Regulations and guidelines 3/2015
Calculation of maximum loan-to-value ratio

J. No.
FIVA 3/01.00/2015
Issued
25.11.2015
Valid from
1.7.2016

FINANCIAL SUPERVISORY AUTHORITY
tel. 010 831 51
fax 010 831 5328
firstname.surname@finanssivalvonta.fi
www.fin-fsa.fi

Further information from
Prudential Supervision/Credit Risks

Issued
Valid from

25.11.2015
1.7.2016 until further notice

3/2015 Calculation of maximum loan-to-value ratio
2 (11)

Legal nature of regulations and guidelines

Regulations
Financial Supervisory Authority (FIN-FSA) regulations are presented under the heading
‘Regulation’ in FIN-FSA's regulations and guidelines. FIN-FSA regulations are binding
legal requirements that must be complied with.
FIN-FSA issues regulations only by virtue of and within the limits of legal provisions that
entitle it to do so.

Guidelines
FIN-FSA interpretations of the contents of laws and other binding provisions are presented
under the heading ‘Guideline’ in FIN-FSA's regulations and guidelines.
Also recommendations and other operating guidelines that are not binding are presented
under this heading, as are FIN-FSA’s recommendations on compliance with international
guidelines and recommendations.
The formulation of the guideline shows when it constitutes an interpretation and when it
constitutes a recommendation or other operating guideline. A more detailed description of
the formulation of guidelines and the legal nature of regulations and guidelines is provided
on the FIN-FSA website.
Fin-fsa.fi > Regulation > FIN-FSA regulations > Structure of FIN-FSA regulations and
guidelines
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Scope of application and definitions

Scope of application
These regulations and guidelines are applicable to the following supervised entities and
foreign supervised entities as referred to in the Act on the Financial Supervisory Authority
•

credit institutions

•

Finnish branches of foreign credit institutions authorised in the EEA

•

branches of foreign credit institutions authorised in non-EEA countries (branch
offices of a third-country credit institution).

•

foreign credit institutions authorised in the EEA providing services in Finland
without establishment of a branch.

1.2

Definitions

(1)

Supervised entity refers to all supervised entities and foreign branches that fall within the
scope of section 1.1 of these regulations and guidelines and that are referred to in the Act
on the Financial Supervisory Authority.

(2)

Loan-to-value ratio (also LTV ratio) refers to, pursuant to chapter 15, section 11 of the
Credit Institutions Act, the loan amount granted in relation to the current value of the
collateral security lodged as security for the loan at the time of granting of the loan.

(3)

Housing loan (hereinafter loan) refers to a loan under chapter 7, section 7, subsection 4 of
the Consumer Protection Act, granted for the purchase of an apartment, shares in a
corporation carrying entitlement to control an apartment or residential building located in a
plot subject to the right to use such property or renovate a residential apartment, property
or building, and which is collateralised by shares in a housing corporation, residential
property or right-to-use property.

(4)

Primary housing pledge refers, for example, to an apartment or detached house under
construction. Third-party pledge refers to collateral owned by another person.

(5)

Institutional as-for-own-debt guarantee is an as-for-own-debt guarantee or credit insurance
granted by a sovereign state, insurance company or another credit institution, the use of
which does not necessitate liquidation of collateral.
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(6)

Deficiency guarantee refers to a guarantee or credit insurance granted by a sovereign
state, insurance company or another credit institution, under which the guarantor is liable
for the primary debt only to the extent that payment cannot be extracted from the property
pledged as collateral for the primary debt.

(7)

Housing corporation refers to a limited liability housing company as referred to in chapter
1, section 2 of the Limited Liability Housing Companies Act (1599/2009).

(8)

Current value is the likely sale price of an asset. A corresponding term is market value.
The current value typically applied by a credit institution for an apartment is its actual
transaction price. Current value does not mean collateral value, which is the valuation
calculated by a credit institution for its own internal use and is generally lower than the
current value of the asset; with respect to housing loans, collateral value is generally 70–
80% of current value. In the context of the calculation of loan-to-value ratio, current value
does not mean the debt-free price (which is the transaction price plus the proportion of the
debt of the housing corporation allocated to the purchased shares), because the LTV
calculation formula contains a variable separately for the debt of the housing corporation
allocated to a share.
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Legislative background and
international recommendations

2.1

Legislation

(1)

The following legal provisions relate to the matters addressed in these regulations and
guidelines:
• Act on Credit Institutions (610/2014)
• Consumer Protection Act (38/1978).

2.2

FIN-FSA’s authority to issue regulations

(1)

FIN-FSA’s authority to issue binding regulations on the matters covered by these
regulations and guidelines is based on chapter 15, section 11, subsection 7 of the Act on
Credit Institutions.
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Objectives

(1)

The LTV ratio is a macroprudential tool, which can be used to contain excessive
household indebtedness and prevent a spiral of credit expansion and inflation of market
prices of assets used as collateral. This macroprudential tool is particularly appropriate for
containing any overheating of the housing markets.

(2)

Other objectives of the regulation are:
• to promote advance saving for a home
• to prevent situations where the debt of a housing loan customer exceeds
the value of the collateral in the event of a potential decrease of house
prices (negative equity).

(3)

The objective of these regulations and guidelines is to describe the calculation of the loanto-value ratio as referred to in chapter 15, section 11 of the Act on Credit Institutions in
Finland, and thereby harmonise the concept of LTV in the market of housing loans for
personal customers.

(4)

When a supervised entity makes a decision on housing finance, key risk management
tasks comprise the assessment of the creditworthiness of the borrower and the collateral
position. Calculation of the loan-to-value ratio is part of collateral management.

(5)

These regulations and guidelines are applicable to a loan taken by a natural person with
the intent of purchasing shares in a housing corporation or residential property. These
regulations and guidelines apply regardless of whether the apartment is intended for the
credit applicant's own use.

(6)

These regulations and guidelines apply to housing loans regardless of the intended use. It
makes no difference whether the real property or apartment is being purchased for regular
use or as a leisure-time residence.

(7)

These regulations and guidelines apply to situations where houses are exchanged so that
the new apartment is being purchased partly or entirely on short-term bridge finance.
However, the maximum LTV ratio for short-term financing may deviate from the limits in
accordance to the provisions of chapter 4.3.

(8)

These regulations and guidelines also apply to loans taken for the construction or
renovation of a residence. However, the maximum LTV ratio for short-term financing may
deviate from the limits prescribed in chapter 4.3.
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Calculation of loan-to-value ratio

(9)

In accordance with chapter 15, section 11, subsection 7 of the Act on Credit Institutions,
the Financial Supervisory Authority may issue provisions on a more specific definition of
the collateral securities as referred to in the said section and their current value as well as
on special situations in which a credit institution can derogate from the restrictions
pursuant to subsections 3 and 4.

4.2

Definition of collateral and calculation of loan-to-value ratio
Regulation (paragraphs 7-11)

(7)

The collateral types to be accounted for in the calculation are the following:
•

primary housing pledge (shares in a housing corporation, mortgage deed of real
estate, capital value of a right of occupancy agreement, capital value of a partial
ownership agreement)

•

other housing pledges, including leisure time residences

•
•
•
•

deposit collateral
other real collateral (eg equity shares, investment fund units)
third-party pledges
guarantees or corresponding credit insurance granted by a sovereign state,
insurance company or another credit institution.

(8)

The impact of deficiency guarantees granted by a sovereign state, insurance company or
another credit institution in the calculation of loan-to-value ratio is determined on the basis
of their ratio to the value of primary pledges placed as collateral: the value of a deficiency
pledge in LTV calculation equals the amount that the deficiency pledge will cover after
liquidation of the primary collateral, provided that the liquidation price of the primary
collateral corresponds to the current value as at the time of calculation of the loan-to-value
ratio. However, the maximum LTV ratio for a state-subsidised "ASP" loan guaranteed by
the state may deviate from the limits in accordance to the provisions of chapter 4.3.

(9)

A secondary pledge on a primary housing pledge with junior ranking to the loan being
assessed does not reduce the collateral value and therefore it shall not be taken into
account in the calculation.

(10)

If the supervised entity has approved general pledges or other collateral behaving similarly
to loan collateral, the supervised entity must, in the case of several loans, either
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a) separate the general pledges into imputed special pledges corresponding to the credit
amounts; or
b) treat the loans as a single loan, if the collateral and repayment schedules are
completely uniform. This applies particularly to situations where a customer buying a
residence takes several individual loans linked to different reference rates but
otherwise featuring similar loan terms.
(11)

In a construction project, the loan amount is the entire loan amount granted. The collateral
value to be used is the market value of the completed property as assessed by the credit
institution.
Guideline (paragraphs 12–15)

(12)

In the calculation, collateral is matched with the loan assessed. A single loan may be
subject to several collateral items and guarantees.

(13)

The LTV ratio is calculated for an individual loan, and therefore the number of borrowers
does not affect the calculation.

(14)

As-for-own-debt guarantees accepted for the LTV calculation are deducted from the
liability.

(15)

As regards the supervised entity, a deficiency guarantee granted by a sovereign state, an
insurance company or other credit institution increases the current value of the collateral
against impairment, but it does not generally increase the current value of the collateral in
the context of the LTV calculation. For example, in a situation where the current value of
an object is 100, loan amount 90, and the amount to which deficiency guarantee covers
the loan is 90, the value of the deficiency guarantee used in LTV calculation is max [0; 90100] = 0.

4.3

Calculation formula
Guideline (paragraph 16)

(16)

where

The calculation formula for LTV ratio is as follows:
𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 − 𝑡𝑡𝑡𝑡 − 𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 =

𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 + 𝑌𝑌𝑌𝑌 + 𝑀𝑀𝑀𝑀𝑀𝑀 − 𝑂𝑂𝑂𝑂𝑂𝑂
𝐸𝐸𝐸𝐸𝐸𝐸 + 𝑌𝑌𝑌𝑌 + 𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 + 𝑂𝑂𝑂𝑂 + 𝑀𝑀𝑀𝑀 + 𝑉𝑉𝑉𝑉𝑉𝑉 − 𝐴𝐴𝐴𝐴 + 𝑇𝑇𝑇𝑇

Loan amount is the amount of loan granted.
YL is the proportion of a housing corporation's loan allocated to primary housing pledge, or the
proportion of company loan unpaid in respect of the shares at the time of transfer of title. Other loans of
the housing corporation not allocated to the shares and on which there is insufficient information for
allocation at the time of granting credit, are not taken into account in the LTV calculation.
MEL refers to other loans related to the primary housing pledge, which have similar or senior ranking
relative to the loan being assessed.
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OIT refers to an as-for-own-debt guarantee granted by a sovereign state, insurance company or other
credit institution. If the guarantee is limited to a certain amount of euros, this amount is used. Unlimited
guarantee meeting the requirements eliminates the liability. In this case, the LTV is zero.
EAP refers to primary housing pledge. The euro amount used is the current value of the object being
purchased, generally the transaction price, to which the housing loan is allocated. If the transaction price
no longer corresponds to current value, the updated current value shall be used.
MOAJ refers to other own housing pledges and secondary pledges on own housing pledges.
OT refers to own deposit collateral. Nominal deposit amount.
MR is the market value of own real collateral.
VVP is received third-party pledges less credit and pledging encumbrances allocated to the pledge. If the
pledge is limited to a certain euro amount, this amount is used. If the pledge is unlimited, the entire value
of the pledge less liabilities with senior ranking is used.
AP refers to a pledge encumbering a primary housing pledge, given for another loan of the creditor,
which has similar or senior ranking relative to the loan being assessed. The pledge is either related to
the borrower's own credit or it is a third-party pledge.
TT is an institutional deficiency guarantee (granted by a sovereign state, insurance company or other
credit institution), whose value is calculated in this context as max [0, coverage level - sum of primary
collateral]. The coverage level refers to the sum of deficiency guarantee, up to which it covers the loan. If
the coverage level of the deficiency guarantee is lower than the sum of current values of primary
collateral, the deficiency guarantee has no impact on the LTV.

4.4

Special situations where a supervised entity may deviate from the
limitations

Regulation (paragraphs 17–21)

(17)

A supervised entity may deviate from the maximum LTV limits in situations where houses
are exchanged so that a new apartment is being purchased partly or entirely on short-term
bridge finance. Short-term refers to a loan period (maturity) of less than 1 year. Bridge
financing loans must be identified in reporting to the authorities on LTV ratios. In addition,
the supervised entity must have an estimate of the final situation, ie the LTV after the sale
of the previous residence, which must be within the limits for maximum LTV ratio.

(18)

A supervised entity may deviate from the maximum LTV limits in the case of short-term
bridge funding loans granted for the construction or renovation of a residence. Short-term
refers to a loan period (maturity) of less than 1 year. Bridge financing loans must be
identified in reporting to the authorities on LTV ratios. In addition, the supervised entity
must have an estimate of the final situation, ie the LTV after the project, which must be
within the limits for maximum LTV ratio.

(19)

The maximum loan-to-value ratio for loans referred to in the Act on bonus for home savers
(1634/1992) is the percentage share of the value of the residence, up to which a loan
under said Act may be granted. In order to contain the exceptional growth of risk to
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financial stability, FIN-FSA may decide to limit the maximum amount of lending under the
Act by up to 10 percentage points ie to 85% in the case of first-home buyers. However, the
loan amount for a residence purchased under the ASP scheme may, even in this case,
equal the proportion of purchase price calculated according to the required savings under
the Act on bonus for home savers.
(20)

A supervised entity may deviate from the maximum LTV limits in situations where a
borrower's existing loans are combined as a single new loan so that the total loan amount
does not increase, as compared to the situation prevailing before the restructuring, but the
value of a previously pledged collateral decreases and the borrower does not have access
to new supplementary collateral. Recourse to this exemption shall be indicated in reporting
to the authorities.

(21)

In a situation where several persons together take out a housing loan, some but not all of
whom being first-home buyers, the supervised entity may apply the maximum loan amount
for first-home purchase under chapter 15, section 11, section 4 of the Act on credit
institutions.

