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Research Update:

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

Overview

e Col onbi a- based bank Davivienda is a | eading participant in the Col onbi an
consumer segment and continues to inprove its geographic diversification
The bank has noderate risk-adjusted capitalization, and has nai ntained
adequate asset quality and profitability nmetrics. Davivienda has "high
system c" inportance within the Col onbi an banki ng system in our view.

W are affirmng our 'BBB-' long-termand 'A-3'" short-termratings on
Davi vi enda.

e The stable outlook reflects our expectation that Davivienda will maintain
its significant market position in Col onbia and continue its prudent
grow h strategy in Central Anerica. Its conservative underwiting
standards shoul d continue to support adequate asset quality netrics.

Rating Action

On April 2, 2014, Standard & Poor's Ratings Services affirmed its long-term
"BBB-' and short-term'A-3" issuer credit ratings on Banco Davivi enda S. A
(Davivienda). At the sane tine, we affirned our 'BBB-' senior unsecured debt
rati ng on Davivi enda. The outl ook renmi ns stable.

Rationale

The ratings on Davivienda reflect our view of its "strong" (as our criteria
define the term) business position, "noderate" capital and earnings,
"adequat e" risk position, "average" funding, and "adequate" liquidity.
Davi vi enda' s stand-al one credit profile (SACP) remains at 'bbb-'.

Under our bank criteria, we use our Banking Industry Country Ri sk Assessnent's
(BICRA) econonic risk and industry risk scores to deternm ne a bank's anchor,
the starting point in assigning an issuer credit rating. Qur anchor for

Davi vienda is 'bbb-', which reflects our view of the wei ghted-average econonic
risk in the countries to which the bank is exposed through its | oans--Col onbi a
(representing nore than 80% of total |oans), El Salvador, Costa Rica, Panana
and Honduras. W score BICRAs on a scale of "1' to '10', ranging fromthe

| owest risk banking systems (group '1') to the highest risk (group '10'). Qur
wei ght ed economic risk score for these countries is '6.3". Gven that majority
of Davivienda's exposure is, and will remain, in Colonbia, the bank's anchor
is based on the country's econonmic risk score of '6" and an industry risk
score of '5'.
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Col onbi a's economic risk reflects the country's |owincone |evels, which
constrain its economc resilience to sone extent, and reflect our "high risk"
assessnment for credit risk in the econonmy, as househol ds have | ower capacity
to take out credit lines and are nore vul nerable to econonic downturns. On the
ot her hand, Col onbia has low inflation, nmoderate fiscal and current account
deficits, a floating exchange rate, and a strong political consensus on key
econoni ¢ policies. These factors should maintain policy stability and econom c

resilience in the comng years. Colonbia still shows nmanageabl e econom c
i mbal ances--in our view, relatively fast credit expansion and rising housing
prices pose an "internediate risk" for the financial system Still, the

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

Qur industry risk score of '5" reflects no significant distortions in the
financial system adequate industry stability, and a satisfactory deposit base
that has renmained fairly stable even during periods of market turmil. On the
ot her hand, we believe there is roomfor inprovenent in Colonbia' s regulatory
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 many of its peers in the region

We continue to assess Davivienda' s business position as "strong" within the
Col onbi an banki ng system based on the strength of the bank's presence in
Colonbia in its core businesses, its well-diversified business mx, and its
increasing footprint in Central Anerica, which has boosted the bank's
geographi c diversification. As of Dec. 31, 2013, Davivienda was the
third-1argest conmercial bank in Col onbia, holding 12% of the narket's tota

| oans. Davivi enda's consuner segnment market share is 13% and nortgages
represent17% Davivi enda al so hol ds a significant market position in the
Central Anerican countries where it has presence--in particular in El

Sal vador, Honduras and Costa Rica; 16% of Davivienda's net incone canme from
its Central Anerican subsidiaries at year-end 2013. W believe Davivienda's
loan portfolio will grow by about 16% during the next two years, and we expect
the bank to maintain its strong presence, expanding its custoner base through
synergies with its recently acquired brokerage business |ine, Corredores
Asoci ados, and by its relatively new banki ng product, Daviplata, which could
bring new custoners into the banking system

Davi vi enda' s business activities diversification, reflected in contributions
to its overall revenue base fromits varied business |ines throughout Col onbia
and Central America, also support Davivienda' s "strong" business position. As
of Dec. 31, 2013, the bank's loan portfolio is manly conposed of conmercia

and corporate |oans (51%, while consuner |oans and nortgages represent 27%
and 22% respectively. W expect comercial and corporate | oans and nortgages
to grow at a faster pace with respect to consumer |oans during 2014 and 2015,
so we do not expect significant changes in Davivienda' s | oan conposition. In
addition, Davivienda's |oan portfolio is still concentrated in Col onbia, since
around 80% of the bank's conmercial |oans--its |argest business line--are

| ocated there. The remining 20% of the bank's commercial |oans are in HE

Sal vador (7%, Panama (6%, Costa Rica (4%, and Honduras (3% . W do not
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expect significant changes in this regard during the next two years.

Qur "noderate" assessment of Davivienda's capital and earnings is based on our
forecasted risk-adjusted capital (RAC) ratio, which we expect to be 6%to 6.5%
over the next two years. This ratio was 6.3% at year-end 2013. CQur financi al
forecasts are based on our nain base-case scenario assunptions for 2014 and
2015:

* Colonbia's GDP grow h of about 4% in 2014 and 4.3%in 2015;

* Loan portfolio growmh at about 16%

e Stable profitability levels, with net interest nmargins around 6. 9%
return on assets (RQOA) of about 1.5% and efficiency levels still bel ow
50%

 Davivienda's credit |oss provisions should represent around 30% of its
operating revenues;

» Nonperform ng assets (NPAs; NPAs include foreclosed assets) will likely
be at about 2% fully covered by reserves, and net charge-offs to total
| oans bel ow 1% ;

» W expect Davivenda's dividend policy to renains stable, with a payout
rati o of about 30% Davivienda's goodwi Il should remain relatively stable
during 2014 and 2015.

Davi vienda's total adjusted capital (TAC) fully incorporates its preferred
shares (Col onmbian peso [COP] 1.135 trillion, representing 23% of its TAC as of
Dec. 31, 2013), which classify as "internediate equity content: instrunents.
(See our criteria "Bank Hybrid Capital Methodol ogy and Assunptions," published
Nov. 1, 2011.) This and Davivienda's adequate earni ngs capacity somewhat

of fset the bank's significant goodwi Il due to historic inorganic growh. G ven
t he substantial ampount of hybrid capital instruments within its TAC, we view
Davivienda's quality of capital as noderate. However, we view the bank's
qgquality of earnings as adequate thanks to its adequate and stable
profitability netrics, and to the | ow participation of trading revenues within
the bank's operating revenues.

Davi vienda's risk position is "adequate,"” in our view Its relatively |ow
credit | osses and adequate risk diversification in terns of individual debtors
and sectors support our assessnent. The bank is slow ng the pace of its
growmh: its loan portfolio grew by 19%in 2013, foll ow ng nore than 28%
growh in 2012, due to the natural organic growh in Col onbia and the

acqui sition of its Central American subsidiaries. The bank's |oan portfolio
grew 23%in 2011. W expect the bank to continue to tenper its growth, which
may i ncrease by 16% annually in the next two years. W do not expect
significant changes in the bank's [oan conposition; however, we expect
nortgage | oans participation in the loan portfolio to rise as it represents a
key driver in Davivienda's growmh strategy. Corporate and conmercial | oans
will likely represent Davivienda's |argest business line

In our opinion, Davivienda's adequate risk diversification continues to
represent a strength. As of Dec. 31, 2013, the bank's top 25 custoners
represented 11%of its total |oans and 74%of its capital. These ratios are
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superior to the bank's peers in the region. There are no risk concentrations
in terms of economic sectors, in our view, due to the strong participations of
consumer and nortgage | oans within the bank's [ oan portfolio, and Davivienda's
exposure to related parties is linmted; it represented |less than 1% of tota

| oans as of Dec. 31, 2013. Davivienda's adequate credit |oss experience also
represents a strength, in our view Credit recoveries support Davivienda's
relatively low net credit |osses, which we estimate at |ess than 1% during the
next two years. The consuner | oan portfolio is responsible for about 90% of
the bank's charge-offs. The bank's NPAs represented 1.8% of total |oans at
year-end 2013 fully covered by reserves 2.35x, and we expect this ratio to
remain at about 2.0%and fully covered. The industry's NPAs represented 2. 0%
of total loans and fully covered 2. 56x.

Davi vi enda' s fundi ng renmai ns "average" and liquidity "adequate." Qur opinion
is supported by the bank's funding conmposition; the majority of its funding
sources are custoner deposits. As of Dec. 31, 2013, total deposits represented
75% of its total funding base. The remai ni ng fundi ng sources are interbank
credit facilities (8%, repos (3%, senior unsecured bonds (9%, and

subordi nated debt instrunments (5% . W expect this funding structure to remain
stabl e going forward, based on our expectation that customer deposits wll
continue a positive growth trend that was 20.8% during 2013 with a three year
average of 23.4% . Davivienda has access to the securitization market as an
alternative source of funding. Davivienda has consistently covered its stable
funding needs with its available stable funding by nore than 100% As of Dec.
31, 2013, Davivienda's stable funding ratio was 111.4%w th a three-year
average of 112% These levels are very simlar to our estimate for the

Col onbi an banki ng system which posted a three-year average stable funding
ratio of 108.2% |In our opinion, Davivienda does not have deposit
concentration since its top 20 depositors represent around 11% of the bank's
total deposit base.

In an effort to diversify its funding structure, Davivienda has issued
subor di nated debt and seni or unsecured notes, which supports its |oan grow h,
and i mproves the match between the duration of its assets to liabilities
because the funding is long term This strategy, and the increasing
participation of time deposits within its deposit base, is pressuring

Davi vienda's net interest margin through higher interest expenses.

Qur view of Davivienda's "adequate"” liquidity is supported by its manageabl e
refinancing risk and adequate liquidity coverage. The bank's broad |iquid
assets as of Dec. 31, 2013 were COP10.78 trillion and covered its short-term

whol esal e funding by 3.17x. The three-year average liquidity ratio was 3. 6X.
We do not expect any change in Davivienda's liquidity structure in the next 18
to 24 nonths.

Davi vienda is a bank with "high system c" inmportance in the system This
reflects the bank's | eading position and brand recognition in the country; the
bank's market share in terns of retail |oans and deposits were 13% and 11%
respectively, as of Dec. 31, 2013. This, and considering the governnent's
tendency to support private-sector commercial banks--which we assess as
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"supportive"--results in what we consider a "noderately high" Iikelihood of
gover nment support. However, at this point the issuer credit rating (ICR) on
t he bank does not receive notches of support fromits "high systemc"

i mportance.

Outlook

The stabl e outl ook on Davivienda i ncorporates our viewthat its role as an
institution with "high system c" inportance w thin the Col onbi an banki ng
systemw || not change. The outl ook al so reflects our expectation that the
bank will maintain its strong presence in Colonbia, with stable market shares
in the different business Iines in which it participates. In addition, we
believe our RACratio will remain a noderate 6%to 6.5% credit |osses wll
remain relatively low-with net charge-offs representing | ess than 1% of tota
loans in the next two years--and profitability will remain adequate.

Stronger capitalization, reflected in a RAC ratio consistently above 7. 0%
could lead to an upgrade; however, this is not part of our base-case scenario.
Despite Davivienda's "noderately high" |ikelihood of government support--which
reflects the bank's "high systenic" inportance and the Col onbia governnent's
tendency to support private-sector comercial banks--we do not 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 its SACP is unchanged.

For a downgrade, we would have to revise Davivienda's SACP dowward by two
notches. W believe this is highly unlikely in the next 12-18 nonths given the
bank's resilience in ternms of business stability and diversification of

busi ness activities while naintaining its current 30% di vi dend payout ratio.
In addition, we do not expect the bank's risk position to weaken in the next
12- 18 nont hs.

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)

Fundi ng and Liquidity Aver age and Adequate (0)
Support (0)

GRE Support (0)

Group Support (0)

Sover ei gn Support (0)
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Rati ngs Affirned

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

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand 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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