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Major Rating Factors

* Strong evidence of the government's commitment to * Asset quality deterioration due to weakening quality
support the bank if financial stress persists; and of loans to the infrastructure sector; and
* Favorable economic growth prospects. * High credit exposure, stemming from a focus on
lending to the infrastructure sector, may continue
pressuring capitalization levels throughout 2018.
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Summary: Corporacion Financiera de Desarrollo S.A.

Outlook: Negative

The negative outlook reflects the possibility of a downgrade in the next 12-24 months in a scenario of continued
instability in the infrastructure sector that further erodes the bank's credit fundamentals.

Downside scenario

We could lower the ratings in the next 12-24 months if COFIDE's risk-adjusted capital (RAC) ratio drops to
consistently below 5% or its business stability deteriorates more than we expect due to difficulties in restarting
infrastructure projects in Peru after the impact from corruption scandals related to Lava Jato. Higher risk could
stem from faster—than-expected asset quality erosion or delays in infrastructure investments because of ongoing
corruption investigations.

Upside scenario

We could revise the outlook to stable if credit losses were to shrink as a result of new auctions to construct new
infrastructure projects, asset sales, or pre-payments of problematic credit exposures, and if the bank improves its
capitalization levels. The recently approved infrastructure law and related regulations could help get projects back
on track and revive the construction sector, which could bolster the bank's revenue generation and financial
stability. On the other hand, an upgrade is limited at this point because we would have to raise COFIDE's
stand-alone credit profile (SACP) by two notches in order to trigger an upgrade, which is very unlikely in the next
12-24 months.

Recent Developments Since Our Last Review

Capital injections:

* In November 2017, the government-owned fund, El Fondo Nacional de Financiamiento de la Actividad Empresarial
del Estado (FONAFE), injected $18 million into Corporacion Financiera de Desarrollo S.A. (COFIDE) as part of
commitment to recapitalize dividends COFIDE paid during the year.

* In January 2018, the government injected $102 million in capital into the bank to cover the sovereign-guaranteed
debt that was previously transferred to COFIDE.

+ In May 2018, the government injected $51 million in capital.

Credit-related events:
* In September 2017, COFIDE deducted $119 million from its capital base, owing to accrued interest from troubled
loans to the Gasoducto Sur Peruano pipeline and COSAC transportation system.

* In December 2017, COFIDE increased loan loss reserves by $167 million against capital to address regulatory
provision deficiencies that were identified earlier that year.

* On May 9, the Peruvian government approved the regulations package for the Law 30737 that was passed on
March 20. This law replaced the 2017 anti-graft decree that imposed financial restrictions on construction
companies that acknowledged or have been found guilty of corruption.

* In June 2018, COFIDE has written off its loans to Gasoducto Sur Peruano ($140 million), Lineas de Transmision
Peruanas ($63 million), and Generadora Elétrica Molloco ($30 million) after completing 100% of provisions for those
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Summary: Corporacion Financiera de Desarrollo S.A.

exposures.

Rationale

Over the last two years, credit fundamentals of COFIDE were importantly affected by a massive corruption probe in
Brazil, known as Lava Jato, that spread to Peru and impaired the infrastructure and construction sectors in the
country. The Brazilian construction giant Odebrecht S.A. admitted to bribing Peruvian officials in exchange for
receiving contracts. In response, the government passed a decree in early 2017 with the objective of sanctioning
construction companies operating in Peru that admitted, or were found guilty of, corruption. However, the decree has
caused financial difficulties among construction companies, because they had trouble accessing financing for their
projects. As a result, infrastructure construction in Peru has ground to a halt, impairing the county's economic
conditions. To get these projects restarted, Congress has passed legislation recently to replace the last year's decree.
(See "Will Peru's New Infrastructure Law Help Unshackle Economy And Provide Relief To Banks?," May 24, 2018)

COFIDE's weakening credit profile stems from souring loans to the construction companies. The bank's
nonperforming loans soared close to 30% of total loans during 2018 due to the rising exposure to overdue loans and
the shrinking portfolio, which dropped to about PEN5.3 billion as of June 2018 from PEN7.7 bilion a year earlier given
higher prepayments and slow pace of lending. (The overdue loan amount jumped to PEN1.7 billion in March 2018
from PEN200 million in March 2017, but dropped to approximately PEN950 million as of June 2018 after three large

loans were written off.)

Nevertheless, COFIDE's credit losses and capitalization levels are very much in line with our last forecast thanks to the
government ongoing support, which also underpins the bank's credit quality. COFIDE strengthened its capital position
to address the rising provisions, allowing the bank to maintain its RAC ratio above 5%. We expect coverage levels to
be recover to about 100% given that the government injected about $153 million in capital to adjust COFIDE's
loan-loss reserves, as seen in its first-half 2018 financial figures. The bank doesn't have large liquidity needs in the next

12 months.

Related Criteria

* Criteria - Financial Institutions - General: Risk-Adjusted Capital Framework Methodology, July 20, 2017
* General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017
* General Criteria: Rating Government-Related Entities: Methodology And Assumptions, March 25, 2015

 Criteria - Financial Institutions - Banks: Bank Hybrid Capital And Nondeferrable Subordinated Debt Methodology
And Assumptions, Jan. 29, 2015

* General Criteria: Group Rating Methodology, Nov. 19, 2013

« Criteria - Financial Institutions - Banks: Quantitative Metrics For Rating Banks Globally: Methodology And
Assumptions, July 17, 2013

+ Criteria - Financial Institutions - Banks: Banking Industry Country Risk Assessment Methodology And Assumptions,
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* Criteria - Financial Institutions - Banks: Banks: Rating Methodology And Assumptions, Nov. 9, 2011

* General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Related Research

+ Banking Industry Country Risk Assessment: Peru, July 17, 2017

Anchor Matrix

Industry Economic Risk

Risk 1 2 3 4 5 6 7 8 9 10
1 a a a- bbb+ | bbb+ bbb - - - -
2 a a- a- bbb+ bbb bbb bbb- - - -
3 a- a- bbb+ | bbb+ | bbb | PPP- | bbb- | bb+ - -
4 bbb+ | bbb+ | bbb+ bbb bbb bbb- bb+ bb bb -
5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+
6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+
7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+
8 - - bb+ bb bb bb bb- bb- b+ b
9 - - - bb bb- bb- b+ b+ b+ b
10 - - - - b+ b+ b+ b b b-

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

JULY 31,2018 §



Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-
related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication
of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

WWW .STANDARDANDPOORS.COM/RATINGSDIRECT JULY 31,2018 6



	Research:
	Major Rating Factors
	Strengths:
	Weaknesses:

	Outlook
	Downside scenario
	Upside scenario

	Recent Developments Since Our Last Review
	Capital injections: 
	Credit-related events:

	Rationale
	Related Criteria
	Related Research


