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Research Update:

Banco Davivienda S.A. 'BBB-/A-3' Ratings
Affirmed; Outlook Remains Stable

Overview

e Col onbi a- based bank Davi vienda nmaintains its strong presence in Col onbi a
while it boosts participation in Central America.

e The ratings on the bank are still linmted by noderate risk-adjusted
capitalization (RAC.

W are affirmng our long-term'BBB-' and short-term'A-3" issuer credit
rati ngs on the bank.

» The stable outlook reflects our expectation that, despite weaker credit
conditions in Latin America for 2015, the bank's well-diversified
busi ness--by activities and geography--and prudent underwiting standards
wi Il continue to support its business and risk profiles.

Rating Action

On April 29, 2015, Standard & Poor's Ratings Services affirned its [ong-term
"BBB-' and short-term'A-3'" issuer credit ratings on Banco Davivienda S. A
(Davivienda). At the sanme tine, we are affirmng our 'BBB-' issue-level rating
on Davivienda's senior unsecured debt. The outl ook remai ns stable.

Rationale

The issuer credit ratings (I CR) on Davivienda continue to reflect its "strong"
busi ness position, "noderate" capital and earnings, "adequate" risk position
"average" funding and "adequate" liquidity, as our criteria define these
terns. The stand-alone credit profile (SACP) remains at 'bbb-'.

Qur bank criteria use our Banking Industry Country Ri sk Assessnent (Bl CRA)
econoni ¢ and industry risk scores to deternmine a bank's anchor, the starting
point in assigning an issuer credit rating. Qur anchor for Davivienda is
"bbb-', reflecting our view of the wei ghted-average econonic risk in the
countries to which the bank is exposed through its total | oans--Col onbia
(representing around 80% of total l|oans) and El Sal vador, Costa Rica, Panang,
and Honduras representing the remai nder. W score BICRAs on a scale of '1' to
'10', ranging fromthe | owest-risk banking systens (group '1') to the

hi ghest-risk (group '10').

Qur wei ghted economc risk score for these countries is '6.2'. Gven that the
majority of Davivienda's exposure is and will remain in Col onbia, the bank's
anchor is based on the country's econonmic risk score of '6' and an industry
risk score of '5'. Colonbia's econonmic risk reflects the country's | ow i ncone
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| evel s, which constrain its economic resilience, and reflect our "high risk"
assessment for credit risk in the econonmy, as househol ds have | ower capacity
to take out credit lines and are nore vul nerable to econom c downturns. On the
ot her hand, Col onbia has |low inflation, noderate fiscal and current account
deficits, a floating exchange rate, and a strong political consensus on key
econom ¢ policies. These factors should maintain policy stability and econonic

resilience in the conming years. Colonbia still has nanageabl e economi c
i mbal ances--in our view, relatively fast credit expansion and rising housing
prices pose an "intermediate risk" for the financial system Still, the

country's banki ng sector has sound asset quality and good underwiting
standards, especially in the nortgage narket.

Qur industry risk score of '5" reflects no significant distortions in the
financial system banking industry's stability, and a satisfactory deposit
base that has remmined fairly stable even during periods of market turnmoil. On
t he other hand, we believe there is roomfor inprovenent in Col onbia's

regul atory framework and track record, in particular with regard to
capitalization rules. On the positive side, transparency in the financial
systemis very good and conpares favorably with nany of its peers in the
region.

Davi vi enda' s busi ness position remains "strong." This assessnent is supported
by the bank's significant presence in the Col onbi an banki ng system -13% nar ket
share in terms of |oans and 12% by deposits, as of Dec. 31, 2014--and because
it is expanding its reach in Central America. Davivienda's diversification by
busi ness activities and geography, which provide stability to the bank's
operating revenues, also supports our assessnent. We expect these factors wll
all ow the bank's performance to renain stable despite weaker credit conditions
in Latin Anerica for 2015 due to continued weak comodity prices and volatile
currency performance in the face of a strong U S. dollar

Commerci al | oans accounted for 52% of consolidated total |oans in Davivienda's
| oan portfolio, as of Dec. 31, 2014. Consuner |oans and nortgages represented
27% and 22% of consolidated total |oans, respectively. W expect this business
diversification will remain relatively stable during the next two years. The
bank's |l oan portfolio booked in Central America has a higher orientation
toward conmercial |oans, which represent 59% of total |oans. The bank's tota

| oans booked out side Col ombi a represent 20% of Davivienda's consolidated | oan
portfolio. El Salvador holds 37% of Davivienda's international business by
total |oans, followed by Costa Rica (26%, Panama (21%, and Honduras with the
remai ning 17% Looking forward, we believe that the participation of Col onbia
within Davivienda's total loans will remain stable at around 80% |n 2014, 22%
of Davivienda's net income canme fromthe subsidiaries based abroad, including
di vidend paynents. In addition to the bank's international business, we
bel i eve that the brokerage services--provided by Corredores Davivienda--wll
add revenue diversification in the formof fee incone.

Qur assessnent on Davivienda's capital and earnings renmains "noderate." This
reflects our projected RAC ratio, which we expect to be about 6% for the next
two years. As of Dec. 31, 2014, The RAC ratio was 5.9% before adjustnents.
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Davi vi enda's goodwi || continues to represent a significant portion of its
total adjusted capital (TAC), at around 30% as of Dec. 31, 2014. This ratio
has gradual |y declined, and we expect goodwi Il will continue to limt the RAC
ratio for the next two years.

Qur financial forecasts incorporate our base-case scenario assunptions, which
i ncl ude:

e Col onbian GDP growth slowing to 3.5%in 2015--from 4.8%in 2014--and
recovering to 4.0%in 2015;

e Loan portfolio growmh of about 15%in 2015 and 2016, on average, down
from24%in 2014 based on economi c prospects;

e Relatively stable goodwill, as we don't expect additional acquisitions
for the next two years;

e Profitability to remain adequate with the bank's return on assets (ROA)
at 1.4% on average for the next two years but lower with respect to
previous years'. This will reflect a |l ower net interest margin--due to
the increasing participation of tine deposits in the bank's fundi ng base
and higher market interest rates--and significantly higher effective tax
rate due to Colonbia's tax-reform

« However, we believe that there are nmtigating factors that woul d keep
supporting Davivienda's profitability levels, such as its stringent
cost-contai nnent policy--reflected in stable and bel ow average
non-i nterest expenses to operating revenues estimted at 46% for 2015 and
2016)--and its conservative underwiting standards that are resulting in
a lower participation of credit |oss provisions to operating revenues.
This ratio will be below 30%in the next two years conpared with the 37%
average in the past four years;

* Nonperform ng assets (NPAs = nonperformi ng | oans plus repossessed assets)
to total loans ratio at about 2% in the next two years, fully covered,
and gross charge-offs to total |oans about 1.5% and

e Dividend payout ratio of about 35%in 2015 and 2016.

Davi vienda's TAC fully incorporates its preferred shares (Col onbi an peso [ COP]
1.14 trillion, representing 19% of its TAC as of Dec. 31, 2014), which
classify as 'internmediate equity content' instruments. We still view the
bank's quality of earnings as adequate due to its adequate profitability
nmetrics, and because of its low participation of trading revenues within the
bank' s operating revenues. In our opinion, Davivienda has the ability to
absorb credit |osses through its adequate internal capital and earnings
gener ati on.

We still assess Davivienda's risk position as "adequate." The bank's adequate
risk diversification--by individual debtors and by econom c sectors--and | ow
credit losses with respect to total assets support our assessnent. In 2014,
Davi vi enda t ook advant age of the good econom c prospects in Col onbia and
continued to expand its loan portfolio. Loan growth was 23.8%in 2014 with a

t hree-year average of 23.4% For 2015, we believe Davivi enda and nost banks in
Colonbia will slow down their credit expansion due to |ikely slower econonmc
grow h. However, Davivienda's growh will continue to surpass the average pace
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in the systemreachi ng about 15% on average, during 2015 and 2016 conpared
with the system s likely 13% 13.5% W believe Davivienda's comercial |oans
will continue to drive future growh while the Fourth Generation (4G
Concession Plan mght boost the bank's credit growth in its comrercial |oan
portfolio by 2016.

We believe Davivienda' s risk diversification remains adequate and supports its
ri sk position. The bank's top 20 custoners represented 8.4% of total |oans and
79% of its TAC, as of Dec. 31, 2014. These levels are better than the bank's
regi onal peers' that have higher concentrations. W also believe the bank's

| oan portfolio is well-diversified by economc sectors. Wth the exception of
consumner | oans and nortgages, we don't identify any sector representing nore
than 9% of the |l oan portfolio. In our view, entities related to the oil sector
wi Il have a tough year; however, Davivienda' s exposure to this sector is
[imted and represents 1% of the bank's total |oans. Construction, which is
anot her sector that suffers under slow ng econom c conditions, represents 8.7%
of Davivienda's |oan portfolio.

Despite Davi vienda's aggressive |loan gromh rates, we believe the bank's asset
quality nmetrics will remain nanageable, with NPAs bank's performance in its
consuner and nortgage portfolios will be pressured during 2015 by the sl ow ng
econony in Col onbia. However, the bank's conservative underwiting practices
shoul d avoid significant deterioration on NPAs. Payroll loans within the
consuner portfolio represent 38.6% excluding nortgages. And the bank

i npl enents conservative | oan-to-val ue policies, which, by regulation, cannot
exceed 70% of the price of a hone and 80% for subsidi zed housing for
lowinconme fanmlies. Net charge-offs represented a noderate participation of
average total loans, 0.1% as of Dec. 31, 2014. This ratio reflects the bank's
high rate of recoveries. Wthout recoveries, gross charge-offs were 1.6% of
average total |oans at year-end 2014. W believe net charge-offs will renain

[ ow during the next two years, and we expect consuner |oans to continue to
represent of the lion's share of the bank's credit | osses (86%as of Dec. 31
2014).

Davi vi enda' s fundi ng renai ns "average" w thin the Col onbi an banki ng system and
our liquidity assessnent is "adequate." The bank's funding structure is mainly
conposed of core custoner deposits, which represented 75% of its fundi ng base
as of Dec. 31, 2014. Denmand and savi ng deposits represent around 63% of tota
deposits. Retail depositors represent a smaller share in Davivienda' s deposit
base conpared with that of other |arge banks in Latin Amrerica. However, this
is a comon characteristic in the Col onmbi an banki ng system On the other hand,
the bank's Central American subsidiaries rely heavily on retail deposits.

The bank has been issuing debt in the local and foreign narkets to better
match its bal ance sheet. Bonds represented 9% of Davivienda's fundi ng base
whi | e subordi nated debt represented 4% as of Dec. 31, 2014. Only 15% of the
bank's market debt matures within one year. Interbank | oans conpl enent
Davi vi enda' s fundi ng sources, representing around 10% of its funding base. W
bel i eve Davivienda's funding structure will remain relatively stable in the
next two years. The stable funding ratio--nmeasured by avail abl e stabl e funding
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sources to stable funding needs--was 109% at year-end 2014 with an 111%
t hree-year average. These |evels support our "adequate" assessnment of the
bank's fundi ng.

In our view, Davivienda's liquidity is "adequate." The bank's broad |iquid
assets represented 26% of total deposits, as of Dec. 31, 2014. And this ratio
has averaged 29%in the past four years. In addition, the bank's broad Iiquid
assets to short-termwhol esal e funding was 2.9x at year-end 2014 while the
average of the past four years was 3.5x.

Davi vi enda has a "noderately high" likelihood of extraordinary government
support; however, the issuer credit ratings don't reflect notches of
government support. If we were to | ower Davivienda's 'bbb-'stand-al one credit
profile by one notch, the issuer credit rating would remain at ' BBB-'

refl ecti ng one notch of governnment support.

Outlook

The stable outl ook reflects our expectations that the bank will maintain its
i mportant presence in Col onbia while strengthening its market position in
Central Anerica. W believe that, despite weaker credit conditions in Latin
America for 2015, the bank's asset quality metrics will remain adequate with
NPAs to total |oans around 2% fully covered by reserves, while gross
charge-offs remain around 1.5% supported by the bank's well-diversified

busi ness and prudent underwriting standards. The RAC will remain noderate, as
we expect the RAC ratio to be about 6% in the next two years.

Downside scenario

If we were to revise Davivienda's SACP downward by two notches we coul d
downgrade the bank. We believe this is highly unlikely in the next 12-18

nmont hs given the bank's resilience in terns of business stability and

di versification of business activities while maintaining its current 35%

di vi dend payout ratio. In addition, we do not expect the bank's risk position
to weaken significantly in the next 12-18 nonths.

Upside scenario

| f Davivienda strengthens the RAC ratio to above 7% we coul d upgrade the bank
Despite Davivienda's "noderately high" |ikelihood of government support--which
refl ects the bank's "high systenic" inportance and the Col onbia governnent's
tendency to support private-sector commercial banks--we don't include any
notch of support to the ICR If we raise the local currency long-termrating
on Col onbia, we would raise the ratings on Davivienda, reflecting one notch of
government support, if the bank's SACP remai ns unchanged.
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Ratings Score Snapshot

| ssuer Credit Rating BBB-/ St abl e/ A-3
SACP bbb-

Anchor bbb-

Busi ness Position Strong (+1)
Capital and Earnings Moderate (-1)
Ri sk Position Adequat e (0)
Funding and liquidity Aver age and Adequate (0)
Suppor t 0

GRE Support 0

G oup Support 0

Gover nment Support 0

Addi ti onal Factors 0
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Conpl ete ratings information is avail able to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

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

col um.
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