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Research Update:

Corporacion Andina de Fomento Downgraded To
'A+' On Increasing Likelihood Of Venezuela
Arrears; Outlook Is Negative

Overview

 Following a review of Corporaci on Andi na de Formento (CAF) under our
revised criteria for nmultilateral lending institutions (MlIs), we are
| owering our foreign currency |long- and short-termissuer credit ratings
on CAF to 'A+/ A-1'" from'AA-/A- 1+ and renoving themfromunder criteria
observati on.

 The recent political and economi c dynamics in Venezuela, in our view,
i ncrease the likelihood of a nonaccrual event to CAF. This, conbined with
significant exposure to Venezuela and CAF' s current capitalization
wei ghs on our financial risk profile assessnent.

e The stand-alone credit profile for CAF is "a+', reflecting our assessnent
of its strong enterprise risk profile and strong financial risk profile.

» The negative outlook reflects our viewthat there is at |least a
one-in-three likelihood of Venezuela entering in nonaccrual w th CAF,
whi ch woul d affect our view of the bank's preferred creditor treatnent
(PCT) and weaken the enterprise risk profile and capital ratio.

Rating Action

On Feb. 21, 2019, S&P d obal Ratings lowered its foreign currency |ong- and
short-termissuer credit ratings on Corporaci on Andi na de Formento (CAF) to
"A+/A-1'" from'AA-/A-1+ . The outlook is negative.

At the same tinme, we renoved the ratings fromunder criteria observation
where we placed themon Dec. 14, 2018, after publishing our revised
multilateral lending institution (M) criteria.

Rationale

The downgrade reflects the adoption of our revised criteria for rating
multilaterals, combined with our expectation of weakened preferred creditor
treatment (PCT) as conditions in Venezuel a--one of CAF' s | argest
borrowers--continue to deteriorate. The ratings on CAF are based on its strong
enterprise risk profile and strong financial risk profile. W do not give any
ratings uplift for extraordi nary sharehol der support because we rate CAF' s
soverei gn sharehol ders equal to or higher than the stand-alone credit profile
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of "a+'--insufficient to support a higher assessnent. W outline these factors
in our revised criteria, "Miultilateral Lending Institutions And O her
Supranational Institutions Ratings Methodol ogy,"™ published Dec. 14, 2018.

W believe the recurrent payment del ays from Venezuel a, conbined with the
conpl ex and deteriorating econonmic and political situation in the country,
exacerbated by the recent U.S. inposed oil sanctions on Petrdl eos de Venezuel a
S.A (PDVSA), increase the likelihood of future nonpaynent to CAF. Wile
paynment del ays have not yet exceeded 180 days, the sovereign has al ready
entered into nonaccrual status with the Inter-American Devel opnent Bank and on
all its comercial debt.

Qur capital adequacy assessnent incorporates the heightened risk of Venezuel a
arrears exceedi ng 180 days, coupled with the marginal build-up in CAF' s |oan
exposure to the sovereign, which weighs on CAF s risk-adjusted capital (RAQ
rati o of 16% as of Decenber 2017. CAF's nomi nal exposure to Venezuel a
increased to US$3.4 billion as of Septenber 2018 from US$3.3 billion as of
Decenmber 2017, nostly because of the approval of a US$400 million liquidity
facility to the Central Bank of Venezuelan (CBV) in Decenber 2017 and

di sbursed throughout 2018 during periods in which Venezuela was current with
the bank. In Decenber 2018, CAF approved a second liquidity loan for US$500
mllion to the CBV

The decision to continue extending |oans to Venezuel a, despite persistent and
deteriorating credit quality, in our view, reflects a higher risk tolerance,
whi ch, conbined with CAF's current capitalization |evels, further constrain
our capital assessment.

Qur outlook is negative based on our expectation that Venezuela has a one-and
t hree chance of going into nonaccrual --defined as arrears that exceed 180
days--over the next 24 nonths. Venezuel a conprises 16% of the sovereign

out st andi ng portfolio, which would weigh heavily on our PCT assessnent and
translate into a | ower enterprise risk profile.

On the other hand, CAF has maintained its high liquidity levels, and we view
its funding profile as robust, which supports the financial risk profile.

For year-end 2017 data and incorporating our updated liquidity haircuts, our
12-month liquidity ratio, considering the netted derivatives position, was
1.4x with schedul ed | oans di sbursements, while the six-nonth ratio stood at

1. 8x. CAF has kept higher stocks of liquidity conpared with the additiona
stress we factor into our liquidity ratio, which takes into account 50% of al
undi sbursed [ oans conming due in the next 12 nonths. W expect liquidity won't
be affected substantially by a nonpaynent of Venezuel a, because we believe CAF
has strong market access and will continue to target high liquidity levels. In
February 2019, CAF issued a $1.25 billion benchmark bond, which was
oversubscri bed by investors. Therefore, we expect CAF to accombdate unpl anned
di sbur senent s.

At the sane time, CAF has a conservative funding profile, with cunulative
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assets exceedi ng consistently cunul ative debt for maturities up to one year

wi thout a significant gap for five years. W estimate that CAF is structurally
able to cover its schedul ed short-termdebt liabilities wi thout recourse to
new i ssuance. Its static funding gap (wi thout |oan disbursenents) was 2.2x at
t he one-year horizon as of Decenber 2017, conpared with 2.0x at year-end 2016.
Its static funding gap (w thout |oan di sbursenents) was 1.4x for five years.

The assessnent of CAF's policy inportance is supported by our view of its role
as a key lender for infrastructure and energy projects in the region, which
its proven track-record of |ending through the credit cycle and conti nued
growmh in its portfolio denonstrate. CAF' s | oan book grew by 4.6% reaching
US$24.1 billion as of Septenmber 2018, and we expect CAF to maintain this
growt h nonent um sust ai ned by exceptional support fromits sharehol ders.

Over the past 10 years, CAF has made nore frequent and | arger general capita
i ncreases. |In 2015, the Board of Directors approved the |argest genera
capital increase in its history, equivalent to US$4.5 billion. In 2017,
paid-in capital contributions totaled US$570 million, and US$478 million

t hrough Septenmber 2018. Sharehol ders continue to pay on tine and in
full--except for Venezuel a, which has nmade margi nal capital contributions
during 2018.

We expect managenent will continue to diversify its portfolio and gradually

i ncrease exposure to investnent-grade sovereigns. The top three countries that
account for the largest proportion of the portfolio are Ecuador, Venezuel a,
and Argentina, accounting for 41%in 2017, down from42%in 2016. Sinilarly,
36% of CAF' s | oan book is investment grade, up from35%in 2016. W expect
this trend to continue, which could, over time, support CAF' s capital ratio.

Qur apprai sal of CAF' s governance is constrained by the absence of a set of
nonborrow ng nmenber countries, a weakness relative to higher-rated Mlls with
greater sharehol der diversity. Three nenbers (Peru, Venezuela, and Col onbi a)
account for 52% of total shares, followed by Argentina and Brazil, accounting
for 9.0% each.

On the other hand, CAF mmintains robust risk managenent practices related to
its liquidity and derivatives portfolio. W also believe CAF has the ability
to withstand | oss of key personnel and significant disruptions to operations
(given its headquarters are in Caracas, Venezuela), because CAF has nade

i mportant strides over the past few years to decentralize its workforce

t hr oughout Latin America.

We factor extraordinary support in the formof callable capital fromChile (to
which we assign a foreign currency long-termrating of 'A+ ), although this is
insufficient to provide additional uplift to our RAC ratio. W do not

i ncorporate call able capital from other sharehol ders, because we rate them

bel ow CAF' s stand-al one credit profile.
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Outlook

The negative outl ook on the long-termrating reflects our viewthat within the
next 24 nonths there is a greater than one-in-three |ikelihood that Venezuel a
arrears will exceed 180 days, which would trigger a deterioration in our
assessment of CAF's enterprise risk profile and further stress the bank's
capital ratio.

If, contrary to our expectations, any of CAF' s shareholders fail to treat CAF
as preferred, that could also | ead to a downgrade.

We coul d revise outlook to stable if CAF builds sufficient capital buffers and

maintains its high levels of liquidity to counterbal ance the increased risk in
its loan portfolio.

Ratings Score Snapshot

| ssuer credit rating A+/ Negative/ A-1
SACP a+

Enterprise risk profile Strong

Pol i cy inportance Strong

Cover nance and managenent Adequat e

Financial risk profile Strong

Capi tal adequacy Adequat e
Funding and liquidity Very Strong
Ext raordi nary support 0

Cal | abl e capital 0

G oup support 0

Hol i stic approach 0

Related Criteria

e Criteria | Governnents | General: Miltilateral Lending Institutions And
O her Supranational Institutions Ratings Methodol ogy, Dec. 14, 2018

e Criteria | Financial Institutions | General: Risk-Adjusted Capita
Framewor k Met hodol ogy, July 20, 2017

e CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
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Related Research

e Criteria Guidance: Miultilateral Lending Institutions And O her
Supranational Institutions Ratings Methodol ogy, Dec. 14, 2018

e Supranationals Special Edition, Cct. 11, 2018

Ratings List

Downgr aded
To From
Cor por aci on Andi na de Fomento
| ssuer Credit Rating
For ei gn Currency A+/ Negative/ A-1 AA-/ Negati vel/ A- 1+
Seni or Unsecured A+ AA-
Conmrer ci al Paper A1 A-1+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meani ngs ascri bed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com All ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col umm.
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