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Research Update:

Credivalores - Crediservicios SAS Outlook Revised
To Negative On Weakened Capitalization, 'B+/B'
Ratings Affirmed

Overview

 Capitalization netrics of Col ombi an nonbank financial institution (NBFI),
Credi val ores, dropped due to the recognition of a mnority equity
exposure and the adoption of IFRS 9 in the first quarter of 2018. |In our
opi nion, these effects could hanmper the lender's ability to absorb
unexpect ed | osses.

« Additionally, we believe asset quality nmetrics continue deteriorating,
pressuring our risk position assessnent. W believe Col onbi a's sluggish
econony had increased the financial systenis and the firm s nonperformng
assets (NPAs), especially in the latter's credit card unit.

e On the other hand, Credivalores renains as one of the largest player in
its main business lines, and its debt maturity profile is confortable for
the next 12 nonths.

* W're revising our outlook on Credivalores to negative fromstable. W're
also affirm ng our 'B+/ B issuer credit and 'B+' issue-level ratings on
the firm

 The negative outlook for the next 6-12 nonths reflects a potential
downgrade if Credivalores fails to inplenent its proposed neasures to
reinforce its capital base

Rating Action

On Sept. 27, 2018, S&P G obal Ratings revised its outlook on Credival ores -
Credi servici os SAS (Credival ores) to negative fromstable. W also affirned
our 'B+ long-termand 'B short-termissuer credit ratings on the firm At
the sane tine, we affirmed our 'B+' issue-level rating on the firm s senior
unsecur ed notes.

Rationale

The negative outlook reflects the deterioration in Credival ores' risk-adjusted
capital (RAC) ratio due to the inmpact of IFRS 9 adoption that decreased tota
adjusted capital (TAC), coupled with the recognition of a minority equity
exposure that increased the firms risk-weighted assets (RWs) sharply. In our
opi nion, the Iower RAC ratio could hanper Credivalores' ability to absorb
unexpected | osses. We could downgrade the Iender if it fails to inplenent
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corrective measures to strengthen the capital base in the follow ng nonths,
leading to a RAC ratio of less than 7% Additionally, the outl ook revision
reflects that the lender will naintain NPAs and net charge-offs just bel ow 12%
of the total portfolio.

The issuer credit ratings on Credivalores reflect a diversified business mx
and good market position in the Col onbian financial system W also
incorporate its |l ending and underwiting standards, which are noderately
conservative in our opinion, conpared with those of other NBFIs we rate in the
region. In addition, the ratings reflect our view of the |ender's concentrated
fundi ng structure, which consists of a single global issuance, and sufficient
liquidity levels to support growth. The stand-alone credit profile (SACP)
remains at 'b+'. which incorporate our positive view of Credivalores' credit
profile conpared with those of other NBFIs we rate in the region. W believe
Credi val ores has particular fundanentals that will allowit to navigate

t hrough Col onmbia's still |ackluster econony, such as a high portion of payrol
di scount | oans that account for 53.4%of its total credit |oans. And we don't
expect the rising unenploynent rate to weaken the lender's portfolio, because
85.8% of its payroll clients are public-sector enployees or retirees and about
47% of the total |oan portfolio consists of |oans to these borrowers.

The anchor that starts our rating analysis of NBFIs is three notches bel ow t he
anchor for banks in the sanme country. This is to reflect NBFlIs' typical |ack
of access to the central bank's credit lines, |ower regulatory oversight, and
hi gher conpetitive risk than that for banks. For NBFIs in Col onbia, we apply
the standard notching relative to the bank anchor of 'bb+'; so our starting
point for rating Credivalores is '"b+, given that all of its loan portfolio
exposure is in Col onbi a.

In our view, Credivalores' business position benefits froma diversified

busi ness mix, a larger nmarket position than those of other NBFIs in Col ombia,
gradual |y increasing operating revenue, and absence significant concentrations
by clients, sector, or geography. Although Credival ores faces intense
conpetition, it's one of the |largest non-regul ated consumer finance conpanies
in Colonbia, with about a 1.6% narket share of the country's payroll discount
| endi ng segnment and 3.2% of the credit card business, its two main business
lines. The | ender also offers an insurance financing product. W consider
revenue sources are nore diversified than those of Credival ores' inmediate
peers, and net interest incone, fees, and conm ssions represent al most 100% of
the total revenue. The latter, in our opinion, is |less sensitive to nmarket
fluctuations. As of June 30, 2018, payroll discount |oans represented around
55% of the lender's total portfolio, followed by credit cards (37%, and

i nsurance financing (8% . In the short term we expect Credivalores to focus
on the payroll-Iending segnent, these types of |oans perform best am d under
econoni ¢ downturns. However, the lender will continue operating the three
business lines in the long run. In this sense, we don't expect new products or
significant changes in core operations for the next 12 nonths.

Qur capital, |everage, and earni ngs assessment on Credival ores reflects our
projected RAC ratio around 7.2% for next 12-18 nonths. In addition, the |ender
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has high quality of capital, in our view, reflecting the absence of hybrid
instruments, along with inmproving profitability indicators. However, our new
RAC forecast ratio is significantly |ower than our projection in 2017 of 8.5%
The rati o dropped due to adoption of IFRS 9, including inpairnent expenses for
COP47 billion, which were reflected in the sharehol ders' equity and an
increase in net deferred tax assets (DTAs). The latter stemred fromthe
derivative valuations effects, which pronpted the lender's TAC to drop. W

al so neutralized the variation in the OCl account of the shareholder's equity
due to derivative valuations under IFRS 9. Finally, the recognition of a 9%
stake in equity exposure in Asficredito, a conpany that manages the sales
force of Credival ores, raised our calculation of RWMs, |lowering the RAC rati o.

In our opinion, the managenent's target to strengthen the capital base in the
fourth quarter of 2018, coupled with a slowy inmproving internal capita
generation and the average |oan portfolio growmh of 11%for the next two
years, will gradually increase our RAC ratio to about 7.2%for 2018 and 2019.
However, if Credivalores fails to inplenent its capital measures or exhibits
hi gher -t han- expected growh in its RMs --not covered by interna
generation--we coul d downgrade the | ender

Qur base-case scenario for our RAC forecast incorporates the foll ow ng
factors:

Colonbia's GDP growh of 2.6%for 2018 and 2. 7% for 2019 (according to
our last Credit Conditions Committee research published Sept. 27, 2018,
"Weakeni ng I nvestor Sentinent WII Test Latin Anerica's Decision Makers");

A loan growth portfolio of about 11% for 2018 and 2019;

Debt capitalization of around COP3 billion in the third quarter of 2018
from G ammercy, one of Credival ores' sharehol ders;

Full divestment of Asficrédito, leading to a significantly decrease in
S&P's market risk RWAs;

Addi tional neasures to strengthen the capital base;

Improving profitability with a core earnings to average adjusted assets
(ROAA) around 1.1% during 2018 and 2019;

Efficiency levels at 70% for 2018 and slightly inproving to about 67% for
2019;

NPAs slightly below 12% with a reserve coverage above 100%
Net wite-offs below 1% for the next couple of years; and

No dividend paynents for the next two years.

We expect stronger profitability nmetrics than in 2017, because of currency
nm smat ches and | osses due to the unhedged position for its debt programthat
year. As of June 30, 2018, all of Credivalores' foreign currency debt is
hedged to Col onbi an pesos through derivative instruments including
non-delivery forwards, cross currency swaps, and options with internationa
financial institutions. W expect the Iender to fully hedge any additiona
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foreign currency debt and to adjust the call spread exercise price, if
necessary, to avoid additional losses in the future. The ratings could drop if
the I ender fails to do so.

Qur risk position assessnment on Credivalores reflects its fragnented | oan
portfolio, and noderately conservative | ending and underwiting standards.
However, its asset quality nmetrics mainly in the credit card unit continue
weakeni ng, pressuring the firmis risk position. As of June 30, 2018,

Credival ores’ NPAs were 10.8% in addition to a COP22 billion portfolio
wite-off, which resulted fromthe inmpairnment tests in the I FRS adoption. W
believe the NPAratio is getting closer for a negative adjustment if it
continues increasing; however, we project the ratio to remain slightly bel ow
12% for the next 12-18 nonths. On the other hand, reserve coverage had
increased to 109% for the sane tineframe, conpared with 89% one year before.
W& expect reserve coverage to remain above 100% following the I FRS 9

i mpl enentation. During the next 12 nonths, we expect credit |osses to remain
bel ow 1%

O fsetting weak asset quality netrics is the absence of significant risk
exposures by sector, country, or single nane in the | oan portfolio. As of June
30, 2018, top 20 clients represent |less than 1% of total |oans. Moreover,
Credi val ores operates through offices, points of sale, and nobile units in
nore than 40 cities/nmunicipalities. Credival ores' geographical diversification
isinline with those of other NBFIs we rate in the region

Qur fundi ng assessnent on Credivalores reflects it reliance on a nore
concentrated funding structure than the NBFI industry norm Despite gaining
significant financial flexibility by freeing a considerabl e amunt of
encunbered assets and increasing the average termof total debt to nore than
three years, in line with the average duration of its |oan portfolio,
Credivalores' funding structure will largely consist of a single issuance. W
forecast that by the end of 2018, the 144A/Reg S notes will account for around
75% of Credival ores' total funding, while the remainder will conme from other
whol esal e fundi ng sources including as trusts, banking |ines, and capital
After reducing its heavy dependence on secured debt, the lender's current
challenge is to diversify its funding structure by gaining access to unsecured
banking Iines, or other nmeans of funding, to reduce the funding concentration

Qur liquidity assessnent is primarily based on our projected base case and
stress-test cash flow, which will be positive for the next 12 nonths.

Mor eover, Credival ores’ use of the proceeds fromthe notes issuance to

refi nance existing debt provided greater liquidity cushion for upcom ng debt
maturities. As a result, we estinmate Credivalores' liquidity to remain
sufficient, at least during the next 12 nonths and in line with that of other
NBFIs we rate in the region. We don't expect significant debt anortizations or
liquidity needs in the sane tinme frane.
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Outlook

The negative outl ook, for the next 6-12 nonths reflects a one-in-three chance
of a downgrade if Credivalores' RAC ratio doesn't rise above 7% In addition,
we expect the firmto maintain manageabl e NPAs and net charge-offs, and a
concentrated funding structure.

Downside scenario

We could lower the ratings in the next 6-12 nmonths if Credivalores fails to
increase its capital and RAC rati o above 7% A downgrade is also possible if
NPAs and net charge-offs increase above 12%or if managenent fails to adjust
its hedge on the COP75 billion add-on principal under a scenario of steep
currency depreciation.

Upside scenario

We could revise the outlook to stable in the next 6-12 nonths if pressures on
our capital assessnment eases, allowing Credivalores to inprove its RACratio
consi stently above 7% The latter is possible through capital injections or

i nproved internal capital generation while the | ender naintains manageabl e
asset quality netrics.

Ratings Score Snapshot

| ssuer Credit Rating B+/ Negati ve/ B
SACP b+
Anchor b+
Busi ness Position Adequat e (0)
Capital, Leverage, and Earnings Adequat e (0)
Ri sk Position Adequat e (0)
Funding and Liquidity Moder ate and Adequate (-1)
Suppor t 0
GRE Support 0
G oup Support 0
Gover nnment Support 0

Addi tional Factors +1

Related Criteria

e Criteria - Financial Institutions - General: Risk-Adjusted Capital
Framewor k Met hodol ogy, July 20, 2017
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e General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e« Criteria - Financial Institutions - Ceneral: Issue Credit Rating
Met hodol ogy For Nonbank Financial Institutions And Nonbank Fi nanci al
Servi ces Conpani es, Dec. 9, 2014

e Criteria - Financial Institutions - General: Nonbank Financi al
Institutions Rating Methodol ogy, Dec. 9, 2014

e General Criteria: Group Rating Methodol ogy, Nov. 19, 2013

e Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rati ng Banks d obal ly: Methodol ogy And Assunptions, July 17, 2013

e Criteria - Financial Institutions - Banks: Banking Industry Country R sk
Assessment Met hodol ogy And Assunptions, Nov. 9, 2011

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
Ratings List

Ratings Affirmed; Qutl ook Action

To From
Credi val ores - Crediservicios SAS
| ssuer Credit Rating B+/ Negati ve/ B B+/ St abl e/ B
Seni or Unsecured B+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs 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 nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com All ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

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

col umm.
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