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Research Update:

Credivalores - Crediservicios SAS 'B+/B' Credit
Ratings And 'B+' Issue-Level Rating Affirmed,;
Outlook Still Stable

Overview

e Col onbi an nonbank financial institution (NBFlI) Credival ores remains one
of the largest market participants in its main business |lines conpared to
ot her | ocal NBFIs.

 However, the firm s funding structure will be significantly concentrated
in a single issuance; riskier than the structures of its regional peers.

» Profitability netrics declined | ast year and have continued declining in
the first half of 2017. Credival ores has stopped selling | oans and was
negatively inpacted by the Col onbia peso depreciating against the dollar
We expect profitability levels to gradually inprove until 2019.

e« We're affirming our 'B+/B credit ratings on Credivalores. W're al so
affirmng the 'B+ issue-level rating on the firm s senior unsecured
not es.

 The stable outl ook for the next 12 nonths reflects our view that
Credivalores will maintain a risk-adjusted capital (RAC) ratio of 8.5%
manageabl e asset quality netrics with non-perform ng assets (NPAs) bel ow
12% of the total portfolio, and a concentrated funding structure.

Rating Action

On Sept. 25, 2017, S&P G obal Ratings affirned its 'B+ long-termand 'B
short-termcounterparty credit ratings on Credival ores - Crediservicios SAS
(Credivalores). At the same time, we affirnmed the 'B+ issue-level rating on
the firm s senior unsecured notes. The outl ook renai ns stable.

Rationale

The issuer credit ratings on Credivalores reflect our business position
assessnment, supported by a diversified business m x and good market position
in the Col onbian financial system its capital and earnings, underpinned by
our forecasted RAC ratio of 8.5% on average for the next 12 to 18 nonths; and
its risk position, mainly driven by its |ending and underwiting standards
that are stronger than those of other NBFIs we rate in the region. The ratings
al so reflect our viewthat the firms funding structure is primarily
concentrated in one gl obal issuance, and that its liquidity levels are in line
to support our expected growth. The stand-alone credit profile (SACP) remains
" bt .
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The ratings al so incorporate our positive view of Credivalores' credit profile
conpared with other NBFIs we rate in the region. W believe Credival ores has
fundanentals that will allow the conpany to navigate through the chall enging
Col onbi an econonmic conditions. In our view, for the next 12-18 nonths, the
conpany's credit |losses will be manageabl e, because payroll discount |oans
account for 53%of its total credit |oans and we don't expect the unenpl oynment
rate to affect this portfolio, since 87%of its payroll clients are public
enpl oyees or retirees.

The anchor that forns the basis for our rating analysis of NBFIs is three

not ches bel ow the anchor for banks in Colonbia. This reflects NBFIs' typical

| ack of access to central bank credit lines, |ower regulatory oversight, and
hi gher conpetitive risk relative to banks. For NBFls 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 100% of its | oan portfolio
exposure is in Col onbi a.

In our view, Credivalores's business position is supported by a diversified
busi ness m x, an above-average narket position anmong the Col ombi an NBFlIs, and
positive and relatively stable operating revenue with no significant client,
sector, or geographic concentrations. Additionally, we believe that
Credi val ores' s managenment team has sound experience in the firms min

busi ness lines and financial markets; and that the teamis strategically
conpetent and can produce organi zati onal effectiveness. Although Credival ores
faces intense conpetition, the firmis one of the |argest non-regul ated
consuner finance conpanies in Colonbia, with an al nost 1.5% market share of
the country's payroll discount |ending segnent and 2.6% of the credit card
busi ness; its two main business lines. The firm s business line revenue is

al so well-diversified conpared with its inmedi ate peers. As of June 30, 2017,
payrol | discount |oans represented around 55% of total revenue, followed by
credit cards at 35% and insurance at 10% Credival ores' revenue has been
relatively less sensitive to market fluctuations than those of other regiona
NBFl s because of its | ess risky business products, especially payroll discount
| oans. Going forward, we expect the conpany to renmain operating in its three
busi ness lines, as nmanagenment will remain focused on its core business.
Consequently, we don't anticipate changes to our business position assessnent
in the next 12 nonths.

Credival ores' capital, |everage, and earnings reflects our projected RAC ratio
of around 8.5% on average, for next 12 to 18 nonths, coupled with high
quality capital--core capital is mainly conmposed of paid-in capital and
retained profits--and inproving profitability indicators. As of Dec. 31, 2016,
Credivalores’ RACratio was 7.3% lower than our 8.4%in |last year's forecast.
The latter was driven primarily by |ower than expected internal capita
generation, because net income was 47% | ower than |ast year's forecast. The
firmstopped selling | oans--which represented 13% of total revenues--because
of the Col ombi an payroll crisis where sone internediaries were naking
fraudul ent | oans by selling the same loan to two or nore different parties.

For the next two years, we forecast an average RAC ratio of 8.5% In our
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opinion, the firms debt capitalization, inproving internal capita

generation, nore nodest growth | oan portfolio (12.5% on average, for the next

two years), and |ack of dividend paynment will gradually increase our RAC
rati o. Qur base-case scenario for our RAC forecast is:

» Col onbian GDP growth expectations at 1.7%for 2017 and 2.2% for 2018
(according to our last CCC published on June 30, 2017, "Politica
Uncertainty Hinders Inproving Credit Conditions In Latin America");

e Debt capitalization of about COP53,511 billion during 2017;

e Aloan growh portfolio averagi ng about 12.5%for 2017 and 2018;

e Lower profitability levels during 2017 and 2018 conpared with 2016; wth
core earnings to adjusted assets hovering between 0% 1% for the next 18
nont hs;

e Efficiency levels at 79% for 2017 and inproving to about 70% for 2018;

* No dividend paynents for the next two years;

* NPAs slightly below 12% with a reserve coverage around 90% and

* No credit |osses.

Profitability nmetrics declined during last year and continued to do so in the
first half of 2017. As noted above, Credival ores stopped selling |oans as they
didn't want to be linked to internediaries. However, the firmis working to
increase their interest incone and fees and comi ssions to recover the incone
lost fromnot selling |oans.

During the first half of 2017, we saw negative bottomline results driven by
t he Col onbi a peso’'s depreciation agai nst the dollar. The conpany had unhedged
debt--issued in the first half of the year--and had exchange rate (FX)
exposure. Consequently, they had a FX | oss of COP10,877 billion. W expect
this to be a one-tinme loss, as Credival ores should cover all its exposure in
the few next nmonths and have positive net income by the second hal f of 2017.
Nevert hel ess, we believe nore stable profitability metrics until 2019.

Lendi ng and underwiting standards better than other NBFlIs we rate in the
regi on, manageabl e but worsening asset quality netrics, and diversified risk
exposures support Credivalores' risk position

Asset quality remai ns manageabl e, but NPAs continue grow ng. Because the
conpany does not charge-off | oans (net charge-offs; NCGs), NPAs | ook higher
than those of its main peers. As of June 30, 2017, Credival ores’ NPAs were
11. 6% and had averaged 10% for the past three fiscal years. W believe this
rati o approaching a negative adjustnment; however, we project NPAs to remmin
bel ow 12% for the next 12 to 18 nonths. Reserve coverage reached 89.5% as of
June 30, 2017, and the firms strategy is to keep themat that |evel. During
the next 12 nonths, we expect no credit |osses and about 90% reserve coverage.

Counterbal ancing its asset quality netrics, the firmdoesn't have significant

ri sk exposures by sector, country, or single-nane in its |loan portfolio. As of
June 2017, its top 20 clients didn't represent a high percentage of tota

| oans: they were less than 1% of total I[oans and only 0.03x of adjusted total

equity (ATE). In geographic concentration, the conpany operates offices, sale
points, and nobile units in nore than 40 cities and nunicipalities. However,
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three regions represent 50%-a slightly increase conpared with 47% | ast
year--of the total portfolio. Bogota and Valle del Cauca are the |argest
regi ons. This geographic concentration is simlar to other NBFlIs we rate in
t he region.

Qur fundi ng assessnment on Credivalores relies on a concentrated funding
structure conpared with the industry normfor NBFIs. Despite gaining
significant financial flexibility by freeing a considerable anount of
encunbered assets, Credivalores' funding structure remains significantly
concentrated in one issuance. W forecast that by the end of 2017, the new
notes will account for around 75% of Credivalores' total funding, while the
remai ning 25% wi Il cone from ot her whol esal e fundi ng sources such as trusts,
banking Iines, and capital. After reducing its dependence on secured debt, the
conpany's challenge is to diversify its funding structure by gaining access to
unsecured banking |ines, or other neans of funding, to reduce its expected
concentration.

We base our liquidity assessment on our projected base case and stress-test
cash flow, which will be positive for the next 12 nonths. Additionally, the
use of the proceeds to refinance existing debt provides a greater liquidity
cushion for upcoming debt maturities. As a result, we estimate that during the
next 12 nmonths, Credivalores' liquidity will remain sufficient and in |ine
with that of other regional NBFIs we rate.

Outlook

The stable outl ook for the next 12 nonths reflects our view that Credival ores
will maintain a RAC ratio of 8.5% nmnageabl e asset quality netrics--with NPAs
bel ow 12.5% of its total portfolio and simlar reserve coverage--, and a

concentrated funding structure. The stable outl ook al so incorporates our view
of the conpany's good nmarket position and diversified business mx

Downside scenario

We could I ower the ratings over the next 12 nonths if Credival ores' asset
quality deteriorates beyond our projections or if we see a higher currency
risk due to the issuance's hedge. The latter could decrease profitability

i ndi cators, adversely affecting the conpany's internal capital generation and
decreasing our RAC ratio consistently below 7% W could al so | ower the
ratings if increasing asset quality pressures liquidity |levels.

Upside scenario

We could raise the ratings in the next 12 nonths if Credival ores continues
diversifying its funding sources by gaining access to unsecured banking |ines,
or other nmultiple sources of funding, to reduce its expected concentration
However, we believe this scenario is unlikely in the next 12 nonths.
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Ratings Score Snapshot

| ssuer Credit Rating B+/ St abl e/ B
SACP b+
Anchor b+
Busi ness position Adequat e (0)
Capital, |everage, and earnings Adequat e (0)
Ri sk position Adequat e (0)
Fundi ng and Moderate and (-1)
liquidity Adequat e
Suppor t 0
GRE support 0
Group support 0
Gover nment support 0

Addi ti onal factors +1

Related Criteria

e Criteria - Financial Institutions - General: Risk-Adjusted Capital
Franmewor k Met hodol ogy, July 20, 2017

e Ceneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

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

e CGeneral Criteria: Goup 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 Ri sk
Assessnent Met hodol ogy And Assunptions, Nov. 9, 2011

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

e Banking Industry Country Ri sk Assessnent: Col onbia, Sept. 14, 2017

e Political Uncertainty Hi nders Inproving Credit Conditions In Latin America
, June 30, 2017

* Republic of Colonbia Sovereign Credit Ratings Affirned, Qutlook Remains
Negati ve, Jan. 18, 2017
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Ratings List

Rati ngs Affirned

Credival ores - Crediservicios SAS
Counterparty Credit Rating B+/ St abl e/ B

Seni or Unsecur ed 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
information. Conplete ratings information is avail able to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliq.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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