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Research Update:

FONPLATA Outlook Revised To Positive; 'A-/A-2'
Ratings Affirmed Under Revised Criteria

Overview

e Following a review under our revised criteria for multilateral |ending
institutions, we are affirmng our long- and short-termissuer credit
rati ngs on FONPLATA at 'A-/A-2' and renoving themfromunder criteria
observati on (UCO).

* W& view FONPLATA as nmaki ng steady progress achieving its operational and
| endi ng targets, and sharehol ders continue to support the bank with
timely capital paynments

e The stand-al one credit profile for FONPLATA is '"a-', reflecting our
assessnent of its noderate enterprise risk profile and very strong
financial risk profile.

« W are also revising our outlook to positive fromstable based on our
vi ew t hat FONPLATA has shown progress in shaping its policies and
building up its operational capabilities, which we believe will help it
to strengthen its presence in the region and neet its set targets.

Rating Action

On Feb. 21, 2019, S&P d obal Ratings revised its outl ook on FONPLATA to
positive fromstable. W also affirmed our 'A-' long-termand ' A-2' short-term
i ssuer credit ratings on FONPLATA.

At the same tinme, we renoved the ratings fromunder criteria observation
(UCO, where we placed themon Dec. 14, 2018, after publishing the revised
criteria.

Rationale

We revised our outl ook on FONPLATA to positive based on its efforts in
strengthening nultiple aspects of its business, such as its governance and
institutional structure and its financial and risk managenment frameworKk,
conbined with our expectation that it will continue expanding its presence in
the region. This is infornmed by our view of FONPLATA' s steady progress
achieving its operational and | ending targets.

We base our ratings on FONPLATA on its noderate enterprise risk profile and

very strong financial risk profile under our revised criteria, "Miltilatera
Lending Institutions And Ot her Supranational Institutions Ratings Methodol ogy, "
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published Dec. 14, 2018. W assess FONPLATA' s stand-al one credit profile at

a-', the sane as the long-termissuer credit rating of "A-', given that it
does not benefit from extraordinary support in the formof callable capital

Historically, the bank's ability to fulfill its mandate had been constrai ned
by gaps in governance and nanagenent as well as uneven sharehol der support.
However, the institutional overhaul and reform beginning in 2012, followed by
the creation of the executive presidency and the first strategi c business plan
in 2013, have strengthened FONPLATA s capacity to increase the pace of |ending
and have bol stered sharehol der support.

Approval |evels and disbursements grew by 3.6% and 34.6% respectively, in
2017, reaching US$327 nillion and US$171 nmillion, in line with planned
targets. FONPLATA plans to double its approval size, inline with its
Institutional Strategic Plan 2018-2022, which largely focuses on expanding its
I ending portfolio and incorporating new nenbers. We believe the bank is

wel | -positioned to fulfill its plan, which will support its enterprise risk
profile.

Equal |y i mportant, sharehol ders have increased their support for the bank
foll owi ng FONPLATA' s 2012 reform with a first general capital increase
approved in 2013 for $1.15 billion, of which 30.4%is paid-in capital. As of
Decenmber 2018, nenbers paid capital contributions on tine and in full
Governors approved a second general capital increase in 2016, for $1.375
billion, including $550 nmillion of capital paid in over seven yearly

install ments beginning in 2018.

FONPLATA has benefited frompreferred creditor treatnent (PCT) fromits
borrowi ng nenmbers over the past 10 years, which is incorporated in our
enterprise risk profile assessnent. The calculated arrears ratio is at 0.0%
and no country has gone into arrears with the institution for over 180 days.

Constrai ni ng our assessnment of FONPLATA's enterprise risk profile is its

shar ehol der concentration and, on average, |ower ranking in governance from
its five borrowi ng nenbers. W believe that this presents an agency problem
which, in an extrene scenario, could pose governance risks. Argentina and
Brazil are FONPLATA's two | argest sharehol ders (hol ding 66% of the capita
partici pation conbi ned). However, each nenber country has equal voting rights,
with all approvals and policies requiring four out of five votes in favor.

This is partially counterbal anced by FONPLATA' s efforts to enhance
accountability and transparency in decision-nmaking and strengthen its
financial and risk managenent framework. This includes conservative linmts to
manage the growh in lending set at 3x equity, as well as exposure limts by
country aimng at a nore bal anced | oan portfolio conposition. Recently, the
bank hired a chief risk officer to separate the planning and risk functions.
Moreover, the first executive president of FONPLATA, Juan Notaro, took office
i n Septenber 2012 and was reelected for a second termfrom 2017-2022.

Not ably, in Novenmber 2018, the board of governors approved the nodification of
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its charter to pronote the transition fromfinancial fund to devel opnent bank
and all ow the incorporation of new sharehol di ng nmenbers. The participation of
t he founding menbers in the capital of FONPLATA may not be | ess than 51% of
the aut horized capital. If FONPLATA can further increase its nenbership, this
may support our view of the institution's governance.

FONPLATA was founded in 1974 by its five nmenber countries--Argentina, Bolivia,
Brazil, Paraguay, and Uruguay--through the ratification of the River Plate
Treaty. Its mission is to support the integration of nember countries and

achi eve inclusive devel opnent within the River Plate basin area. As such
FONPLATA is particularly active in local nunicipalities and subregi ons on
countries' borders, providing mainly loans for small and nedi um size projects.
Its niche focus favorably positions it to work with other funding

or gani zati ons.

To strengthen its presence in the region and support |arger ticket sizes,
FONPLATA has engaged in various partnershi ps and co-financing arrangenments
with other nultilateral Iending institutions (MlIls). W have seen progress on
this front as FONPLATA executed its first co-financed projects with

Cor por aci on Andi na de Fonento (CAF) and the OPEC Fund for I|nternational

Devel opnent (OFID) in 2017. A menorandum of understanding for strategic
cooperation was signed with the New Devel opnent Bank (NDB) in 2017 to focus on
financing in Brazil

On June 18, 2018, FONPLATA signed an agreenent with Mercosur to provide
techni cal and financial assistance to the Fund for the Structural Convergence
of Mercosur (FOCEM . The goal of the agreement is to optinize and enhance
aspects of FOCEM s managenent and establish a co-financing franework for
infrastructure projects in snaller, |ess devel oped countries. This arrangenent
coul d support increased scale for FONPLATA' s project size.

The other main factor we consider in our rating on FONPLATA is its very strong
financial profile, reflecting its high capitalization and liquidity.

FONPLATA' s risk-adjusted capital (RAC) ratio after M| adjustnments was 38% as
of Dec. 31, 2017, down from 43% under the former criteria because of changes
in the way we conpute the single-name concentration, which was partially

of fset by our incorporation of PCT. We expect the RACratio to deteriorate as
FONPLATA picks up the pace of lending activities to its five borrow ng nmenber
countries, which will also weigh on the single-name concentration adjustnment.
At the end of 2017, the loan distribution was Uruguay (28%, Bolivia (26%,
Paraguay (18%, Argentina (17%, and Brazil (11%. However, we assune that
managenment will nanage the bank prudently, in line with its conservative
financial limts, and remain above the 23%threshold over the next two years.

At the same time, we view FONPLATA s track record of nonperformng | oans as
sonmewhat weaker than peers in the region given its focus on local and regiona
governments in Brazil, which are prone to debt servicing strains. Wiile all of
FONPLATA' s subnational | oans are guaranteed by the respective sovereign, we
have seen some arrears with Brazilian municipalities over the past three
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years, even though these were paid within the 90-day peri od.

FONPLATA is mainly equity funded, with total adjusted equity to adjusted tota
assets at 96% as of Decenmber 2017. W estinmate that FONPLATA is structurally
able to cover its schedul ed | oan di sbursenents w thout recourse to debt

i ssuance.

Since the bank has no significant debt liabilities, by definition its funding
profile is undiversified. However, we have seen some positive devel opments in
ternms of funding sources. In February 2019, FONPLATA | aunched its first

i ssuance in the international capital markets for Swiss franc (CHF) 150
mllion. It also registered with the Paraguay stock exchange for an issuance
of $100 mllion |last year. Funding sources in 2018 were prinmarily devel oprment
bank financing, such as CAF with a contingent line for US$75 mllion, followed
by a line of credit for US$100 nmillion with the Inter-Anerican Devel opment
Bank (I ADB), as well as with the European Investnent Bank (EIB) for US$60
mllion, the French Devel opment Agency for US$20 million, and Instituto de
Crédito Oicial EEP.E. (1CO for US$15 mllion

FONPLATA coul d al so further diversify funding sources with other MlIs (Asian
Infrastructure |Investnent Bank and Kf W Devel opment Bank), central banks, and
new bond issuances. The bank has indicated a goal to diversify as much as
possi ble and, in the process, obtain better borrow ng conditions.

FONPLATA follows a conservative liquidity policy, under which it's required to
maintain a mninmmlevel of liquidity sufficient to cover all liability
payments and di sbursements over the next 12 nonths. It holds high-quality
liquid assets, which conplies with its investment guidelines.

Qur cal cul ations of FONPLATA's liquidity incorporate stressed narket
conditions and assunme no narket access. For year-end 2017 data and

i ncorporating our updated liquidity haircuts, our 12-nonth liquidity ratio
consi dering the netted derivatives position was 1.1x with schedul ed | oans

di sbursements, while the six-nmonth ratio was 2.3x. However, we estinmate that
t he bank woul d need to sl ow down pl anned di shursenents under a stress
scenari o.

Outlook

The positive outlook is based on our view that FONPLATA has shown progress in
shaping its policies and building up its operational capabilities, which we
believe will help it to strengthen its presence in the region and to neet its
set targets. This could lead to an inprovenent in the enterprise risk profile
over the next 24 nonths. The positive outlook al so incorporates our
expectation that over the next two years, FONPLATA will maintain its high

| evel of capitalization. W expect its RAC ratio after M.I adjustnents to
remain well above 23% even if the asset quality of the | oan book weakens. It
al so incorporates our expectation that FONPLATA will continue increasing its
| ending activity, nmaintain solid support from sharehol ders, and remain a
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preferred creditor anpbng its borrowers.

We could raise the ratings in the next two years if the bank maintains ample
liquidity and robust capitalization I evels while enhancing nultiple aspects of
its enterprise risk profile. This includes evidence of a stronger presence in
the regi on; robust track record of sharehol der support, including full and
tinely paynent of capital installnents due under its approved general capita

i ncrease and the incorporation of new nenbers potentially; and grow ng | ending
and di sbursement in line with its targets. We could also raise the ratings if
we see better | oss experience as well as inproved credit and risk nonitoring.

We could revise the outlook to stable if, in the next two years, FONPLATA

| oses its positive nomentum and there is evidence of weakening capital support
from sharehol ders, or if the institution struggles to conply with its set
targets, reflecting limted risk managenent capabilities or operationa

bot t | enecks.

We could lower the ratings if there is evidence of significant deterioration
in creditworthiness of nenmber countries and sharehol der support, including
signs of weakening PCT. W could also lower the ratings if FONPLATA's capita
adequacy or liquidity deteriorates and the RAC ratio falls bel ow 23%

Ratings Score Snapshot

| ssuer credit rating A-/ Positivel A-2
SACP a-

Enterprise risk profile Moder at e

Pol i cy inportance Adequat e

Covernance and management \Wak

Financial risk profile Very strong
Capi tal adequacy Very strong
Funding and liquidity Strong

Ext raordi nary support 0
Cal | abl e capital 0
G oup support 0

Hol i stic approach 0

Related Criteria

e Criteria | Governnents | General: Miltilateral Lending Institutions And
O her Supranational Institutions Ratings Methodol ogy, Dec. 14, 2018
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e Criteria | Financial Institutions | General: R sk-Adjusted Capital
Framewor k Met hodol ogy, July 20, 2017

e CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
Related Research

 Cuidance: Miltilateral Lending Institutions And O her Supranati onal
Institutions Ratings Methodol ogy, Dec. 14, 2018

e Supranationals Special Edition, Cct. 11, 2018
Ratings List

Ratings Affirmed; Qutl ook Action

To From
FONPLATA
Sovereign Credit Rating
For ei gn Currency A-/Positivel A-2 A-/ St abl e/ A-2

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. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at www. capitalig.com Al ratings affected by this rating action
can be found on S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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