
 

 
 

 
Paris, June 15th, 2017 

Press release 
 

 
Groupama AM and Axiom AI join forces 

to launch a fund invested in financial subordinated debt 
  
 
Groupama Axiom Legacy 21 is a fund invested in financial subordinated debt and 
covers all the various types of “legacy” subordinated debt issued before the creation 
of Additional Tier 1 (AT1) securities(1). 
 
Groupama Axiom Legacy 21 will aim to obtain an annualized yield greater than or equal to 
the 3-month Euribor rate +3% (after deduction of management costs) over a recommended 
minimum investment period of 4 years 
 
“Legacy” subordinate debt refers to all the subordinated debt instruments issued by banks 
under the Basel I and Basel II Accords and therefore being phased out of regulatory capital 
up to 2021. This investment universe still contains 165 billion euros in securities, compared 
to 150 billion for AT1. (source: Bloomberg 28/02/2017)  
The management strategy of the fund is based on the historic transition that is currently 
under way in the European banking sector towards a new cycle (change of economic models 
and more favourable interest rates) and a new regulatory environment, with the entry into 
force of Basel III. To recap, the Basel Committee stipulated a transition period ending in 2021 
for the changeover from Basel II to Basel III, before the new capital requirements of the 
CET1 ratio(2) (Common Equity Tier 1) enter into force. 
 
In this context, Groupama Asset Management is launching the Groupama Axiom 
Legacy 21 fund and delegating the financial management of the fund to Axiom-AI, a 
company with recognized ’expertise in the financial sector, and more specifically in this asset 
class.  
 
Investment strategy 
  
The portfolio will consist of a majority of subordinated debt issued by European banks and 
insurance companies, together with preferred shares (3). 
It will be structured into four types of instrument: 
  

• Securities discounted by the markets, i.e. orphan instruments which will lose their 
eligibility as regulatory capital over the course of the transition period and that offer 
possibilities for capital gains with the call or buyback offer from the issuer; 

• “Fixed to fixed” securities, which have the specific feature of having fixed coupons 
combined with moderate volatility and which can take the form of preferred shares, 



• “Long call” options, with a first call date after the end of the transition period: these 
instruments offer attractive potential yield and capital gains when the issuer offers to 
buy back the stock. 

• Securities issued by financial establishments that are currently improving their credit 
position, with a resulting potential for appreciation in the price of their bonds. 

 

“The universe of these “legacy” securities is vast. However, investors have been relatively 
shy of entering it, in view of the diversity of instruments and, sometimes, the difficulty of 
estimating their residual life as regulatory capital. According to our analysis, these 
subordinated debts have a good historic position and offer an attractive risk/reward trade-off,” 
comments David Benamou, portfolios’ manager of the fund, and Chief Investment Officer at 
Axiom-AI. 

 
European banking sector in much better health 
 
Since 2009, the financial situation of the European banking sector has considerably 
improved, especially in terms of equity. The average Tier 1 common capital ratio (CET1 - 
Common Equity Tier 1) of the European banks is now above 15%, or 2 times higher than in 
2007(Source: Axiom Alternative Investments - data as of 31/12/2016). 
  
The year 2016 was marked by an overall return to profitability of the sector (with profits of 
23.5 billion euros for French banks - source: Axiom Alternative Investments), and some 
banks are now returning to their historic peak levels. This healthy performance of the sector 
has been confirmed in 2017, with the results for the first quarter exceeding the expectations 
of analysts for the third consecutive quarter. 
  
“At the regulatory level, the establishment of the EU banking union and the Single 
Supervisory Mechanism provides investors with a more harmonized regulatory and financial 
framework,” explains Thierry Goudin, Development Manager of Groupama AM. 
 
A regulatory transition that offers new opportunities 
 
At the same time, new mandatory equity requirements have progressively taken effect. The 
Basel III Accord requires banks to hold more capital and specifies a new format for 
subordinated debt (“Additional Tier 1” - AT1) to replace the previous instruments (“Legacy” 
subordinated debt).   
 
A transition period allows banks to progressively replace their old legacy bonds with AT1 by 
December 2021. 
 
Main risks of the portfolio  
 
The portfolio is exposed to the following risks: capital loss risks, interest rate risk, credit risk, risk 
intrinsic to the use of speculative (high-yield) instruments, risks specific to convertible bonds, forward 
commitment risks, risks of investing in AT1 bonds or “contingent convertible bonds” (CoCos), 
counterparty and liquidity risks, risks relating to securities financing transactions and financial 
guarantee management, risks of sectoral concentration of the portfolio, risks inherent to discretionary 
investment management and risks of the equity and foreign exchange markets. 
 



(1) Additional Tier 1: new format for subordinated debt eligible as regulatory capital under Basel III, both for 
the solvency ratio and (partially) for the leverage ratio. The coupons are discretionary, and the face value 
can be reduced either by conversion into equity (“contingent convertible bonds” or “CoCos”) or by a face 
value reduction that can subsequently be restored. 

 
 

(2) Common Equity Tier 1: Under Basel III, “Common Equity Tier 1” is the most reliable form of regulatory 
capital, comprising primarily the core capital (including equity) and undistributed reserves, with certain 
deductions from the capital reported in the financial accounts (such as deferred tax assets). The CET1 
ratio is the ratio between the Common Equity Tier 1 capital and the RWA (risk-weighted assets). 
Therefore, CET1 does not include subordinated debt. 
 

(3) The UCITS will be able to invest up to 50% of its net assets in preferred shares and up to 10% in 
conventional equity. 

 
 
 
Disclaimer 
 
Before investing, each investor must read the prospectus or the key investor information document (KIID) of the 
UCITS. These documents and other periodical documents can be obtained free of charge on request from 
Groupama AM or on our website www.groupama-am.fr 
 
This non-contractual document does not, under any circumstances, constitute a recommendation, request for 
offers, an offer to buy or sell or an arbitrage offer, and may in no case be interpreted as such. 
The commercial teams of Groupama Asset Management and its subsidiaries are at your service if you wish a 
personal financial recommendation. 
 
 
Past performance is not a reliable indicator of future performance 
 

~~~~~~ 

About GROUPAMA ASSET MANAGEMENT, Actively Responsible Manager 
Recognized by institutional investors as a key player in France, with a total of €96.8 billion assets under 
management (on 31/12/2016), Groupama Asset Management is now ranked 9th in the list of top French asset 
management companies. As a subsidiary of Groupama, France's number 1 mutual insurance company, 
Groupama Asset Management offers professional investors the benefits of actively responsible multi-discipline 
management - a long-term management approach that is resolutely active and based on strong research 
capacity.   

About Axiom Alternative Investments 
Axiom Alternative Investments is an independent investment management company that combines the 
complementary expertise of asset managers and former investment bankers specializing in capital finance. 
Specializing in the financial sector, the company currently has total assets under management of 884 million 
euros (as of 29/05/2017), via a range of funds and asset management mandates issued by European financial 
institutions (senior debt, senior non-preferred debt, subordinated debt and equity).  
Axiom Alternative Investments markets its funds in Europe to institutional clients, Family Offices and Asset 
Management Consultants. The company is based in Paris and London. 
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