ASF

ASSOCIATION FRANGAISE
DES SOCIETES FINANCIERES

ASF response to the Consultation Paper on a Draft Regulatory Technical Standards on the
conditions that competent authorities shall take into account when determining higher risk-
weights, in particular the terme of “financial stability considerations” under Article 124(4)(b)
CRR and the conditions that competent authorities shall take into account when determining
higher minimum LGD values under Article 164(6) CRR.

As a unigue representative body of all the French specialised credit institutions and financial
institutions which represents 290 entities, ASF contributes to an appropriate recognition of the
specialised financial activities like equipment and real estate leasing, factoring, consumer
credit and auto loans and leases, mutual guarantee societies which — with an outstanding of
more than €215 billion in 2014 — accounts for about 20% of total amount of credits to the real
economy in France.

We would like to thank you for giving us the opportunity to respond to his Consultation Paper.
We would like to draw your attention to some facts and suggestions related to the
specificities of our specialised credit activities, as some ASF members are specialised in two
types of activities that are directly linked to consultation: immovable property loans and real
estate leasing. Real estate leasing represented in France 35 Bns € of outstandings, and the
new volumes of leases amounted to 4.5 Bns € in 2014, representing an increase by 6,4%
compared to 2013.

Question 1: Do you agree with the three main categories of conditions specified for the setting
of higher risk weights (paragraph 1) and the setting of higher minimum LGD values
(paragraph 2)?

We globally agree with the three main categories of conditions for the rise by NCAs of risk
weight and LGD minima, but wish to raise the following comments.

We would require the confirmation that NCAs mentioned in the RTS are national NCAs, even
for institutions supervised at ECB level. It seems implicit, since national specificities have to be
taken into account according to this draft RTS. But from this point of view it must be noticed
that institutions having activities in different European countries could end up having to
comply with different risk weight and LGD minima assessment processes, and with different
risk weight and LGD minima.

We consider the categories of conditions specified in the RTS offer a too wide framework for
NCAs risk weight and LGD minima assessment processes. The field of data to be potentially
analyzed is very large, and their characteristics not defined precisely enough (historical
series? Level of detail?). Then, considering the assessment processes could imply strong
administrative burden and cost of adapting available databases or building new databases
(including anticipation models), and that the impact it is expected to have at the end on the
capital allocation inside the institutions are of major importance, we would call for precise
governance frameworks for the processes, established between NCAs and the institutions of
their jurisdictions. These governance frameworks for the assessment processes would locally




determine precisely the data and ratios to be analyzed, and would define more precisely the
rules according which the NCA would decide or not to raise risk weight and LGD minima. It
would also determine in advance the conditions that would allow for a comeback to the
initial levels. A transparent publication of these processes frameworks would be required.

Finally, and most importantly, residential loans are mostly secured in France by guarantees
(“cautions”) and not by mortgages. This type of guarantee, that have proved to be at least
as solid as mortgage, and that is recognized in EU regulation, should be permanently named
and considered equivalent to mortgage in the European financial regulation in general, and
in this RTS on NCAs risk weight and LGD minimal values assessment processes in particular.

Question 2: Do you agree with the conditions for specification of the loss experience and the
loss expectations? Do you agree with the adjustments allowed to be made to the loss
experience on the basis of the forward-looking immovable property market developments?

The reports mentioned in article 2.1.a have been set up in January 2014. As they are
semestrial reports, there has been three collections at that stage. Since it could become of
major signification for NCAs to determine a possible rise in risk weights and LGD minimal
values, it would be important that the regulator gives a feedback on the quality and
significance of the data collected at that stage. What is the quality of the reports that have
been collected? Are collected data considered relevant by the regulator? Is the perimeter
of the data relevant or should it be modified? What historical series are available on the data
collected through these reports? Are they sufficient?

Article 1(a) refers to determining loss experience relating to one or more property segment
secured by immovable property. It seems that the segmentation between residential and
commercial immovable properties is efficient enough. We consider it would be too complex
and hardly efficient to look for loss experience data on too narrow segmentation (local
markets, types of businesses...).

It would become difficult to handle for institutions if too fine data were required.

Moreover, some concerned institutions are larger banks subsidiaries. They may use the
standardized approach whereas the mother bank uses the IRB approach. It seems important
that the segmentation used in the assessment processes for risk weight and minima LGD are
the same, or at least remain coherent.

Finally, it seems of major importance that the segmentation rules used in the assessment
processes are coherent with the current work undertaken by the Basel committee on the
revision of the standardized approach.

The data to be collected and analyzed for the assessment processes are widely defined in
the draft RTS. From a quantitative point of view, it seems not sufficient to list the categories of
data required for the determination of expected losses in the assessment process. It’s
important that institutions are aware of the types of data that will be required, their level of
detalil. If required data are too detailed, it will raise the question of the ability of the institutions
to deliver the data. It might oblige institutions to build models that at the end could be close
to IRB models.

These questions raise the issue of more precise and transparent governance frameworks for
the assessment processes, as exposed in Q1.

From a qualitative point of view, it seems that data used for the calculation of loss
expectation should not rely only on too macro —economic considerations and figures on the
one hand (article 2.1), and on single mathematical formulas on the other hand (article 2.3). It
seems data should be better linked with the immovable property financing market and the
life of institutions portfolios. For instance, account should be taken of historical and dynamic
data on Loan To Value (plus prices actualization) and Debt to Income ratios series, in a long
enough periods of time.




Finally, the choice of the data collected for the risk weight assessment process should also be
coherent with the risk factors that will finally be determined when the current work on the
revision of the Standardized (and IRB ?) approach is finalized.

The frequency of the risk weights assessment process is important to determine. CRR requires
that it is at least once a year. It would mean that once risk weights have been raised,
institutions would have to wait at least a year to see them de reduced back. On the
opposite, intra-annual frequencies could become difficult to handle by smaller institutions.
These considerations also call for the establishment and the transparent publication of
governance frameworks of the risk weight assessment processes between NCAs and
institutions, as exposed in Q1.

Question 3: Do you agree with the indicative benchmarks for the assessment of the
appropriateness of the risk weights and to guide the setting of higher risk weights across
immovable property markets in different member states as specified in Article 4(3) and 4(4)?
What levels of these indicative benchmarks would be most appropriate and why?

It seems that the second argument, derived from the 0,3% level of losses mentioned in
paragraph 3(a) in articles 125 and 126 CRR is not relevant since it has not been initially
designed to set the level of loss at which risk weights are appropriate. There is no immediate
rationale to assume that the 0,3% is a benchmark for increasing risk weight up to 100%.
Moreover, the demonstration underlying this second argument seems biased since the note
#5 in paragraph 1 page 24 mentions that 100% is the applicable risk weight for exposures fully
secured by immovable properties, whereas it seems that the right percentage is rather 80%.

Therefore, for the identification of the levels of losses to which the risk weights of 35% and 50%
for exposures secured by RRE and CRE are appropriate, we would consider the first argument
more accurate. It leads to consider risk weights of 35% and 50% as generally sufficient for an
average loss of 1,4% or 2%.

It would be important to confirm that these percentages have to be applied on the global
portfolio, and not on a loan to loan basis.

Question 4: Do you agree with the specification of the term of “financial stability
considerations”?

The specifications do not raise any particular comment.

Question 5: Do you agree with the other conditions for the setting of higher risk weights?
(Please provide your feedback related to the indicative benchmarks (in Article 3(3) and 3(4))
in your response to Question 3 above.)

We globally agree with the “other conditions” for setting of higher risk weights. The provision
by NCAs of explanations and assessment of procyclical effects seem essential. Yet, it implies
the ability for institutions to “backtest” the data analyses of the NCAs, and so, that the NCAs
processes are transparent and precise enough (property segments, detail level of indicators,
historical series...). As exposed in Q1, this point calls for precise governance frameworks of the
processes to be established between NCAs and the institutions of their jurisdictions.

Question 6: Do you agree with the conditions for specification of the exposure weighted
average LGD and the LGD expectation? Do you agree with the adjustments allowed to be
made to the average exposure weighted LGD on the basis of the forward-looking immovable




property market developments? Do you agree that it is not appropriate to set indicative
benchmarks for the setting of higher minimum LGD values because of the specificities of
national immovable property markets and because of the relationship of the LGD parameter
with the other internal model parameters?

We agree with the fact that it is not appropriate to set indicative benchmarks for the setting
of higher minimum LGD values.

Question 7: Do you agree with the other conditions for the setting of higher minimum LGD
values?

See answer Q5.

Question 8: Do you have any suggestions on the Impact Assessment?

See answer to Q3.
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