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Major Rating Factors

Strengths: Weaknesses:

• Sound business position in the Peruvian financial

system as the second-largest bank in the country;

• Solid operating performance and track record in

Peru; and

• Strategically important subsidiary of BBVA.

• Low per capita income weakens Peru's economic

resilience and limits debt capacity; and

• Worsening asset quality industry-wide due to the

declining performance of small and midsize

enterprises (SMEs) in the country.

Outlook: Negative

The negative outlook on BBVA Banco Continental reflects that on its parent, Banco Bilbao Vizcaya Argentaria S.A.

(BBVA; A-/Negative/A-2). We could downgrade the Peruvian subsidiary in the next two years if we take the same

action on BBVA because it currently receives a notch of support from its parent.

Upside scenario

We could revise our outlook on BBVA Banco Continental to stable if we also revise our outlook on its parent, or if

the bank's capitalization levels improve, reaching a forecasted risk-adjusted capital (RAC) ratio in the next two

years comfortably above 10%, leading us to strengthen the bank's stand-alone credit profile (SACP). This could

result from stronger-than-expected internal capital generation, lower credit growth, or a lower dividend payout.
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Rationale

Our ratings on BBVA Banco Continental reflect its solid market share and business diversification, which confer

significant stability to the bank's revenue and operating performance. However, sluggish economic growth and Peru's

turbulent political landscape could continue to hold back business volumes and credit demand, increasing pricing

competition and pressure on net interest margins (NIM). Still, we project the bank will maintain adequate RAC levels,

with return on assets above 1.8% and a nonperforming loans (NPLs) ratio around 3%. System-wide asset quality

metrics have consistently worsened in the past few years, but we expect them to start improving once GDP growth

gains momentum and private investments in the country resume. BBVA Banco Continental has above-average

coverage levels that could mitigate potential credit provisions. The bank also has a diversified and stable funding

profile with about a 20% share of the country's retail deposit base and wide access to local and international capital

markets. As a result, the bank's SACP is 'bbb'.

Table 1

BBVA Banco Continental Key Figures

--Year-ended Dec. 31--

(Mil. PEN) 2018* 2017 2016 2015 2014

Adjusted assets 73,473.1 76,372.1 78,431.4 80,991.1 62,826.2

Customer loans (gross) 54,502.1 52,357.9 52,311.2 50,041.4 44,029.4

Adjusted common equity 7,624.6 7,402.0 6,838.5 6,182.4 5,508.4

Operating revenues 3,321.3 4,220.9 4,148.6 4,161.5 3,852.2

Noninterest expenses 1,285.1 1,775.4 1,744.9 1,628.3 1,451.0

Core earnings 1,027.4 1,389.0 1,338.2 1,371.6 1,343.7

*Data as of Sept. 30. PEN--Peruvian nuevo sol.

Business position: Second-largest bank in the country with sound market presence and business
stability

As the second-largest lender in Peru, BBVA Banco Continental continues to work on digital transformation that reflects

its goal of being a modern, agile, and omni-channel bank. This also reflects the increasingly elaborate demands of

Peruvian financial consumers. As of September 2018, 52% of the bank's transactions were done through mobile

banking and 31% through the internet.

As a universal bank, BBVA Banco Continental operates in a wide range of banking businesses including wholesale,

retail and investment banking products and services (through its various subsidiaries), although as a commercial bank,

its core business is lending. The bank mainly targets corporates and large and medium companies (64% is the sum of

the three segments) and has a lower-than-average portion of loans to small companies (only 3%). The remaining 34%

of the bank's portfolio is focused on the retail segment, with higher than industry-average exposures in prime

residential mortgages (23%), consumer loans (7%), credit cards (4%), and negligible exposure to microfinance as of this

September (refer to chart 2).

We consider BBVA Banco Continental to have diversified operations thanks to a broad loan portfolio in terms of

segments, products, and economic sectors. In the short to medium term, although we expect higher growth in the
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retail segment (credit cards and consumer loans) and in midsize enterprises, we don't expect major shifts in loan

portfolio composition. On the other hand, the bank has the second largest distribution nationwide network with 320

branches, the largest distribution in terms of agents (11,721), and third largest in terms of ATMs (1,945) throughout the

country as of September, providing diversification and deposit stability.

As of Sept. 30, BBVA Banco Continental had a 20.7% market share in terms of loans and about 21.6% in terms of

deposits. BBVA Banco Continental's large operational scale and diversified business activity result in stable business

and revenue. However, the bank's market share in terms of loans slipped from 22% in 2016 due to soft corporate

lending demand and stiff competition in the banking system. However, we expect market shares and business volumes

to remain stable and predict competition will stabilize. We also expect the bank's profitability will remain sound

because of relatively stable NIMs, although we forecast higher interest costs due to competition, and manageable

credit losses. Net interest income makes up 70% of total operating revenue, while the remaining 30% of non-interest

income represents a mix of revenues from fee income and foreign exchange operations. We don't expect any major

changes in the bank's business diversification for the next 18-24 months.

Table 2

Market Shares In Terms Of Loans (As Of September 2018)

# Loans % Loans

1 BCP 85,348,353 32.8%

2 BBVA Continental 53,995,363 20.7%

3 Scotiabank Perú 45,509,902 17.5%

4 Interbank 31,169,340 12.0%

5 BanBif 10,007,212 3.8%

6 Mibanco 9,691,448 3.7%

Total 260,409,008 100%

Source: Superintendencia de Banca y Seguros.

Table 3

Market Shares In Terms Of Deposits (As Of September 2018)

# Deposits % Deposits

1 Banco de Crédito del Perú 76,220,788 32.7%

2 BBVA Banco Continental 50,376,467 21.6%

3 Scotiabank Perú 34,865,613 15.0%

4 Interbank 28,547,563 12.3%

5 Banco Interamericano de Finanzas 9,643,549 4.1%

6 Mibanco 7,994,711 3.4%

Total 232,999,215 100%
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Chart 1

Table 4

BBVA Banco Continental Business Position

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Loan market share in country of domicile 20.7 21.3 22.1 22.0 22.7

Deposit market share in country of domicile 21.6 21.3 23.2 22.4 22.4

Return on average common equity 17.6 19.0 20.2 23.2 25.7

*Data as of Sept. 30.

Capital and earnings: Satisfactory regulatory and risk-adjusted capitalization metrics

BBVA Banco Continental's common equity Tier 1 ratio remains sound at 10.51% (Tier 1 11.33%) and its BIS regulatory

capital at 14.72% as of Sept. 30, 2018, which is well in excess of the regulator's minimum regulatory capital

requirement of 12.16% and similar to the industry average.

We expect BBVA Banco Continental to remain well capitalized, given our forecast for the bank's RAC ratio of about

9.5% for the next 12-18 months. Our RAC ratio compares our definition of total adjusted capital (TAC) to our

risk-weighted assets (RWAs). We apply our risk-adjusted capital framework (RACF) to banks consistently across the

globe, and it's independent of national regulations and banks' internal risk measurements. We intend our RACF to

adjust the banks' capital and the value of assets and exposures to reflect degrees of risk more consistently than is

reflected in regulatory ratios. These adjustments can result in significant differences between our capital ratios and the

regulatory ones. For example, in Peru the main difference between our RAC ratio and the common equity Tier 1 is that

we apply higher risk weights to sovereign exposures given our rating on Peru (while the regulatory risk weight is 0%)

and we have higher risk weights to loan exposures given our evaluation of the country's economic risk.
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Our forecast for the bank's RAC ratio of about 9.5% for the next 12-18 months assumes the following base-case

scenario:

• Peru's GDP growth of 3.6% in 2018 and 3.8% in 2019;

• Loan portfolio growth of 7%-8% in the next two years due to the still low demand for credit, although we expect this

to gradually improve as economic activity and private investment resume;

• Stable NIMs because of the bank's efforts to compensate for higher competition through increased focus on retail

and SMEs lending segments that have wider margins than those of corporate segment;

• Return on average adjusted assets roughly around 1.8%;

• NPLs slightly rising given the consumer lending growth expectations but remaining below 3% for the next two

years; and

• A dividend payout of 50% in 2018 and 2019.

BBVA Banco Continental's quality of capital and earnings is supported by its high quality of capital, which mostly

consists of paid-in capital and retained earnings. In addition, we view the bank's quality of earnings as sound.

Efficiency rations at about 39.7% are in line with the peer average.

Table 5

BBVA Banco Continental Capital And Earnings

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Tier 1 capital ratio 11.3 10.8 10.8 9.7 9.8

Adjusted common equity/total adjusted capital 100.0 100.0 100.0 100.0 100.0

Net interest income/operating revenues 69.7 68.8 69.9 65.1 69.8

Fee income/operating revenues 17.9 18.8 18.5 18.3 19.0

Market-sensitive income/operating revenues 12.8 13.2 12.2 16.0 11.7

Noninterest expenses/operating revenues 38.7 42.1 42.1 39.1 37.7

Preprovision operating income/average assets 3.6 3.2 3.0 3.5 4.0

Core earnings/average managed assets 1.8 1.8 1.7 1.9 2.3

*Data as of Sept. 30. N/A--Not applicable.

Risk position: Diversified loan portfolio by business lines and economic sectors with relatively low
credit losses

BBVA Banco Continental's conservative underwriting practices and focus on large corporates has helped it maintain

adequate asset quality metrics. We don't expect BBVA Banco Continental to engage in acquisitions and think it will

maintain adequate underwriting standards. We expect higher growth in the retail segment and in midsize enterprises,

but no major shifts in the overall loan distribution. NPLs to total loans reached 3.06% in September 2018, compared

with the industry average of 3.07%, under the regulatory definition that is more stringent that the 90 days overdue

definition. This deterioration was in line with the industry trend, because internal demand remained weak due to

cooling economy while low credit growth was also a factor.

Despite the rise in NPLs, the bank's credit losses of about 1% at year-end 2017 have been in line with those in previous
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years and lower than the system average. On the other hand, we still see pressures in the domestic construction sector,

which represents about 3% of the bank's portfolio and a significant portion of the off-balance sheet exposures

(including mainly guarantees) similar to other players in the system, amid large corruption investigations and still

paralyzed infrastructure development in the country. Nevertheless, BBVA Banco Continental maintains higher than

average coverage levels (about 160% as of September) that could help cover higher provisioning needs.

The bank has maintained its risk diversification among several economic sectors and business segments. Thanks to its

ample retail operation, BBVA Banco Continental has manageable single-name concentration: its 20 largest loans

account for about 13.3% of its total loans (and 94% of capital) as of December 2017. As a result, we don't detect

significant risk concentrations that could hamper the bank's asset quality or risk position, and we don't expect this to

change in the future. BBVA Banco Continental continues to focus on traditional banking operations. In this regard,

there are no complex products or exposure to sophisticated derivatives operations (mostly used for hedging purposes),

asset-backed securities, collateralized debt obligations, or structured credits.

The level of dollarization (in loans) has been a concern for Peru. Although this level has fallen consistently in the past

decade thanks to measures taken by the Central Bank, it remains higher than those of international peers--around 32%

of total lending as of October 2018 for the banking industry, a level that has stayed relatively stable for the past year.

Although banks generally offer dollar-denominated loans to dollar generators such as exporters, we believe there's still

a significant amount of dollar-denominated loans offered to non-dollar generators. BBVA Banco Continental has a

dollarization level in loans of 34% as of October; similar to the industry average. Overall, we expect relatively stable

dollarization levels.
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Chart 2
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Chart 3
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Chart 4

Table 6

BBVA Banco Continental Risk Position

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Growth in customer loans 5.5 0.1 4.5 13.7 10.0

Total managed assets/adjusted common equity (x) 9.7 10.4 11.5 13.1 11.4

New loan loss provisions/average customer loans 1.5 1.1 1.2 1.4 1.2

Net charge-offs/average customer loans N.M. 1.0 0.9 1.2 0.9

Gross nonperforming assets/customer loans + other real estate owned 3.1 2.7 2.4 2.2 2.2

Loan loss reserves/gross nonperforming assets 158.9 168.7 187.4 203.6 202.1

*Data as of Sept. 30. N/A--Not applicable.

Funding and liquidity: Adequate funding profile underpinned by a large retail operation

Core customer deposits remain the main funding source for BBVA Banco Continental; they account for 78% of its total

funding base as of September 2018. The remaining 22% funding sources are interbank credit lines and other financial

obligations. The bank's core customer deposit base remained relatively stable with no major concentrations, and we

don't expect major changes in this regard. We don't expect BBVA Banco Continental's funding structure and

characteristics to change significantly in the near future. In terms of funding, the bank has shown stability by

continuing to expand its deposit base while accessing the debt capital markets, underscoring its solid financial

flexibility. We consider that BBVA Banco Continental manages asset and liability risk well. The bank performs stress

test analyses and has contingency plans in place.
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As of the end of 2017, 9% of the bank's funding in PEN were repurchase agreements (repos) from the central bank,

down from 21% in 2016. The bank has been replacing them with customer deposits and local issuances because the

central bank isn't renewing the repos amid solid conditions for domestic currency liquidity in the financial system.

As of December 2017, BBVA Banco Continental's assets in foreign currency amounted to about 38% and liabilities to

37% (similar to the industry average). The bank has hedged the portion of the balance sheet that isn't naturally

matched with cross-currency swaps.

The bank's stable funding ratio was 107.9% as of September 2018 with a three-year average of 109.7%, which is in line

with those of its domestic and regional peers. We calculate the ratios as available stable funding (mainly composed of

demand [27%] and time deposits [27%], saving accounts [24%], bonds maturing over the next 12 months [6%], and

equity [13%]) divided by stable funding needs (mainly customer loans). We consider BBVA Banco Continental to have

average funding compared to the industry norm, and we view the bank's liquidity as adequate. As of September, the

bank's broad liquid assets (mainly composed of sovereign bonds [53%] and interbank deposits [30%]) covered 1.9x its

short-term wholesale funding. 43% of the short-term wholesale funding is senior and subordinated bonds that mature

in less than a year, 30% are short-term repos, and 27% are deposits due to banks. The three-year average ratio is 1.8x.

We consider BBVA Banco Continental's maturities for the next two years to be manageable.

Chart 5
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Table 7

BBVA Banco Continental Funding And Liquidity

--Year-ended Dec. 31--

(%) 2018* 2017 2016 2015 2014

Core deposits/funding base 77.8 71.7 69.5 64.9 69.5

Customer loans (net)/customer deposits 105.9 105.3 103.9 102.9 108.9

Long-term funding ratio 88.3 84.6 83.9 81.7 89.9

Stable funding ratio 107.9 109.6 111.6 114.2 117.3

Short-term wholesale funding/funding base 13.1 17.1 17.7 19.9 11.1

Broad liquid assets/short-term wholesale funding (x) 1.9 1.7 1.7 1.7 2.5

Net broad liquid assets/short-term customer deposits 38.8 44.2 39.1 47.7 54.5

Short-term wholesale funding/total wholesale funding 59.0 60.6 58.0 56.8 36.5

Narrow liquid assets/3-month wholesale funding (x) 2.9 4.6 5.0 7.0 9.0

*Data as of Sept. 30.

Anchor:'bbb-' for banks operating in Peru.

Our bank criteria use our Banking Industry Country Risk Assessment (BICRA) economic and industry risk scores to

determine a bank's anchor, the starting point in assigning an issuer credit rating. The anchor for banks operating only

in Peru is 'bbb-'.

Peru's economic risk reflects its low GDP per capita levels, manageable economic imbalances, and relatively high

exposure to foreign-currency lending and to lending to cyclical SMEs. We forecast real GDP growth of 3.6% in 2018

and 3.8% in 2019, compared to 2.5% in 2017. Peruvian President Vizcarra has strengthened his political standing by

successfully using public anger against corruption in the judiciary, Congress, and other branches of the government to

propose a national referendum on political reforms to strengthen the rule of law. In addition, a strong fiscal position,

prudent monetary policies, and a credible and effective central bank give the country enough flexibility to withstand

present and future external shocks. Peru's economic imbalances remain manageable, reflecting relatively low credit

expansion of about 5.25% during 2017 and projected at 10% in 2018 and 2019 (year-on-year). Credit growth has

slowed since 2016, mainly due to subdued internal demand that resulted in low credit demand from the corporate

sector. On the other hand, foreign-currency lending has significantly decreased, mainly because of the Peruvian central

bank's (BCRP) incentives, but it remains relatively high (about 28% of total loans as of April 2017) and we don't expect

it to decrease further. Additionally, we believe the financial sector is exposed to a significant share of lending—about

28% of total loans--to cyclical sectors such as SMEs.

In general, we consider the industry risk for banks operating in Peru to be lower than that of its peers. We believe that

Peru has a sound regulatory framework, with ample supervisory coverage and periodic risk-based supervision under a

highly professional regulator. Both the BCRP and Superintendencia de Banca y Seguros (SBS)--which regulates banks

and insurance companies--are very active. During times of external shocks, authorities introduced prudent measures to

ensure overall financial stability. Moreover, Peru is fairly far along in implementing Basel III standards tailored for the

domestic financial system. The latter has generated strong profitability and adequate levels of capitalization in the past

five years, and there are no significant market distortions that could alter the system's competitive dynamics in the

near term. We also believe the country's financial system has a healthy and diversified funding mix consisting of
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deposits, domestic market debt, and external debt (banks and market), as well as strong government support to

provide liquidity if needed.

Support: BBVA's strategically important subsidiary

BBVA and Breca group (not rated) jointly control 92.24% of BBVA Banco Continental. In our view, BBVA Banco

Continental is a strategically important subsidiary of BBVA, given that its operations, risk management practices, and

strategy are consistent with those of the BBVA group. This status allows BBVA Banco Continental to incorporate up to

three notches of support? into its SACP, subject to a cap of one notch below the parent's group credit profile (GCP).

Currently, our ratings on the bank reflect one notch of group support.

We view BBVA Banco Continental as having high systemic importance for the Peruvian financial system given its

sound competitive position as the second largest bank in the country and its importance for the payment system in

Peru. However, given the sovereign rating on Peru, the bank currently doesn't receive any uplift due to government

support.

Related Criteria

• Criteria - Financial Institutions - General: Risk-Adjusted Capital Framework Methodology, July 20, 2017

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

• Criteria - Financial Institutions - Banks: Bank Hybrid Capital And Nondeferrable Subordinated Debt Methodology

And Assumptions, Jan. 29, 2015

• General Criteria: Group Rating Methodology, Nov. 19, 2013

• Criteria - Financial Institutions - Banks: Quantitative Metrics For Rating Banks Globally: Methodology And

Assumptions, July 17, 2013

• Criteria - Financial Institutions - Banks: Banks: Rating Methodology And Assumptions, Nov. 9, 2011

• Criteria - Financial Institutions - Banks: Banking Industry Country Risk Assessment Methodology And Assumptions,

Nov. 9, 2011

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
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Anchor Matrix

Industry

Risk

Economic Risk

1 2 3 4 5 6 7 8 9 10

1 a a a- bbb+ bbb+ bbb - - - -

2 a a- a- bbb+ bbb bbb bbb- - - -

3 a- a- bbb+ bbb+ bbb bbb- bbb- bb+ - -

4 bbb+ bbb+ bbb+ bbb bbb bbb- bb+ bb bb -

5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+

6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+

7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+

8 - - bb+ bb bb bb bb- bb- b+ b

9 - - - bb bb- bb- b+ b+ b+ b

10 - - - - b+ b+ b+ b b b-

Ratings Detail (As Of December 21, 2018)

BBVA Banco Continental

Issuer Credit Rating BBB+/Negative/A-2

Senior Unsecured BBB+

Subordinated BBB-

Issuer Credit Ratings History

24-Aug-2018 BBB+/Negative/A-2

06-Apr-2018 BBB+/Stable/A-2

05-May-2017 BBB/Positive/A-2

08-Sep-2015 BBB/Stable/A-2

29-Oct-2014 BBB+/Negative/A-2

Sovereign Rating

Peru

Foreign Currency BBB+/Stable/A-2

Local Currency A-/Stable/A-2

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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