FitchRatings

Fitch Rtgs: Political Mayhem Raises Uncertainty
for Peruvian Corporates
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Fitch Ratings-Chicago-02 October 2019: Rising political risk in Peru is increasing uncertainty for
Peruvian corporates but near-term credit implications should be broadly limited due to relatively
strong balance sheets and improved FCF, says Fitch Ratings. Sector level effects, however, will be
mixed. Miners are benefiting from a weaker currency caused by the situation but are expected to
continue to face obstacles in obtaining permits and starting new projects. Electricity generators' cash
flow generation will be somewhat insulated due to long-term purchase power agreements (PPAs) but
weaker growth would perpetuate oversupply of energy and continue pressuring spot prices.
Consumer companies would also be hurt by uncertainty that results in a pullback in personal
spending.

The dissolution of Peru's legislature, enabled by a vote of confidence provision in the country's
constitution, by President Vizcarra earlier this week pushed Peru into a political crisis. Congress
responded to Vizcarra's action by suspending him and installing an acting president who
subsequently resigned. The crisis is a byproduct of Congress' resistance to Vizcarra's efforts to end
corruption through multiple reform measures.

Proposed legislation, including laws related to mining and hydrocarbons, will likely be delayed,
presenting a challenge for certain sectors and further slowing overall business investment across the
country. Many companies already reduced capex over the past several years due in part to political
paralysis, the fallout from the bribery scandal involving the Odebrecht construction company, and
difficulty in obtaining environmental permits and operating licenses.

More conservative capital allocation and balance sheet management should improve Peruvian
corporates' ability to manage through the uncertainty, as financial flexibility has been enhanced.
Leverage for Fitch's universe of 21 Peruvian issuers remained relatively flat over the past several
years with median total debt/EBITDA closing 2018 at 3.5x. Moreover, FCF gravitated toward being
positive for the majority of these companies due to the sharp reduction in investments. Median FCF
margin improved to 1.1% in 2018 from negative 7% in 2014.
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Recent downward pressure on the Peruvian Sol should lower the production costs of copper and zinc
producers, which have faced a challenging price environment in 2019, due to weak global growth and
increasing supply. Southern Copper, Compania de Minas Buenaventura, and Nexa are shielded from
the pressure due to their strong balance sheets, diversified assets and low production costs. Minsur
and Volcan both have 'BBB-' ratings with a Negative Rating Outlook. Minsur's capital structure is
being pressured by its Mina Justa expansion project, while Volcan is seeking to improve its capital
structure through asset sales or other extraordinary measures.

Electricity sector revenue should be somewhat insulated by rising political risk due to long-term PPAs,
Kallipa Generacion and Orazul Energy have stable and predictable cash flow supported by strong to
adequate contractual positions, competitive cost structures and diversified portfolios of
complementary generation assets. Fenix Power has an adequate contractual position but has
deteriorating cash flow generation and significantly higher leverage. The company's controlling
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shareholder is providing credit support due to Fenix's already weak operating performance.

Revenue generation for the consumer sector could suffer from the effects of political instability but
companies with leading market positions, strong FCF and/or low leverage, including Corporacion
Lindley and Alicorp, should outperform peers. Corporacion Lindley has solid market position in
beverages and good geographic diversification. The company's credit quality also improved over the
past several years due to significant deleveraging. Alicorp is less geographically diversified and
higher levered due to a recent acquisition but has a diversified portfolio of leading brands across the
food, personal care and home care categories and generates strong FCF.

Your opinion matters and we would greatly appreciate any constructive feedback you have on
Fitch Wire commentary. Please complete the survey at this link.
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Additional information is available on www.fitchratings.com. The above article originally appeared as

a post on the Fitch Wire credit market commentary page. The original article can be accessed
at www.fitchratings.com. All opinions expressed are those of Fitch Ratings.
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS.
PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS

LINK: HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION,
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE
AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS,
CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S
CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL,
COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE
FROM THE CODE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS
RELEVANT INTERESTS ARE AVAILABLE

AT HTTPS://MWWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED
ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES.
DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN
EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS
ISSUER ON THE FITCH WEBSITE.
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NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or
retransmission in whole or in part is prohibited except by permission. All rights reserved. In issuing
and maintaining its ratings and in making other reports (including forecast information), Fitch relies on
factual information it receives from issuers and underwriters and from other sources Fitch believes to
be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in
accordance with its ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it
obtains will vary depending on the nature of the rated security and its issuer, the requirements and
practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located,
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enhanced factual investigation nor any third-party verification can ensure that all of the information
Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the
issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to
the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must
rely on the work of experts, including independent auditors with respect to financial statements and
attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other
information are inherently forward-looking and embody assumptions and predictions about future
events that by their nature cannot be verified as facts. As a result, despite any verification of current
facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at
the time a rating or forecast was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any kind,
and Fitch does not represent or warrant that the report or any of its contents will meet any of the
requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a
security. This opinion and reports made by Fitch are based on established criteria and methodologies
that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective
work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a
report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk
is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports
have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A
report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the
securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of
Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy,
sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of
any security for a particular investor, or the tax-exempt nature or taxability of payments made in
respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and
underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single
annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable
currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration
statement filed under the United States securities laws, the Financial Services and Markets Act of
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2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative
efficiency of electronic publishing and distribution, Fitch research may be available to electronic
subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian
financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to
wholesale clients only. Credit ratings information published by Fitch is not intended to be used by
persons who are retail clients within the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally
Recognized Statistical Rating Organization (the "NRSRQO"). While certain of the NRSRO's credit
rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit

ratings on behalf of the NRSRO (see https://www.fitchratings.com/site/requlatory), other credit rating
subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued

by those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may
participate in determining credit ratings issued by or on behalf of the NRSRO.

ENDORSEMENT POLICYFitch's approach to ratings endorsement so that ratings produced outside the
EU may be used by regulated entities within the EU for regulatory purposes, pursuant to the terms of
the EU Regulation with respect to credit rating agencies, can be found on the EU Reqgulatory

Disclosures page. The endorsement status of all International ratings is provided within the entity
summary page for each rated entity and in the transaction detail pages for all structured finance
transactions on the Fitch website. These disclosures are updated on a daily basis.
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