
S T A T U T O R Y  I N S T R U M E N T S  

2014 No.  

BANKS AND BANKING AND FINANCIAL SERVICES 
AND MARKETS 

The Banking Act 2009 (Recovery and Resolution Directive) 
(Amendment) Order 2014 

Made - - - - *** 

Coming into force - - *** 

The Treasury are designated for the purposes of section 2(2) of the European Communities Act 
1972 in relation to financial services. 

The Treasury, in exercise of the powers conferred by section 2(2) of that Act makes the following 
Order. 

A draft of this Order has been laid before and approved by a resolution of each House of 
Parliament in accordance with paragraph 2(2) of Schedule 2 to that Act. 

Citation and commencement 

1.—(1) This Order may be cited as the Banking Act 2009 (Recovery and Resolution Directive) 
(Amendment) Order 2014. 

(2) This Order comes into force on 1 January 2015. 

Introduction 

2. The Banking Act 2009 is amended in accordance with Articles [ ] to [ ]. 

Overview of Part 1 

3.[s.1] 

Interpretation of Part 1 of the Banking Act 2009 

4.—(1) Section 3 (interpretation: other expressions) is amended as follows. 
(2) The existing text becomes subsection (1) and, in that subsection, at the appropriate places, 

insert— 
““Additional Tier 1 instruments” means capital instruments that meet the conditions 
laid down in Article 52(1) of the capital requirements regulation,”; 
““the capital requirements regulation” means Regulation (EU) No 575/2013 of the 
European Parliament and of the Council of 26 June 2013 on prudential requirements for 
credit institutions and investment firms,”; 
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““Common Equity Tier 1 instruments” means capital instruments that meet the 
conditions laid down in Article 28(1) to (4), 29(1) to (5) or 31(1) of the capital 
requirements regulation,”; 
““critical functions”, subject to subsection (2), means activities, services or operations 
the discontinuance of which is likely in one or more member States— 

(a) to lead to the disruption of services that are essential to the economy 
(ignoring the financial services sector), or 
(b) to disrupt financial stability, 

due to the size, market share, external and internal connectedness or cross-border 
activities of a [bank] or group (with particular regard to the substitutability of those 
activities, services or operations),”; 

““eligible liabilities”, of a [bank], means liabilities and capital instruments that— 
(a) do not qualify as Common Equity Tier 1 instruments, or Additional Tier 1 or 
Tier 2 instruments, of [the bank], and 
(b) are not excluded liabilities for the purposes of section 48B(7A)”; 

““extraordinary public financial support” means— 
(a) any aid to which any of the provisions of Article 107 or 108 of the Treaty 
on the Functioning of the European Union applies, and 
(b) other extraordinary public financial support within the meaning of Article 
2(28) of the recovery and resolution directive,”; 

““group” [except...] means a parent undertaking and its subsidiaries,”; 
““own funds” means own funds as defined in Article 4(1)(118) of the capital 
requirements regulation,”; 
““own funds requirements” means [the requirements laid down in Articles 92 to 98 of 
the capital requirements regulation],”; 
““parent undertaking” has the meaning given by Article 4(1)(15)(a) of the capital 
requirements regulation,”; 
““relevant capital instruments” means Additional Tier 1 and Tier 2 instruments,”, 
““the recovery and resolution directive” means Directive 2014/59/EU of the European 
Parliament and of the Council of 15 May 2014 establishing a framework for the 
recovery and resolution of credit institutions and investment firms,”; 
““subsidiary” has the meaning given by Article 4(1)(16) of the capital requirements 
regulation,”; 
““Tier 2 instruments” means capital instruments or subordinated loans that meet the 
conditions laid down in Article 63 of the capital requirements regulation,”. 

(3) After that subsection insert— 
“(2) A delegated act adopted by virtue of Article 2(2) of the recovery and resolution 

directive applies for the purposes of the definition of “critical functions” in subsection (1) 
as it applies for the purposes of the definition of “critical functions” in Article 2(2) of that 
directive.” 

Special resolution objectives 

5.—(1) Section 4 (special resolution objectives) is amended as follows. 
(2) For subsections (4) to (9) substitute— 

“(3A) Objective 1 is to ensure the continuity of banking services in the United Kingdom 
and of critical functions. 

(4) Objective 2 is to protect and enhance the stability of the financial system of the United 
Kingdom, including in particular by— 
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(a) preventing contagion (including contagion to market infrastructures such as 
investment exchanges and clearing houses), and 

(b) maintaining market discipline. 
(5) Objective 3 is to protect and enhance public confidence in the stability of the financial 

system of the United Kingdom. 
(6) Objective 4 is to protect public funds, including by minimising reliance on 

extraordinary public financial support. 
(7) Objective 5 is to protect— 

(a) investors to the extent that they have investments covered by an investor-
compensation scheme under Directive 97/9/EC, and 

(b) depositors to the extent that they have deposits covered by a deposit guarantee 
scheme under Directive 2014/49/EU. 

 (8) Objective 6, which applies in any case in which client assets may be affected, is to 
protect those assets. 

(9) Objective 7 is to avoid interfering with property rights in contravention of a 
convention right (within the meaning of the Human Rights Act 1998).” 

Mandatory write-down, conversion, etc of capital instruments 

6.—(1) After section 6 insert— 
“Mandatory write-down, conversion etc of capital instruments 

Cases where mandatory write-down, conversion, etc applies 

6A.—(1) Section 6B applies in relation to a bank in the cases set out in subsections (2) to 
(6) if the Bank of England is satisfied[, on the basis of the valuation carried out in 
accordance with....,] that the following condition is met. 

(2) The condition is that relevant capital instruments of the bank need to be converted into 
[Common Equity Tier 1 instruments]] in order to restore the [Common Equity Tier 1 capital 
ratio] of the bank. 

 (2) Case 1 is where— 
(a) the conditions imposed by sections 7 to 9 on the exercise of a resolution power in 

respect of the bank are met, and 
(b) the Bank of England or the Treasury (as the case may be) has decided to exercise 

the power. 
(3) Case 2 is where— 

(a) the PRA is satisfied that Condition 1 in section 7 is met in respect of the bank, and 
(b) the Bank of England is satisfied that— 

 (i) (ignoring section 6B) Condition 2 in section 7 is met, and 
 (ii) that Condition will continue to be met unless the action required by section 6B 

is taken in respect of the bank. 
(4) Case 3 is where— 

(a) the bank is a subsidiary, 
(b) relevant capital instruments issued by the bank are recognised for the purposes of 

meeting own funds requirements on an individual basis and on a consolidated 
basis, and 

(c) the appropriate authority of the member State of the consolidating supervisor and 
the Bank of England make a joint determination in accordance with [the Banking 
Recovery and Resolution Order 2014] that the group will not be viable unless the 
action required by section 6B is taken in relation to those instruments. 
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(5) Case 4 is where— 
(a) the bank is a parent undertaking, 
(b) relevant capital instruments issued by the bank are recognised for the purposes of 

meeting own funds requirements on an individual basis at the level of the parent 
undertaking or on a consolidated basis, and 

(b) the Bank of England makes a determination that the group will not be viable unless 
the action required by section 6B is taken in relation to those instruments. 

(6) Case 5 is where extraordinary public financial support is required by the bank, other 
than in circumstances where subsection (5C) of section 7 applies by virtue of paragraph (c) 
of that subsection. 

(7) For the purposes of Cases 3 and 4 a group is not viable if (and only if)— 
(a) [a requirement under the capital requirements regulation that applies [, on a 

consolidated basis,] to a bank which is a member of the group] is infringed in a 
way that justifies action by the competent authority (determined in accordance 
with Article 111 of the capital requirements directive), or 

(b) such a requirement will, in the near future, be so infringed, 
and having regard to timing and other relevant circumstances (but ignoring the 
stabilisation powers), it is not reasonably likely that action will be taken by or in 
respect of the bank that will prevent the requirement being infringed. 

(9) In this section— 
“consolidated basis” has the meaning given by Article 2(7) of the recovery and 
resolution directive, 
“consolidating supervisor” means a consolidating supervisor as defined in Article 
4(1)(41) of the capital requirements regulation, 

Mandatory write-down, conversion, etc of capital instruments 

6B.—(1) In a case where this section applies, the Bank of England must without delay— 
(a) make— 

(i) a mandatory reduction instrument in relation to the bank containing the 
mandatory reduction provision, or 

(ii) two or more mandatory reduction instruments which (taken together) 
contain that provision, or 

(b) if Case 1 in section 6A applies and the Bank has determined to use the bail-in 
option in relation to the bank, include the mandatory reduction provision in 
the resolution instrument or instruments by which it exercises that option. 

 (2) The mandatory reduction provision is provision which produces [in accordance with 
the priority of claims under normal insolvency proceedings] the following results— 

(a) [existing] Common Equity Tier 1 instruments of the bank are 
cancelled/transferred/diluted [in accordance with/so as to xxx]; 

(b) the principal amount of Additional Tier 1 instruments of the bank is reduced (if 
necessary to nil) or such instruments are converted into Common Equity Tier 1 
instruments (or both)— 

 (i) to the extent required to achieve the resolution objectives set out in section 7, 
or 

 (ii) to the extent of the capacity of the relevant capital instruments, 
whichever is lower; and 

(c) the principal amount of Tier 2 instruments is reduced (if necessary to nil) or Tier 2 
instruments are converted into Common Equity Tier 1 instruments (or both)— 
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 (i) to the extent required to achieve the resolution objectives set out in section 7, 
or 

 (ii) to the extent of the capacity of the relevant capital instruments, 
whichever is lower. 

(3) For the purposes of subsection (2)(a) a mandatory reduction instrument may 
contain— 

(a) provision cancelling existing Common Equity Tier 1 instruments of the bank, 
(b) provision transferring existing Common Equity Tier 1 instruments of the bank to 

holders of Additional Tier 1 or Tier 2 instruments of the bank, 
(c) if the bank [has a positive net value], provision diluting the interests of existing 

holders of Common Equity Tier 1 instruments of the bank by converting relevant 
capital instruments or eligible liabilities of the bank (or both) into Common Equity 
Tier 1 instruments. 

(4) For the purposes of subsection (2)(b) and (c) a mandatory reduction instrument may 
contain— 

(a) provision cancelling a liability owed by the bank, 
(b) provision modifying, or changing the form of, a liability owed by the bank, 
(c) provision that a contract under which the bank has a liability is to have effect as if 

a specified right had been exercised under it, 
(d) provision converting relevant capital instruments of the bank into Common Equity 

Tier 1 instruments of [the bank or a parent undertaking of the bank]. 
(5) [Where the principal amount of a relevant capital instrument is reduced— 

(a) the reduction must be permanent, subject to any [write up in accordance with any 
duty to provide compensation imposed by or under any enactment]; 

(b) no liability to the holder of the relevant capital instrument remains under or in 
connection with so much of the amount of the instrument as constitutes the 
reduction, except for any liability already accrued, and any liability for damage 
that may arise as a result of an appeal challenging the legality of the exercise of the 
power of reduction; 

(c) no compensation is paid to any holder of the relevant capital instrument other than 
in accordance with subsection (7).] 

(6) [Nothing in subsection (5)(b) prevents the provision of Common Equity Tier 1 
instruments to a holder of relevant capital instruments in accordance with subsection (7).] 

(7) In order to effect a conversion of relevant capital instruments under subsection (2)(b) 
or (c), the Bank of England may require the bank to issue Common Equity Tier 1 
instruments to the holders of the relevant capital instruments, but relevant capital 
instruments may only be converted if— 

(a) those Common Equity Tier 1 instruments are issued by the bank, or by a parent 
undertaking of the bank with the agreement of the resolution authority in respect of 
that parent undertaking, 

(b) those Common Equity Tier 1 instruments are issued prior to any issuance of shares 
by the bank for the purposes of [provision of] own funds by the State or a 
[government entity], 

(c) those Common Equity Tier 1 instruments are awarded and transferred without 
delay following the exercise of the conversion power, and 

(d) the conversion rate that determines the number of Common Equity Tier 1 
instruments that are provided in respect of each relevant capital instrument 
complies with the principles set out [in Article 50(2) and (3) of], and any 
guidelines issued by the European Banking Authority under Article 50(4) of, the 
resolution and recovery directive. 
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(8) [For the purposes of the provision of Common Equity Tier 1 instruments in 
accordance with subsection (7), the Bank may require the bank to maintain at all times the 
necessary prior authorisation to issue the relevant number of Common Equity Tier 1 
instruments]. 

 (9) Where Case 1 in section 6A applies, the Bank must comply with subsection (1) 
before or at the same time as exercising the resolution power. 

(10) Where Case 3 in section 6A applies and the bank is viable, the principal amount of a 
relevant capital instrument issued by the bank must not be reduced under this section to a 
greater extent, or converted on worse terms, than equally ranked capital instruments at the 
level of any parent undertaking of the bank have been reduced, or converted, pursuant to 
Article 59 of the recovery and resolution directive or in the course of applying the bail-in 
tool provided for by that directive. 

(11) For the purposes of subsection (10), the bank is viable unless— 
(a) [The PRA or the FCA] is satisfied that the bank is failing or likely to fail (within 

the meaning of section 7(5A)), and 
(b) The Bank of England is satisfied that having regard to timing and other relevant 

circumstances it is not likely that (ignoring the stabilisation powers) action will be 
taken by or in respect of the bank that will result in the bank no longer being a 
bank which is failing or likely to fail,] 

[Consequentials for s.17 to 24]Exercise of stabilisation powers: general conditions 

7.—(1) In section 7 (general conditions for exercise of stabilisation powers), for subsections (1) 
to (5) substitute— 

“(1) A stabilisation power may be exercised in respect of a bank only if— 
(a) the PRA is satisfied that Condition 1 is met, and 
(b) the Bank of England is satisfied that Condition 2 is met. 

(2) Condition 1 is that the bank is failing or likely to fail. 
(3) Condition 2 is that, having regard to timing and other relevant circumstances, it is not 

reasonably likely that (ignoring the stabilisation powers) action will be taken by or in 
respect of the bank that will result in Condition 1 ceasing to be met. 

(4) The PRA must treat Condition 1 as met if satisfied that it would be met but for 
financial assistance provided by— 

(a) the Treasury, or 
(b) the Bank of England (disregarding ordinary market assistance offered by the Bank 

on its usual terms). 
(5) The Bank of England must treat Condition 2 as met if satisfied that it would be met 

but for financial assistance of the kind mentioned in subsection (4). 
(5A) For the purposes of Condition 1, a bank is failing or likely to fail if— 

(a) it is failing, or is likely to fail, to satisfy the threshold conditions, 
(b) the value of the assets of the bank [determined in accordance with the valuation....] 

is less than the amount of its liabilities [as so determined], 
(c) the bank is unable to pay its debts or other liabilities as they fall due, 
(d) one or more of paragraphs (a) to (c) will, in the near future, apply to the bank, or 
(e) extraordinary public financial support is required in respect of the bank and 

subsection (5C) does not apply to that support. 
(5B) “The threshold conditions” means the threshold conditions, as defined by subsection 

(1) of section 55B of the Financial Services and Markets Act 2000, for which the PRA is 
treated as responsible under subsection (2) of that section. 
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(5C) This subsection applies where, in order to remedy a serious disturbance in the 
economy of the United Kingdom and preserve financial stability, the extraordinary public 
financial support takes any of the following forms— 

(a) a State guarantee to back liquidity facilities provided by central banks, 
(b) a State guarantee of newly issued liabilities, 
(c) an injection of own funds, or purchase of capital instruments, at prices and on 

terms that do not confer an advantage upon the bank, where neither the 
circumstances referred to in subsection (5A)(a), (b) or (c) are present at the time 
the public support is granted and none of Cases 1 to 4 in section 6A apply. 

(5D) Before determining whether or not Condition 1 is met, the PRA must consult the 
Bank of England. 

(5E) Before determining whether or not Condition 2 is met the Bank of England must 
consult— 

(a) the PRA, 
(b) the FCA, and 
(a) the Treasury.” 

Specific conditions in section 8 

8.—(1) Section 8 (specific conditions: private sector purchaser and bridge bank) is amended as 
follows. 

(2) In subsection (1)— 
(a) for “or 12(2)” substitute “, 12(2) or 12ZA(3)”, and 
(b) for “Condition A is” substitute “Conditions A and B are”. 

(3) In subsection (2), for paragraphs (a) to (d) substitute— 
“(a) the continuity of banking services in the United Kingdom and critical functions, 
(b) the protection and enhancement of the stability of the financial system of the 

United Kingdom, in particular by the prevention of contagion (including contagion 
to market infrastructures such as investment exchanges and clearing houses) and 
by the maintenance of market discipline, 

(c) the protection and enhancement of public confidence in the stability of the 
financial system of the United Kingdom, 

(d) the protection of public funds, including the minimisation of reliance upon 
extraordinary public financial support, 

(e)   the protection of— 
 (i) investors to the extent that they have investments covered by an investor-

compensation scheme under Directive 97/9/EC, and 
 (ii) depositors to the extent that they have deposits covered by a deposit guarantee 

scheme under Directive 2014/49/EU, 
(f) the avoidance of interference with property rights in contravention of a convention 

right (within the meaning of the Human Rights Act 1998).” 
(4) After that subsection insert— 

“(2A) Condition B is that the resolution objectives (taken as a whole) would not be met to 
the same extent by the winding up of the bank.” 

(5) In subsection (3), for “Condition A is” substitute “Conditions A and B are”. 
(6) [Omit subsections (4) and (5).] OR [(7) and (8)] 
(7) [In subsection (4)— 

(a) for “or 12(2)” substitute “, 12(2) or 12ZA(3)”, and 
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(b) for “Condition B is met (instead of Condition A)” substitute “Condition C is met 
instead of Conditions A and B”. 

(8) In subsection (5)— 
(a) for “Condition B” substitute “Condition C”, and 
(b) for paragraph (b) substitute— 

“(b) in the Bank’s opinion— 
 (i) exercise of the stabilisation power is an appropriate way to provide that 

protection, and 
 (ii) the resolution objectives (taken as a whole) would not be met to the same 

extent by the winding up of the bank.]” 
(9) Accordingly, in the heading for section 8 for “and bridge bank” substitute “, bridge bank 

and asset management vehicle”. 

Additional specific conditions: asset management vehicle 

9. After section 8 insert— 

“Additional specific conditions: asset management vehicle 

8ZA.—(1) The Bank of England may exercise a stabilisation power in respect of a bank 
in accordance with section 12ZA(3) only if satisfied that Conditions A and B are satisfied. 

(2) Condition A is that the power is exercised at the same time as one or more 
stabilisation powers are exercised in respect of the bank otherwise than for the purposes of 
the third stabilisation option. 

(3) Condition B is that the Bank is satisfied that— 
(a) the situation of the [particular] market for the assets which it is proposed to 

transfer by the exercise of the stabilisation power is of such a nature that the 
[liquidation] of those assets under [normal insolvency proceedings] could have an 
adverse effect on one or more financial markets, 

(b) the transfer is necessary to ensure the proper functioning of the bank or bridge 
bank from which the transfer is to be made, or 

(c) the transfer is necessary to maximise [liquidation proceeds][the proceeds available 
for distribution....].” 

Specific conditions in section 8A 

10.—(1) Section 8A (specific condition: bail-in) is amended as follows. 
(2) In subsection (1) for “the condition in subsection (2) is” substitute “Conditions A and B are”. 
(3) For subsection (2) substitute— 

“(2) Condition A is that the exercise of the power is necessary having regard to the public 
interest in— 

(a) the continuity of banking services in the United Kingdom and critical functions, 
(b) the protection and enhancement of the stability of the financial system of the 

United Kingdom, in particular by the prevention of contagion (including contagion 
to market infrastructures such as investment exchanges and clearing houses) and 
by the maintenance of market discipline, 

(c) the protection and enhancement of public confidence in the stability of the 
financial system of the United Kingdom, 

(d) the protection of public funds, including the minimisation of reliance upon 
extraordinary public financial support, 

(e)   the protection of— 
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 (i) investors to the extent that they have investments covered by an investor-
compensation scheme under Directive 97/9/EC, and 

 (ii) depositors to the extent that they have deposits covered by a deposit guarantee 
scheme under Directive 2014/49/EU, 

(f) the avoidance of interference with property rights in contravention of a convention 
right (within the meaning of the Human Rights Act 1998).” 

(4) After subsection (2) insert— 
“(2A) Condition B is that the resolution objectives (taken as a whole) would not be met to 

the same extent by the winding up of the bank.” 
(5) In subsection (3) for “that condition is” substitute “those conditions are”. 
(6) In subsection (4) for “condition in this section is” substitute “conditions in this section are”. 
(7) Accordingly, in the heading of the section for “condition” substitute “conditions”. 

Bridge bank 

11.—(1) Section 12 (bridge bank) is amended as follows. 
(2) For subsections (1) and (2) substitute— 
“(1) The second stabilisation option is to transfer— 

(a) some or all of the shares in the bank, or 
(b) all or part of the business of the bank, 

to a company which meets the requirements of subsection (1A) (a “bridge bank”). 
(1A) Those requirements are that the company— 

(a) is wholly or partially owned by the Bank of England, 
(b) is controlled by the Bank, and 
(b) is created for the purposes of receiving a transfer by virtue of this section with a 

view to maintaining access to critical functions and (in due course) selling the bank 
or its business. 

 (2) For the purpose of subsection (1) the Bank of England may make— 
(a) one or more share transfer instruments; [consequentials to follow] 
(b) one or more property transfer instruments.” 

(2) [references to “control” to be considered]] 
(3) After subsection (3) insert— 

“(3A) [Where a company is a bridge bank, the Bank of England must not exercise the 
third stabilisation option in a way which results in the Bank ceasing to control the 
company.] 

(3B) Where— 
(a) a transfer is made to a bridge bank under this section, and 
(b) no further transfer is made to the bridge bank under this section in the period of 2 

years beginning with the day on which that transfer is made, 
[the Bank of England must, without delay, take steps to wind up the bridge bank in 
accordance with normal insolvency proceedings]. 

(3C) But subsection (3B) does not apply if during that period— 
(b) the bridge bank merges with another entity [(other than another bridge bank)], 
(b) the bridge bank ceases to meet the requirements of subsection (1A), 
(c) all or substantially all of the bridge bank’s assets, right and liabilities are sold to a 

third party, 
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(d) the bridge bank is completely wound [up] and its liabilities are completely 
discharged.” 

(4) [In subsection (4), for “is wholly owned by the Bank of England” substitute “meets the 
requirements of subsection (1A)”. 

(5) For subsection (5)(a) substitute— 
“(a) [subsections (3) to (3C),”.] 

Asset management vehicle 

12. After section 12 insert— 

“Asset management vehicle 
12ZA.—(1) The [third] stabilisation option is to transfer all or part of the business of— 

(a) the bank, or 
(b) a bridge bank [or onward bridge bank?] to which shares or property, rights or 

liabilities of the bank have been transferred under section 12, 
to a company which meets the requirements of subsection (1A) (an “asset management 
vehicle”). 

(2) Those requirements are that the company— 
(a) is wholly or partially owned by the Bank of England, 
(b) is controlled by the Bank of England, and 
(b) is created for the purposes of receiving some or all of the asset, rights and 

liabilities of one or more banks [under resolution?]. 
(3) For the purpose of subsection (1) the Bank of England may make one or more 

property transfer instruments. 
(4) [An asset management vehicle must manage the assets transferred to it with a view to 

maximising their value through eventual sale or orderly wind down.] 
(5) [The code of practice under section 5 must include provision about the management 

[and control] of asset management vehicles including, in particular, provision about— 
(a) setting objectives, 
(b) the content of the articles of association, 
(c) the content of reports under section [80(1)], 
(d) different arrangements for management [and control] at different stages, and 
(e) eventual disposal.] 

(5) Where property, rights or liabilities are first transferred by property transfer 
instrument to an asset management vehicle and later transferred [(whether or not by the 
exercise of a power under this Part)] to another company which meets the requirements of 
subsection (2), that other company is an “onward asset management vehicle”. 

(6) An onward asset management vehicle— 
(a) is an asset management vehicle for the purposes of— 

 (i) subsection (3), 
 (ii) ...., but 

(b) is not an asset management vehicle for the purposes of— 
 (i) .... 

Bail-in options 

13.—(1) Section 12A (bail-in options) is amended as follows. 
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(2) In subsection (1) for “third” substitute “fourth”. 
(3) After subsection (1) insert— 

“(1A) But that power must be exercised in accordance with section 12AA.” 

Conditions to be met when exercising bail-in option 

14. After section 12A insert— 

“Requirements to be met when exercising bail-in option 

12AA.—(1) When using the power in section 12A(2), the Bank of England must exercise 
the powers conferred by sections 48B and 48L in a way which ensures that— 

 (a) [[existing] Common Equity Tier 1 instruments of the bank are 
cancelled/transferred/diluted so as to [xxx] 

(b) the principal amount of Additional Tier 1 instruments is reduced by the shortfall 
amount or to the extent of the capacity of those instruments, whichever is lower, 

(c) where the total reduction pursuant to paragraph (b) is less than the shortfall 
amount, the principal amount of Tier 2 instruments is reduced by the difference or 
to the extent of the capacity of those instruments, whichever is lower, 

(d) where the total reduction relevant pursuant to paragraphs (b) and (c) is less than 
the shortfall amount, the principal amount of subordinated debt that is not 
Additional Tier 1 or Tier 2 capital is reduced in accordance with the hierarchy of 
claims in normal insolvency proceedings by the difference or to the extent of the 
capacity of those instruments, whichever is lower, 

(e) where the total reduction pursuant to paragraphs (c) and (d) is less than the 
shortfall amount, the principal amount of, or outstanding amount payable in 
respect of, the remaining eligible liabilities is reduced, in accordance with the 
hierarchy of claims in normal insolvency proceedings, by the difference or to the 
extent of their capacity, whichever is lower. 

(2) “The shortfall amount” means the aggregate amount assessed by the Bank of England 
pursuant to [Article 46 of the recovery and resolution directive]. 

(3) When complying with subsection (1), the Bank of England must allocate the [losses 
represented by the] shortfall amount equally between [relevant capital instruments and 
eligible liabilities] of the same rank by reducing the principal amount of, or outstanding 
amount payable in respect of, those [relevant capital instruments] and eligible liabilities to 
the same extent in proportion to their value, [except where a different allocation of losses 
amongst liabilities of the same rank is allowed by virtue of [article 44(3) – final sentence.] 

(4) Subsection (3) does not prevent excluded liabilities (as defined by section 48B(7A)) 
from receiving more favourable treatment than eligible liabilities which are of the same 
rank in normal insolvency proceedings. 

[(5) Before taking the action required by subsection (1)(e), the Bank must convert or 
reduce the principal amount of instruments referred to in subsection (1)(d) if those 
instruments contain the following terms and have not already been converted— 

(a) terms that provide for the principal amount of the instrument to be reduced on the 
occurrence of any event that refers to the financial situation, solvency or levels of 
own funds of the bank; 

(b) terms that provide for the conversion of the instruments to shares on the 
occurrence of any such event.] 

(6) Where the principal amount of an instrument has been reduced, but not to zero, in 
accordance with terms of the kind referred to in subsection (5)(a) before the application of 
the bail-in option, the Bank must take the action required by subsection (1) in relation to the 
residual amount of that principal. 
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(7) When taking the action required by subsection (1), the Bank must not convert or 
reduce one class of liabilities while a class of liabilities that is subordinated to that class 
remains substantially unconverted or the principal amount of those liabilities is not reduced 
to nil. 

 For this purpose excluded liabilities within the meaning of section 48B(7A) are to be 
ignored. 

(8) For the purposes of this section “existing” Common Equity Tier 1 instruments 
includes Common Equity Tier 1 instruments issued or conferred in the following 
circumstances— 

(a) pursuant to conversion of debt instruments to Common Equity Tier 1 instruments 
in accordance with contractual terms of the original debt instruments on the 
occurrence of an event that preceded or occurred at the same time as the 
assessment by the Bank of England that the bank met the conditions in sections 7 
to 9; 

(b) pursuant to the conversion of relevant capital instruments to Common Equity Tier 
1 instruments in accordance with section 6B.” 

Temporary public ownership 

15. In section 13 (temporary public ownership), in subsection (1) for “fourth” substitute “fifth”. 

Meaning of “resolution company” 

16. After section 29 insert— 

“Interpretation: “resolution company” 

29A. In this [Act] “resolution company” means a bridge bank or an asset management 
vehicle.” 

Asset management vehicles: share transfers 

17.—(1) Section 30 (bridge bank: share transfers) is amended as follows. 
(2) For “bridge bank”, in each place it occurs, substitute “resolution company”. 
(3) In subsection (1), after “12(2)” insert “or 12ZA(3)”. 
(4) In subsection (4), for “and 8” substitute “, 8 and 8ZA”. 
(5) In subsection (6), after “instrument” insert “, except that subsection (4) of that section has 

effect as if for “and 8” there were substituted “, 8 and 8ZA”. 
(6) Accordingly in the heading for section 30, for “Bridge bank:” substitute “Resolution 

company:”. 

Asset management vehicles: reverse share transfer 

18.—(1) Section 31 (bridge bank: reverse share transfer) is amended as follows. 
(2) For “bridge bank”, in each place it occurs, substitute “resolution company”. 
(3) In subsection (4), after “8” insert “, 8ZA”. 
(4) In subsection (6), after “instrument” insert “, except that subsection (4) of that section has 

effect as if for “and 8” there were substituted “, 8 and 8ZA”. 
(5) Accordingly in the heading for section 31, for “Bridge bank:” substitute “Resolution 

company:”. 



 13 

Property transfer instrument 

19. In section 33 (property transfer instrument), after subsection (2) insert— 
“(3) In this section references to a “bank” include an asset management vehicle even if it 

is not a bank.” 

Directors 

20. In section 36A (directors), after subsection (3) insert— 
“(4) In this section references to a “bank” include an asset management vehicle even if it 

is not a bank.” [? Subs.(2) reference to banking group company?] 

Property transfer instrument: procedure 

21. In section 41 (procedure), after subsection (1) insert— 
“(1A) In subsection (1) references to a “bank” include an asset management vehicle even 

if it is not a bank.” 

Supplementary instruments 

22.—(1) Section 42 (supplemental instruments) is amended as follows. 
(2) In subsection (1), after “12(2)” insert “, 12ZA(3)”. 
(3) In subsection (6), after “12(2)” insert “, 12ZA(3)”. 

Onward transfer 

23.—(1) Section 43 (onward transfer) is amended as follows. 
(2) In subsection (1)— 
(a) for “bridge bank” substitute “resolution company”, and 
(b) after “12(2)” insert “or 12ZA(3)”. 
(3) In subsection (3), for “bridge bank”, in both places, substitute “resolution company”. 
(4) In subsection (4), for “bridge bank” substitute “resolution company”. 
(5) In subsection (6), after “8” insert “, 8ZA”. 
(6) In subsection (8), after “instrument” insert “, except that subsection (5) of that section has 

effect as if after “8” there were inserted “, 8ZA”. 

Bridge bank: reverse property transfer 

24.—(1) Section 44 (bridge bank: reverse property transfer) is amended as follows. 
(2) For “bridge bank”, in each place it occurs, substitute “resolution company”. 
(3) In subsection (1), after “12(2)” insert “or 12ZA(3)”. 
(4) In subsection (5) after “8” insert “, 8ZA”. 
(5) In subsection (7), after “instrument” insert “, except that subsection (5) of that section has 

effect as if after “8” there were inserted “, 8ZA”. 

Restriction of partial transfers 

25. In section 47 (restriction of partial transfers), after subsection (1) insert— 
“(1A) In subsection (1) the reference to a “bank” includes an asset management vehicle 

even if it is not a bank.” 
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Liabilities excluded from scope of special bail-in provision 

26.—(1)  Section 48B (special bail-in provision) is amended as follows. 
(2) After subsection (7) insert— 

“(7A) Liabilities of the bank are “excluded liabilities” if they are— 
(a) liabilities listed in subsection (8), or 
(b) liabilities which the Bank of England has excluded under subsection (10) 

from the application of the special bail-in provision.” 
(3) In subsection (8)— 
(a) for “are “excluded liabilities”” substitute “are the excluded liabilities referred to in 

subsection (7A)(a)”, 
(b) in paragraph (e), after “liabilities” insert “with a remaining maturity of less than 7 days”, 
(c) omit paragraph (f) (liabilities owed to central counterparties recognised by the European 

Securities and Markets Authority), 
(d) in paragraph (g) (liabilities to employees), for “variable remuneration;” substitute “— 

 (i) variable remuneration that is not regulated by a collective bargaining 
agreement, [and 

 (ii) variable remuneration of [material] risk takers as [referred to] in [Article 92(2) 
of Directive 2013/36/EU;]]”. 

(e) for paragraph (h) (liabilities in respect of rights under a pension scheme) substitute— 
“(h) [liabilities owed as the employer under an [occupational] pension scheme;”, 

after paragraph (i) insert— 
“(j) [liabilities owed by the bank to the scheme manager of the Financial Services 

Compensation Scheme (established under Part 15 of the Financial Services and 
Markets Act 2000) in relation to levies payable by virtue of section 213(3)(b) [or 
(4)] of that Act [other than......].” 

(4) In subsection (9)(a) for “mentioned in subsection (8)(d) is not an excluded liability” 
substitute “is not within subsection (8)(d)”. 

(5) After that subsection insert—  
“ (10) The Bank of England may exclude any liability or class of liabilities from the 

application of any special bail-in provision in relation to the bank if, and only if, the Bank 
of England— 

(a) is satisfied that the exclusion is justified on one or more of the grounds set 
out in subsection (11), and 

(b) notifies the European Commission of its intention to exclude the liabilities 
before the special bail-in provision is made. 

 (11) [power to limit the extent of the write-down applied to a liability or class of 
liabilities by any special bail-in provision]. 

(12) The grounds are— 
(a) it is not reasonably possible to give effect to special bail-in provision in relation to 

the liability or class within a reasonable time; 
(b) the exclusion is necessary and proportionate to achieve the continuity of critical 

functions and core business lines in a manner that maintains the ability of the bank 
to [continue key operations, services and transactions]; [cf s.48B(8)(i)] 

(c) the exclusion is necessary and proportionate to avoid giving rise to widespread 
contagion, in particular as regards protected deposits held by natural persons or 
micro-enterprises, small enterprises or medium-sized enterprises, which would 
severely disrupt the functioning of financial markets, including financial market 
infrastructures, in a manner that could cause a serious disturbance to the economy 
of a member State or of the European Union; 
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(d) the making of [special bail-in provision] in relation to the liability would cause a 
[destruction] in value such that the losses borne by other creditors would be higher 
than if the liability were excluded. 

(13)  When deciding whether to exclude liabilities under subsection (10), the Bank of 
England must give due consideration to— 

(a) the principle that all the liabilities of the bank ought to be treated in accordance 
with the priority they would enjoy on a liquidation, 

(b) the principle that any creditors who would have equal priority on a liquidation 
ought to bear losses on an equal footing with each other, 

(b) [the level of loss absorbing capacity] that would remain in the bank if the liability 
or class of liabilities were excluded, and 

(c) the need to maintain adequate resources to deal with the implications for public 
funds of anything done, in future, in connection with the exercise in relation to [an 
institution] of one or more of the stabilisation powers.” 

(14) For the purposes of subsection (12)— 
“protected deposit” has the meaning given by [section 48C], and 
“micro-enterprise”, “small-enterprise” and “medium-sized enterprise” have the 
meaning given by Article 2(1)(107) of the recovery and resolution directive.” 

 


