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Research Update:

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

Overview

» Peru-based devel opnent bank Corporaci on Financiera de Desarrollo S. A
(COFIDE) has maintained its significant role in funding donestic
infrastructure projects, its "very strong" link with the governnent, and
its stand-alone credit profile (SACP) of bbb+.

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

» The stable outlook reflects our view that the ratings on COFIDE will
likely nove in tandemwi th those on the sovereign if the bank's SACP
remai ns above ' bb+'.

Rating Action

On June 5, 2015, Standard & Poor's Ratings Services affirned its ' BBB+ A-2'
rati ng on Corporacion Financiera de Desarrollo S.A. (COFIDE). The outlook is
stable. COFIDE is the second-|argest governnent-owned bank in Peru; it is a
devel opnent bank mainly focused on infrastructure projects.

Rationale

The ratings on COFIDE reflect its "adequate" business position, "adequate"
capital and earnings, "strong" risk position, and "adequate" funding and
liquidity, as defined by our criteria.

Peru's economic resilience reflects al most 15 years of solid economc growth
and its sound and consi stent economnic policies. However, Peru's GDP per capita
of approxi mately $6,700 as of the end of 2013 is |ower than those of Peru's

Bl CRA peers. Low i ncone, poor debt capacity, and high dollarization in the
economy--especially in the banking system-increase credit risk in the
econormy. Despite steadily rising real estate prices, the risk of a housing
bubble is low, in our view, and the country's current account and externa

debt positions are manageabl e. Although private-sector debt--neasured as
credit as a percentage of GDP--renains low, it has steadily increased to about
32% as of Decenber 2013 from about 18%in 2006. Therefore, if the trend
persists, the risks of econom c inbal ances could increase.

W believe Peru has a sound regulatory franmework; its supervisory coverage is
anple, the regulator is highly professional, and risk-based supervision occurs
periodi cally. The financial system has generated strong profitability and
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adequate capitalization in the past five years. In our view, there are no
significant market distortions that could affect the financial systenis
conpetitive dynamics in the near term W view the financial industry's
fundi ng base as healthy and well diversified across deposits, domestic market
debt, and external debt (banks and market). Furthernore, banks have recently
sonmewhat reduced their dependence on external funding.

We view the bank's business position as "adequate," reflecting its role in
supporting Peru's crucial infrastructure needs. Its key role as the only

devel opnent bank in Peru bol sters our view of its high stability. Wth total
assets of about Peruvian soles (PEN) 9.7 billion as of March 31, 2015, COFlIDE
is the second-1|argest governnent-owned bank in Peru in ternms of assets (with a
20. 4% mar ket share) and third largest in terns of |oans (25.5% nmarket share)
anmong public banks. Wthin the financial system it holds a market share of
2.7%in terms of assets and 2.2%in ternms of |oans.

COFI DE, as a second fl oor bank, provides financing through banks, municipa

and rural financial institutions, credit unions, and entities specializing in
financing small and midsize enterprises (SMEs). W believe COFlI DE has adequate
busi ness stability because of its unique role in providing |ong-termfinancing
to infrastructure projects crucial to country's econom ¢ devel opnent. It

of fers conpetitive and long-termfinancing to the SVMES in economic sectors
that the governnment wants to pronote. As of March 31, 2015, the bank's
financing of infrastructure projects constituted about 78% of its |ending
exposures. W expect these figures to remain stable over the next five years.
Because of its narrow range of products, COFIDE s business diversity is |ower
than that of commercial banks. COFIDE s managenent has a satisfactory track
record of successfully inplenenting operational policies.

We view COFIDE' s capital and earnings as "adequate," with a projected

ri sk-adjusted capital (RAC) ratio before diversification of about 8% for the
next 12-18 nonths. Its RACratio is weaker than its regulatory capital ratios
mai nly because of the bank's large equity exposure through its investnments in
Cor por aci on Andi na de Fonmento (CAF; AA-/Negative/A-1+). W view this exposure
as having higher risk weights under our capital nethodol ogy, in conparison
with the regul ator's nethodol ogy. Qur base-case scenario forecasts GDP growh
of 3.5%in 2015 and 4.0%in 2016 and | oan growt h of about 20% for both years.
W& expect net interest margins to decrease because of higher funding costs and
a dividend payout of 46% of net incone. W also incorporated a capita
injection fromthe governnent of $168 mllion, which occurred in January 2015.

COFIDE s risk position is "strong," reflecting our view that our risk-adjusted
capital (RAC)overestimates the bank's risks relative to its peers'. Al though
we believe that the bank's investnments in CAF can't act as a buffer against
unexpected | osses, we believe the governnent will provide capital to COFlDE
that will offset any such losses. Due to this we offset part of the negative
ef fect these investments have on the bank's capital position through the risk
posi tion.

In Decenmber 2014, the bank's nonperforming | oans (NPLs) sharply increased

Stable
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Stable

because of a single exposure, Maple Etanol, that defaulted in Decenber 2014.
The exposure was later sold to a | arge group and COFlI DE was able to recover
part of the loan and suffered a loss for $16 mllion. As of March 31, 2015,
NPL | evel s decreased to 0.88% and are now | ower than the industry average.

COFI DE is exposed to single-nane concentration, given the size of the
infrastructure projects it funds. The bank's top 10 clients represented 78. 7%
of its total gross loan portfolio as of March 31, 2015 because of its business
as a second-fl oor bank. However, the ultinmate |oans are | ess concentrated.
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 these |oans incorporates conservative overcollateralization

whi ch COFI DE and the fundi ng bank cl osely analyze to nake sure all risks are
covered. The bank has a higher share of |oans denoninated in foreign currency
(65.9% than the industry average (37.7% . However, infrastructure loans in
foreign currency are only allocated to projects that generate revenues in
foreign currency. In addition, the SME | oans are typically very granular and
short termand the financial institution that distributes them guarantees
repayment, mitigating the risk of default.

COFIDE' s funding and liquidity are "adequate." COFIDE, as a devel opnent bank
does not receive deposits, its financial flexibility benefits fromthe
government's ongoi ng support. COFIDE s governnment-related entity (GRE) status
gives it anmple flexibility to refinance, as evidenced by strong demand for the
bank's debt issuances. Although it receives higher-than-average externa

fundi ng, we believe it has an adequate funding profile, given the [ong-term
nature of the funding required for its |oans. W expect the bank to continue
mat chi ng tenors and currencies on its bal ance sheet to mitigate risk. As of
March 31, 2015, its funding consisted mainly of debt issuances from

i nternational capital markets (52%, |oans frominternational comercial banks
(18% , Peruvian conmercial banks (15%, local capital nmarkets (10%, and
nultilateral organizations (5% . According to our nethodol ogy, the bank's
stable funding ratio was 101% as of March 2015 and averaged 88.5% for the | ast
t hree years.

We view COFIDE s liquidity as "adequate." As of March 31, 2015, its broad
liquid assets covered 1.8x its short-term whol esal e fundi ng. Moreover, the
fixed maturity terms of its funding support our assessment of its liquidity,
coupled with the insusceptibility to acceleration. This provides the bank
sufficient time to nanage its liquidity risk. Moreover, we expect the
government to provide support if necessary. Furthernore, COFIDE, has an

i nvestment of PEN2.3 billion in CAF, which we consider illiquid because this
type of share is only government-owned. However, we expect the governnent of
Peru to purchase these shares in case COFl DE requires support.

In our view, COFIDE is a GRE because the governnent of Peru owns 99% of the
bank t hrough "El Fondo Naci onal de Financiamento de |la Actividad Enpresaria
del Estado" (FONAFE; created in 1999 to oversee the government's corporate
activities and equity stakes), with the renmmi nder owned by CAF through
preferred shares. W believe there is a "high" Iikelihood that the governnment
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Stable
woul d provide tinely and sufficient extraordi nary support to COFIDE if it
experiences financial distress. W base this view on COFIDE s "inportant” role
in pronmoting and financing investnments and public and private infrastructure
t hroughout Peru. In addition, the bank has a "very strong” link with the
government, evidenced by the several capital injections it has received.
Outlook
Upside scenario
The stable outl ook reflects that on the sovereign, as the ratings on COFl DE
are limted by the rating on the sovereign, the bank's owner through FONAFE.
The ratings on COFIDE will likely move in tandemw th those on the sovereign,
given the high Iikelihood of governnent support, as |long as the bank naintains
its SACP above 'bb+' . COFIDE s current SAP is 'bbb+' .

Downside scenario

We don't expect such deterioration in its capital or risk position sufficient

to lower the SACP |l evels below 'bbb-'; a downgrade is therefore unlikely

wi t hout a prior downgrade on the sovereign.

Ratings Score Snapshot

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

SACP bbb+

Anchor bbb

Busi ness Position Adequat e (0)

Capital and Earnings Adequat e (0)

Ri sk Position Strong 1

Fundi ng and Liquidity Aver age and Adequate (0)

Suppor t 0

GRE Support 0

Addi tional Factors 0

Related Criteria And Research

 Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015

* Bank Hybrid Capital And Nondeferrabl e Subordi nated Debt Mt hodol ogy And
Assunptions, Jan. 29, 2015

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

* Banking Industry Country Ri sk Assessment Methodol ogy And Assunpti ons,
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Nov. 9, 2011
« 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 Unsecur ed BBB+
Subor di nat ed BBB

Stable

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at

www. gl obal creditportal.comand at ww. spcapitalig.com All
this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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