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Research Update:

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

Overview

* Col onbi a- based uni versal bank Banco Davivi enda renains as one of the
three largest banks in the country, with stable asset quality netrics and
sufficient internal capital generation to naintain capitalization |evels,
despite aggressive loan growh in the past two years.

* In this sense, we forecast our risk-adjusted capital (RAC) ratio for the
bank wi |l be between 5.5% and 5. 7% for the next 24 nonths.

 We're affirming our 'BBB-' long- and 'A-3" short-termissuer credit
ratings and the 'BBB-' issue-level ratings on the bank

» The stable outl ook on Banco Davivienda reflects our expectation that it
will maintain its solid market position in Colonbia, while continuing to
strengthen its market position in Central Anerica. W al so expect the
bank to maintain a RAC ratio at noderate | evels between 5.5% and 5. 7% for
the next 24 nonths. The stable outlook also reflects the ratings on the
bank wi |l remain unchanged, given no changes to its 'bbb-' stand-al one
credit profile, if we were to | ower Colonbia's sovereign ratings (foreign
currency: BBB/ Negative/A-2) by one notch

Rating Action

On Feb. 20, 2017, S&P dobal Ratings affirmed its long- 'BBB-' and short-term
"A-3' issuer credit ratings on Banco Davivienda S. A (Davivienda). At the sane
time, we affirnmed our 'BBB-' issue-level rating on Davivienda's $500 nmillion
seni or unsecured debt.

Rationale

Qur ratings on Davivienda reflect its solid market share in the Col onbi an
banki ng system as one of the three largest financial institutions in the
country and its geographic diversification in Central Anmerica; a projected

ri sk-adjusted capital (RAC) ratio between 5.5% and 5. 7% for the next two years
as aresult of its stable internal capital generation and its nanageabl e asset
growth; its highly diversified |oan portfolio by econonic sectors and clients
along with credit losses in line with the banking system average; and a stable
fundi ng source based on custoner deposits and its handy liquidity needs and
short-term obligations. The bank's stand-al one credit profile (SACP) renains
at ' bbb-'.

Qur bank criteria use our Banking Industry Country Ri sk Assessnent's (Bl CRA)
econom ¢ risk and industry risk scores to deternine a bank's anchor, the
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starting point in assigning an issuer credit rating. The anchor for banks
operating nostly in Colonbia is 'bb+, which is the case of Banco Davi vi enda,
given that nmore than 70% of its total |oan portfolio is |located in Col onbi a.

Davi vi enda' s busi ness position continue to reflect its large market share in
t he Col ombi an financial systemas the second-largest bank in terns of tota
loans and the third largest in terns of deposits. Additionally, our assessment
i ncorporates the bank's busi ness and geographic diversification, as well as
the stability of its operating revenue. Wth a market share of nearly 14%in
ternms of [oans as of Septenber 2016, Davivienda has maintained its solid

mar ket position and highly recognized brand in the Col onbi an banki ng system
In a span of 10 years with a |oan portfolio compound annual growth (CAGR) of
22% conmpared with donestic banking industry's 15% Davivi enda clinbed two
positions in ternms of total |oans outgrow ng BBVA Col onbia (not rated) and
Banco de Bogota (BBB-/Negative/A-3).

Currently, Davivienda has operations in other countries in Central America
such as Panama (4%, Costa Rica (7%, Honduras (3%, and El Salvador (7%, al
of which account for about 21%of its total |oan portfolio. The bank ranks
second-largest in ternms of total |oans, and first-largest in nortgages and
consuner loans (with a nmarket share of 24% and 13% respectively) in Col onbi a.
Operating revenue rose 19%in 2016, reflecting the bank's business stability,
despite Col onbia's cooling econonmy. Even though economc growh forecasts have
been | owered, we expect Davivienda to capture in the next couple of years the
benefits of the inplenentation of the 4G infrastructure plan and to profit
from some i nmproved econonic indicators, to maintain its solid position in the
Col ombi an banki ng i ndustry.

Qur capital and earnings assessnment is based on our forecasted RAC ratio
between 5.5% and 5. 7% for the next two years. As of Septenber 2016, the RAC
was 5.61% and our projections are based on the foll owi ng assunptions:

e Colonhia's expected GDP growth in 2017 of 2.4% and 2.5%in 2018,
according to our |atest research update, "Republic of Col onmbia Sovereign
Credit Ratings Affirmed; Qutlook Remains Negative," published Jan. 18,
2017.

 Loan portfolio gromh of 13%for 2017 and 14% for 2018, based on our
expectations. Gowth could be higher depending on the Col onbi an peso's
(COP) depreciation pace; however, our expectations are also stable in
this regard.

* Net interest margins (NIMs) of around 6.50%in the next two years.

» Core earnings to adjusted assets of 1.5% in line with the average of the
| ast three fiscal years.

* A13%increase in operating expenses for 2017 and 2018, reflecting
expected capital expenditures in technology (distribution channels,

i nternet portals, and apps).

e Efficiency levels will remain at around 45%

 Nonperform ng assets (NPAs) of around 2.20% wi th reserves coverage of

135% and charge-offs around 1. 60%

A 30% di vi dend payout ratio.
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Regardi ng Davivienda's quality of capital, the proportion that goodw ||
represents in the bank's total adjusted capital (TAC) is 23% which we

consi der as high. Davivienda's TAC fully incorporates its preferred shares.
Donestic regul ator classifies these instruments as Tier 1 and they have
deferral capabilities. In this sense, we consider the bank's outstandi ng
preferred shares as internediate equity content, according to our criteria. As
of Septenber 2016, the proportion of preferred shares in the bank's TAC has
decreased to 15% from 21%in 2014, and we estinmate that it could drop to 13%
in 2017. Davivienda's quality of earnings remains satisfactory with
profitability metrics consistent with the risk it underwites (core earnings
to adjusted assets was 1.78% as of Septenber 2016) and with a high proportion
of net interest income in its revenue mx (80% .

Davi vi enda's risk position assessment underscores the bank's stabl e asset
quality metrics as well as its loan portfolio diversification by geography,
econoni ¢ sector, and client. As of Septenmber 2016, |oan portfolio grew 15%
year to date and 10%in the past nine nonths, while the Col onbi an banki ng
systemgrew 9. 1% for the past 12 nonths. Davivienda's three-year conpound
annual growth is 20% conmpared with the banking system s 15% W expect al
future growmth to be in the bank's traditional area of expertise such as
comerci al | oans and nortgages. In 2016 international operations grew around
8% and we expect themto grow between 6% and 10% mainly in Costa Rican and
Panamani an markets. W believe Davivienda's |oan portfolio is diversified by
econom ¢ sectors; conmercial |oans (53%, followed by consuner |oans (25%,
whi ch includes credit cards auto and personal |oans, and nortgages (21% . The
bank al so exhibits good risk diversification in terns of single-nane
exposures. As of Septenber 2016, top-20 group exposures represented 10% of the
total loan portfolio, and only 0.91x TAC. Foreign-currency goodw || on
Davi vi enda' s bal ance sheet could be a potential risk, which isn't capture in
our RAC ratio; if COP depreciates nore than expected, our TAC estimate could
be affected and therefore our capital indicator. However, our base-case
scenari o assumes that COP and the bank's goodwi ||l generation will remain
relatively stable in the next two years. On the other hand, payroll |oans
account for about 38% of Davivienda's total consuner |oans, which has hel ped
to maintain manageabl e credit | osses and stable asset quality nmetrics. NPAs
(nonperform ng | oans and forecl osed assets) represented 2.13% of the total

| oan portfolio as of Septenber 2016. Despite current econonic challenges in
Col ombi a, we believe this ratio will remain at around 2.20%in the next two
years given the bank's solid underwiting standards.

Banco Davivienda's funding structure continues to rely on custoner deposits
that represented 76% as of Septenber 2016. Davivienda's funding mx is simlar
to that of the largest banks in the country and its nore direct peers. Around
75% of its consolidated deposits are in Colonbia, and the remmining 25%in the
i nternational subsidiaries. Simlar to the banking systemin Col onbia, the
proportion of retail deposits at Davivienda remains | ow conpared with those of
regi onal banks. As of Septenber 2016, 70% of Davivienda's total deposits were
whol esal e deposits and 30% retail. Interbank | oans, bond issuances,
subordi nat ed debt, and repurchase agreenments conpl enment Davivienda's fundi ng
structure. We don't expect significant changes in the bank's funding mx for
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t he next two years.

Qur liquidity assessnent reflects our broad liquid assets to short-term

whol esal e funding ratio of 1.92x as of Septenber 2016, with an average of 4.1x
for the past three fiscal years. Qur assessnent al so incorporates a manageabl e
debt maturity profile that results in low refinancing risk for the next two
years. These include the bank's senior unsecured debt of up to $500 nillion
due 2018 that Davivienda is planning to refinance. For the next two years, we
expect the bank to maintain its current liquidity, given nmanageabl e
refinancing risk and our expectation that the bank's |arge deposit base will
keep expandi ng.

We currently consider that Davivienda has high system c inportance and that

t he Col ombi an government is supportive towards its financial system Qur

hi ghly system c inportance assessnent is based on Davivienda's status as the
third-largest bank in terns of deposits and the second-largest in terns of

| oans, and its brand recognition. This results in a noderately high |ikelihood
of extraordi nary governnent support. However, the conbination of Davivienda's
SACP of 'bbb-' and 'BBB+' |ocal currency rating on Col onbia doesn't result in
any uplift for Davivienda's credit rating.

The bank's ultimate parent is Gupo Bolivar which is a famly-owned firm
Therefore, the group credit profile is equal to the bank's issuer credit
rating (ICR) which is 'BBB-'

Outlook

The stable outl ook on Davivienda reflects our expectation that it wll
maintain its solid market position in Colonbia as one of the three |argest
financial conglonerates in the country, while continuing to strengthen its
mar ket position in Central Anmerica. The stable outl ook also reflects that the
rati ngs on the bank will remain unchanged, given the current SACP of 'bbb-' if
we were to | ower Colonbia's sovereign ratings by one notch. W believe that,
despite the econom c challenges in the region, Davivienda' s asset quality
netrics and its capitalization levels will remain stable over the next 24
nmont hs, with NPAs of around 2.20% and a projected RAC rati o between 5.5% and
5.7% The bank's diversified business activities, prudent underwiting
standards, and stable internal capital generation will support these netrics.

Downside scenario

If we were to revise Davivienda's SACP downward by two notches, we could
downgr ade the bank. However, we believe this is highly unlikely in the next 24
nont hs, given the bank's resilience in terns of business stability and

di versification of business activities, with a stable dividend payout ratio
and internal capital generation.

Upside scenario
We don't expect an upgrade in the next two years. Despite Davivienda's
noderately high Iikelihood of governnent support--which reflects the bank's
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hi gh systemi c i nportance and the Col onbi an governnent's tendency to support
private-sector comercial banks--we don't include any notches of support to
the ratings.

Ratings Score Snapshot

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

Anchor bb+

Busi ness Position Strong (+1)
Capital and Earnings Moderate (0)

Ri sk Position Adequat e (0)
Funding and liquidity Average and Adequate (0)
Suppor t 0

GRE Support 0

G oup Support 0

Gover nnment Support 0

Addi ti onal Factors 0

Related Criteria

e Criteria - Financial Institutions - Banks: Bank Hybrid Capital And
Nondef errabl e Subordi nat ed Debt Methodol ogy And Assunptions, Jan. 29,
2015

* 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: Revised Market Ri sk Charges
For Banks In Qur Risk-Adjusted Capital Franework, June 22, 2012

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnent Met hodol ogy And Assunptions, Nov. 09, 2011

e« Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 09, 2011

e Criteria - Financial Institutions - Banks: Bank Capital Methodol ogy And
Assunptions, Dec. 06, 2010

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

e Criteria - Financial Institutions - Banks: Comercial Paper |: Banks,
March 23, 2004

Ratings List
Rati ngs Affirned

Banco Davi vi enda S. A
Counterparty Credit Rating BBB-/ St abl e/ A-3
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Banco Davi vi enda S. A
Seni or Unsecur ed BBB-

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 available to subscribers of

Rati ngsDi rect at wwww. 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 ww. st andardandpoors. com Use the Ratings search box | ocated
in the left colum.
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