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Credit Suisse Group AG
Q1 2019 results: Challenging market environment pressures
revenues, but is mitigated by continued cost discipline

In Q1 20191, Credit Suisse Group AG (CS, Baa2 stable2), the parent holding company of
Credit Suisse AG (A1 stable/A1 stable, baa23) reported4 consolidated (unadjusted) pretax
profits of CHF1.06 billion and a net profit of CHF749 million, up 1% and 8% from a strong
prior-year result. The net return on tangible equity stood at 7.8%, compared to 7.6% in the
prior-year quarter. The annualized return on risk-weighted assets stood at 1.03% for the
quarter (Q1 2018: 1.02%), while CS’s return on assets (RoA) arrived at 0.38% (Q1 2018:
0.34%).

Positive operating leverage reversed during the quarter, yet structurally lower
cost base absorbs revenue weakness. CS's adjusted revenues fell 4% year-over-year,
largely reflecting a significantly more challenging market environment characterised by a
mixed macroeconomic backdrop, persistent US-China trade tensions, the US government
shutdown, and lower market volatility, all leading to a meaningfully more muted client
activity. This was felt most in the group's capital markets businesses5 where markets and
investment banking revenues declined 17%6 year-over-year. This revenue weakness could
only be partially compensated for by relatively solid revenues from CS's stable universal
banking and wealth management businesses7. The latter, however, also suffered from lower
asset valuations and the resulting lower revenue base after a weak fourth quarter asset
performance.

At the same time, total adjusted operating expenses declined 2%, securing CS's improved
efficiency that continued to help offset significant revenue pressures from the challenging
market environment. Although positive jaws were not achieved on an underlying basis
this quarter, CS maintained positive operating leverage on a reported basis in Q1 2019.
We view the group’s significantly improved resilience to external market pressures post its
restructuring as credit positive.

Capital metrics sustained above target level. CS reported a BIS fully-applied Common
Equity Tier 1 (CET1) capital ratio of 12.6% in the quarter, virtually unchanged from 12.9%
in Q1 2018 (see Exhibit 1 overleaf). Retained earnings supported underlying capital and the
stabilisation of the CET1 ratio just above the group's 12.5% target level, digesting a 7% year-
over-year increase in RWAs mainly owing to business growth and regulatory inflation. CS
further reported an improved 4.1% CET1 leverage ratio and a 5.2% Tier 1 leverage ratio as of
the end of March 2019.
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Detailed considerations

Exhibit 1

Common Equity Tier 1 (CET1) ratios and Tier 1 leverage ratios for Global Investment Banks, as of 31 March 2019
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Notes: (1) As of Q4 2018 for Barclays (BCS), Deutsche Bank (DB), Société Générale (SG), BNP, UBS and HSBC; Q1 2019 for the rest; (2) Basel III fully phased in advanced approach for all
US banks. Citi has only reported CET1 ratio under the standardized approach which is the binding constraint. The CET1 ratio under the advanced approach shown in the chart is Moody’s
estimate; (3) Tier 1 leverage ratio for US banks is the supplemental leverage ratio (SLR).
*UBS and CS leverage ratio reflect Common Equity Tier plus Low Trigger Additional Tier 1 and High-Trigger Additional Tier 1 securities.
**Barclays leverage is reflective of the spot UK leverage ratio.
Sources: Companies' results presentations and financials, Moody's Investors Service

CS displays strong balance-sheet liquidity and improved loss-absorbing capacity
CS reported a strong Liquidity Coverage Ratio (LCR) of 191% in Q1 2019, a slight increase from the prior-year quarter (184%). The ratio
continues to reflect the group's sound liquidity profile, and is further reflective of CS's conservative management of liquidity across
its various branches and subsidiaries. The group's total loss-absorbing capacity (TLAC) rose to CHF86 billion as of the end of the first
quarter, up from CHF83 billion the year prior. At the same time, leverage exposures decreased to CHF902 billion from CHF932 billion
(albeit being up sequentially), further underpinning the group's strength in maintaining adequate risk levels amid challenging market
conditions.

Lower cost base has increased the group’s resilience to market shocks
Although CS did not manage to maintain positive operating leverage on an adjusted basis in a very challenging quarter, we
acknowledge the lower cost base having contributed to a more stable earnings trajectory for the group (Exhibit 2).

Exhibit 2

Continued strong cost control helps offset revenue weakness
Adjusted operating expenses, CHF billion
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This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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However, we will monitor whether CS will be able to maintain its credit positive revenue-cost gap on an adjusted, as well as a reported,
basis in the medium-term against a more challenging market backdrop. The structural benefits and progress CS has achieved in right-
sizing the bank will support profitability, and help offset temporary weakness in CS’s capital markets businesses that remain geared
towards global fixed income as well as emerging market activities.

Positive net new money flows in CS’s wealth and asset management businesses bode well for 2019 revenue generation
During the first quarter of 2019, CS's wealth and asset management businesses combined recorded net new money inflows –
meaningfully supported by a single large inflow from its pension business – of CHF35.8 billion, equivalent to a very strong 10%
annualised growth rate over the prior-year quarter’s total AuM (Exhibit 3). Combined private banking asset inflows came in at a solid
CHF9.6 billion, representing an annualised growth rate of 5% for the quarter. Invested assets also recovered strongly following a very
weak fourth quarter and have reached new record highs. This will support recurring revenue generation in future quarters.

Exhibit 3

Strong net new asset generation supports new record AuM levels
Net New Assets (NNA) by region, CHF billion
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Sources: Company financials, Moody's Investors Service

Segmental results commentary
Swiss Universal Bank (SUB) reported adjusted pretax profits of CHF530 million, down 4% year-over-year. Adjusted net revenues fell
3% year-over-year reflecting lower recurring commissions and fees, lower net interest income, reduced transaction-based revenues
as well as lower client activity levels compared to a strong first quarter of 2018. The revenue pressures could not be offset by a 2%
decrease in adjusted operating expenses. Assets under management (AuM) across the SUB increased during the first quarter to CHF607
billion, largely reflective of strong net new asset inflows from CS’s pension business and market performance.

International Wealth Management (IWM) reported adjusted pretax profits of CHF506 million for the quarter, up 7% from a year
ago. Within IWM, Private Banking adjusted pretax income in the quarter was flat at CHF383 million, with positive contributions from
higher transaction- and performance-based revenues (+14%) mitigating lower recurring commissions and fees (-4%), driven by lower
asset level pricing resulting from the preceding quarter’s market declines, and lower loan fees. Asset management pretax income
increased to CHF123 million (+34%) reflective of increased investment and partnership income. Largely stable operating expenses
supported pretax profits for the segment. IWM saw weaker new asset (NNA) inflows of CHF1.3 billion in Private Banking and outflows
of CHF0.5 billion in Asset Management during the quarter, largely reflective of market conditions and very low client activity in the
quarter.
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Exhibit 4

Stable businesses continue to perform well in a challenging quarter
Credit Suisse Group's adjusted profit before tax by segment, CHF million
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Notes: SUB: Swiss Universal Bank, IWM: International Wealth Management, APAC: Asia Pacific, GM: Global Markets; IBCM: Investment Banking and Capital Markets, ARU: Asset Resolution
Unit (pre-2019: Strategic Resolution Unit), CC: Corporate Center.
Beginning in 2019, the Strategic Resolution Unit has ceased to exist as a separate division of the Group. The residual portfolio remaining as of December 31, 2018 is now managed in an
Asset Resolution Unit and is separately disclosed within the Corporate Center.
Sources: Company results presentations and financials, Moody's Investors Service

Asia Pacific (APAC) suffered revenue declines of 14% year-over-year (driven by both Wealth Management & Connected and APAC
Markets following a strong first quarter in the prior year), which could only be partially offset by an 6% decline in costs. The segment
reported adjusted pretax profits of CHF183 million in the quarter, down 36% year-over-year and largely driven by revenue declines in
Asia Pacific Wealth Management & Connected (APAC WM&C, down 15% year-over-year), as well as continued revenue weakness in
APAC Markets’ secondary trading operations (down 12% year-over-year). APAC WM&C saw adjusted pretax profits decrease 34% to
CHF170 million, driven by significantly lower transaction-based revenues (-22%) and weak primary and financing revenues (-12%). This
revenue weakness could not be offset by a 5% year-over-year decrease in operating expenses. APAC Markets' cost base declined 6%,
sufficient to ensure a small pretax income (CHF13 million) for this subsegment.

Global Markets (GM) reported an adjusted pretax profit of CHF290 million in Q1 2019, down 14% year-over-year. Net revenues
declined 5%, in line with operating expenses. Revenue declines stemmed from weaker underwriting (-51%), largely driven by continued
weakness in credit markets, and could not be offset by increases in fixed income sales and trading (+3%) and equity sales and trading
(+10%).

Investment Banking and Capital Markets (IBCM) reported a pretax loss of CHF86 million, representing a 197% year-over-year
decline. The result was driven by weaker revenues across all revenue streams: lower advisory revenues (-19%), lower debt and equity
underwriting (-27% and -44%, respectively) in a challenging quarter, and largely reflecting lower leverage finance volumes and client
activity.

Overall, CS performed better than its US peers in combined fixed income sales&trading (down -2% year-over-year in US$ terms) and
in combined equity sales&trading (down -5% in US$ terms), and below its peers in combined advisory&underwriting (down -39% in
US$ terms).

Corporate Center, excluding the Asset Resolution Unit (ARU)8, reported a pretax loss of CHF247 million (incl. ARU CHF350
million) in the quarter relative to a loss of CHF171 million in the same period last year due to a lower treasury result and higher
compensation and administrative expenses. Within the Corporate Center, the ARU reported a CHF103 million pre-tax loss.
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Moody's related publications
Credit Opinion
» Credit Suisse Group AG, March 2019

Issuer and Sector In-Depth
» Global Investment Banks - 2019 Outlook, December 2018

» Fintech: Most GIBs have means to meet the digital threat, but need agile strategies to respond, November 2018

» Global Investment Banks - Europe: Q3 2018 Update: Lower operating and credit costs drive stronger profitability, November 2018

» Global Investment Banks: Deployment of people, capital and technology drive competition and risk, May 2018

» UBS Group AG and Credit Suisse Group AG: Review of UBS's ratings for upgrade reflects its lower capital markets risk and more
predictable earnings, April 2018

» Global Investment Banks: Indicators of Capital Markets Risk for the Moody’s GIB Peer Group, June 2017

» Credit Suisse and UBS: Swiss TLAC Regulation Drives Issuance of Loss-Absorbing Debt, Increasing Protection for Senior Creditors,
December 2016

Rating Action
» Moody's places UBS Group AG's ratings on review for upgrade, maintains stable outlook on Credit Suisse Group AG, April 2018

Rating Methodology
» Banks, 1 August 2018

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.
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Endnotes
1 All figures in this report relate to Q1 2019 and comparisons are made to Q1 2018, unless otherwise indicated.

2 The rating shown is Credit Suisse Group AG's long-term senior unsecured debt rating and outlook.

3 The ratings shown are Credit Suisse AG's long-term deposit rating and outlook, its long-term senior unsecured debt rating and outlook and its Baseline
Credit Assessment (BCA).

4 Unless indicated otherwise, figures displayed in this report are on a Credit Suisse Group AG adjusted basis. Our adjustments do not take into account
restructuring and litigation expenses whereas Credit Suisse’s adjusted figures take out restructuring and major litigation expenses.

5 Including Asia Pacific Markets, Global Markets and Investment Banking & Capital Markets.

6 This is measured in USD terms.

7 These are the Swiss Universal Bank, International Wealth Management and Asia Pacific Wealth Management & Connected.

8 Beginning in 2019, the Strategic Resolution Unit has ceased to exist as a separate division of the Group. The residual portfolio remaining as of December
31, 2018 is now managed in an Asset Resolution Unit and is separately disclosed within the Corporate Center.
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