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Research Update:

Pesquera Exalmar Outlook Revised To Negative
On Weaker Operating Environment; 'B+' Rating
Affirmed

Overview

* Adverse weather conditions in Peru that weakened the anchovy popul ation
| ed the government to recently close the second fishing season of 2014 in
the north-center region of the country, which will result in |ower
producti on and sal es for 2015.

e W also anticipate a sharp decline in Peru-based fishnmeal producer
Exal mar's cash flow generation in 2015, which will pressure its liquidity
and weaken credit measures beyond our previous forecast.

W are affirnmng our 'B+ long-termcorporate credit rating on the
conpany and the 'B+ issue-level rating on its $200 mllion senior
unsecured notes due 2020.

* W are revising our outl ook on Exal mar to negative from stabl e,
reflecting one-in-three chances of a downgrade in the next 12 nonths if
the conpany doesn't maintain sufficient financial flexibility to
wi t hst and adverse operating prospects w thout jeopardizing liquidity or
if credit netrics don't renmain consistent with the rating.

Rating Action

On Jan. 5, 2015, Standard & Poor's Ratings Services revised its outl ook on
Pesquera Exal mar S. A. A (Exalmar) to negative fromstable. At the sane tine,
we affirnmed our 'B+ long-termcorporate credit and issue-level ratings on
Exal mar .

Rationale

Difficult weather conditions affected fishing activities in the Peruvi an coast
and posed a chal |l engi ng scenario for anchovy catch during the second hal f of
2014, whi ch weakened Exal mar's operating performance. Also, follow ng the
decrease in the anchovy population within the allowed fishing zone to | ess
than 2 million tons fromnore than 10 mllion tons in early 2014, the Peruvian
government recently announced the closure of the second fishing season of

2014, which could lead to a noderate-to-significant decline in production

vol umes and sal es in 2015. However, in our opinion, Exalmar is planning to
take steps that could help it to withstand current weak operating environment
until the assignment of the anchovy quota for the first fishing season of this
year (between April and May). This plan includes:

* The reduction of capital outlays up to naintenance and regulatory |evels,
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deferring the rest of its planned investnents to the second half of 2015;
e Mai nt ai ni ng enough cash and availability of bank credit facilities,
including a committed working capital credit line of $20 mllion that is
currently under negotiation, to secure funds for fixed cost. W estimate
that the conpany closed 2014 with cash holdings of $20 mllion - $25
mllion, which is enough to cope with two coupon paynents of its
out standi ng $200 mllion bonds; and
e Cost saving initiatives.

Consi deri ng these measures, under our base-case scenario (that incorporates a
recovery of anchovy bi onass absent El Nifio weat her phenonenon and, therefore,
the normalization of fishing quotas fromthe second half of 2015) Exal mar's
financial risk profile should remain consistent with the current rating.

The ratings on Exal mar continue to reflect our assessnent of the company's
"weak" business risk profile, "aggressive" financial risk profile and
"l ess-t han-adequate" liquidity.

Qur assessnent of Exal mar's business risk profile incorporates the inherent
volatility of the fishing sector, which is affected by climte, global denand,
and governnent regulation. It also reflects the conpany's business
concentration in anchovy fishing along the Peruvian coast and its relatively
snal |l scale as the fourth-largest fishmeal producer in Peru with a share cl ose
to 12% O fsetting factors are the conpany's favorabl e geographic |ocation as
Peru is the second producer and nmin exporter of fishnmeal worldw de.

Addi tionally, favorable demand grow h prospects for fishneal and fish oi
consunption, coupled with Exal mar's gradual diversification into the direct
human consunption (DHC) segnent support the long-term sustainability of the
conpany' s busi ness nodel. Moreover, Exalmar mmintains a conpetitive cost
structure thanks to the vertical integration of its operations. The conpany
benefits froma positive and |long-termtrack record in the fishing industry
and mai ntains sound and reliable relationships with third-party suppliers.

In the last twelve nonths ended Sept. 30, 2014, Exal nmar's EBI TDA nargin
reached 27.4% which is better than the 21.1% during the sane period a year
bef ore and supports our assessment of a high volatility of profitability for
t he conpany. Margins inprovenent mainly reflects the hi gher quota assigned
during this period amd rising international prices, which was partly offset
by | ower catch |evels and increased fishing efforts due to harsh sea

condi tions. Moreover, operating efficiency inproved follow ng nore efficient
utilization of installed capacity in the DHC busi ness, w th higher production
vol unes resulting fromthe consolidation of investnents in this segnent. For
2015, we expect the EBITDA margin to deteriorate to about 20% by the end of
the year. The greater contribution of the DHC segnent won't be sufficient to
nmtigate the expected | ower econom es of scale as a consequence of the
suspensi on of fishing activities inmposed by the government for the first four
to five nonths of 2015.

Exalmar's financial risk profile incorporates the conpany's high intra-year
earni ngs and cash flow volatility, which are inherent to fishing activities,
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and reflects our expectation that key credit ratios will recover by the second
hal f of 2015, after a sharp deterioration during the fishing ban of the first
hal f. We al so expect the conmpany to further develop its high val ue-added DHC
busi ness segnment, which could sonmewhat soften our estinmates of weaker
operating results.

Under our baseline scenario, main assunptions for 2015 and 2016 i ncl ude:

d obal fishing quota for anchovy close to 2 nmillion tons in 2015 and 4

mllion tons in 2016, anm d a sonewhat stable climate;

 Average processing share stable at about 12% of total assigned anchovy
quota (including 6.45% of own quota for the north-center fishing zone);

e Fishneal prices would remain high at about $1,650/ton on average during
2015 due to a global supply deficit, gradually decreasing to $1, 550/ton
in 2016 followi ng the recovery of fishneal global availability; and

* Annual capital expenditures of $15 million - $25 million, nmainly to fund

mai nt enance and regul atory needs.

Based on these assunptions we arrive at the follow ng credit measures:

« W& expect significant swings in key credit indicators due to the
volatility of the volunme of production inputs (raw fish), with debt to
EBI TDA of about 7.0x and funds from operations (FFO to debt slightly
bel ow 10% i n 2015, then recovering during 2016 and reachi ng debt to
EBI TDA and FFO to debt close to 4.0x and 15% respectively; and

* Interest coverage should follow the sane pattern of volatility, reaching
2.5x in 2015 and inproving up to 3.5x-4.0x in 2016.

Liquidity
Based on its likely sources and uses of cash during the next 12-18 nonths, and
our performance expectations, Exalmar has a "l ess-than-adequate" liquidity

profile. Qur assessnment incorporates high working capital requirenents
associated with greater efforts to rebuild inventory levels in a context of
low raw fish availability, and the lack of conmitted credit facilities. O her
factors we considered in our assessment of Exalmar's liquidity include the
fol | owi ng:

» Estimated sources of liquidity to fall short of estimated uses by about
25%in 2015. However, we believe sources will exceed uses in the first
hal f of 2016 if gl obal anchovy fishing quota recovers as expected;

e Positive track record of bank credit lines availability for working
capital funding purposes (about $140 million of uncommtted |ines undrawn
as of Sept. 30, 2014); and

 The conpany faces a snooth debt maturity profile for the coning years.

Mai n sources of liquidity for 2015 include cash hol di ngs of about $25 mllion
as of the end of 2014, and estinmated FFO of $20 million - $25 million. Cash
uses woul d mainly include working capital needs and naintaining capita
outlays of $45 million - $50 million and $15 million, respectively, and no
significant debt maturities, since we expect the conmpany to continue rolling
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over its working capital credit lines. In this regard, we believe Exal nar will
fill a funding gap of about $20 mllion with the undrawn portion of its bank
lines or through the new commtted |ine under negotiation

The conpany faces a debt incurrence covenant consisting of a |l everage ratio
that should not be greater than 3.5x (w thout incorporating short-term
financial obligations that have been contracted under warrants). Under our
base-case forecast for 2015, we believe the conmpany will breach this covenant,
thus constraining its ability to raise additional debt.

Outlook

The negative outlook reflects the potential for further deterioration of

Exal mar's key financial ratios and cash flow generation if weather conditions
and, therefore, anchovy popul ation don't recover as expected, leading to a

gl obal quota less than 2 million tons on average for the com ng fishing
seasons. W could lower the ratings in the next 12 nonths if extended fishing
ban periods, |ow quota assignments, or adverse market dynamics inpair the
conpany's cash flow conpromsing its liquidity. W could also | ower the
ratings if Exalnmar reports debt to EBI TDA consistently above 5.0x, or if FFO
to debt falls bel ow 10% on a constant basis.

Upside Scenario

We coul d revise our outlook on the conmpany back to stable if a sustained
recovery of the global anchovy quota, anid favorable market conditions for
fishing activities, contributes to the inprovenment of its key credit neasures
and cash flow generation. In such a case, we woul d expect Exalmar's credit
netrics to be fully consistent with its rating level, with debt to EBI TDA
close to 4.0x and FFO to debt exceeding 15%

Ratings Score Snapshot

Corporate credit rating: B+/ Negative/--

Busi ness risk: Wak

e Country risk: Mdderately high
 Industry risk: Internediate

o Conpetitive position: Wak

Fi nanci al risk: Aggressive
e« Cash flow | everage: Aggressive

Anchor: b+

Modi fiers

Diversification/portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Less than Adequate (no inpact)
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e Financial policy: Neutral (no inpact)
 Managenent and governance: Fair (no inpact)
* Conparable rating analysis: Neutral (no inpact)

Related Criteria And Research

Related Criteria

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

« Key Credit Factors For The Agribusiness And Commodity Foods I ndustry,
Nov. 19, 2013

* Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

» Use O CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

Ratings Affirmed; Qutl ook Action

To From
Pesquera Exal mar S. A A
Corporate Credit Rating B+/ Negati ve/ - - B+/ St abl e/ - -
Seni or Unsecured B+

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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