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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. 



 

 
 

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 



 

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://WWW.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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Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the 
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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, 
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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 
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