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The A2 insurance financial strength (IFS) rating of COFACE SA's (Coface, Baa1 stable) lead
insurance entity, Compagnie Francaise d'Assurance pour le Comm. (the Compagnie) reflects
(i) the group's strong position in the global credit insurance industry, (ii) good economic
capitalisation, underpinned by Coface's dynamic management of insured exposure and
effective underwriting risk monitoring tools, and (iii) good underwriting profitability throughthe-cycle, exemplified by the strong profitability reported in 2018 which continued in 2019.
These strengths are partially offset by (i) its limited diversification from credit insurance, a
cyclical and competitive industry, (ii) moderately higher investment risk relative to peers, and
(iii) a higher proportion of emerging markets exposure relative to peers.
Through consistent and disciplined execution, Coface has made significant progress in
improving its risk management and underwriting profitability since implementing its “Fit
to Win” strategic plan in 2016, which will be completed by the end of 2019. The group
has strengthened its capitalisation through de-risking actions, while returning a significant
portion of profits to shareholders. During the first half of 2019, Coface reported metrics
comfortably above its Fit-to-Win targets, with a combined ratio of 76% and return on
tangible equity of 9.6% while maintaining Solvency II coverage at 162%, slightly above the
Group's Solvency II target range.
Exhibit 1
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Credit Strengths
» Leading market position as the third largest global credit insurer with very broad geographic presence
» Dynamic management of exposure and effective underwriting risk monitoring tools
» Good economic capitalisation that is resilient in a range of stress scenarios
» Good profitability through-the-cycle

Credit Challenges
» Slightly elevated investment risk, relative to peers, resulting from higher exposure to lower quality fixed income assets
» Exposure to emerging markets, which have, in some cases, demonstrated higher than expected loss development
» Pursuing growth in revenues whilst maintaining a strong underwriting discipline in the challenging global macro environment
» Limited diversification beyond credit insurance exposes the company to deterioration in the economic environment

Rating Outlook
The outlook is stable, and reflects the group's strong position in the credit insurance market, along with good capitalisation and
conservative reserving practices.

Factors that Could Lead to an Upgrade
» Improvement in the group’s business diversification towards a higher proportion of fee-based services;
» Meaningful improvement in market share without deterioration in profitability and quality of exposure;
» Higher levels of actual and target capitalisation, together with a reduced level of investment risk.

Factors that Could Lead to a Downgrade
» Material deterioration in underwriting profitability, with a 5-year combined ratio consistently above 95% through-the–cycle;
» A significant deterioration in the economic capital with a Solvency II ratio consistently below 140% and/or considerable volatility in
stressed scenarios;
» Financial leverage consistently exceeding 30% or a significant increase in the company's operational debt;
» Significant erosion of the company’s market position and franchise;
» Material deterioration in asset quality, including meaningful increase in exposure to low investment grade and non-investment
grade fixed income securities.

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.

2

21 October 2019

Coface SA: Update to credit analysis

FINANCIAL INSTITUTIONS

MOODY'S INVESTORS SERVICE

Key Indicators
Exhibit 2

Compagnie Francaise d'Assurance pour le Comm. [1][2]

As Reported (Euro Millions)
Gross Premiums Written
Net Premiums Written
Net income (loss) attributable to common shareholders
Total Shareholders' Equity
Moody's Adjusted Ratios
High Risk Assets % Shareholders' Equity
Reinsurance Recoverable % Shareholders' Equity
Goodwill & Intangibles % Shareholders' Equity
Net Total Exposure % Shareholders' Equity
Net Underwriting Leverage (Credit Insurers)
Combined Ratio (1 yr.)
Sharpe Ratio of ROC (5 yr. avg)
Financial Leverage
Total Leverage
Earnings Coverage (1 yr.)

2018

2017

2016

2015

2014

1,157
830
122
1,806

1,121
805
83
1,803

1,110
860
42
1,761

1,188
920
126
1,767

1,144
884
125
1,725

38.3%
23.6%
14.6%
223.3x
111.0%
78.3%
257.4%
23.1%
23.1%
8.5x

43.4%
22.5%
14.5%
213.7x
108.6%
86.3%
235.4%
23.5%
23.5%
6.8x

37.6%
19.4%
14.9%
226.0x
116.6%
95.0%
261.4%
24.0%
24.0%
4.8x

44.6%
18.6%
15.2%
218.8x
111.7%
81.3%
459.3%
21.7%
21.7%
8.8x

43.0%
19.2%
16.0%
238.8x
109.4%
77.0%
396.7%
22.5%
22.5%
10.9x

[1]Information based on IFRS financial statements as of Fiscal YE 12/31/2008.
[2]Certain items may have been relabeled and/or reclassified for global consistency.
Source: Moody’s Investors Service

Profile
Compagnie Francaise d'Assurance pour le Comm (the Compagnie) is the main operating entity of the holding company COFACE
SA. Established in 1946, specialising in export credit insurance. Coface is a publicly listed company, 57.8% are traded in the Euronext
exchange in Paris since its IPO in 2014. The other 42.2% is owned by Natixis(A1 stable, baa3)1.
Coface offers credit insurance, factoring, surety bonds and other services such as credit information and receivables management to
clients in over 200 countries.

Detailed Credit Considerations
Moody's rates Coface A2 for insurance financial strength, which is in line with the adjusted score indicated by Moody's insurance
financial strength rating scorecard.
During September 2016, Coface announced its three-year strategic plan, entitled “Fit to Win” which is due to be completed in 2019.
The key targets set by the plan are Return on Average Tangible Equity of greater than 9% and a combined ratio of ~83%, both on
a through-the-cycle basis. In addition, the plan confirmed the 60% dividend payout policy, while maintaining its Solvency II ratio
(standard formula) at the upper end of its 140%-160% target range. These targets are being achieved through focus on three broad
strategic priorities, as well as capital optimisation which includes the use of additional reinsurance. The three strategic priorities include,
(i) strengthening risk management expertise and infrastructure – particularly in emerging markets, (ii) implementing an operational
efficiency program, and (iii) adopting differentiated growth strategies for various markets according to their unique characteristics.
Insurance Financial Strength Ratings
Market Position and Distribution: Strong franchise as top tier insurer in the global credit insurance market
As the third largest global trade credit insurer by premiums (18% of 2018 global credit insurance premiums according to data compiled
by the International Credit Insurance & Surety Association, “ICISA”), Coface has a strong position in the global credit insurance market,
with an extensive global footprint, albeit orientated towards Europe. In line with its differentiated growth strategy under the Fit-to-Win
plan, Coface strengthened its presence in the Adriatic region through its 2018 purchase of Slovenian credit insurer SID-PKZ. We expect
Coface to continue growing its market position, including in its factoring business, in a measured and focused manner.
Coface's distribution network is significantly reliant on brokers, in line with the commercial nature of the credit insurance industry,
which to an extent limits the company's ability to control pricing. Nevertheless, direct sales are somewhat above peers (representing
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around a third of premiums). In addition, Coface does manage to maintain strong and flexible market access, as evidenced by the
various partnerships concluded with smaller credit insurers in many parts of the globe, banks and multi-line insurers.
Notwithstanding Coface's strong position in the credit insurance market, we believe the group's overall franchise strength is somewhat
constrained by its limited diversification beyond credit insurance, an industry that we view as highly competitive and exposed to
economic cycles.
Product Risk and Diversification: Strong sector and country diversification together with a moderate amount of service and
fee income
Consistent with its peers, Coface is primarily focused on credit insurance, with approximately 89% of its 2018 revenue being sourced
from credit insurance premiums, and the remaining 11% from non-credit insurance lines, including credit checking, debt collection
and factoring services. While still heavily dependent on credit insurance, Coface’s level of non-credit insurance business compares well
against peers, even though this has deteriorated moderately following discontinuation of the French Government’s export guarantee
business, and the related fee income.
The group's exposure is generally granular and well diversified by country and by sector, although its predominant focus is on Europe.
At H1 2019, the group's largest country exposures continued to be Germany (14.0%), France (11.5%) and Italy (9.4%). Similarly, the
group's largest sector exposures were to Agriculture, meat, agri-food and wine (14.8%), Minerals, chemistry, oils, plastics, pharma and
glass (14.1%) and construction (11.3%), with the remaining 59.8% of its exposures being spread across a further 12 broad industry
sectors.
Coface has modestly higher exposure to emerging markets than some of its peers, with 21% of its exposure being to emerging market
debtors. That said, all emerging market countries are not equally risky, and since 2016 Coface has rebalanced this emerging markets
exposure towards lower risk EM countries, along with strengthening its underwriting capabilities and infrastructure in these countries.
The low average duration of Coface's policies as well as its dynamic management of exposure and good risk monitoring tools enable
the company to act quickly and to actively manage its exposure, protecting its profitability through the cycle. These exposure
management capabilities are evidenced by the sustained good underwriting profitability across the cycle (six-year average gross
combined ratio 83.7% between 2013 and 2018), and the sharp turnaround in profitability in the aftermath of the financial crisis in
2008 and its emerging market losses in 2015/16.
Looking ahead, we expect geopolitical developments, for example Brexit and rising trade tensions, along with increasing corporate
insolvencies to increase the level of risk in Coface and its peers' credit insurance portfolios. Underwriting and exposure management
capabilities will be tested in upcoming years, but we believe that the steps Coface has taken to strengthen its risk management
infrastructure position to navigate the expected challenges.
Asset quality: Generally high quality liquid investment portfolio but with above average level of lower quality fixed income
exposures
The group's investment portfolio is predominantly fixed income focused, with allocations to equity, real estate and other short-term
securities and cash/ equivalents. We consider Coface's investment portfolio to be slightly higher risk than its credit insurance peers,
primarily due to the higher allocations to real estate (HY19: 8%; YE18: 8%), below investment grade debt (HY19: 8%; YE18: 8.4%
of fixed income portfolio) and Baa-rated investment grade debt (HY19: 34%; YE18: 33.1% of fixed income portfolio). Cash and cash
equivalents comprise a significant portion of the portfolio (around 11% of total cash and invested assets at H1'19). The ratio of high
risk assets to shareholders' equity decreased to 38.3% at year-end 2018 from 43.4% a year earlier due to lower exposure to noninvestment grade securities and a decrease in investments in associates due to the sale of the group's minority stake in Cofacredit
during June 2018.
Because of the cyclical nature of trade credit insurance exposures, we believe there is higher correlation between insurance exposures
and invested assets, than is typical for other insurers. In addition, there is the risk of assuming exposure to the same names on both the
asset and liability sides of the balance sheet, although Coface has controls in place to manage correlation between its asset and liability
exposures.
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That said, a number of factors serve to reduce the actual investment risk, relative to what is suggested by the group's slightly
higher exposure to lower-rated debt. The group's lower rated fixed income exposures tend to be of lower duration, which to some
extent moderates the credit risk associated with these positions. The below investment grade holdings also reflects, in some cases,
government debt required to be held in local subsidiaries in some emerging markets. Approximately half of the group's equity exposure
represents investments in subsidiaries, with the remainder being well diversified listed shares, broadly in line with the Eurostoxx index.
Coface does not hold concentrated equity positions any particular names. The company has hedged a significant portion of its equity
exposure using put options, which limits the impact of price volatility, and risk to capital. Real estate exposures are primarily to welldiversified open-end funds, focused on high-quality properties.
Credit exposure to reinsurers is relatively modest due to the still high retention levels and the high quality of the reinsurance panel.
Coface has increased its reinsurance cessions modestly as part of its evolving capital management strategy. However, given the group's
currently low reliance on reinsurance, and the expected high quality of its reinsurance partners, we do not expect moderately lower
retention to meaningfully impact the group's asset quality.
Capital adequacy: Good capitalisation supported by dynamic exposure management
We consider the group’s capitalisation to be good, with its economic/regulatory capital levels supported by the company's dynamic
management of the exposure and good underwriting risk monitoring tools, which can mitigate the volatility of the liability profile in an
economic downturn. Coface currently manages its capital according to the Solvency II standard formula, for which it targets a range of
140% to 160% coverage of its capital requirement.
Coface reported a Solvency II ratio of 162% at H1 2019 (YE2018: 169%). This capital level, which includes the effect of dividends and
returns of capital to shareholders (100% of 2018 earnings) as well as a higher capital requirement related to growth in its insured
exposures, is above the upper-end of its target range. Based on the group's published sensitivity analysis, the Solvency II ratio is resilient
to a range of financial market stresses, and also remains safely above the 100% SCR coverage level in a 2008 financial crisis scenario.
Total net exposure to Shareholders' Equity (Moody's calculations) deteriorated to 226x in 2018 from 214x in 2017, mainly driven by a
slight increase in net insured exposures. Net Underwriting Leverage remains low at 112% (2017: 109%). We believe that credit insurers'
ability to unilaterally reduce exposure limits on insurance policies during the policy term provides significant protection to the insurers'
capital and is a key reason that Coface and its peers can maintain high levels of operating leverage.
Coface is in the process of developing a partial internal model (PIM). In July 2019, the company submitted its application to use the
PIM to the French regulator and it is pending approval, with the objective of achieving approval and implementation during 2020. The
PIM is intended to provide a more economic assessment of the group's capitalisation than the Solvency II standard formula, which is
not tailored to the credit insurance business. Should the group's PIM not be approved for use in 2020, Coface's regulatory capital levels
are likely to drop as a result of proposed changes to the standard formula that are expected to be especially punitive for credit insurers,
while not necessarily being economic (for credit insurers).
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Exhibit 3

Net Total Exposure % Shareholders' Equity
Credit insurers - net total exposure
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Profitability: Good profitability across the cycle with strong recovery across all regions
We consider Coface’s profitability to be good on a through-the-cycle basis, with the group currently benefiting from a favourable
claims environment and underwriting actions it had taken on its portfolio. In addition, a high retention rate (93% for H1'19) supports
growth in volume and profitability, offsetting the effect of declining prices. While pricing remains under pressure due to strong
competition and a benign claims environment, the rate of price decline has slowed, with pricing gains being experienced in some
countries.
For 2018, net income improved to €122.3 million from €83.2 million a year earlier, and the reported net combined ratio continued to
improve in 2018, to 79.6% from 86.6% in 2017, primarily due to cost discipline and lower losses. The net loss ratio fell to 45.1% in 2018
from 51.4% in 2017.
During H1 2019, Coface delivered a record first semester with net income at €78.5 million, up 25% from a year earlier. Combined ratio
was healthy at 76%, which represented a 1% improvement from the year before. The net loss ratio was 44%, up 0.8 points from a year
earlier due to high reinsurance rates.
The group’s dynamic exposure management and loss mitigation capabilities have been effective in the past, enabling it to recover from
a spike in loss ratios during the 2008/09 financial crisis relatively quickly. While Coface did not fully anticipated the performance of its
Asian and Latin American exposures in the face of the economic slowdown, its history of successful portfolio steering and the actions
taken recently to revise its risk management approach to these markets, has driven a reduction in loss ratios in 2017 that has continued
in 2019.
Reserve Adequacy: Short-tailed risk profile limits reserve risk
We consider Coface's reserve risk to be low, mainly because of the short-tailed nature of its insurance risks and its ability to manage
insured exposures dynamically. During 2016, the group strengthened reserves on certain emerging markets business that exhibited
higher than expected loss patterns, although aggregate reserve development remained favourable. Coface has reported favourable
aggregate reserve run-off since 2009 when negative reserve development was reported due to the exceptionally high claims frequency
experienced at the end of 2008 and the subsequent challenging assessment of IBNR. Nonetheless, Coface has significantly increased its
prudence in reserving after 2009, with reserve releases consistently exceeding 20% of premiums.
Financial Flexibility: Good financial leverage but substantial operational debt as part of the factoring business
Coface's financial flexibility remains good and the group's financial leverage has remained stable in recent years. The group's financial
leverage is moderate, at 23.1% at YE2018, down from 23.5% at YE2017 (financial leverage excludes debt supporting the factoring
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business, which we consider to be operating debt). Coface's financial debt comprises €380 million of Tier 2, subordinated guaranteed
notes issued in March 2014. Earnings coverage has improved to 8.5x for 2018, from 6.8x in 2017, reflecting growth in the group's
profitability.
Coface carries a significant amount of debt and payables to support its factoring business, that Moody's currently classifies as operating
debt (YE2018: €2.2 billion).
Effective June 2019, Coface SA was included in the SBF120 index, which tracks the top 120 companies on the Paris stock exchange, in
terms of market capitalization and liquidity. Inclusion in this index will lead to improved perception amongst investors and enhance its
financial flexibility.

Environmental, Social and Governance (ESG)
Governance

Like all other corporate credits, the credit quality of Coface is influenced by a wide range of governance-related issues, relating to
financial, managerial, ownership or other factors, all of which can be exacerbated by regulatory oversight and intervention.
While Coface is exposed to a wide range of complex risks, the group has good risk management processes and internal controls that
mitigate various governance risks. Under the oversight of its Board of Directors, the group’s management team has a strong track
record and experience. Coface operates within a strong regulatory environment, being overseen by French regulator, Autorité de
contrôle prudentiel et de résolution (ACPR), and various national regulators in other jurisdictions.

Other Considerations
Coface operates a meaningful factoring business, focused on the German and Polish markets. At YE2018, net factoring receivables
amounted to approximately EUR 2.5 billion, while revenue from factoring amounted to EUR 66.7 million for 2018. The factoring
business exposes Coface to liquidity risk not faced in its traditional credit insurance business, and the management of funding sources
and maturity matching is a key consideration. Coface manages funding and liquidity risk in its factoring business through a diverse set
of funding mechanisms. The group's main sources of funding for its factoring business include the following facilities: (i) a receivables
securitisation programme in the amount of €1.195 billion, (ii) commercial paper programme (with backup facility in place) in the
amount €650 million, and (iii) bilateral credit lines with a panel of banks, in the amount of €972 million.
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Methodology and Scorecard Factors
Exhibit 4

Compagnie Francaise d'Assurance pour le Comm.
Financial Strength Rating Scorecard [1][2]

Business Profile
Market Position and Brand (10%)
- Relative Market Share Ratio
- Distribution and Access to New Markets
Product Focus and Diversification (20%)
- Business Diversification
- Flexibility of Underwriting
- Risk Diversification
Financial Profile
Asset Quality (15%)
- High Risk Assets % Shareholders' Equity
- Reinsurance Recoverable % Shareholders' Equity
- Goodwill & Intangibles % Shareholders' Equity
Capital Adequacy (20%)
- Net Total Exposure % Shareholders' Equity
- Net Underwriting Leverage (Credit Insurers)
Profitability (20%)
- Combined Ratio (5 yr. avg)
- Sharpe Ratio of ROC (5 yr. avg)
Reserve Adequacy (5%)
- Worst Reserve Development for the Last 10 Years % Beg. Reserves
Financial Flexibility (10%)
- Financial Leverage
- Earnings Coverage (5 yr. avg)
Operating Environment
Aggregate Profile

Aaa

Aa

A

Baa

Ba

B

Caa

ScoreAdj Score

A
A

A
A

A

A

A
Aa

A
A

Aa

A

A

A

Caa

Aa

A

A

X
X
X
X
X
38.3%
23.6%
14.6%
X
1.1x
83.6%
257.4%
20.9%
23.1%
8.0x
Aaa - A Aaa - A
A1
A2

[1]Information based on IFRS financial statements as of Fiscal YE 12/31/2008. [2]The Scorecard rating is an important component of the company's published rating, reflecting the standalone financial strength before other considerations (discussed above) are incorporated into the analysis.
Source: Moody’s Investors Service
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Support and Structural Considerations
The Baa1(hyb) rating assigned to the subordinated notes is two-notches below Coface’s IFS rating, and reflects Moody’s standard
notching for subordinated debt that lacks a mandatory trigger that we consider meaningful, and is issued or guaranteed by an
insurance operating company. The subordinated notes benefit from an unconditional and irrevocable guarantee provided by Coface.
The subordinated notes qualify as Tier 2 Capital under Solvency II and do not contain “variation or substitution” provisions that may
lead to mandatory interest deferral or principal write-down which are materially less favourable to an investor.
Coface SA's Baa1 long-term issuer rating is two notches below the A2 IFS rating of the Compagnie, Coface's lead operating insurance
entity. Coface SA benefits from narrower notching between the ratings of the holding company and the operating entities due to the
holding company being within the ambit of enhanced regulatory supervision under a Solvency II regime.
The P-2 Commercial Paper (CP) rating is supported by the holding company's strong liquidity sources, including committed multi-bank
credit facilities, an intercompany liquidity account, which facilitates loans between holding and affiliates, as well as cash and short-term
investments at the holding company. The CP programme (EUR 600 million capacity) is used to refinance the factoring receivables (EUR
2.5 billion), as part of a diverse receivables funding structure.
Coface's ratings do not incorporate any potential support from Natixis (A1 stable, baa3) its largest shareholder at 41% ownership,
primarily due to the fact that Coface is run as a fully autonomous entity, and is not considered strategic to Natixis.

Ratings
Exhibit 5

Category
COFACE SA

Rating Outlook
Commercial Paper
LT Issuer Rating

Moody's Rating

STA
P-2
Baa1

COMPAGNIE FRANCAISE D'ASSURANCE POUR LE
COMM.

Rating Outlook
Insurance Financial Strength
ST Insurance Financial Strength

STA
A2
P-1

Source: Moody's Investors Service
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Endnotes
1 the ratings shown are the Long-term deposit rating, outlook and Baseline Credit Assessment
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