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1. (SBU) SUMMARY: RECENT ALLEGATIONS OF LINKS BETWEEN
VARLOUE PERUVIAN BANKERS AND FORMER DE FACTO INTELLIGENCE
CHIEF VIADIMIRC MONTESINOS SUGGEST TIHAT MONTESINOS®
- INFLUENCE EXTENDED TO THE TOP OF DPERU'S BUSINESS COMMUNITY.
DESPITE THE SCANDALOUS -- IF NOT CRIMINAL -- BEHAVIOR OF
CERTAIN BANKERS AND THE DISCOVERY QF A "SECRET" EANK
QOPERATING SINCE 1997 TO PACILITATE THE ALLECED ‘TRANSFER OF
MILLIONS OF DOLLIARS TO QVERSEAS ACCOUNTS BY MONTESINOS AND
HIS CRONIEE, WE AGEER WITH GOP BANK RECULATORS THAT PERU’S
BANKING SYSTEM REMATNS SOTIND AT THE PRESENT TIME. HOWEVER,
SUSTAINED NEGATIVE ECINOMIC REESULTS (VER THE NEXT YEAR
AND/OR THE ROSSIBLE CRIMINAL CONVICTIONS OF TOP RANKING
EXECUTIVES COULD EVENTUALLY PUT PERU‘S FINANCIAL SECTOR BACK
INTO 2 PRECARIQUS FPOSITICH, THE INTEREBANK-BANCO LATINO
MERGER TOOK EFFECT ON AFPRIL 2. FPROSPECTIVE BUYERS OF BAMCO
NUEVD MUNDOQ AND NEK RBANK -- BOTH OF WHICE WERE CLOSED LAST
DECEMBER BY GOZ BANK REGULATORS -- HOPE TO OBTAIN GOP
APPROVAL, OF THEIR ACQUISITION DEALS DURING THE COMING WEEK.
END SUMMARY .,
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2. {0} ON FEBRUARY 17, PERU’'S CONGRESSIONAL INVESTIGATORS
RELEASED VIDEQTAPES OF B JUNE 14, 19%% MEETING BETWEEN EX-
PERUVIAN INTELLIGENCE CHIER ULADIMIRD MONTESINOZS, TOP
MILITARY COMMANDERS, AND ONE OF PERU’S MOST PGWERFUL
BUSINESS TYCOOWS, DIONISIO ROMERQ. {ROMERCO H=ANS THE ROMERO
GROUD OF COMPANIES AND IS CHATRMAN OF PERU'S LARGEST BANK,
BANCO DE CREDITG.) MONTESINOS TOLD ROMERC THAT, A4S ONE OF
THE COUNTRY’S OPINION LEADERS, ROMIRO'S VOCAL SUPPQRT OF
THEN-PRESIDENT ALBERTC FUJIMORLI WOULD HAVE SIGNFICANT
INFLUENCE ON PUBLIC OPINIOK. ROMERQ, WHQ STRESSED HOW
THONORED" HE WAS TO MEET WITH MONTESINOS AND THE ASSEMELED
MILITARY HIEFS, PRUPOZED AMENDING PERU' S CONSTITIITION T¢
ELTNINALE EUNOFF ELECTIONS. RBY DOING S0, HE ARGUED, THEN-
PRESIDENT ATBERTC FUJIMORI COULD MAXIMIZE HIS DROSPECTS FOR
OUTRIGHT RE-ELECTION TO A THIRD CONSECUTIVE TERM BY
PREVENTING FUJIMORI*S OPPOSITION FROM PRESENTING 2 ONITED
FRONT IN A SECOND ROUND ELECTION. MONTESINOS REJECTED THE
IDE2, SAYING THAT SUCH A CHANGE T¢ THE "RULES OF THE GAME"
WOULD BE TOQ "GROTESQUE" FOR PERUVIANS TO ACCEPT.

3. (U) MONTESINGS LATER TCOLD ROMERO THAT HE {MUNTESINOS}
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CALLED THE .SHOTS IN THE GOF’S PENDING NEGOTIATIONS WITH THE

INTERNATIONAT MONETARY FUND {(IMF). ROMERD SAID THE GOP'S

DRAFT LETTER OF INTENT {LOI) WAS "VERY ORTHODOX™ AND THAT IT

WOULD COMMIT THE GOP TO STRINGENT FISCAL POLICIES CONTRARY

TO FUJIMORI’S RE-ELECTION HOPES. HE URGED MONTESINOS TO

INETRUCT THEN-MINISTER OF BECONCMY & FINANCE VICTOR JOY WAY
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TO BOOST GOP SPENDING AND NOT TO "WORRY SO MUCH" ABOUT TAX
COLLECTIONS,

4, (U} ALTHOUSH CCNSRESSICHNAL INVESTIGATORS AND PERUVIAN
PROSECUTORS SOUGHT TO CHARGE ROMERD WITH PROVIDING FALSE
TESTIMONY, A LIMA COURT EEFUSED TO HEAR THE CASE ON MARCH 1
DUE TO A "LACK OF EVIDENCE." ROMFRO'S PUBLIC IMACE AS ONE
OF PERU'S LEADING BUSINESS FIGURES HAS NONETHELESS BEEN
SEVERELY TARWISHED. WVARIOQUS PRIVATE SECTOR QONTACTS HAVE
TOLD ECONOFES TN RECENT WEEKS OF THEIR "DISAPDOINTMENT" OR
"DISGUST® WITH ROMERO. SEVERAL REPORT THAT THEY CLOSED
THEIR COMPANIES® ACCOOUNTS WITH BANCG DE CREDITO STHNOR
FROMERQ'S VIDEO AFPPEARANCE. (NOTE: IN THE MONTH AFTRR THE
ROMERC STORY BROEE, BANCY DE CREDITO'S TOTAL DEROSITS
DROPPED BY 5.35%, COMPARED TO THE SLIGHT GALIN OF 0.57% .IN
TOTAL ESYSTEMWIDE DEPOSITS. DESPITE THIS MANTFESTATION OF
HOW EX-DEBOSITORE FELT ABQUT ROMERD, BANCG DE CREDITO STILL
HOLDS ABOUT 26% OF TOTAL DEPOSITS AND DOES NOT AFPPEAR TCO BE
IN DANMNGER OF LOSTING ITE & SOLID POSITION ATOP PERUS BanKILG
INDUSTRY. END NOTE.)

CHARGES FILED AGEINST TOF BANCO WIESE SUDAMERIS EXECUTIVES
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5. (58U) ON APRIL 16¢ PERUVIAN FROSECUTORS FILED (HARGES
AGAINST SEVERAL EXECUTIVES FROM BANCO WIESE SUDAMERIS,
INCLUDING CURRENT CEQ EUGENIO BEERTINI AND FORMER (R0 MANUEL
CUSTODIO, FOR ALLEGEDLY FROVIDING FALSE INFORMATION AND
DESTROYING EVIDENCE INVOLVING MONTESINQS' SUSEECTED MONEY-
LAUNDERING THROUGH TIIE BaNK. IF CONVICTED, THE EXECUTIVES
COULD FACE PRIZON SENTENCEZ OF UP TO SIX YEARS. WE
UNDERSTAND THE GOP HAS IMEOSED TRAVEL RESTRICTIONS ON THESE
EXECUTIVEE TO PREVENT THEIR DERARTURE FROM PERU. 'THERE ALSC
EEMATNSG THE POSSIBILITY THAT THE BANK ITSELF WOULD FACE
CIVIL CHARGES ARISTHW(Z FROM THE MALFEASANCE OF ITS TOP
EXECUTIVES. PROSECUTGRS ALS0Q CHARGED TW(O ALLEGED MONTESINOZ
FRONTMEN, JUAN VALENCIA AND ATBERTO VENER(D. IN NOVEMBER
2000 PERUVIAN AUTHORITIES DISCOVEEED SOME 21 ACCOUNTS HELD
AT THE BaANK BY VALENCIA AUTHORITIES BELIEVE WERE USED TO
LAUNDER MILLIONS OF POLLARS. ({RANCO WIESE SUDAMERIS IS
PERU‘S SECOND LARGAST BANK, WITH OVEX $2.4 BILLION IN
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C AUTHORITIES CLOSE CLAMNDESTINE BANK USED BY MONTESINOS

&. {I}) ON MARCH 14, ANTICCRRUPTION JUDGE SAUL PENA FARFAN
CLOSED THZ CLANDESTINE CFFICE OF PACIFIC INDUSTRIAL BANK
UNCLASSIFIED
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(BTR), WHICE WAE ALLEGEDLY USED BY EX-DPERUVIAN INTELLIGEMOD
CHIEF VLADIMIRD MONTESINGS AND HIS ASSOUIATES TO TRLZMSFER
MILLIOKS OF DOLLARS QOVERSEAS. THE BANK, WHICH WAS FDUNMDED
IN 1986 IN THE CAYMAW ISLAWDS, BEGANWN OFPERATING IN FPERU
THEROUSH A REPRESENTIZTIVE OFFICE LICENSED TO FACILITATE
CREDIT LINES FROM CVERSEAS. 1IN 1997, HOWEVER, PERU'S
SUPERINTENDENCY OF BANKES AND INSURANCE (8HZ) RESCINDEC THE
LICENSE IT HAD CEANTED TO PIE'S REPRESENTATIVE COFFICE AFTER
DETERMINING THAT THE OFFICE WAS '"MAKING DEPQSITS IN VIQLATION
OF PERUVIAN LAW. AN SBES OFFICIAL TOLR ECONOFF THAT, DESPITE
SEST 1957 ACTICON, THE BANE BEGAN OPERATING CLANDESTINELY
THROUGH ANDTHREE LOCATION IN THE SAN TSIDRO DISTRICT OF LIMA.
IT WAS ONLY THROUGH A TIP FROM KORMER MONTESINDS FRONTMAN,
VICTOR ALBERTO VENERD (WHOQ WAS EXTRANDITED FROM THE U.S5. ON
FEERUARY 24), THAT PERUVIAN AUTHORITIES WERE ABLE T FIND
AL CLOSE THE BANKE'S UMNAUTHORIZED QFFICE.

BANCG DE COMERCIC DETDOSITS DROP AMID FRAUD ALLEGATICNS

7. (Ul BANCO DE COMERCIC, WHICH IS OWNED BY THE MILITRRY-
POLICE PENSIQN FUND, IS ONE OF PERU'S SMALLER BANKS, HOLDING
ABOUT 1.3% OF TOTAL NEFOSITS. THE BANE HAS SUFFERED
LIQUIDITY PFROBLEMS IN RECENT MONTHS AFTER ITS DEFOSITS FELL
BY 13% DURING THE FOURTH QUARTER OF 2008, DUE LARCGELY T¢ THE
WITHDRANAL OF GOVERMMENT DEPOSITS. THE BARNK'S TROUBLES WERE

AGGRAVATED BY RUMCRE THAT THE PENSION FUND WAS ON THE VERGE -

OF COLLAPSE DUE TO POOR REAL ESTATE INVESTMENTS AND

ALEEGATICNS OF FRAUD AND MISMANAGEMENT OF BANK FURDS

INVOLVING TOFP MILITARY OFFICIALS. EBANE DIRECTORS HAVE

SOUGHT Tit INFUISE THE BANK WITH ADDITIONAL CAPITATL,
UHCTLASSTFIED
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IMPLEMENTED INSTITUTIONAL CHANGES (SUCH AS FIRING KEY BANE

MENAGERS) , AND UNDERTAKEN VARIOUS OPERATIONAT MEASURES AIMED
AT STRENGTHENING THE BANK, SUCH AS CUTTING CREDIT LINES
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' EXTENDRD TO CERTAIN CORPORATE CUSTOMERS AND SECURING ITS OWN
CREDIT LINES FROM OTHER INSTITUTIONS. NONETHELESS, ITS
FUTURE IS UNCERTAIN, AND IT IS OFTEN MENTIONED AC THE MOST
VULNERABLE OF PERU'S REMATINTING 15 BANKS.

INTERBANK-LATING MERGE; NUEVO MUNDO & NBK BUYERS NEAR DEALS
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8. (U} AS EEPORTED REFTELS 4 AND B, THE $BS INTERVENED IW
BANCO NUEVQ WMUNDO {BNM) AND NEK BANK LAST DECEMBER, FOLLOWED
LATER THAT MONTH BY THE ANMOURCED MERGZER OF INTERBANE AND
BANCG TATINO (REF C). FOLLOWING THE (G0P’'S SUBSEQUENT
APPROVAL CF THE MERGER, INTEREANK ABSORBED LATING'S 130,000
CUSTOMERS AS OF APRIL 2, MARING IT PERU’'S FOURTH LARGEST
BANK WITH TOTAL DEPOSITS OF ABQUT $52% MILLION (3.3% OF
PERU’ 8 TOTAL) .

9. (U} AS FOR BNM AND NBK, THE SBS EXTENDED ITSE PERIQDS OF
INTERVENTION TO APRIL 13 AND APRIL 26, RESPECTIVELY, TO
BETTER ENAELE PROSPECTIVE BUYERS TO COMPLETE THEIR
ACOQUISITION PROPOSALS. ALTHOUGH DETRILS OF THE PROPOSAL
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DEVELOPED BY BANCO INTERAMERICAND DE FINANZAE (BIF) REMAIN
UNENOWN, IT APPEARS THAT BIF HAS EDGED OUT BANCD
SUDAMERICANO IN THE BIDDING FOR BNM. MEANWHILE, INDUSTRY
SOURCES REPORT THAT BANCO FIMANCIERD -- A SUBSIDIARY OF
ECUADOR'E BANCO DEL PICHIMNCHA -- PROPOSES TO BRING AN 48
MILLION CABH INFUSION TO NBXE, ALONG WITH & SCHEME TO DAY OFF
SOME 515 MILLION IN OUTSTANDING NBXK DEBTE. BANCO FINANCIERO
HOFES TO OBTAIN SBS AFPROVAL OF IT PROPOSAL BY APRIL 26 AND
TO CONCLUDE THE ACQUISITION WITHIN S0 DAYS OF THE APPROVAL.

KO SYSTEMIC RISK FOR NOW, BUT SCANDALS CLDUD‘FUTURE CUTLOOK
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10. {5BU) EMBASSY (OMMENT. WHILE THE SCANDALOUS BEEAVICR
OF CEETATN BANKERS BND THE BISCOVERY OF A “SECRET" BANK
MAKES FOR SENSATIONAL HEADLINES, THESE EVENTS HAVE NOT
SPARKED WIDESPEREAD PANIC ANONG DEPOSITORS. NONETHELESS, THE
FINANCIAL SECTOR BEARS (CLDSK WATCHING IN THE COMING WEEKS
FOLLOWING ALAN GARCIR’S SURPRISE SECOND PLACE FINISH IN
APRIL 8 PHESIDENTIAL ELECTICONS, PUTTING HIM INTO A RUNOFR
AGRINST CURRENT FRONTRUNNER ALEJANDRC TOLEDCD., INVESTOR
NERVOUSNESS ARQUT GARCIA, WHOSE 19B5-90 PRESIDENCY WAS
MARRED BY -DOMEESTIC TERRORISM AND ECONOMIC CHAOS, INCLUDING A
FAILED ATTEMPT TO NATIONALIZE PRIVATE BANKS IN 1337, LED TG
UNCLASSIFIED
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AN APEIL 9 PLUNGE IN SHLRE PRICES FOR CREDICORP LTD. (BANCO
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DE CREDITO'S PARENT COMDANY), WHICH DROPDED 9%, AND BANCO
"WIESE SUDAMERIS, WHICH PLUMMETED BY 17%. SBY QFFICIALS
MATNTAIN -- AND WE ACREE -- THAT PERU'S BAHKING SYSTEM
RBEMRINE SOUND AT PRESENT DESPITE THE CURRENT LEGAL TROURLES
+ ENCOUNTERED BY VRRIOUS BANK EXECUTIVES. HOWRVER, THE
BANKING SECTOR COULD SUFFER A SERICUS BLOW IF TOP EBANCO
WIESE SUDAMERIS EXRECUTIVES ARE ULTIMATELY CONVICTED ON
CRIMINAL CHARGES AND THE BaNE 15 EXPOSED TO SERIOQUS CIVIL
LIABILITIES. MORECVER, THE STALLED ECONOMY HAS PREVENTED A
FULL RECOVERY IN THE ZECTOR, WHICH STILIL, SUFFERS FROM HIGH
PERCENTAGES- OF MON-PERFORMING LOANS, SUSTAINED NEGATIVE
ECONOMIC RESULTES OVER THE NEXT YEAR CQULD PUT PERU’S
FINANCIAL SECTOR BACK INTC A PRECARRIGUS EOQOSITION. EHD
COMMENT .
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