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Research Update:

Government Development Bank for Puerto Rico
Downgraded To 'CC' From 'CCC-' On Imminent
Default; Outlook Negative

Overview

» The Government Devel opnent Bank for Puerto Rico (GDB) nade an official
announcenent, on Friday, July 10, of its intent to purchase or exchange,
from"tine to tine," its outstanding senior notes in the open narket and
in privately negotiated transactions at a price the bank expects to be
"materially | ess than par."

* In addition, the president of GDB, Ml ba Acosta, has been quoted in
recent press alluding to ongoing discussions to restructure debt bel ow
par. She also alluded to a "consensual adjustnent” on a portion of Puerto
Rico's debt in her address to creditors in New York yesterday.

e Although the details, including the tinmng, are unclear at this point, we
very likely would classify an exchange offer or similar restructuring as
tantamount to default, inline with our criteria, as investors would
likely receive less than the par value of the securities.

W are therefore lowering our rating on GbBto 'CC from'CCC ',
reflecting our view that a default is virtually certain.

* The rating outlook is negative. W will lower the issuer rating to 'SD
if GDB executes a debt exchange, and we will |ower the issue-level rating
on any exchanged debt to 'D .

Rating Action

On July 14, 2015, Standard & Poor's Ratings Services lowered its long-term

i ssuer credit rating on the Governnent Devel opnent Bank for Puerto Rico (GDB)
to'CC from'CCC'. At the sane tinme, we are affirmng our 'C short-term

i ssuer credit rating on GDB. The rating outlook is negative.

Rationale

Thi s downgrade reflects our view that a default by GDB in the near termis a
virtual certainty. GDB has announced its intent to purchase its outstanding
senior notes in the open market and in privately negotiated transactions

t hrough cash or exchange with new securities at a price the bank expects to be
"materially less than par." W would deem such an exchange as di stressed and
consider it a default under our criteria. We affirmed our short-termrating
because we believe it already reflects our expectation for default in the near
term

W | owered our general obligation (G0 rating on the conmonwealth and its debt
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to "CCC-' on June 29,

reflecting our view that a default,
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or redenption of the comonwealth's debt appears to be inevitable within the

next six nonths absent
i ssuer's circumstances.
relates only to GDB debt,

We continue to nonitor

unanti ci pat ed,

GDB' s financi al

significantly favorabl e changes in the

At present, we understand the potential debt exchange

and hence our ratings on the Puerto Rico GO and
appropriation debt renmi n unaffected.

credit quality, including its business position, risk position

and liquidity, are very weak. Mbreover,

we expect credit

performance and believe its fundanenta
and fundi ng
metrics to continue

to be wei ghed down by the commopnwealth's inability to access fundi ng narkets,

and the overall deteriorating business,

Puerto Ri co.

GDB faces nearly $900 nmillion of notes maturating in fisca
net liquidity of roughly $778 mllion as of May 31, 2015. W beli eve,
of its tight liquidity conditions and limted ability to raise capital

financi al

will have difficulty neeting its debt service requirenents.

Outlook

The rating outl ook is negative,
debt is virtually inevitable.
'SD if GDB executes a debt exchange,
rati ng on any exchanged debt to 'D . Wen GDB has conpl eted the planned

restructuring of its debt, we expect to update our assessnent of the banks

stand-al one credit profile.

Ratings Score Snapshot

| ssuer Credit Rating

Anchor

Busi ness Position
Capi tal and Earni ngs
Ri sk Position

Fundi ng and Liquidity

Support

GRE Support

G oup Support
Sover ei gn Support
Addi ti onal Factors

To
CC/ Negative/ C

bbb+

Very Weak (-5)
Very Strong (+2)
Very Weak (-5)
Bel ow aver age
and very weak(-5)

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

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

We expect we will

From

CCC-/ Negati ve/ C

bbb+

Very Weak (-5)
Very Strong (+2)
Very Weak (-5)
Bel ow aver age
and very weak(-5)

2016,

and econonic conditions in

had

in |ight
GDB

reflecting our view that a default on GDB' s
| ower the issuer
and we will also |ower the issue-Ilevel

rating to

JULY 14, 2015 3

1417660 | 302008878



Research Update: Government Development Bank for Puerto Rico Downgraded To 'CC' From 'CCC-' On
Imminent Default; Outlook Negative

Related Criteria And Research

Related Criteria

Rati ng Governnent-Related Entities: Mthodol ogy And Assunptions, March
25, 2015

Bank Hybrid Capital And Nondeferrabl e Subordinated Debt Methodol ogy And
Assunptions, Jan. 29, 2015

CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

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

Criteria For Assigning 'CCC+, 'CCC, "CCC-', And 'CC Ratings, Cct. 1,
2012

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

Banks: Banking I ndustry Country Ri sk Assessnment Met hodol ogy And
Assunptions, Nov. 9, 2011

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

Banks: Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

Rating Inplications OfF Exchange Offers And Sinilar Restructurings, Update
May 12, 2009

Related Research

Puerto Rico’'s Latest Financial Disclosure Confirnms Precarious Liquidity
Position, July 9, 2015

Gover nnent Devel opnent Bank for Puerto Rico Long-Term Rating Lowered To
"CCC-'; Qutlook Negative June 30, 2015

Puerto Rico GO Rating Lowered To 'CCC-' From ' CCC+ ; Qutlook Is Negative
On Likelihood OF Default Or Distressed Exchange, June 29, 2015

Rati ngs On Four Puerto Rico-Based Banks Placed On CreditWatch Negative
Fol | owi ng The Downgrade OF Puerto Rico's GO Debt, Feb. 13, 2015

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

Ratings List

Downgr aded; Ratings Affirmed

To From
Gover nnent Devel opnent Bank for Puerto Rico
| ssuer Credit Rating CC/ Negative/ C CCC-/ Negative/ C
Downgr aded

Gover nnent Devel opnent Bank for Puerto Rico

Seni or Unsecur ed CC CCC-

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 14, 2015 4

THIS WAS PREPARED EXCLUSIVELY FOR USER CARMEN MCCONNIE.

1417660 | 302008878

NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.



Research Update: Government Development Bank for Puerto Rico Downgraded To 'CC' From 'CCC-' On
Imminent Default; Outlook Negative

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at ww. spcapitalig.com Al 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 |ocated in the |eft

col umm.
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