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Introduction 

The Yes Bank AT1 bond case represents a pivotal moment in India's financial regulatory 

landscape, critically examining the complexities inherent in bank resolution, regulatory 

oversight, and the protection of investor interests concerning Additional Tier-1 bonds. In 

March 2020, amidst severe financial distress, Yes Bank underwent a restructuring plan initiated 

by the Reserve Bank of India. This plan controversially included the write-off of ₹8,415 crore 

(₹84.15 billion) worth of AT1 bonds. This drastic measure, intended to strengthen the bank's 

capital base, provoked significant outrage among bondholders, many of whom, including retail 

investors, were allegedly misled into believing these instruments were safe. The legal 

challenges that ensued culminated in a landmark ruling by the Bombay High Court, which 

declared the write-off illegal and invalid on the grounds that the administrator lacked the 

requisite legal authority to execute such an action. This decision offered substantial relief to 

affected investors, including Reliance Mutual Fund. However, the Supreme Court of India 

subsequently stayed the High Court's ruling and referred the matter to a larger bench for further 

review, prolonging the legal uncertainty and amplifying the financial ramifications for 

bondholders and the broader Indian financial system. 

This research article delves into the origins and purpose of AT1 bonds, the precipitous decline 

of Yes Bank, the contentious write-off decision, and its profound impact on various 

stakeholders. It further analyzes the critical legal challenges and the ongoing judicial review, 

concluding with a discussion of the regulatory responses, systemic implications, and crucial 

lessons learned. The Yes Bank AT1 bond case underscores the imperative for enhanced 

regulatory clarity, robust governance frameworks, and comprehensive investor education to 

foster a resilient and trustworthy financial sector in India, particularly concerning high-yield, 

loss-absorbing instruments. It also highlights the delicate balance between ensuring financial 
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stability through central bank intervention and upholding the rule of law through judicial 

scrutiny of administrative discretion. 

 

 

Introduction to Additional Tier-1 Bonds 

 

Origin and Purpose of AT1 Bonds 

The global financial crisis of 2008 underscored critical vulnerabilities within the banking 

system, prompting the Basel Committee on Banking Supervision to introduce more stringent 

regulatory frameworks, notably Basel III. A cornerstone of these reforms was the enhancement 

of bank resilience through strengthened capital requirements. Within this framework, 

Additional Tier-1 bonds emerged as a key component of banks' regulatory capital, specifically 

designed to absorb losses and mitigate the necessity for taxpayer-funded bailouts during 

periods of financial distress (Makushkin, 2024) 

AT1 bonds are hybrid financial instruments characterized by perpetual maturity and typically 

offer elevated interest rates commensurate with their inherent. Their global design mandates a 

robust loss-absorption mechanism, wherein they can be either written down in principal or 

converted into common equity upon the occurrence of predefined "trigger events" (Joosen, 

2015; Makushkin, 2024). These triggers are predominantly linked to the issuing bank's 

Common Equity Tier 1 ratio falling below a specified minimum threshold, such as 5.125% for 

AT1 eligibility under Basel III (Ammann et al., 2016; Fiordelisi et al., 2019). Additionally, all 

AT1 instruments incorporate a "point of non-viability" trigger, granting regulators discretion 

to impose loss absorption if the bank is deemed non-viable (Avdjiev et al., 2017; Bolton et al., 

2023). 

The primary risk-absorption mechanisms are: 

⒈ Principal Write-Down: The nominal value of the bond is permanently or temporarily 

reduced, directly absorbing losses and recapitalizing the bank (Gamba et al., 2022; 

Joosen, 2015; Liebenberg et al., 2016). 

⒉ Equity Conversion: The bonds are mandatorily converted into ordinary shares of the 

issuing bank, injecting equity into the distressed institution (Ammann et al., 2016; 

Gamba et al., 2022). 

Furthermore, AT1 bonds typically feature cancellable coupon payments, often on a non-

cumulative basis, meaning missed payments are not accrued and do not constitute a default 

(Spiegeleer et al., 2017). This makes them a high-yield, yet high-risk debt instrument, ranking 

as the most junior form of debt, subordinate to all other types of debt in a bank's capital 

structure. 
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For context, AT1 bonds are a specific class of Contingent Convertible instruments, extensively 

issued by European banks, which serve the same fundamental purpose of automatic 

recapitalization in stress scenarios (Caporale & Kang, 2020; Liberadzki & Liberadzki, 2019; 

Valbuena & Eidenmueller, 2023). The design uniformity and rigorous adherence to Basel III 

standards are crucial for these instruments to qualify as regulatory capital, allowing banks to 

meet their Tier 1 capital requirements and enhance overall financial stability (Ammann et al., 

2016; Gamba et al., 2022). 

 

Regulatory Framework in India 

In India, the regulatory landscape for Additional Tier-1 bonds is primarily shaped by the 

Reserve Bank of India and the Securities and Exchange Board of India. The RBI is mandated 

with overseeing banks' compliance with capital adequacy norms, while SEBI focuses on 

investor protection and market integrity through guidelines for participation in these 

instruments. 

 

Evolution and Basel III Implementation 

India commenced its phased implementation of Basel III capital regulations from April 1, 2013 

(Muduli & Behera, 2021). Consistent with global standards, these norms necessitated banks to 

maintain enhanced capital buffers to absorb losses. The RBI stipulated a higher Capital to Risk-

weighted Assets Ratio of 9% for Indian banks, exceeding the Basel III minimum of 8% 

(Kishore, 2022; Muduli & Behera, 2021). This total CRAR comprises a Common Equity Tier 

1 capital ratio of at least 5.5% and a Tier 1 capital ratio (including CET1 and AT1) of 7% or 

higher (Kishore, 2022). Critically, as per RBI guidelines, Additional Tier 1 capital 

contributions are capped and cannot exceed 1.5% of Risk-Weighted Assets (Kishore, 2022). 

 

Distinctive Features of Indian AT1 Structures 

Indian AT1 bonds, while broadly compliant with Basel III, exhibit a degree of design 

heterogeneity that warrants careful examination of their offering documents. These instruments 

incorporate specific loss-absorption features, which include the cancellation of dividend and/or 

interest payments upon pre-specified trigger points related to Capital Adequacy Ratio falling 

below certain levels (Kishore, 2022). 

A notable aspect differentiating the practical application of AT1 write-downs in India, as 

demonstrated by the Yes Bank case, concerns the absolute priority rule. Globally, contingent 

convertible instruments, of which AT1 bonds are a part, are typically structured such that losses 

are absorbed by equity holders before bondholders (Wadhwa & Bharadwaj, 2022). However, 

in the Yes Bank resolution, the AT1 bonds were written down without a prior write-down of 

the common equity of the bank, despite equity holding an inherently inferior position to AT1 

bonds in the capital structure (Wadhwa & Bharadwaj, 2022). This action deviates from the 

conventional understanding of the hierarchy of claims and raised significant concerns about 
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the interpretation and application of loss absorption triggers within the Indian regulatory 

context (Wadhwa & Bharadwaj, 2022). 

 

Post-Crisis Regulatory Adjustments 

The Yes Bank AT1 bond write-off prompted significant scrutiny and calls for enhanced 

regulatory clarity and improved corporate governance practices within the banking sector . In 

response, regulatory bodies have initiated reforms aimed at strengthening investor protection 

and risk management. SEBI, for instance, has since proposed new valuation schemes for AT1 

bonds to ensure more effective risk assessment and transparency . Furthermore, the RBI has 

implemented stricter oversight mechanisms and encouraged the adoption of more robust 

governance structures within banks to bolster risk management frameworks . A key measure 

to mitigate risk for individual investors, potentially influenced by the crisis, is the minimum 

investment threshold of ₹1 crore, effectively restricting retail investor participation in AT1 

bonds and thereby reducing their exposure to such instruments . These post-crisis adjustments 

underscore a continuous effort to refine the regulatory framework, balancing financial stability 

with the need for transparent investor communication and protection. 

 

Background: Yes Bank's Decline and Crisis in 2020 

 

Rapid Growth and Aggressive Lending 

Yes Bank, established in 2003, rapidly ascended to become a significant private banking 

institution in India through an aggressive growth strategy . However, this expansion was 

underpinned by imprudent lending practices and deficient risk management. The bank 

demonstrated a substantial overexposure to high-risk segments, particularly stressed corporate 

groups, real estate, and infrastructure sectors, as well as non-banking financial companies 

(Gawai, 2024; Gupta, 2024). This concentration of credit to vulnerable sectors rapidly inflated 

the bank's non-performing assets . 

The trajectory of Yes Bank's asset quality starkly illustrates this accumulation of risk. Its Gross 

NPAs escalated from a modest 0.77% in FY15 to 7.39% in FY19, and further surged to an 

alarming 18.87% by Q3 FY20 . This significant deterioration was not solely attributable to 

macroeconomic headwinds but was inextricably linked to corporate governance failures within 

the bank. The leadership, including the former CEO Rana Kapoor, was implicated in extending 

loans in a "quid pro quo" arrangement to companies already facing financial distress, 

effectively underreporting non-performing loans to meet balance sheet targets (Akhtar et al., 

2021; Biswas et al., 2024; Deb, 2021). Independent directors and the audit committee also 

failed in their oversight roles, approving management proposals without adequately 

scrutinizing borrowers' repayment capabilities or the associated risks (Deb, 2021). This culture 

of aggressive credit growth coupled with severe governance lapses laid the foundation for the 

bank's eventual crisis (Deb, 2021). 
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Deteriorating Financial Health 

By March 2020, the financial condition of Yes Bank had severely deteriorated, largely as a 

consequence of its aggressive lending practices and the subsequent surge in non-performing 

assets. The bank's Gross NPAs escalated from a mere 0.77% in FY2015 to 7.39% by FY2019, 

further ballooning to an alarming 18.87% by the third quarter of FY2020 . This critical situation 

was exacerbated by the bank's misreporting of its financial health, having underreported NPAs 

by approximately ₹3,277 crore during 2018-19. The true extent of its financial distress became 

evident only after an Asset Quality Review revealed gross NPAs of approximately ₹17,134 

crore by December 2019 . 

This surge in NPAs directly led to a significant erosion of the bank's capital buffers. Yes Bank's 

Common Equity Tier 1 capital ratio, a key measure of a bank's financial strength, plummeted 

to a critical 0.6% in December 2019, falling significantly below the Reserve Bank of India's 

mandated level of 7.4% (Gupta, 2024, 2025). This substantial decline in capital was primarily 

driven by the need for extraordinary credit provisions to cover the rapidly increasing bad loans, 

particularly those within the power and infrastructure sectors (Gupta, 2024, 2025). 

The escalating financial distress triggered a cascade of negative investor sentiment and external 

scrutiny. The "drastic downgrade from credit rating agencies" was a key indicator of this 

deteriorating confidence . While a comprehensive table of all rating downgrades is not 

available in the provided sources, it is clear that "the delay in capital raising led to a downgrade 

by credit ratings agencies" (Gupta, 2024b, 2024a, 2025). These downgrades amplified concerns 

among investors regarding the bank's solvency and stability. 

This adverse development, coupled with liquidity concerns, prompted a drastic decline in 

depositor confidence. Customer deposits plummeted by 54%, falling from ₹2.1 trillion in 

September 2019 to approximately ₹1.1 trillion by March 2020 . The bank reported a staggering 

loss of ₹18,564 crore (approximately $2.5 billion) in Q3 FY2020, largely due to heavy 

provisioning for these bad loans . In the equity market, Yes Bank's shares lost an estimated 

80% of their value between January and September 2019 amidst concerns over its asset quality 

and capital adequacy (Gupta, 2024). Furthermore, institutional investors experienced 

significant losses, with one AT1 Capital Bond Exchange Traded Fund seeing a 15% drop in 

value following the announcement of the crisis . This market reaction signaled a broad 

reevaluation of the risks associated with such instruments, leading to fears that investors would 

demand higher yields to compensate for perceived elevated risks across the banking sector . 

Such mismanagement contributed to a crisis that, while primarily affecting Yes Bank, also 

posed systemic risks to the entire Indian financial system . 

 

RBI Intervention and Moratorium 

In early March 2020, as Yes Bank's financial health critically deteriorated and faced severe 

liquidity stress, the Reserve Bank of India intervened decisively (Gupta, 2024; Yes Bank AT1 

Bond Case, n.d.). On March 5, 2020, the RBI, in conjunction with the Ministry of Finance, 
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placed Yes Bank under a 30-day moratorium, marking a significant and pivotal moment in the 

bank's history (Akhtar et al., 2021; Gupta, 2024, 2025). This intervention was deemed 

necessary to prevent a catastrophic run on the bank, which could have triggered a broader 

systemic crisis across the Indian private banking sector and preserved overall financial stability 

(Gupta, 2024; Yes Bank AT1 Bond Case, n.d.). 

 

 

Practical Implications for Depositors 

For depositors, the moratorium had immediate and tangible consequences. It imposed strict 

limitations on withdrawals, which were initially capped at ₹50,000 (approximately USD 663) 

per customer (Gupta, 2024, 2025). This restriction, though intended to prevent a bank run and 

stabilize the institution, amplified depositor panic, leading to chaotic scenes at bank branches 

as customers rushed to withdraw funds . The moratorium effectively meant that depositors had 

only limited access to their funds, causing considerable distress and uncertainty. To mitigate 

widespread fear, the RBI Governor Shaktikanta Das and Finance Minister Nirmala Sitharaman 

publicly reassured the public about the safety of larger banks (Gupta, 2024). The moratorium, 

which in India is akin to a receivership in the United States, aimed to protect the troubled 

institution, giving time to maximize the value of its assets in an orderly manner (Gupta, 2025). 

The restrictions were, however, terminated prematurely on March 18, 2020, following the 

approval of a comprehensive restructuring plan (Gupta, 2025). 

 

Rationale for the Administrator Model 

The RBI opted for an administrator-led model rather than immediate liquidation or a more 

drastic resolution measure to manage the crisis. The rescue plan entailed replacing Yes Bank's 

existing board, appointing an interim administrator (Akhtar et al., 2021), limiting withdrawals, 

providing capital injections, and extending a significant liquidity facility of ₹600 billion 

(Gupta, 2024). The primary purpose of this moratorium and administrative oversight was to 

afford the RBI sufficient time to formulate and implement a viable reconstruction or 

amalgamation plan for Yes Bank (Gupta, 2025). This approach allows for strengthening early 

intervention measures by supervisors and ensures the continuous provision of essential banking 

services, which would be severely disrupted by an immediate and abrupt resolution (Binder et 

al., 2019; Mayes, 2009). The administrator model provided a structured pathway for 

recapitalization, notably through a ₹100 billion capital injection engineered by the RBI with 

participation from the State Bank of India and other private banks (Gupta, 2024b, 2024a, 2025). 

 

Comparative Insights: Yes Bank vs. PMC Bank 

The RBI's intervention in Yes Bank, while sharing some commonalities, presented contrasts 

with its handling of the Punjab and Maharashtra Cooperative Bank crisis, which unfolded in 

September 2019. Both institutions suffered from significant corporate governance failures and 
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misreporting of non-performing assets (Shakeel et al., 2024; Yes Bank AT1 Bond Case, n.d.). 

However, the scale and systemic importance differed. PMC Bank, a cooperative bank, was 

initially placed under a six-month moratorium due to significant under-reporting of loans to a 

single entity and misreporting of NPAs (Shakeel et al., 2024). The Yes Bank crisis, involving 

India's fourth-largest private bank, carried far greater systemic risk due to its size and 

interconnectedness within the financial system (Gupta, 2024). While both involved withdrawal 

limits for depositors, the RBI's resolution for Yes Bank was characterized by a more rapid 

formulation of a restructuring plan, including a substantial capital infusion from a consortium 

of banks, leading to a much shorter moratorium period (Gupta, 2024, 2025). This aggressive 

and swift recapitalization and restructuring of Yes Bank, facilitated by the administrator, 

underscored a proactive strategy to safeguard the broader financial system from contagion, a 

more urgent response than observed in the PMC Bank situation, which lingered longer due to 

its nature as a cooperative bank. 

 

The AT1 Bond Write-Off Decision 

 

The Controversial Write-Off 

As part of the restructuring plan initiated by the Reserve Bank of India, the decision was made 

to write off ₹8,415 crore (₹84.15 billion) worth of Additional Tier-1 bonds issued by Yes Bank 

in March 2020 (Gupta, 2025; Yes Bank AT1 Bond Case, n.d.). This move, though ostensibly 

aimed at stabilizing the bank, was highly contentious and ignited considerable outrage among 

bondholders . 

 

Invocation of Trigger Clause 

AT1 bonds are designed with inherent loss-absorption features, allowing them to be written 

down under specific conditions to recapitalize a bank in distress. The primary trigger for such 

a write-down is typically when the bank's Common Equity Tier 1 ratio falls below a pre-

specified threshold, or upon a "point of non-viability" event, where a regulatory authority 

determines that the bank is no longer viable without a write-down or conversion of these 

instruments (Wadhwa & Bharadwaj, 2022). In Yes Bank's case, its deteriorating financial 

position, marked by a plummeting CET1 ratio of 0.62% in December 2019—significantly 

below the RBI's mandated 7.4%—indicated a clear breach of critical capital levels (Gupta, 

2025). This severe capital erosion provided the rationale for invoking the loss-absorption 

mechanism inherent in the AT1 bonds. The write-down was executed to ensure the bank's 

survival and facilitate its reconstruction (Wadhwa & Bharadwaj, 2022). 
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Discrepancy between Administrator's Actions and Reconstruction Scheme 

A critical point of contention and a primary driver of the subsequent legal challenges was the 

perceived discrepancy between the administrator's actions and the final approved 

reconstruction scheme. The write-down of Yes Bank's AT1 bonds was carried out without first 

writing down the common equity of the bank, despite equity holding an intrinsically inferior 

position to AT1 bonds in the capital structure (Wadhwa & Bharadwaj, 2022). This action 

contravened the established "absolute priority rule" fundamental to bank resolution regimes, 

which typically dictates that equity holders absorb losses before bondholders (Valbuena & 

Eidenmueller, 2023). 

Furthermore, the Bombay High Court's ruling explicitly stated that the write-off was "not in 

line with the final approved reconstruction scheme" . This suggests a divergence between the 

initial communications or intentions of the administrator and the legally formalized framework 

for the bank's resolution. The court also highlighted that retail investors were "misinformed 

about the associated risks" of these financial instruments . The swift and arguably unilateral 

decision-making by the administrator raised significant concerns regarding governance, 

transparency, and the potential for actions to occur without adequate oversight from the 

Reserve Bank of India . These disparities between the bondholders' understanding, the 

administrator's actions, and the reconstruction scheme formed the bedrock of the legal disputes 

and fueled investor mistrust. 

 

Rationale for the Write-Off 

The write-off of Yes Bank's AT1 bonds was presented as an integral part of a broader 

restructuring strategy designed to stabilize the bank's operations, rebuild investor confidence, 

and pave the way for a significant capital infusion from a consortium led by the State Bank of 

India (Gupta, 2024a, 2024b; Yes Bank AT1 Bond Case, n.d.). The fundamental rationale 

hinged on the loss-absorbing characteristic of AT1 bonds during severe financial distress . 

 

The Bank Capital Stack: Hierarchy of Claims 

Understanding the rationale necessitates an appreciation of the bank's capital structure, often 

visualized as a "capital stack" representing the hierarchy of claims in a liquidation or resolution 

scenario. This hierarchy dictates the order in which different types of capital absorb losses: 

⒈ Common Equity: This is the highest quality and most loss-absorbing capital. Equity 

holders are the first to bear losses. 

⒉ Additional Tier-1 Bonds: These instruments sit above common equity but are 

subordinate to all other forms of debt, including Tier 2 capital. They are designed to 

absorb losses before a bank becomes insolvent . 
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⒊ Tier-2 Bonds: These constitute a lower quality of capital than AT1 but rank above 

them in the event of liquidation, meaning they would absorb losses after equity and 

AT1 bonds have been fully utilized. 

⒋ Other Senior Debt and Deposits: These typically represent the safest claims on a 

bank's assets. 

In the case of Yes Bank, the common equity had already been severely eroded, with the CET1 

ratio plummeting to 0.62% in December 2019, far below the regulatory minimum (Gupta, 

2025). The write-off of AT1 bonds was intended to further absorb losses, thereby shoring up 

the bank's capital base and reducing its liabilities, effectively recapitalizing the institution from 

within its existing capital structure before new capital was injected. 

 

SBI-led Consortium's Insistence on Clean-up 

The State Bank of India and other private banks, forming a consortium for the capital infusion, 

reportedly insisted on a substantial "clean-up" of Yes Bank's balance sheet as a precondition 

for their investment. The write-off of AT1 bonds was a critical component of this clean-up. By 

extinguishing these high-risk liabilities, the consortium aimed to: 

● Reduce Liabilities: Directly reduce the bank's overall debt burden, making it a more 

attractive investment prospect. 

● Improve Capital Ratios: The write-off directly improved the bank's Tier 1 capital 

ratios, bringing them closer to regulatory requirements and making the bank appear 

financially healthier for new investors. 

● Signal Commitment to Resolution: It demonstrated a decisive step towards resolving 

the bank's issues, assuring new investors that the underlying problems were being 

addressed comprehensively. 

● Protect New Capital: By ensuring existing capital absorbed losses first, the write-off 

effectively created a buffer, protecting the fresh capital being injected by the consortium 

from immediate impairment. This was crucial for rebuilding confidence and securing 

the necessary investment to prevent Yes Bank's collapse . 

Therefore, the write-off, while controversial due to its implementation and impact on investors, 

was a strategic move from the perspective of the incoming investors and the RBI to cleanse the 

balance sheet and create a stable foundation for the bank's reconstruction. 

Questionable Priority and Lack of Oversight 

The decision to write down the AT1 bonds was swiftly made, raising significant concerns about 

governance, transparency, and the adequacy of oversight within the bank, particularly 

regarding the administrator's actions . A central point of contention was the perceived violation 

of the absolute priority rule, a fundamental principle in corporate reorganizations and bank 

resolution regimes. 
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Legal Comparison: Equity vs. AT1 Write-Down 

In a typical capital stack, common equity holders are the first to absorb losses, followed by 

AT1 bondholders, and then other senior debt. This hierarchy is designed to ensure that those 

with the highest potential returns (equity holders) also bear the primary risk. However, in the 

Yes Bank resolution, the AT1 bonds were written down without a prior write-down of the 

bank's common equity (Wadhwa & Bharadwaj, 2022). This action was legally contentious, as 

equity held an inherently inferior position to AT1 bonds in the capital structure. 

Wadhwa and Bharadwaj critically examine this anomaly, noting that "The write-down of Yes 

Bank’s AT1, however, was done without first writing-down of the common equity of the Bank, 

which held an inferior position to the AT 1 Bonds" (Wadhwa & Bharadwaj, 2022). They further 

assert that "Basel III compliant AT1 Bonds... are perceived to be safer than equity shares of a 

bank" (Wadhwa & Bharadwaj, 2022). The authors even question "the role and impact of RBI 

in creating security riskier than common equity" through this case (Wadhwa & Bharadwaj, 

2022). The violation of the absolute priority rule in the Yes Bank case, where AT1 bondholders 

were wiped out while shareholders were not, is a concern that has been echoed in other 

international banking resolutions as well (Valbuena & Eidenmueller, 2023). 

 

Gaps in Administrative Approvals and Oversight 

The Bombay High Court's ruling explicitly stated that the write-off was "not in line with the 

final approved reconstruction scheme" , implying a significant disconnect or a gap in the 

administrative process leading to the decision. While the RBI placed Yes Bank under a 30-day 

moratorium on March 5, 2020, and appointed an administrator to oversee its rescue plan 

(Akhtar et al., 2021; Gupta, 2024, 2025), the subsequent write-off of AT1 bonds appears to 

have occurred outside the parameters of the finalized, legally binding reconstruction scheme. 

This suggests that the administrator's actions, while intended to stabilize the bank, might have 

bypassed or prematurely executed critical steps without full alignment with the eventual legal 

framework. Concerns were raised that the administrator's actions "appeared to occur without 

adequate oversight from the RBI" . This lack of seamless integration between initial 

administrative decisions and the final approved scheme highlights potential vulnerabilities in 

the regulatory framework concerning the rapid resolution of distressed banks and raises 

questions about the due process followed for various stakeholder approvals during the crisis 

period. 

 

Impact on Stakeholders 

 

Retail Investors 
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The impact of the Yes Bank AT1 bond write-off on retail investors was particularly severe. 

Many, including retired senior citizens, were allegedly misled into investing in AT1 bonds, 

believing them to be a safe alternative for better yields, only to lose their entire life savings 

when the bonds were written off . The total investment by retail investors in Yes Bank's AT1 

bonds amounted to approximately ₹2,800 crore . This situation brought to light significant gaps 

in investor education and raised serious concerns about potential mis-selling practices by 

financial advisors and bank employees . 

 

Mis-selling Instances 

Mis-selling instances were characterized by the promotion of AT1 bonds with a strong 

emphasis on their higher interest rates compared to traditional fixed deposits, while often 

downplaying or inadequately explaining the inherent risks (Schoenmaker, 2019; Yes Bank 

AT1 Bond Case, n.d.). This "captive selling" often targeted a bank's own depositors, who 

typically perceive their bank as a safe institution, leading to a false sense of security regarding 

the riskier AT1 instruments (Schoenmaker, 2019). Investors were sometimes wrongly given 

the impression that AT1 bonds were as safe as a deposit, despite their complex loss-absorbing 

features (Leone et al., 2019). The complexity of these products meant that crucial features, such 

as the possibility of principal write-down or equity conversion upon trigger events, were not 

clearly or voluntarily disclosed (Sané & Halan, 2016). 

 

Demographic Profile of Affected Investors 

A significant portion of the affected retail investors included retired senior citizens . These 

individuals, often relying on fixed income for their sustenance, were particularly vulnerable to 

products promising higher returns without transparent disclosure of the associated risks. The 

substantial investment from this demographic underscores a critical failure in protecting 

financially unsophisticated investors from complex and high-risk financial instruments. 

 

Risk Communication Failure Analysis 

The Yes Bank AT1 bond case highlighted several critical failures in risk communication: 

● Inadequate Disclosure and Misrepresentation: Investors were allegedly "misled into 

viewing these bonds as safe alternatives," with bank representatives assuring them of 

the "safety and liquidity" of these instruments . The complex features of AT1 bonds, 

especially their loss-absorption mechanisms, were either not fully explained or 

misrepresented during the sales process (Sané & Halan, 2016). 

● Complexity and Investor Sophistication Mismatch: AT1 bonds are inherently 

complex financial instruments designed for institutional investors, yet they were 

marketed to retail investors, many of whom lacked the sophistication to fully grasp the 

embedded risks (Peter et al., 2021). Even when disclosures are legally mandated, the 

process of sale through bank managers can lead to the information not being conveyed 
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correctly, with investors often not understanding enough about costs, returns, or early 

exit implications (Sané & Halan, 2016, 2017). 

● "Captive Selling" and Trust Exploitation: The practice of marketing AT1 bonds to 

existing bank customers, particularly depositors, exploited the trust inherent in the 

bank-depositor relationship. This led customers to perceive the bonds as being as safe 

as their deposits, overlooking the crucial distinction in risk profiles (Schoenmaker, 

2019). 

 

Institutional Investors 

Institutional investors also faced significant losses and a reevaluation of their investment 

strategies due to the Yes Bank AT1 bond write-off. While specific, comprehensive lists of top 

institutional holders and their precise exposure (i.e., individual mutual funds and the exact 

amounts they held in Yes Bank AT1 bonds) are not exhaustively detailed in the academic 

literature or the provided library documents, it is understood that "many" institutional investors 

had "significant stakes" in these bonds . Such granular data is typically found in regulatory 

filings or proprietary financial databases, which are beyond the scope of the academic search 

tools available to me. 

 

Fund NAV Impacts 

The write-off directly led to an immediate decline in the value of these instruments held by 

institutional investors. A prominent example of this impact was the Invesco AT1 Capital 

Bond Exchange Traded Fund, which experienced a significant 15% drop in its value 

following the announcement of the write-off . This stark decline illustrated the direct financial 

consequences for funds exposed to these instruments and prompted a broader reassessment of 

AT1 bond risks within the institutional investment community. The event compelled 

institutional investors to reconsider the perceived safety and regulatory environments 

associated with such bonds . 

 

Comparison to Global AT1 ETF Reactions 

 

The market reaction to the Yes Bank AT1 bond write-off shares notable parallels with other 

international cases, particularly the Credit Suisse AT1 write-down in March 2023. In both 

instances, a central point of contention was the controversial write-down of AT1 bonds without 

a prior absorption of losses by the bank's shareholders (Shikha & Kapsis, 2023; Valbuena & 

Eidenmueller, 2023; Valiante, 2023). This deviation from the established "absolute priority 

rule," which dictates that equity holders should bear losses before bondholders, caused 

considerable market turmoil and raised questions about the predictability and fairness of bank 

resolution mechanisms globally (Valbuena & Eidenmueller, 2023). 
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While AT1 bonds are designed to be loss-absorbing instruments within a bank's capital 

structure, intended to prevent taxpayer bailouts (Böni & Zimmermann, 2024), the events at 

both Yes Bank and Credit Suisse highlighted the critical importance of transparent 

communication and clear adherence to the hierarchy of claims during resolution. These 

incidents underscore a shared challenge across jurisdictions regarding investor confidence in 

AT1 instruments when their inherent loss-absorption features are invoked in ways that appear 

to contradict conventional investment hierarchies. 

 

Broader Financial Market 

The write-off of Yes Bank's AT1 bonds not only caused catastrophic losses for investors but 

also had wider implications for the perception of AT1 bonds in the Indian financial market and 

broader financial stability . The crisis raised concerns among market experts who feared that it 

"could instigate a trend where investors demand higher yields to compensate for perceived 

risks, particularly if they perceive a higher likelihood of loss through similar bank failures" . 

This shift in risk perception was expected to lead to increased borrowing costs for banks, 

potentially impacting their capital-raising abilities and overall stability within the financial 

sector . 

Pre- and Post-Crisis AT1 Issuance Volumes in India 

While the academic sources at my disposal do not provide aggregated, quantitative data on the 

total AT1 bond issuance volumes for the entire Indian banking sector immediately before and 

after the Yes Bank crisis, the regulatory response to the crisis indicates a significant impact. In 

the aftermath, the Securities and Exchange Board of India proposed new valuation schemes for 

AT1 bonds to enhance investor protection and manage associated risks more effectively . 

Crucially, a minimum investment threshold of ₹1 crore was established, effectively restricting 

retail investor participation in AT1 bonds and thereby reducing their exposure to such 

instruments . This regulatory adjustment implies a shift in the market landscape for AT1 

issuances, prioritizing institutional investors and potentially influencing the overall volume and 

structure of future offerings. 

 

Market Confidence Indicators 

The Yes Bank crisis undoubtedly affected market confidence indicators, signaling a re-

evaluation of risk within the Indian financial system. Credit Default Swap spreads are 

recognized as proxies for bank risk and financial health (Paulet & Mavoori, 2019), and while 

the Indian CDS market was described as nascent (Tabassum & Yameen, 2022), the crisis 

highlighted the potential for such instruments to reflect increased perceived risk. Research 

indicates that during periods of shock, such as the COVID-19 crisis that overlapped with the 

Yes Bank event, it becomes challenging to isolate movements in CDS spreads solely due to 

default risk versus those driven by market panic and speculation (Srivastava, 2023). 

Consequently, precise, directly attributable shifts in CDS spreads for other Indian banks 

immediately following the Yes Bank AT1 write-off are not explicitly detailed in the available 
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academic literature. Similarly, the fear of "increased borrowing costs for banks"  due to 

investors demanding higher yields was a significant market expectation, but specific data on 

widespread bond yield spikes across the Indian banking sector directly and solely attributable 

to this event are not provided. 

 

RBI Communication Excerpts on Systemic Stability 

Throughout the crisis, the Reserve Bank of India adopted a proactive communication strategy 

to reassure markets and maintain systemic stability. The intervention in Yes Bank, involving a 

moratorium and a subsequent capital injection, was explicitly undertaken "to prevent a run on 

the private banking system and preserve broader financial stability" (Gupta, 2024a, 2024b, 

2025). RBI Governor Shaktikanta Das made a strong public statement, asserting the RBI’s 

commitment to banking sector stability and that it would "never allow a major bank to you 

know . . . [fail]" (Gupta, 2025). This communication aimed to instill confidence and prevent 

contagion across the financial system. Post-crisis, the RBI has continued to emphasize the 

resilience of the Indian financial sector, noting "stability and resilience, with ongoing 

improvement in asset quality, capital position and profitability" (D’Souza, 2017) in subsequent 

periods. Furthermore, macro stress tests conducted by the RBI indicated that "even under a 

severe stress scenario, all banks would be able to comply with minimum capital requirements" 

(D’Souza, 2017), reinforcing the message of a robust and stable banking system. 

 

Legal Challenges and Judicial Review 

 

Bombay High Court Ruling 

The actions taken by the Reserve Bank of India to write down the Additional Tier-1 bonds 

during Yes Bank's reconstruction faced significant legal challenges from bondholders. These 

bondholders argued that the write-off was not only unjust but also executed without proper 

legal authority . The Bombay High Court ultimately ruled in favor of the investors, declaring 

the write-off illegal and invalid. 

 

Court's Reasoning: Point-by-Point Breakdown 

While the available academic sources do not provide an exhaustive point-by-point breakdown 

of the Bombay High Court's full judgment, they highlight key aspects of its reasoning: 

● Lack of Legal Authority for Administrator: The primary ground for the ruling was 

the finding that the administrator, appointed during the moratorium period, lacked the 

requisite legal authority to unilaterally execute the write-off of AT1 bonds . The court 

determined that such an action was outside the scope of powers granted to the 

administrator under the relevant legal framework. 
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● Deviation from Reconstruction Scheme: The Bombay High Court explicitly stated 

that the write-off was "not in line with the final approved reconstruction scheme" . This 

suggests a fundamental disagreement between the actions taken by the administrator 

and the legally formalized plan for Yes Bank's resolution, indicating a procedural or 

substantive inconsistency. 

● Misinformation of Retail Investors: The court also underscored that retail investors 

were "misinformed about the associated risks" of these financial instruments . This 

point emphasizes the issue of mis-selling and inadequate risk disclosure, particularly to 

vulnerable investors, which likely influenced the court's view on the fairness and 

legality of the write-off. 

 

Contradictions in Reconstruction Scheme vs. Administrator Actions 

A significant point of contention arose from the apparent contradiction between the 

administrator's decision to write off the AT1 bonds and the principles generally enshrined in 

bank reconstruction schemes. The core of this contradiction lies in the fact that the write-down 

of Yes Bank's AT1 bonds was executed without first writing down the common equity of the 

bank (Wadhwa & Bharadwaj, 2022). This action directly contravenes the "absolute priority 

rule," a fundamental principle in bank resolution that dictates equity holders, being the highest 

risk-takers, should absorb losses before bondholders (Valbuena & Eidenmueller, 2023; 

Wadhwa & Bharadwaj, 2022). The Bombay High Court's finding that the write-off was "not 

in line with the final approved reconstruction scheme"  strongly implies that the administrator's 

actions preempted or deviated from the loss allocation sequence that would typically be 

expected in a legally sound reconstruction plan. 

 

Comparison to Yes Bank's AT1 Issuance Documents 

The terms and conditions stipulated in Yes Bank's own AT1 issuance documents are critical in 

assessing the legality of the write-off. AT1 bonds are designed with inherent loss-absorption 

features, which can include write-down clauses triggered by specific events, such as a bank's 

Common Equity Tier 1 ratio falling below a predefined threshold or a "point of non-viability" 

determination by a regulatory authority (Wadhwa & Bharadwaj, 2022). While the available 

sources confirm that Yes Bank issued Basel III compliant AT1 bonds with such features 

(Wadhwa & Bharadwaj, 2022; Yes Bank AT1 Bond Case, n.d.), the core of the legal challenge 

and the court's implicit reasoning likely revolved around whether the invocation of these 

clauses by the administrator was legally permissible under the specific circumstances and 

existing regulations at the time of the write-off. The ruling implies that even if the bonds 

contained write-down provisions, the authority to trigger them in the manner it was done by 

the administrator was deemed invalid, regardless of the bonds' inherent characteristics. The 

ruling essentially questioned the procedural and legal propriety of the write-off, rather than 

solely the existence of the contractual clauses within the issuance documents. 
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Supreme Court Referral and Ongoing Status 

The Bombay High Court's ruling, which declared the write-off of Yes Bank's AT1 bonds 

illegal, was swiftly appealed. The Supreme Court of India subsequently stayed this decision 

and referred the matter to a larger bench for further review . This action prolongs the legal 

uncertainty surrounding AT1 bonds in India and maintains the financial ramifications for 

bondholders and the broader Indian financial system . The judicial review of central bank 

actions to prevent arbitrary and unreasonable exercise of discretionary authority is a crucial 

element of the rule of law (Goodhart & Lastra, 2017). 

 

Key Legal Questions the Supreme Court Intends to Examine 

While the Supreme Court has not yet published an exhaustive list of specific legal questions, 

its referral to a larger bench indicates a need for a definitive interpretation of critical legal and 

regulatory aspects. Based on the Bombay High Court's reasoning and the arguments raised by 

bondholders, the key legal questions the Supreme Court is likely to examine include: 

● Authority of the Administrator: Whether the administrator appointed during the 

moratorium period possessed the legal authority under existing laws and regulations 

(such as the Banking Regulation Act) to unilaterally write off AT1 bonds, especially 

when such an action was found to be "not in line with the final approved reconstruction 

scheme" . 

● Application of the Absolute Priority Rule: The permissibility and legal implications 

of writing down AT1 bonds without a prior write-down of the bank's common equity, 

given that equity holds an inherently inferior position in the capital stack (Valbuena & 

Eidenmueller, 2023; Wadhwa & Bharadwaj, 2022). This challenges the fundamental 

"absolute priority rule" in bank resolution. 

● Interpretation of "Point of Non-Viability" Triggers: The precise legal interpretation 

and application of "point of non-viability" triggers embedded in AT1 bonds, and 

whether the circumstances leading to the write-off genuinely met the legal requirements 

for such an invocation. 

● Investor Protection and Disclosure Requirements: The extent to which banks and 

regulators are responsible for ensuring adequate disclosure of risks associated with 

complex financial instruments like AT1 bonds, particularly to retail investors who were 

allegedly "misinformed about the associated risks" . 

 

Potential Outcomes and Implications 

The Supreme Court's final verdict will have significant implications for the Indian financial 

sector, affecting regulatory frameworks, future bank resolutions, and investor confidence. 

While the specific outcomes, such as a full refund or partial write-down, are not explicitly 

detailed as potential judgments in the academic literature, a ruling upholding the High Court's 
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decision would imply some form of compensation or restoration of rights for the bondholders. 

Conversely, a reversal would validate the write-off. Regardless of the precise outcome, the 

decision will be: 

● Precedent Setting: The ruling will set a crucial precedent for how AT1 bonds and other 

loss-absorbing instruments are treated in future bank resolution scenarios in India. 

● Regulatory Landscape: The outcome will likely "shape the regulatory landscape for 

AT1 bonds and other loss-absorbing instruments" , potentially leading to enhanced 

clarity in statutory frameworks for such instruments. 

● Investor Confidence: The case highlights the "complexities of pursuing claims related 

to AT1 bonds" . The final decision will influence investor confidence in AT1 

instruments and the predictability of regulatory actions during banking crises, 

potentially impacting future capital-raising abilities for banks. 

 

Historical Precedent: Judicial Scrutiny of Regulatory Actions 

While a direct historical precedent of the Indian Supreme Court reversing or upholding a bond 

write-off specifically analogous to the Yes Bank AT1 case is not explicitly detailed in the 

provided academic sources, the Supreme Court has previously demonstrated its willingness to 

scrutinize and, if necessary, strike down actions or circulars issued by regulatory bodies in the 

banking sector. For example, the Supreme Court ruled that an RBI Circular providing a 

framework for resolving stressed assets violated Section 35AA of the Banking Regulation Act 

of 1949 and consequently struck it down (Chawla et al., 2022). This instance, though not 

directly related to bond write-offs, illustrates the Court's active role in reviewing the authority 

and legal basis of regulatory decisions, particularly when they impact financial entities and 

stakeholders, underscoring that regulatory actions are subject to legal challenge and must 

conform to statutory mandates. 

 

Regulatory Responses and Future Implications 

 

Scrutiny of Regulatory Frameworks 

The Yes Bank AT1 bond case prompted significant scrutiny of regulatory frameworks 

governing the banking sector in India, leading to calls for greater regulatory clarity and 

improved corporate governance practices within banks . This incident underscored the 

necessity for regulators to examine existing frameworks and consider reforms to enhance 

transparency and investor protection . 

 

Summary of Proposed Reforms 
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In the aftermath of the Yes Bank crisis, various regulatory bodies initiated or proposed changes 

to address the vulnerabilities exposed: 

Regulator Proposed/Initiated Reforms 

RBI - Strengthened Oversight & Governance: Encouraged the adoption of more 

robust governance structures within banks to bolster risk management 

frameworks . 

 - Moratorium & Reconstruction Powers: Utilized and subsequently refined its 

powers for imposing moratoriums and overseeing bank reconstruction, as seen in 

the Yes Bank case (Gupta, 2024, 2025). 

SEBI - New Valuation Schemes for AT1 Bonds: Proposed measures to enhance 

investor protection and manage associated risks more effectively through 

improved valuation . 

 - Minimum Investment Threshold: Implemented a minimum investment 

threshold of ₹1 crore, effectively restricting retail investor participation in AT1 

bonds to reduce their exposure to high-risk instruments . 

Finance 

Ministry 

- Collaborative Restructuring: Actively collaborated with the RBI in 

formulating and implementing the restructuring plan for Yes Bank to prevent 

systemic risk (Gupta, 2024, 2025). 

 

Need for Statutory, Not Administrative, Clarity in India’s AT1 Regime 

The controversy surrounding the Yes Bank AT1 write-off significantly highlighted a critical 

need for statutory, rather than merely administrative, clarity regarding the treatment of these 

instruments during bank resolution. The Bombay High Court's ruling, which found the write-

off illegal due to the administrator's "lack of legal authority" , directly points to deficiencies in 

the statutory backing for such decisive actions. 

The current framework, largely reliant on the RBI's administrative guidelines and the 

contractual terms within AT1 issuance documents, proved insufficient when tested in a court 

of law. Legal experts, such as Wadhwa and Bharadwaj, critically questioned "the role and 

impact of RBI in creating security riskier than common equity" (Wadhwa & Bharadwaj, 2022), 

implying that the administrative approach taken by the RBI in this instance led to an outcome 

perceived as contradictory to the established capital hierarchy where equity should absorb 

losses before AT1 bonds (Wadhwa & Bharadwaj, 2022). 

For India's AT1 regime to foster greater investor confidence and ensure predictability during 

financial crises, the powers and limitations of regulators and administrators, particularly 

concerning the write-down of loss-absorbing instruments, must be unequivocally defined in 

statute. This would mitigate legal ambiguities, provide a clearer legal basis for regulatory 

actions, and align the resolution process more transparently with the hierarchy of claims, 
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thereby reducing the likelihood of successful legal challenges based on procedural or authority-

related grounds. Clear statutory provisions would offer greater legal certainty, which is crucial 

for the stability and credibility of the financial market. 

 

Reforms and Enhanced Oversight 

In the aftermath of the crisis, significant reforms have been initiated to bolster the financial 

system. These changes include stricter oversight by the Reserve Bank of India and the 

implementation of more robust governance structures within banks to enhance risk 

management frameworks . The crisis, while having immediate negative repercussions, has 

served as a catalyst for positive transformation within the Indian banking sector, aiming for a 

more resilient financial system . Regulatory bodies, including SEBI, have since proposed new 

valuation schemes for AT1 bonds to enhance investor protection and manage associated risks 

more effectively . 

 

Governance Failures in Private Banks 

The Yes Bank crisis brought to the forefront significant governance failures that have also been 

observed in other private banks, including ICICI Bank and Axis Bank. In the case of Yes Bank, 

poor corporate governance was characterized by a lack of transparency and accountability in 

decision-making processes, exacerbated by inadequate risk assessment frameworks that 

permitted excessive exposure to non-performing loans . The former CEO was implicated in 

extending loans in a "quid pro quo" arrangement, and both independent directors and the audit 

committee were found to have failed in their oversight roles by approving management 

proposals without adequately scrutinizing repayment capabilities (Deb, 2021). Similar 

concerns about corporate governance have historically been raised in other private sector 

banks, often revolving around the independence and effectiveness of audit committees, the 

strength of their oversight functions, and potential conflicts of interest (Anil, 2021). These 

failures underscore a systemic challenge within the private banking sector to maintain robust 

checks and balances against aggressive lending practices and to ensure genuine independence 

in board and committee functions. 

 

SEBI’s Proposed Valuation Norms for AT1 Securities 

In response to the Yes Bank AT1 bond write-off, the Securities and Exchange Board of India 

proposed new valuation schemes for AT1 bonds . These norms are crucial because they aim 

to: 

● Enhance Investor Protection: By mandating more rigorous and transparent valuation 

methods, SEBI seeks to ensure that investors, particularly retail investors, have a clearer 

understanding of the true risks and fair value of AT1 bonds. This directly addresses the 

issue of mis-selling where investors were allegedly "misinformed about the associated 

risks" . 
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● Improve Risk Assessment: Accurate valuation helps in better reflecting the loss-

absorbing nature and call options of AT1 instruments. This allows for a more realistic 

assessment of risk by both investors and financial institutions. 

● Promote Transparency: Standardized and transparent valuation methodologies 

reduce information asymmetry in the market, thereby fostering greater confidence 

among investors in these complex instruments. 

● Prevent Market Distortion: By setting clear valuation rules, SEBI aims to prevent 

arbitrary pricing and reduce the likelihood of significant value erosion, which can 

destabilize market confidence, as witnessed during the Yes Bank crisis . 

These proposed norms are a critical step towards creating a more resilient and trustworthy 

financial market for AT1 securities by addressing the gaps in risk disclosure and valuation that 

were highlighted by the Yes Bank incident. 

 

Lessons Learned 
 

The Yes Bank AT1 bond case has delivered several critical lessons, prompting a re-

evaluation of regulatory frameworks, investor protection, and the operational dynamics of 

bank resolution in India. 

 

Policy Recommendations 

The insights gained from this episode translate into the following policy recommendations: 

● Enhanced Investor Education and Protection: Regulators and financial institutions 

must prioritize comprehensive investor education campaigns to clearly communicate 

the complex risks associated with high-yield instruments like AT1 bonds. This includes 

explicit disclosures about loss-absorption features, point of non-viability triggers, and 

the hierarchy of claims. Regulatory bodies should also review and strengthen investor 

protection mechanisms, potentially including suitability assessments for complex 

products marketed to retail investors. 

● Strengthened Regulatory Clarity and Statutory Backing: The legal ambiguities 

highlighted by the Bombay High Court ruling underscore the urgent need for clearer 

statutory frameworks defining the powers of administrators and regulators during bank 

resolution, particularly concerning the write-down of loss-absorbing instruments. This 

would provide a robust legal basis for actions, reduce legal challenges, and enhance 

predictability in crisis management. 

● Robust Governance and Oversight: Financial regulators should enforce stricter 

corporate governance standards within banks, focusing on transparency, accountability, 

and independent oversight. This includes ensuring the genuine independence and 

effectiveness of audit committees and boards in scrutinizing lending practices and risk 
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management frameworks to prevent aggressive risk-taking and underreporting of non-

performing assets. 

● Balancing Financial Stability and Investor Rights: Regulators must continually 

refine their approach to balancing systemic financial stability with the protection of 

investor rights. This involves developing resolution mechanisms that are both effective 

in crisis situations and perceived as fair and transparent by all stakeholders, adhering to 

established principles like the absolute priority rule where appropriate. 

 

Investor Behavior Changes After Yes Bank and Credit Suisse Events 

The write-down of AT1 bonds at Yes Bank in 2020 and subsequently at Credit Suisse in 2023 

had a profound impact on investor perception and behavior globally (Valbuena & 

Eidenmueller, 2023; Yes Bank AT1 Bond Case, n.d.). These events significantly eroded 

confidence in the perceived safety of AT1 bonds, leading to: 

● Increased Demand for Risk Premia: Investors are now demanding higher yields for 

AT1 bonds to compensate for the heightened perceived risk, particularly the risk of 

principal write-down without prior equity write-down. This is a direct response to the 

realization that these instruments can be fully wiped out, even when equity holders 

retain some value . 

● Enhanced Scrutiny of Issuance Documents and Regulatory Frameworks: 

Investors, particularly institutional ones, are conducting more rigorous due diligence on 

the terms and conditions of AT1 bonds, paying closer attention to trigger events, points 

of non-viability, and the specific regulatory frameworks governing bank resolution in 

different jurisdictions. 

● Shift in Investor Base: Regulatory changes, such as SEBI's introduction of a minimum 

investment threshold of ₹1 crore in India, have effectively restricted retail investor 

participation, leading to a shift towards a more institutional investor base for AT1 bonds 

. This aims to ensure that only sophisticated investors with a better understanding of 

the risks are exposed to these instruments. 

● Flight to Quality: A general cautiousness has emerged, with some investors potentially 

reallocating capital away from riskier bank hybrid instruments towards more senior 

debt or other asset classes perceived as safer. 

 

Forward-Looking Risk Scenario for Indian AT1 Bonds 

Looking ahead, Indian AT1 bonds face a forward-looking risk scenario primarily characterized 

by continued judicial and regulatory scrutiny, coupled with evolving market dynamics: 

● Lingering Legal Uncertainty: The ongoing Supreme Court review of the Yes Bank 

AT1 write-off creates a persistent cloud of uncertainty. A ruling that significantly alters 
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the current understanding of AT1 bond mechanics or regulatory authority could trigger 

further market adjustments. 

● Impact of Global Precedents: Future global bank failures or resolution actions, 

particularly those involving AT1 write-downs, will continue to influence investor 

sentiment towards Indian AT1 bonds, regardless of local regulatory strength. The 

Credit Suisse precedent, for instance, has already heightened global awareness of these 

risks (Valbuena & Eidenmueller, 2023). 

● Regulatory Arbitrage Concerns: As regulatory frameworks evolve, there's a risk of 

regulatory arbitrage, where financial institutions might seek jurisdictions with less 

stringent rules or interpretations, potentially undermining the goal of a robust and 

harmonized global banking system. 

● Market Liquidity and Pricing: In a stressed scenario, the market for Indian AT1 

bonds could face liquidity challenges, and pricing could become volatile if investors 

anticipate potential write-downs. This could lead to increased funding costs for banks, 

particularly smaller ones, seeking to raise capital through these instruments. 

● Credit Risk and Macroeconomic Headwinds: Any future economic downturn or 

increase in non-performing assets within the Indian banking sector could re-ignite 

concerns about the viability of banks and the potential for AT1 bond write-downs, 

placing these instruments under renewed stress. 

 

Conclusion 

The Yes Bank AT1 Bond case remains a landmark event with profound implications for India's 

financial regulatory landscape and investor confidence. The ongoing legal proceedings at the 

Supreme Court level will ultimately provide further clarity on the legal validity of the AT1 

bond write-off and establish precedents for future bank resolution scenarios. This case serves 

as a critical juncture for understanding the risks and regulatory environment surrounding high-

yield financial instruments in India, pushing for greater transparency, robust governance, and 

enhanced investor protection to foster a more resilient and trustworthy financial system . 

 

Decisive Concluding Insight on Crisis Management in India 

The Yes Bank AT1 bond write-off serves as a stark reminder of the complexities and 

vulnerabilities inherent in India's bank crisis management framework. While the Reserve Bank 

of India's swift intervention prevented a systemic collapse, the manner in which the AT1 bonds 

were written off, particularly without prior equity write-down, highlighted a critical over-

reliance on administrative discretion over clearly defined statutory powers and established 

principles like the absolute priority rule . The ensuing legal challenges and investor outrage 

underscored that effective crisis management must not only stabilize a financial institution but 

also uphold due process and maintain investor confidence through transparent and legally 
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robust actions. The crisis ultimately acted as a catalyst for positive transformation, prompting 

stricter oversight and the implementation of more robust governance structures to build a more 

resilient financial system . 

 

Shaping Future Bank Resolutions 

The Yes Bank case has initiated a vital re-evaluation of existing mechanisms and will 

undoubtedly shape future bank resolutions in India, particularly concerning frameworks like 

the Deposit Insurance and Credit Guarantee Corporation and Prompt Corrective Action 

regimes. 

● DICGC Framework: The incident has underscored the need to review the adequacy 

of the current deposit insurance regime and to provide greater clarity on the order of 

creditor claims during bank resolution (Shikha & Kapsis, 2023). While DICGC protects 

depositors, the limited coverage (historically INR 100,000 per depositor per bank) and 

potential for delays in claim processing (Acharya & Kulkarni, 2019) highlight that its 

effectiveness as a sole safeguard can be partial. Future resolutions will likely necessitate 

a clearer delineation of how deposit insurance interacts with broader resolution 

strategies to ensure depositor protection without undermining the loss-absorption 

features of other instruments. 

● PCA Regimes: The Yes Bank crisis reinforces the critical importance of the Prompt 

Corrective Action framework for early intervention. PCA, which uses triggers like 

Capital to Risk-weighted Assets Ratio, net Non-Performing Assets, and Return on 

Assets (Settlements, 2006), is designed to facilitate timely liquidation or early 

intervention in problem banks (Goswami, 2022). The severity of Yes Bank's decline, 

despite existing regulatory oversight, suggests a need for even more stringent and 

consistently applied PCA triggers and structured actions, such as mandatory capital 

restoration plans, restrictions on asset expansion, and dividend payments (Settlements, 

2006), to prevent banks from reaching a point of non-viability where drastic measures 

like AT1 write-offs become necessary. 

 

Summarizing the Role of Law, Communication, and Clarity in Maintaining 

Financial Stability 

The Yes Bank AT1 bond case emphatically illustrates that financial stability is not solely 

dependent on robust balance sheets but also on the pillars of clear law, transparent 

communication, and unambiguous clarity. 

● Law: The Bombay High Court's ruling, citing the administrator's "lack of legal 

authority" , powerfully demonstrated the supremacy of law. Future regulatory actions 

in India's AT1 regime necessitate a shift from administrative discretion to statutory 

clarity, ensuring that resolution powers are explicitly defined in law to mitigate legal 

ambiguities and foster investor confidence. 
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● Communication: The widespread mis-selling of AT1 bonds to retail investors, who 

were allegedly "misinformed about the associated risks" , highlights a fundamental 

failure in risk communication. Transparent, comprehensive, and easily understandable 

disclosures are paramount to ensure that investors fully grasp the complex loss-

absorption features of such instruments. 

● Clarity: The uncertainty surrounding the write-off mechanism and the hierarchy of 

claims contributed significantly to market turmoil. Clear, precisely specified triggers 

and resolution procedures, including the consistent application of the absolute priority 

rule, reduce legal uncertainty and build predictability for all market participants, 

thereby strengthening the credibility and resilience of the financial system (Hellwig et 

al., 2012). 
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