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Research Update:

Government Development Bank for Puerto Rico
Long-Term Issuer Credit Rating Lowered To 'BB-';
Outlook Negative

Overview

« W believe that the recently passed |l egislation allow ng certain Puerto
Ri can public entities, including the Puerto Rico Hi ghways and
Transportation Authority (HTA), to restructure their debt obligations
could lead to a potential shift in the Cormonweal th's historically strong
willingness to continue to neet its obligations to bondhol ders.

* The Governnment Devel opment Bank for Puerto Rico has exposure to three
public corporations aggregating approximately $2 billion in | oans, the
| argest of which is the HTA, which could be restructured.

* As a result, we are lowering our long-termissuer credit rating on the
Gover nnent Devel opnent Bank for Puerto Ricoto 'BB-' from'BB and
affirmng our short-termissuer credit rating at 'B'.

» The outl ook is negative, reflecting the substantial uncertainty on
whet her restructurings of the debt of such public corporations will take
pl ace and concerns around the inpact that such restructurings could have
on GDB' s capitalization and financial condition

* In arelated action, we lowered the rating of the Commonwealth of Puerto
Ri co general obligation and appropriation debt ratings to 'BB from
'"BB+' . The outlook is negative. (See "Puerto Rico GO Rating Lowered One
Notch To ‘BB Foll owi ng Debt Legislation; Qutlook Negative," published
July 11, 2014.)

Rating Action

On July 11, 2014, Standard & Poor's Ratings Services lowered its long-term

i ssuer credit rating on the Governnment Devel opnent Bank for Puerto Rico (GDB)
to "BB-' from'BB' . The outlook is negative. W are also affirming our
short-termissuer credit rating on GDB at 'B'. W |owered the stand-al one
credit profile to '"b+ from'bb+

Rationale

The rating action reflects the increased |ikelihood that GDB coul d suffer
material |osses followi ng the enactnent of the Puerto Rico Public Corporation
Debt Enforcenent Act, which allows certain Puerto Rican public corporations of
t he Conmonweal th to seek protection fromcreditors through a debt
restructuring.
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GDB significantly depends on the ability of the Commonwealth and its public
corporations to repay their debt. GDB has | ending exposures to three public
corporations aggregating about $2 billion. These | oans could be restructured.
The Puerto Rico Electric Power Authority (PREPA), which has $40.4 mllion
outstanding to GDB, as of June 30, 2014, recently announced it may del ay
certain payments currently due and that it will continue discussions with

l enders to evaluate various alternatives to inprove its financial situation
(See "Puerto Rico Electric Power Authority Revenue Bonds Downgraded To 'B-'
From'BB" On Inability To Renew Liquidity Facility," published July 9.) The
H ghways and Transportation Authority (HTA) is GDB' s |largest borrower, wth
about $2 billion outstanding as of June 30, 2013. This is a material exposure
relative to the GDB's equity capital of about $2.4 billion. As such, if the
HTA restructures its debt, it is possible that GDB could incur naterial

| osses.

We believe the enactnment of the bill is indicative of the nounting econonic
and fiscal challenges for the Combnweal th as a whole, which could lead to
additional liquidity pressures in the long term Wile the Comobnweal th's

general obligation debt is excluded fromthe act, we al so believe enactnent of
the legislation itself signals a potential shift in the Commobnweal th's
historically strong willingness to continue to nmeet its obligations to

bondhol ders, particularly in the event of constrained nmarket access.

We anti ci pate econonic challenges to persist in Puerto Rico over the next 12
nont hs despite the recent enactnent of a bal anced budget for fiscal 2015.

Al though froma credit standpoint we view the recent enactnment of a bal anced
budget for fiscal 2015 as favorable, we neverthel ess continue to view the
Commonweal th's fiscal situation as precarious. This also bodes negatively for
GDB. G ven GDB s heavy concentration to Puerto Rico's weak public entities,
the potential for restructuring to occur, the uncertainty of the degree to
which GDB's capital could be inpaired, and the lack of clarity surrounding
GDB's plans to navigate those circunstances, we are | owering our business
position assessnent to "very weak" from"weak." This results in revising our
stand-al one credit profile to '"b+ from' bb+

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

i mportant role for the governnent, given that it provides funding to the
Commonweal t h and ot her Puerto Rican public corporations and that it is a
fiscal agent to the Conmonwealth and its instrumentalities. Based on our GRE
criteria, we now incorporate one notch of uplift fromthe stand-al one credit
profile into the issuer credit rating on GDB

Outlook

The negative outl ook reflects the substantial uncertainty on whet her
restructurings of the debt of public corporations that are borrowers of GDB
wi I I occur and concerns around the inmpact such restructurings could have on
GDB's capitalization and financial condition
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Specifically, we believe that if GDB' s |argest borrower, the HTA restructures
its debt, it could result in material |osses for GDB. W could | ower our
ratings on GDB if such restructurings occur and the | osses GDB incurs are
material to a degree that GDB's capital or financial profile would be

i mpaired. We could also |ower our ratings on GOB if we lower our rating on the
Commonweal th. In our view, GDB renmins vul nerable given its high | ending
concentration and i nterconnectedness to the Conmonwealth. Alternatively, we
could revise the outlook to stable if conditions stabilize in the Commonweal th
or if we become convinced that in the event that GDB' s | argest borrowers woul d
restructure their debt, the inpact on the GDB would be Iimted.

Ratings Score Snapshot

To From
| ssuer Credit Rating BB-/ Negati ve/ B BB/ Vat ch Neg/ B
SACP b+ bb+
Anchor bbb+ bbb+
Busi ness Position Very Weak (-5) Weak (-2)
Capi tal and Earni ngs 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 adequate (-1) and noderate (-1)
Suppor t 0 0
GRE Support 0 0
Group Support 0 0
Sover ei gn Support 0 0
Addi tional Factors 0 -1

Related Criteria And Research

Related Criteria

e Group Rating Methodol ogy, Nov. 19, 2013

* Revi sed Market Ri sk Charges For Banks In Qur Ri sk-Adjusted Capital
Framewor k, June 22, 2012

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

* Banking Industry Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 9, 2011

 Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

e Rating Governnent-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

e Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010
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Related Research

Puerto Rico GO Rating Lowered One Notch To ‘BB Fol | owi ng Debt

Legi sl ation; Qutlook Negative, July 11, 2014

Under Pressure: Puerto Rican Bank Ratings Face Several Major Hurdles, My
19, 2014

Gover nnent Devel opnent Bank for Puerto Rico 'BB/B' Ratings Of
CreditWatch Negative Follow ng Puerto Rico Bond |Issuance, April 3, 2014
Gover nnment Devel opment Bank for Puerto Rico, Feb. 19, 2014

Banki ng I ndustry Country Ri sk Assessnent: U.S., Sept. 26, 2013

Ratings List

Downgraded; Of CreditWatch; Qutl ook Negative

To From

Cover nment Devel opnment Bank for Puerto Rico

Counterparty Credit Rating BB-/ Negati ve/ B BB/ \at ch Neg/ B

Downgr aded; Of CreditWtch

To From

Gover nnent Devel opnent Bank for Puerto Rico

Seni or Unsecured BB- BB/ V\at ch Neg

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at ww. spcapitalig.com Al ratings affected by

t

his 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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