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This is a free translation into English of Compagnie de Financement Foncier 
2009 Annual Report issued in the French language and is provided solely for the  
convenience of English speaking readers. In case of discrepancy the French 
version prevails.
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of its general regulation and represents the French “Document de Référence” of the 
Compagnie de Financement Foncier. As such, it may be used in support of a financial 
transaction when accompagnied by a prospectus duly approved by the AMF.
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Profile of Compagnie  
de Financement  
Foncier
Compagnie de Financement Foncier (AAA/Aaa/AAA) is a credit institution that was licensed by the French Credit  

Institutions and Investment Firms Committee (CECEI - Comité des Établissements de Crédit et des Entreprises 

d’Investissement) on July 23, 1999, as a finance company and a société de crédit foncier (a specific type of company 

authorized to issue French legal covered bonds).

A fully-owned subsidiary of Crédit Foncier (A/Aa3/A+) and an affiliate of BPCE (A+/Aa3/A+), the company’s sole  

business is to finance the housing and public-sector lending activities of its parent company, of the Groupe BPCE and of 

other credit institutions.

Firmly underpinned by its parent Crédit Foncier, which has been issuing French obligations foncières since 1852,  

Compagnie de Financement Foncier continued to be a major force in its market in 2009.

The Compagnie’s excellent credit rating, its dynamic business model and the expertise of its staff enabled it to issue 

€15.8 billion of obligations foncières (French legal covered bonds) in 2009, thus confirming its position, in a particularly 

challenging environment, as one of the world’s leading issuers of covered bonds.
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Thierry DuFouR
Chairman and Chief Executive Officer

Message from the  

Chairman and  
Chief Executive Officer
2009 saw the 10th anniversary of both Compagnie de Financement and obligations foncières, also known as French legal 
covered bonds.
Thanks to its ability to respond and adapt to an uncertain economic and financial environment, the Compagnie de 
Financement Foncier once again demonstrated the robustness, effectiveness and flexibility of its business model.

By capitalizing on the expertise and know-how of the staff, the continuously monitored asset selection process ensures 
that holders of our bonds continue to enjoy the highest level of investment security.

The transparency and sustainability of its highly-regulated business model and its rigorous risk management have won the 
confidence of many institutional investors, who appreciate the exceptionally high quality of Compagnie de Financement 
Foncier’s credit standing. In 2009, it showed that it was once again able to adapt to their needs, by proposing new 
structures, currencies and formats.
With its emblematic image in the financial markets and the exceptional security of obligations foncières, €15.8billion of 
obligations foncières have been issued in 2009, which places it in this year among the best issuers since its creation.

In light of the recent liquidity crisis, credit-rating agencies have revised their rating methodologies for obligations foncières 
programs, to establish a stronger link between issuers and their parent company. This has highlighted Compagnie de 
Financement Foncier’s strengths, which include a very small funding gap and a substantial €33 billion liquidity reserve 
available from the ECB.

In 2010, Compagnie de Financement Foncier will keep on consolidating its position as a leading lender to the residential 
and public sector, in both France and abroad. Its credit standing can only be strengthened as it meets the substantial 
commitments it has made to the investors and sustain the exceptional credit rating of AAA/Aaa/AAA, which was once 
again re-affirmed at the beginning of 2010.

Thierry DuFouR, Chairman and Chief Executive Officer
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Sandrine GuÉRIN
Deputy Chief Executive Officer

Message from the  

Executive  
Officer
Despite unfavorable economic and financial conditions, the dynamic, transparent and sustainable business model of the 
Compagnie de Financement Foncier enabled it to fulfill its business objectives, which are to provide a secure source of 
refinancing for Crédit Foncier and additional sources of refinancing for the Groupe BPCE.

The stability of the fundamentals, security for the holders of our obligations foncières and a rigorous management 
framework are central to its strategy. The Compagnie de Financement Foncier has also shown that it is willing and able to 
leverage our strengths. With €15.8 billion of obligations foncières issued in 2009, its ability to seize market opportunities 
under volatile conditions is clear.

Although the regulatory framework and asset selection and risk management processes are already demanding, the 
Compagnie de Financement Foncier has further strengthened its commitment to investors by adopting a minimum 
overcollateralization ratio of 5%, which is in line with the average overcollateralization rate since 1999.

Compagnie de Financement Foncier has held an AAA/Aaa/AAA rating since its formation, thus reflecting the stringent 
legal and regulatory framework within which it operates, and that guarantees a high level of security for obligations 
foncières investors, combined with the additional and strong commitments it has made to this market.

As the economic and financial recovery began to take shape in 2009, the Compagnie de Financement Foncier was 
able to further consolidate its refinancing model, which demonstrated its robustness during the crisis. It will continue to 
leverage its expertise in risk management and in its market activities over the coming years.

Sandrine GuÉRIN, Deputy Chief Executive Officer
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Key figures

At Dec. 31, 2009 At Dec. 31, 2008

€ bn
% Balance 

sheet
€ bn

% Balance 
sheet

Secured loans 
Articles L. 515-14 and 16

43.85 44.6% 43.57 45.4%

State subsidised mortgage loans 0.96 1.0% 1.25 1.3%

Mortgage loans guaranteed by FGAS* 7.32 7.4% 6.71 7.0%

Other mortgage loans 11.69 11.9% 10.26 10.7%

Senior mortgage-backed securities 14.31 14.6% 15.67 16.3%

Other loans with real  
estate guarantee

0.52 0.5% 0.58 0.6%

Mortgage notes 9.05 9.2% 9.10 9.5%

Exposure to public authorities
Articles L. 515-15 and 16

41.74 42.5% 40.23 41.9%

State subsidised public loans 0.25 0.3% 0.29 0.3%

Other public loans 20.08 20.4% 21.22 22.1%

Public entities securities 13.95 14.2% 11.14 11.6%

Senior securitisation of public debt 7.46 7.6% 7.58 7.9%

Replacement securities 
Article L. 515-17

9.45 9.6% 8.43 8.8%

Other assets (interests on IFAT**, 
accruals, goodwill, etc.)

3.21 3.3% 3.72 3.9%

Total Assets 98.25 100.0% 95.94 100,0%

*  Fonds de garantie de l’accession sociale à la propriété (Governement fund  
promoting access to home ownership).

** Forward Financial Instruments.

At Dec. 31, 2009 At Dec. 31, 2008

€ bn
% Balance 

sheet
€ bn

% Balance 
sheet

Privileged resources 83.95 85.4% 83.40 86.9%

Obligations foncières 81.96 83.4% 79.96 83.3%

Other privileged 
resources

1.99 2.0% 3.44 3.6%

 

Non-privileged debt 14.3 14.6% 12.54 13.1%

Unsecured debt 8.54 8.7% 6.91 7.2%

Subordinated debt and 
similar debt

4.18 4.3% 4.22 4.4%

of which redeemable 
subordinated notes 
(RSN)

2.1 2.1% 2.1 2.2%

of which participating 
loans

1.35 1.4% 1.35 1.4%

Shareholder’s equity. 
Provisions and FRBG*

1.59 1.6% 1.42 1.5%

Total liabilities 98.25 100.0% 95.94 100.0%

Shareholder’s equity 
and related items

2.94 3.0% 2.77 2.9%

*  Fonds pour risques bancaires généraux (Fund for General Banking Risks).

Issuer information

Issuer
Compagnie de Financement Foncier, affiliated with BPCE

Parent company

Crédit Foncier de France (100%), subsidiary of CE Participations, 
affiliated with BPCE

Type of bonds issued 
Obligations foncières

Issuance programmes
EMTN & AMTN

Sole service provider 
Crédit Foncier de France (A/Aa3/A+) (*)

Simplified economic balance sheet  
at December 31, 2009 and December 31, 2008
(From the regulatory report of elements for calculating the coverage ratio, certified by the Specific Controller)

Rating agency (*) Long-term rating Outlook

Standard & Poor’s AAA Stable

Moody’s Aaa Stable

Fitch Ratings AAA Stable

(*) Standard & Poor’s/Moody’s/Fitch ratings - ratings updated  
as of filing date.
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Performance indicators:

€15.8 billion
Obligations foncières issued in 2009 

€175.5 million
Net income 

110.5%
Overcollateralisation ratio

59.5%
Average LTV

outstanding preferred liabilities  
at December 31, 2009
€84 billion, including €82 billion  
in obligations foncières

Positioning
Leader in covered bonds in Europe

Breakdown of assets at December 31, 2009 
and at December 31, 2008
By taking into account the direct and indirect public guarantees 
on certain outstanding loans also backed by real estate collateral, 
especially loans secured by the FGAS guarantee fund, the assets  
secured by a public guarantee represented €52.6 billion at  
December 31, 2009, and 53.6% of all assets.

At Dec. 31, 2009 At Dec. 31, 2008

€ bn
% Balance 

sheet
€ bn

% Balance 
sheet

Mortgage loans 32.97 33.5% 32.20 33.6%

Mortgage loans and related items 18.66 19.0% 16.54 17.2%

European residential  
mortgage-backed securities

14.31 14.5% 15.67 16.3%

Public sector exposures 52.62 53.6% 51.59 53.8%

Mortgage loans guaranteed by 
the French state or a European 
public institution

10.88 11.1% 11.37 11.9%

French public sector loans 19.09 19.4% 19.89 20.7%

International public sector loans 22.65 23.1% 20.33 21.2%

Other assets and replacement 
securities

12.66 12.9% 12.15 12.7%

Replacement securities 9.45 9.6% 8.43 8.8%

Other assets 3.21 3.3% 3.72 3.9%

Total assets 98.25 100.0% 95.94 100.0 %

Mortgage 
loans
33.5%

Public sector 
exposures
53.6%

Replacement 
securities
9.6%

Other assets
3.3%

98.3bn

Publi
expos
53.6%

98.3bn

Breakdown total  
balance sheet
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Amortization of the assets Amortization of the privileged resources

Amortization of assets 
and privileged resources

France
63.5%

Others
5.2%

Spain
7.9%

Italy
7.6%

USA
5.4%

Netherlands
5.2%

Germany
2.1%

Japan
1.6%

Switzerland
1.5%

98.3bn

Geographic spread  
of assets at December 31, 2009
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A transparent  
and secure legal  
framework in favor  
of investors
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C ompagnie de Financement Foncier (AAA/Aaa/AAA) 
is a credit institution licensed by the French Credit 

Institutions and Investment Firms Committee (CECEI - 
Comité des Établissements de Crédit et des Entreprises 
d’Investissement) to operate as a société de crédit foncier  
(SCF - a specific type of company authorized to issue 
French legal covered bonds) as defined by the French  
Savings and Financial Security Act (Loi épargne et sécurité  
financière) No. 99-532 of June 25, 1999, codified in  
the French Monetary and Financial Code (CMF - Code 
Monétaire et Financier).

As a credit institution, Compagnie de Financement Foncier 
regularly performs banking transactions.

As an SCF, these transactions are specialized and consist 
exclusively of granting and acquiring loans secured by a 
first-rank mortgage, or granting and acquiring exposures to 
public authorities or that are fully guaranteed by them.

These loans are financed by issuing debt secured by a 
statutory privileged claim to asset cash flows. The positive 
difference, or overcollateralization, between these assets 
and the privileged liabilities is financed by shareholders’ 
equity, subordinated debt and unsecured debt contracted 
with the company’s sole shareholder, Crédit Foncier.

All of the obligations foncières and other privileged debt 
that Compagnie de Financement Foncier issues, whether 
traded on regulated markets or not, benefit from this privi-
leged claim.

In addition to the legal, financial and institutional safeguards 
provided by French law, Compagnie de Financement  
Foncier observes stringent risk-management rules. Its  
rigorous asset selection process and its strict asset/ 
liability management rules include an additional safeguard, 
of at least 105% overcollateralization.

The strength of its business model and the quality of its 
assets have earned Compagnie de Financement Foncier 
an AAA/Aaa/AAA rating and the trust of investors, as may 
be seen by the success of its obligations foncières issues.

Of particular interest to investors is that a UCITS-compliant 
fund can invest a higher proportion of its assets in legal 
covered bonds. These limits are set in Article 22(4) of the 
UCITS Directive at 25% for banks and 40% for insurance 
companies.

Lastly, under the capital-adequacy requirements of the 
EU’s Capital Requirements Directive, investors benefit 
from a 10% risk-weighting on obligations foncières under  
the standardized method, roughly 4% under the IRBF  
approach and less than 7% under the IRBA approach.

A transparent  
and secure legal  
framework in favor  
of investors

Derivatives (swaps)

Crédit Foncier  
BPCE

Compagnie de Financement  
Foncier 

Borrowers

Public sector loans
Selected
assets Obligations Foncières

Replacement 
securities

Unsecured & sub 
ordinated debt

& Capital
 

Residential mortgage loans
Investors

Other exposures 
Residential mortgage loans

Other public  
sector exposures

Rated Issuers
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Legal safeguards

Transparency and security - the French legal framework
A stringent legal and regulatory framework that ensures maximum protection for investors.

Transparency
 Borrowing and lending activities are precisely defined and limited to a specific corporate purpose

  Only specified assets may be acquired: mortgage loans, loans to local authorities and public-sector exposures

Investor protection
 Investors enjoy a privileged claim:

 • assets must first be used to repay obligations foncières and other privileged debt,

 • the repayment schedule is maintained in case of bankruptcy of the SCF; debt repayment is not accelerated.

 The parent company’s bankruptcy or court-ordered liquidation cannot be extended to the société de crédit foncier

 Overcollateralization is maintained at all times

 Asset and liability interest rates and maturities are matched 

 All assets and liabilities are swapped into euros

 Affiliation with BPCE requires the latter to ensure the société de crédit foncier’s solvency

Sum
m

ary

French société de crédit foncier are subject to Act No. 99-
532 of June 25, 1999 and, in particular, Articles L. 515-13 
and subsequent of the Monetary and Financial Code.

The transposition, in the first half of 2007, of the European 
Basel II Directive, which defines legal covered bonds, 
into French law amended the above to improve the legal 
and financial competitiveness of société de crédit foncier 
in globalized markets, and extended asset eligibility 
conditions to countries with the highest credit ratings; and 
to New Zealand and Switzerland with the adoption to the 
French Economic and Financial Modernization (LME - Loi 
de Modernisation Sociale de l’Économie) act of August 4, 
2008.

Furthermore, a bill brought before the National Assembly 
in December 2009 is expected to further strengthen the 
stringent regulatory requirements for obligations foncières 
and the high degree of security they provide investors.

Business transparency

Purpose

Sociétés de crédit foncier are credit institutions whose 
exclusive purpose is to grant or acquire guaranteed loans 
or exposures to public authorities and to finance these 
loans or exposures by issuing obligations foncières. These 
bonds benefit from a statutory privileged claim to payment, 
pursuant to Article L. 515-19 of the French Monetary and 
Financial Code.
The business activities of an société de crédit foncier are 
restricted by law and they may not hold equity interests 
or share portfolios. Their financial statements, which are 
audited by independent statutory auditors, must provide a 
clear view of major balance sheet items, including:
 assets: loans and exposures;
 liabilities: obligations foncières and other debts.

Earnings are not affected by the performance of the  
evolution of share portfolios or equity interests, but depend 
solely on the quality of the assets held, the interest margin 
and asset-liability management safeguards.
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Eligible assets

The eligibility criteria for SCF assets are defined in Articles  
L. 515-14 to L. 515-17 of the Monetary and Financial 
Code.
The following assets are eligible:
 loans secured by a first-rank mortgage or equivalent 

guarantee, when the underlying property is located in the 
European Economic Area or in a country with the highest 
credit rating;
 exposures to or guaranteed by public authorities (public 

entities, local authorities, etc.) in the European Economic 
Area, or located in Switzerland, the United States of 
America, Canada, Japan, Australia and New Zealand, and, 
if accurate, when the borrower or the guarantor has a top 
credit rating;
 replacement securities: securities, instruments and 

deposits deemed to be sufficiently secured and liquid.

The procedures and conditions for transferring eligible  
assets to an SCF and their recognition on the balance  
sheet as of the acquisition date are specified in Article 
L. 515-21.

The financial transparency of SCFs is thus ensured by:
 a balance sheet consisting solely of eligible assets;
 accounting data on outstanding loans that has been 

checked by the statutory auditors.

Overcollateralization

Article L. 515-20 sets forth the so-called “overcollateraliza-
tion” rule, which requires that an SCF’s total assets exceed 
the amount of its liabilities that are secured with a privi-
leged claim.

Specific Controller

Articles L. 515-30 and L. 515-31 establish and define the 
roles and obligations of the SCF’s Specific Controller. 
The Specific Controller is a qualified statutory auditor 
who monitors compliance with regulatory requirements, 
certifies publications and is accountable to third parties. 
If necessary, the Specific Controller represents the 
interests of those who hold obligations foncières or other 
debt secured with a privileged claim, and has extensive 
investigative rights to carry out all of his assignments.

Banking Commission

Article L. 515-29 stipulates that the French Banking 
Commission (Commission Bancaire) is responsible for 
monitoring compliance with SCFs’ obligations.

Investor protection

Special measures to protect bond 
investors as regards bankruptcy

 Holders of obligations foncières are protected 
by the privileged claim under Article L. 515-19

 The SCF is protected from its parent’s 
bankruptcy, which cannot be extended to include 
the SCF

 Asset transfers prior to a declaration of 
insolvency remain valid and cannot be disputed

Sum
m

ary

In addition to an absolute privileged claim to all assets, 
holders of obligations foncières are protected by the SCF’s 
parent company and from its bankruptcy.

Under French law, SCFs offer the unique advantage of  
being totally immune from any risk of the parent company’s 
bankruptcy, while holders of obligations foncières are fully 
protected against the risk of the SCF’s bankruptcy.

Privileged claim to assets

The privileged claim is the cornerstone of legal security  
for holders of obligations foncières. It remains valid even  
if the SCF goes bankrupt or enters receivership.
The terms of this privileged claim and of the guarantee  
it provides are specified under Article L. 515-19.
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Priority rank

The holders of obligations foncières and the manager are 
privileged creditors and therefore have a priority claim on 
the cash flows from the SCF’s assets.

These cash flows therefore are first used to service the 
privileged debt.

Accordingly, debt that is not covered by the privileged 
claim is only repaid after the obligations foncières and 
other privileged debt has been repaid. To ensure repay-
ment, outstanding eligible assets must always exceed out-
standing privileged debt, in accordance with the principle 
of overcollateralization.

Protection of obligations foncières holders from SCF 
bankruptcy

It should be noted that a bankruptcy procedure cannot 
be initiated until an SCF has stopped making payments, 
a situation that is totally independent of any difficulties its 
main shareholder may be having.

The following rules ensure obligations foncières holders  
full protection in the event of bankruptcy:

 Scheduled privileged debt repayments are maintained
An SCF’s liquidation does not accelerate the repayment of 
obligations foncières or other privileged debt. Holders of 
privileged debt are paid interest and principal at the con-
tractually specified dates and have priority over all other 
debt holders.
All other creditors (including the government) are not paid 
until all obligations foncières holders’ claims have been  
satisfied. In contrast with the general law that transactions 
made when companies are in financial difficulty may be 
invalidated, SCF asset transfers made prior to a declaration 
of insolvency remain valid.

 Continuity of management
Depending on the situation, a provisional administrator 
may be appointed to oversee or advise management, or 
be given full managerial authority.

The provisional administrator can use the same asset 
liability management (ALM) tools that are normally available 
to an SCF, which include:
	 • selling assets,
	 • assigning receivables,
	 • issuing new obligations foncières,
	 • issuing unsecured debt.
It also of course continues to observe the rules that apply 
to SCFs.

 The Specific Controller
In the event of receivership, the SCF’s Specific Controller 
must file claim statements on behalf of senior creditors. 
This person also continues to inform and notify the Banking 
Commission, just as he or she must do when the SCF is 
operating normally.

The privileged claim
Article L. 515-19

Notwithstanding any legislative provisions to the contrary, inclu-
ding those of Book VI of the French Commercial Code:

1. sums deriving from the loans or similar debts, securities and 
instruments referred to in Articles L. 515-14 to L. 515-17, financial 
instruments referred to in Article L. 515-18, after netting, if appli-
cable, as well as claims made in respect of deposits by the société 
de crédit foncier with credit institutions, shall first be allocated 
to the payment of obligations foncières and the other privileged 
resources mentioned at I.2 of article L. 515-13.

2. when a société de crédit foncier is subject to court-ordered 
reorganization or liquidation proceedings, the debts duly deriving 
from the transactions referred to in item 2 of I of Article L. 515-13 
shall be paid on their contractual due date and in priority over 
all other claims, regardless of whether the latter benefit from the 
privileged claim or security interests, including interest resulting 
from contracts, of whatever duration. Until the holders of privi-
leged claims within the meaning of the present article have been 
fully paid off, no other creditor of the société de crédit foncier may 
exercise any right over the company’s property or rights.

3. a société de crédit foncier’s court-ordered liquidation does 
not accelerate the repayment of its bonds or the other privileged 
claims referred to in part 1 of this article.

The rules set out in 1 and 2 above apply to the expenses rela-
ting to the transactions referred to in items 1 and 2 of I of Article 
L. 515-13, and also to any sums due, under the contract provided 
for in Article L. 515-22.
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Protection of the SCF against bankruptcy of its 
parent

The following rules ensure that SCFs are fully protected 
from bankruptcy proceedings against their parent com-
pany:
 parent’s court-ordered receivership or liquidation cannot 

be extended to the SCF ( L. 515-27);
 management continuity: management functions at  

the sponsor bank are shared between the provisional  
administrator and the court-appointed receiver. The SCF’s 
management continues as before, unless it is shown  
that the SCF has put itself in a bankruptcy situation,  
independently of its parent;
 SCF’s right to terminate service contracts (expressly 

granted under Article L. 515-28);
 right to sell shares held by the parent in the SCF, sub-

ject to the Banking Commission’s approval. This change 
in share ownership does not affect the governance of the 
SCF, which continues its normal operation.

Articles L. 515-25 and L. 515-26, which concern assets 
that may be seized and liquidation proceedings, stipulate 
that the normal rules of the Commercial Code do not apply 
to SCFs.

Support from the parent company

Compagnie de Financement Foncier’s affiliation with BPCE 
(the “central body” of Groupe BPCE, one of France’s 
largest banking groups), affords additional protection to 
holders of obligations foncières against the risk of issuer 
bankruptcy. Pursuant to Article L. 511-31 of the Monetary 
and Financial Code, central bodies are obligated to provide 
a credit institution affiliate that is in difficulty with all of the 
support necessary to ensure its solvency.

SCF Bill

On December 16, 2009, a bill was brought before the 
French National Assembly in view of establishing a legal 
framework for bonds secured by residential property un-
der ordinary law and to strengthen the rules that apply to 
obligations foncières.

If approved by the National Assembly and the Senate, 
the new rules applying to SCFs will mainly strengthen the 
minimum overcollateralization requirement and liquidity 
management over a sliding six month period (thus bringing 
them in line with German Pfandbriefe) and enable the use 
of new liquidity management instruments:
 a minimum overcollateralization ratio of 102%;
 obligation to extend coverage of issuer cash require-

ments at all times.
Issuers would be required, at any time, to ensure that 
they have enough cash to cover all forecast principal and 
interest payments on their liabilities for 180 days;
 new instruments for managing liquidity

SCFs would be able to:
	 • issue promissory notes,
	 • sell their securities under repurchase agreements,
	 • pledge securities accounts,
	 • assign receivables, pursuant to the Dailly law.
It should be noted that any receivables or securities that 
are used to obtain liquidity would not be counted among 
the privileged resources;
 obligations foncières issues may be self-subscribed and 

used as collateral with the Banque de France, as the lender 
of last resort and within specified limits.

Article L. 515-27

Notwithstanding any provisions to the contrary, including those 
set out in titles II to IV of Book VI of the Commercial Code (Code 
de commerce), the receivership or court-ordered liquidation of a 
company holding shares in a société de crédit foncier cannot be 
extended to the société de crédit foncier.

Article L. 511-31

The central bodies (…) are responsible for the solidity of their 
network and for ensuring that the institutions affiliated with them 
function normally. To that end, they take all necessary measures 
to guarantee the liquidity and solvency of each of those institu-
tions and of the entire network (…).
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Financial safeguards

Financial safeguards
A strict legal and regulatory framework gives investors maximum protection.

A secure business with a strictly defined and exclusive purpose
 Société de crédit foncier have a strictly defined and exclusive business activity

  They must finance the purchase of eligible assets by issuing obligations foncières and other resources secured 
with a privileged claim, or non-privileged debt

Stringent and highly selective rules for asset selection and guarantees
  Eligible assets are clearly specified and consist exclusively of mortgage loans, loans to local authorities and 
public-sector exposures

 Assets must be secured with a public or equivalent guarantee, or a first-rank mortgage

 Asset selection is subject to a control process

  A margin is applied to the purchase price of assets to ensure a profit in consideration of the cost of funding 
and management expenses

Sum
m

ary

A secure and highly specific business

French law also governs the operating principles and  
management rules that apply to SCFs. These requirements 
mainly have to do with the type and quality of the assets 
they may hold.

Financial principles

The first principle that serves to safeguard the interests 
of obligations foncières holders is the unique and exclusive 
nature of the SCF’s business (see Art. L. 515-13), which 
consists in acquiring eligible assets and financing these 
purchases by issuing obligations foncières and other 
resources secured by a privileged claim, or non-privileged 
debt.

Compagnie de Financement Foncier’s bylaws specify this 
exclusive business object and stipulate that it cannot hold 
equity investments. It therefore has no subsidiary that 
could adversely affect its own activity.

The second safeguard for obligations foncières holders 
is the type and the intrinsic quality of the assets that SCFs 
are allowed to hold.

Compagnie de Financement Foncier strengthens this 
safeguard for obligations foncières holders by observing 
asset selection and management procedures that are 
more stringent than those required by law.

Asset types and guarantees

Most of Compagnie de Financement Foncier’s assets 
consist of residential mortgage loans and exposures to the 
French and international public sectors.

The rules that Compagnie de Financement Foncier  
observes when selecting assets are strictly defined and 
closely monitored:
 these assets must meet the statutory requirements for 

acquisition by SCFs;
 their acquisition is subject to Compagnie de Financement  

Foncier’s own additional requirements, such as excluding 
commercial mortgage loans called “corporated”;
 assets are purchased with a margin to ensure that they 

will be profitable for Compagnie de Financement Foncier, 
even in a runoff scenario.
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Guarantees

The quality of Compagnie de Financement Foncier’s  
assets is assured not only through careful selection  
and loan-to-value limits, but also by their intrinsic charac-
teristics.
These assets are secured by either a first-rank mortgage or 
a public or equivalent guarantee.

More precisely, these assets include:
 loans to public sector entities or guaranteed by the  

public sector;
 residential real estate loans backed by a first-rank  

mortgage (with a maximum LTV ratio of 80%);
 senior RMBS or ABS tranches of public sector debt 

preponderantly rated at least AA-, and secured by at least 
90% residential mortgages or eligible public exposures.

Asset selection

In addition to regulatory eligibility criteria and guarantees, 
another distinguishing feature of the company’s business 
model is its rigorous asset selection process, which is 
underpinned by the expertise of its highly experienced 
staff. This selection process is subject to ongoing controls 
to ensure that obligations foncières holders enjoy the 
highest level of security.

The price that the Compagnie de Financement Foncier 
pays for its assets is determined on the basis of its cost 
of funding, default and loss probabilities (cost of risk), 
management expenses (cost of coverage) and its targeted 
return.

Synthesis

Loans with direct or indirect public guarantees make 
up 54.1% of Compagnie de Financement Foncier’s total  
assets with mortgage-based assets accounting for 33%.

Replacement securities (9.6% of assets) are mostly short-
term interbank loans of less than six months, which meet 
criteria that ensure minimal credit risk and high liquidity.

Assets from 2007 to 2009 (€bn)

Management obligations applying 
specifically to SCF

Overcollateralization rule

Article L. 515-20 requires that total SCF eligible assets al-
ways exceed the total amount of liabilities secured with a 
privileged claim. One of the Specific Controller’s duties is to 
monitor compliance with this overcollateralization rule.

Pursuant to the French Banking and Financial Regulatory 
Committee (CRBF - Comité de la Réglementation Ban-
caire et Financière) Regulation No. 99-10, assets must be 
weighted in accordance with their quality, such that the 
value of assets that carry a relatively higher risk is reduced 
when calculating the overcollateralization ratio.
According to this rule assets are weighted as follows:
 0%, 50%, 100% for guaranteed loans and debt secu-

ritization fund (FCT - Fonds commun de titrisations) units 
depending on their rating;
 50% for real-estate assets acquired under foreclosure 

proceedings;
 100% for secure and liquid securities (this weighting was 

increased from 95% in 2007);
 100% for the other eligible assets.

3.3% 3.9% 5.0%

9.6% 8.8% 11.8%

33.0% 33.5% 34.2%

54.1% 53.8% 49.0%

2009 2008 2007

98.25
95.94 94.40

Other assets Replacement securities

Mortgage loans Public sector exposures
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1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

114.9%

112.6%

114.2%

111.3% 111.6%
112.2%

111.4%

108.5%

111.2% 110.8% 110.5%

104%

106%

108%

110%

112%

114%

116%

Compagnie de Financement Foncier permanently moni-
tors its regulatory overcollateralization ratio to ensure that 
its assets are sufficient to fully cover all of its obligations 
foncières.

With €1.6 billion in capital, €4.2 billion in subordinated debt 
and €8.5 billion in unsecured debt, overcollateralization is 
well above the legal minimum of 100%.

Since the company’s formation in 1999, this regulatory 
ratio has always been above 108%. On December 31, 
2009 it was 110.5%.

Overcollateralization since 1999

In 2009, Compagnie de Financement Foncier made a 
commitment to investors to maintain its overcollateraliza-
tion ratio (non-privileged debt/privileged resources) above 
5% at all times. Thus, without weighting the assets, the rate 
stands out at 17%.

ALM Principles

To sustain debt servicing, SCFs must ensure that the  
interest rates and maturities of their assets and liabilities 
are properly matched.

Accordingly, the financial management charter for the 
Crédit Foncier group imposes special requirements on 
Compagnie de Financement Foncier, to account for its 
specific constraints and regulatory obligations as an SCF.

The company’s ALM principles and processes thus 
ensure that asset and liability maturities and interest 
rates are constantly matched. These assets and liabilities 
are managed on a euro and variable-rate basis. All 
foreign currency transactions are swapped into euros at  
EURIBOR as soon as initiation.

It should also be noted that Compagnie de Financement 
Foncier always maintains sufficient liquidity to cover one 
year’s worth of contractual repayments on its privileged 
debt. The asset/liability duration gap is maintained at 
less than 2 years at any times as of December 31, 2009.  
Asset duration is 6.44 years, while liability duration is  
6.45 years.

LTV principle for residential mortgage loans

The loan-to-value ratio on residential mortgage loans 
(€32.4 billion at end-2009) is the ratio of the outstanding  
principal over the value of the underlying real estate.  
Collateral is revalued annually to monitor compliance with 
this ratio.

The regulatory annual valuation of underlying assets is 
based on a prudent assessment of the property’s long-
term characteristics, local market conditions, the current 
use of the property and other possible uses. All of this 
information is provided by Foncier Expertise, Crédit 
Foncier’s wholly-owned, Veritas-certified subsidiary. Their 
experts, who are either certified by a court or qualified as 
chartered surveyors (MRICS), conducted nearly 13,100 
appraisals in 2009. The Compagnie’s Specific Controller 
monitors these appraisals each year to verify compliance 
with the real-estate market parameters used in the 
valuation process, as described in the risk report section 
of this document.

On the basis of these rules, at December, 31, 2009, the 
company’s LTV ratio on its mortgage portfolio was stable 
at 59.5% (vs. 53.4% in 2008).
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Institutional 
safeguards

Institutional safeguards

Regulatory controls
  Compliance with the regulations of the CRBF, which considerably increases the security of the business model

  An internal control system that ensures high-quality and verified accounting information, and a system for 
measuring the various types of risks

  A formal monitoring process

The Specific Controller’s role
  Monitors issuance programs and overcollateralization

  Validates controls and loan characteristics

  Monitors ALM compliance in terms of interest rate and foreign exchange risk

  Legal compliance

  Valuation of assets backing mortgage loans

Sum
m

ary

Regulatory controls

The French regulatory framework

Not only must Compagnie de Financement Foncier  
observe specific regulations as an SCF, it must also, like  
any other credit institution, comply with the rules of the 
French Banking and Financial Regulatory Committee  
(CRBF) and most notably its amended Regulation  
No. 97-02, which specifies internal control obligations.

Compliance with this regulation is a key pillar of investment 
security, since it requires Compagnie de Financement  
Foncier to implement an internal control system that:
 is well organized, with clearly defined responsibilities for 

staff members;
 ensures:

	 	• that accounting information is based on high-quality 
standards, procedures and controls that are regularly 
audited,

	 	• the operation of a system for assessing the various 
types of risk;

 includes a formal process that is linked to the risk- 
assessment system, for regularly monitoring risks using a 

formal methodology (Risk Committee);
 is well-documented: the primary documents being  

the procedure manuals and reports submitted to external 
control entities and to the decision-making body (Audit 
Committee and the Board of Directors).

These regulations enable optimum investment security. 
Their main objectives are to:
 ensure consistency between control levels;
 measure and monitor risks;
 monitor outsourced services;
 ensure high-quality documentation and information.

Consistency between control levels
Regulations require:
 an ongoing control organization, consisting of a  

designated group of people, provided with adequate  
resources and observing documented procedures;
 a periodic control organization;
 a person specifically responsible for monitoring  

compliance.
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It also imposes “strict indepen-
dence” between staff members 
who originate transactions, those 
who record transactions in ac-
counts, and those who settle 
transactions and monitor the as-
sociated risks.

Risk assessment and monitoring
Credit institutions subject to these rules must implement 
risk assessment tools and methods that are capable of 
ensuring effective management of their risks, including  
for loan approval (lending limits, approval delegations and 
analytical methods), and also tools and procedures for 
regularly monitoring and assessing risk levels.

Regulations also require a periodic review of these  
assessment methods and tools.

These tools and procedures are used to assess, select and 
monitor the following types of risks: 
 credit;
 liquidity;
 interest rate;
 currency;
 compliance;
 settlement and intermediation;
 legal;
 operational;
 extreme events (see the business continuity plan).

Documentation and information
Credit institutions are required to document the following:
 their control organization and the responsibilities of con-

trol staff;
 the rules that ensure the control system’s independence;
 IT systems security procedures;
 risk assessment systems and their operational charac-

teristics (lending limits, approval rules, monitoring, etc).

The following supervisory and control entities must also be 
kept informed:
 decision-making body: the Board of Directors and its 

Audit Committee;
 the company’s central body or its shareholder;
 external auditors (Statutory Auditors and the Specific 

Controller);
 regulatory authorities (Banking Commission and the 

French securities regulator (AMF - Autorité des marchés 
financiers).

In its Articles 42 and 43, the amended CRBF Regulation 
97-02 sets forth minimum requirements for reporting on 
risks and for internal control systems.

These articles stipulate that a report must be submitted at 
least once a year to the Banking Commission, to enable it 
to exercise its ongoing control of credit institutions.

Outsourced services
Pursuant to CRBF Article 37-2, 97-02, as amended, which 
stipulates: “Outsourced services shall not absolve execu-
tive management of its responsibilities”; credit institutions 
must ensure that their service providers comply with the 
same obligations that apply to credit institutions. 

Compagnie de Financement  
Foncier complies with all Groupe 

BPCE internal control rules  
(see the Chairman  

of the Board’s report). 

CRBF Regulation No. 97-02, as amended
Article 42

At least once a year, reporting institutions shall draw up a 
report on the conditions under which internal control is 
conducted. 

1. This report covers the different categories of risk mentioned 
in this regulation, namely: 

a) a description of the main actions carried out in relation to 
internal control, pursuant to Article 6, and the lessons drawn 
from these actions;

b) an inventory of enquiries carried out pursuant to section b 
of Article 6 and the main lessons to be drawn, especially the 
main shortcomings identified and follow-up on any corrective 
action taken;

c) a description of significant changes made in relation to 
ongoing and periodic controls during the period under review, 
in particular to take into account changes in the business and 
risks;

d) a description of the conditions under which procedures are 
put in place for new activities;

e) a section relating to the internal control of foreign branches;

f) a description of the main initiatives planned in relation to 
internal control;

g) an annex listing agreements and transactions concluded 
with executive directors and major shareholders as defined 
by Article 6.3. of Regulation No. 90-02 mentioned above; 

h) an up-to-date description of the classification of money 
laundering and terrorism financing risks, and justification of 
this classification.
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Banking Commission oversight

As authorized credit institutions, sociétés de crédit  
foncier are placed under the authority of the Banking  
Commission.

The Banking Commission monitors these companies  
by examining reports and financial statements that they  
are required to provide and by conducting on-site investi-
gations.

As a credit institution, Compagnie de Financement Foncier 
also provides information about:
 internal control (Articles 42 and 43 of CRBF 97-02);
 liquidity, via the liquidity ratio and observation ratios 

(amended Regulation 88-01).

In addition to this, as an SCF, the Company is required to 
report to the Banking Commission on the following:
 the quality of its assets and, in particular, the character-

istics and breakdown of loans and guarantees, the amount 
of arrears, the breakdown of receivables by amount and 
type of debtor, the percentage of advance repayments, as 
well as the level and sensitivity of interest rate positions 
(Instruction No. 2008-06).
This report on the quality of assets and the over- 
collateralization ratio must be submitted annually to the 
Banking Commission.
 the calculation of the coverage ratio, which includes 

limits on the composition of assets, and the calculation of 

2. Reporting institutions and financial holding companies 
monitored on a consolidated basis shall also draw up, at 
least once a year, a report on internal control procedures and 
conditions carried out at the group level. Reporting institutions 
shall include this group report in the report referred to in the 
first paragraph of this Article.

3. when the reporting institution is an investment firm, the 
report drawn up as set forth in this Article may recapitulate 
the information contained in the report provided for in the 
General Regulations of the Autorité des Marchés Financiers 
(AMF), if the investment firm deems such information to be 
significant with regard to the matters referred to in the first 
paragraph of this Article. 

 

Article 43

At least once a year, reporting institutions and financial 
holding companies supervised on a consolidated basis shall 
draw up a report on risk assessment and monitoring that 
provides an overall picture of all of the risks to which they are 
exposed, including the risks associated with banking and non-
banking activities. when the institution is itself responsible 
for the supervision on a consolidated basis of other reporting 
institutions, the report shall cover the risks to which the group 
is exposed. The report shall include the information provided 
to the decision-making body in accordance with Article 39 of 
this Regulation. 

For reporting institutions and financial holding companies, this 
report shall include an annex relating to the security of means 
of payment to be transmitted by the General Secretariat of the 
Banking Commission to the Banque de France as part of its 
mission defined by Article L. 141-4 of the above-mentioned 
French Monetary and Financial Code. In the annex, reporting 
institutions and financial holding companies shall describe 
the assessment, measurement and monitoring of the security 
of the means of payment they issue or manage with regard to 
their internal standards, if any, and to the recommendations 
that the Banque de France or the European System of Central 
Banks bring to their attention. 

*For the institutions that are subject to the French ministerial 
order concerning the identification, assessment, management 
and control of liquidity risk, this report must include changes 
in cost-of-liquidity indicators over the period.

*For the standardized approach to assessing liquidity risk, as 
specified under section II of the aforementioned ministerial 
order, this report must include:

- an appendix that presents the assumptions used to prepare 
the liquidity statement specified in Article 17 of Chapter 2 
of Section II of the ministerial order, and, if necessary, any 
material modifications made during the period;

- an analysis of the change in the calculated liquidity gaps in 
the liquidity statements prepared during the period.

with regard to the monitoring of the liquidity of investment 
services providers and the legal persons referred to in Article 
L. 440-2, items 3 and 4 of the Monetary and Financial Code, 
the report shall indicate the assumptions used.

This report shall include:

a) an appendix containing the assumptions and methodological 
principles used as well as the results of stress tests performed 
by reporting institutions in accordance with Articles 116 and 
349 of the Ministerial Order of February 20, 2007;

b) an appendix indicating the methods, including stress tests, 
used for identifying the risks resulting from the use of credit 
risk mitigation techniques recognized for the application of 
the Ministerial Order of February 20, 2007, in particular the 
risk of concentration and residual risk.

This report may be included in the report provided for in 
Article 42 of this Regulation.

*These amendments set by decree dated May 5, 2009 will be 
enforceable from June 30, 2010.
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amounts eligible for refinancing using privileged resources.
This report on the coverage ratio must be submitted twice a 
year to the Banking Commission (Instruction No. 2008-05).

Finally, the Banking Commission must approve the Specific  
Controller’s appointment.

The AMF’s oversight

Directive No. 2003/71 of November 4, 2003, known as the 
“Prospectus Directive”, requires that legal covered bonds 
be registered either in the issuer’s country or the country 
where the issuer wishes to list the bonds to be issued.

Compagnie de Financement Foncier has chosen Paris as 
the place of registration for its obligations foncières issues.

Before it issues obligations foncières, Compagnie de  
Financement Foncier must therefore submit to the approv-
al of the AMF (the Regulatory Authority for French Financial 
Markets) a prospectus that contains information intended 
for the public, pursuant to Article L. 212-1 of the AMF’s 
General Regulations and Articles L. 412-1 and L. 621-8 et 
seq. of the Monetary and Financial Code.

This prospectus is valid for one year and must be supple-
mented with addenda, if, in accordance with Article 16.1 of 
the Prospectus Directive, “any new material event, mistake 
or inaccuracy in relation to the information in the prospec-
tus may have a material effect on the valuation of invest-
ment securities”.

The AMF has the right to suspend or prohibit transactions 
if necessary.

Article L. 213-1 of the General Regulations also stipulates 
that the issuer, Compagnie de Financement Foncier, must 
provide a reference document.

Lastly, in accordance with the AMF’s General Regulations,  
which transpose into French law the provisions of  
Directive No. 2004/109 of December 15, 2004, also known 
as the “Transparency Directive”, as an issuer of debt  
securities admitted to trading on a regulated market,  
Compagnie de Financement Foncier is required to provide 
the ongoing and periodic information specified in Book II, 
Title II, Chapter 1 of said General Regulations.

Article 221-1 2° of the AMF General Regulations provides 
a list of the information that the company is required to 

disclose “effectively and in full” (Article 221-3 I of the AMF 
General Regulations). This disclosure consists in filing this 
information with the AMF and posting it on the issuer’s 
website as soon as it has been disseminated (Article 221-3 
II of the AMF General Regulations).

Article L. 621-8-1

I. - The Financial Markets Authority verifies that the document 
is complete and comprehensible, and that the information 
it contains is correctly presented before delivering the visa 
referred to in Article L. 621-8. The Financial Markets Authority 
indicates any statements to be altered or additional information 
to be inserted.

The Financial Markets Authority may also request any 
explanation or proof, particularly in regard to the issuer’s 
situation, business and results and concerning any guarantors 
of the financial instruments to which the transaction relates.

II. - The Financial Markets Authority may suspend the 
transaction for a period which shall not exceed a limit set 
by its General Regulations when it has reasonable grounds 
for suspecting that it is contrary to the laws or regulations 
applicable to it.

The Financial Markets Authority may prohibit the transaction:

1. when it has reasonable grounds for suspecting that an issue 
or assignment is contrary to the laws or regulations applicable 
to it;

2. when it notes that a proposed admission to trading on 
a regulated market is contrary to the laws or regulations 
applicable to it.
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The Statutory Auditors

As a société anonyme (limited liability company) under 
French law, Compagnie de Financement Foncier’s finan-
cial statements must be audited by Statutory Auditors. Ar-
ticle L. 511-38 of the Monetary and Financial Code requires 
that credit institutions be audited by at least two statutory  
auditors, employed by independent auditing firms,  
whereas other countries require only one. The statutory  
auditors must be appointed for a six-year term, by  
shareholders at the general meeting and not by the  
company’s executive directors. Their appointment cannot 
be terminated until this period ends.

As a credit institution, Compagnie de Financement  
Foncier must first have its statutory auditors approved by  
the Banking Commission.

The Statutory Auditors have a legal obligation to ensure  
the quality and reliability of the financial and accounting  
information provided by their clients. Their duties include:

Auditing and certification
Pursuant to Article L. 823-9 of the Commercial Code,  
the Statutory Auditors must certify, while justifying their 
opinion, whether or not the annual financial statements 
give a true and fair view of the company’s results for the 
accounting period concerned, and of its financial situation 
and assets and liabilities at the end of said period.

For this purpose they carry out an audit, in accordance 
with the professional standards of the National Association  
of Statutory Auditors (CNCC - Compagnie Nationale des 
Commissaires aux Comptes).

General report
In their report to the Shareholders’ Ordinary Meeting,  
the Statutory Auditors must report on the execution of their 
assignment.
By certifying the Company’s financial statements, they  
express that during the course of their assignment they 
have obtained reasonable assurance that the financial 
statements are free of material misstatement.

They must inform the Shareholders’ Meeting of any irregu-
larities or inaccurate information they may have observed 
during their assignment.

Specific verifications
The Statutory Auditors must verify the fairness of the  
following information and its consistency with the annual 
financial statements:
 the information provided in the management report;
 the documents provided to shareholders concerning  

the Company’s financial situation and its annual financial 
statements.

The Statutory Auditors must ensure that all shareholders 
are treated equally and verify that the directors observe the 
rules concerning their ownership of the Company’s shares 
or ownership rights.

They must also review any agreements between the  
Company and its directors, or between two companies 
that have the same director, and present a special report 
on this at the Shareholders’ Meeting.

To carry out their assignment, the Statutory Auditors hold 
investigative powers.
Pursuant to the law, at any time of year, the Statutory  
Auditors, together or individually, may carry out all verifica-
tions and controls they deem appropriate and may go to  
the Company and request any documents they feel are 
necessary for their assignment, including contracts,  
accounting records and documents, and minutes of  
meetings.

These investigations may be conducted at the Company 
or at its parent, or if necessary at any subsidiary or at any 
entity included in the consolidation scope.

The Specific Controller

The Specific Controller is part of the system that ensures 
that the highest level of control is exercised over SCFs on 
behalf of obligations foncières holders. Specific Control-
lers are selected from the official list of statutory auditors 
and are appointed with the approval of the Banking Com-
mission. They are responsible for verifying that operational 
mechanisms are functioning correctly and for ensuring 
strict compliance with laws and regulations.

Their responsibilities, as defined by law under Articles 
L. 515-30 and 31, and for which they have extensive inves-
tigative rights, are essentially to:
 ensure compliance with all regulations and legislation 

applicable to SCFs (Articles L. 515-13 to L. 515-33);
 verify that any assets contributed to Compagnie de  
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Financement Foncier are consistent with its business  
object, as defined in Article L. 515-13 and comply with  
the provisions of Articles L. 515-14 to L. 515-17;
 certify documents submitted to the Banking Commis-

sion, in particular the ratios, regulatory limits and guarantee 
percentages at June 30, and December 31, of each year;
 prepare an annual report for executives and deliberative 

bodies on the results of their assignment, of which a copy 
must be submitted to the Banking Commission.

In accordance with the law and regulations, the Specific 
Controller must ensure that the SCF is taking all necessary 
steps to secure the redemption of obligations foncières 
and the repayment of other privileged resources. For this 
purpose, the Specific Controller must, either on an ongoing 
basis, or in response to specific events:
 assess the quality of the risk management and  

monitoring procedures that the SCF has implemented  
to comply with the basic principles presented above;
 assess the eligibility of the SCF’s loans and other  

assets;
 ensure that the coverage ratio of eligible assets to  

privileged resources is sufficient and that the regulatory 
limits and LTV ratios that apply to privileged refinancing are 
complied with;
 certify these ratios, limits and LTV ratios twice a year  

for the Banking Commission, and issue coverage ratio  
certificates for quarterly bond issue programs or issues 
that are equivalent to €500 million or more;
 assess the procedure for the periodic valuation and  

review of the assets backing eligible loans, in accordance 
with CRBF Regulation No. 99-10 as amended by Regula-
tions No. 2001-02 and 2002-02 and then by the Decree  
of May 7, 2007;
 verify that the maturities and interest rates of the  

SCF’s assets and liabilities match (Article 12 of CRBF  
Regulation No. 99-10), and that the financial instruments 
used to hedge guaranteed loans are appropriate (Article 
L. 515-18 of the Code).

The Specific Controller’s controls supplement the  
Company’s standard internal controls and those conducted 
by the Statutory Auditors.

In the event the SCF enters receivership or bankruptcy pro-
ceedings, the Specific Controller shall become the legal 
representative of the holders of obligations foncières and 
other privileged resources.

N.B.: to avoid a conflict of interest, 

the Specific Controller may not be a 

Statutory Auditor for the group that 

consolidates the SCF on its balance 

sheet.

Cabinet Cailliau Dedouit et Associés 
(represented by Laurent Brun),  
Specific Controller of Compagnie  
de Financement Foncier, works with his 
teams to carry out his monitoring tasks. 
In particular, he ensures compliance 
between the information system  
and actual contractual loans  
(contracts signed).

Article L. 515-30

In each société de crédit foncier, a Specific Controller and 
an alternative Specific Controller, chosen among the persons 
on the official list of auditors, shall be appointed by its 
executives for a term of four years, with the approval of the 
Banking Commission.

The Specific Controller shall supervise compliance by the 
société de crédit foncier with Articles L. 515-13 to L. 515-20.  
He shall verify that the contributions made to a société de 
crédit foncier are in accordance with the purpose defined 
in Article L. 515-13 and meet the conditions provided for by 
Article L. 515-14 to L. 515-17.

The Specific Controller shall certify the documents sent to 
the Banking Commission in compliance with the foregoing 
provisions. He shall prepare an annual report on the 
fulfilment of his mission for the attention of the executives 
and deliberative bodies of the société de crédit foncier, a copy 
of which shall be sent to the Banking Commission.

He shall attend all shareholder meetings and at his request 
shall be heard by the Board of Directors or the Executive 
Board. (…) The Specific Controller must immediately notify 
the Banking Commission of any event or ruling brought to his 
attention during the course of his work that may jeopardise 
the conditions or business continuity of the société de crédit 
foncier. (…) The Specific Controller shall be responsible, as 
regards both the société de crédit foncier and third parties, 
for damage caused by faults and negligence committed by 
him in the performance of his office.
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Article L. 515-31

when a société de crédit foncier is the subject of legal 
receivership or liquidation proceedings, the Specific 
Controller makes the declaration stipulated in Article  
L. 622-24 of the Commercial Code for and on behalf of 
the holders of the privileged debt referred to in Article  
L. 515-19. (…) the Specific Controller’s right to information 
may extend to communication of the contracts and 
other documents held by the company responsible for 
administering or recovering the loans, exposures, similar 
debts, securities and instruments, bonds and other 
resources, pursuant to Article L. 515-22, provided that 
those contracts and other documents are directly related 
to the tasks performed by that company on behalf of the 
société de crédit foncier. 
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A strong business 
model and a rigorous 
risk management
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Stringent risk management rules
Compagnie de Financement Foncier’s additional commitments ensure maximum investment 

security.

Credit risk control
 Commitment to maintain at least 5% overcollateralization

 Careful screening of all purchases (e.g. purchase scoring and minimum credit rating)

 Only the highest rated replacement securities are selected

Interest rate risk control
 Rate gaps are limited to a specified percentage of the balance sheet

 Adjustable-rate swaps on asset purchase and refinancing transactions

Liquidity risk control
  Sufficient liquidity is maintained to honor privileged debt obligations for a year without using new funding 
sources and excluding advance repayments on loans

  The duration gap between assets and liabilities is limited to two years

Sum
m

ary

Strong and 
additional 
commitments  
to financial markets
In addition to its stringent legal and regulatory framework, 
which ensures that obligations foncières holders enjoy 
a guaranteed minimum level of security, Compagnie de  
Financement Foncier’s AAA/Aaa/AAA rating may also be 
attributed to the additional commitments it has made to 
investors.

For example, Compagnie de Financement Foncier requires 
overcollateralization above the minimum required ratio, and 
has adopted rules to minimize the following risks:
 credit and counterparty risk;
 interest rate risk; by systematically hedging variable-rate 

assets and liabilities;
 liquidity risk: by maintaining enough cash to meet  

12 months of privileged debt obligations in a runoff scenario.

Compliance with these commitments is reported to credit 
rating agencies quarterly.
These additional risk management rules provide extra  
security for investors in the company’s privileged debt.

A particularly high and sustainable 
overcollateralization ratio

In compliance with SCF regulations, Compagnie de  
Financement Foncier’s weighted assets must be  
equivalent to at least 100% of its privileged liabilities at 
all times.
This minimum legal requirement, under which some as-
sets may be weighted less than 100%, is the first level of  
collateralization.
But Compagnie de Financement Foncier has gone further 
than this to cover its risks and has chosen to maintain a 
volume of non-privileged liabilities at least equal to 5% of 
the liabilities that benefit from the privilege.
A second calculation of the minimum overcollateralization 
requirement, which is explained below and is based on 
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Compagnie de Financement Foncier’s estimation of asset 
quality and interest rate risk, is also regularly conducted.

Compagnie de Financement Foncier’s overcollateralization 
ratio at December 31, 2009 is 110.5%, and therefore above 
both of the above minimum levels and the non-privileged 
resources represents 17% of the privileged resources.

Overcollateralization - which in Compagnie de Financement  
Foncier’s case consists of equity and long-term subordi-
nated and unsecured resources - must enable an SCF to 
withstand stress test scenarios on credit, interest rate and 
liquidity risk.

If some or all of these risk scenarios are realized, this high 
level of overcollateralization will enable the company to 
maintain payments on its obligations foncières.

Two criteria for determining the minimum 
overcollateralization ratio

Compagnie de Financement Foncier’s minimum overcol-
laterization ratio is calculated to cover the credit risk on 
its assets, and also to ensure that the overall interest rate 
risk on its balance sheet is covered. The sum of these two 
calculations determines the minimum overcollateralization  
that the company has decided to maintain. This rate  
cannot be less than 5%.

Overcollateralization of credit risk

Compagnie de Financement Foncier’s loan portfolio is  
divided into six sub-categories, by type of borrower,  
type of property being financed and type of collateral  
provided. The overcollateralization ratio for each sub- 
category depends on:
 the estimated credit risk;
 the date the loan was acquired.

The following overcollateralization ratios are currently  
applied:

Asset class
Minimum required 

overcollateralization

Subsidized sector 3%

PAS + PTZ 2.5%

Residential/Social access 3%

Residential/Rentals 25%

Public sector 3%

Low-cost housing 4.5%

Overcollateralization of interest rate risk

The overcollateralization required to cover Compagnie de 
Financement Foncier’s overall interest rate risk depends 
on the size of its balance sheet and on its estimated fu-
ture earnings. It is 0.5% of Compagnie de Financement 
Foncier’s assets, minus the net present value of estimated 
earnings over the next 10 years.
To ensure a high security level, several net present values 
are calculated a run-off scenario without new lending and 
by combining the following assumptions:
 three advance repayment assumptions: no advance re-

payment, likely advance repayment ratio and a stressed 
advance repayment ratio that is three times greater than 
the likely ratio;
 three market interest rate assumptions: benchmark yield 

curve, stressed cash flow assuming unfavorable borrowing 
and lending conditions, a 200 bp upward shift in the yield 
curve.

The lowest net present value among the nine calculated is 
used to determine the overcollateralization ratio.

Continuous monitoring of overcollateralization

To ensure that compliance with the overcollateralization  
requirement is maintained at all times, it is monitored on  
an ongoing basis.
If the overcollateralization observed quarterly turns out to 
be less than one of the specified minimum levels, all asset 
purchases are immediately suspended and non-privileged 
resources are used to increase overcollateralization above 
the minimum required amount.
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Controlling credit risk

Asset purchasing criteria by category

Although regulations require that SCF invest only in  
high quality assets, to limit its exposure to credit  
risk, Compagnie de Financement Foncier implements  
additional asset purchasing criteria that include  
purchasing scores and minimum credit ratings. Compagnie  
de Financement Foncier will not, for example, buy  
commercial real estate assets. For more information 
about this see the section on asset selection.

Furthermore, Compagnie de Financement Foncier 
replacement securities have the highest external credit 
ratings. The minimum acceptable credit rating for each  
asset (except for intragroup assets(1)) depends on the 
investment horizon and must meet the minimum rating 
criteria of each of the three main agencies, as shown 
below:

Standard & Poor’s Moody’s Fitch Ratings

From 0 to 1 month ST A-1 ST P1 ST F1

From 1 to 3 months ST A-1 ST P1 ST F1+

From 3 to 12 months ST A-1+ ST P1 ST F1+

More than 1 year LT AAA LT Aaa LT AAA

Limiting counterparty risk

The Crédit Foncier Group’s risk policy specifies per- 
counterparty limits and Compagnie de Financement  
Foncier observes these limits in its decision process.
For its hedging transactions and repurchasing agreements 
the company executes a framework agreement with each 
of its counterparties, with asymmetrical collateralization 
and other specific terms set forth in an appendix to this 
agreement.
The counterparty agrees that if its rating is or is likely to fall 
below one of the lowest ratings of one of the credit rating 
agencies [F1+ or AA- (Fitch Ratings), P1 or Aa3 (Moody’s) 
and A-1+ or AA- (Standard & Poor’s)] to pay Compagnie  
de Financement Foncier (on a daily or weekly basis  
depending on the counterparty’s rating) a security  
deposit equal to its net debt position, with no compensation  
for this.

Management of balance sheet risks

Management of interest rate risk

Compagnie de Financement Foncier is committed to  
keeping its interest rate gaps within the specific limits  
set for each period and to correct any excess observed by 
the following quarter.

Horizon
Maximum rate gap as a % of 

projected assets 

Less than 2 years 2%

2-5 years 3%

5-10 years 5%

Over 10 years 10%

Compagnie de Financement Foncier’s balance sheet 
is structurally protected against interest rate risk, since  
assets and liabilities are systematically hedged with  
adjustable-rate swaps.

Covering liquidity risk

Compagnie de Financement Foncier observes strict  
management rules that ensure that it always maintains 
enough liquidity to honor its privileged liability commit-
ments for one year, with no need for new resources in a 
run-off scenario.
Thus, the Company’s cash position (with no new activity)  
is sufficient at any given time to meet the contractual 
payments on its privileged debt over the coming twelve 
months.
Since €33 billion of the Company’s assets are eligible for 
the ECB’s liquidity facility, it could service its payments and 
comfort its liquidity for much longer than the 12 months 
she committed to.
Long aware of the importance of maintaining liquidity,  
as early as 2007 the CFF group implemented a rigorous  
policy for managing its liquid assets. The high quality  
of Compagnie de Financement Foncier’s assets, and in 
particular of its eligible securities and receivables, give it 
immediate access to funding from central banks, such as 
the ECB for important amounts.
With its liquidity thus assured for several years, Crédit  
Foncier was able to pursue its business serenely in 2009, 
and in 2010 will be able to meet the needs of its customers 
in both the public and private sectors.

(1) Intragroup accounting currently monitors these constraints. Otherwise the corresponding exposures would be collateralized.
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Compagnie de Financement Foncier also limits the  
duration gap between its assets and its overall liabilities 
to two years at most. At December 31, 2009, the duration 
gap was insignificant (asset duration being 6.44 years and 
liabilities duration being 6.45 years).

No currency risk

Compagnie de Financement Foncier maintains no open 
currency positions. Asset purchase or refinancing transa- 
ctions that are not denominated in euros are systemati-
cally hedged against currency risk.
In practice, Compagnie de Financement Foncier limits its 
residual currency positions to 0.1% of its balance sheet.

Monitoring  
entities supporting 
governance rules
The various departments and committees that monitor  
Compagnie de Financement Foncier’s risks also help  
ensure compliance with governance rules.

A monitoring structure  
at the Cff group level

Compagnie de Financement Foncier’s risks are monitored 
by Crédit Foncier’s Risk department, under formal 
agreements between the two. The Risk Department 
performs ex-ante risk analyses based on exposure and 
delegation limits, and ex-post analyses and controls. 
It reports functionally to BPCE central body’s Risk 
Department.
Ongoing risk monitoring is also supported by the  
Compliance Department, which verifies compliance with 
laws and regulations, codes of conduct and the CFF 
group’s internal rules.
In addition to this group-level monitoring, the following 
Compagnie de Financement Foncier committees also 
support risk monitoring and control.

Committees Specific to Compagnie

Compagnie de Financement Foncier has five committees 
with specific responsibilities.

The Risk Committee meets at least quarterly. Presided 
over by the Chairman and Chief Executive Officer, its  
responsibilities include the comprehensive risk strategy 
based on risk analysis, control of the defined risk limits for 
each activity and measuring the quality of commitments.

The Balance Sheet Management Committee (CGB)  
represents the ALM function for Compagnie. It is the 
decision-making body in charge of managing financial 
risk within the boundaries set by Compagnie’s Executive 
Board upon recommendations put forth by Compagnie’s 
Risk Committee and within the parameters of Crédit  
Foncier rules. The Committee meets quarterly and is  
presided over by the Chairman of the Board of Directors. It 
includes, notably, the Crédit Foncier’s Risk Department as 
well as representatives from the main departments.

The financial Committee presided over by the Chairman 
and CEO meets once a month and ensures the operational 
application of CGB decisions relative to group refinancing 
procedures.

The Interest Rate Committee, which meets at least on a 
weekly basis under the authority of the Finance Director, 
translates the interest rate hedging strategy defined by the 
CGB into market transactions for which it takes operational 
responsibility. It defines the strategy of margins coverage 
for the new production.
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The Management Committee meets bi-monthly. It follows 
up on Compagnie’s management operations and proposes 
solutions, if the need should arise, in order to resolve difficult 
problems relating to the respect of agreements concluded 
with its servicer, Crédit Foncier.

Rated AAA/Aaa/AAA 
by the three main 
rating agencies 
since formation 
Rating agencies adopt new criteria

The three main rating agencies, Standard & Poor’s, Moody’s 
and Fitch Ratings have rated Compagnie de Financement 
Foncier AAA/Aaa/AAA since its founding.

Their approach to rating covered bonds, of which  
obligations foncières are a specific type, takes into account 
their rating of the bond issuer (in the Company’s case, 
Crédit Foncier de France) as well as their rating on the  
assets that cover the repayment of privileged liabilities.

The severe financial crisis that hit in mid-2007 prompted  
all three rating agencies to revise and formalize their  
assessment of the link between covered bond ratings and 
issuer ratings, mainly in consideration of potential cash 
flow mismatches between assets and liabilities. After much 
uncertainty as to the nature of these revisions, the rating 
methodologies of the three major rating agencies are likely 
to stabilize in 2010.

Standard & Poor’s

Standard & Poor’s new methodology for rating covered 
bonds, its “Revised Methodology and Assumptions for  
Assessing ALM Mismatch Risk in Covered Bonds”,  
released on December 16, 2009, gives greater weight to 
the maturity gap that can be found in almost all covered 
bond programs, since it believes this has a significant  
impact on the link between the covered bond rating and 
the issuer rating.

This new approach takes the following factors into account 
when determining the credit rating of a new covered bond 
program:
 cover pool asset credit risk;
 asset-liability maturity gap risk;
 the legal impact of issuer bankruptcy on cover pool  

assets;
 operational and administrative risk;
 counterparty risk.

This new approach categorizes bond programs into three 
types in accordance with the issuer’s jurisdiction and  
its refinancing risk. These categories and the estimated 
ALM risk determine to what extent the covered bond  
rating may exceed the issuer rating. It then remains to be 
seen whether the credit enhancement provided (typically  
overcollateralization) is sufficient to justify the uplifting of 
the rating, after stress testing the risk of an asset sale to 
meet repayments and credit risk.

Moody’s

Moody’s rating methodology for covered bond programs 
is explained in its publication “Moody’s Rating Approach 
to Covered Bonds”, released on March 4, 2010. Their ap-
proach involves two steps.
Moody’s first determines a target rating using its Expected 
Loss model, which assumes joint default of the issuer and 
the cover portfolio, each considered separately. The asset 
valuation takes into account asset credit risk, refinancing 
risk if the assets are sold because of a maturity gap, inter-
est rate risk and currency risk.
The rating thus obtained may then be capped by Moody’s 
estimation of the maximum uplift of the covered bond  
rating relative to the issuer rating. The difference between 
the two depends on the Timely Payment Indicator (TPI), 
which in turn depends on refinancing risk (i.e. the relative  
matching of expected asset and liability payments) and 
other factors, such as the operational risk of a change in 
the asset manager, swap termination risk, legal risk, and 
the issuer’s flexibility in modifying the program.
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Fitch Ratings

Fitch’s most recent publication on its rating methodology  
(“Covered Bonds Rating Criteria”) was released on  
December 18, 2009. Fitch’s ratings on covered bonds  
are mainly based on their probability of default but also 
take debt recovery factors into account. Since covered 
bonds can survive an issuer’s bankruptcy, Fitch feels that 
the rating on a covered bond, based on its probability of 
default, can exceed the Issuer Default Rating.
To determine the discorrelation between the program  
rating and the issuer rating, Fitch uses its “discontinuity 
factor”, which expresses the probability that covered bond 
payments will be suspended or discontinued as a direct 
consequence of the issuer’s bankruptcy.

The “D-Factor” has four weighted components:
 the segregation of portfolio assets from the issuer 

(weighted at 45%);
 the liquidity risk in the event of issuer default (35%);
 alternative asset management opportunities (15%);
 covered bond oversight, auditing and reporting (5%).

When estimating the probability of a covered bond  
default, Fitch checks whether the credit enhancement  
available after accounting for credit, liquidity, interest rate  
and currency risks is sufficient to justify the maximum  
rating uplift indicated by the “D-Factor”.
Lastly, when Fitch has completed its assessment of  
default probability, it may increase its rating a notch or  
two depending on its estimation of the likelihood of debt 
recovery in the event of default.

Rating agency methodology
Rated AAA/Aaa/AAA by the three main rating agencies since formation

 The highly favorable legal framework for obligations foncières

 The quality of cover pool assets

 A prudent liquidity policy

 A rigorous asset-liability management

Sum
m

ary

In response to the financial crisis and issuer liquidity risk 
in 2008 and 2009, the three leading credit rating agencies 
have all modified their approach to rating covered bonds.
All three have confirmed Compagnie de Financement  
Foncier’s AAA/Aaa/AAA rating, even though the Company  
has made no change to its procedures, which already  
offered a very high level of security with respect to liquidity 
and ALM risk.

 S&P confirms its AAA/Stable rating of Compagnie  
de financement foncier’s obligations foncières on 
January 18, 2010.
After releasing its new rating criteria last December 16,  
and putting almost the entire covered bond sector  

on negative credit watch including, Compagnie de  
Financement Foncier’s obligations foncières, S&P  
confirmed its AAA/Stable rating on the company’s legal 
covered bonds on January 18, and moreover in Category 
1 with ’low’ ALM risk, thus giving its rating the greatest 
potential for upgrading relative to the rating on its parent 
company. This means that the obligations foncières rating 
could possibly be raised 7 notches above the rating of the 
parent company, Crédit Foncier, which is currently rated A. 
(see table hereafter).

The AAA/Aaa/AAA ratings of Compagnie de financement foncier 
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Compagnie  
de Financement Foncier

ALMM * risk Program 
category

Potential rating 
uplift

Parent company’s 
rating

Obligations foncières 
rating

 Low 1 7 A/Stable /A-1 AAA/Stable

* ALMM: Asset Liability Management Mismatch.

 Moody’s article of January 21, 2010.
Moody’s has re-affirmed its Aaa rating on Compagnie de 
Financement Foncier’s obligations foncières, in light of:

• the credit strength of the Company’s parent and  
program sponsor, Crédit Foncier (Aa3),
• the high quality of Société de Crédit Foncier’s cover 
pool,
• the Company’s commitment to maintain an over- 
collateralization ratio of 105%,
• France’s legal framework for SCFs and its protection 
from sponsor bankruptcy.

 Publication of a study by fitch Ratings of March 17, 
2010.

Fitch re-affirmed its AAA rating on Compagnie de 
Financement Foncier’s obligations foncières program  
on March 17, 2010 mentioning:

• the probability of default of the Company as such;
• a D-Factor 12,9% allocated to the program, based on 
the legal framework for SCF, Fitch’s assessment of risk 
to unpredictable funding situation of bankruptcy of the 
issuer, taking into account the size of the portfolio of liquid 
assets that the Company may challenge to the Central 
Bank and the management rules, and finally Compagnie 
de Financement Foncier quality of computer systems 
and the supervisory role given out by the Commission 
Banking.
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High quality  

and diversified assets
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A rigorous asset selection process

 Strict asset eligibility criteria

 Purchasing criteria that limit credit risk exposure

 Internal credit rating tools for each type of risk

Sum
m

ary

In addition to a transparent legal framework, a rock-
solid business model and stringent risk management, 
Compagnie de Financement Foncier has a carefully 
selected and diversified portfolio of high quality assets.

A rigorous asset 
selection process
Crédit Foncier has been a leading lender to individuals  
and local authorities since 1852. 
Compagnie de Financement Foncier’s observes a rigorous  
and prudent asset acquisition process. By implementing  
specific purchasing criteria for each asset class and  
powerful internal rating tools, it has built up a top quality 
portfolio of assets that are diversified both geographically 
and by type of counterparty. The public sector accounts for 
53.6% of total exposures, with mortgage loans accounting 
for the remainder and replacement values.

A strict selection process

While regulations ensure that the quality of eligible assets 
confer a high level of safety, Compagnie de Financement 
Foncier also uses additional filters on assets that limit its 
exposure to credit risk such as internal rating tools relevant 
to the specific assets being purchased.

Compagnie de Financement Foncier notably refrains from 
buying commercial property assets.

Public sector exposures

French public loans and securities

The Company may be exposed to the following French 
public sector entities:
 national government;
 regions;
 departments;
 municipalities;
 local government groups:
• EPCI (municipality, agglomeration and urban commu-
nities, intermunicipal associations, etc.),
• public health bodies, national public establishments 
(EPIC, EPA, etc.),
• local public institutions (OPAC, OPHLM, CCI, SDIS, etc.).
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Compagnie de Financement Foncier uses Groupe BPCE 
internal rating tool to select assets in the public sector 
segment.
Furthermore, these assets are intrinsically of high quality 
since they are implicitly guaranteed by the French Govern-
ment and indefinitly.

International public loans and securities

The international public financing activity consists of  
financing foreign local or regional authorities, notably by 
way of loans or subscribing to bond securities.

These counterparts benefit from a high credit quality  
due to the very strong rating of the countries in which  
these local governments are located, i.e. the euro area, 
Switzerland, Japan, Canada and the United States.

Acquisition of eligible international assets is subject to the 
internal rules of Compagnie de Financement Foncier, and 
approved by the executive bodies.
In the framework of the new Basel II regulations, Crédit  
Foncier has acquired internal rating tools for the  
international public sector assets in order to integrate the 
best practices proposed by these new risk standards.  
Development of its credit risk rating models was  
finalized in 2008 in collaboration with Crédit Foncier’s  
Risk Department, Caisse Nationale des Caisses  
d’Epargne’s Risk Department, and Standard and 
Poor’s.

Crédit Foncier currently uses two default risk analysis 
models:
 one for international local authorities outside the United 

States;
 the other specific to local governments in the United States.

Standard & Poor’s audit of the Company’s internal credit 
rating model has confirmed Crédit Foncier’s expertise in 
the financial analysis of foreign local authorities.

A model for estimating the Loss Given Default (LGD) on 
international local authority assets is in the final stages of 
development.

Residential mortgage loans

Residential mortgage loans

Compagnie de Financement Foncier does not permit itself 
to buy loans on commercial real estate.

The process for selecting and purchasing mortgage loans 
involves two steps.

Loans are first originated by Crédit Foncier using a  
scoring method that considers the characteristics of the 
property to be financed, customer information and the  
historic probability of default.

A tool is then used to score residential mortgage loans and 
select those whose probability of default is below a certain 
threshold, and in some cases after an observation period.

Residential mortgage loans have two distinctive features: 

1) their purpose, which is to finance a housing purchase; 

2) the mortgage, which enables the loan to be secured with 
the underlying property. The mortgage enables the lender to 
be paid from the sale of the property before other creditors if 
the borrower defaults. Mortgage loans are approved in view 
of the ability to repay the loan, based on the borrower’s salary 
and other ordinary income, and not on the property’s current 
or estimated future value. Property valuations are only used 
to estimate the risk of loss in the event of default, and not to 
approve the initial loan. As a general rule, French banks must 
not approve a loan if the monthly installment exceeds 33% to 
36% of the borrower’s income.

In addition to the requirement that French mortgage loans must 
be approved on the basis of the borrower’s ability to repay, and 
not on the value of the underlying property, the French market 
also offers other features that increase investor security. For 
example:

- the maximum allowable interest rate is hardly above the 
average historic rate on mortgage loans.

- the legislative and regulatory framework offers maximum 
protection for borrowers that is further strengthened by legal 
precedents that make lenders responsible when borrowers 
cannot repay because they are over-indebted and were not 
informed of borrowing risk when taking out the loan.

- the lender’s responsibility is clearly specified. Granting a 
loan entails approving it, managing it and financing it, making 
the lender responsible for the entire lending process until 
repayment.

4022_EdEp_RA2009GB_Actif.indd   34 8/04/10   16:05:41



  

ANNUAL REPORT 2009 COMPAGNIE DE FINANCEMENT FONCIER  V1 35 

As
sE

Ts

Residential mortgage loan securitization tranches

Compagnie de Financement Foncier purchases only  
senior tranches with at least two AAA ratings and backed 
by residential mortgage loans whose quality is equivalent 
to French mortgage loans. 

Public sector 
exposures

Public sector exposures consist of loans, commitments,  
liquidity guarantees and bonds that Compagnie de  
Financement Foncier finances at the best possible terms.

Total outstanding to public sector at Dec. 31, 2009

In France

Regarding loans to the French public sector, the  
Caisses d’Epargne and Crédit Foncier share the business 
relationship with the borrower, in accordance with  
intragroup rules, while Crédit Foncier services the loans 
that Compagnie de Financement Foncier acquires.
In 2009, Compagnie de Financement Foncier enabled 
Crédit Foncier to strengthen its leading position as a lender 
to local authorities in France.

- measures to protect over-indebted borrowers when legal 
procedures are undertaken to collect on the loan or seize 
property.

One of the distinctive features of the French housing market 
has historically been the government’s strong support. some of 
its measures to facilitate housing purchases include interest-
free loans, subsidized PAs loans to low-income households 
(which are guaranteed by the government and offer a low 
interest rate), PEL property savings plans, the scellier Act and 
the tax deductibility of interest on home loans.

Public sector exposures

 Public authority exposures offer the highest 
credit ratings

 53.6% of all exposures, excluding replacement 
securities, are secured by a direct or indirect 
public guarantee

 International diversification of exposure  
to 15 countries

 Ongoing exposure diversification in other 
eligible countries

Sum
m

ary

USA
10.1%

France
52.0%

Others
3.9%

Canada
1.6%

Spain
1.7%

Greece
2.1%

Switzerland
2.7%

Japan
3.1%

Italy
7.0%

Netherlands
7.8%

Germany
8.0%

52.6 bn
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During the year, Compagnie de Financement Foncier  
directly purchased €1.2 billion of French public sector  
receivables from Crédit Foncier.

International exposures

Crédit Foncier’s international public finance department 
strives to provide tailor-made financing solutions for its 
international customers, by leveraging Compagnie de  
Financement Foncier’s refinancing capacity.
This business continues to expand through the financing 
granted to foreign local authorities in the form of loans or 
bond issues.

SCF are allowed to invest in public sector entities within the 
European Community and the European Economic Area, 
and in Switzerland, the United States, Canada, Japan, 
Australia and New Zealand. Exposure to public authorities 
outside of the EEC must offer the highest credit rating to be 
eligible for SCF investment.

Compagnie de Financement Foncier funded almost  
€2.6 billion of new loans in 2009. Efforts to expand funding  
activities in foreign markets, in view of higher risk- 
adjusted returns, mainly targeted the Spanish and US  
markets (43%). To ensure the quality of these assets a  
minimum rating of AA was required. Crédit Foncier is now 
seen as a serious player in these markets and it intends 
to use this recognition to its advantage over the next  
few years. In the United States, Crédit Foncier was one 
of the first European credit institutions to support the  
government’s new Build America Bonds, which were 
launched in 2009 to alleviate difficulties in municipal 
bond markets. These new bonds offer the highest level of  
seniority.

To take advantage of the opportunities offered by the  
financial and economic crisis and Compagnie de  
Financement Foncier’s low cost of financing, the  
International public sector portfolio was diversified into new 
markets (Ireland, Czech Republic and Slovakia) and its 
presence was strengthened in the leading public financing 
markets of Continental Europe, North America and Japan.

At the end of 2009, outstanding exposure in this market 
totaled €22.6 billion.

The organic growth of the International public sector 
also accelerated, with the opening of a new sales office 
for Crédit Foncier Group in Montreal in 2009, after one 
in Tokyo in December 2008 and in Geneva in 2007. To 
support this expanding international presence research 
is being conducted in local public sector markets and 
information is being gathered for the head office in Paris. 
Crédit Foncier and Compagnie de Financement Foncier 
are also working to build brand recognition by organizing 
road shows and developing partnerships with local  
banks and institutions.

Supported by Compagnie de Financement Foncier’s  
refinancing capability, volume and profit targets for  
international public sector business will be pursued in 2010, 
to ensure the long-term success of this business.
Crédit Foncier and Compagnie de Financement Foncier will 
continue to promote their presence in international markets 
by setting up new sales offices in 2010 and 2011.
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Ongoing at 12/31/2009

by country

Breakdown of international public sector exposures 
by step rating

Residential 
mortgage loans

In France

The Company’s assets consist of residential mortgage 
loans granted by Crédit Foncier and the AAA senior  
residential mortgage loan securitization units of FCC or 
similar securitization entities. Compagnie de Financement 
Foncier does not permit itself to buy loans on commercial 
real estate.

Crédit Foncier services the loans that Compagnie de  
Financement Foncier acquires.

In 2009, the Company pursued its policy of purchasing the 
residential mortgage loans originated by Crédit Foncier in 
France, while maintaining its strict risk management and 
asset selection criteria.

Compagnie de Financement Foncier acquired or  
refinanced €3.9 billion in Crédit Foncier residential loans 
granted to individuals.

Others
2.3%

Belgium
1.3%

Poland
1.5%

Austria
1.7%

Ireland
2.2%

Canada
3.7%

Spain
4.0%

Greece
4.9%

Switzerland
6.3%

Japan
7.1%

Germany
7.4%

Italy
16.3%

Netherlands
17.7%

USA
23.6%

22.6bn

Others
2.3%

Belgium
1.3%

Poland
1.5%

Netherla
17.7%

USA
23.6%

1st step
79.6%

2nd step
14.0%

3rd step
5.9%

Not rated
0.5%

22.6bn

1st

79

22.6bn

Residential mortgage loans

 France: loans are purchased or refinanced  
with CFF

 International:

• senior tranches of exclusively European RMBS,

• 94% of these are at least AAA rated,

• Regularly stress tested.

Sum
m

ary

4022_EdEp_RA2009GB_Actif.indd   37 8/04/10   16:05:44



 

V1 38  ANNUAL REPORT 2009 COMPAGNIE DE FINANCEMENT FONCIER

 

International

In international markets, residential loan financing activity 
involves purchasing and holding the most senior tranches 
of RMBS, which offer a much lower credit risk than directly 
issued mortgage loans.
In this market the Company holds all securities until  
maturity, since they are seen from a strategic perspective  
as being loans originated in neighboring continental  
European countries that offer a culture and legal environ-
ment and that is very similar to that in which Crédit Foncier 
has historically operated its mortgage lending business.

Securitization tranches offer the following advantages:
 legal security, as a true sale of securities;
 the credit enhancement provided to holders of the most 

senior tranches;
 the “outsourcing” of loan servicing in foreign countries, 

in accordance with a branchless business model, unlike 
individual mortgage loans in France.

Lending standards have remained conservative in  
Continental Europe and are far removed from the  
“subprime” lending found in the US market. Compagnie 
de Financement Foncier only acquires loans when the  
borrower’s income is documented and his or her capacity 
to repay the loan is the main lending criterion, as opposed 
to the value of the mortgage property. The continental  
European market also offers high security to lenders, since 
borrowers cannot “walk away” from their loan obligations if 
housing prices fall and lenders also have various recourse 
against borrowers, such as attachment of wages.

Despite the economic downturn throughout the euro area 
in 2008, the loan portfolio has been resilient, with almost 
all ratings still in the Step 1 zone and 94% of these rated 
at least AAA and 74% still having a Basel II AAA rating. 
The Compagnie de Financement Foncier’s exposures are 
exclusively prime quality granular portfolios.

Beyond their external rating that held up very well on the 
international residential portfolio, Compagnie regularly 
submits all its lines to a battery of stress tests intended to 
measure its probability of yield loss or final loss in case of 
an unfavourable turn in the credit quality of the underlying 
loans. Under these assumptions, the portfolio transactions 
all continue to pay the expected interest and capital at the 
due dates.

This performance testifies to the quality of the CFF group’s 
asset selection process.

Given market conditions (with the primary market  
practically at a standstill since mid-2007), activity in this 
segment in 2009 consisted of €0.2 billion in secondary  
market purchases, in Dutch, Italian and Portuguese  
issues.

A similar volume of business is expected in 2010, as  
the market continues to restructure to regain investor  
confidence.

Residential mortgage debt securitization  
units France excluded (securitized loans)

12.9bn12.9bn

Spain
52.0%

Italy
29.2%Portugal

8.4%

Netherlands
8.0%

Germany
2.3%

Greece
0.1%
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A top-tier  

aaa/aaa/aaa rated  
obligations foncières program
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Three pillars of development

Benchmark and supplemental issues
 In EUR or USD

 Markets for each benchmark issue are made by at least five major banks

 Supplements to existing benchmark issues add liquidity to the secondary market

Private placements
  Investor demand is met through currency, structure and format diversification

Currency diversification
 Liquid non-euro benchmark issues in AUD, CHF, GBP, JPY, CAD, USD

Sum
m

ary

Market environment
The global market for covered bonds is dominated  
by European issuers, which have historically been the 
leaders in this market, unlike the situation in the United 
States where a comprehensive legal framework would 
be necessary for a covered bond market to immerge.

The global market for euro-denominated covered bonds 
reached almost €1.4 trillion at the end of 2009.

In 2009, euro-denominated benchmark issues grew 
27%, to €119 billion. Issuances were launched by an 
increasing number of players as there were 18 inaugural 
issuers in the covered bond market last year, bringing 
the total number to 59.

From January to May, the market saw mostly bank debt 
issues backed by government guarantees, with volume 
reaching €345 billion, with the French SFEF accounting 
for €35 billion of this. These issues, which offer short  
maturities, pushed up spreads and discouraged  
other issuers from entering the market. From January to 
April, only €14.7 billion of euro-denominated benchmark  
covered bonds were issued, compared to €60.1 billion 
over the same period in 2008.

In the second part of the year, from May to Decem-
ber, the ECB’s covered bond purchase program, which  
began on May 7, gave the market a substantial boost. 
Under this program the euro system’s central banks will 
purchase €60 billion of covered bonds in the primary 
and secondary markets until June 30, 2010. At the end 
of 2009 these bond purchases reached €28.7 billion 
and on February 26, 2010 totaled €38.1 billion.

This program has opened primary markets in various 
jurisdictions and for all maturities. A highly favorable  
narrowing of spreads accompanied the rush of new  
issues, as reflected in the narrowing of Compagnie de  
Financement Foncier’s spread over French OAT (see 
chart on next page).

From May to September, €78.5 billion of covered  
bonds were issued. This period was followed by some 
consolidation and a return toward normalcy in the  
secondary market that was good for liquidity, which 
continues to be a key consideration for investors.
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The leader  
in the French 
obligations foncières 
market
Volatile market conditions and the arrival of new issuers  
in 2009 failed to perturb Compagnie de Financement  
Foncier, which was successful in implementing its  
selective issuance strategy, targeting pools of liquidity and 
confirming its position as a leading issuer of covered bonds 
and more specifically of obligations foncières. In addition 
to French and German investors, who historically account 
for 60% of the Compagnie de Financement Foncier's  
investor base, Japanese and Swiss investors were also 
very responsive to offerings throughout the year 2009,  
taking up almost 20% of issuance.

By the end of 2009, Compagnie de Financement Foncier 
had issued €15.8 billion of obligations foncières, which is 
31% more than its target of €12 billion. The Compagnie 
de Financement Foncier's long standing presence in the 
primary market enabled it to meet its cost of funding and 

duration targets and issue over 50% of French obligations 
foncières.

Public investors purchased 78% of Compagnie de  
Financement Foncier's issues (€12.3 bn), while private 
placements accounted for the remaining 22% (€3.5 bn).

The year saw two new euro benchmark issues, one for 
€1.25 billion and another for €1.5 billion, maturing in May 
2021 and February 2012 respectively. The Company also 
maintained competitive spreads as it supplemented its 
euro benchmark issues with additional issuance under 
existing programs and a 1.8 billion CHF issue that makes 
Compagnie de Financement Foncier the first issuer of  
obligations foncières in this currency.
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An issuance 
program tailored  
to investors' needs
The private placement segment was marked in 2009  
by a sharp narrowing of spreads, which fell by about 
80 bp since January, and by strong demand from German  
investors.
Compagnie de Financement Foncier's agility and flexibility 
in this environment enabled it to meet the needs of private 
investors, and especially in terms of restructuring opera-
tions.

Lastly, to diversify the offering, the Compagnie de  
Financement Foncier also continued to expand Registered 
Covered Bond issuance for the German market.

Not satisfied with just providing issuance programs that 
meet investor needs, the Compagnie de Financement 
Foncier pursued proactive marketing efforts, despite the 
financial crisis's disruption of the market. In addition to 
road shows, conferences and other standard promotional  
actions, it also contacted more investors directly.

Its sales offices in Japan, North America and Switzerland  
are strengthening brand recognition in international  
markets, and in some cases have enabled direct  
syndication.

Outlook for 2010
We expect covered bond issuance to grow substantially 
this year, as new issuers come into the market, spreads 
become more competitive and bonds maturing in 2010  
increase the need for refinancing.

Under these conditions investors will be increasingly  
selective and will tend to prefer issuers with the strongest 
credit standing, such as Compagnie de Financement  
Foncier.

To further diversify our investor base and enter new  
markets, we have developed new formats for foreign  
jurisdictions. One example of this is the 6c exemption  
we were granted by the SEC in the United States on  
August 12 of 2009 that will enable us to issue in the U.S. 
market under Rule 144A. In this market, where the po-
tential of covered bonds is just emerging, Compagnie  
de Financement Foncier 144A-compliant bonds will  
enable American investors to diversify their portfolios with  
high quality obligations foncières.
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Euro bond issues

0

1

2

3

4

5 bn

Prior to 2008 2008 2009

Breakdown of issuance in 2009

EUR
14.4bn
91.4%

CHF
1.2bn
7.5%

USD
0.2bn
1.1%

15.8bn

15.8bn15.8bn

< 5 years
5.0bn
31.6%

5-10 years
5.1bn
32.3%

� 10 years
5.7bn
36.1%

15.8bn15.8bn

Germany
5.7bn
36.1%

France
3.7bn
23.4%

Japan
1.5bn
9.5%

Switzerland
1.4bn
8.9%

UK
1.1bn
7.0%

Benelux
0.7bn
4.4%

Europe (others)
1.0bn
6.3%

Asia
0.5bn
3.1%

Others
0.2bn
1.3%

15.8bn15.8bn

Insurance Companies
4.8bn
30.4%

Asset managers
4.8bn
30.4%

Banks
3.1bn
19.6%

Central Banks
2.6bn
16.4%

Pension Funds
0.3bn
1.9%

Others
0.2bn
1.3%

by currency

by maturity

by nationality

by investor type
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