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Research Update:

Government Development Bank For Puerto Rico
Long-Term Rating Lowered Three Notches To 'B-'
From 'BB-'; Outlook Negative

Overview

« W believe the Governnent Devel opnent Bank for Puerto Rico's ability to
access the capital markets under reasonable terns has becone uncertain as
a result of several factors, including a recent |ower court decision
invalidating its debt restructuring |law as well as persistent economc
weakness in Puerto R co.

* W |owered the ratings on the Conmonweal th of Puerto Rico's genera
obligation and appropriation debt to 'B from'BB because of what we
view as significantly increased near-termliquidity risks for the
Commonweal th. The outl ook is negative. (See "Puerto Rico Cenera
oligation Debt Rating Lowered To 'B' From'BB' On Potential Inability To
Meet Debt Conmitnents," published Feb. 12, 2015.)

* W are lowering our long- and short-termissuer credit ratings on GDB to
'"B-/C from'BB-/B, given our view of its constrained market access and
its substantial exposure to the Commonwealth and its public corporations
in the formof |oans and investnents.

» The outlook on GDB is negative, reflecting the potential that it will be
unable to raise sufficient funds to neet debt maturities or other funding
needs of the Conmonweal th over the next several quarters, as well as its
substantial credit exposure to three public corporations.

Rating Action

On Feb. 12, 2015, Standard & Poor's Ratings Services lowered its long-term

i ssuer credit rating on the Governnment Devel opnent Bank for Puerto Rico (GDB)
to 'B-' from'BB-'. The outlook is negative. W also | owered our short-term

i ssuer credit rating on GOBto 'C from'B'. W revised our stand-alone credit
profile (SACP) on GCDB to 'b' from'b+'.

Rationale

The downgrade reflects our view that GDB faces persistent econom ¢ weakness in
Puerto Rico and increased liquidity risk resulting froma recent decision
invalidating its debt restructuring |law, which threatens GDB's ability to
access capital markets under reasonable terns. Additionally, our downgrade
reflects the potential that GDB will suffer material |osses given its
substantial outstanding |loans to three public corporations wth weak

credi tworthiness. The rating action on GB is in conjunction with our
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downgr ade of the Commobnweal th of Puerto Rico's general obligation debt to 'B
from'BB .

We believe that GDB has a linmted ability to cover its liquidity needs, which
includes nearly $900 million of notes due in fiscal 2016, over the next 12
nont hs wi t hout accessing the debt markets. Currently avail able funding options
are limted and will likely be significantly nore expensive that what GDB has
been able to obtain in the past. Gven this increased near-termliquidity
risk, we lowered our liquidity assessnment on GDB to "weak" from "adequate,"
which resulted in | owering our SACP one notch to 'b'" from' b+

Addi tionally, GDB has | oans aggregating nore than $2 billion to three public
corporations. The H ghways and Transportation Authority (HTA) is GDB' s |argest
borrower and has about $2 billion outstanding as of Sept. 30, 2014. This is
quite substantial relative to GDB's equity capital of $2.3 billion. These
exposures also include loans to the Puerto Rico Electric Power Authority
(PREPA), which has $35 million outstanding to GDB, and Puerto R co Aqueduct
and Sewer Authority (PRASA), which has $99 nillion outstanding to GDB. G ven
GDB' s heavy | ending concentration to the Commonweal th and to Puerto Rico's
public entities, whose creditworthiness is weak, we believe there is
uncertainty of the degree to which GDB' s capital and financial condition could
decl i ne.

We consider GDB a governnent-related entity (GRE) based on our view that the
link between GDB and the Commonwealth is very strong and GDB plays a very

i mportant role for the government. GDB provides funding to the Comonweal t h
and other Puerto Rican public corporations and is a fiscal agent to the
Commonweal th and its instrunentalities. Because we |owered the rating on the
Conmonweal t h' s general obligation debt to 'B', we no |onger incorporate one
notch of uplift fromour SACP to arrive at our issuer credit rating on GDB
based on our GRE criteria. W also believe that GB is structurally

subordi nated to the Conmonwealth, so we continue to include a one-notch

di stinction between the ratings on the entities.

Outlook

The outl ook is negative, reflecting the potential that GDB will be unable to
rai se sufficient capital to neet debt maturities or other funding needs of the
Commonweal t h over the next several quarters, as well as its substantia

| endi ng exposure to three public corporations with weak creditworthi ness. W
could | ower our ratings on GB if it is unable to raise capital well ahead of
upcom ng debt maturities or if we expect material |osses to occur at its

| argest borrower, the HTA, to a degree that it woul d weaken GDB's capital or
financial profile. W could also | ower our ratings on GDB if we downgrade the
Conmonweal th' s general obligation debt further. In our view, GDB renains

vul nerabl e given its high | ending concentration and interconnectedness to the
Commonweal t h.

Al ternatively, we could revise the outlook to stable if GDB is successful in

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 12, 2015 3

THIS WAS PREPARED EXCLUSIVELY FOR USER CARMEN MCCONNIE. 1383904 | 302008878
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.



Research Update: Government Development Bank For Puerto Rico Long-Term Rating Lowered Three Notches To
'B-' From 'BB-'; Outlook Negative

accessing the capital nmarkets on reasonable terns to raise capital to neet its
[iquidity needs over the next couple of years.

Ratings Score Snapshot

To From
| ssuer Credit Rating B-/ Negati ve/ C BB-/ Negati ve/ B
SACP b b+
Anchor bbb+ bbb+
Busi ness Position Very Weak (-5) Very Weak (-5)
Capital and Earnings Very Strong (+2) Very Strong (+2)
Ri sk Position Weak (-2) Weak (-2)
Fundi ng and Liquidity Bel ow aver age Bel ow aver age
and weak(-2) and adequat e(-1)
Suppor t 0 0
GRE Support 0 +1
G oup Support 0 0
Sover ei gn Support 0 0
Addi ti onal Factors -1 0
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Ratings List

Downgr aded
To From
Gover nnent Devel opnent Bank for Puerto Rico
Counterparty Credit Rating B-/ Negative/ C BB-/ Negati ve/ B
Seni or Unsecured B- BB-

Ratings Affirmed

CGover nment Devel opnment Bank for Puerto Rico
Seni or Unsecured AA-

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All 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 located in the |eft

col umm.
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