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Research Update:

Pesquera Exalmar S.A.A. Downgraded To 'B' From
'B+' On Weak Credit Metrics; Outlook Stable

Overview

 Pesquera Exal mar has underperformed our original expectations because of
an unfavorabl e operating environment in the Peruvian fishing industry,
whi ch weakened its key credit netrics and cash fl ow generation.

« W are lowering our corporate credit rating on Pesquera Exalmar to 'B
from'B+ . At the same tinme, we are lowering our issue-level rating on
t he conpany's senior unsecured notes to 'B from'B+'.

« The stable outlook reflects our expectation that a recovery in vol une
sal es during 2016 would gradually reverse the negative trend in its
credit nmetrics and prevent further weakness in the conpany's cash fl ow
generati on.

Rating Action

On Jan. 28, 2016, Standard & Poor's Ratings Services |lowered its corporate
credit rating on Peru-based fishing conpany Pesquera Exalmar S.A. A to 'B
from'B+' . The outlook is stable. W also |owered our issue-level rating on
the conpany's $200 mllion senior unsecured notes due 2020 to 'B" from'B+'.

Rationale

The downgrade on Exal mar refl ects the underperformance of the conmpany's key
credit netrics and cash flow generati on anm d weaker -t han-expected operating
conditions in the Peruvian fishing industry over the past 12 nonths. In
particul ar, the closure of the second fishing season in 2014 led to an

i nportant decline in fishmeal production volunmes and sal es during 2015,
resulting in our reassessment of the conpany's financial risk profile.

Previously, our 'B+' ratings incorporated our expectations that Exal mar's
total debt to EBITDA would remain in the 3.0x area, EBITDA interest coverage
woul d exceed 4.2x, and funds from operations (FFO to debt would be close to
20% We also indicated that our previous 'B+ ratings factored in the
potential for high cash flow volatility due to the seasonality of Exalmar's
busi ness. W previously forecast that financial netrics would, in general, be
stronger than those of conpanies with nore stable cash flows. However, for
year-end 2015, we expect Exalnar's debt to EBI TDA to be nore than 5.5x, EBITDA
i nterest coverage to be 2.4x, and funds from operations (FFO to debt to be

| ess than 10% Even though we do anticipate a recovery in volune sales during
2016, we consider that the conpany's credit metrics would still underperform
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our original expectations (for a higher rating).

Qur assessment of Exal mar's business risk profile has not changed and stil

i ncorporates the inherent volatility of the fishing sector, which is affected
by weat her conditions, global demand, and government regulation. It also

i ncorporates the conpany's business concentration in anchovy fishing al ong the
Peruvi an coast and its relatively snall scale as the third-largest fishneal
producer in Peru, with a market share of about 12% O fsetting factors are the
conpany's favorabl e geographic | ocation--Peru is the |argest producer and main
exporter of fishmeal worldw de. Additionally, nediumterm demand grow h
prospects for fishneal and fish oil consunption, coupled with Exal mar's
gradual diversification into the direct human consunption (DHC) segnent,
support the long-termsustainability of the conpany's busi ness nodel.

Mor eover, Exal mar naintains a conpetitive cost structure thanks to the
vertical integration of its operations. The conmpany benefits froma positive
and long-termtrack record in the fishing industry and nai ntai ns sound and
reliable relationships with third-party suppliers.

W revised our assessnent of Exalmar's financial risk profile to "highly
| everaged" from "aggressive," reflecting our expectation that the conpany's

| everage ratios will renmain above 4.0x for the next couple of years. Qur
assessment al so incorporates the potential for intense volatility in the
conpany's upcomng quarterly results, in light of still-challenging conditions

during the 2016-2017 busi ness cycle.
Qur base-case scenari 0 assumes:

e GDP growth in Peru will reach 3.4%in 2016, and 3.8%in 2017.

e Consumer price index in Peru of less than 3.0%in the next couple of
years. Labor costs in local currency adjusted accordingly.

* Exchange rate of Peruvian nuevo sol (PEN) 3.5 per $1 and PEN3.8 to $1 in
2016 and 2017, respectively. The exchange rate only inpacts |oca
currency costs (for exanple, payroll) because all revenues are
denomi nated in U S. dollars.

e GDP growth in China will reach 6.3%in 2016, and 6. 1% in 2017.

* Peru's real exports increase by about 15.0%in 2016 and 2017, reflecting
a recovery in comercial trade (fromless than 1%in 2015).

* Fishneal volune sales in 2016, supported by an approved gl obal quota of
1.11 mllion tons during the second season of 2015; we expect 2.0 million
tons approved during the first season of 2016.

« Exalmar's participation in the global quota through owned quota and
third-party purchases in line with 2015, for a total narket share of
about 12%

* Volunme sales for 2016 will benefit from 10 thousand tons of fishmea
stock carried over fromthe 2015 production

e Fishneal prices of about $1,700/ton during 2016, and US$1, 650/ton for the
remai nder of the forecast period.

» Fish oil prices of about $1,800/ton

e Approved gl obal quota of DHC will support about $40 nmillion revenues in
this segnment in 2016.
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e A 300 bps increase in EBITDA margins starting in 2016, driven by cost
savi ngs stenming froma stronger dollar, which reduces the cost of
payroll, and the decline in fuel prices.

e Capital expenditures (capex) below $10 million in 2016, gradually
increasing until reaching $15 million from 2018 and increasing thereafter

 No dividend paynents in 2016; dividend distributions to sharehol ders of
$10 million per year, starting in 2017.

Based on these assunptions, we arrive at the following credit netrics for 2015
and 2016, respectively:

EBI TDA mar gi n of 26.2% and 29. 0%

» Consolidated debt to EBI TDA of 5.6x and 4. 1x;

» FFO to consolidated debt of 9.6%and 14.7% and
EBI TDA i nterest coverage ratio of 2.4x and 3. 2x.

Liquidity

Based on its |likely sources and uses of cash during the next 12 nmonths and our
per f ormance expectations, we assess Exalmar's liquidity as "less than
adequate”. W expect liquidity sources will cover uses by less than 1.2x in
the next 12 nonths. W al so include qualitative factors in our liquidity

anal ysis, such as our view that current market conditions and | ower credit
availability could pose higher risks to access capital, particularly to fund
wor ki ng capital requirenents.

Principal Liquidity Sources:

 Cash and liquid investnents of $8.8 mllion as of Sept. 30, 2015
* FFO of about $25.9 million for the next 12 nonths

« Conmitted credit facilities of approximately $20 nmillion

Principal Liquidity Uses:

o Debt maturities of $66.1 mllion as of Sept. 30, 2015
* Capex of about $10 nmillion for the next 12 nonths

* No dividend paynents in 2016

Exal mar has a debt incurrence covenant that requires that the | everage ratio
not exceed 3.5x. The conpany is currently in breach of this covenant, and we
expect this breach to linger in the next 12 nonths. However, the financing
docunents include a provision that the conpany could still incur debt

consi sting of receivables financing. This financing has to be in connection
with its working capital needs in an aggregate principal anmount, which is not
to exceed the greater of $70.0 mllion or 14.5% of the conpany's consoli dated
assets. In our view, this continues to support its financial flexibility and
ability to access working capital debt to fund its operations.
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Outlook

The stable outl ook reflects our expectation that a gradual recovery in vol ume
sal es during 2016 woul d, over tine, reverse the negative trend in credit
nmetrics and prevent further deterioration in the conpany's cash fl ow
generation. W expect that the global fishing quota for 2016 will remain
between 3.0 nmillion tons and 3.5 mllion tons, resulting in a debt to EBI TDA
ratio of nmore than 4.0x and FFO to debt slightly above 10%

Upside Scenario

An upgrade would be triggered by significant inprovenent in the operating
environnent for the Peruvian fishing industry, including | ess volatile weather
conditions that raise the annual fishing quotas above 4.0 million tons on a
consi stent basis. Under such conditions, we would expect Exal mar's EBI TDA
generation to exceed $60 mllion, and therefore inprove the conmpany's debt to
EBI TDA ratio to less than 4.0x and FFO to debt to nore than 20%

Downside Scenario

Downside risks in Exalmar's key credit netrics, stemmng fromhighly volatile
weat her conditions along the Peruvian coast that deteriorate the conpany's

fi shmeal production volunes, would trigger a negative rating action. A globa
annual fishing quota below 2.0 mllion tons would result in debt to EBI TDA
above 7.0x and FFO to debt below 5.0% which, in our view, would increasingly
pressure the conpany's liquidity, and therefore result in a downgrade.

Ratings Score Snapshot

Corporate credit rating: B/ Stable/--

Busi ness risk: Wak

 Country risk: Mderately high
* Industry risk: Internediate
 Conpetitive position: Wak

Financial risk: H ghly Leveraged
* Cash flow | everage: Highly Leveraged

Anchor: b

Modi fiers

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

e Liquidity: Less than Adequate (no inpact)

 Financial policy: Neutral (no inpact)

e« Managenent and governance: Fair (no inpact)
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Conpar abl e rating analysis: Neutral (no inpact)

Related Criteria And Research

Related Criteria

* Key Credit Factors For The Agribusi ness And Commodity Foods | ndustry,
Jan. 29, 2015

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

 Country Ri sk Assessnent Met hodol ogy And Assunptions, Nov. 19, 2013

e Industry Ri sk, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

e Ratios And Adjustnents, Nov. 19, 2013

« Managenent And Governance Credit Factors For Corporate Entities And
I nsurers, Nov. 13, 2012

e 2008 Corporate Criteria: Rating Each |Issue, April 15, 2008

Ratings List

Downgr aded; CreditWatch/ Qutl ook Action

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

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com Al
ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standardandpoors.com Use the Ratings search box
located in the left colum.
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