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Remains Negative
Overview

• We think Agence Française de Développement (AFD) will continue to play a critical
role in providing official aid to developing countries and France's overseas
territories, backed by an expected increase in lending capacity.

• In our view, plans for AFD to work more closely with the main government financing
arm CDC won't weaken AFD's integral link with the sovereign, and we believe AFD
will remain under the supervision of the Ministry for Foreign Affairs and the
treasury.
• We continue to see an almost certain likelihood that the French government would
provide timely and sufficient extraordinary support to AFD in the event of
financial distress.
• We are affirming our 'AA/A-1+' ratings on AFD and our 'A+' rating on AFD's
subordinated debt.
• The negative outlook on AFD reflects that on France.

Rating Action
On Feb. 23, 2016, Standard & Poor's Ratings Services affirmed its 'AA/A-1+' longand short-term issuer credit ratings on French state-owned development bank Agence
Francaise de Développement (AFD). The outlook is negative.
At the same time, we affirmed our 'A+' rating on AFD's €500 million undated
deferrable subordinated debt.

Rationale
We equalize our ratings on AFD with those on the Republic of France (AA/Negative/A1+; unsolicited ratings), reflecting our opinion that there is an almost certain
likelihood that the French government would provide timely and sufficient
extraordinary support to AFD in the event of financial distress.
We consider AFD to be a government-related entity (GRE). Under our criteria for
rating GREs, our view of an almost certain likelihood of support reflects our view
of AFD's:
• Critical role as the legally mandated agency for the French government's bilateral
aid and concessionary lending to developing countries and French overseas
territories; and
• Integral link with the state, as a fully owned, directly controlled public
financial institution.
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With the aim of further centralizing the government's financing arms within “Team
France” and boosting France's development policy, in August 2015 President Hollande
announced the tightening of ties between AFD and the main government financing arm
CDC. We anticipate a law on the integration of AFD into the CDC group--without
affecting AFD's capital--to be submitted to the parliament in the first quarter of
2016, with full implementation likely by the end of the year. In our view, this
reform will have no impact on the link between AFD and the French government, and we
believe it reaffirms AFD's role as being pivotal to France's development policy.
In assessing AFD's link with the government as integral, we factor in our
expectation that the reform will maintain AFD as an Etablissement Public à Caractère
Industriel et Commercial (EPIC). This status prevents AFD from being subject to
bankruptcy proceedings, since the French government has ultimate legal
responsibility for all of AFD's financial obligations, and gives AFD access to cheap
wholesale funding. More importantly, this status alone supports AFD’s business
model, based on leveraging state budgetary resources, which limits the impact of
development policy on AFD's budget. Moreover, the EPIC status enables AFD to have
prompt access to emergency funding from the French treasury through the state's
public debt fund, Caisse de la Dette Publique, which can implement in a timely
manner any financial operation to defend France's credit standing.
We also consider that the French government's direct monitoring of AFD, and its
financial and operational involvement with AFD, will remain strong. AFD's publicservice-focused activities cannot be carried out on a commercial basis, in our view.
According to the reform plan, the two line ministries will continue to define AFD's
medium-term objectives through the committee for inter-ministerial cooperation
(CICID); we understand the 2017-2019 contract of objectives will be signed by the
end of this year.
The French government has provided extraordinary support to AFD in the past through
its direct takeover of debt cancellations of African countries under the
International Monetary Fund and World Bank's Heavily Indebted Poor Countries
initiatives. AFD benefits from a reserve account provided by the French government.
Since June 2015, a legal contract clarifies that this account automatically and
immediately covers sovereign defaults. On the other hand, ongoing support for AFD
has been demonstrated by a change in the dividend policy, resulting in greater
retained earnings in 2015 that increased the agency's capital. Further capital
increases are expected from 2016, thanks to the transformation of current loans from
French treasury (Ressources à conditions spéciales), amounting to €2.4 billion, into
equity.
In the context of rising budgetary constraints, AFD's role has become even more
important to the French government in meeting international official development
assistance (ODA) obligations, at limited cost to the budget, leveraging state
ressources. In contrast, government transfers to multilateral development entities,
which still channel 70% of France's ODA, weigh directly on the government's budget.
The reform plan reaffirms AFD's crucial role in meeting France's long-term
international commitment to development and, since the COP21 Conference, to climate
change.
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AFD delivers aid, provides concessional loans and technical assistance, and helps
define the French approach to ODA. Along with the fight against extreme poverty,
which is the primary goal of ODA, we expect AFD's objectives under the 2017-2019
framework to continue to embody a wider notion of development. This should include
economically sustainable development, environmental protection, climate change, and
education, as well as political freedom, stability, and governance. More generally,
AFD has increasingly become a soft tool for French economic diplomacy, with indirect
support for exports and investment abroad. The reform plan envisages reinforcing
this aspect of AFD's activities, thanks to increased synergies with CDC on
decentralized cooperation. All in all, AFD plans to double its assets to €60 billion
by 2020, and annual commitments are expected to approach €12.5 billion by 2020 from
an estimated €8.5 billion in 2016. Of the additional €4 billion in annual
commitments, about €2 billion will be dedicated to climate change.
On a stand-alone basis, AFD's loan exposures are risky, in our view, reflecting
concentration in speculative-grade countries (rated 'BB+' and lower). Nongovernment-guaranteed loans increased to 95% of the total portfolio at year-end
2014, compared with 70% five years earlier. Nonetheless, we believe AFD's banking
regulatory framework underpins sound governance and risk management practices.
Counterparty risk exposure is managed within global limits and AFD's exposure to
currency and interest rate risks remains limited. Furthermore, this risky exposure
translates into relatively low nonperforming loans, given that the French government
covers sovereign risk and AFD can resort to diplomatic pressure to have loans
repaid. Despite a sharp increase in loans outstanding, AFD's loan provisioning has
remained conservative, as shown by the European Central Bank's most recent asset
quality review. We regard risk monitoring as adequate, although concentration risk
remains high: The 10 largest country exposures accounted for 49% of AFD's loan
portfolio as of year-end 2014.
At 17.4% on Dec. 31, 2014, AFD's regulatory capital ratio was well above the minimum
requirement of 8%. We expect AFD to strengthen its capital base in 2016 through
conversion of €2.4 billion of special state resources into additional Tier 1
capital. This would more than double AFD's solvency ratio in 2016. Although such a
solvency ratio looks high compared with that of commercial banks, in our view it
adequately captures AFD's inherently higher credit and concentration risks. In
addition, the French government would provide supplementary funding to AFD in the
form of special state resources. Overall, the strengthening of AFD's capital ratio
is likely to anticipate the agency's objectives for 2020.
We expect loan commitments to increase in subsequent years in light of the 2020
objectives, although there is some uncertainty about the agency's near-term
operational capacity to achieve this goal. Furthermore, AFD's lending has nearly
reached the set exposure limit in a few countries. Given the slowdown of growth in
developing countries and rise of public debt in sub-Saharan Africa, AFD may have
difficulty reaching its annual loan commitment target. This could somewhat affect
AFD's profitability, but profit maximization is not an objective. We note that AFD
has consistently posted profits over the past 15 years.
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The 'A+' rating on AFD's €500 million undated deferrable subordinated debt is two
notches below the long-term rating on AFD. In accordance with our criteria in "Bank
Hybrid Capital and Nondeferrable Subordinated Debt Methodology and Assumptions,"
published Jan. 29, 2015, the 'A+' rating results from notching down from the 'AA'
rating on AFD because we consider that AFD, as an EPIC entity, will receive
financial support from the French government that would prevent loss absorption by
the hybrid capital instrument while AFD is a going concern. The EU's Bank Recovery
and Resolution Directive doesn't prevent the government from intervening before the
resolution point. The two-notch difference reflects the deduction of:
• One notch for debt subordination risk; and

• A further notch to reflect the standard risk of coupon non-payment.

Outlook
The negative outlook on AFD reflects that on France.
We could lower our ratings on AFD following a similar rating action on France. We
may also lower the ratings if we believed that AFD no longer had an integral link
with the government, for example, if the state's ongoing financial support were to
weaken, particularly regarding the significant increase in lending envisaged in the
reform plan; or if AFD's role were to diminish, for instance because the state
decided to rely on multilateral banks only for international aid or concessional
loans. We view this last scenario as very unlikely, especially given the reform,
which highlights the importance of bilateral aid.
We could revise the outlook to stable and affirm the ratings if we were to take a
similar action on France.
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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.globalcreditportal.com and at 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.
Alternatively, call one of the following Standard & Poor's numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-44206708; Frankfurt (49) 69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495)
783-4009.
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International Public Finance Ratings Europe; PublicFinanceEurope@standardandpoors.com

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

FEBRUARY 23, 2016 6
1584221 | 301972478

Copyright © 2016 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.com/usratingsfees.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

FEBRUARY 23, 2016 7
1584221 | 301972478

