
European Commission Proposals for Revision of Capital 
Requirements Regulation (CRR) 

Krzysztof Grzesik REV FRICS

IPAV European Valuation Conference, Dublin,  9th November 2022



The Primacy of EU Law 
Regulations and Directives 

• REGULATION - a binding legislative act, applied directly
across the EU

• DIRECTIVE - a legislative act that sets out a goal that all EU
countries must achieve. However, it is up to the individual
countries to decide how



Capital Requirements Regulation 
Capital Requirements Directive (CRR/CRD IV)

The  ‘CRR/CRD IV’ package   transposed  new standards on bank capital (Basel III 
agreement) into the EU law from 1 January 2014 

• Tackles the problem of banks holding insufficient capital by setting stronger
prudential requirements for banks, requiring them to keep sufficient capital
reserves and liquidity and sets rules for the treatment of mortgage collateral
capital

- Definition of values
- General valuation principles
- Preferential risk weights of mortgage collateral

• Thus CRR/CRD IV package is not only of significance to the world of banking but
also impinges on real estate valuation



Capital Requirements Regulation Current Article 229 (1)
The Basis of Value

Article 229(1)
“For immovable property collateral, the collateral shall be
valued by an independent valuer at or at less than the market
value…

In those Member States that have laid down rigorous criteria
for the assessment of the mortgage lending value in statutory
or regulatory provisions the property may instead be valued by
an independent valuer at or at less than the mortgage lending
value… “



Capital Requirements Regulation 
Market Value and Mortgage Lending Value

Article 4 (76) 'market value’

means, for the purposes of immovable property, the estimated amount for which the
property should exchange on the date of valuation between a willing buyer and a
willing seller in an arm's-length transaction after proper marketing wherein the
parties had each acted knowledgeably, prudently and without being under
compulsion;

Article 4 (74) ‘mortgage lending value’

means the value of immovable property as determined by a prudent assessment of
the future marketability of the property taking into account long-term sustainable
aspects of the property, the normal and local market conditions, the current use and
alternative appropriate uses of the property;



Proposed New Valuation Basis: “Property Value”

Proposed Addition to Article 4 

(74a)  ‘property value’ 

means the value of immovable property determined in accordance
with Article 229 (1)



PROPOSED REVISION TO ARTICLE 229 CRR
Valuation principles for eligible collateral other than financial collateral

paragraph 1 is replaced by the following:
‘1. The valuation of immovable property shall meet all of the following requirements:
(a) the value shall be appraised independently from an institution’s mortgage

acquisition, loan processing and loan decision process by an independent valuer
who possesses the necessary qualifications, ability and experience to execute a
valuation;

(b) the value is appraised using prudently conservative valuation criteria which meet
all of the following requirements:

(i) the value excludes expectations on price increases;
(ii) the value is adjusted to take into account the potential for the current market price
to be significantly above the value that would be sustainable over the life of the loan;
(c) the value is not higher than a market value for the immovable property where
such market value can be determined. The value of the collateral shall reflect the
results of the monitoring required under Article 208(3) and take account of any prior
claims on the immovable property.’;



PROPOSED REVISION TO ARTICLE 208 CRR
Permitted Use of Automated Valuation Models

Article 208(3) regulates the use of AVMs:
“Institutions may use statistical methods to monitor the value of 
the property and to identify property that needs revaluation.” 

Proposed by European Commission: the following paragraph 3a is
inserted:
3a. In accordance with paragraph 3 and subject to the approval of
the competent authorities, institutions may carry out the
valuation and revaluation of the property value by means of
advanced statistical or other mathematical methods (‘models’),
developed independently from the credit decision process, subject
to the fulfilment of the following conditions:



Along Comes the European Central Bank!

“The use of statistical models should remain restricted to
monitoring the need for revaluation. Institutions should not be
allowed to exclusively rely on models for valuation of immovable
property. Immovable properties in need of revaluation should
always be evaluated by an independent qualified valuer. “

The Council of Ministers has now reverted to the original text of
Article 208(3) and that is how it is likely to stay



European Banking Authority – Guidelines on loan origination and 
monitoring May 2020

From EBA Final Report (See EVS 2020 EVIP 7)

209. At the point of origination, institutions should ensure that the 
value of all immovable property collateral for loans to consumers 
and micro, small, medium-sized and large enterprises is assessed 
by an internal or external valuer using full visit with internal and 
external assessment of the property. 



European Banking Authority – Guidelines continued

210. As a derogation from paragraph 209, for the purposes of a valuation
of residential real estate in well-developed and mature property markets,
the value may be assessed by means of a desktop valuation, carried out by
an internal or external valuer and supported by advanced statistical
models.
The valuer remains responsible for the valuation, while the advanced
statistical models should be used as supporting tools, meeting the
conditions set out in Section 7.4, and including a confidence measure to
indicate the robustness of the value proposal and other relevant property-
specific information. In this case, the value proposal should be assessed,
reviewed and approved by the internal or external valuer, who should
understand all inputs and assumptions considered in the model. If the
confidence measure in the supporting advanced statistical model indicates
low robustness, and/or other property-specific information gives rise to
uncertainty about the value proposal, the valuer should choose a valuation
method other than desktop valuation.



AND FINALLY A REMINDER

Extract from the final report of the parliamentary committee of inquiry of 27 January
2016 regarding the Irish banking crisis

“More widely, however, the demand for asset valuations increased
significantly as the property boom took hold and reliance on informal
valuation standards, such as ‘desktop’ and ‘drive-by’ valuations, became
more prevalent. These did not involve any physical inspection of the
property, but were a limited (and sometimes fully automated or
computer generated) process of estimating value. A Central Bank review
of financial institutions found that many used these informal valuations
as if they were formal valuations.”



Thank You!

www.tegova.org
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