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Banco Davivienda S.A.

Major Rating Factors

Strengths

• Strong market position in the Colombian banking system;

• Good profitability levels;

• Adequate asset quality metrics; and

• Good financial flexibility.

Counterparty Credit Rating

BBB-/Watch Neg/A-3

Weaknesses

• Moderate capitalization levels;

• Limited geographic diversification compared with its peers; and

• Strong competition in the Colombian banking industry.

Rationale

Standard & Poor's Ratings Services' ratings on Banco Davivienda S.A. reflect its "strong" business stability (as our

criteria defines it) and the adequate diversification of its business activities. The ratings also reflect the bank's

"above average" funding profile and "adequate" liquidity. Counterbalancing the positive factors are Davivienda's

moderate risk-adjusted capital (RAC) ratio and its aggressive growth strategy, which could pressure its "adequate"

risk position. The ICR on Davivienda incorporates one notch of support, reflecting a moderately high likelihood of

extraordinary government support in the future.

On Jan. 24, 2012 Davivienda announced its agreement with HSBC Holdings PLC (A+/Stable/A-1) to acquire its

subsidiaries--banks, insurance companies, and other finance companies-- in El Salvador, Costa Rica, and Honduras.

We expect this transaction to be closed by the fourth quarter of 2012, subject to the respective countries' regulatory

approval.

Prior to the announced acquisition, our assessment of its "moderate" capital was the bank's main weakness. Our

forecasted risk-adjusted capital (RAC), before the acquisition announcement, was between 5.5% and 6.5%.

However, we consider that a higher-than-expected loan growth for 2012, as a result of the internal and

acquisition-led expansion, would pressure the bank's capitalization. In addition, the goodwill that this transaction

would bring to Davivienda's balance sheet would also affect capital. Even though the bank's capital strengthened

during the last quarter of 2011, mainly through the issuance of preferred shares, the total amount of these

instruments is not accounted for in our total adjusted capital. Per our criteria, these preferred shares have

intermediate equity content. Currently, we are evaluating if the acquisition and the organic growth projected for

2012 would lead us to change our assessment of its capital to "weak" from "moderate".

The 'bbb-' anchor draws on our Banking Industry Country Risk Assessment (BICRA) methodology and our view of

the economic and industry risk in Colombia where Davivienda predominantly operates. Our bank criteria use the

BICRA economic and industry risk scores to determine a bank's anchor, the starting point in assigning an ICR. Our

economic risk score of '6' on Colombia reflects its economic concentration to cyclical sectors (commodities), limited

fiscal flexibility based on the population's low income levels (from a global perspective), high unemployment rate,
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and an inefficient rule of law that hinders claims process over loan collaterals. On the positive side we do not see

any asset bubbles in the Colombian economy at this stage. Our industry risk score of '5' is based on Colombia's

improvements regarding underwriting standards, transparency, and good disclosure of accounts and ownership of

banks, which have created favorable conditions and strengthened supervision and coverage. The central bank's

lending facilities and policies are adequate in terms of its capacity and good track record of providing guarantees,

transparency, and liquidity. In addition, banks in Colombia enjoy a stable and expanding core customer deposit

base. However, in our opinion, the country's still-shallow capital markets, lack of long-term funding alternatives

(which harms asset-liability management), and moderate use of securitization continue to constrain the industry.

We derive our assessment of Davivienda's "adequate" business position from its strong presence in the Colombian

banking sector and its leadership in the consumer segment. Davivienda is the third-largest bank in Colombia with a

market share of loans and deposits of 13% and 12%, respectively (as of September 2011), reflecting the strength of

its business stability. The bank's "adequate" diversification of business activities also supports its business position.

Davivienda was established as a savings and mortgage corporation, but has diversified its business through

acquisitions and organic growth. Currently, Davivienda's business portfolio consists of corporate and commercial

loans (51%), retail loans (33%), and mortgages (16%). We expect that Davivienda will maintain its strong position

in the Colombian banking system, based on what we consider aggressive loan-growth rates. In the near term, we

believe that its business position will benefit from its already agreed upon acquisitions in Central America, which

would complement its geographic diversification strategy.

In our opinion, Davivienda has "above-average" funding and "adequate" liquidity. Even though the bank's

loans-to-deposits ratio has been more than 100%, Davivienda's well-diversified funding structure mitigates this

situation--a characteristic typical of the Colombian banking industry. The bank's funding structure is mainly

composed of deposits that represented 75% of its funding sources as of September 2011. Interbank facilities and

senior unsecured notes represent 13% and 9% of its funding sources, respectively. Subordinated debt constitutes 3%

of funding. In our opinion, Davivienda's liquidity is "adequate," considering that its nondeposit funding sources are

fully covered by cash and securities for trading available for sale. In addition, these liquid assets represented about

30% of its deposits as of September 2011.

We assess Davivienda's risk position as "adequate," mainly reflecting the bank's adequate risk diversification and

limited credit losses; the bank's good recovery process has supported its ability to mitigate the pressure of the losses.

Although Davivienda's conservative underwriting practices and long track record in the retail and mortgage

segments somewhat mitigate its aggressive growth strategy, we consider its growth strategy a potential constraint on

the ratings. The resulting loan growth would pressure its already moderate capital, and could result in changes in

loan composition and exposure to countries with higher BICRA scores. These would be risks not covered by our

RAC framework that could result in higher charges in capitalization.

Before the acquisition announcement, we viewed Davivienda's capital and earnings as "moderate." Davivienda's

adequate earnings quality and earnings capacity would support its capital base. We were expecting core earnings on

average adjusted assets to be about 1.5% during the following 12-18 months, considering the good prospects for the

Colombian economy and our loan-growth estimates. The issuance of additional preferred shares during the last

quarter of 2011 are supportive of Davivienda's capital. However, based on the bank's aggressive growth strategy for

2012, we believe capitalization will be under pressure.

We assess the Colombian government as "supportive" of Colombian banks, and we believe that Davivienda has a
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high systemic importance for the Colombian financial system. Thus, we believe that Davivienda has a moderately

high likelihood of receiving extraordinary government support.

CreditWatch

We will resolve the CreditWatch listing once pro forma financials are available and we get more information about

the bank's business plan, particularly with regard to this acquisition. This would allow us to assess Davivienda's

future capital and earnings levels under our criteria. The approval from the respective regulators (expected by fourth

quarter 2012) is also a fundamental factor for resolving the CreditWatch.

Related Criteria And Research

• Banks: Rating Methodology And Assumptions, Nov. 9, 2011

• Group Rating Methodology And Assumptions, Nov. 9, 2011

• Banking Industry Country Risk Assessment Methodology And Assumptions, Nov. 9, 2011

• BICRA On Colombia Revised To Group ‘5’ From Group ‘6’, Nov. 9, 2011

• Bank Hybrid Capital Methodology And Assumptions, Oct. 24, 2011

Table 1

Banco Davivienda S.A. Key Figures

--Year-ended Dec. 31--

(Mil. COP) 2011* 2010 2009 2008 2007

Adjusted assets 33,862,826.0 28,352,441.6 24,805,645.4 21,387,228.1 18,781,156.5

Customer loans (gross) 25,739,234.0 21,935,171.1 18,195,098.8 16,199,208.1 13,917,743.7

Adjusted common equity 2,286,401.0 1,875,137.6 1,329,860.4 819,040.5 292,096.9

Operating revenues 3,011,353.0 3,623,899.3 3,368,621.6 3,989,584.9 2,455,231.9

Noninterest expenses 1,199,117.0 1,510,537.3 1,240,072.1 2,107,156.4 1,026,464.0

Core earnings 387,298.7 442,998.8 350,112.2 326,453.8 357,753.2

*Data as of Sept. 30.

COP--COP-Colombian peso. N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 2

Banco Davivienda S.A. Capital And Earnings

--Year-ended Dec. 31--

(Mil. COP) 2011* 2010 2009 2008 2007

Tier 1 capital ratio 9.5 9.6 8.4 8.3 9.0

S&P RAC ratio before diversification N.M. N.M. N.M. N.M. N.M.

S&P RAC ratio after diversification N.M. N.M. N.M. N.M. N.M.

Adjusted common equity/total adjusted capital 84.6 81.8 100.0 100.0 100.0

Double leverage N.M. N.M. N.M. N.M. N.M.

Net interest income/operating revenues 55.6 47.2 41.9 34.6 42.0

Fee income/operating revenues 16.9 12.2 11.1 5.0 4.4

Market-sensitive income/operating revenues N/A 6.5 9.0 8.9 12.2

Noninterest expenses/operating revenues 39.8 41.7 36.8 52.8 41.8

Preprovision operating income/average assets 7.5 7.6 8.7 8.7 9.3
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Table 2

Banco Davivienda S.A. Capital And Earnings (cont.)

Core earnings/average managed assets 1.6 1.6 1.4 1.5 2.3

*Data as of Sept. 30.

COP--COP-Colombian peso. N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 3

Banco Davivienda S.A. Risk Position

--Year-ended Dec. 31--

(Mil. COP) 2011* 2010 2009 2008 2007

Growth in customer loans 23.1 20.6 12.3 16.4 96.6

Total diversification adjustment / S&P RWA before diversification N.M. N.M. N.M. N.M. N.M.

Total managed assets/adjusted common equity (x) 15.3 15.8 19.7 27.9 69.7

New loan loss provisions/average customer loans 7.3 7.7 9.9 9.9 9.4

Net charge-offs/average customer loans (1.6) (2.4) (1.3) (1.1) (2.4)

Gross nonperforming assets/customer loans + other real estate owned 2.1 2.0 2.5 2.5 2.6

Loan loss reserves/gross nonperforming assets 249.3 260.7 244.1 236.6 217.3

*Data as of Sept. 30.

COP--COP-Colombian peso. N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Table 4

Banco Davivienda S.A. Funding And Liquidity

--Year-ended Dec. 31--

(Mil. COP) 2011* 2010 2009 2008 2007

Core deposits/funding base 74.5 77.7 81.7 85.1 85.0

Customer loans (net)/customer deposits 110.9 107.3 93.1 91.1 87.4

Long term funding ratio 87.9 90.6 90.2 90.1 88.6

Broad liquid assets/short-term wholesale funding (x) 0.5 0.5 0.5 0.7 0.6

Net broad liquid assets/short-term customer deposits (14.7) (11.3) (8.4) (5.1) (8.1)

Narrow liquid assets/3-month wholesale funding (x) N/A N/A N/A N/A N/A

Net short-term interbank funding/total wholesale funding 45.7 37.7 39.2 32.6 61.7

Short-term wholesale funding/total wholesale funding 60.9 55.1 65.3 79.4 85.1

*Data as of Sept. 30.

COP--COP-Colombian peso. N.A.--Not available. N/A--Not applicable. N.M.--Not meaningful.

Ratings Detail (As Of February 1, 2012)

Banco Davivienda S.A.

Counterparty Credit Rating BBB-/Watch Neg/A-3

Counterparty Credit Ratings History

25-Jan-2012 BBB-/Watch Neg/A-3

28-Oct-2011 BBB-/Stable/A-3

Sovereign Rating

Colombia (Republic of)

Foreign Currency BBB-/Stable/A-3

Local Currency BBB+/Stable/A-2

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable across countries. Standard
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Ratings Detail (As Of February 1, 2012) (cont.)

& Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription) and www.spcapitaliq.com (subscription) and may be distributed through other means, including via S&P publications and third-
party redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2014 by Standard & Poor's Financial Services LLC. All rights reserved.
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