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Credit Logement's (CL) Aa3 long-term issuer rating reflects (1) the institution's key role and
dominant market position in the French banking sector as the leading provider of home
loan guarantees (prêts cautionnés), owned by the largest French banks; (2) its prudent
underwriting and strong loss-absorption capacity, which would enable the institution to
withstand significant stress in its guaranteed loan portfolio; and (3) the correlation between
its intrinsic financial strength and the credit quality of its investment portfolio, which is,
however, significantly mitigated by the stricter counterparty limits and the collateralisation
of the deposit exposures to their shareholders.
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Please see the ratings section at the end of this report
for more information. The ratings and outlook shown
reflect information as of the publication date.

» Dominant market position and long track record as a provider of guarantees for French
residential home loans
» Housing market structure, which underpins CL's low risk profile
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» A strong capital base and good performance of its loan portfolio, which positions the
institution well to withstand a deterioration in the performance of its home loans
» Low recurring profitability level, which is offset by the institution's ability to transfer losses
to borrowers through the Mutual Guarantee Fund (MGF) during stress periods
» Shareholders' commitment to support the institution's solvency

Credit challenges
» High correlation between CL's financial strength and the average credit quality of
investments

Rating outlook
The stable outlook on CL is underpinned by the fact that (1) we do not expect any significant
deterioration in the French home loan market over the outlook horizon, and (2) the entity
is well positioned to withstand stressful conditions. We also expect the credit quality of the
institution's investment portfolio to be resilient, as reflected in the stable outlook on the
ratings of most of its counterparties.
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Factors that could lead to an upgrade
» An improvement in the intrinsic financial strength of CL could develop, following a further reduction in the risks in its guaranteed
loan portfolio or a material improvement in its loss-absorption capacity.

Factors that could lead to a downgrade
» Pressure on CL's intrinsic financial strength could develop as a result of rising risks in its investment portfolio, notably if the credit
quality of the entity's main counterparties were to deteriorate significantly, and if we consider the collateral set aside by its
counterparties as not adequate to mitigate this risk.
» The institution's financial strength may also come under pressure (1) in case of severe deterioration in the French housing market's
performance or in its guaranteed home loan portfolio beyond our expectation; or (2) if its loss-absorption capacity reduced, notably
if the institution's equity capital and hybrid debt buffers were to be lowered.

Key indicators
Exhibit 1

Credit Logement
€ mln

Total assets
Off-balance sheet guaranteed loan portfolio

2018[1]

2017[1]

2016[1]

2015[1]

2014[1]

2013[1]

2012[1]

CAGR / 5 Yr. Avg.

10,813

10,770

10,601

10,124

9,367

10,260

9,921

4

345,777

325,720

301,096

280,344

254,288

245,470

232,870

11

Tier 1 capital

5,856

5,670

5,654

5,557

4,935

5,387

5,336

4

Mutual Guarantee Fund

5,651

5,321

4,923

4,570

4,139

3,950

3,703

8

102

121

108

236

70

74

104

10

Net income, group share
[1] As of December 31.
Source: Moody's Financial Metrics

Profile
Credit Logement is a Paris-based financial institution, which, through its shareholders1, is the leading provider of guarantees for nonmortgage-backed residential housing loans to individuals in France. As of 31 December 2018, CL guaranteed around 36% of the
domestic home loans (including traditional mortgage loans) originated during the year (excluding loan renegotiation flows) and
34% of the entire stock of residential housing loans in France. As of year-end 2018, the institution provided around two-thirds of the
outstanding home loan guarantees.
CL opted for the license of Société de Financement (financing company) provided for under L.511-11 II of the French Monetary and
Financial Code, following the implementation of Capital Requirement Directive IV starting 1 January 2014. The institution has to
comply with banking regulations (solvency, liquidity, etc.), and it is supervised by the French supervisory authority (Autorité de Contrôle
prudentiel et de Régulation — ACPR).
As of 31 December 2018, the institution reported an unconsolidated asset base of €10.8 billion and an off-balance-sheet guaranteed
loan portfolio of €345.7 billion, which is reflective of its core activity as a guarantor.
Please click here for further information on Credit Logement.

Detailed credit considerations
Unless noted otherwise, the data in this report is sourced from company reports and Moody's Banking Financial Metrics. Given the
activities and the structure of the institution, we considered factors specific to mortgage insurers as set out in our Mortgage Insurers
rating methodology, published in May 2018. Nevertheless, we also consider bank metrics in our analysis because CL is chartered as a
Société de Financement, which is required to comply with regulations that are similar to those applicable to banks.
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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Dominant market position and long track record as a provider of guarantees for French residential home loans
CL's franchise is a primary credit strength, given (1) its established leadership position as a provider of home loan guarantees; and (2) its
expertise on domestic home financing.
The French banking industry relies mostly on guarantees rather than on mortgage claims for securing its activity on housing loans.
While mutualist banks rely, to a large extent, on guarantees extended by in-house insurance entities and less so on CL, the other French
banks do extensive business with the institution, which is by far the dominant entity in the French market. CL provided guarantees on
34% of outstanding domestic home loans (circa €346 billion), including traditional mortgages, and 58% of the outstanding home loan
guarantees as of year-end 2018.
CL relies on the distribution networks of most of the French banking groups to write guarantees on home loans, thus benefitting
from several distribution channels. The concentration of the institution's portfolio in the Paris region and the south-east of France is
above average, with almost 60% of home loan guarantees overall. However, the high concentration on these affluent regions reflects
(1) the importance of these regions in the French housing market, given they account for almost 50% of the French market based
on outstanding amounts; and (2) the institution's focus on the premium segments of the French home loan market. As such, this
concentration does not constrain the ratings.
CL also offers collection services to third parties, where it provides its expertise to other banks. This activity does not generate any
credit risk for CL. These activities provide additional earnings diversification, although the diversification is limited.
Housing market structure underpins CL’s low risk profile
The structure of the French home loan guarantee market is a strong credit driver, supporting CL's financial strength. This reflects (1)
the attractiveness of home loan guarantees, in relation to traditional mortgage loans; and (2) the generally sound market-origination
criteria.
The high penetration rate of home loan guarantees is boosted by lower demand for mortgages in France owing to the comparably
costly and slow process of registering mortgage deeds and foreclosures. In addition, CL is a recognized provider of credit protection.
French home loans are underpinned by generally sound underwriting standards, as illustrated by the market practice that household
debt service typically should not exceed one-third of a household's disposable income. In addition, the structure of the market supports
home loan performance, reflecting (1) the very high proportion of fixed-rate home loans that are immune to interest rate changes, and
(2) the social welfare system in France. Most French home loans are amortising and lenders have full recourse on all the assets of the
borrowers, should the proceeds of a property's sale not fully cover the bank's claim.
Despite a significant decrease in renegotiated home loans in 2018 compared to previous years (2018: 12% of the production; 2017:
22%; 2016: 37%), CL’s production increased to €106 billion in 2018 from €105 billion in 2017. Excluding renegociations, new production
remained strong, driven by a dynamic housing market and the persistence of low interest rates. While detrimental to the interest
margins of partner banks, lower interest rates on home loans have a positive effect for CL because (1) it ultimately results in a lower
default probability, through lower debt service for households; and (2) refinanced loans guaranteed by CL improve the quality of the
portfolio.
CL is well positioned to withstand a deterioration in the performance of its home loans
CL has a prudent underwriting policy and sound risk management

The ratio of doubtful loans to total guaranteed loans of 0.61% as of year-end 2018 (year-end 2017: 0.68%) reflects the strong quality
of CL’s portfolio and is significantly lower than the 1.4% doubtful loan ratio for the whole French residential market in 2017 (source:
ACPR). The performance of the assets guaranteed by CL is better than the market average owing to the standards the institution
requires from its partner banks, resulting from a screening of the loans submitted by the banks based on its own scoring system.
CL pointed at deteriorating underwriting criteria in the French housing loan market in general in its monthly study2 published in May
2019. The average duration increased to 228 months in May 2019 from 206 months at year-end 2013 and the proportion of 25-year
loans has more than doubled since 2010. The cost of real estate acquisitions increased to a peak of 4.4 years of revenues in May 2019
from 4.3 years of revenues a year earlier. The down-payment of buyers also decreased by 10% in the first five months of 20193, after a
decline of 8% in 2018.
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CL's strong asset performance also reflects its efficient collection of arrears

» At origination, loans are booked onto the partner banks' balance sheets, which also collect interest and principal repayment. If
arrears occur on the guaranteed home loan, partner banks can call CL's guarantee. If a borrower defaults, its housing loan is repaid
in full to the partner bank and transferred onto the balance sheet of CL, which subsequently undertakes the collection of arrears and
the outstanding loan.
» CL benefits from a negative pledge on the loans it guarantees, but would only register a mortgage on the property in case of
foreclosure. As such, the institution is exposed to the risk of a debtor registering a mortgage in breach of this negative pledge,
especially given that it is able to register a mortgage only after the partner bank makes a claim on CL's guarantee, which can take up
to three months. However, this risk is mitigated by the prudent management of nonperforming loans and the institution's ability to
file a mortgage lien by way of court, which is more rapid.
» CL has put in place efficient collection procedures with a dedicated team.
The institution has sufficient shock absorbers to withstand a period of stress, if any, on its guaranteed loan portfolio

» The mutual guarantee fund (MGF) is the first line of defense against credit losses at CL. The MGF, which is accounted for as
Common Equity Tier 1 capital comprises premiums paid by households when they take out a loan guaranteed by the institution. As
of year-end 2018, CL's MGF stood at €5.6 billion. Under severe stress, the institution would have the ability to use the entire MGF
to absorb losses. Although MGF contributions are partially repaid to the household once the corresponding loans are repaid in full,
CL's guarantee agreements provide for the possibility of not repaying its customers if a material increase in credit losses were to
occur. This feature makes the MGF eligible as Common Equity Tier 1 capital. After regulatory deductions of €1.7 billion, primarily
composed of doubtful loans4 and expected losses on performing loans, the MGF is equivalent to 1.1% of outstanding guarantees.
» The other components of CL's regulatory capital under the French Société de Financement regime 5 — comprising capital and
subordinated debt, after deductions of the grandfathering of subordinated instruments — amounted to €3.7 billion as of yearend 2018 or 1.1% of outstanding guarantees. This component was slightly down from year-end 2017 (1.3%), as a result of the
redemption of a portion of subordinated liabilities that were subject to grandfathering, partially offset by the issuance of CRRcompliant new perpetual subordinated debt in November 2017. Despite the slight decrease, this component still provides
meaningful additional loss-absorption capacity.
» CL benefits from a commitment from its shareholders to increase its MGF and to maintain its solvency at the required level. As of
year-end 2018, this commitment amounted to €2.2 billion, which is meant to provide the institution with the means to beef up its
capital as it grows its portfolio of guaranteed loans. However, the shareholders' ability to provide support would be challenged if CL
faced very high losses on its guaranteed loan portfolio because they would also likely be faced with the same stress.
CL's Tier 1 capital ratio was 17.5% as of year-end 2018 and its total capital ratio was 22.5%. Risk- weighted assets represent 10% of
CL's total guarantee portfolio. In addition to these ratios, CL is also subject, since 30 June 2017, to a total capital requirement of 2%
of its outstanding guarantees. This requirement was set up by the ACPR in 2017 and must be complied with by all providers of home
loan guarantees in France. This requirement replaces the previous Pillar 2 requirement CL was to subject to, and which was computed
as 80% of the capital that would have been required under the standardized approach. Overall, the new rule has slightly lowered
CL’s total capital requirement. At year-end 2018, the institution's total capital (€7.5 billion) exceeded the total requirement of 2% of
outstanding loans by €0.6 billion. For more details on the new requirement, please refer to our issuer in-depth Harmonised capital rules
for French guaranteed home loans are credit positive for Credit Logement published in December 2017.
CL's low recurring profitability level is offset by its ability to transfer losses to borrowers through the MGF during periods of
stress
Payments to the partner banks on defaulted loans are not charged against income but rather deducted directly from its regulatory
capital. CL's accounting profit therefore only reflects the institution's capacity to cover its general expenses with (1) the commissions on
the prêts cautionnés paid by individual borrowers, released through its income statement throughout the life of the guarantee; and (2)
the investment income of its free capital funds.
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CL has been consistently generating €70 million-€100 million net profit per annum on a recurring basis over the past few years, even
if the revenue of the last year has declined by decreased guarantee volumes and lower prepayments6. Net profit decreased by 15%
to €102 million in 2018, mainly driven by lower commission income and net interest income remained flat due to the low interest
rate environment. As a service provider to its shareholders, CL is not a profit maximiser. Although not high, the institution's profit still
represents a potential additional source of capital in case of need. Therefore, CL's low recurring earnings generation capacity does
not constrain its financial strength because the institution's (1) MGF is its first line of defense; and (2) operating income is relatively
predictable, as a result of its stable business and of the gradual release of commissions in its income statement throughout the life of
the guarantees.
Shareholders' commitment to support CL's solvency mitigates significant use of subordinated instruments
CL's use of subordinated debt instruments issued in order to increase capitalisation is high. The financial leverage was around 57% as
of year-end 2018 (leverage, defined as the ratio of financial and operating debt to the sum of financial and operating debt and capital,
excluding the MGF). The institution issues capital instruments as a means to beefing up its solvency so as to keep up with the growth in
its guarantee commitments.
However, restricted access to wholesale funding in the event of a market disruption would not pose a material risk for CL in our
view because (1) the firm only needs to issue subordinated debt instruments to support its capital base but does not need to tap the
wholesale markets for funding purposes; and (2) CL's shareholders are committed to maintaining its solvency and to replenishing
the MGF, which would help the institution grow its regulatory capital base in sync with the growth of its guarantee portfolio. This
commitment is illustrated by the €1.1 billion deeply subordinated loans (emprunts participatifs) held by the institution's shareholders as
of year-end 2018, out of the total €1.7 billion subordinated debt outstanding as of the same date.
High correlation between CL's financial strength and the average credit quality of its investment portfolio
CL's intrinsic financial strength is correlated with the credit quality of its investment portfolio, reflecting (1) the portfolio's size (€8.9
billion of interbank exposures and highly rated securities as of the end of 2018, 152% of CL's Tier 1 capital); (2) the high concentration
by counterparty and industry in the portfolio because the institution's interbank exposures are in the form of deposits at the main
French banks, that is, its shareholders.
To mitigate these risks, CL introduced a mechanism of collateralisation of some of its deposits in 2013 and reduced limits on unsecured
deposit exposures. As of the end of December 2018, €4.5 billion exposures were subject to collateralisation and €750 million of
collateral (before haircut) had been posted by the firm's counterparties. The level of collateral posted against these exposures is a
function of the current levels of exposure, the type of collateral and the credit risk of each of its counterparties.
Since 2016, CL’s investment policy allows the purchase of very high-quality sovereign and quasi-sovereign bonds eligible to ECB
refinancing, further reducing the portfolio’s concentration risk. These securities accounted for 13% of the investment portfolio as of end
of December 2018.

Support and structural considerations
The dated subordinated instruments are rated one notch below CL's long-term issuer rating, to reflect their subordination in case of
liquidation. The institution's hybrid instruments are rated three notches below its long-term issuer rating to reflect (1) their deeply
subordinated claim in liquidation, and (2) the mandatory coupon-skip mechanism tied to a capital deficiency event or a regulatory
notification trigger.
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Rating methodology and scorecard factors
CL is rated under our Mortgage Insurers rating methodology, published in May 2018.
Exhibit 2

Credit Logement
Financial Strength Rating Scorecard

Aa

A

Baa

Ba

<Ba

Factor 1: Market Position (20%)
Avg. NIW as a % of Total Industry NIW

37.2%

Prime Loans (% of RIF)

95.0%

Client Concentration

67.0%

Geographical Concentration

59.6%

Factor 2: Housing Market Attributes (25%)
Demand for Mortgage Insurance

x

Generic Loan Attributes

x

Housing Conditions

x

Factor 3: Capital Adequacy (30%)
Adjusted Risk-to-Capital Ratio

Return on Capital (after-tax)

Baa

Aa

Aa

Aa

Aa

Aa

A

A

Caa

A

A

Aa3

x
x

Factor 5: Financial Flexibility (10%)
Cash Flow Coverage

Adjusted Score

x

Factor 4: Profitability (15%)

Combined Ratio

Score

--

--

--

--

--

Adjusted Financial Leverage

52.6%

Total Leverage

56.7%

Aggregate profile
[1] Information based on statutory and GAAP financial statements as of 12/31/2018, unless noted

[2] The Scorecard rating is an important component of the company’s published rating, reflecting the stand-alone financial strength before other
considerations are incorporated into the analysis
Source: Moody's Financial Metrics

Ratings
Exhibit 3

Category
CREDIT LOGEMENT

Outlook
Issuer Rating
Subordinate -Dom Curr
Pref. Stock Non-cumulative -Dom Curr

Moody's Rating

Stable
Aa3
A1
A3 (hyb)

Source: Moody's Investors Service
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Moody’s related publications
Issuer In-Depth
» Credit Logement: Harmonised capital rules for French guaranteed home loans are credit positive for Credit Logement, December
2017
Issuer Profile
» Credit Logement: Key Facts and Statistics - FY December 2017, October 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.

7

16 July 2019

Credit Logement: Update to credit analysis

MOODY'S INVESTORS SERVICE

FINANCIAL INSTITUTIONS

Endnotes
1 Credit Logement's shareholders are French financial institutions that offer prêts cautionnés. They comprise some of the largest participants in the French
banking sector, including BNP Paribas (Aa3/Aa3 stable, baa1), Crédit Agricole (A1/A1 positive, baa3), LCL – Le Crédit Lyonnais, Société Générale (A1/A1
stable, baa2)/Crédit du Nord, Banque Federative de Crédit Mutuel/CIC (Aa3/Aa3 stable, a3), SF2 – Groupe La Banque Postale, and HSBC France (Aa3/Aa3
stable, baa3). As of year-end 2018, each of the institution’s four largest shareholders (BNP Paribas, Crédit Agricole, LCL – Le Crédit Lyonnais and Société
Générale/Crédit du Nord) held a 16.5% stake in the institution.
2 Observatoire du Crédit Logement / CSA, May 2019.
3 Versus the first five months of 2018.
4 As loan-loss provisions are not recorded in CL’s accounts, doubtful loans are deducted from regulatory capital.
5 Since 1 January 2014, CL has adopted the French regulatory framework referred to as “Societe de Financement”. Under this prudential regime, the
institution's solvency requirements are broadly in line with those under the European Capital Requirement Directive IV. However, in contrast to the
European framework, the French Societe de Financement regime includes CL's MGF in the definition of Common Equity Tier 1 capital (except for the MGF
collected prior to 2014, which is subject to a grandfathering clause, whereby its amount is progressively deducted from the Common Equity Tier 1 capital
over 10 years).
6 Deferred commissions are released into the Income Statement when home loans are prepaid.
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with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for ratings opinions and services rendered by it fees
ranging from JPY125,000 to approximately JPY250,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER

9

16 July 2019

1184158

Credit Logement: Update to credit analysis

FINANCIAL INSTITUTIONS

MOODY'S INVESTORS SERVICE

CLIENT SERVICES

10

Americas

1-212-553-1653

Asia Pacific

852-3551-3077

Japan

81-3-5408-4100

EMEA

44-20-7772-5454

16 July 2019

Credit Logement: Update to credit analysis

