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Research Update:

Nacional Financiera Assigned 'BBB+' Foreign
Currency And 'A/A-1' Local Currency Ratings;
Outlook Stable

Overview

• Mexico-based development bank, NAFIN, continues to be a significant
financial policy instrument for the country through financing to small
and midsize enterprises (SMEs).

• Therefore, we believe there is an "almost certain" likelihood of
extraordinary government support, if needed.

• We are assigning our 'BBB+' foreign currency and 'A/A-1' local currency
ratings to NAFIN.

• The stable outlook reflects the outlook on the sovereign.

Rating Action

On Feb. 23, 2015, Standard & Poor's Ratings Services assigned its 'BBB+'
foreign currency issuer credit rating and its 'A' long-term and 'A-1'
short-term local currency ratings to Nacional Financiera, S.N.C. (NAFIN). The
outlook is stable.

Rationale

Our ratings on NAFIN are based on its role and link with the Mexican
government. We consider that there is an "almost certain" likelihood of
extraordinary support from the Mexican government, and therefore, we equalize
the ratings on NAFIN with those on Mexico (BBB+/Stable/A-2). Our view is
based on the following factors:

• NAFIN provides financing through financial intermediaries to promote
development, particularly of the SMEs sector, which, in our view, results
in a "critical role." Furthermore, NAFIN has performed a fundamental role
as a public policy instrument for the government through the
implementation of several programs to support companies affected during
unfavorable economic and market periods, by participating in the
country's debt market. This has contributed to a substantial reduction of
the refinancing risk of these companies; and

• Because the Mexican government is the only holder of NAFIN's equity
contribution certificates, we believe this provides an "integral" link
between the sovereign and the bank. Furthermore, the Mexican government
guarantees all of NAFIN's financial obligations, both national or
international, as specified in the bank's bylaws.
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The ratings also reflect our assessment of NAFIN's business and risk positions
as "adequate," due to the bank's adequate business stability and recurring
income generation as well as its low delinquencies in its loan portfolio. Our
assessment of its capital and earnings is also "adequate" due to our forecast
of a risk-adjusted capital ratio (RAC) of 7.5% for the next 12-18 months. In
our view, NAFIN's funding remains "average" with "adequate" liquidity. The
stand-alone credit profile (SACP) is 'bbb'.

Our bank criteria use our BICRA economic risk and industry risk scores to
determine a bank's anchor, the starting point in assigning an issuer credit
rating. Mexico's economic risk is '5' and its industry risk is '3'. The anchor
for banks operating only in Mexico is 'bbb'. Mexico's economic risk reflects
its low per capita GDP, which limits the country's ability to withstand
economic downturns and constrains household credit capacity. Although Mexico
has maintained macroeconomic stability, its economy still lacks dynamism.
Low-income levels, a large informal workforce and relatively weak rule of law
limit credit growth prospects and banking penetration. These conditions result
in high credit risk (but NAFIN has a countercyclical role according to its
mandate). On the positive side, the Mexican financial system shows no economic
imbalances as credit has grown at a moderate pace compared with GDP, and
housing prices have remained fairly stable over the past five years. With
regards to industry risk, in our view, banks have adequate underwriting
standards and good profitability, thanks to a healthy competitive environment.
Mexico's adequate regulatory framework follows international standards and has
fostered healthy capitalization levels in the system. An adequate and stable
core customer deposit base supports Mexico's systemwide funding.

NAFIN's business position is "adequate." This view mainly reflects the bank's
critical role as part of the federal government's strategy to promote national
development through the expansion of credit to sectors underserved by
commercial banking, in particular, SMEs. NAFIN maintains its focus of second
floor bank with operations mostly with financial institutions. On the other
hand, the bank has managed to remain as the second-largest development bank in
the country, with a market share of 19.5% in terms of portfolio at the end of
September 2014, and it's one of the 10-largest banks in the Mexican financial
system. Furthermore, the bank's operations aren't limited to Mexico; it also
has a branch in London mainly to address its funding needs. Likewise, NAFIN
has sought out further business diversification and its first floor credit
portfolio has grown recently, particularly in energy projects. Furthermore,
credit induced through the guarantees it grants permitted NAFIN to increase
its earnings via fees, which we consider are more stable and recurrent.
NAFIN's business portfolio has not changed significantly during the last 12
months, and its mix allowed it to maintain an adequate generation of recurring
earnings. In this regard, we don't foresee changes to the bank's business
position, or to our assessment on it in the next 12-18 months.

Our forecasted RAC of about 7.5% for the following 12-18 months is the main
driver of out "adequate" capital and earnings assessment. Our forecasted RAC
considers the following assumptions in our base-case scenario:
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• Mexico's GDP growth of 2.7% in 2014 and 3.5% in 2015;
• Loan portfolio growth of 8% during 2014 and 12% for 2015, considering the
growth strategy and the use of regulatory capital of the bank; and

• We do not expect any negative impact on NAFIN's capitalization levels due
dividend payments to the federal government, as we consider that, in such
case, the government would offset these dividends through reimbursements
in the short term.

We believe NAFIN's capital is of good quality because it is mainly paid-in
capital and retained earnings, with no hybrids.

Our assessment of NAFIN's risk position as "adequate" is supported by NAFIN's
asset quality. Its nonperforming assets (NPAs) were 1.5% at the end of
September, 2014 and have averaged 0.6% during the last three years. These
levels are still being positively compared with the average of the Mexican
banking system and with other rated Mexican development banks'. Furthermore,
the bank's portfolio writeoffs are negligible. We don't expect significant
changes in its asset quality metrics during the next 12 to 18 months because
we foresee expect NAFIN to maintain prudent risk management despite portfolio
increases estimated for 2015.

NAFIN's funding is "average" in our view. Its funding structure lacks a retail
deposit component. As of Sept. 30, 2014, the stable funding ratio was 83.8%,
with a three-year average of 92.4%. Although these levels are below the
average of the Mexican banking system, which is about 100%, we believe the
additional financial flexibility given by the government guarantee of NAFIN's
financial obligations for funding sources allows the bank to access credit
lines at national and multilateral international banks, as well as to
alternative funding sources in the market, providing stability and covering
gaps in the term, interest rate, and exchange rate. The bank has been
successful in issuing long-term notes, which has allowed it to better match
its balance in terms of asset-liability management, and shows its capability
to access the long-term debt market.

NAFIN's liquidity remains "adequate," in our view. The bank's liquid asset to
short-term wholesale funding metric was 1.2x as of September 2014.
Additionally, we believe that in addition to its prudent liquidity policy, the
federal government guarantee provides financial flexibility to NAFIN that will
allow it to refinance its short-term debt relatively easily.

Outlook

Our stable outlook on NAFIN reflects that on the sovereign ratings, and our
view that there is an "almost certain" likelihood of extraordinary support
from the Mexican government, if needed. We expect NAFIN to maintain its
"critical" role and "integral" link to the government in the implementation
and execution of public policies to promote national development. As a result,
the ratings on the bank will move in tandem with those on Mexico
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We could downgrade NAFIN if we change our view of its role to the government,
or if it loses the guarantee from the federal government stipulated by law.

Ratings Score Snapshot

Issuer Credit Rating
Foreign Currency BBB+/Stable/--
Local Currency A/Stable/A-1

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

Support 1
GRE Support 1
Group Support 0
Sovereign Support 0

Additional Factors 0

Related Criteria And Research

Related Criteria

• Standard & Poor's National and Regional Scale Mapping Tables, Sept. 30,
2014

• National and Regional Scale Credit Ratings, Sept. 22, 2014
• Banking Industry Country Risk Assessment Methodology And Assumptions,
Nov. 9, 2011

• Banks: Rating Methodology and Assumptions, Nov. 9, 2011
• Bank Capital Methodology and Assumptions, Dec. 6, 2010
• Rating Government-Related Entities: Methodology And Assumptions, Dec. 9,
2010

Ratings List

New Rating; Outlook Action

Nacional Financiera S.N.C. (NAFIN)
Counterparty Credit Rating
Foreign Currency BBB+/Stable/--
Local Currency A/Stable/A-1
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Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at www.spcapitaliq.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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