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Research Update:

Financiera de Desarrollo Territorial S.A.

FINDETER 'BBB/A-2' Ratings Affirmed, Outlook
Still Negative

Overview

 W're affirming our 'BBB/A-2' issuer credit and 'BBB' issue-level ratings
on Findeter.

e W |lowered our stand-alone credit profile (SACP) on Col onbi a- based
devel opnent bank Findeter to 'bb+ from'bbb-' follow ng our revision of
our capital and earnings assessnent on it to strong fromvery strong.
This stemed froma weaker risk-adjusted capitalization that we expect to
remain so anmid expected |loan growh in 2016 and 2017.

e Qur ratings reflect our view of a very high |likelihood of extraordi nary
governnent support to Findeter due to its government-related entity (GRE)
st at us.

* The negative outlook on the bank reflects that on Col onbi a.

Rating Action

On March 31, 2016, Standard & Poor's Ratings Services affirned its 'BBB |ong-
and ' A-2' short-termforeign and |ocal currency issuer credit ratings (ICR) on
Fi nanci era de Desarrollo Territorial S. A FINDETER (Findeter). W al so
affirmed our 'BBB' issue-level rating on the bank's $500 mllion fixed-rate
seni or unsecured notes due 2024, or its equivalent in Col onbian pesos. The
out | ook remains negati ve.

Rationale

The 1 CRs on Findeter reflect its adequate busi ness position, as one of the

| ar gest devel opnent banks in the country, and its strong capital and earnings
based on our projected risk-adjusted capital (RAC) ratio of 13% 14% for the
next 12-24 nmonths thanks to its internal capital generation. The ratings also
i ncorporate our assessnent of the bank's adequate risk position with sound
asset quality netrics that offset risk concentrations, and our view of its
bel ow average fundi ng and adequate liquidity. W |owered Findeter's SACP to
"bb+'" from ' bbb-"'.

Qur ratings on the bank continue to reflect our view of a very high |ikelihood
of extraordi nary governnent support thanks to Findeter's GRE status, given our
assessment of its characteristics:
e Very strong link with the governnent, which currently owns 92.5% of the

bank and will continue to exert a strong influence on it. W expect the
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governnent to remain Findeter's main sharehol der

* Very inportant role in Colonbia s econonic devel opnent strategy,
providing financial and technical support to public and private entities
i nvol ved in devel opnent of sustainable infrastructure, mainly
transportation, housing, energy, technol ogy, innovation, healthcare, and
educati on.

Qur bank criteria use our Banking Industry Country Ri sk Assessnent's (Bl CRA)
econom ¢ risk and industry risk scores to determnmine a bank's anchor, the
starting point in assigning an issuer credit rating. The anchor for banks
operating only in Colonbia is 'bb+

Qur econom ¢ risk assessnment of Colonbia reflects its slowi ng econony and a
deterioration in the country's trade bal ance, which is nainly due to the | ow
prices of oil and coal. W believe that Colonbia's external debt and liability
position will weaken further anid reliance on higher debt financing during the
next two years to partly cover the w dening current account deficit. As a
result, higher econom c inbal ances risks, in our view, would pressure

Col ombi a's financial institutions. Mreover, |owincome household |evels,
along with a potentially rapid credit expansion, could raise credit risk in

t he econony. Peso's depreciation, inflation, and the inpact of low oil prices
on the donestic economy could further pressure household income capacity.

G ven | ower gl obal commpdity prices, we estinmate that Colonbia's GDP growth

slowed to 2.9%in 2015 and will likely be 2.6%in 2016 and 3.3%in 2017, down
from4.5%in 2014. W believe that slow ng econony could act as a drag on
donestic credit growh. Overall, we expect total loans to grow 13% 14%in 2016

and about 15% by the end of 2017, conpared with the conpound annual growh
rate (CAGR) of 20% for the past six years.

Moderate risk appetite in the Col onbi an banki ng sector supports our industry
ri sk assessment. In our view, there are no major distortions in the donestic
financial system Core deposits have proven stable even during periods of
mar ket turnoil; however, lending is expanding at a faster pace than tota
deposits in the system and the share of retail deposits as a percentage of
total deposits remains low. The latter could increase risks to the financial
system because of greater dependence on whol esal e fundi ng sources, which we
consider |ess stable during tines of economc and market distress. Mreover,
despite recent regulatory changes to strengthen the systenm s capitalization
we still believe there is roomfor inprovenent. However, transparency in

Col ombi a's financial systemis, in general, greater than those of its regiona
peers.

The trend in the econonic risk remains stable. This is because the negative
outl ook on Col onbia reflects risks that its external position could
deteriorate further. However, we consider that our economc risk assessnent
already reflects a noderate vulnerability in terms of current account

i mbal ances, which influence financial institutions. In addition, we consider
Col onbi a' s economnic resilience (incone |evels, gromh prospects, and economc
di versity) should renain stable during the next 12 nonths. The hi gher econonic
risk score in Colonbia' s BICRA already captures a potential deterioration in
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credit risk, as a result of the increasing econom c inbal ances.

We continue to assess Findeter's business position as adequate, reflecting its
| eadi ng position as a governnent agent in pronmoting sustainable infrastructure
in Colonbia. As of Dec. 31, 2015, Findeter was the |argest devel opment bank in
the country in terns of total assets ($2.5 billion) and by total |oans ($2.1
billion), representing market shares of 1.5% and 3.03% respectively. Findeter
is the 14th-largest financial institution in Colonbia in terns of tota

assets. Its loan portfolio increased by 13.8%in 2015, with a CAGR of 4% for
the past three years, and we expect a simlar pace for the next two years.
Findeter mainly |l ends to other Col onbian financial institutions (nostly top
conmer ci al banks), which nitigate the risk of a narrower borrower base than

t hose of other Col onbi an banks. Findeter's portfolio nmainly consists of
conmercial loans granted to regulated financial institutions, which represent
86% of its total assets. W don't expect major changes in Findeter's portfolio
m x during the next two years.

We revised our capital and earnings assessnent on Findeter to strong fromvery
strong, reflecting our average projected RAC ratio of 13.5% 14.5% duri ng 2016
and 2017. Qur financial forecasts for the next two years incorporate the
fol |l owi ng assunpti ons:
e Colonbia's GDP growth is likely to be around 2.6%in 2016 and 3.3%in
2017;
* An average loan portfolio growmh of 10% for 2016 and 2017 and our
estinmates of risk-weighted assets increasing at a sinmlar rate;
 The bank's outstanding asset quality metrics to keep relieving pressure
on its profitability and capitalization |evels;
e Credit loss provisions would represent around 30% of operating revenues
during the next two years;
e Return on assets of about 0.35%for the next two years; and
* By law, there are no dividend paynments, so all net incone will be
capitalized

Findeter's capital structure has remai ned stable during the past five years.
Its equity nainly consists of paid-in capital and retai ned earnings. The bank
doesn't have any hybrid instrunents in its capital base. However,
profitability levels are nodest, limting its internal capital generation

We consider Findeter's risk position as adequate. This assessment reflects the
bank's consistently healthy asset quality metrics with no nonperform ng assets
or charge-offs in 2015, and we expect this trend to continue during the next
12-18 nonths. The bank is exposed mainly to Col onbi an comerci al banks, with a
nodest exposure to nonregul ated entities. In our opinion, the bank's | ending
to regulated financial institutions mtigates the high risk of a concentrated
| oan portfolio. As of Dec. 31, 2015, the bank's top 20 | oans represent 98% of
its gross custoner loans, simlar to the 2014 level. In addition, this risk
concentration is mtigated by the automatic charge nechanismto the financial
institutions through the central bank, which has resulted in high quality of
assets. If we consider Findeter's exposure to final beneficiaries, its
concentration netric would drop to 18% Its asset-liability managenent is
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adequately nonitored and mat ched.

Findeter's overall funding and |iquidity assessnent is noderate, based on the
bank' s bel ow average fundi ng and adequate liquidity. Even though the bank
doesn't have a retail deposit base, we believe that its GRE status provides
flexibility in terms of financing. This is reflected in the strong demand for
Fi ndeter's funding instruments--bond i ssuances, term deposits, and
securitizations--its ability to rollover debt, and attractive and conpetitive
interest rates. The bank's GRE status al so gives access to |ong- and
short-termcredit facilities fromvarious donmestic and internationa

nmul til ateral banks including the Inter-American Devel opnent Bank
(AAA/ St abl e/ A-1+) and the Corporaci on Andi na de Formento (AA-/Negative/A-1+)
Findeter's funding structure consists of debt issuances (66% in the |oca
capital market, credit lines frommultilateral agencies (20%, and

i nternational bond issuances (14% . As of Decenber 2015, its stable funding
ratio was 89.5% with a three-year average of 86.9% which is slightly bel ow
the industry's average.

The bank is trying to increase the share of peso-denoni nated funding to keep
its bal ance sheet hedged. Bond issuances al so hel ped match its | oan terns.

The bank has historically maintained prudent |iquidity policies and adequate
liquidity levels to neet its short-termobligations. As of Decenber 2015, its
broad liquid assets covered its short-term whol esale funding by 1.8x, and
averaged 3.79x for the past three years. This ratio has been historically
above 1x. The GRE status allows Findeter to roll-over its short-term
obligations with | ower refinancing risk than private comerci al banks.

Outlook

The negative outl ook on Findeter is based on our outl ook on Col onbia. Qur

rati ngs on the bank incorporate two notches of government support fromits GRE
status, which results in a very high likelihood of support given the bank's
very inportant role and very strong link to the government. The conbination of
s bank's 'bb+' SACP and 'BBB+' |ocal currency sovereign rating results in a
"BBB' credit rating on Findeter, a two-notch uplift fromthe SACP. W don't
expect the bank's GRE status to change during the next two years.

Downside scenario

We could lower the ratings on Findeter following a simlar rating action on
Colonbia's local currency rating, if the peace negotiations with the country's
mai n guerilla group flounder or political devel opnents weaken the governnent's
ability to adjust fiscal policy via a conbi nation of spending and revenue
nmeasures. If, contrary to our expectations, the peace process suffers nmarked
set backs, the government may find it nore challenging to take tinely and
adequate fiscal steps, especially in a context of a decel erating econony.

Under such a scenario, the governnment's debt burden would rise and woul d
likely further erode Col onmbi a's weakened external profile, resulting in a
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downgr ade.

Upside scenario

An upgrade of Findeter is possible following a simlar action on the sovereign
if, inline with our base case, the peace process advances, facilitating the
government's ability to bolster fiscal prospects with a conbination of

spendi ng cuts and increased revenues. In addition, successful inplenmentation
of investnent projects associated with the government's "4G' infrastructure
program woul d hel p maintain GDP grow h, partly conpensating for the negative

i mpact of low commodity prices, contributing to economic stability and fiscal
revenues.

Ratings Score Snapshot

| ssuer Credit Rating BBB/ Negat i ve/ A- 2
SACP bb+

Anchor bb+

Busi ness Position Adequat e (0)
Capital and Earnings Strong (+1)

Ri sk Position Adequat e (0)
Fundi ng and Liquidity Bel ow average and adequate (-1)
Suppor t 0

GRE Support 2

G oup Support 0

Sover ei gn Support 0

Addi ti onal Factors 0

Related Criteria And Research

Related Criteria

 Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015

 Banks: Quantitative Metrics For Rating Banks d obal ly: Methodol ogy And
Assunptions, July 17, 2013

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

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

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

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009
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Ratings List

Rati ngs Affirned

Fi nanciera de Desarrollo Territorial S.A FlINDETER
Counterparty Credit Rating BBB/ Negat i ve/ A- 2
Seni or Unsecur ed BBB

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
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 nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standardandpoors.com Use the Ratings search box
located in the left colum.
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