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Research Update:

Colombia-Based Credivalores 'B+/B' Ratings
Affirmed On Resilient Financial Performance;
Outlook Remains Stable

Overview

e Col onbi an nonbank financial institution (NBFlI), Credivalores, renains a
| arge market participant in its main business |lines conpared with other
donestic NBFIs.

 However, in our view Credivalores continues to show linited financial
flexibility, given the | ow proportion of unencunbered assets for pledging
agai nst potential additional funding, although this has inproved over the
past 24 nont hs.

« W are affirnming our 'B+/B'" credit ratings on Credival ores.

» The stable outlook reflects our expectation that Credivalores wll
mai ntain a risk-adjusted capital ratio of 8.2% on average, for the next
12 nmonths, even with higher risk-weighted assets stenming fromincreased
econom ¢ risk in Col onmbi a.

Rating Action

On Cct. 4, 2016, S&P dobal Ratings affirnmed its "B+ long-termand 'B
short-termcounterparty credit ratings on Col onbi a- based nonbank fi nanci al
institution Credivalores - Crediservicios SAS (Credival ores). The outl ook
remai ns stabl e.

Rationale

The ratings continue to reflect our assessment of Credival ores' adequate

busi ness position, which is underscored by a diversified business mx and good
mar ket position; its adequate capital and earni ngs, underpinned by our
forecast risk-adjusted ratio (RAC) ratio of 8.2% on average, for the next 12
to 18 nonths; and its adequate risk position, mainly driven by its |ending and
underwiting standards, which are stronger than those of other NBFIs we rate
in the region. The ratings are constrai ned by our view of the conpany's
noderate funding, with a concentrated funding structure and | ower financial
flexibility than other NBFIs we rate in Latin Arerica, and only adequate
l[iquidity. The stand-alone credit profile (SACP) remains at 'b+'

The ratings al so incorporate our positive view of Credivalores' credit profile
conpared with other NBFlIs we rate in the region. W believe Credival ores
credit fundanentals will allow it to navigate through the slow ng Col onbi an
economy. In our view, the conpany's credit losses will likely be manageabl e
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the next 12-18 nonths because payroll discount |oans account for 57% of

its total |oans, and we don't expect the unenploynent rate to affect this
portfolio, since nmore than 80%of its payroll clients are public enpl oyees or
retirees.

The anchor that starts our rating analysis of NBFIs is three notches bel ow t he
anchor for banks in the sane country. This is to reflect NBFIs' typical |ack
of access to central bank credit |ines, |ower regulatory oversight, and hi gher
conpetitive risk relative to banks. In the case of NBFlIs 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 |loan portfolio
exposure is in Col onbi a.

We regard Credival ores' business position as adequate because of its good
mar ket position conpared with that of other Col onbian NBFIs; its diversified
portfolio, which has three main business |lines (payroll, 57% of total | oans;
credit cards 35% and insurance financing 7.5%; and a steady revenue base

t hat

has been increasing over the past few years. Furthernore, we believe

Credi val ores' corporate governance i s adequate and its managenent team has

| ong- st andi ng experience and a good track record in the industry. Even though
NBFl s continue to face intense conpetition, Credivalores is one of the |argest
non-regul at ed consumer finance conpanies in Col onbia, with al nost 2% of the
country's payroll discount |ending nmarket. Also, it has naintained
above-average growth, with no inportant revenue concentration that could
hanper its operations. In our view, as we have seen over the past severa
years, Credivalores' revenues are |ess sensitive to market fluctuations than
those of other local and regional NBFls, due to its |ess-risky business
products, especially payroll discount |oans. For the next 18 nonths, we expect
it wll continue with simlar business operations because managerment wil |l
remai n focused on its core conpetencies. Therefore, we anticipate no changes
to our current business position assessment in the next 12 nonths.

Credival ores' capital, |everage, and earnings remai n adequate, in our view As
of Dec. 31, 2015, our RAC ratio for the conpany was 8.5% but since then, in
our view, econonic risk in Colonbia has increased (see "Brazil's Wak Econony
And d obal Volatility Are Couding Latin Anerica's Credit Qutlook," published
July 8, 2016, on RatingsDirect). Gven the resulting higher risk weights,
Credivalores’ RAC ratio would now be 7.6% because all of its exposure is in
Col onbi a. Neverthel ess, we believe that |oan portfolio growh, which we
project at 30% over the next two years, coupled with good internal capita
generation and no dividend paynent, will gradually strengthen the RACratio to
around 8.2% on average, for the next 18 nonths.

In our base-case scenario, we assune for our RAC ratio forecast:

Col onmbi an GDP growt h of about 2.3%in 2016 and 3.0%in 2017 (see "Brazil's
Weak Econony And G obal Volatility Are Clouding Latin Anerica's Credit
Qut | ook, " published July 8, 2016);

Loan portfolio growh of about 30%for 2016 and 2017;

A net interest margin (NNM of 13% on average, for the next two years;
Profitability at similar levels as in 2015, with core earnings to
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adj usted assets at 2% 3% for the next 18 nonths;

» Efficiency levels at about 75%for 2016 and 2017,

* No dividend paynents for the next two years;

 Nonperform ng assets (NPAs) representing about 8.5%of total |oans, with
reserve coverage higher than 90% and

* No credit | osses.

Al t hough Credivalores' profitability has remained relatively stable, it is
bel ow t he average of other rated NBFIs that operate in countries with simlar
econom c risk as Col ombi a. However, interest rates on consuner |loans in

Col onbi a are capped, which limts profitability and constrain NIMs. As of June
30, 2016, core earnings represent 2.0% of the conpany's average assets and the
average for the past three fiscal years was slightly higher, at 2.8% The
average for NBFIs we rate in Latin America is above 3.5% Over the next 12
mont hs, we forecast Credival ores' core earnings at 2% 3% reflecting our
grow h projections, the conpany's funding capacity, and its sinilar business
operations.

Credivalores' risk position is adequate, supported by |ending and underwiting
standards that we regard as sound conpared with that of other NBFIs we rate in
t he regi on, manageabl e asset quality netrics, and diverse risk exposures.

Asset quality remains at manageable |l evels, and we expect simlar figures for
the next 12 nmonths. The conmpany does not charge off |oans, so NPAs appear

hi gher than those of its main peers. As of June 30, 2016, Credival ores' NPAs
were 8.9% of total |oans and the average for the past three fiscal years was
simlar, at 8.7% In our view, Credivalores' NPAs plus credit |osses conpare
adequately with those of other conpanies we rate that are al so focused on
simlar business |ines. The conpany's | o0ss reserve coverage has been

i ncreasing, reaching 87% at the end of second-quarter 2016, and its strategy
is to achieve and naintain 100% coverage. During the next 12 nonths, we
project NPAs at 8% 9% simlar to the 2015 levels, no credit |osses, and at

| east 90% reserve coverage

The conpany does not have significant risk exposures by sector, country, or
single nanes in the | oan portfolio. As of June 30, 2016, the 20 | argest
exposures were negligible: less than 1% of total [oans and only 3.4% of total
adj usted capital. Regardi ng geographic concentration, the conpany operates in
nore than 40 cities/nunicipalities, with three representing around 47% of the
portfolio, which is simlar to that of other NBFIs we rate.

Qur noderate funding assessnent continues to reflect Credival ores

bel ow average funding structure conpared with that of other NBFIs we rate in
Latin Anerica. In our view, Credivalores' funding is concentrated and al nost
fully dependent on banking |ines through various vehicles. These funding
sources require collateral, but they also provide a fairly good match between
maturity and interest rates. As of June 30, 2016, 50% of the funding mx
conprised trusts (through which the conpany gets collateralized funding), 19%
portfolio sales, 19%capital market debt, and the rest correspond to banking
lines. That said, the firmhas nade efforts to reduce the high anount of
encunbered assets (by decreasing overcollateralization |levels) as well as its
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fundi ng costs. Neverthel ess, we continue to believe that this type of funding
mx could limt the firmis financial flexibility and, during market turnoil
erode its funding profile. During the next two years, we expect the company
wi Il continue diversifying the funding structure and that, as a result, its
encunbered assets w || decrease.

Qur assessnent about its liquidity remains adequate. The latter is primarily
driven by our projected base case and stress-test cash flow, which will be
positive for the next 12 nmonths. Moreover, the firm does not have significant
short-termliquidity needs that could jeopardize its daily operations. As a
consequence, we estinate that, during the next 12 nmonths, liquidity wll
remai n adequate and in line with that of other NBFIs we rate in the region

Outlook

The stable outlook reflects our expectation that Credivalores will maintain a
RAC ratio of 8.2% on average, for the next 12 nonths, even wi th higher

ri sk-wei ghted assets stenming fromincreased econonmc risk in Colonbia. W

al so expect Credivalores will display nanageabl e asset quality indicators and
a concentrated funding structure with limted financial flexibility. The
stabl e outl ook al so i ncorporates our view of the conpany's adequate business
position, reflected in a good market position and diversified business m x.

Downside scenario

We could |l ower the ratings over the next 12 nonths if Credivalores' liquidity
were to cone under significant pressure due to weaker financial flexibility or
a sharp deterioration of asset quality indicators. The latter could occur if
the conpany enters riskier segnents or unknown markets, or if it relaxed its
underwiting standards to pursue credit growh. This could increase the
conpany's NPAs wel | above those of its mamin conpetitors, by nore than 10%
(rmeasured as NPAs plus credit |osses), or lead to higher |oan | oss provisions,
t hereby adversely affecting internal capital generation. As a consequence, our
projected RAC ratio could fall below 7% and trigger a negative rating action.

Upside scenario

We could raise the ratings in the next 12 nonths if Credivalores were to
continue diversifying its funding sources and gain additional financial
flexibility, including through increasing the ambunt of unencunbered assets
for use against potential additional funding.

Ratings Score Snapshot

| ssuer Credit Rating B+/ St abl e/ B
SACP b+
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Anchor b+
Busi ness Position Adequat e (0)
Capital, Leverage, 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
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Group Rating Methodol ogy, Nov. 19, 2013
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Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Bank Capital Methodol ogy and Assunptions, Dec. 6, 2010
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Related Research
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Credit Qutlook, July 8, 2016
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Weakness; ' BBB/ A-2' Foreign Currency Ratings Affirned, Feb. 16, 2016

Ratings List

Ratings Affirmed

Credi val ores - Crediservicios SAS
Counterparty Credit Rating B+/ St abl e/ 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
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criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available 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
inthe left colum.
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