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Research Update:

Corporacion Financiera de Desarrollo S.A.
'BBB+/A-2' Ratings Affirmed; Outlook Remains
Stable

Overview

* Peru-based devel opment bank COFI DE has naintained its significant role in
t he devel opnent of infrastructure projects across the country and its
very strong link with the governnent, while maintaining its 'bbb+
stand-al one credit profile (SACP).

e W are affirmng our 'BBB+/ A-2' issuer credit ratings on COFl DE

» The stable outlook reflects our view that the rating on COFIDE will
likely continue to nove in tandemw th the sovereign rating since the
bank's SACP remai ns above ' bb+'.

Rating Action

On June 10, 2014, Standard & Poor's Ratings Services affirmed its ' BBB+
long-termand ' A-2' short-termissuer credit ratings on Corporacion Financiera
de Desarrollo S.A (COFIDE). The outlook is stable.

Rationale

The ratings on COFIDE reflect its "adequate" business position, "adequate"
capital and earnings, "strong" risk position, and "average" funding and
"adequate" liquidity (as our criteria define the term.

Qur bank criteria use our Banking |Industry Country Ri sk Assessnent (Bl CRA)
econom ¢ risk and industry risk scores to determ ne a bank's anchor, the
starting point in assigning an issuer credit rating. Qur anchor for a
conmer ci al bank operating only in Peru is 'bbb'. Peru's econom c resilience
reflects its sound and consi stent econonic policies of recent years, such as
prudent fiscal performance, which have led to low inflation, and the

devel opnent of a healthy financial system GDP per capita of approximtely
$6, 754 as of year-end of 2012 is one of the lowest in the region and conpared
with those of Peru's peers in the BICRA group '4' that average about $14, 975.
Peru has "low risk" in terns of econom c inbal ances. Although there has been
sustai ned credit expansion over the past three years, credit to the private
sector as a percentage of GDP remains |ow, growing only noderately over the
past decade. The country's current account and external debt positions are
manageabl e and its ability to absorb external shocks has strengthened over
time thanks to nonetary flexibility, a rul es-based fiscal policy, and externa
assets.
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Wth regard to industry risk, we believe that Peru has a sound regul atory
framewor k and heal t hy conpetitive dynam cs. However, high dollarization in the
econorny, especially in the banking system could weaken the sector's

credi tworthi ness. Qur base-case scenario contenpl ates stable currency and | ow
inflation, therefore, we don't expect significant devaluation in the near
future. We also consider that the country's financial systemhas a healthy and
diversified funding m x through deposits, market debt, and external debt
(banks and market).

We view the bank's business position as "adequate." COFIDE is the

second-1 argest public bank in Peru, with total assets of about Peruvian so
(PEN) 8.1 billion as of March 31, 2014, and a 19% nmarket share in terms of
assets anong public banks and 2.6%wi thin the financial system COFlDE

provi des financing through Peru's financial institutions, including conmercia
banks, nunicipal and rural banks, credit unions, and entities specializing in
financing small and midsize enterprises (SMEs). W believe COFlI DE has adequate
busi ness stability, with its unique role of providing long-termfinancing to
infrastructure projects that are necessary for the country's economc

devel opnent, and conpetitive and long-termfinancing to the SVME segnent in
econom ¢ sectors that the government wants to pronote. The bank's focus on
financing infrastructure projects has increased to about 70% of the bank's

| endi ng exposures as of Dec. 31, 2013, from 50% a year before and we expect it
to remain stable over the next five years. COFIDE s business diversity is
noderate, in our view, conpared with universal banks, given its nore
concentrated product offering. COFIDE s managenent has successfully executed
its operational plans, based on its satisfactory track record.

We view COFIDE' s capital and earnings as "adequate," based on our projected

ri sk-adjusted capital (RAC) ratio before diversification of about 7.5%for the
next 12-18 nmonths. Qur RAC ratio on the bank is weaker than the regul atory
capital ratios nmainly because of the bank's large equity exposure through its
i nvestments in Corporacion Andi na de Fonento (CAF; AA-/Stabl e/ A-1+) that
attracts higher risk weights under our methodol ogy, since we believe those

i nvestments exist to support CAF's capital needs. Qur forecast is based on our
base-case scenari o of |oan grow h of about 25% each year, stable net interest
margin and return on average assets, as well as a dividend payout of 50% of

net inconme in 2014 and 40%in 2015.

We assess COFIDE s risk position as "strong," based on our view that our
projected capital ratios overestimte the bank's risks relative to its peers'.
COFI DE' s SACP incorporates benefits fromthe bank's role as a service provider
to the governnent. Although we believe that the investnments in CAF cannot act
as a buffer against unexpected | osses, we expect the governnent to provide
capital to COFIDE to of fset any such | osses.

Al t hough the bank's 10 largest clients represented 70.1% of its total gross

| oan portfolio as of March 31, 2014, the ultimate | oans are | ess concentrated
because it is a second-fl oor bank. In addition, the loans to SMEs are very
granular and if a bank that granted these |oans were to default, COFlIDE can
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take over these loans to recover its funds. The loans for infrastructure
projects are not guaranteed by the bank that transfers the funds, so the risk
is associated with the project. However, the structure of the infrastructure
| oans i ncorporates conservative overcollateralization characteristics, which
COFI DE and the fundi ng bank cl osely analyze to make sure all risks are
covered. The bank has a higher proportion of |oans denoninated in foreign
currency (62.5% than the industry average (44% . However, infrastructure
loans in foreign currency are only allocated to infrastructure projects that
generate revenues in foreign currency. In addition, the SME | oans are
typically very granular and short termand the financial institution that

di stributes them guarantees its repaynment, mtigating the risk of default if
t he Peruvian sol weakens.

We view COFIDE's funding and liquidity as "adequate." Although COFlI DE does not
recei ve deposits because it is a second-floor bank, its financial flexibility
benefits fromthe governnment's guarantee of its financial obligations with
multil ateral banks. Mreover, COFIDE s government-related entity (GRE) status
gives it ample flexibility regarding refinancing, in our view, as seen in the
strong demand for the bank's debt issuance. Al so, COFIDE has |onger-term
funding relative to Peru's banking industry average. As of March 31, 2014, its
funding mainly consisted of funds frominternational capital narkets 25.7%

I nternational conmercial banks 25.2% Peruvian comerci al banks 23.8%

nmultil ateral organizations 13.6% and |ocal capital narkets 11.7%

According to our nethodol ogy for assessing banks' funding and liquidity,
COFIDE s nmetrics are lower than its peers'. The bank's stable funding ratio
was 86.4% as of March 2014 and was 80.95% on average for the | ast three years,
while its broad liquid assets covered 68% of its short-term whol esal e fundi ng
with a three-year average of 51% However, we expect both--stable funding and
liquidity ratios--to inmprove in the short-termgiven the bank's funding
strategy, ainming at longer terminstrunents. Mreover, we expect the
government to provide extraordinary support if required. COFlIDE has an

i nvestment PEN2.3 Billion in CAF, which we consider it to be illiquid as this
ki nd of shares could only be owned by a government. This said, we expect the
government of Peru to purchase these shares in case COFlI DE requires

extraordi nary support.

In our view, COFIDE is a GRE, based on our criteria, because the governnent of
Peru owns 98.98% of the bank through FONAFE (created in 1999 to oversee the
government's corporate activities and equity stakes), with the remai nder owned
by CAF through preferred shares. W believe there is a "high" |ikelihood that
t he governnment would provide tinely and sufficient extraordinary support to
COFIDE, if it experiences financial distress. Qur view of this support in our
assessment of COFIDE is based on its role in pronoting and fi nancing

i nvestments and public and private infrastructure throughout Peru. In
addition, the bank has a "very strong" link with the governnent.
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Outlook

The stable outlook reflects that of the soverei gn because the ratings on
COFIDE are linmited by the rating on the sovereign, the bank's owner through

FONAFE. The ratings on COFIDE will likely continue to nove in tandemw th the
sovereign rating as long as the bank's SACP remai ns above 'bb+'. W don't
expect a deterioration in its capital, liquidity and risk positions that would

| ower the SACP to bel ow 'bbb-' and therefore a potential downgrade on the bank
woul d I'ikely be driven by the sovereign

Ratings Score Snapshot

| ssuer Credit Rating BBB+/ St abl e/ A- 2

SACP bbb+

Anchor bbb

Busi ness Position Adequat e (0)

Capi tal and Earni ngs Adequat e (0)

Ri sk Position Strong (1)

Fundi ng and Liquidity Aver age and Adequate (0)
Support (0)

GRE Support (0)

Addi tional Factors (0)

Related Criteria And Research

Related Criteria

e Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

* Banking Industry Country Ri sk Assessnent Methodol ogy And Assunpti ons,
Nov. 9, 2011

» Rating Governnent-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

e« Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

Ratings List
Ratings Affirmed

Cor poraci on Financiera de Desarrollo S. A
Counterparty Credit Rating BBB+/ St abl e/ A- 2

Seni or Unsecured BBB+
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Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at ww. spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
col umm.
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