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Summary
The group Credit Immobilier de France (CIF, unrated) a medium-sized French mortgage
lender in wind-down and of which Caisse Centrale du Credit Immobilier de France (3CIF,
Baa2 stable, ba2) is the issuing vehicle1, reported a much larger than expected net loss
for 2015 due to soaring loan-loss provisions prompted by the implementation of new
provisioning policies. We nevertheless believe the group remains on track to complete its
wind-down without additional external support.
CIF has been in run-off since 2012 when the French government provided state guarantees
on its debt to stave off a default due to a liquidity squeeze. The European Commission
approved an orderly resolution plan in November 2013, and the group has been
implementing it since then.
Loan-loss provisions rose to EUR406 million for 2015 (of which EUR280 million are due to
the implementation of the new provisioning policy), up from EUR142 million the previous
year and well above the level of losses budgeted in the group's resolution plan (EUR121
million).
The increase in provisions does not affect our assessment of CIF’s creditworthiness because
the group managed to preserve a satisfactory total capital ratio of 13% at year-end
2015. Moreover, the higher provisioning needs were primarily driven by a change in CIF’s
provisioning policy and do not reflect a deterioration in loan performance. Under the new
policy, CIF sets aside provisions for expected losses on problem loans up-front, instead of
spreading the charge over the life of the loan as it did previously.
We believe that the run-off of CIF will unfold without any significant deviation from the
orderly resolution plan. This assumption underpins our Baseline Credit Assessment of ba2 for
3CIF. The BCA is our view of the entity's standalone financial strength.

THIS REPORT WAS REPUBLISHED ON 2 JUNE 2016 WITH A CORRECTED AMOUNT OF LOAN LOSS PROVISIONS
ATTRIBUTABLE TO THE NEW PROVISIONNING POLICY
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A deviation from the wind-down plan could occur in the case of a higher-than-expected increase in loan losses, or if the group were
unable to sufficiently reduce operating costs as operating revenues shrink. We nevertheless expect the magnitude of such a deviation,
if any, would remain within limits that could be absorbed by the group's capital buffers and by the facility (provided under the terms of
the resolution plan) to defer the fees it pays for its state guarantee in times of stress. The risk that any further capital injection will be
required is therefore small.

High loan loss provisions in 2015 were driven by a change of provisioning policy
CIF reported loan impairment charges of EUR406 million in 2015, resulting in a consolidated net loss of EUR390 million. This is a
considerable increase in provisions compared to the amount initially budgeted by the bank for the year (EUR121 million) and those
reported in 2014 (EUR 142 million). It is primarily driven by a change in CIF’s provisioning policy rather than by a deterioration in the
bank’s loan quality.
Until the end of 2014, CIF progressively built up provisions as loans deteriorated, a common practice at institutions that report under
French Generally Accepted Accounting Principles (GAAP), such as CIF. Typically, the group set aside lower provisions for new nonperforming loans than for more long standing problem loans on the ground that recovery of the latter was deemed less likely. The
full provisioning of a problem loan was therefore spread over several years. CIF’s new policy is closer to rules under the International
Financial Reporting Standards (IFRS) (although it continues to report under French GAAP) and consists in provisioning 100% of the
expected loss to be incurred on a doubtful loan from day one. The adoption of this new policy, which is more in keeping with the
practices at large European banks, has been decided by CIF's new management appointed in the middle of 2015, in close coordination
with the French regulator Autorité de Contrôle Prudentiel et de Résolution (ACPR) and its own financial auditors. This change is one of
the measures taken by CIF to strengthen its risk management function.
In 2015, CIF also made for the first time an allocation to general provisions, covering expected losses on loans that are currently
performing but have a higher-than-average probability of encountering payment difficulties. These include loans that have been
restructured in the past, as well as those with identified vulnerabilities.2
These two policy changes accelerated the recognition of expected losses on CIF's outstanding loan portfolio, causing loan-loss
provisions to soar. Nevertheless the gross amount of problem loans has slightly reduced, reaching EUR1,905 million (or 8.3% of gross
loans) at year-end 2015 from EUR1,945 million at year-end 2014 (or 7.1% of gross loans). This suggests that only a relatively small
number of performing loans have become doubtful over the year and that there is no material deterioration in loan quality. Should
the performance of the portfolio remain stable, which is our central scenario, we expect that the continued front-loading of expected
losses should result in a lower level of provisions in future years.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Exhibit 1

The gross amount of problem loans has slightly reduced in 2015

Source: Company data, Moody's Investors Service

The hike in provisions and large net loss does not affect CIF’s creditworthiness
CIF preserved a common equity tier-one (CET1) ratio of 12.3% and a total capital ratio of 13% at year-end 2015 versus 12.8% for both
ratios at year-end 2014, despite its material annual loss. We consider this level as adequate given the conservative risk weight (between
40% and 45%) applied to its mortgage portfolio.3 Importantly, this level of solvency was achieved without the firm needing to defer
the fees it pays for its state guarantee. Under the terms of the state guarantee agreement, CIF can defer most of the guarantee fees due
to the government during the entire resolution process, if the payment of such fees would otherwise lead to a breach of a 12% CET1
ratio.4
On the other hand, CIF benefited from higher-than-expected loan prepayments in 2015. This was due to the low interest-rate
environment, and contributed to a fall in risk-weighted assets (RWAs). CIF’s RWAs declined to EUR10,740 million at year-end 2015
from EUR13,178 million at year-end 2014. Based on an assumption of lower loan-loss provisions and a decrease in prepayments in
2016 (among other factors), CIF anticipates an increase in its capital ratio in 2016 and 2017.
The group expects cumulative credit costs at termination to be approximately EUR120 million higher than the initial estimates, based
on the latest revaluation of its total expected losses. The total amount is higher than the estimated costs under the base-case scenario
of the initial resolution plan, but still lower than losses under the stressed scenario.5 In light of CIF’s current total regulatory capital
amount and ratio (EUR1.4 billion and 13% respectively at year-end 2015) and the progressive decrease in capital requirements over the
coming years through the amortization of the portfolio, we believe this EUR120 million cumulative impact will not materially affect the
group’s solvency, all the more so as the bulk of it has already been provisioned for upfront.

We believe the risk of a significant deviation from the resolution plan is limited
3CIF’s Baseline Credit Assessment (BCA), our view of its standalone financial strength, is currently set at ba2 and is underpinned by
our expectation that the group will wind down without a deviation from the agreed resolution plan that would be severe enough to
require a capital injection. We also assume that the group's state-guaranteed debt programme will enable it to fulfill its repayment
obligations vis-à-vis third-parties and other entities within the group at all times, while preserving sufficient capital, until its wind-down
is complete.
In a worst-case scenario, the group could incur much higher losses and so be in need of additional external support. This could happen
if CIF (1) faced a strong deterioration in asset quality that would necessitate further large adjustments in provisions, and/or (2) were
unable to reduce its operating costs while revenues fall with the run-off of the portfolio.
We believe that, absent any material deterioration in the French economy and housing market, the risk of this scenario is remote. The
below-average quality of the group’s home loans, as reflected in a problem loan ratio of 8.3% at year-end 2015 (versus an average
ratio of 1.7% for all home loans nationwide6 at year-end 2014), is largely due to CIF’s business model which was focused on low-
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income borrowers. The portfolio’s quality deteriorated in the late 2000s when the bank expanded its portfolio via third-party business
providers that applied weaker underwriting standards.
We believe that the largest part of the risk pertaining to these poorly originated loans is now identified and adequately provisioned
for. We positively note that CIF’s portfolio shows early signs of stabilisation as shown by the relatively limited increase in the amount
of outstanding problem loans between 2014 and 2015. The group has discontinued its lending activities since 2013, and given that
defaults on residential loans tend to peak in the first two to three years from origination and drop as the vintages mature, we expect
that the volume of new problem loan formation will subside.
Following the accelerated provisioning in 2015, the coverage of problem home loans by provisions has increased to 41% at yearend 2015 from 28% at year-end 2014, versus a domestic average of 27.3% at year-end 20147. We view this coverage as more
commensurate with CIF’s portfolio’s quality.
Costs have not fallen so far as rapidly as foreseen in the resolution plan due to delays in staff reduction but also because the initial
plan had a very ambitious timeline for cost reduction. While the higher-than-planned cost base may reduce the amount available for
distribution to shareholders from 20188, we believe that CIF’s scheduled revenues and the state-guarantee fee deferral mechanism will
provide sufficient buffers to preserve its solvency.
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Endnotes
1 As the issuer of senior unsecured debt on behalf of the group, 3CIF is the sole entity of the group to which we assign a BCA, as well as long- and shortterm ratings. 3CIF’s loan portfolio only includes loans granted to CIF operating entities and to social housing associations. However, as the firm’s
financial strength mainly lies on with the group’s activities, we consider the financial strength of the consolidated group, Credit Immobilier de France
Developpement (CIFD), when conducting our standalone credit analysis and map 3CIF’s scores on those of the consolidated group.
2 For example, these include adjustable rate loans granted to borrowers deemed vulnerable to a potential hike in the rate.
3 CIF calculated risk-weighted assets under the standardized approach.
4 CIF paid EUR212 million fees on the state guarantee in 2015. Please refer to our latest credit opinion on Caisse Centrale du Credit Immobilier (3CIF) de
France for more details.
5 Under the stressed scenario, the bank’s capital would remain above 11% at all times.
6 Source : Autorité de Contrôle Prudentiel et de Resolution (ACPR). We acknowledge that CIF's problem loan ratio cannot be directly compared with the
average of the market to the extent the portfolios of the other French banks include a large portion of guaranteed loans.
7 Source: ACPR
8 CIF can distribute dividends to its shareholders from 2018 onwards, subject to the prior payment to the state of all deferred guarantee fees and CIF
meeting 12% minimum capital ratio. Additionally, the total amount that can be recovered by the shareholders from CIF’s distributable amounts cannot
exceed EUR650 million when discounted at 8% as at year-end 2013.
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