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1 August 2019 

Fixed Income Results call Q&A transcript (amended in places to improve readability) 

 

Robert Smalley, UBS 

Hi.  Good morning, good afternoon.  Thanks for doing the call and thanks for doing it in a time that is 

convenient for us in the US as well. 

Couple of questions.  First on the AT1 calls.  I know you have talked about that in the past, but now that 

we have seen some other AT1 structures, particularly in resets, could you talk about what you are thinking 

going forward?  Specifically, I mean that you did the 8% off of Treasuries with a five year call.  Now we 

are seeing some issuers doing rolling six month calls in reset.  Would you entertain that kind of idea in 

future issuance?  And also maybe you could just talk a little bit about the call on the 6.625% [USD AT1 

instrument] and some of the economics there, given the back-end and potential being offsides on an FX 

swap.  That’s my first question. 

Second question, could you talk about the credit card portfolio, particularly in the US.  You had talked 

about 10% growth, CAGR growth.  We’re not there yet.  At the same time a number of other US banks, 

your competitors, are talking about this area as one of big growth and higher competition, and I was 

wondering if you were contemplating any changes of strategy there.  Thanks. 

 

Kathryn McLeland, Group Treasurer 

Great.  Thanks Robert.  I think I’ll take the first question you asked, about our approach to AT1 calls, and 

then how we think about some of the new features that we’ve included in our security and what you’ve 

seen in the market. 

So essentially, in thinking about AT1 securities and the calls and the structures that we use, our approach 

really hasn’t changed.  And these securities that we announced the call of this morning, or coming up in 

September, are a little bit more complicated than some of the standalone securities because they 

obviously were done as a package and often you can just quite simply look at the economics bond by 

bond at the back end etc.  So for this particular one we clearly look at the FX impact day one, given they’re 

equity accounted.  We think about the impact in our P&L, and we do also look at broader implications, 

impact on our whole liability structure. 

Essentially we feel that thinking a little bit more holistically around the calls for these securities, it’s still 

going to be the approach that we’re taking.  Now in terms of the actual structures that we will be doing, 

we are going to continue to adapt to market developments, what we see happening, and certainly the 

change in our back end on the 8% AT1 deals was really designed with the LIBOR benchmark reform in 

mind, resetting to a government bond.  We also adopted the same approach with our Sterling security. 
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So we will do what we feel is the right structure for market conditions, but also of course what our 

regulators like.  I think we have less ability to do short dated calls post reset.  As you’ve seen in the UK, 

we typically have a longer non-call period beyond the first call.  So for the moment we will continue to 

adapt our structure but I wouldn’t assume any change in our approach to calls of our AT1 securities. 

 

Tushar Morzaria, Group Finance Director 

Robert, on the card portfolio, it’s a very good question.  As you probably know, our card portfolio is 

primarily geared towards partnership programmes where we tend to run the credit card programme for 

retailers, airlines and various other companies.  We do have an ambition to grow that business, or 

receivables in those businesses, by 10% and we’ve been growing below that level for a little time now.  

We grew again about 6% in US Dollars year on year for the second quarter. 

We feel okay with that level of growth.  I think of the 10% as a statement of ambition rather than a hard 

and fast target that we would just drive towards regardless.  One of the reasons why we’re very 

comfortable with that is we’d only want to grow that portfolio if we felt very comfortable with the credit 

being extended. Most of the growth has been coming from the airline type portfolios and the overall type 

of FICO scores that are driving the growth have been comfortably in the 700s and that feels right to us, 

given where we are in the length of the credit cycle and various other uncertainties, geopolitical 

uncertainties, that are around there. 

It’s a great business.  You can see our consumer cards and payments business this morning reported a 

return of 18% on growing receivables.  So it’s not something that we need to I think reach beyond that.  

But if we had the right conditions and the right portfolios came along, I think 10% is achievable.  A final 

couple of comments I’d make on that is we did renew one of our long standing partnership with 

Wyndham Hotels and Resorts, so we’ve extended that, which is great, and that was announced in the 

second quarter.   

Most of our partnership programmes are locked up until I think about 2022 anyway, maybe beyond.  So 

it’s a good, sticky business with very good risk reward characteristics, and we think growing at 

appropriate levels at this point in the cycle.   

 

Corinne Cunningham, Autonomous 

First one is just about the Moody’s outlook.  Obviously good news, going to positive.  Are there any 

specific drivers here or are they really just looking for, I suppose, a more sustained return to profitability? 

Second question is, you mentioned, Kathryn, just on the impediments to resolution and that you don’t 

really have much in the way of legacy bonds, or you won’t do by the time you get to 2022. Just, there is 

one outstanding that has a make whole clause.  You’ve not really used those in the past, I’m just 

wondering what your thoughts are towards them.  Are you seeing that as a tool that is there to be used?  

Or is it something that you would only really use in, I suppose, an emergency or in desperation? 

 

Kathryn McLeland 

I think you’re right. We were very pleased to have the positive outlook put on the Baa3 HoldCo and the 

A2 BBPLC rating by Moody’s earlier this year. You’re absolutely correct - our understanding, and we 

engage with them regularly, is that really the key driver they’re looking for is a sustainable improvement 

in statutory profitability.   
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I think we feel that, as you heard Jes and Tushar say this morning and we repeat on this call, we have 

demonstrated a number of clean quarters in a row and certainly feel confident and on track to our returns 

target for this year of 9% and do hope that we are doing everything that Moody’s is looking for.  With 

regard to other aspects of the balance sheet, certainly our understanding is very comfortable with capital 

levels, liquidity is obviously very high, so really the main driver is just continuing to deliver, executing on 

the strategy and improving our profitability.  And that’s looked at very much on a statutory basis. 

Your question on impediments to resolution, and clearly we’ve seen the Bank of England’s announcement 

this week and the final CRR II package around from June, putting everything into legislation.  Again, we 

still feel that the tail is relatively modest, £1.2 billion, and short dated after 2022.  So we do feel very 

confident and nothing that we’ve seen has changed our thinking.  The six year grandfathering was also 

very much as expected, so it’s all quite comfortable. 

In terms of the ability to use make-wholes, we’ve obviously been asked a few times in the past around 

regulatory calls, and make-wholes clearly are quite a dramatic development and so anything that we 

would ever be considering we’ve not thought about that to date, but would have to be really thoughtfully 

done.  Because, as you know, we take our relationships with all our fixed income investors incredibly 

seriously, we have a very thoughtful approach to funding, and anything that we would ever do regarding 

any legacy instruments would need to be taken with our bond holders very much in mind. 

 
 

Lee Street, Citigroup 

Hello, good afternoon, and thanks for taking my questions.  I’ve got three, please.  Two on credit quality 

and one on operational risk.  So just firstly, with the IFRS 9 introduced volatility in the provisioning line, is 

there any indication you can give us on how we should think about the potential impact on provisions if 

the UK were to enter into a period of recession?  That would be my first one. 

Secondly, on page 27 of the report you give the table that shows the reconciliation movements between 

different stages, Stage 1, 2 and 3, of the different categorisations.  Can you just try to help us understand 

this a bit better.  Just obviously there’s been quite big movements into Stage 2, we seem to have £13.3 

billion going in to Stage 2 and then £11.5  billion coming out of Stage 2.  What’s driving this and what 

would actually cause the overall balance of Stage 2 to maybe balloon a bit more? 

Then just finally on operational risk, you mentioned the change to the floors, going from a Pillar 1 to a 

Pillar 2.  Is that just simply going to reduce your Pillar 1 requirement and just equally increase your Pillar 

2 requirement?  Is that how I should think about it?  They’re my three questions, thank you. 

 

Tushar Morzaria 

In terms of your first point, how IFRS 9 may look in a recession, obviously it’s a more pro-cyclical 

accounting standard than the old IAS 39.  I think the gist of your question is how quickly could provisions 

build if there’s a deterioration in the economy.   

One way to try and size that is at the back end of last year, and I guess we still have this unfortunately, 

but we had a lot of uncertainty of the exact path that the UK government would take with regards to 

Brexit and we felt that the economic forecast that are an input into this provisioning approach wasn’t 

necessarily picking up the degree of uncertainty in terms of the various outcomes.  So we took an 

additional provision.  The way we sized that additional provision, and that was £150 million, was to take 

what we call a Downside 1 scenario.   
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When we take these provisions, and I’m sorry if this is getting a little bit techy, but we run five scenarios.  

A baseline scenario, two downside scenarios and two upside scenarios.  And we took the Downside 1 

scenario, so the less severe downside scenario, and assumed that economic path became our baseline 

and re-ran our IFRS 9 calculation and added to our provisions using that difference.  And that was £150 

million.   

That Downside 1 scenario was, I would characterise it, as a perhaps regular slowdown.  A reasonable 

reduction in GDP, a reasonable fall in house prices, a reasonable step up in unemployment.  Our 

disclosures, the folks in IR can point to the right pages there, will show what those economic changes 

actually were.  What it wasn’t was a collapse like a 2008 type scenario, which would be our Downside 2 

type scenario. 

In the Downside 2 scenario the provisions would increase much more rapidly, akin to a Bank of England 

type [stress test] and the reason for that is a lot of the building provisions is actually in the tails.  So I think 

if you have regular way variations in the economy, even mild recessions, negative GDP 1-2%, 

unemployment going up to 5, 6, 7%, I think these will be more localised provision moves.  I think if you 

get extreme moves, GDP contracting 5%, unemployment getting up to 9%, then I think you get very 

significant build.   

So hopefully that gives you a sense.  It’s very convex, I guess, to put it another way in the tails.  So hopefully 

that’s helpful.  The bouncing around between stages is unfortunately a feature of what we’re going to be 

faced with, with IFRS 9, and the way this works is we have to assess the changing probability of default 

of borrowers on virtually every monthly basis, and certainly quarterly as we report.  Small changes in the 

probability of default will move people from Stage 1 to Stage 2, and of course it could go back from Stage 

2 to Stage 1. 

To go into Stage 3, you really have to have a real credit event, a number of missed payments and we’re 

also calling you, almost like a defaulted credit by the time you’re in Stage 3.  So that’s going to be less 

generally noisy, but the movements between Stage 1 and 2 can be quite significant and will just be the 

way things are unfortunately and the way IFRS 9 works.  And there will be a lot of false positives, there 

will be a lot of moves from Stage 1 to Stage 2, which will go back to Stage 1 again.  Some people have 

criticised IFRS 9, that it creates too many false positives, but that’s where we are and that’s what it is. 

 

Kathryn McLeland 

In relation to a potential move in terms of operational risk from Pillar 1 to Pillar 2, which was mentioned 

this morning on the call with Jes and Tushar and flagged again on the call just now, essentially we just 

see this as being beneficial for the market to see us more in line in terms of op risk density with our UK 

peers.  Now we’re around about 18%, our peers around 10% to 12%.  So it really is more of an optics 

benefit rather than having any capital capacity increase coming from it. So it will just be a shift from Pillar 

1 into Pillar 2, and as we indicated, we’re in discussions with the PRA but it’s not really appropriate to 

comment any further in terms of timing or likelihood of this happening. 
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Important Notice 

The terms Barclays or Barclays Group refer to Barclays PLC together with its subsidiaries. The information, 

statements and opinions contained in this presentation do not constitute a public offer under any 

applicable legislation, an offer to sell or solicitation of any offer to buy any securities or financial 

instruments, or any advice or recommendation with respect to such securities or other financial 

instruments. 

Information relating to: 

 regulatory capital, leverage, liquidity and resolution is based on Barclays’ interpretation of 

applicable rules and regulations as currently in force and implemented in the UK, including, but 

not limited to, CRD IV (as amended by CRD V applicable as at the reporting date) and CRR (as 

amended by CRR II applicable as at the reporting date) texts and any applicable delegated acts, 

implementing acts or technical standards. All such regulatory requirements are subject to 

change; 

 MREL is based on Barclays’ understanding of the Bank of England’s policy statement on “The 

Bank of England’s approach to setting a minimum requirement for own funds and eligible 

liabilities (MREL)” published in June 2018, updating the Bank of England’s November 2016 policy 

statement, and the non-binding indicative MREL requirements communicated to Barclays by the 

Bank of England. Binding future MREL requirements remain subject to change including at the 

conclusion of the transitional period, as determined by the Bank of England, taking into account 

a number of factors as described in the policy statement and as a result of the finalisation of 

international and European MREL/TLAC requirements; 

 future regulatory capital, liquidity, funding and/or MREL, including forward-looking illustrations, 

are provided for illustrative purposes only and are not forecasts of Barclays’ results of operations 

or capital position or otherwise. Illustrations regarding the capital flight path, end-state capital 

evolution and expectations and MREL build are based on certain assumptions applicable at the 

date of publication only which cannot be assured and are subject to change, including amongst 

others, holding constant the Pillar 2A requirement at the 2018 level despite it being subject to at 

least annual review and assumed CRD buffers, which are also subject to change. 

The information set out in slide 23 (the “Illustrative Financial Information”) is for illustrative purposes only 

and is subject to change. The Illustrative Financial Information, including indications of total assets, 

revenue, funding, balance sheet estimations and ratios has been compiled as if the following activities, 

customers and clients (“In-Scope Business”) were comprised in the businesses of Barclays Bank Ireland 

(“BBIe”) as at 31 December 2018: 

i. all regulated activity and client base of the European branches of Barclays Bank PLC (“BBPLC”) 

as at 31 December 2018; and 

ii. all regulated activity of European clients of BBPLC who were located within the EEA (excluding 

the UK ) as at 31 December 2018. 

 The Illustrative Financial Information represents a modelled view including estimates based on Barclays’ 

current planning assumptions for the business and operating model for BBIe, and is presented to show 

the possible effect of the proposed business transfers as if they had occurred on 31 December 2018. In 

addition to this, certain of the Illustrative Financial Information has been sourced from the BBIe 2018 

statutory accounts, management accounts of BBIe up to 31 December 2018 and also the general ledger. 

The Illustrative Financial Information has not been independently verified. While Barclays’ plans for an 

expanded BBIe in response to the UK’s withdrawal from the EU are well progressed, they remain subject 

to the outcome of the political negotiation, ongoing regulatory engagement and management discretion, 
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and so are subject to changes which may be significant. Among other variables, the actual amount of In-

Scope Business that may ultimately transfer to (including, but not limited to, as a result of what activity 

is finally determined to be regulated activity) and/or continue to trade with BBIe in the future may differ 

significantly from the assumptions used in producing the Illustrative Financial Information. The Illustrative 

Financial Information is therefore provided for illustrative purposes only and is not a forecast of present 

or future financial condition or performance of BBPLC or BBIe. Whilst all reasonable care has been taken 

in providing the Illustrative Financial Information no responsibility or liability is or will be accepted by 

Barclays PLC and any of its subsidiaries, affiliates or associated companies or any of their respective 

officers, employees or agents in relation to the adequacy, accuracy, completeness or reasonableness of 

the Illustrative Financial Information or for any action taken in reliance upon that information by any party 

whether customer, client, counterparty, investor or otherwise. Nothing in the relevant slide should be 

taken as (or is) a representation or warranty, express or implied, as to any of the matters presented. 

Forward-looking statements 

This document contains certain forward-looking statements within the meaning of Section 21E of the US 

Securities Exchange Act of 1934, as amended, and Section 27A of the US Securities Act of 1933, as 

amended, with respect to the Barclays Group. Barclays cautions readers that no forward-looking 

statement is a guarantee of future performance and that actual results or other financial condition or 

performance measures could differ materially from those contained in the forward-looking statements. 

These forward-looking statements can be identified by the fact that they do not relate only to historical 

or current facts. Forward-looking statements sometimes use words such as ‘may’, ‘will’, ‘seek’, ‘continue’, 

‘aim’, ‘anticipate’, ‘target’, ‘projected’, ‘expect’, ‘estimate’, ‘intend’, ‘plan’, ‘goal’, ‘believe’, ‘achieve’ or other 

words of similar meaning. Examples of forward-looking statements include, among others, statements 

or guidance regarding or relating to the Barclays Group’s future financial position, income growth, assets, 

impairment charges, provisions, business strategy, capital, leverage and other regulatory ratios, payment 

of dividends (including dividend payout ratios and expected payment strategies), projected levels of 

growth in the banking and financial markets, projected costs or savings, any commitments and targets, 

estimates of capital expenditures, plans and objectives for future operations, projected employee 

numbers, IFRS impacts and other statements that are not historical fact. By their nature, forward-looking 

statements involve risk and uncertainty because they relate to future events and circumstances. These 

may be affected by changes in legislation, the development of standards and interpretations under 

International Financial Reporting Standards including evolving practices with regard to the interpretation 

and application of accounting and regulatory standards, the outcome of current and future legal 

proceedings and regulatory investigations, future levels of conduct provisions, the policies and actions of 

governmental and regulatory authorities, geopolitical risks and the impact of competition. In addition, 

factors including (but not limited to) the following may have an effect: capital, leverage and other 

regulatory rules applicable to past, current and future periods; UK, US, Eurozone and global 

macroeconomic and business conditions; the effects of any volatility in credit markets; market related 

risks such as changes in interest rates and foreign exchange rates; effects of changes in valuation of credit 

market exposures; changes in valuation of issued securities; volatility in capital markets; changes in credit 

ratings of any entities within the Barclays Group or any securities issued by such entities; the potential for 

one or more countries exiting the Eurozone; instability as a result of the exit by the United Kingdom from 

the European Union and the disruption that may subsequently result in the UK and globally; and the 

success of future acquisitions, disposals and other strategic transactions. A number of these influences 

and factors are beyond the Barclays Group’s control. As a result, the Barclays Group’s actual future results, 

dividend payments, and capital and leverage ratios may differ materially from the plans, goals, 

expectations and guidance set forth in the Barclays Group’s forward-looking statements. Additional risks 

and factors which may impact the Barclays Group’s future financial condition and performance are 
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identified in our filings with the SEC (including, without limitation, our Annual Report on Form 20-F for 

the fiscal year ended 31 December 2018), which are available on the SEC’s website at www.sec.gov.  

Subject to our obligations under the applicable laws and regulations of the United Kingdom and the 

United States in relation to disclosure and ongoing information, we undertake no obligation to update 

publicly or revise any forward-looking statements, whether as a result of new information, future events 

or otherwise. 

Non-IFRS Performance Measures 

This presentation includes certain non-IFRS performance measures, such as income statement and 

financial performance measures excluding litigation and conduct. These measures are defined and 

reconciliations to the nearest IFRS measures are available in the appendix to Barclays Group’s interim 

results announcement for the period ended 30 June 2019.  


