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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

• We believe the Government Development Bank for Puerto Rico's ability to
access the capital markets under reasonable terms has become uncertain as
a result of several factors, including a recent lower court decision
invalidating its debt restructuring law as well as persistent economic
weakness in Puerto Rico.

• We lowered the ratings on the Commonwealth of Puerto Rico's general
obligation and appropriation debt to 'B' from 'BB' because of what we
view as significantly increased near-term liquidity risks for the
Commonwealth. The outlook is negative. (See "Puerto Rico General
Obligation Debt Rating Lowered To 'B' From 'BB' On Potential Inability To
Meet Debt Commitments," published Feb. 12, 2015.)

• We are lowering our long- and short-term issuer 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 form of loans and investments.

• The outlook on GDB is negative, reflecting the potential that it will be
unable to raise sufficient funds to meet debt maturities or other funding
needs of the Commonwealth 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
issuer credit rating on the Government Development Bank for Puerto Rico (GDB)
to 'B-' from 'BB-'. The outlook is negative. We also lowered our short-term
issuer credit rating on GDB to 'C' from 'B'. We revised our stand-alone credit
profile (SACP) on GDB to 'b' from 'b+'.

Rationale

The downgrade reflects our view that GDB faces persistent economic weakness in
Puerto Rico and increased liquidity risk resulting from a recent decision
invalidating its debt restructuring law, which threatens GDB's ability to
access capital markets under reasonable terms. Additionally, our downgrade
reflects the potential that GDB will suffer material losses given its
substantial outstanding loans to three public corporations with weak
creditworthiness. The rating action on GDB is in conjunction with our
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downgrade of the Commonwealth of Puerto Rico's general obligation debt to 'B'
from 'BB'.

We believe that GDB has a limited ability to cover its liquidity needs, which
includes nearly $900 million of notes due in fiscal 2016, over the next 12
months without accessing the debt markets. Currently available funding options
are limited and will likely be significantly more expensive that what GDB has
been able to obtain in the past. Given this increased near-term liquidity
risk, we lowered our liquidity assessment on GDB to "weak" from "adequate,"
which resulted in lowering our SACP one notch to 'b' from 'b+'.

Additionally, GDB has loans aggregating more than $2 billion to three public
corporations. The Highways and Transportation Authority (HTA) is GDB's largest
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 Rico Aqueduct
and Sewer Authority (PRASA), which has $99 million outstanding to GDB. Given
GDB's heavy lending concentration to the Commonwealth 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
decline.

We consider GDB a government-related entity (GRE) based on our view that the
link between GDB and the Commonwealth is very strong and GDB plays a very
important role for the government. GDB provides funding to the Commonwealth
and other Puerto Rican public corporations and is a fiscal agent to the
Commonwealth and its instrumentalities. Because we lowered the rating on the
Commonwealth's general obligation debt to 'B', we no longer incorporate one
notch of uplift from our SACP to arrive at our issuer credit rating on GDB,
based on our GRE criteria. We also believe that GDB is structurally
subordinated to the Commonwealth, so we continue to include a one-notch
distinction between the ratings on the entities.

Outlook

The outlook is negative, reflecting the potential that GDB will be unable to
raise sufficient capital to meet debt maturities or other funding needs of the
Commonwealth over the next several quarters, as well as its substantial
lending exposure to three public corporations with weak creditworthiness. We
could lower our ratings on GDB if it is unable to raise capital well ahead of
upcoming debt maturities or if we expect material losses to occur at its
largest borrower, the HTA, to a degree that it would weaken GDB's capital or
financial profile. We could also lower our ratings on GDB if we downgrade the
Commonwealth's general obligation debt further. In our view, GDB remains
vulnerable given its high lending concentration and interconnectedness to the
Commonwealth.

Alternatively, we could revise the outlook to stable if GDB is successful in
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accessing the capital markets on reasonable terms to raise capital to meet its
liquidity needs over the next couple of years.

Ratings Score Snapshot

To From
Issuer Credit Rating B-/Negative/C BB-/Negative/B

SACP b b+
Anchor bbb+ bbb+
Business Position Very Weak (-5) Very Weak (-5)
Capital and Earnings Very Strong (+2) Very Strong (+2)
Risk Position Weak (-2) Weak (-2)
Funding and Liquidity Below average Below average

and weak(-2) and adequate(-1)
Support 0 0
GRE Support 0 +1
Group Support 0 0
Sovereign Support 0 0

Additional Factors -1 0

Related Criteria And Research

Related Criteria

• Bank Hybrid Capital And Nondeferrable Subordinated Debt Methodology And
Assumptions, Jan. 29, 2015

• Group Rating Methodology, Nov. 19, 2013
• Quantitative Metrics For Rating Banks Globally: Methodology And
Assumptions, July 17, 2013

• Revised Market Risk Charges For Banks In Our Risk-Adjusted Capital
Framework, June 22, 2012

• Banking Industry Country Risk Assessment Methodology And Assumptions,
Nov. 9, 2011

• Banks: Rating Methodology And Assumptions, Nov. 9, 2011
• Rating Government-Related Entities: Methodology And Assumptions, Dec. 9,
2010

• Bank Capital Methodology And Assumptions, Dec. 6, 2010

Related Research

• Puerto Rico General Obligation Debt Rating Lowered To 'B' From 'BB' On
Potential Inability To Meet Debt Commitments, Feb. 12, 2015

• Puerto Rico Electric Power Authority, Puerto Rico Aqueduct and Sewer
Authority Ratings Unaffected By Court Ruling, Feb. 10, 2015
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Ratings List

Downgraded
To From

Government Development Bank for Puerto Rico
Counterparty Credit Rating B-/Negative/C BB-/Negative/B
Senior Unsecured B- BB-

Ratings Affirmed

Government Development Bank for Puerto Rico
Senior Unsecured AA-

Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at www.spcapitaliq.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 12, 2015   5

THIS WAS PREPARED EXCLUSIVELY FOR USER CARMEN MCCONNIE.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
1383904 | 302008878

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



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 www.spcapitaliq.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.

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 nonpublic information received in connection with each analytical process.

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 acknowledgement 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.

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.

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.

Copyright © 2015 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 12, 2015   6

THIS WAS PREPARED EXCLUSIVELY FOR USER CARMEN MCCONNIE.

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.
1383904 | 302008878


	Research:
	Overview
	Rating Action
	Rationale
	Outlook
	Ratings Score Snapshot
	Related Criteria And Research
	Related Criteria
	Related Research

	Ratings List


