headway in moving
ahead with preparations for this scenario.

In an ad hoc press release on 23 November 2022, CS
reported that, as at 11 November 2022, net outflows
at Group level were around 6% of assets under man-
agement at the end of the third quarter of 2023. It
further stated that these outflows meant that some
CS legal entities had to partially utilise their liquidity
buffers. It went on to say that while the bank had
fallen below certain legal entity-level regulatory re-

guirements, the core requirements of the regulatory
liquidity requirements and the net stable funding
ratio at the Group level were maintained at all times.

The Chair of the Board of Directors, Axel Lehmann,
made public statements in connection with the out-
flows of client funds in early December 2022. FINMA
investigated whether these statements constituted
infringements of financial market law. While it
reached the conclusion that these grounds were in-
sufficient for proceedings to be instituted, FINMA
left the bank in no doubt as to its expectations with
regard to any future communication.?

The liquidity situation worsened towards the end of
2022 owing to further withdrawals of client funds.
The refinancing situation was extremely precarious
with instruments coming to an end and limited capac
ity for new funding. Nevertheless, CS Group met the
regulatory requirements in terms of liquidity. Parallel
to this, both FINMA and the SNB intensified the pres-
sure on CS to make headway on the work relating to
a potential sale of the Group. CS formulated two sce-
narios. The first scenario explored a sale which would
have to be carried out in a very short space of time
due to the continued outflows of liquidity. Numerous
regulatory and antitrust issues and uncertainties arose
in connection with this scenario. Therefore, UBS was
regarded as the only realistic domestic buyer if client
and market confidence was to be restored immedi-
ately. The second scenario allowed more time for the
sales process, which would make negotiations with
several potential buyers and a potentially better sales
price possible. At the end of the year, FINMA made it
clear to CS that it had to make concrete progress on
the first scenario — the emergency sale —, and already
set up a data room. CS only complied with this request
following repeated intervention by FINMA.

CS was able to issue long-term bonds for an amount
of close to CHF 4 billion in early January 2023. A de-
gree of stabilisation ensued in January and February

35


https://www.finma.ch/en/news/2023/03/20230310-mm-cs-kein-verfahren/
https://www.finma.ch/en/news/2023/03/20230310-mm-cs-kein-verfahren/

36

2023, allowing the bank to rebuild its liquidity buffers
to a certain extent. But a rapid destabilisation due to
rating downgrades and further outflows could not
be ruled out. This prompted FINMA to update its own
preparations in the area of restructuring and emer-
gency liquidity assistance. CS published its full-year
2022 results on 9 February 2023. Following the strat-
egy adjustment which impacted on client activities,
deferred tax assets, and goodwill as well as due to
the elevated withdrawals of client funds and the on-
going unfavourable market environment, CS posted
a net loss of CHF 7.3 billion (after a net loss of
CHF 1.7 billion for fiscal 2022). CHF 3.7 billion of this
figure consisted of impairments of deferred tax assets
related to the strategic review. In respect of assets
under management, net outflows of funds amounted
to CHF 123 billion, with CHF 111 billion of this figure
attributable to the fourth quarter alone. There were
no negative client reactions of any real significance.

FINMA published its conclusion of enforcement pro-
ceedings in the Greensill case at the end of February
2023.2%In this context, CS had seriously breached its
supervisory obligations with regard to risk manage-
ment and appropriate organisational structures. One
of the measures imposed was that CS periodically
review the most important business relationships and
record the responsibilities of its highest-ranking man-
agers in statements of responsibility.

March 2023

After a slight easing of the liquidity situation at CS in
January and February 2023, uncertainties increased
again in the global financial markets in early March
2023.

On 8 March 2023, Silicon Valley Bank (SVB) in the
USA announced it was restructuring its balance
sheet. This comprised the sale of USD 21 billion
worth of securities at a USD 1.8 billion loss. SVB re-
ported its intent to offset these losses by raising
USD 2.25 billion in capital.?

On 9 March 2023 - one day before the planned pub-
lication date —, CS announced that it was delaying
publication of its 2022 annual report following inter-
vention by the US Securities and Exchange Commis-
sion in connection with the quality of controls for the
bank’s financial statements for the years 2019 and
2020.

After SVB's failure to raise capital, the California De-
partment of Financial Protection and Innovation
stepped in on 10 March 2023 and closed the bank.
Further institutions were affected by the increased
uncertainty in the market. The next closure came as
early as 12 March 2023, when the US Signature Bank
was closed by the New York State Department of
Financial Services.?®

CS’s annual accounts were ultimately published on
14 March 2023. The statutory auditors were required
to qualify their audit opinion regarding the control
environment, whereas CS was obliged to mention
“material weaknesses in internal control over finan-
cial reporting as of December 31, 2021 and, conse-
guently, December 31, 2022"%’ in its annual report.
This amplified the uncertainty among clients and
investors, exacerbating the loss of confidence.

On 15 March 2023, various media reported that CS's
biggest shareholder (Saudi National Bank) was cate-
gorically ruling out any further capital injections.?®
On the same day, the CS share price fell by 30%,
while the CDS spreads rose above the 1000 ba-
sis-point mark (=10%) and the market value of par-
ticularly risky debt securities was hit hard by market
reactions. For example, certain AT1 instruments were
trading at just 23% of their nominal value. This rein-
forced the crisis of confidence and thus had a direct
impact on the bank'’s liquidity situation by once again
sharply accelerating deposit outflows (from
CHF 1.6 billion on 13 March and CHF 2.7 billion on
14 March to CHF 13.2 billion on 15 March) and caus-
ing counterparties to demand additional collateral.
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On the same Wednesday, 15 March 2023, FINMA and
the SNB issued a joint press release.?® In it, FINMA
confirmed, on the basis of the key figures available to
it on 15 March 2023, that Credit Suisse satisfied the
special capital and liquidity requirements imposed on
systemically important banks. At the same time, the
SNB announced that it would provide the global sys-
temically important bank with liquidity if necessary.
This would be done within the framework provided to
the SNB by law for issuing (extraordinary) liquidity sup-
port (ELA). CS communicated in the night of 15-16
March 2023 that it would access this liquidity support.
On 16 March 2023, the SNB provided CHF 38 billion
in liquidity under ELA and CHF 10 billion via the liquid-
ity-shortage financing facility (LSFF) (providing a total
of CHF 48 billion).?° In the process, CS confirmed to
the SNB that it was currently not in a position to pro-
cure sufficient liquidity either via the money or capital
markets or in any other way to cover the liquidity re-
guirements in place, that it was confronted with with-
drawals of cash deposits and that its ongoing attempts
to secure funding would probably not be sufficient.

Despite the joint statement from FINMA and the SNB
and the aforementioned liquidity support provided
by the SNB, withdrawals of client funds continued
unabated on Thursday, 16 March 2023. On this day
alone, the bank recorded further outflows of around
CHF 17.1 billion, with an additional CHF 10.1 billion
being withdrawn on Friday, 17 March 2023. The cri-
sis of confidence was now increasingly spreading to
Credit Suisse (Schweiz) AG too. In light of the high
level of outflows on these two days, and affecting
the Swiss entity in particular, there was a danger at
the weekend of immediate insolvency not only at CS
AG but also at Credit Suisse (Schweiz) AG.

On Thursday, 16 March 2023, based on Article 184
para. 3 and Article 185 para. 3 of the Federal Con-
stitution of the Swiss Confederation?' the Federal
Council issued the Ordinance on Additional Liquidity
Assistance Loans and the Granting of Federal Default

Guarantees for Liquidity Assistance Loans from the
Swiss National Bank to Systemically Important Banks
(Public Liquidity Backstop Emergency Ordinance)
(PLB-EO, SR 952.3).32 This sets outs the possibility of
liguidity measures in the form of additional liquidity
support loans from the SNB (ELA+) as well as default
guarantees from the federal government to the SNB
for further liquidity support loans from the SNB (PLB)
in exchange for privileged creditor status in the event
of bankruptcy. ELA+ and PLB can only be disbursed
once the borrower has exhausted all possible sourc-
es of financing using its own means, a fact that
FINMA must confirm to the Federal Department of
Finance. The SNB must also confirm to the Federal
Department of Finance on the first disbursement of
PLB that the bank has no suitable collateral left to
secure ELA and ELA+ has been exhausted.*

In the meantime, the further deterioration of the
bank’s liquidity situation had become unstoppable.?*
As early as Friday, 17 March 2023, CS had to once
again apply for liquidity assistance, for an amount of
CHF 20 billion (ELA+). In its application for further li-
quidity support from the SNB, CS confirmed that the
bank was unable to procure sufficient liquidity either
via the money or capital markets or in any other way
to cover the liquidity requirements in place. It argued
it required further assistance so as to increase its li-
quidity holdings with immediate effect to allow it to
continue to make payments without creating any fur-
ther alarm among its various agent banks, settlement
and clearing bodies, and — first and foremost — its
clients. Following this, the SNB granted further liquid-
ity (ELA+) for a total of CHF 20 billion.*> Without this
further support, CS would have become immediately
insolvent by midday on Friday, 17 March 2023.

In addition to the bank’s acute liquidity problems,
professional counterparties and financial market in-
frastructures were not only demanding higher collat-
eral from CS, they were also reducing their limits
further and restricting overall or ending entirely their
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p. 25.
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16 March 2023 (AS 2023
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19 March 2023 (AS 2023
136).
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CS Group: share price and CDS spreads
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business activities with CS.3% On Friday afternoon, 17
March 2023, Euroclear informed its members that it
had deactivated CS as a cash correspondent bank for
the Swiss franc with immediate effect. Although the
bank was still solvent based on a going concern val-
uation — i.e. satisfied the regulatory capital require-
ments — there was an imminent threat of insolvency,?
which would then have led to a massive reduction in
equity, in particular as a result of the accounting based
on realisable values that would have become neces-
sary. A further prolonged loss of confidence in the
bank resulted in sustained deposit outflows and the

1 200

bank having to furnish additional collateral in the mar-
ket or otherwise business partners terminating their
business relationships with CS. CS thus found itself in
a situation threatening its mere existence, meaning
that the competent authorities needed to step in. It
was clear that CS could no longer restore the confi-
dence of the markets and its clients on its own and
that either bankruptcy or restructuring (resolution
measure) had become inevitable.3®

As it became apparent that CS would no longer be
able to emerge from the crisis of confidence on its
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own, the authorities involved began an intensive
search for other solutions as alternatives to the
measures (protective measures, restructuring or
bankruptcy) provided by law (see ). A
merger by absorption of CSG by UBS emerged as
the most expedient and proportionate solution to
safeguard the bank's creditors, the Swiss economy
and Switzerland'’s financial system as well as to over-
come the crisis of confidence. A merger with UBS,
a bank that had a successful track record and the
confidence of the markets, appeared to deliver the
greatest likelihood of successfully solving CS’s glob-
al problem of confidence. This solution was ultimate-
ly given preference over the others.3®

On Sunday morning, 19 March 2023, CS informed
FINMA of its estimate of the cash it would require
in order to be able to start the week ahead without
problems. The CS Treasury department had estimat-
ed a figure of around CHF 100 billion (in various
currencies). This figure was based on prepayments
to correspondent banks and other counterparties,
local regulators’ expectations in terms of sufficient
cash holdings, and potential outflows of client funds
for Monday, Tuesday, and Wednesday.

The Federal Council amended the PLB-EO on 19
March 2023 and added measures in connection with
the merger by absorption of CSG and UBS.*° Based
on the PLB-EO, the federal government also took
steps to put in place measures to shore up CS's sol-
vency in order to safeguard financial stability and the
Swiss economy as well as to facilitate the merger with
UBS within the framework of an overall package.*

On Sunday evening, 19 March 2023, the two large
banks reached agreement on a merger by absorp-
tion with the aid of extraordinary state support
measures in the form of an overall package based,
among other things, on the PLB-EQ in the amended
version of 19 March 2023. At 7.30 p.m. UBS and CS
stated at a press conference together with repre-

sentatives of the federal government, the SNB and
FINMA that UBS was to take over CS. The federal
government explicitly supported the merger and
approved the necessary emergency ordinance.* This
encompassed the following measures, which were
instrumental in allowing the merger solution to be
reached and were mutually dependent.

The extraordinary state support measures intro-
duced by means of emergency law comprised addi-
tional liquidity assistance loans (ELA+) and liquidity
assistance with federal default guarantee (PLB). The
SNB thus granted two further lines of credit each of
a maximum of CHF 100 billion with privileged cred-
itor status in the event of bankruptcy (ELA+ and PLB)
and for an amount of up to CHF 100 billion via a
federal default guarantee (PLB). In total, the SNB
made liquidity assistance of up to CHF 250 billion
available (ELA and EFF: CHF 50 billion; ELA+:
CHF 100 billion [of which CHF 50 billion for CSJ; PLB:
CHF 100 billion). On Sunday, 19 March 2023, CS
again applied for further liquidity assistance, with
essentially the same reasoning as with the ELA+.

Special focus: treatment of AT1 instruments
Following the last financial crisis and in the context
of TBTF legislation, in 2011 the regulatory founda-
tion was laid for capital instruments under private
law in the Additional Tier 1 [AT1] segment. The pur-
pose of ATT was to provide banks with a debt in-
strument which in a crisis would enable them to
create liable equity capital more readily and more
rapidly through write-downs. Such capital instru-
ments are characterised by a feature allowing them
to be written off, in particular in the event of ex-
traordinary state assistance or to head off insolven-
cy, so that taxpayers do not carry the entire risk. The
mechanism of AT1 instruments as going concern
instruments results in AT1 creditors having to bear
losses before and independently of the opening of
formal restructuring proceedings, i.e. even before a
bank’s shareholders.
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#See with regard to overall

Vast extraordinary state support measures were nec-
essary to stabilise CS via a merger of CSG with UBS
Group AG in March 2023. Part of the overall package
therefore comprised a forced write-off of
CHF 16.5 billion (nominal value) in AT1 instruments
in accordance with the provisions laid down and as
contractually agreed. The AT1 instruments thus per-
formed the function for which they were designed.

The write-off was effected by CSG by means of a
contractual statement issued to ATT bondholders.
CSG was ordered to issue such a statement following
a decree from FINMA. This decree was based on
FINMA's authority to impose protective measures
under existing law and the emergency ordinance
issued by the Federal Council. Around 2,500 AT1
bondholders have filed a total of 230 appeals against
this decree. The corresponding appeals are currently
before the Federal Administrative Court.

In order to make the merger between CS and UBS
possible, the overall package also set out, in the form
of loss insurance for UBS, a federal guarantee of a
maximum of CHF 9 billion on a specific portfolio of
difficult-to-value CS assets (hereinafter: “loss protec-
tion guarantee”). This would only have applied if UBS
had actually suffered losses on the sale of these as-
sets and the losses had exceeded CHF 5 billion.*?

During an extraordinary meeting on 19 March 2023,
the FinDel reviewed the urgent guarantee credits for
a total of CHF 109 billion for the default guarantee
(PLB) and the loss protection guarantee, approving
them on the same day.** The approval from the Fin-
Del thus substituted approval from the Federal As-
sembly, and the Federal Council and administrative
authorities were able to enter into financial commit-
ments immediately up to the approved amounts.*®

The Cartel Act states that based on the Banking Act,
FINMA may in case of a merger give priority to the
interests of creditors for reasons related to creditor

protection. FINMA acted in this way and approved
the merger of the two large banks early on 19 March
2023. Creditor protection required such a decision
by FINMA. The solution that was found allowed busi-
ness continuity for the bank, and the clients of CS
were protected.

Following the public press conference, FINMA pre-
sented the solution in detail to the foreign authorities
in the CMG and General College and answered ques-
tions from the involved foreign supervisory commu-
nity. Various authorities decided to publish a press
release in their countries outlining the solution found
and its impact on CS's banking operations in order
to have a stabilising effect. This was particularly im-
portant in Asia, as markets in these time zones open
earlier than in Europe.

On 20 March 2023, CS received liquidity assistance
in the amount of an additional CHF 30 billion (ELA+)
as well as a further CHF 70 billion (PLB). By the end
of March 2023, the bank had effectively received
liquidity support from the SNB worth a total of
CHF 168 billion. By 31 May 2023, it had fully repaid
the liquidity support in the form of the PLB and by
the end of August 2023, the ELA+ had also been
fully repaid. This currently leaves only CHF 38 billion
of the ELA outstanding.

CS's situation stabilised to a considerable degree fol-
lowing the approval by FINMA on 19 March 2023 of
the merger between CS and UBS. This is reflected, in
particular, in the sharp decline in CDS costs and the
equally significant decline in outflows of client funds.
After approval was issued by a number of other au-
thorities, the merger was already legally completed by
12 June 2023.4¢ This marked the end of a protracted
phase of great uncertainty.

A review of the position of the merged company in
the market and the impact of the merger on overall
competition is still feasible despite the approval by
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FINMA and the subsequent completion stages; con-
ditions addressing these issues can be imposed
post-approval and post-consummation. FINMA will
make an independent assessment based on the po-
sition statement of the Swiss Competition Commis-
sion as provided for by the respective legislation.
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7 CS problem areas, actions taken by FINMA

and possible solutions

In this section, FINMA presents what it sees as the
main problem areas that led to the destabilisation of
CS, and ultimately to its takeover by UBS. For each
area it describes the measures taken by FINMA and
the impact they had. It also explains where FINMA's
measures — in retrospect — were not sufficiently ef-
fective, or where FINMA reached its (regulatory) lim-
its. The findings are then used as a basis for lessons
learned and possible solutions. A distinction is made
between:

— lessons learned for FINMA's future supervisory
work,

— potential courses of action that FINMA can take
in future,

— possible regulatory changes that would generally
improve the banks' resilience to crises and would
increase  FINMA's opportunities to implement
measures.

It must be stated again that it will never be possible
to subject financial institutions to supervision that is
100% watertight. Even with greater regulation and
extended supervision as described above, there is no
guarantee that a financial institution will not fail.
However, the solutions described here should help
to further reduce the probability and impact of a
failure.

7.1 Strategy / viable business model

Key statements

— The repeated attempts by CS over the years to
reduce the size of the investment bank in order
to generate more stable returns were incomplete,
insufficiently effective, and ultimately unable to
impress the markets and clients.

— It is the responsibility of the Board of Directors to
define, implement and monitor the bank’s strat-
eqy. FINMA will take measures if the strategy, its
planned implementation, or the bank’s risk appe-
tite lead to increased risks, and the minimum cap-
ital requirement and capital buffer do not provide

enough safety for creditors, or the control envi-
ronment is not sufficient to manage and monitor
the risks entered into (see also ).

— Based on its loss potential analysis (LPA), FINMA
identified increased risks from the business model
at CS and imposed additional capital charges on
the bank. It will improve its supervisory practice in
future by assessing the specific risks arising from
the business models more systematically. This can
take place, for example, as part of an extension of
the existing LPA and can also result in additional
capital charges.

— Whereas in Switzerland, additional capital charges
can be imposed for increased risks in individual
cases, other jurisdictions have more systematic
approaches. FINMA intends to use additional cap-
ital adequacy requirements even more systemat-
ically in future. A review must be conducted as
to whether implementation in Switzerland would
require a change to the requlation, particularly at
ordinance level, or whether a revision of supervi-
sory practice, which is set out in FINMA Circular
2011/2 “Capital buffer and capital planning —
banks”, would suffice.

— FINMA is basing its supervisory approach and its
considerations on the work of the Basel Commit-
tee on Banking Supervision.

Background

Under various Chairs of the Board of Directors and
CEOs, CS has repeatedly attempted to reduce its
earnings volatility by downsizing its investment bank
and increasing its focus on the wealth management
business. Each time, numerous positions were trans-
ferred to a separate department, which ultimately
reported the losses from the reduction of these po-
sitions (e. g. Strategic Resolution Unit, Asset Resolu-
tion Unit or Non-Core Unit). However, CS’s earnings
remained volatile. This was also apparent in the
course of 2022. The rising inflation and resulting in-
crease in interest rates, together with the war in
Ukraine, worsened the macroeconomic environment



for CS, with a loss of income in the investment bank
and, to a lesser extent, in wealth management, while
costs remained high.

In July 2022, CS announced another change of strat-
egy and replaced CEO Thomas Gottstein with Ulrich
Korner. The bank came under so much pressure due
to its lack of profitability and uncertain prospects
that it wanted to announce a solution as soon as
possible —another downsizing of the investment bank
— in order to win back the market’s confidence.
Whereas a significant change of strategy usually takes
several months, CS felt it had no choice but to present
specific details to the market in October 2022.

Even before CS had had a chance to announce its
strategy, the rumours on social media had led to
huge outflows of client funds. At that time, the bank
was suffering from a pronounced loss of confidence
and was in a phase of high strategic uncertainty.
Although the further details of the strategic reorien-
tation of the investment bank communicated at the
end of October 2022 were generally welcomed by
investors, analysts, and other stakeholders, they
pointed out the very high implementation risks and
the low profitability. Ultimately, the bank’s strategy
was no longer able to convince investors and clients.
CS had made too few far-reaching changes over the
years, and the measures and strategy adjustments
presented by CS in October 2022 came too late (“too
little, too late™).

FINMA's actions and impact

The approval and periodic revision of the business
strategy and risk policy are among the non-transfer-
able tasks of the Board of Directors as a bank’s sen-
ior management body. Likewise, it is the task of the
bank’s Board of Directors to examine a business
model to see if it is well received by investors or cli-
ents. This is not FINMA's responsibility. The bank it-
self must be in a position to manage the risks arising
from its business model by means of a suitable risk

management system, and to ensure adequate capi-
talisation and compliance with the relevant code of
conduct. The Swiss and international financial market
legislation does not envisage any direct influence by
FINMA on the strategy, or even approval of the strat-
egy. This type of legal power of intervention would
in fact create moral hazards. FINMA's primary task is
to protect the clients of financial market participants
and the stability of the financial market, as well as to
enforce compliance with the supervisory provisions.

In the context of its supervisory work, FINMA has
always focused on evaluating how the chosen strat-
egy is implemented, and what risks and capital re-
quirements arise from the strategy and the bank’s
risk appetite. The main tool used to do this is the loss
potential analysis (LPA). Financial and capital planning
are among the other tools used by FINMA to analyse
the effects of the strategy on the bank’s capital ad-
equacy.

The LPA includes a projection of baseline and stress
assumptions over several years, which shows the ef-
fects of the strategy on the earnings situation and
prudential indicators. The design and calibration of
the underlying FINMA scenarios are even stricter than
those of the UK and US supervisory authorities. The
LPA is complemented by discussions with the bank
on capital planning and management as well as risk
management. Based on this, FINMA identified in-
creased risks at CS from its strategic orientation and
high risk appetite. From the end of 2020, it imposed
a target of 18.2% on CS for the Tier 1 capital ratio
with regard to risk-weighted assets (previously
14.3%).%’ This was to ensure that CS remained suf-
ficiently capitalised even in a difficult economic en-
vironment. The additional capital requirements re-
sulted in an increase in CS's loss-absorbing capacity.

Lessons learned and possible solutions
FINMA identified increased risks from the bank’s
strategy and risk appetite based on the LPA and re-

4’The measure was defined
as a capital target rather
than a strict limit. It was

noted that FINMA expect-

ed a capital plan in order
to achieve the figure of
18.2% and would not
tolerate any active meas-
ures by the bank in con-
travention of this target.
From the first implemen-
tation, it was deemed
acceptable to fall below
the target due to factors
outside of the bank’s
control. The target was
increased to 20% owing
to the poorer results in
the LPA in 2021.
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sponded proactively. It must also be noted in hind-
sight that the LPA had paid too little regard to the
CS management’s misjudgements in relation to the
influence of strategy adjustments on earnings vola-
tility. The LPA analyses the effects of negative mac
roeconomic scenarios on the financial situation of
the banks, but does not highlight the business risks
of the individual divisions in detail, and is still limited
to too few scenarios.

FINMA can implement the following options in fu-
ture:

— FINMA will incorporate the work and analyses
of the Basel Committee on Banking Supervision
and the Financial Stability Institute®® on the use
of systematic business model analyses into its su-
pervisory practice and will further strengthen this.
These business model analyses can support FINMA
in its work and in taking early measures (e.g. in
the area of capital). However, this cannot prevent
the strategy from failing either. Furthermore, they
are not intended to enable FINMA to directly in-
fluence the strategy of a bank based on the re-
sults. Responsibility for defining the strategy is and
remains one of the central tasks of the bank’s
Board of Directors.

— Under Article 4 para. 3 of the Banking Act (BA)
and Article 45 of the Capital Adequacy Ordinance
— Banks (CAOQ) or Article 131b CAO (in the case
of systemically important banks), FINMA is able
to define individual additional capital charges to
cover increased risks (Pillar 2 charges). According
to Article 45 CAOQ, this is provided for “in special
circumstances”, particularly for risks in relation
to: a) their business activities; b) their risk expo-
sures; ¢) their business strategy; d) the quality of
risk management; or e) the state of the art of the
techniques used. This option was also used in the
present case. However, compared to other juris-
dictions, FINMA has less detailed implementing
provisions relating to evaluation of these aspects

by the supervisory authority and the effect on
individual additional capital charges. In addition,
these Pillar 2 measures in foreign jurisdictions
usually have to be disclosed, which increases the
pressure on the bank. While CS did disclose the
Pillar 2 additional capital charge from Greensill, it
did not do so for the 20% target from the LPA.
FINMA's supervisory practice is only specified in a
rudimentary form in its Circular 2011/2 “Capital
buffers and capital planning — banks”. FINMA in-
tends to use additional capital adequacy charges
even more systematically in future and also to or-
der disclosure of such additional capital charges
in more cases.

— In this regard, FINMA has commissioned a com-
parison of international supervisory approaches
for determining stricter capital adequacy require-
ments. It is thus aiming to further develop its su-
pervisory practice. In parallel, it wishes to ascertain
whether any regulatory changes are also neces-
sary at ordinance level in order to establish the
more systematic use of this measure. The ques-
tion also arises as to whether the banks’ creditors
could be better protected from increased risks by
a legally prescribed lifting of the suspensive effect
when such measures are ordered, with the result
that the measures would take effect immediately,
i.e. even during any appeal proceedings. In this
regard, a comparison with the laws of other juris-
dictions will also be made.

7.2 Corporate governance

Key statements

— The Board of Directors of the bank is responsible
for choosing the Executive Board and submitting
proposals for the election of members of the
Board of Directors by the Annual General Meet-
ing. FINMA is responsible for verifying that the
requirements for irreproachable business conduct
are met. The banking licence and the associat-
ed fitness and propriety assessment constitute
a “police authorisation”, i.e. if the licensing re-
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quirements are met and there are no indications
to the contrary, the bank is entitled to be grant-
ed a licence by FINMA. Any shortcomings in the
exercise of their functions by the members of
the Board of Directors and Executive Board, par-
ticularly with regard to an appropriate risk and
corporate culture, can only be identified after
taking office. Despite the major hurdles to later
interventions, FINMA raised these shortcomings
with CS’s Board of Directors, ordered measures,
and started enforcement proceedings against the
bank’s top managers.

— (CS’s corporate governance was deficient in sev-
eral respects: Responsibilities were not clearly de-
fined and were often not enforced. The flawed
management culture and the weak “tone from
the top” over a longer period of time led to a poor
risk culture. This was also characterised by defi-
ciencies in the area of conflicts of interests and
a lack of transparency towards FINMA. Over the
years, the governing bodies of CS were unable to
remedy the repeatedly identified shortcomings in
the bank’s organisation in a sustainable way.

— FINMA raised the absence of an adequate risk
and corporate culture and the business divisions’
lack of responsibility for their actions with CS’s
Board of Directors, and ordered measures to im-
prove the situation.

— Despite these interventions, it was not possible
to make a sufficient impact. A Senior Managers
Regime or statement of responsibilities, powers
to impose fines, and the ability to reqularly pub-
lish enforcement proceedings would all be ways
of increasing the impact of supervision in the area
of corporate governance in the future.

Background
a) Numerous unplanned changes in the Board of Di-
rectors and Executive Board

The Board of Directors and Executive Board of CS
had to contend with a large number of staff chang-

es over a long period of time, but especially from
2021 onwards.

This also affected the roles of Chair of the Board of
Directors and CEOQ, each of which underwent two
changes in the period from 2020 to 2022. The top
managers were therefore only in office for a short
period during this time. There were also numerous
changes among the other members of the Board of
Directors and the Executive Board, particularly in the
aftermath of the surveillance affair and the Greensill
and Archegos cases. This led to a loss of know-how
at times on both boards, as well as to temporary
multiple roles at the level of the Board of Directors’
committees, with the Chair of the Audit Committee
also assuming interim leadership of the Risk Commit-
tee.

b) Shortcomings in the management and risk culture

Over the years, the governing bodies of CS were
unable to find long-term solutions to the shortcom-
ings in the bank’s organisation repeatedly addressed
by FINMA. From 2011 onwards, FINMA therefore
conducted numerous enforcement proceedings
against CS, some of which also involved higher man-
agement levels. From 2018 alone, FINMA completed
nine proceedings. The enforcement proceedings in-
volved multiple serious cases in the areas of combat-
ing money laundering and US cross-border business.
In addition to this there were high-profile proceed-
ings regarding the surveillance affair and the Mozam-
bique, Greensill and Archegos cases. A lack of trans-
parency vis-a-vis the supervisory authority was
repeatedly identified and reprimanded.

The identified deficiencies included a lack of aware-
ness of problems and risks, a weak “tone from the
top” and an inappropriate corporate culture in parts
of the organisation. Both the limits (risk appetite) and
the responsibilities for risks taken were often not
clear enough, namely in the allocation between the
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front-office units and the control functions. With
regard to the escalation of high-risk business cases,
the design did include interfaces. However, the or-
ganisation with numerous committees at operation-
al level prevented the clear allocation of responsibil-
ities and thus rigorous decision-making. Escalated
cases were sometimes hampered by the complex
corporate structure of CS.

The senior management bodies were unable to rein-
force the risk culture throughout the bank in a sig-
nificant and sustainable manner. Neither did the
staffing changes lead to a long-term improvement
in the corporate and management culture. For exam-
ple, although the successor to the long-serving Chair
of the Board of Directors, Urs Rohner, did communi-
cate clear expectations with regard to the bank'’s
internal risk culture, the circumstances that led to an
internal bank investigation and ultimately to his resig-

Board of Directors (BoD) and Executive Board (ExB)

Number

nation led to further uncertainty in the public per-
ception of CS.

FINMA’s actions and impact
a) Measures taken by FINMA in connection with the
bank’s top management bodies

The selection of the Executive Board and submission
of proposals for the election of members of the
Board of Directors by the Annual General Meeting
are among the non-transferable duties of the Board
of Directors.*® It is not the supervisory authority’s role
to get actively involved in this selection process. In-
stead, FINMA's involvement begins in the second
step, during the authorisation process for changes
to governing bodies.>® As part of the authorisation
process, FINMA examines the professional suitability
(fitness) and integrity (properness) of the proposed
candidates. Whereas it carries out independent and
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detailed investigations in the case of properness, the
relevant selection processes and information from
the respective bank form the basis of its assessment
in the case of fitness.”' As part of its ongoing super-
visory work, FINMA monitors compliance with the
requirements of appropriate corporate governance
and of the governing bodies’ guarantee of irre-
proachable business conduct.

The question of the involvement and responsibility
of individuals in incidents has always been part of
FINMA's decision-making process. In proceedings
against an individual, it must be proven within the
limits of individual accountability that they are culpa-
ble of causing a serious breach of supervisory law
through their individual conduct. In the case of an
omission, the supervisory provision from which the
duty to act arises, and the extent to which the person
failed to perform this specific action must be demon-
strated in detail.

FINMA initiated eight enforcement proceedings
against CS managers in total. Members of the CS
Executive Board were involved in five cases. Five pro-
ceedings are still pending. Enforcement proceedings
were discontinued in three cases as the persons con-
cerned withdrew from positions of responsibility and
management positions in the regulated financial
market for life by means of a declaration of resigna-
tion.>? In other cases, CS managers had already left
their positions of responsibility during or in the wake
of enforcement activities by FINMA against the insti-
tution.

In addition to the enforcement proceedings against
CS managers, FINMA addressed the fundamental
deficiencies in management. For example, after the
incidents involving Greensill and Archegos it issued
an extraordinary assessment letter to the bank’s
Chair expressing its doubt that the management in
its current composition would be able to manage the
bank in difficult situations and achieve an appropriate

balance between risk and return in the long term.
This was followed by successive changes to the Ex-
ecutive Board. By the fourth quarter of 2022, 11 of
the 13 Executive Board members had been newly
appointed.

b) FINMA measures regarding the lack of risk aware-
ness and management culture

The conduct and values of the managers dictate the
“tone from the top”, which runs as a common thread
throughout the corporate hierarchy. As the most
senior management body, the Board of Directors
defines the bank’s business strategy and issues guid-
ing principles for the corporate culture.>® FINMA
raised the lack of an adequate risk and corporate
culture, the excessive risk appetite in relation to the
control environment, the bank’s internal moral haz-
ards, and the business divisions’ lack of responsibili-
ty for their actions with CS's Board of Directors. It
also addressed these issues during joining interviews
with new holders of positions of responsibility, and
ordered measures to improve the situation. FINMA
expressed its concerns regarding the management
at the time and the prevailing risk culture to the in-
coming Chair of the Board of Directors, Anténio
Horta-Osorio, in the course of the annual assessment
process in 2021. He took this into account and ex-
pressed a clear expectation by stating that every
employee is primarily a risk manager. In addition, he
specifically encouraged measures to establish a
“speak-up culture” for identifying weaknesses or
cases with higher risks. Since he himself resigned
after an internal investigation, these measures did
not achieve their full desired effect.

FINMA's enforcement rulings also had a direct impact
on the management bodies in some cases, with
measures such as: a) the permanent transfer of a
specific topic (proper compliance, promotion of an
appropriate compliance culture and compliance or-
ganisation) to an independent committee of the

1See no. | of

(in German).
321f an individual who has
already left a manage-

ment position undertakes,

credibly, permanently,
unconditionally, and
irrevocably to refrain from
taking up a management
position or a position of
responsibility at a super-
vised institution in future,
FINMA can waive any
enforcement proceedings
(possibly resulting in an
industry ban) and write
off any proceedings
already initiated as having
become irrelevant.

3See margin no. 10 of
FINMA Circular 2017/1
“Corporate governance
— banks”.
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**In accordance with Article
29 para. 1 FINMASA, the
supervised persons and
entities must provide
FINMA with all informa-
tion and documents that
it requires to carry out its
tasks. The supervised
persons and entities must
also immediately report to
FINMA any incident that is
of substantial importance
to the supervision (Art. 29
para. 2 FINMASA).

Board of Directors; b) the establishment of internal
reporting to enable the Executive Board to inform
the Board of Directors or one of its committees about
important governance issues; c) requirements regard-
ing the composition of the Board of Directors of a
group company so that people with the relevant ex-
perience and knowledge are represented; and d) the
introduction of a statement of responsibilities that
records the areas of responsibility of the (approxi-
mately 600) most senior managers of the bank.
FINMA ensures the implementation of its rulings and
also enforces them.

With regard to the handling of conflicts of interests,
FINMA called for the systematic identification, re-
cording and assessment of potential conflicts of in-
terests. CS subsequently established an internal reg-
ister for conflicts of interests. CS was also asked to
examine the multiple mandates at the uppermost
management levels. CS followed this request and
terminated a number of dual mandates.

¢) Measures taken by FINMA regarding the inade-
guate information behaviour

FINMA repeatedly intervened at CS due to the lack
of transparency and inadequate information behav-
iour towards FINMA >4 with the intensity of the in-
terventions increasing progressively. Between 2014
and 2019 alone, FINMA reprimanded CS multiple
times for inadequate information and reporting. It
opened enforcement proceedings against the insti-
tution where there were violations of the duty to
inform under supervisory law. FINMA responded
towards individuals in connection with the provision
of information with formal reprimands or even by
initiating individual enforcement proceedings. It also
brought multiple charges for the possible violation
of Article 45 FINMASA (provision of false informa-
tion). These led to enforcement cases, not only in the
context of the provision of information, but also in
connection with properness reviews of people.

Lessons learned and possible solutions

It became apparent that, despite the various inter-
ventions by FINMA at CS, the responsibilities were
frequently inadequately defined and delimited.
FINMA's rulings initially related to the areas at fault.
In the wake of the accumulation of serious breaches,
FINMA began to deploy more extensive and intrusive
measures such as ordering a bank-wide statement of
responsibilities (see Greensill case).

The following possible solutions require a review and
possibly an amendment of the existing regulatory
principles.

— To strengthen the corporate governance of banks
and ensure the clear allocation of responsibilities,
FINMA is in favour of introducing a Senior Manag-
ers Regime in Switzerland, and already announced
this publicly in April 2023. It is necessary to ensure
that the business-generating departments are re-
sponsible for the risks entered into, that the big-
gest risks and clients are known to the bank’s top
management, and that the members of the Exec-
utive Board in charge of the front-office divisions
are responsible for the control environment in their
areas. The clear allocation of responsibilities must
also be reflected in performance appraisals and
when setting variable remuneration. In addition,
it should be possible to attribute any violations to
the individuals responsible, and to update this in
the event of a successive staffing change. This is
intended as a deterrent, and to make it possible
for the supervisory authority to address questions
of individual responsibility quickly and directly. It
also aims to improve the starting point in order
to identify misconduct and impose sanctions in a
more targeted manner.

— In addition to the interventions at the organisa-
tional and operational levels, FINMA lacked a re-
pressive tool with which to sanction CS based on
fault for the increasing violations and thus send
a signal to the bank’s management as well as its



employees and shareholders. As early as April
2023, FINMA announced that it was thus in fa-
vour of the introduction by the legislator of the
power to impose fines, and the expansion of its
competences to inform the public about issues
within a financial institution.

At present, the key requirements for the appro-
priateness of corporate governance, risk manage-
ment, and internal controls at banks are set out
in a FINMA circular. The principles of the Bank-
ing Act and Banking Ordinance in this area are
very principle-based. Given the outstanding im-
portance of this issue in supervision, and for the
purpose of increasing enforceability, it should be
examined whether certain requirements could be
raised to federal law or ordinance level or speci-
fied in more detail.

FINMA was also bound by legal restrictions regard-
ing the provision of information to the public. The
possibility of providing more transparent informa-
tion regarding its enforcement proceedings should
be examined. In line with the current regulations
in EU countries, a rule could be introduced ena-
bling FINMA to provide information on completed
enforcement proceedings in general, not only in
exceptional cases. The legislator could also grant
FINMA greater discretion to provide public infor-
mation about any investigations and proceedings
opened. The expansion of its powers to provide
information would increase the transparency, pre-
dictability, and visibility of FINMA's activities as well
as help to improve the reputation of Switzerland’s
financial centre both nationally and internationally,
and increase the deterrent effect.

— Although the CS remuneration scheme included
the consideration of risk behaviour on paper, in
practice the assumption of high risks and/or mis-
conduct (risk-adjusted performance) had very lit-
tle effect on remuneration.

— The high variable remuneration in loss-making
years, the sometimes inadequate influence of
misconduct and risk behaviour on individual re-
muneration, and the exclusion of what the bank
deemed to be extraordinary events when setting
the variable remuneration encouraged an inap-
propriate risk culture over the past decade.

— Due to its requlatory basis, FINMA's influence on
the remuneration scheme and the level of vari-
able remuneration is limited. Principle 10 of the
corresponding FINMA Circular therefore also
permits deviations from the principles if these
are justified and disclosed (comply or explain ap-
proach). In earlier years, the pressure from FINMA
did have an effect, however, as CS reduced the
total variable remuneration. No sufficiently re-
strictive countermeasures were taken by the
shareholders in terms of their voting behaviour
at the Annual General Meeting or through the
Compensation Committee or the bank’s Board of
Directors to significantly influence CS's remuner-
ation practices.

— There is a need to review solutions and existing
requlatory principles in order to better anchor re-
quirements for remuneration systems in law and
to establish effective powers for FINMA.

Background
CS paid out very high variable compensation, even
in years when it made huge losses. It generated a
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7.3 Remuneration cumulative net loss of CHF 2.1 billion over the last
Key statements ten financial years, while the total variable remuner-
— The development of variable remuneration at CS  ation came to over CHF 33 billion in the same period
primarily followed the developments in the mar- according to the Compensation Reports. Therefore,
ket, with business performance only playing a even in the loss-making years 2015-2017, variable
secondary role — in contrast to the pay-for-perfor-  remuneration of over CHF 3 billion was awarded each
mance culture constantly propagated by it. year. Even in 2021, with the substantial losses as a
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*|n addition to the actual
variable remuneration of
CHF 2.0 billion, there
were further compensation
instruments
amounting to around
CHF 0.5 billion in 2021;
source: CS Compensation
Report 2021.

result of the Archegos case, the variable remunera-
tion still came to over CHF 2 billion.>> When setting
the total variable remuneration, CS was mainly look-
ing to its competitors for guidance. The shareholders
accepted this approach at each Annual General
Meeting and approved the Compensation Report as
well as the respective remuneration of the Board of
Directors and the Executive Board.

FINMA noted that the Board of Directors and the
management of CS attached very little importance
to the assumption of higher risks and/or existing mis-
conduct. This type of conduct only had a minor effect
on remuneration, deferred bonus components
(malus) or remuneration already paid out (clawbacks).
As a consequence, CS did too little to counteract the
inappropriate risk culture.

FINMA's actions and impact

Overall, the development of variable remuneration
at CS primarily followed the developments in the
market, with the bank’s business performance only
playing a secondary role — in contrast to the
pay-for-performance culture constantly propagated
by it. The fact that CS paid out high variable remu-
neration even in years in which it made large losses
is contrary to Principle 5 of the FINMA Circular on
remuneration schemes. This states that the size of
the total pool is dependent on long-term success,
and that if the business performs poorly the total
pool is to be significantly reduced or omitted com-
pletely. However, Principle 10 of the Circular allows
for a deviation to be justified and disclosed (comply
or explain). In the area of banks, FINMA Circular
2010/1 “Remuneration systems” is only based on the
general provisions of the Banking Act regarding ap-
propriate organisation and risk management. FINMA
pointed out in various discussions and communica-
tions that the total amount of variable remuneration
should be reduced more sharply in bad years. From
a regulatory perspective, however, there is no suffi-
ciently robust legal basis for the enforcement of

far-reaching measures being confirmed by the courts,
particularly in the case of justified and disclosed de-
viations.

In its communication of February 2017, FINMA was
already working with the Board of Directors of CS
towards reducing the variable remuneration in view
of the negative business result. In its Compensation
Report, CS explained its decisions by stating that the
result had been impaired by the restructuring costs
and fines from older cases, and that the bank had
made significant progress in implementing the strat-
egy and had appointed a number of new people.>®
In the absence of a legal basis, FINMA had to accept
this but insisted that the variable remuneration could
not rise in line with business success in the subse-
guent years, but ought to be smoothed out.

As of the 2021 financial year, FINMA again intensified
its pressure on CS with regard to compensation due
to the Archegos and Greensill cases and the resulting
negative business results (net profit CHF —1.7 billion).
CS reduced the total variable remuneration from the
originally planned CHF 2.5 billion to CHF 2.0 billion.
FINMA also called on CS to monitor the reduction in
individual remuneration and the use of malus and
clawback mechanisms at the level of the Board of
Directors. CS consequently introduced the incident
and consequences process to ensure at Board level
that both the people directly involved and the re-
sponsible managers were held accountable.

The 2022 financial year saw another loss (net prof-
it CHF =7.3 billion). As this was foreseeable based on
the forecasts, FINMA initiated a dialogue regarding
the maximum possible variable remuneration in the
summer of 2022. Under pressure from FINMA, CS
reduced the variable remuneration from the original-
ly planned CHF 1.75 billion to CHF 1.0 billion, which
the bank considered to be the absolute minimum in
order to protect the business franchise. This was ac-
companied by the Strategic Delivery Plan, under
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which a total of CHF 0.5 billion would be paid out if
certain strategic targets were met in the future. The
Board of Directors also believed that targeted reten-
tion awards in the amount of CHF 350 million were
essential in order to stabilise the bank. Even taking
these programmes into account, a reduction in the
variable remuneration was achieved compared with
the previous year.

In all these years with the high variable remuneration,
which came close to becoming a fixed sum over time,
CS created moral hazards that essentially encouraged
short-term monetary success at the expense of de-
veloping a healthy risk culture. FINMA only had lim-
ited influence on the level of the variable remunera-
tion. It should be noted in this regard that the
shareholders of CS approved each of the Compen-
sation Reports at the Annual General Meetings and
never took any corrective action.®’

In the context of on-site supervisory reviews and in
connection with the Greensill and Archegos cases,
FINMA noted that violations of rules or disciplinary
cases were given too little consideration in employ-
ees’ performance appraisals and the setting of vari-
able remuneration. Although line managers had to
assess the achievement of both financial targets
(“contribution”) and non-financial targets (“behav-
iour”), FINMA noted on several occasions that the
non-financial targets were clearly underweighted. A
pattern emerged in which primarily high-ranking
employees benefited disproportionately from varia-
ble remuneration, even if they were involved in dis-
ciplinary cases or were only averagely rated in gen-
eral. Based on this observation, CS introduced a
process that included the classification of the sever-
ity of rule violations and a mandatory effect on per-
formance appraisals and remuneration. This defined
the seniority of the employee concerned as a rein-
forcing factor in the use of malus.

During on-site supervisory reviews, FINMA repeat-
edly asked CS to make further adjustments to the
processes for performance appraisal and the remu-
neration scheme. CS did not have an effective mon-
itoring process for appropriate performance apprais-
al and the allocation of variable remuneration. This
particularly applied to effective controls and a robust
mechanism for justifying and documenting high bo-
nuses. CS subsequently improved the processes.

All these weaknesses and the disproportionate total
amount of variable remuneration in relation to the
business results enabled a remuneration scheme and
a culture to become established in which rule viola-
tions by employees were insufficiently sanctioned.
Whereas FINMA repeatedly worked towards the
necessary adjustments in the performance apprais-
al processes and the remuneration system, the im-
plementation of the measures progressed slowly due
to the lack of action by the senior management
body. FINMA intensified the dialogue and escalated
the issue of promoting an appropriate incentive sys-
tem and healthy risk culture to the Compensation
Committee of the Board of Directors of CS several
times.

Lessons learned and possible solutions

Banks’ remuneration schemes include strong incen-
tives that influence the risk behaviour within the in-
stitution. Over the years, FINMA repeatedly used its
influence at CS to bring its remuneration in line with
the long-term business results. This was only partial-
ly successful, where the interventions were accepted
by the bank. More invasive interventions by FINMA
through judicial enforcement were not sought by
FINMA in the matter of remuneration. This is because
it believed the chances of success in court to be low
given the weak regulatory basis for intervention.

The following possible solutions require a review and
possibly an amendment of the existing regulatory
principles.

>"However, the advisory
vote on the 2022 Com-
pensation Report only just
resulted in a modest ap-
proval of 50.6%.
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— In future, the requirements for remuneration sys-
tems should be anchored in federal law, which
could be achieved by transferring the principles
contained in the existing Circular. However, the
Banking Act and the Banking Ordinance would
also have to contain principles that promote risk
awareness among employees and allow FINMA
to impose specific measures on institutions in the
area of remuneration.

— To structure FINMA'S new powers effectively,
these could be linked to the employees’ personal
responsibility or to a statement of responsibilities
(see possible solutions in ). This would
act as a deterrent for the decision-makers at the
supervised institutions, as entering into inappro-
priate risks or improper behaviour would have di-
rect financial consequences.

How these adjustments could be implemented in
detail, and their prospects of success, are currently
being examined by the Federal Department of Fi-
nance (FDF), together with FINMA, in the context of
the report on Article 52 of the Banking Act. The FDF
also plans to obtain an expert opinion in this regard.
FINMA will analyse the results and then adjust or
supplement its position if necessary.

7.4 Risk management and internal control en-

vironment

Key statements

— The repeated scandals and losses severely dam-
aged CS’s reputation and undermined confidence
in the bank and its management.

— FINMA repeatedly imposed measures on CS to
reinforce its control environment and incentives
system, and always responded immediately to se-
rious shortcomings and incidents. It ordered fur-
ther targeted measures that increased in severity
over time, and exhausted the tools available to it
to influence the bank (on-site supervisory reviews,
assessment letters, investigations, ad hoc meas-
ures, enforcement proceedings, and restrictions

on business activities). However, new shortcom-
ings continually emerged in other areas involving
various issues and occurring in different regions.

— Over the years, CS was unable to implement the
measures requested by FINMA to reinforce the in-
ternal control system and risk management in a
timely, effective, and sustainable manner. It took
numerous measures to rectify the weaknesses,
although these often did not go far enough. To
ensure a functioning risk management system, it
is essential that the governance within the insti-
tution is working, and that the responsibilities are
clear and lived up to.

— Since the topics of corporate governance as well
as risk management and the internal control en-
vironment are closely related, the approaches de-
scribed in as well as the approach set
out in for a more systematic use of
additional capital charges are also relevant.

Background
Over the past few years, CS was repeatedly involved
in cases that led to huge losses, fines, and settle-
ments. Altogether, the bank has had to pay fines and
settlements amounting to around CHF 15 billion
since 2010. Numerous bank-internal and supervisory
audits and bank-internal and FINMA investigations
showed that in addition to weak governance (see
), the moral hazards arising from the re-
muneration system (see ), the weak con-
trol environment and a questionable risk culture
contributed to Credit Suisse’s involvement in these
cases and scandals.

Overall, CS demonstrated an excessive risk appetite.
The insufficiently strict requirements of the Board of
Directors and the Executive Board allowed the busi-
ness divisions a great deal of autonomy. The internal
control system was not sufficiently sophisticated or
effective to adequately identify and address the in-
herent risks arising from the risk appetite. The com-
plex group structure of CS also made it more difficult



to systematically implement measures. It led to chal-
lenges with regard to the effective management and
control of group companies, and ultimately in the
global implementation of measures to reinforce the
internal control system and risk management.

Although CS did always formally address the weak-
nesses in the internal control system —whether these
were identified by the bank itself or revealed by au-
dits or investigations — and initiated programmes to
rectify the weaknesses, the focus was merely on
specific modifications to the design of processes and
controls. Subsequent interactions with the bank or
follow-up audits in some cases revealed that the de-
sired improvements were not sufficiently effective in
operational terms or did not systematically rectify the
causes of the problems. Similar or even the same risks
or control weaknesses in other departments were
not identified by CS, and these weaknesses were thus
not adequately eliminated. In addition, the constant
adjustments to the basic strategic direction, the in-
creasing pressure on profitability, and cases such as
Archegos and Greensill distracted the CS manage-
ment from effectively implementing the programmes
aimed at improving the control environment and risk
management.

FINMA's actions and impact

CS’s risk management and internal control environ-
ment were regularly assessed by its internal auditors,
the regulatory audit firm, and FINMA itself or evalu-
ated during FINMA’s on-site supervisory reviews.
FINMA also appointed independent and appropri-
ately qualified audit mandataries to carry out inde-
pendent reviews in many cases, and conducted var-
ious enforcement proceedings. All of these
interventions revealed the need for measures in var-
ious areas to reinforce risk control, risk management,
and the internal control system.

FINMA carried out around 170 on-site supervisory
reviews at CS from 2013. Given the bank’s global

presence, these were often performed in close co-
operation with foreign supervisory authorities. The
on-site supervisory reviews focused on general risk
management, specifically in the areas of conduct
obligations (including money laundering), credit and
market risks from investment bank activities, liquid-
ity, remuneration systems, and internal audit. The
number of on-site supervisory reviews was only
slightly higher at CS compared to UBS, as the reviews
often involved the same areas in order to allow com-
parisons. As regards the risk weighting of findings
and recommendations, on the other hand, CS had
around 50% more on-site supervisory reviews with
at least one finding rated as high.

The regulatory audit firm identified around 100 find-
ings and recommendations each year. In certain au-
dit fields, it also imposed qualifications when con-
firming compliance with regulatory requirements.
However, the bank’s compliance with the licensing
requirements was always confirmed by the regulato-
ry audit firm until just before the announcement of
the merger by absorption of CS and UBS on 19 March
2023.

FINMA also appointed a total of 23 mandataries from
2015 with a total fee volume of CHF 26 million as a
supervisory tool.>® These mandataries were appoint-
ed either to investigate specific matters in connection
with the internal control system and risk manage-
ment requiring specific specialist knowledge, or in
areas with significant control shortcomings that were
not identified by the regulatory audit firm before-
hand. These were often cases in which FINMA had
also initiated enforcement measures.

FINMA also influenced the risk management and
internal control environment of CS by means of its
enforcement rulings. When concluding proceedings,
FINMA ordered targeted, sometimes far-reaching
measures to restore compliance with the law. As a
result of the recurrent weaknesses, FINMA again in-

*8Six mandates involving
mandataries have not yet
been completed at present.
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itiated increasingly strict measures over time, and
even intervened in the bank’s operational business
in individual cases. It did so by imposing conditions
for specific activities (temporary requirements for
new loans business with certain countries) or order-
ing temporary restrictions on business activities (tem-
porary limitation on outsourcing certain activities).
For example, the bank was obliged to:

— restrict its business activities (e.g. instructed to
cease business with clients with unclear tax sit-
uations;>® temporarily restrict the outsourcing of
certain activities;®® ban new business initiatives
that would increase the risk profile or complexity
of CS in the investment bank®' or asset manage-
ment®?; restrict the business activity in question
with regard to risk-weighted assets and leverage
exposure until the significant weaknesses had
been rectified;

— reduce the variable remuneration and the distri-
butions to shareholders;

— introduce a single client view of business and cli-
ent relationships including corresponding internal
access, in order to obtain a global logic and view
of individual clients, particularly for the purpose
of monitoring risks in the area of combating mon-
ey laundering;®?

— implement organisational measures to take suf-
ficient account of the inherent conflict of inter-
ests between the business line and risk function,
strengthen the structure of the control environ-
ment and individual control functions (e.g. com-
pliance function), or expand specific reporting
obligations;%

— implement a sufficiently clear and understanda-
ble definition of responsibilities and competencies
(process) in the individual lines of defence and
within committees;®

— ensure an independent, enforceable monitoring
process (control, reporting, decision-making/dis-
ciplining, escalation, documentation) with regard
to the first line of defence;®

— promote an appropriate compliance and risk cul-
ture, particularly by means of a training concept;®’

— temporarily only conduct new lending business
with financially weak countries and countries
prone to corruption subject to certain conditions,
namely subject to the condition that the public is
informed of the loan;®

— escalate high-risk lending business to Group level
and carry out regular global reviews of the bank’s
main client relationships at Executive Board level.®

The facts and topics established in the enforcement
proceedings were very heterogeneous. They took
place in various areas and business divisions of the
bank (Investment Bank, Wealth Management, Asset
Management, Swiss Bank), related to different legal
issues, and in different geographical regions (juris-
dictions). The measures ordered by FINMA and those
initiated in addition by the bank’s managers did lead
to improvements in the design of processes and con-
trols in the areas concerned. However, recurring
events and other supervisory controls revealed that
the weaknesses identified were not rectified in a sus-
tainable way or were only rectified in one part of the
Group.

In its annual assessment letters and the periodic su-
pervisory dialogue, FINMA escalated the inadequate
implementation of measures to the bank’s senior
management and criticised the repeatedly poor re-
sults in the implementation of control improvements.
Among other things, FINMA called for CS to intro-
duce global minimum standards and to check when
control deficiencies were identified whether they also
occurred in other areas of the Group. In response,
CS strengthened its central control functions and
took various measures. Under pressure from FINMA,
it created a central role with clear responsibility at
Executive Board level and close monitoring by the
Board of Directors. This role was intended to monitor
the implementation of key projects to improve the
control environment.



With regard to the very high risk appetite in the di-
visions, FINMA called on the CS Board of Directors
to carry out a fundamental review of risk appetite in
the wake of the Greensill and Archegos cases. The
CS Board of Directors consequently reduced various
internal limits with immediate effect and ensured
that high-risk transactions could only be approved at
a higher level of the Group. The bank'’s internal au-
ditors were also tasked with searching specifically for
risks that had not previously been identified, moni-
tored, and limited by the internal control system. This
identified sporadic cases of risks that, although they
were known to the front-office units, had not been
recorded by the risk control process.

Subsequent to its ad hoc measures, CS's Board of
Directors carried out an in-depth examination of the
risks arising from the bank’s main business activities.
In particular, it took a closer look at risk clusters in
individual areas and limited these, introduced further
risk metrics and limits, and restricted the risk appetite
for certain portfolios. The 100 most high-risk clients
were also analysed in detail, and numerous business
relationships were terminated as their risks could no
longer be tolerated.

Lessons learned and possible solutions

Assuming risks is a fundamental part of banking busi-
ness. They can also materialise at banks with an ap-
propriate control environment and an effective gov-
ernance system. At CS, however, FINMA repeatedly
noted that the risks entered into were not sufficiently
identified, controlled, and limited. With the increasing
accumulation of problems at CS, FINMA intensified its
measures and exhausted the means available to it to
exert influence. However, this was not enough to pre-
vent further incidents at CS. Ensuring an adequate risk
management system takes more than just improve-
ments to processes and controls. It is essential for the
governance within the institution to be working well,
and for the responsibilities to be clear and lived up to.
Without these basic preconditions, it is not possible

for a control system to function effectively. The solu-
tions considered, as described in and

— namely, a) measures to improve the allocation of
personal responsibility similar to the UK's Senior Man-
agers and Certification Regime (e.g. “statement of
responsibilities”); b) powers to impose fines; ) proac-
tive communication regarding enforcement proceed-
ings; and d) the more systematic use of additional
capital charges —, are thus vital to ensuring a function-
ing risk management system.

7.5 Capital

Key statements

— At CS Group (consolidated) level, capitalisation
met the regulatory requirements at over 14%
CET 1 at the end of 2022. The regulatory Pillar 1
capital requirements were complied with by all
legal entities. However, from 2011, CS had to
raise over CHF 20 billion in additional equity cap-
ital on the market on no fewer than six occasions
in order to cover losses and costs resulting from
strategy adjustments. This diminished confidence
in the bank’s prosperity.

— CS AG (at the level of the single entity or parent
bank) reported lower capital figures than the con-
solidated Group.

— Upon the entry into force of the “too big to fail”
(TBTF) regime, the legislation provided for lower
requirements applying for the parent bank under
certain circumstances than for the Group as a
whole. FINMA was obliged to grant relaxations to
this legal entity. FINMA advocated the abolition
of these provisions. The effects of the regime in-
troduced instead involving the application of the
portfolio valuation of shareholdings for regulato-
ry purposes (requlatory filter) had to be disclosed
by CS on a quarterly basis and were thus known
to the investors.

— During the crisis, the financial reporting rules and
capital requirements had a procyclical effect, as
losses and reductions in the scope of business di-
minished the value of the parent’s participations
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79The regulatory Tier 1
minimum requirement in
respect of the capital ratio
for risk-weighted assets
(RWA) at Group level was
lowered in 2016 with the
Swiss introduction of the
total loss-absorbing
capacity requirements
(i.e. the introduction of
separate gone concern
requirements) when
considered in isolation.

in subsidiaries and — as a consequence — its capital
adequacy. In addition, due to the phase-in regime
for the risk weighting of participations, the par-
ent bank had to build up capital in annual incre-
ments and was dependent on the repatriation of
capital and dividends from the subsidiary entities.
This also restricted the strategic options of CS in
terms of restructuring.

— FINMA has imposed additional capital add-ons
on CS. It intends to use this option even more
systematically in the future. A review must also
be conducted as to whether implementation in
Switzerland would require a change to the requ-
latory principles, particularly at ordinance level, or
whether a revision of supervisory practice, which
is set out in FINMA Circular 2011/2 “Capital buff-
er and capital planning — banks”, would suffice
(see for further details).

Background

Capital situation of Credit Suisse Group AG

At the end of 2022, CS reported a capital ratio of
14.1% CET1, a going concern capital ratio of 19.9%,
and a going concern leverage ratio of 7.7%. It thus
clearly met the regulatory requirements for capital
adequacy in CET1 quality that applied to it as a con-
solidated group. The capital ratios did not deteriorate
significantly from the beginning of 2023 to mid-
March 2023. The accrued losses were offset by low-
er business volumes and, consequently, by lower
capital requirements.

In the supervisory context, the capital ratios of CS
were a permanent and hotly debated topic. The
Group's volatile results contrasted with comparative-
ly high variable remuneration payments, whereas the
distributions to shareholders were greatly reduced
already as of 2020. In many years there was therefore
no retention and constant accumulation of capital
from undistributed earnings. In the case of extraor-
dinary events, such as high penalties or extraordinary
losses or for restructuring purposes, the capital fre-

quently had to be strengthened by means of raising
capital on the market. From 2011, CS thus raised
capital on the market no fewer than six times either
via equity capital increase or mandatory convertibles
(2011, 2013, 2015, 2017, 2021, 2022). The bank thus
raised over CHF 20 billion in additional equity. Both
the capital increases and the dividend payments were
approved by the CS shareholders in each case. The
Compensation Reports and the proposed compen-
sation were approved.

As of 2021, the capital of CS started to erode owing
to the ongoing losses. The CET1 capital ratio fell in
the third quarter of 2022 to a low of 12.6%. Al-
though the bank was thereby still well above the
regulatory requirements, it fell below the capital tar-
get communicated to investors at the end of July
2022: over the year, the CET1 capital ratio was sup-
posed to be held at between 13 and 14%. The re-
structuring of the bank announced in October 2022
anticipated several further loss-making quarters
which, as in previous years, could only be cushioned
by a capital increase in the amount of CHF 4.0 billion
executed in the fourth quarter of 2022.

Shown below are the requirements and actual capital
ratios on a look-through basis (i.e. full implementation
of Basel Ill provisions).”® FINMA expressed increased
expectations for the Tier 1 ratio in 2020 and 2021,
due to the results of the loss potential analysis (see

). While the CET1 capital ratio was adhered
to at all times, CSG was below the Tier 1 ratio target
of 20% in 2022. FINMA requested a plan to achieve
the capital target as part of its supervisory activities.

Intra-group capital allocation / parent bank
Various specific factors at the CS subsidiaries result-
ed in the capital allocation within the Group taking
on special significance.

Key business activities of the Group are handled by
subsidiaries under CS AG in the USA and the UK,



including in particular the investment banking busi-
ness. The repatriation of capital sourced from profits
and surplus capital from these subsidiaries proved
difficult — due in part to an increase in local regula-
tory requirements abroad. Profits accrued and fac
tored in by the Group in consolidation could thus not
be easily forwarded in good time to CS AG.

The valuation of the subsidiaries in the USA and the
UK in the balance sheet of the CS AG parent bank
was based on the lower of cost or market principle
(LCM), in line with the financial reporting rules. As a
matter of fact, the original costs of the US and UK
entities were much higher than their market values,
partly due to the very high acquisition costs and high
exchange rates at the time of the acquisition (e.g.
upon the acquisition of US investment bank Donald-
son, Lufkin & Jenrette in 2000). Changes in the earn-
ings outlook, e.g. owing to amended business activ-
ities or restructurings, had a major impact on the
market values and thus — in the event of value correc
tions — directly on the capital of the parent bank. The
restructuring in 2022 showed that the businesses to
be sold were a long way from achieving the expected
proceeds based on the market value model. This also
limited the bank’s strategic options. Overall, both the
financial reporting rules and the capital requirement
rules of the parent bank had a procyclical effect. Op-
erating losses and the consequences of the imminent
restructuring in the individual legal entities diminished
the value of the participations and of the capital ad-
equacy to a disproportionately high degree. The stra-
tegic options were thus restricted precisely at a time
when the bank wanted to make extensive adjust-
ments. It had missed the opportunity to retain more
capital in years with a good performance in order to
have the necessary scope for strategic options.

Already with the implementation of the first TBTF
rules in 2013, FINMA was obliged to grant the two
large banks regulatory relaxations relating to the
participations in subsidiaries as part of the capital

requirements for the parent bank.”” The legislator
took account of the special characteristics of the le-
gal structure and the relevance of the large banks’
international business when it introduced the rules
(see box on ). As a consequence, they
were still able to refinance part of their subsidiaries’
capital via debt. Precisely in situations with a high
need for write-downs on those participation values
as a result of restructurings, this leverage led to ad-
ditional pressure on the capital ratios of the CS AG
parent bank.

Capital easing for parent banks is not unusual in an
international comparison and, in 2013, constituted a
continuation of international practice. In the context
of its involvement and consultation on the TBTF rules,
FINMA was always critical of this easing in the Capital
Adequacy Ordinance. As a result of the amendments
of the “too big to fail” rulings in 2017, it increased
the requirements. The applicable risk weightings to
be used for participations were raised substantially.
During the ten-year introductory phase, this required
a substantial, continuous accumulation of capital at
the parent bank. The long introductory phase (phase-
in) was necessary in order to avoid massive, one-off
effects in the capital ratios during the initial imple-
mentation and to give the bank time to accumulate
capital under its own steam. As of 2021, the parent
bank CS AG was no longer able to generate the in-
come needed for the capital accumulation required
by FINMA. The risks relating to debt financing of the
subsidiaries were reduced but continued to exist un-
der the new regime. Ultimately, this meant that
CS AG was, for years, the legal entity within the
Group with the weakest capitalisation in terms of
equity. Its capital ratio was consistently lower than
that of the Group at consolidated level. However, the
rules of the Capital Adequacy Ordinance were always
adhered to, as a result of the easing and the transi-
tional regime. The CET1 capital ratio of CS AG was
reported at 12.7% at the end of 2022 (after the cap-
ital increase), after having fallen to 9.7% in the third

7See statements on
Art. 125 CAO in the box
on page 60.
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quarter of 2022 and climbing over 10% again after
the capital increase in November 2022. The regulato-
ry Pillar 1 requirement was 9.4% at the end of 2022.

AT1 instruments

The AT1 instruments — eligible as Additional Tier 1
Capital — were a key equity component for CS. The
individual instruments had a comparatively high face
value. In particular in previous years, issuance was via
private placements to key investors. The placement
of substitute issuances for called instruments in the
market was sometimes challenging, especially as of
the time when market sentiment became less posi-
tive towards the bank.

AT1 instruments, like shares, do not have a final ma-
turity date. However, they can be called contractual-
ly after five years at the earliest by the bank and re-
paid (just like shares can be bought back via a
buyback programme and cancelled). Moreover, the
interest paid on AT1 instruments is voluntary and is

paid at the discretion of the bank without the cred-
itor being able to assert a corresponding claim. These
characteristics of AT1 instruments are largely harmo-
nised internationally.

Although the CAO forbids banks from raising expec
tations at the time of issue of a call being exercised,
the market expects AT1 instruments to always be
repaid at the first possible contractual call date (i.e.
often after a term of five years) and to be replaced
by a newly issued AT1 instrument. In Europe, there
have only been a very low number of cases in which
AT1 instruments were not repaid at the first available
call date. The market also firmly expects (voluntary)
interest payments. There has only been one case at
European banks when interest was not paid. The fear
of a negative market signal and its impact on the
bank’s standing in the capital market and client con-
fidence meant that CS always called its AT1 instru-
ments at the earliest possible opportunity and re-
placed them with new issuances. In June 2022, one
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new replacement issuance actually featured much
higher interest rates than would have been provided
for if the previous instrument had continued to exist.
And, even in loss-making years, the interest pay-
ments on AT1 instruments were always made. This
was despite CSG having reduced its dividend to
shareholders over the years to virtually nothing.

FINMA's actions and impact

CS Group

Although CS's (consolidated) capital situation fulfilled
the regulatory requirements, on several occasions
FINMA took proactive, forward-looking steps early
on as part of its supervisory work in order to ward
off adverse developments.

The FINMA stress tests revealed the bank’s vulnera-
bility under adverse market conditions. Based on the
results of the stress test conducted in 2020, FINMA
requested that the bank target a going concern cap-
ital ratio of 18.2% in its capital planning. This target
was reviewed every six months on the basis of the
stress test results and later raised to 20%.

During the Covid-19 pandemic, FINMA halted CS's
share buybacks owing to significant uncertainty regard-
ing the economic outlook. Furthermore, in the context
of the Greensill and Archegos cases, it insisted on the
dividend being reduced and fresh equity being raised
and made the requirements more stringent through
individual additional capital add-ons. In addition, the
bank'’s variable remuneration payouts were scaled back.

Parent bank

The legislator obliged FINMA to grant easing on the
capital requirements for the operational parent bank
within a systemically important financial group
which, in addition to exercising the Group’s central
treasury function, also holds stakes in subsidiaries.
This was a reaction to the fear expressed by the large
banks during the parliamentary discussion that con-
solidated compliance at the top of the group would
"overshoot the stipulated TBTF target” without such
easing (see box on Art. 125 CAOQ). This led to a situ-
ation in which FINMA had to grant relief to the par-
ent bank in response to the applicable local capital
requirements at the subsidiary level.
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Article 125 Capital Adequacy Ordinance

In the context of the implementation of the TBTF
rules, the Capital Adequacy Ordinance (CAO) was
subjected to a complete revision. In addition to a
revision of the general capital requirements in line
with the revised requirements of the Basel Frame-
work, a separate part, “Title 5: Provisions for System-
ically Important Banks”, was introduced in the CAO.
In it, the TBTF requirements in accordance with the
Banking Act in the area of capital adequacy and risk
diversification were implemented; the drafting was
inspired by the legislation, the dispatch from the time
when the legislation was drafted as well as by the
final report of the TBTF group of experts. Further,
the first-time implementation of these changes to
the CAO was subject to approval by Parliament.

Article 125 was introduced as an element of this re-
vision of the CAO.

Article 125 Relaxations for a financial group
and single entity
1 FINMA may grant relief at the single entity level if:
a. as a result of the requirements at the single
entity level the requirements at the financial
group level increase; and
b. the bank has taken the steps deemed feasible
at the level of the financial group to avoid any
increase in the requirements.

2 Measures that prescribe the implementation of a
specific group structure or organisation are
deemed to be unreasonable.

3 Changes in its group structure or organisation en-
title the bank to relief only if the requirements in
paragraph 1 are met at the same time.

4 In particular, the following relief pursuant to par-
agraph 1 can be granted, either as a single measure
or in combination:

a. the capital requirements are set for individual

entities under the requirements for the finan-
cial group. For systemically important individ-
ual entities, the capital must reach at least 14%
of the risk-weighted positions in any case;

b. the deductions for participations are reduced;

C. the capital adequacy requirements for in-
tra-group exposures are reduced;

d. financing of group companies can be subject

to relief.

5 The specific requirements at the financial group
level and the systemically important single entity
level as well as the kind of relief granted must be
disclosed by:

a. FINMA as regards the fundamentals; and by

b. the respective bank or financial group as part
of its ordinary reporting, including an indica-
tion of the capital ratio.

Comprehensive explanations of the ordinance article
are set out in section 7.1.2 of the

published on 20 June
2012 (in German). The basis for this article was de-
fined, not least of all, in the discussions of the Eco-
nomic Affairs Committees of the National Council
and Council of States (see the NZZ articles [in Ger-
man] of and ).

With its revision of the applicable TBTF requirements,
FINMA introduced a new regime in 2017 within its
supervisory remit and in recognition of what was
tolerable for CS, aimed at gradually increasing the
parent bank’s capital situation and, at the same time,
increasing transparency as regards the relevant ap-
plicable requirements for analysts and investors. The
new approach replaced the provisions defined in
2013, which had addressed the issue of the single
entity level requirements affecting compliance at the
financial group level. In addition to a gradual increase
of the risk weights for participations in subsidiaries,
FINMA required increased transparency with regard
to current and future capital requirements for the
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parent bank in order to subject the latter to market
pressure. For analysts it was clear that the dividend
capacity of CS was limited, owing to the parent
bank’s capital situation.”

Yet before Article 125 CAO was formally abrogated
in 2019, FINMA had to grant CS special regulatory
treatment in connection with a change in the ac
counting requirements pursuant to the Swiss Code
of Obligations (CO): As part of the amendment in the
CO, the Banking Ordinance provided for a switch to
individual valuation of participations for the purpose
of financial accounting by no later than January 2020.
This did not apply to CS insofar as it was permitted
to continue the previously permitted portfolio valu-
ation method for the purpose of calculating its cap-
ital adequacy (regulatory filter). As a result, this relief
allowed the parent bank to delay write-downs on its
participations if and to the extent that the market
value of other subsidiaries exceeded their book val-
ues. With this special rule, FINMA took account not
only of the special legal structure of CS but also sup-
ported the restructuring of the investment bank,
which was underway at that time.

FINMA repeatedly and continuously called for the
necessary increase of capital at the parent bank dur-
ing the periodic capital planning dialogue and thus
indirectly also at consolidated level as well as for a
reduction of distributions. As of 2020, when the
portfolio valuation of shareholdings started to devi-
ate from the principle of individual valuation in the
context of accounting requirements, the valuations
of the key subsidiaries were also scrutinised. For this
purpose, FINMA mandated third parties to check the
plausibility of the bank’s valuations. Based on the
results of this review, FINMA reduced the eligibility
of the subsidiaries’ values in terms of the regulatory
core capital of the parent bank several times. It thus
ensured that the relief granted via the regulatory fil-
ter was based on less optimistic valuations, thus pre-
serving the value.

Owing to the loss situation, CS AG was no longer
able to generate the earnings required for the build-
up of capital. The losses and strategy adjustments
towards the end of 2021 also led to a reduction in
the valuation of the subsidiaries, and the capital sit-
uation of CS AG deteriorated. FINMA pointed out this
fact in April 2022 and asked the bank’s managers to
take the appropriate steps. During the restructuring
and strategy discussion in autumn 2022, the parent
bank'’s lack of capital became evident. Due to insuf-
ficient revenues from the investment banking busi-
ness and unfavourable exchange rate trends, the
subsidiaries’ investment book value declined. This
greatly restricted the parent bank’s financial scope
for manoeuvre. CS's Board of Directors wanted to
reduce the previously high volatility of the results by
scaling back the investment bank more rigorously.
Considering its low valuation, the bank viewed a
more substantial capital increase as not feasible and
approached FINMA with numerous requests for reg-
ulatory relief. This was intended to ease the afforda-
bility of the restructuring. FINMA in turn repeatedly
pointed out the need for the Group to have an ade-
quate capital buffer as well as the high transformation
costs involved. As a consequence, it requested that
the bank take steps on its own to finance the trans-
formation. It ruled out significant further relief for CS.
Ultimately, CS agreed to undertake a capital increase
of CHF 4 billion and a cost-cutting drive as well as a
significant reduction in the bonus pool. FINMA grant-
ed CS specific temporary relief in the context of the
treatment of subsidiaries at the parent bank level.
FINMA also allowed CS to temporarily fall below the
capital requirements due to the restructuring. How-
ever, CS did not want to make use of this option.

Lessons learned and possible solutions

Due to Article 125 CAOQ, the capitalisation of the
parent bank was the weak point of CS Group. In
addition, the valuation of the subsidiaries using mar-
ket value models revealed a procyclical effect in the
event of restructurings and business downsizings.
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Overall, this restricted CS's scope for manoeuvre even
if it was not the cause of the confidence crisis.

As explained in , FINMA has made use of
its competence to impose capital add-ons at CS and
intends to use this tool more systematically in the fu-
ture. A review must be conducted as to whether im-
plementation in Switzerland would require a change
to the regulation, particularly at ordinance level, or
whether a revision of supervisory practice, which is set
outin FINMA Circular 2011/2 “Capital buffer and cap-
ital planning — banks”, would suffice.

The following possible solutions require a review and
possibly an amendment of the existing regulatory
principles:

— Greater capitalisation of the parent bank increas-
es the resilience of the entire group and offers
better capital protection in the event of incidents
at the subsidiaries. However, at the same time
this also indirectly increases the capital require-
ments at consolidated level. An in-depth analysis
must be conducted to determine which measures
can be implemented to adapt the valuation, risk
weighting, and/or capital treatment of subsidiar-
ies as well as intra-group positions in the parent
bank in general in a targeted and proportional
manner. A comparison with other international
jurisdictions that host global systemically impor-
tant banks will be sought.

— As part of the investigation into the banking sec-
tor turbulence in spring 2023, the functioning of
AT1 instruments will also be reviewed by interna-
tional bodies. In this context, FINMA clearly fa-
vours reinforcing the ability to absorb losses in the
going concern. In particular, the criteria for calling
the instrument should be made more stringent,
and the possibilities for suspending interest pay-
ments should be simplified. However, it is very im-
portant that the AT1 instruments of Swiss banks
remain compatible with international standards.

7.6 Liquidity

Key statements

— As a result of the market upheavals during the
Covid-19 pandemic, FINMA imposed higher su-
pervisory requirements on CS in terms of its Ii-
quidity holdings. Thanks to the corresponding
liquidity risk management measures, CS had built
up a comfortable liquidity buffer by summer 2022
that was able to cushion the first major wave of
client deposit outflows in October 2022.

— With the introduction of the new liquidity re-
quirements for systemically important banks as of
January 2024, liquidity add-ons for systemically
important banks will be regulated in the Liquidity
Ordinance. This will also eliminate certain weak-
nesses in the liquidity coverage ratio (LCR). The
new requirements cover, among other things,
higher or lengthier outflows of deposits and risks
not covered by LCR such as operating cash re-
quirements for intraday liquidity or the execution
of a liquidation/restructuring.

— Simpler access to central bank facilities with ad-
equate preparation by the bank can quickly pro-
vide relief in a crisis. The use of central bank fa-
cilities may, however, send out a negative signal
to investors as well as clients regarding the bank’s
situation if this is made public. INMA welcomes
relevant proposals in the context of the expert re-
port on banking stability.

— In order to better anticipate the impact of mar-
ket-related or idiosyncratic stress, banks must
safequard the system- and process-related pre-
requisites so that they can quickly make forecasts
regarding the liquidity situation including cash
management that are as accurate and meaning-
ful as possible. FINMA will take even greater ac-
count of this aspect in future.

— In its supervisory activity at banks, FINMA will
also focus more on scenario analyses and cluster
risks, as well as the timely implementation of i-
quidity-generating and liquidity-saving measures
planned by the banks.



— The international regulation (Basel ll) and the
liquidity requlation in Switzerland should be re-
viewed in terms of the identified aspects of the
digital bank run and the related outflow rates in
the LCR. The outflow rates of large-volume de-
posits at CS were much higher than foreseen in
the LCR.

Background

CS is subject to the Ordinance on the Liquidity of
Banks and is required to meet the regulatory mini-
mum requirements, including the liquidity coverage
ratio (LCR). This states that in a stress scenario de-
fined by assumed outflows and inflows with a time
horizon of 30 calendar days the (modelled) net out-
flows of funds must be covered by sufficient
high-quality liquid assets (HQLA).

As at 31 December 2021, CS had total assets of
CHF 755.8 billion and HQLA amounting to
CHF 227 billion and reported an LCR of 203%.7* It
thus met the supervisory requirement of 150% LCR
imposed on CS by FINMA in connection with prob-
lems in the area of liquidity during the market up-
heavals at the beginning of the Covid-19 pandemic.
As CS came under pressure regarding its liquidity
situation in October 2022, FINMA granted the bank
tolerance to fall short of previous requirements. Spe-
cifically, it accepted the regulatory limit of 100% at
CS (consolidated) level plus an absolute liquidity buff-
er of CHF 25 billion. These FINMA supervisory re-
guirements were adhered to.”

Several downgradings of CS by the rating agencies in
the course of 2022 led to a widening of CDS spreads
and made refinancing more expensive. Consequently,
some money market funds reduced their limits in re-
spect of CS. Owing to the high FINMA supervisory
requirements and the liquidity buffer built up as a
result, CS held average HQLA of CHF 227 billion in
the third quarter of 2022, despite these more difficult
conditions, and CS had an LCR of 192%.

On 1 October 2022 there were widespread comments
on social media claiming that a large international
investment bank was on the verge of collapse. Spec
ulation was rife as to whether CS was meant. These
rumours spread quickly, particularly in Asia, and led
to an unprecedented withdrawal of client deposits.
The confidence of investors, which had already been
weakened for some time, was further impacted as a
result. On 3 October 2022, CS triggered the Contin-
gency Funding Plan (CFP) Level 1; two days later it
triggered Level 2 and finally on 1 November Level 3.7
In October, high-net-worth wealth management cli-
ents withdrew significant assets. The outflows
amounted to around CHF 92 billion, which corre-
sponded roughly to the deposit outflows modelled
by the LCR (CHF 91 billion). The total deposit outflows
in Q4 2022 ultimately amounted to CHF 138 billion.
It also became clear that the outflows were much
greater for certain depositor groups than provided for
in the LCR, e.g. large-volume deposits of wealthy
clients. On the other hand, 51% of all term deposits
were withdrawn in Q4 2022. With a total outflow of
81% of all deposits, the investment bank suffered the
most from the outflows in the fourth quarter of 2022.
On a regional basis, the Q4 2022 outflows in Swit-
zerland at 24% were considerably lower than in oth-
er regions (Americas 81%; Asia-Pacific 51%; Europe,
Middle East and Africa 47%). The CS case also
showed that a significant outflow of deposits can take
place digitally without any groups of people gathering
in front of bank branches (digital bank run), as pay-
ment instructions issued by clients to their bank now
take place virtually exclusively via electronic channels
or by telephone.

Only to a limited extent was CS able to anticipate
the outflows and assess the impact of risks (e. g.
rating downgrades) in good time and realistically. It
took several weeks before the bank was able to
calculate the corresponding ad hoc scenarios. It also
estimated the effect and the timing of planned
measures to strengthen its liquidity incorrectly. Fur-

3HQLA and LCR each relate
to the quarterly average
of the daily values (see

p. 79.

74Due to the requirement
regarding an absolute
liquidity buffer, the FINMA
requirement is dynamic
from October 2022.

7> Level 3 was the highest
level of the CFP. Thus,
responsibility for the
measures taken at this
level rested with the CEO
of CS.
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thermore, CS was only able to a limited extent to
verify — precisely and promptly — which of the
planned measures were actually implemented and
how high the actual liquidity inflow generated was.

On the one hand, necessary measures aimed at
strengthening liquidity were only partially imple-
mented on account of uncertainty and the lack of
transparency with regard to future developments.
On the other hand, the bank’s management was
initially slow to take steps as they wished to avoid
diminishing the bank’s earnings power, as this
would in turn have increased the risk of further rat-
ing downgrades. Moreover, borrowing additional
liquidity was only possible to a limited extent given
the loss of confidence among clients and investors.
Owing to the high outflow of client deposits, for-
eign authorities also stepped up their supervisory
measures.

In addition to its own liquidity measures, the bank
regularly examined — as of Q4 2022 — the possibility
of drawing on existing central bank facilities, for
which the bank had prepared assets of up to approx-
imately CHF 50 billion (emergency liquidity assistance
and liquidity-shortage financing facility). The approv-
al process and the operational settlement of an ELA
drawdown were tested annually and were prepared.
The bank was, in particular in December 2022, very
close on several occasions to deciding to make use
of this facility in order to strengthen both the oper-
ating cash position and its liquidity key figures (e.g.
the LCR). However, it decided against it, in particular
because of the feared negative signal.

At the beginning of 2023, CS succeeded in slightly
increasing the HQLA by issuing long-term bonds and
via secured financing transactions. The liquidity situ-
ation improved slightly but remained tense. The bank
was no longer able — by a long way — to restore the
HQLA to the level prior to the wave of client outflows
in Q4 2022.

As outlined in , the liquidity outflows
accelerated from 15 March 2023 following the delay
of the publication of the CS 2022 Annual Report, the
collapse of US regional banks, and the communica-
tion by the chair of the Saudi National Bank that it
would not make any further investments in CS. On
this occasion, the funds were not withdrawn only by
wealth management clients but now — and to a
greater extent — by Swiss retail and corporate clients.
The following chart shows the outflows of deposits
between July 2022 and March 2023.

Market players and professional counterparties now
posed more stringent requirements for continuing to
provide their services to CS. On account of the increas-
ing outflows of client deposits, in the night of 15-16
March 2023 CS requested that it be allowed to make
use of the emergency facilities provided by the Swiss
National Bank (SNB). According to the daily informa-
tion available up to 15 March 2023, CS complied at
all times with all regulatory liquidity requirements.
Likewise, no breach of the FINMA supervisory require-
ments was ascertained. FINMA confirmed this in its
press release dated 15 March 2023.

As already stated in , itwas not possible
to stabilise the liquidity situation of CS in the follow-
ing days. In addition to the fund outflows, CS also
lost access to the forex market on Friday, 17 March
2023. This meant that the SNB — besides providing
the emergency facilities — also had to provide CS with
the foreign exchange it needed. Without the emer-
gency facilities of the SNB, CS would have fallen short
of the requirements on the following Monday, as
shown in the following chart on the trend in depos-
its and liquidity buffers above the 100% LCR require-
ment (excluding SNB emergency facilities).

Ultimately, it is not the LCR that is relevant for main-
taining solvency but the forex holdings of the parent
bank CS AG as these are required for the settlement
of payments and securities transactions. Owing to



the reduction and elimination of limits and addition-
al security measures (e.g. delivery vs. payment) by
other market players, CS would have become insol-
vent without liquidity assistance from the SNB even
before the weekend.

As a result of the imminent insolvency of a global
systemically important bank, intervention by the au-
thorities was essential in order to guarantee the fi-
nancial stability and protection of the Swiss economy
and to avert a potential global financial crisis.

FINMA's actions and impact

In the wake of the Covid-19 crisis, FINMA had already
requested that CS implement far-reaching measures
in spring 2020 to strengthen its liquidity manage-
ment and identify risks in the area of liquidity. In
addition to more stringent requirements in terms of
liquidity holdings, this also included reducing cluster

CS Group LCR and FINMA requirements

Liquidity Coverage Ratio

risks in refinancing (notably the maturities structure
of market refinancing) and improving models for
margin requirements in the derivatives segment. In
addition, the bank was tasked with taking steps to
deposit further collateral with central banks in the
event of a crisis. Until September 2022, CS was able
to accumulate HQLA holdings at the Group level that
amounted to around CHF 100 billion above the reg-
ulatory minimum requirements.

InJuly 2022, FINMA —together with foreign authorities
in the Core College — stepped up its supervisory activ-
ities in the area of liquidity with a view to the imminent
publication of a further quarter of significant losses.
From this point on, it demanded that CS hold more
liquidity in order to cushion any negative develop-
ments. As of the end of July 2022, CS provided FINMA
with information and key figures on a daily basis re-
garding the liquidity trend, but was only partially able
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to forecast future payment streams in a timely and
reliable manner and to then perform corresponding ad
hoc stress test analyses. For example, it needed sever-
al weeks to estimate what the consequences of a pos-
sible rating downgrade on its liquidity might be. More-
over, CS regularly underestimated the client outflows
and overestimated the effects of its measures, in some
cases by a large margin. Only under repeated pressure
from FINMA did CS finally set up a reporting system
that enabled its management to check implementation
of the planned measures.

CS adhered to the regulatory requirements, despite
the substantial outflows of client assets, especially giv-
en that — at the end of Q3 2022 and as a result of the
liquidity buffer built up since the Covid-19 crisis —
it had substantially higher HQLA holdings than were
called for by the Liquidity Ordinance.

Shortly after the first large outflows of client assets
in October 2022, FINMA requested that CS include
additional information in the form of the liquidity
crisis template (LCT) in its daily liquidity reports. This
LCT was developed by FINMA together with the Core
College authorities prior to the Covid-19 crisis. Fur-
thermore, FINMA, together with the Core College
authorities and the SNB, held daily discussions with
the units responsible for liquidity at Credit Suisse. In
this context, further expectations and requirements
pertaining to liquidity risk management at CS were
addressed too.

Precisely with regard to CFP Level 3 (see above),
FINMA repeatedly called for far-reaching measures
to improve the liquidity situation, including the sale
of assets of the divisions and especially at the invest-
ment bank. The effect was only seen after a delay,
however, as CS reacted very defensively and did not
want to implement far-reaching measures in its busi-
ness units before the strategy and its specific imple-
mentation plans were defined. At this time, it was
not possible or only possible to an inadequate degree

to generate (new) funding or to recoup client depos-
its even with higher prices.

FINMA also repeatedly demanded plausible, conserv-
ative forecasts, including a consideration of possible
negative events, such as further rating downgrades.
Unfortunately, these forecasts were only made avail-
able in sufficient quality after a considerable delay.
As regards the monitoring of the liquidity situation
by the CS College, FINMA collaborated closely with
international supervisory authorities at all times. It
was able to convince the main international supervi-
sory authorities that CS was permitted to undershoot
some of the existing supervisory expectations in
terms of liquidity. In this way, CS was at least partial-
ly able to reallocate liquid resources within the Group
to where they were needed.

During the events before the weekend of 19 March
2023, FINMA reacted promptly to CS’s request for
SNB liquidity assistance and issued the necessary
confirmation of solvency regarding adherence to the
regulatory minimum capital requirements according
to Articles 130 and 131 CAO to the SNB.

Lessons learned and possible solutions

Before the client outflows started in October 2022,
CS had very high liquidity — on account of FINMA'’s
expectations — and was thus able to meet its obliga-
tions for a long time. This gave the bank and the
authorities time to prepare for a further deterioration
of the situation. The bank was unable to survive the
second wave of liquidity outflows in March 2023
without external assistance. With regard to liquidity
risk management, FINMA had already ascertained
considerable room for improvement at CS during the
Covid-19 crisis and expressed its expectations. In the
context of the outflows in October 2022 and March
2023, further weaknesses were identified. However,
FINMA's measures in terms of liquidity were unable
to avert the imminent failure of the bank in mid-
March 2023.



Change in net deposits of CS Group in CHF billion
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FINMA can implement the following options in fu- a focus on outflows from high-net-worth clients
ture: with significant and concentrated deposits. This
will enable it to identify banks with corresponding
— In order to prepare for and deal with (idiosyn- (funding) concentrations and test the banks’ abil-
cratic) liquidity crises, appropriate stress-testing ity to quickly make reliable forecasts of payment
processes must be available. These require the flows.

banks to be able to draw up reliable forecasts of - FINMA supervises and checks that banks have
payment streams in a stress situation and their taken the necessary steps so that different liquid-

impact on the liquidity situation including cash ity-generating and liquidity-saving measures are
management within a short time. CS had only available — including, in particular, a rapid reduc-
limited ability to do this in the crisis. FINMA al- tion of assets or preparation for the pledging of
ready uses stress analyses in the area of liquidity assets with central banks —, depending on the
and assesses the results of these analyses. It will event. As it became apparent at CS that the im-
take even greater account of this aspect in future. plementation of certain measures could not be re-
— FINMA already carries out concentration analy- alised in practice in a timely and effective manner,
ses with regard to the refinancing of banks (e.g. FINMA will increasingly focus on the bank’s plans
regarding maturity structure). It will supplement and their feasibility in terms of liquidity-generat-

these based on new bank run scenarios and with ing and liquidity-saving measures.
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The following approach, derived from the CS crisis,
will enter into force with the existing Liquidity Ordi-

nance:

— In the revised Liquidity Ordinance, the special
provisions for systemically important banks (SIBs)
include key aspects that were relevant in the CS
crisis. These provisions will enter into force in Jan-
uary 2024 and will oblige SIBs to hold HQLA for
various risks not included in the LCR. This relates,
among other things, to risks such as intraday li-
quidity risks (e.g. prefinancing of CS in March
2023), margin requirements vis-a-vis counterpar-
ties, and the guarantee of liquidity needed for a
restructuring or liquidation.

of the digital bank run and the related outflow
rates in the LCR. The outflow rates of large-vol-
ume deposits (over CHF 1.5 million) at CS were
much higher than in the LCR model. Similar or
even more extreme outflow rates were seen at US
banks. In parallel to the work in the international
working groups, a review of specific amendments
to Swiss implementation of the LCR, particularly
with regard to large-volume deposits, should be
conducted as part of the review of the TBTF li-
quidity regulations.

Banks and regulators (possibly coordinated at the
international level) should work to ensure that
available HQLA buffers can be effectively imple-
mented in a crisis. In the current situation, the use

of buffers and any public announcement thereof
may even exacerbate the crisis. As a result, coun-
terparties and clients are particularly sensitised
and withdraw their assets to an even greater ex-
tent. Moreover, the handling of trapped liquidity
before and during the crisis should be reviewed in
regulatory and internal bank models.

The following possible solutions require internation-
al coordination and review, and possibly the amend-
ment of existing regulatory principles:

— The international regulation (Basel ) should
be reviewed in terms of the identified aspects

CS Group: deposits and liquidity buffers above 100% LCR
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— The internationally standardised funding ratio
(NSFR)’® did not adequately guarantee a stable
funding structure and did not prevent risks in the
funding structure. This was particularly so as the
parameters drawn up at the time focused heavily
on possible problems in refinancing by institution-
al and generally large-scale investors and not on
the fact that client deposits are not always stable.
ASF factors for client deposits — especially in the
field of large-volume deposits — should undergo
an international and national review.

7.7 Recovery plan

Key statements

— The obligation to draw up a recovery plan forc-
es a bank’s management to think in depth about
crisis situations and to define measures to be im-
plemented at the operational level.

— FINMA has approved CS’s recovery plan in the
past as it met the statutory requirements. The
identified deficiencies were discussed with the
bank and their rectification was requested.

— It became apparent in the specific course of the
crisis at CS that not all stabilisation measures
could be implemented promptly as envisaged by
the recovery plan.

— As soon as there were indications that the meas-
ures envisaged in the recovery plan might not be
sufficient to remedy the crisis that was manifest-
ing itself, FINMA required the bank to develop
alternatives and measures going beyond its re-
covery plan at an early stage and with increasing
vigour, such as preparing for a sale of the entire
Group — both in a normal state and in an emer-
gency situation.

— FINMA has discretionary powers when assess-
ing the recovery plans of systemically important
banks. In future, the focus will be increasingly on
the feasibility of the planned measures.

Background
Systemically important banks are required to draw up

a recovery plan that shows how they would stabilise
themselves on a sustainable basis in the event of a crisis
to enable their business activities to continue without
government intervention. The bank'’s recovery plan is
intended to be forward-looking and to identify possible
actions that could be taken in various crisis scenarios
and prepare their implementation. The measures are
intended to strengthen capital and/or secure liquidity.
To strengthen capital, provision can be made, for ex-
ample, for a capital increase, the issue of subordinated
debt instruments, the suspension of dividend pay-
ments, or the sale of individual business units. To secure
liquidity, the bank can, for example, raise debt capital
on the capital markets, issue covered bonds, or cut back
areas of business that tie up liquidity. In implementing
the stabilisation measures, their room for manoeuvre
is significantly influenced by the actual crisis scenario.

FINMA reviewed and approved CS's recovery plans
as they met the statutory requirements. Following
the experience of the Covid-19 crisis, the bank was
instructed at the end of 2021 that the recovery plan
should take better account of time-related aspects.
FINMA also criticised the fact that the recovery plan
only described the effects of the individual measures
at consolidated level and did not contain an overview
of how these would affect material group companies
—in particular the parent bank.

Already at the beginning of Q2 2022, due to the
structural loss situation at CS, FINMA demanded that
the bank draw up specific emergency measures
based on the recovery plan so that it would be able
to react to unforeseeable events. Further interactions
followed over the summer of 2022, as well as a re-
guest to the bank to prepare for an adverse scenario
should the strategic reorientation not be viewed as
credible by the market, the capital increase fail or
another significant event occur. Only after several
requests from FINMA did CS finally initiate the prepa-
ration and implementation of individual measures
from its recovery plan.

(in German).
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Some of these measures, such as cost savings, the
sale of individual parts of the investment bank, or a
capital increase, were also part of CS's strategic re-
orientation in 2022. During the implementation
phase, however, it became clear that the sale prices
in stress situations anticipated by the recovery plan
were far from achievable in the current market envi-
ronment. Other measures considered by the bank
could not be implemented as it was not possible to
find buyers promptly or because of operational hur-
dles. Furthermore, the bank’s managers were not
willing to implement specific measures that would
have affected their core strategy (e. g. selling off parts
of the Wealth Management division or a [partial] IPO
of the Swiss Universal Bank). It has to be stated,
therefore, that the measures contained in the CS re-
covery plan were ultimately not sufficient under the
given circumstances to stabilise the bank in this spe-
cific crisis situation.

In the wake of the intensified liquidity outflows as of
October 2022, the question also arose of measures
needed in the area of liquidity. Although reductions
on the assets side (sales, ban on new business) were
provided for in the recovery plan, they were imple-
mented only to a very limited extent, if at all. The
management team focused on the sales set out in
the amended strategy. The management rejected
further-reaching measures and pointed out the neg-
ative publicity impact and consequences for the strat-
egy implementation; it emphasised that these meas-
ures would also impact negatively on the bank’s
future earnings power. Drawing ELA was also reject-
ed in October 2022, owing to concerns about the
stigmatising effect this would have. As the situation
became more critical in October 2022, FINMA in-
creased pressure on CS to review further-reaching
measures beyond the existing recovery plan. The
bank then developed scenarios for the regular sale
of the entire Group and —only after several interven-
tions by FINMA - also prepared for an emergency
sale scenario.

FINMA's actions and impact

A recovery plan basically helps to stabilise a bank if
a crisis is looming and to avoid a resolution. Due to
the ongoing loss situation, FINMA instructed the
bank’s Board of Directors already in April 2022 to
develop concrete emergency measures.

Over the next few months, FINMA engaged in in-
creasingly intensive and urgent communication with
CS and urged it to substantially improve its stabilisa-
tion measures and to shorten the implementation
times for the measures.

As of autumn 2022, several requests were made to
review additional measures that were not set out in
the bank’s recovery plan. These also included a sale
of the entire Group. Two scenarios were drawn up.
One scenario involved giving the bank sufficient time
to negotiate with various buyers over a period of
several weeks, while another meant the bank having
to find a solution within a very short period of time
in order to ease the situation.

The implementation work at CS progressed only
slowly. Several escalations were required until the
bank established comprehensive documentation for
the due diligence by a potential buyer for the Group,
so that it would not waste any time in case of need,
thus streamlining the sales process. Specifically,
FINMA also asked the bank to draw up a list of pro-
spective buyers, to set up a data room, and to pre-
pare documents aimed at shortening the time re-
quired for an emergency sale.

The shortcomings ascertained by FINMA in autumn
2022 in the planning for a takeover or a sale of the
Group as an alternative scenario were resolved by
March 2023 under pressure from FINMA, such that
it was possible in mid-March 2023 to implement the
takeover by UBS within five days. Without this prepa-
ration, UBS would hardly have been able to conduct
due diligence within the time available, which would



have called a sale by the end of the weekend into
question.

FINMA repeatedly pointed out to CS that its existing
contingency plans would not be sufficient if the sit-
uation deteriorated. In response to the repeated de-
mands, CS developed scenarios for selling the entire
Group. However, a sale of the entire Group did not
appear to be considered a priority within CS. CS thus
only presented alternative third parties on Saturday,
18 March 2023, which — allegedly — were in fact in-
terested in a partial purchase of CS.

Lessons learned and possible solutions

The obligation to draw up a recovery plan forces a
bank’s management to engage in fundamental, in-
depth deliberations about crisis situations and to
define measures to be implemented at the opera-
tional level. The CS recovery plan was subjected to a
thorough analysis based on the usual criteria in an
international comparison. FINMA had communicated
critical feedback and suggestions for improvement
to the bank on numerous instances over the years.
These concerned elements such as the feasibility of
the measures from a time perspective or their impact
on significant Group companies.

A recovery plan is based on abstract, strategic con-
siderations, while an actual crisis develops in a very
specific way. However, the concrete implementation
of some stabilisation measures revealed operational
hurdles that prevented or delayed implementation.
In addition, it became evident that CS had been over-
ly optimistic in its assessment of the impact of many
stabilisation options.

FINMA can implement the following options in fu-
ture:

— FINMA will incorporate these findings into its
work and take them into account when assessing
the recovery plans submitted. For example, when

assessing recovery plans, time-related aspects will
be given a greater weighting, and the feasibility
of the measures in different crisis scenarios will
be reviewed. In addition, the banks must describe
the impact of the stabilisation measures on the
individual group companies. FINMA will also
require the banks to develop further-reaching
measures taking into account liquidity scenarios
and the possibility of digital bank runs.

7.8 Resolution plan

Key statements

— The resolution plan pursuant to the TBTF rules
played a decisive role in finding a solution. On the
one hand, it provided the responsible authorities
with a choice when the situation of CS deteriorat-
ed massively within an extremely short time. On the
other hand, it can be assumed that the prepared
restructuring ruling and the measures provided for
therein (the integral write-off of the share capital
of all shareholders and the claims of all AT1 bond
holders, the conversion of bail-in bonds into shares,
the replacement of the Chair of the Board of Direc-
tors, the engagement of a restructuring agent, and
the liquidity support from the SNB and the federal
government) were a strong incentive for the bank.

— Resolution” is an ultima ratio intervention by the
authorities.

— The resolution planning of systemically important
banks focuses strongly on scenarios in which a
crisis impacts primarily on the bank’s capital (loss
absorption). The massive liquidity outflows in au-
tumn 2022 called on FINMA to develop the avail-
able options further.

— The resolution planning had to be adapted to the
new reality of potential accelerated bank runs,
which was achieved with increased crisis readi-
ness as of autumn 2022 and will be consolidated
in future.

— FINMA started preparing for a specific restructur-
ing in good time and closely involved the national
and international authorities.

77The German term "Ab-
wicklung” is only an in-
complete and partially
imprecise rendition of the
English term “resolution”,
as a “resolution” cannot
necessarily be a winding
down in the narrower
sense (a wind-down or an
ordinary discontinuation
of business activities). A
restructuring (in terms of
CS the preferred strategy)
or the initiation of bank-
ruptcy proceedings for the
group, including retention
of systemically important
functions (emergency
plan, known as a break-up
scenario as regards CS),
may also amount to a
resolution. In the German
version of this report, the
terms “Abwicklung” and
“Resolution” are used
interchangeably.
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8The bank's assets are
unchanged immediately
after the bail-in; a change
results from the adjustment
of the business model.
The bank’s liabilities
consist of share capital,
other equity and existing
debt (disregarding no
longer existing liabilities
related to the former AT1
instruments and the
bail-in bonds).

— The close collaboration with the partner author-
ities within the CS Crisis Management Group
(CMG) before and during the crisis strengthened
confidence in the operational feasibility of the re-
structuring on and as of 19 March 2023 if this
were to be implemented.

Background

The resolution planning and its specific operational-
isation is primarily within the remit of FINMA, assum-
ing that the bank provides it with the necessary in-
formation (Art. 64 para. 2 BA). As shown in

and 5, FINMA engaged in intensive, specific resolu-
tion planning as of summer 2022 that went well
beyond the regular planning in this area. In this con-
text, the following elements are to be noted.

From October 2022, with regard to the restructuring
strategy, FINMA prepared the restructuring ruling,
restructuring plan, and ruling on commissioning a
restructuring agent. As an alternative to restructur-
ing, FINMA also began preparing implementation of
the emergency plan (bankruptcy ruling, appointment
of a bankruptcy liquidator, and activation of the
emergency plan).

The restructuring plan covered the following specif-
ic points:

1. Capital measures: In the present case, the
restructuring plan provided for the complete
write-down of the CSG equity, the complete
write-off of the AT1 instruments (bonds subject
to debt waiver), and the complete conversion
of the bail-in bonds into new share capital for
CSG. This process would have resulted in a cap-
ital structure immediately after the restructuring
that would have involved a total loss-absorbing
capacity of CHF 111.2 billion, entirely of CET1
quality.” These measures taken by FINMA would
not have created any additional liquidity for the
bank.

2. Restructuring measures: Redimensioning of
the bank via spin-off (sale, discontinuation, reso-
lution) of the major part of the investment bank
and clear focus on the Swiss Bank and Wealth
Management divisions.

3. Measures relating to governance: Removal
of the current and appointment of a new Chair
of the Board of Directors of CSG and temporary
retention of the Executive Board and other mem-
bers of the Board of Directors.

After the CFC had activated the Red Phase, FINMA
began to involve the international CMG in the pre-
paratory work for a resolution. In particular, the reso-
lution strategy was explained in detail to the CMG so
that all authorities would have the same level of un-
derstanding of the situation. The CMG normally com-
prises the Bank of England, the Federal Reserve Bank
of New York, the US Federal Reserve Board, and the
Federal Deposit Insurance Corporation. In November
2022, the CMG was expanded to include the New
York State Department of Financial Services and the
US Securities and Exchange Commission. This was
deemed necessary as the New York State Department
of Financial Services is the authority responsible for
the New York branch of CS and thus has supervisory
sovereignty over its liquidity holdings. The US Securi-
ties and Exchange Commission was involved as a pos-
sible bail-in, i.e. the conversion of bail-in bonds into
new CSG shares, would have affected US investors,
and US securities law would have come into play.

Owing to the massive outflows within a very short
time in October 2022, it was decided during that
month that FINMA's operational crisis readiness for an
intervention should be set at seven to ten days. Hence
the runway period, comprising the final preparations
for a resolution, was shortened in order to take ac
count of the circumstances of the (still) ongoing bank
run. FINMA requested the weekly submission of the
“funding in resolution” reports from the bank —which
show the liquidity requirement in the event of a PONV.



In November and December 2022, several video con-
ferences were held by the CMG on the progress of
the preparations for a possible restructuring of CS
with a bail-in. The United Kingdom has very specific
rules for recognising international insolvency pro-
ceedings. For this reason, a separate channel of com-
munication was opened with the Bank of England as
of November 2022. FINMA and the Bank of England
held several bilateral telephone conferences on legal
matters, clarified the basic legal framework of the
Swiss provisions and their equivalence with those of
the United Kingdom and answered specific legal
questions.

In November 2022, an initial real-time exercise took
place with regard to the quantitative parts of the
restructuring plan. Here, the bank prepared an ad
hoc balance sheet for the Group and the main Group
companies (valuation in resolution). This provides the
basis for calculating if and to what extent a restruc
turing of the Group is possible and if recapitalisation
via a bail-in would provide sufficient capacity to ab-
sorb future losses too.

The November 2022 exercise involved 70 persons in
the CMG in addition to the bank. This exercise was
a key factor in the international recognition proceed-
ings. The quality of the data provided by CS was
good. This is clear evidence that the technical TBTF
work, in particular valuation in resolution, funding in
resolution, and bail-in execution, were fit for pur-
pose.

In January 2023, when the liquidity situation at CS
had eased somewhat, the restructuring and, with a
lower priority, the bankruptcy documents were up-
dated to prepare them for signature. Among other
things, it involved legal clarifications, e.g. of ques-
tions relating to a possible stay of contracts. In early
February 2023, this work had been completed. Ac
cording to FINMA's estimates, the restructuring doc
uments were 90% ready for signature, in line with

the assumed runway period of seven to ten days. The
remaining 10% involved measures and preparations
that could only be completed shortly before restruc
turing or bankruptcy was ordered.

In the course of its preparations for a potential reso-
lution of CS, FINMA also relied on external expertise,
where deemed appropriate or required. In early
2023, based on the data provided by the bank and
the analysis of reports from rating agencies and mar-
ket information, FINMA also started to review and
refine the restructuring measures. As part of these
considerations, FINMA also investigated alternative
measures such as a break-up of the bank via partial
sales of individual legal entities and portfolios as well
as the liquidation of a rump bank in terms of their
operational and legal feasibility. However, these al-
ternative scenarios were dropped on account of sig-
nificant economic uncertainties and poor feasibility.

Between October 2022 and January 2023, trials for
a possible receipt of ELA by CS took place. The inter-
nal FINMA process and the data to be provided by
CS were defined in order to confirm the bank’s sol-
vency to the SNB as swiftly as possible. In this way,
FINMA ensured that at the time of an actual receipt
of ELA, only the information provided by the bank
would have to be reviewed.

When the CS crisis worsened again in mid-March
2023, FINMA started to complete the restructuring
documents.

— On the afternoon of Wednesday, 15 March 2023,
CS was instructed to check and further develop
the restructuring plan prepared by FINMA by
Thursday evening in order to improve the likeli-
hood of success of such an undertaking. Only un-
der increased pressure from FINMA did CS submit
its comments and suggestions for improvements
to the prepared restructuring plan on Friday
morning.
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— With regard to the numbers in the restructuring
plan, FINMA was dependent on the bank provid-
ing accurate data from the valuation in resolution.
As time was running out, FINMA submitted the
restructuring plan to the bank on the evening of
Thursday, 16 March 2023, asking it to complete
it with the data from the valuation in resolution
and to ensure that the plan and the bail-in could
be implemented in a legally compliant manner.

The CMG interactions resumed as of 15 March 2023,
sometimes several times a day, on all levels. Early on
Saturday morning, 18 March 2023, the CMG author-
ities were provided with English translations of the
restructuring plan and the restructuring ruling, which
they would have needed as a basis for their recogni-
tion proceedings. After a technical exchange with
the involved authorities, the latter gave FINMA their
verbal assurance late in the evening of Saturday, 18
March 2023, that they did not see any obstacles
standing in the way of an implementation of a pos-
sible restructuring ordered by FINMA in their juris-
dictions (however, see the note regarding the US
Securities and Exchange Commission concerning the
bail-in above).

In parallel, FINMA finalised the governance measures.
It was decided that under a restructuring ruling only
the Chair of the Board of Directors should be replaced.
An executive search agency had been tasked with this
in advance. In this way it was ensured that the identi-
fied person could have taken up the role of Chair of
the Board of Directors of CSG on the weekend of
18-19 March 2023. Based on the Federal Council’s
decisions regarding liquidity (introduction of the PLB
and ELA+) under emergency law on Thursday, 16
March 2023, it was no longer necessary to pursue the
option of a bankruptcy ruling for CSG and CS AG with
parallel activation of the emergency plan for CS Swit-
zerland. This was because there was the prospect of
sufficient liquidity support from the SNB and the gov-
ernment and a restructuring of CS was possible.

The restructuring ruling, including the restructuring
plan and ruling on the appointment of a restructur-
ing agent, were ready for signature and had been
agreed on at the international level on 19 March
2023. This was also confirmed by the Financial
Stability Board in its “Preliminary lessons learnt for
resolution” report published on 10 October 2023.
Furthermore, the corresponding communication
concept, including press releases and speaking notes
for the press conference, had been prepared within
FINMA.

Lessons learned and possible solutions

FINMA worked together closely and well with the
national and international authorities in preparing
the steps for a possible resolution. Ultimately, on
19 March 2023, the restructuring as prepared by the
authorities constituted a valid alternative to a merg-
er between the two large banks. The measures on
the basis of the TBTF framework and the associated
institutionalised colleges thus made a significant con-
tribution to overcoming the acute crisis. There was a
basis of trust among the authorities involved, such
that broad-based decisions could be made quickly.

If CS and UBS had not come to an agreement in the
late afternoon of Sunday, 19 March 2023, FINMA
would alternatively have been able to order that the
above-mentioned resolution plan be implemented
via a restructuring ruling, and to mandate a restruc
turing agent to supervise the restructuring. The li-
quidity support provided by the SNB and the related
federal guarantees to the SNB (for the PLB) would
also have been a key element in a restructuring.

The following elements can be noted:

— Resolution measures are ultima ratio measures,
even at the PONV. They should be used only if
no better solution is available, which — ideally —
leaves a partial element of control with the bank
concerned.



— Resolution measures can only be drawn up in
close collaboration and cooperation with interna-
tional partner authorities in order to ensure legal
recognition of the measures in the main jurisdic-
tions.

— A restructuring requires appropriate liquidity meas-
ures, in particular in the event of a crisis of confi-
dence. In this context, the TBTF regulations were
still incomplete in mid-March 2023, consequent-
ly the application of emergency law would have
equally been necessary for a restructuring of CS.

— Another working assumption was that the time
between the realisation that a PONV could occur
and its onset is about two to four weeks. In this
so-called runway period, FINMA finalises the res-
olution documents and coordinates the restruc-
turing measures with its domestic and foreign
partner authorities. In this case, the runway pe-
riod lasted a few days. The CS case shows that a
shorter runway period has to be assumed.

FINMA can implement the following options in fu-
ture:

— Institution-specific, regular and crisis-related
exercises on the part of the authorities are nec-
essary in order to allow for a timely preparation
and implementation of a restructuring as quick-
ly as possible in the event of a crisis. It must be
ensured, with the involvement of the authorities,
that various scenarios including digital bank runs
are considered.

The following possible solution requires an amend-
ment of the legislation:

— In order to cover the liquidity requirements of a
restructuring, a PLB is required in the ordinary
legislation.” Securing liquidity is an essential re-
. . . . 79The consultation by the
quirement in a restructuring when assessing the Federal Council on a
prospect of success of restructuring measures. corresponding amendment

to the Banking Act ended
on 21 June 2023.
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8 Glossary

Term

Additional capital
charge / Pillar 2
add-on

Additional Tier 1
Capital (AT1)

APAC College of
Supervisors

Assessment letter

Bail-in bonds

Basel Committee
(Basel Committee
on Banking Super-
vision [BCBS]) and
Basel Ill

Break-up scenario

Capital
requirements

Central bank
facilities

Central treasury
function

Description

Referred to as additional capital in the CAQ. This refers to the capital required by FINMA in individual
cases in excess of the minimum capital requirement and capital buffer. The requirement for additional
equity is justified by the institution’s specific risk situation, which is not sufficiently reflected by the
existing regulation. These additional requirements are known internationally as Pillar 2 add-ons.

See Going concern capital

See International cooperation

A formalised annual evaluation of the strengths and weaknesses of an institution by FINMA in its
interactions with the banks. This assessment also includes communication of FINMA's internal rating
for the institution, and states how an institution can improve its rating.

See Gone concern capital

The Basel Committee on Banking Supervision (BCBS) is the authoritative body for the international co-
ordination of banking regulation and serves as a forum for cooperation on banking supervision issues.
Switzerland is a member of this committee of central banks and banking supervisory authorities and is
represented by the SNB and FINMA. The applicable international standards of the BCBS are developed
over time. The international standards currently in force are designated Basel II.

The break-up scenario is a part of the resolution plan for the Swiss G-SIBs (now only UBS). In this
scenario, the restructuring has either failed or has no chance of success. The focus of effort shifts to
maintaining the Swiss entity. The remaining parts of the group will be liquidated.

Capital requirements for banks are calculated in two ways, whereby the higher requirement is binding.

Risk-weighted assets (RWA) are assets or off-balance-sheet commitments of a bank that are multiplied
by various factors that reflect the bank’s risk of loss corresponding to the counterparty. These capital
requirements of the bank are expressed in relation to the RWA in order to calculate the capital ratio.

The leverage ratio (LR), on the other hand, is calculated according to unweighted assets, which are
described altogether as the total exposure. The default risk of the individual assets is unimportant
here.

Standing facilities allow authorised business partners to obtain liquidity from the Swiss National Bank.
Standing facilities include the intraday facility, the liquidity shortage financing facility (LSFF) and the
SNB COVID-19 refinancing facility (CRF).

The SNB also acts as a lender of last resort on the basis of Article 9 para. 1 let. e NBA. Within the
framework of this emergency liquidity assistance (ELA) it can make liquidity available to one or more
domestic banks that are relevant to the stability of the financial system, if these institutions are no
longer able to refinance themselves on the market. The liquidity assistance must be fully covered by
sufficient collateral at all times. The SNB decides what collateral is sufficient (see Guidelines of the
Swiss National Bank on monetary policy instruments, section 6; available at

)
In addition to these instruments, the Federal Council has created the necessary legal basis for the SNB
to grant CS additional liquidity assistance. Specifically, the Federal Council has created a privileged
creditor status for this additional liquidity assistance. This means that the SNB has the necessary secu-
rity to enable it to provide CS with substantial additional liquidity. This facility is known as ELA+.
The Federal Council has also decided to grant the SNB a default guarantee for liquidity loans. This
default guarantee is called a public liquidity backstop (PLB) (see separate description).

An organisational unit that offers services in the area of financial markets, global financing and
liquidity for the companies in a group.


https://www.snb.ch/en/mmr/reference/snb_legal_geldpol_instr/source/snb_legal_geldpol_instr.en.pdf
https://www.snb.ch/en/mmr/reference/snb_legal_geldpol_instr/source/snb_legal_geldpol_instr.en.pdf

Term

Clawback

Committee on
Financial Crises
(CFQ)

Common Equity
Tier 1 (CET1)

Contingency
funding plan

Contingency plan

Cooperation with
regard to financial
crises

Core College of
Supervisors

Credit default
swaps

Credit Suisse Supply
Chain Finance
Funds / Greensill

Crisis Management
Group

Cross-border
business

Deferred tax assets
(DTA)
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Description

Clawback refers to a clause in an employment contract whereby salary or bonus payments already
made to employees subsequently have to be paid back to the employer by the employee.

See Cooperation with regard to financial crises

See Going concern capital

CS referred to its emergency liquidity plan as a contingency funding plan (CFP). This comprised several
levels that also provided for increasingly far-reaching measures depending on the severity of the crisis
situation.

A contingency plan is intended to ensure that an organisation can respond effectively to a significant
incident, event or situation that may or may not occur in the future. A contingency plan is sometimes
also referred to as a Plan B or back-up plan, as it can also serve as an alternative measure if the
expected results are not achieved.

The FDF, FINMA and the SNB work closely together with regard to the prevention and handling of
crises that threaten the stability of the financial system.

The Steering Committee (SC) is responsible for the strategic coordination of the crisis organisations
and any interventions. The SC is comprised of the Head of the FDF, who leads the committee, the
Chair of the Governing Board of the SNB, and the Chair of FINMA. The SC meets as required, usually
together with members of the Committee on Financial Crises (CFC).

The Committee on Financial Crises (CFC) is responsible for the coordination of preparatory measures
and for crisis management. It initiates the preparation of decision-making materials. The CFC is com-
prised of the CEO of FINMA, who leads the committee, the State Secretary of the FDF, the Vice Chair
of the Governing Board of the SNB, and the Director of the Federal Finance Administration (FFA).

Refers to the international cooperation between supervisory authorities with regard to a bank or
financial group under the leadership of the authority with overall responsibility. The supervisory
authorities in the most important foreign locations of a bank or financial group are represented.

A credit default swap (CDS) is a credit derivative that offers investors the option of swapping the
default risk of bonds, loans or debt instruments. In a CDS, two parties enter into a contract that
relates to a reference debt (underlying asset). The greater the probability of default, the higher the
hedging costs.

Supply chain finance funds of CS, domiciled in Luxembourg, for which the selection of the supply
chain receivables was delegated to Greensill Ltd. UK

See International cooperation

Refers to the business relationships of a bank for which the client and the business unit in contact
with them are not located in the same jurisdiction. Such relationships generally require compliance
with particular due diligence obligations within the bank.

A deferred tax asset is an asset on a company’s balance sheet that will reduce its taxable income in
the future. A country’s tax system can thus allow, for example, past losses to be deducted from future
earnings.
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Term

Due diligence

Emergency liquidity
assistance (ELA) or
ELA+

Enforcement

Funding in resolu-
tion (FiR)

General College of
Supervisors

Going concern
capital

Gone concern
capital

Gone concern
instruments

High-quality liquid
assets (HQLA)

Idiosyncratic risk

Inherent risks

Description

Due diligence generally means the careful analysis and evaluation of a matter in a business context.

Due diligence checks are carried out particularly with regard to upcoming transactions such as
corporate acquisitions.

Customer due diligence checks, i.e. thorough checks on new and existing customers, are a key
element in fulfilling the due diligence obligations pertaining to the Anti-Money Laundering Act.

See Central bank facility

The term enforcement covers all of FINMA's investigations, proceedings, and measures in relation to
violations of supervisory law.®

Funding in resolution is a concept that was developed at an international level, particularly by the
Financial Stability Board. According to the concept, a bank must calculate the liquidity required for

its eventual resolution. In the best case, the bank will be able to ensure the liquidity required for a
resolution from its own holdings (particularly in the case of a capital crisis). If this is not possible, it
will be necessary to call on external sources (markets, central bank support, state liquidity guarantees,
specific resolution funds [see EU], etc.).

See International cooperation

To meet the going concern capital requirements, systemically important banks must hold sufficient eg-
uity to ensure the continuation of business activities in the event of larger losses. The funds eligible for
capital requirements are divided according to quality levels into core capital (Tier 1) and supplemen-
tary capital (Tier 2). The most important component is core capital, which consists of Common Equity
Tier 1 capital (CET1) and Additional Tier 1 capital (AT1). Swiss systemically important banks must meet
the requirements with Tier 1 capital only.

Gone concern capital requirements are intended to ensure that, in the event of the risk of insolvency
and official measures, a bank can be restructured and wound down in an orderly manner without
state financial assistance. Under the CAO, Swiss systemically important banks must hold correspond-
ing capital as “additional loss-absorbing funds”. These requirements are most often fulfilled by means
of bail-in bonds, which are debt instruments that are explicitly designed for loss absorption in the
event of insolvency measures. The conversion into equity occurs as the result of a bail-in ordered by
the authorities.

Debt instruments, usually bail-in bonds, that can be converted into bank equity as part of restructur-
ing proceedings. These bail-in bonds have to meet certain criteria in order to qualify as gone concern
instruments. In particular, they must in principle be issued by the group parent company, be subject
to Swiss law, and be under the jurisdiction of the Swiss courts. Furthermore, they must contain an
irrevocable clause whereby the creditors agree to any conversion or reduction in claims (i.e. a bail-in)
ordered by the supervisory authority. They may not be offsettable or secured.

See Liquidity requirements

Idiosyncratic risk is a type of investment risk that applies to a single asset (such as a share in a
particular company) or a group of assets (such as the shares in a particular sector), in contrast to the
systematic risk of the market as a whole.

Risks resulting from a business activity without taking control or mitigation measures into account.


https://www.finma.ch/en/enforcement/all-about-enforcement/
https://www.finma.ch/en/enforcement/all-about-enforcement/

Term

International coop-
eration

Intraday liquidity
risks

Leverage ratio /
leverage exposure

Liquidity coverage
ratio (LCR)

Liquidity crisis
template (LCT)

Liquidity require-
ments

Look-through basis

Loss potential
analysis (LPA)

Margin/collateral
call

Description

Numerous supervisory authorities coordinate and cooperate closely in order to monitor and prepare
crisis measures for each global systemically important bank (G-SIB).

The supervisory activities are usually coordinated in what are known as colleges of supervisors. Various
colleges of supervisors may be established depending on the relevance of a bank’s local subsidiaries
and branches and its group structure. In the case of CS this comprised the Core College with Swiss
authorities (FINMA and the SNB) as well as the most important supervisory authorities from the United
States and the United Kingdom, the APAC College with various authorities from Asia and the Pacific
region, and the General College that essentially comprised all the international supervisory authorities
that were relevant for CS.

The concrete cooperation with regard to the restructuring or resolution of a G-SIB is done in the
Crisis Management Group (CMG), which includes the main supervisory and insolvency authorities for
the bank in question. The objectives of a CMG are to assess the resolvability of a bank, to develop a
common understanding of the resolution plan for the G-SIB, and to define the crisis and resolution
planning for the G-SIB.

This is the risk that a bank does not have sufficient liquidity available at the start of the day to meet
payments at the expected time. Intraday liquidity refers to funds that can be accessed during the
business day, usually to enable banks to make payments in real time.

See Capital requirements

See Liquidity requirements

The LCT is a predefined reporting scheme to be completed by a bank in a specific situation, such as a
crisis, on the instructions of FINMA. It was developed by FINMA five years ago for the two G-SIBs and
agreed with the core college authorities of these banks. In the event of a crisis, FINMA can request an
LCT from the bank with immediate effect, typically on a daily basis. The contents of the LCT enable
more in-depth supervisory monitoring of a bank’s daily liquidity situation.

The quantitative requirement for short-term liquidity is specified by the liquidity coverage ratio (LCR).
The LCR is intended to ensure that banks have sufficient high-quality liquid assets (HQLA) to be able
to cover at any time the net outflow of funds to be expected in a stress scenario defined by assumed
outflows and inflows with a time horizon of 30 calendar days (30-day horizon) (see Art. 12 of the
Liquidity Ordinance; available at / no official English
translation available).

In connection with regulatory requirements, look-through refers to a perspective that replaces the
regulations in force at a particular point in time due to transitional provisions in anticipation of the
final state of the (usually more stringent) regulations. The purpose of such a perspective is to show
how far away a bank is from fulfilling the final supervisory norm, or whether this is already being met
ahead of schedule.

The loss potential analysis (LPA) is the most extensive stress test carried out by FINMA. The LPA
includes a projection of baseline and stress assumptions over several years, which shows the effects
on the earnings situation and prudential indicators. The design and calibration of the FINMA scenarios
are even stricter than those of the UK and US supervisory authorities. The LPA is complemented by an
exchange on capital planning, capital management and risk management with the bank.

Call by a broker, a bank or a financial market infrastructure to an investor to pay additional funds or
securities into the account in order to raise the value of the investor’s coverage (for a loan granted by
the bank) back to a minimum value specified by the margin call.
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Term

Net stable funding

ratio (NSFR)

No creditor worse
off (NCWO)

Parent bank

PEP relationship

PONV

Prime services
business

Public liquidity
backstop (PLB)

Rating

Recovery plan

Regulatory filter

Resolution plan

Resolvability

Risk-weighted
assets (RWA)

Description

The net stable funding ratio (NSFR) is intended to ensure that the stable financing of a bank is con-
tinuously achieved over a one-year time horizon. The NSFR is the ratio of the available stable funding
(ASF) as the numerator and the required stable funding (RSF) as the denominator (see Art. 17 f, 17 g
of the Liquidity Ordinance; available at / no official
English translation available).

The NCWO test refers to a rule used in the context of the restructuring of a company or financial
group. It states that creditors in the restructuring must not be in a worse position than they would be
in the event of the bank’s liquidation.

The highest operational unit of a financial group, which is subject to the comprehensive prudential
supervision of a financial market supervisory authority.

The parent bank within the CS Group is Credit Suisse AG (CS) from a single-entity perspective
(not consolidated).

Politically exposed persons (PEPs) are people who hold or have previously held influential public
offices. Business with PEPs requires a higher level of due diligence.

Point of non-viability (the point of impending insolvency) is a term used in the Basel supervisory
standards and in Article 29 of the CAO. The PONV has been reached if there is a threat of insolvency
as defined in Article 25 BA, i.e. if there are justified concerns that a bank is overindebted, has serious
liquidity problems, or if it cannot meet the capital requirements after expiry of a deadline set by
FINMA. The term is specifically used in the terms of issue for own funds debt instruments and refers
to one of the triggering events for the loss absorption of those instruments.

In prime services business, investment banks and other financial institutions offer numerous services
to hedge funds and other major investors. The services provided in the context of prime brokerage
include securities lending, credit financing for trading activities, and cash management.

Refers to extraordinary state liquidity assistance for systemically important banks and aims to increase
the confidence of market participants in a recapitalised and solvent systemically important bank’s
ability to survive. A PLB is one of the standard international instruments in the event of banking crises.

The assessment of a debtor’s solvency (e.g. a government, company or private individual) on the basis
of their creditworthiness is known as a rating. The rating can be assigned by a credit institution itself
(internal rating) or by a rating agency (external rating).

The rating level, often expressed as a code, reflects the expected probability of default for the bor-
rower. The higher the rating, the better the borrower’s creditworthiness, and the lower the estimated
probability of default.

In a recovery plan, the bank has to show what actions it could take to stabilise the bank sustainably in
a crisis so that its business could continue without entering resolution.

Regulatory filter is used to denote the derivation of the eligible capital for regulatory purposes from
the financial accounting. In the case of CS, in 2017 the parent bank (CS AG) was permitted to
continue with the portfolio valuation method instead of the individual valuation of participations in its
subsidiaries in the financial area.

FINMA produces a resolution plan for systemically important banks.
This indicates how the bank (or group) would be recapitalised, restructured and/or (partially)
liquidated in the event of its application.

Resolvability means creating the conditions and meeting the prerequisites for successfully restruc-
turing a systemically important bank in a crisis or enabling it to exit the market through bankruptcy
without jeopardising financial stability.

See Capital requirements


https://www.fedlex.admin.ch/eli/cc/2012/883/de

Term

Runway period

Securitised products
business

Senior Managers
Regime (SMR)

SPOE strategy

Standard operating
procedure (SOP)

Steering Committee
(SQ)

Stress test

Swiss emergency
plan

Systemically impor-
tant financial group
(systemically impor-
tant bank, SIB)

Too big to fail
(TBTF)

Total loss-absorbing
capacity (TLAC)

Trapped liquidity

Valuation in resolu-
tion (ViR)

Description

Runway period refers to the amount of time a company has before it is likely to have used up all its
cash liquidity.

In securitised products business, financial assets such as loans are pooled, securitised, and sold to
investors in the form of securities (often of various risk categories).

Senior Managers Regime refers to the approaches of various supervisory authorities to ensure that the
responsibilities and competencies of high-level managers of financial companies are clearly regulated
in order to make them accountable for their behaviour.

The single point of entry (SPoE) resolution strategy is an approach that envisages that a bank’s home
supervisory authority converts only the debts of the highest unit of the group into new equity via a
bail-in. This is intended to ensure that the operational units (which are often active in foreign jurisdic-
tions) are not subject to any government interventions.

A standard operating procedure is a binding written description of process flows, including the
reviewing and documentation of the results.

See Cooperation with regard to financial crises

A stress test is used to investigate the effects of a potential crisis on the institution’s equity and
solvency. The institutions being tested must have sufficient capital and liquidity buffers to deal with
unforeseen events at any time.

In an emergency plan, systemically important banks in Switzerland must demonstrate that the conti-
nuity of their systemically important functions in Switzerland could be maintained independently from
the other parts of the bank if the bank is at risk of insolvency.

Unlike global recovery and resolution planning, the emergency planning is therefore focused on the
banks’ Swiss business.

Systemically important banks / financial groups refers to institutions or groups whose failure would
seriously damage the Swiss economy and the Swiss financial system (Art. 7 para. 1 BA).

In a national context, the SNB designates the systemically important banks or financial groups regis-
tered in Switzerland and their systemically important functions via a ruling following consultation with
FINMA (Art. 8 para. 3 BA).

At an international level, the FSB designates the global systemically important banks on the basis of
an annual analysis and allocates them to different categories. These categories result in different levels
of G-SIB add-ons (of required capital) for the institutions in question.

Financial market participants that become so large at a national or international level that their
disorderly failure could undermine financial stability and force a government bail-out.®'

Total loss-absorbing capacity refers to the total of all capital instruments available to absorb losses in
the event of restructuring or insolvency (the total of the going and gone concern capital compo-
nents). The term TLAC was coined by the FSB.

Trapped liquidity refers to the portion of liquidity that is only available to a particular legal entity, and
consequently cannot or can only partially be allocated or available to other units of the financial group
or at consolidated level.

The ViR is used to provide the required information to the resolution authorities as to whether a bank
is likely to fail. This is primarily relevant in a capital scenario. The ViR is used to determine whether the
capital measures are adequate to offset valuation losses and whether, following the capital measures,
the restructured bank will meet the capital requirements to a sufficient extent to enable it to absorb
further potential losses.
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9 Annex

9.1 Capital requirements for global systemi-
cally important banks

Phases in the development of the TBTF capital
rules for systemically important banks

The Capital Adequacy Ordinance (CAO) (Arts. 124—
135) has undergone various revisions of the capital
requirements since the introduction of provisions for
systemically important banks (SIBs) in summer 2012.
The main stages in this development are summarised
below. The focus is on the provisions for G-SIBs. Spe-
cific requirements for units of CS, as applied in par-
ticular to CS AG (parent bank), will be presented
elsewhere.

Initial phase 2012-2016

For the first time, in addition to the risk-weighted
requirements (RWA), binding unweighted capital
requirements (leverage ratio, LR) were also intro-
duced for all banks. Special provisions for SIBs led to
higher minimum requirements compared with other
banks.

The requirements distinguished between the basic
requirement, a capital buffer, and the progressive
component. The latter comprised two separate add-
ons for the market share (in Switzerland, measured
in terms of the higher share of either savings depos-
its or loans with a maturity below one year) and for
the size of the entire financial group, minus a dis-
count to be determined by FINMA in recognition of
measures aimed at improving the global resolvability
of the financial group.

In quantitative and qualitative terms, the requirement
(presented here in RWA) comprised the sum of:

— a basic requirement of 4.5% held in the form of
Common Equity Tier 1 capital (CET1),

— a capital buffer of 8.5%, to be held as 5% in
the form of Common Equity Tier 1 capital and
3.5% as Additional Tier 1 capital (AT1), with an
initiating trigger of 7% for Common Equity Tier

1 capital,

— a variable requirement from the progressive com-
ponent with Additional Tier 1 capital with an in-
itiating trigger of 5% for Common Equity Tier 1
capital.

The risk-weighted requirements thus amounted to
(4.5% + 8.5% + 1%) at least 14% plus the require-
ments from the countercyclical capital buffer. Cali-
bration of the progressive component originally gen-
erated a total requirement of up to 19% RWA for the
two large banks. The LR requirement corresponded
to 24% of the percentages of weighted capital re-
guirements (excl. countercyclical capital buffer).

Revision July 2016

The main conceptual change concerned the reclassi-
fication of requirements into capital for the going
concern of the bank, on the one hand, and addition-
al loss-absorbing funds, on the other hand.

In addition, the requirement based on the LR was
now calculated with a stricter risk density of 35%.
The total of the requirements from the minimum
capital and capital buffer were set at 12.86% RWA
and 4.5% LR. It could only be met mainly in the form
of Common Equity Tier 1 plus - to a lesser extent —
AT1 contingent capital with a new trigger of 7%
CET1. The requirements from the progressive com-
ponent meant that G-SIBs now had to fulfil total
requirements in terms of capital for the banks’ ordi-
nary continuation amounting to 14.3% RWA and 5%
LR.

The requirements for additional loss-absorbing funds
were basically set at the same level as those for cap-
ital for the ordinary continuation of the bank. These
could now be met via bail-in bonds, in line with the
international standard of the Financial Stability Board
for additional loss-absorbing funds.

This theoretically resulted in a maximum total require-


http://%20

ment of 28.6% RWA and 10% LR, before rebates on
the additional loss-absorbing funds (gone concern
requirements). This new regime was phased in by
means of transitional provisions as regards the increase
in quantitative requirements for additional loss-ab-
sorbing funds up to and including the end of 2019.

Revision 2019

The main point in the revision with regard to G-SIBs
was the elimination of Article 125 CAQ. The provi-
sions it contained had previously meant a major re-
striction for FINMA in substantiating capital require-
ments. Paragraph 1 had de facto imposed an
obligation on FINMA to grant capital relief at the
single entity level if fulfilment of the (ordinary) re-
quirements at the single entity level would otherwise
have meant a nominal over-fulfilment of the require-
ments at the financial group level. The banks argued
that a capital ratio of max. 19% had been agreed
and that indirect fulfilment of an estimated, inexpli-
cable 26% should not be permitted via “the back
door of parent bank requirements”. On this basis,
the two large banks had succeeded in pushing
through relief regarding the requirements for the
parent banks.

Revision 2023

As part of the amendment of the Banking Ordinance
(BO) on 1 January 2023, the previous rebate system
for improving the resolvability of G-SIBs (gone con-
cern requirements) was eliminated and replaced with
a new incentive system. This system switch led to a
number of amendments to the CAO. The previous
100% reflection of the basic requirement minus a
rebate was replaced with a fixed 75% reflection. The
rebates granted were thus made permanent. The
75% reflection is the lower limit resulting from ad-
herence to the requirements of the Financial Stabili-
ty Board's total loss-absorbing capacity standard in
force since 1 January 2022.

In return, FINMA can request additional, supplemen-

tary loss-absorbing funds if it identifies obstacles in
terms of resolvability. This applies at both the finan-
cial group and parent bank levels. The Swiss entity,
as the source of the systemically important functions,
is subject to the requirements of the emergency plan-
ning.
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