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Research Update:

BBVA Banco Continental 'BBB+/A-2' Ratings
Affirmed; Outlook Remains Stable

Overview

• On April 6, 2018, we raised the long-term ratings on BBVA, the parent of
Peru-based subsidiary, BBVA Banco Continental, to 'BBB+' from 'BBB',
which triggered a one notch of group support uplift for the subsidiary's
stand-alone credit profile (SACP).

• Peru-based universal bank BBVA Banco Continental continues to post sound
financial metrics despite sluggish credit growth in the domestic
financial system during 2017. The bank's above-average provision coverage
has mitigated risks stemming from the recent asset quality deterioration,
levels of which are still better than those of other large banks
operating in the country.

• We expect business volumes to gradually resume as economic activity picks
up, while the bank continues to develop its digital banking capabilities
and its presence in consumer and small- to mid-size enterprises (SMEs)
lending.

• We're affirming our 'BBB+' long-term and 'A-2' short-term issuer credit
ratings on the bank. The stable outlook on the bank mirrors that on the
sovereign ratings and the rating on the parent.

Rating Action

On April 24, 2018, S&P Global Ratings affirmed its 'BBB+' long- and 'A-2'
short-term ratings on BBVA Banco Continental S.A. We also affirmed our 'BBB-'
rating on the bank's $300 million subordinated notes that mature in 2029. The
outlook remains stable.

Rationale

Our ratings on BBVA Banco Continental reflect its solid market share and
business diversification, factors that confer significant stability to the
bank's revenue and operating performance. However, sluggish economic growth
and turbulent political landscape could continue to hold back business volumes
and credit demand, increasing pricing competition and net interest margins
(NIM) pressures. Still, we project the bank to maintain adequate risk-adjusted
capital (RAC) levels, roughly at 9.5% over the next 12-18 months mainly based
on credit growth of 7%-8%, return on assets above 1.8%, and nonperforming
loans ratio (NPLs) below 3%. System-wide asset quality metrics have
consistently deteriorated in the past few years and we expect them to start
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improving once GDP growth gains momentum and private investments in the
country resume. In this sense, BBVA Banco Continental has above-average
coverage levels that could mitigate potential credit provisions. The bank also
has diversified and stable funding profile with an about 20% share of the
country's retail deposit base and wide access to local and international
capital markets. BBVA Banco Continental also holds sufficient liquidity and
broad liquid assets to cover its short-term wholesale funding by 2x. As a
result, the bank's SACP remains at 'bbb'.

Banco Bilbao Vizcaya Argentaria S.A. (BBVA; A-/Stable/A-2) 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 into its SACP, subject to a cap of one notch
below the parent's group credit profile (GCP). Currently, ratings on the bank
reflect one notch of group support.

Our bank criteria use our Banking Industry Country Risk Assessment (BICRA)
economic risk and industry risk scores to determine a bank's anchor; the
starting point in assigning an issuer credit rating. Our anchor for a
commercial bank operating only in Peru is 'bbb'. (Please see "Banking Industry
Country Risk Assessment: Peru," published July 17, 2017).

Our view of BBVA Banco Continental's business profile reflects the bank's
position as the second-largest lender in Peru for the business lines in which
it operates. This operational scale and diversified business activity result
in stable business and revenue for BBVA Banco Continental. However, the bank's
market share in terms of loans slipped to 21.1% from 22.0% in the past 12
months due to soft corporate lending demand and stiff competition in the
banking system. We expect the bank to gradually increase its footprint in
retail and SMEs loans, but the portfolio mix likely to remain unchanged in the
short term. We also expect the bank to maintain its operating efficiency amid
slow credit growth and pressured NIMs, while credit losses should remain
manageable in the next two years. On the other hand, investments in digital
banking capabilities and software development should remain robust and in line
with the parent's digital strategy for the next several years.

Our assessment of BBVA Banco Continental's capital and earnings is based on
our forecasted RAC ratio of around 9.5% for the next 12-18 months. The bank's
sound profitability metrics and low credit growth have supported comfortable
regulatory metrics and improved RAC levels in the past few years.

Our base-case scenario assumes the following factors:
• Peru's GDP growth of 3.5% 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 expected to gradually improve as economic
activity and private investment resume;

• Stable NIMs due to the bank's efforts to compensate for high competition
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pressures through increased focus on retail and SMEs lending segments
that have wider margins than those of corporate segment;

• Return on average adjusted assets roughly above 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.

Our risk position assessment on BBVA Banco Continental reflects its
diversification across business lines and economic sectors in Peru, relatively
low credit losses, satisfactory asset quality metrics, and prudent
underwriting practices. BBVA Banco Continental has manageable single-name
concentration: its 20 largest loans account for about 13.3% of the bank's
total loans (and 94% of capital) as of December 2017. Moreover, NPLs were
edged up to 2.7% from 2.4% at the end of 2016, compared with the system's
figure of 3%. The deterioration was in line with the industry trend, because
internal demand remained weak due to cooling economy, while low credit growth
was also a contributing factor. Despite the rise in NPLs, the bank's credit
losses of 1% have been in line with those in previous years and lower than
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 168% as of December 2017) that could help to cover higher
provisioning needs going forward.

In our view, BBVA Banco Continental's funding is similar to the industry
average. Customer deposits are the main source of funding; with total deposits
to the bank's funding base (excluding other liabilities) was 76% as of
December 2017. The remaining funding sources are interbank credit lines and
other financial obligations. BBVA Banco Continental's stable funding ratio
(SFR) was 111% as of December 2017, with a three-year average of 114%. 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 costumer deposits and local issuances, because the central
bank is not renewing those operations amid solid conditions for domestic
currency liquidity in the financial system.

BBVA Banco Continental's broad liquid assets cover its short-term wholesale
funding by 1.8x as of December 2017, with a three-year average of 1.8x.
Although these ratios are higher than the average for other Latin American and
many global banks, they are similar to the Peruvian banking system average. We
don't expect the bank's adequate liquidity management or funding composition
to change during the next 18-24 months.
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Outlook

The stable outlook on BBVA Banco Continental for the next 24 months reflects
that on the Peruvian sovereign's and parent's ratings. On the other hand, a
drop in the bank's SACP wouldn't lead to a lower issuer credit rating unless
the former falls to 'bb', because the parent support would compensate for
weaker credit quality.

Downside scenario

We could downgrade BBVA Banco Continental in the next 24 months if we were to
downgrade the Republic of Peru because we don't expect the bank to be rated
above the sovereign given the former's vast exposure to Peru's market. We
would also lower the ratings on the bank following a similar action on the
parent, which would remove the notching of group support, currently reflected
on its ICR. The outlook on the sovereign and parent is stable at this moment.

Upside scenario

An upgrade is highly unlikely at this point. We could raise the ratings in the
next 24 months if we were to upgrade both the sovereign and parent.

Ratings Score Snapshot

Issuer Credit Rating BBB+/Stable/A-2

SACP bbb
Anchor bbb-
Business Position Strong (+1)
Capital and Earnings Adequate (0)
Risk Position Adequate (0)
Funding Average (0)
Liquidity Adequate (0)

Support +1
GRE Support 0
Group Support +1
Sovereign Support 0

Additional Factors 0

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
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, 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

Related Research

• Reduced Funding Risks Lead To Upgrades At Several Spanish Banks, April 6,
2018

Ratings List

Ratings Affirmed

BBVA Banco Continental
Counterparty Credit Rating BBB+/Stable/A-2
Senior Unsecured BBB+
Subordinated BBB-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.capitaliq.com. All ratings affected by this rating action
can be found on the S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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