
FITCH AFFIRMS CAFFIL'S OF AT 'AA'; OUTLOOK STABLE

  
 Fitch Ratings-Paris/London-26 January 2017: Fitch Ratings has affirmed Caisse Francaise de
 Financement Local's (CAFFIL) EUR51.6bn Obligations Foncieres (OF, French legislative covered
 bonds) at 'AA'. The Outlook is Stable. 
  
 KEY RATING DRIVERS 
 The OF rating is based on the Long-Term Issuer Default Rating (IDR) of CAFFIL's parent, SFIL
 (AA-/Stable), which acts as reference IDR for the programme, and the unchanged one-notch
 IDR uplift assigned to CAFFIL's OF. These result in a rating floor for the OF on a probability
 of default (PD) basis of 'AA', which is achievable irrespective of the actual overcollateralisation
 (OC) protection available. The breakeven OC for the 'AA' OF-rating is therefore set at the legal
 minimum for a Societe de Credit Foncier (SCF), of 5%. 
  
 CAFFIL's OF are eligible for an IDR uplift given their exemption from bail-in in a resolution
 scenario, Fitch's assessment that a resolution of the issuer would not result in the direct
 enforcement of recourse against the cover pool and the low risk of undercollateralisation at the
 point of resolution. The one-notch IDR uplift reflects the support-driven nature of SFIL's IDR,
 CAFFIL's OF reference IDR. 
  
 Fitch assigns an unchanged three-notch payment continuity uplift (PCU) to CAFFIL's OF, based
 on the liquidity protection considered. This is in the form of both the available liquid assets in the
 public sector cover pool and the additional mechanisms available to the SCF, notably its ability
 to repo the eligible assets it holds on its balance sheet with the central bank to raise short-term
 liquidity. Together these mechanisms are deemed to provide at least three months of interest and
 principal protection for the OF. The PCU does not currently drive the OF rating. 
  
 The cover pool has significant exposure to French public sector assets (approximately 84% of
 the cover pool), notably in the form of direct or guaranteed public sector loans and bonds. In a
 stress scenario above the French sovereign rating (AA/Stable), Fitch would model a default of the
 sovereign and apply an 80% probability of default with minimal recoveries given default to all
 French public-sector exposures. Given the significant exposure of the cover pool to French public
 sector assets, Fitch did not run an asset analysis for the programme, as the breakeven OC needed
 to achieve an OF rating above the French sovereign rating is not deemed to be economically viable
 for the issuer. 
  
 Given that the public sector cover pool is mainly exposed to one country - France- and that the
 current 'AA' floor rating for the OF is at the French sovereign rating level, Fitch has assigned
 CAFFIL's OF a zero-notch recovery uplift. 
  
 The Stable Outlook on the OF reflects the Stable Outlook on both SFIL and the French sovereign's
 ratings. 
  
 RATING SENSITIVITIES 
 The 'AA' rating of CAFFIL's Obligations Foncieres (OF) is vulnerable to a downgrade if any of
 the following occurs: (i) the reference Long-Term Issuer Default Rating (IDR) is downgraded by
 five notches to 'BBB' or below; (ii) the breakeven OC for the OF rating increases above the 5%
 minimum legislative OC level which Fitch relies upon; (iii) France is downgraded below 'AA'.
 CAFFIL's OF could be upgraded if France is upgraded above 'AA'.  
  



 Fitch's breakeven OC for a given OF rating will be affected by, among other factors, the profile
 of the cover assets relative to outstanding covered bonds, which can change over time even in the
 absence of new issuance. Therefore, breakeven OC for the covered bond ratings cannot be assumed
 to remain stable over time.  
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 Applicable Criteria  
 Counterparty Criteria for Structured Finance and Covered Bonds  (pub. 01 Sep 2016) 
 https://www.fitchratings.com/site/re/886006 
 Counterparty Criteria for Structured Finance and Covered Bonds: Derivative Addendum  (pub. 18
 Jul 2016) 
 https://www.fitchratings.com/site/re/884964 
 Covered Bonds Rating Criteria (pub. 26 Oct 2016) 
 https://www.fitchratings.com/site/re/888874 
 Rating of Public-Sector Entities – Outside the United States (pub. 22 Feb 2016) 
 https://www.fitchratings.com/site/re/877128 
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