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Research Update:

Grupo Famsa 'B' Ratings Affirmed And Off Watch
Negative Following Management And Governance
Review; Outlook Stable

Overview

• We have completed a comprehensive review of GFamsa's management and
governance, and liquidity.

• In our view, Mexico-based retailer has taken action to strengthen the
consolidation and validation of information. Still, we believe the
company has ways to go in establishing robust risk management standards
and company-wide control capabilities.

• The company has continued to access financing from banks the capital
markets, easing our liquidity concerns.

• We're affirming our 'B' global scale and 'mxBBB-' national scale
corporate credit and debt ratings on GFamsa. We're also removing the
ratings from CreditWatch, where we placed them with negative implications
on May 31, 2016.

• The stable outlook reflects our view that GFamsa will continue
reinforcing its internal control processes and standards for operating
performance in the next 12 months. We also expect the company to continue
focusing on improving profitability and credit metrics.

Rating Action

On Aug. 29, 2016, S&P Global Ratings affirmed its 'B' global and 'mxBBB-'
national scale corporate credit and debt ratings on Grupo Famsa S.A.B. de C.V.
(GFamsa). At the same time, we removed the ratings from CreditWatch, where we
placed them with negative implications on May 31, 2016. The outlook is stable.

Rationale

The ratings affirmation reflects our completion of GFamsa's corporate
governance review, particularly of its risk management standards and internal
controls, and liquidity. The review followed GFamsa's disclosure of
deficiencies in the credit portfolio identification, processing, and
validation. This led to miscalculations of the company's due loans and
consequently, the reserves estimates at the consolidated level, resulting in
several financial restatements in fiscal 2015. Our assessment of GFamsa's risk
management framework incorporates our view of weaknesses regarding its ability
to track, adjust, and control execution of strategy, which impaired its
operating and financial performance. However, our overall assessment of
GFamsa's management and governance remains unchanged, at fair as defined in
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our criteria. Our understanding is that the company has taken actions to
strengthen the consolidation and validation of financial information and limit
similar potential risks in the future, including the reinforcement of its
internal control and audit team. We also incorporate in our assessment of Banco
Ahorro Famsa S.A. Institucion de Banca Multiple's (BAF's; GFamsa's financial
subsidiary) improved asset quality through better collection, control of
origination, and strengthening of its platform and portfolio management.

Additionally, GFamsa continued to access financing from banks and local
capital markets since the disclosure of its reserves' miscalculation. This,
along with the company's flexibility to reduce its capex and working-capital
requirements--as it has done in the past--supports our view that its liquidity
isn't a major risk. Moreover, the unconditional guarantee, which GFamsa's
controlling shareholder provided, gives us additional comfort given that the
company's equity wasn't significantly affected.

Our assessment of GFamsa's business risk profile continues to reflect the
highly competitive industry in which the company operates, its smaller market
share and scale than that of other rated peers, and the economic challenges it
faces, including our expectations of moderate GDP growth in Mexico and
additional inflationary pressures. The mitigating factors are GFamsa's
strategy to bolster its profitability and sales at the retail division, our
expectation of an improvement of its credit portfolio mix, with a higher
proportion of payroll loans, which are more profitable and less risky, in our
view. These factors should maintain EBITDA margins at about 19%, still above
the industry level.

GFamsa's credit metrics have been weaker than previously expected due to the
creation of the additional reserves to cover overdue receivables,
extraordinary expenses to enhance its payroll credit platform, more aggressive
promotions, and the effect of the Mexican peso's depreciation on the company's
debt. For the 12 months ended June 30, 2016, GFamsa posted debt to EBITDA of
5.7x and funds from operations (FFO) cash interest coverage of 2.5x, compared
with 4.7x and 4.0x, respectively, for the same period a year ago. However, we
expect the company's financial performance to strengthen gradually by the end
of 2016 and throughout 2017, reducing debt to EBITDA to slightly below 5.0x,
which would still be in line with our aggressive financial risk profile
assessment.

Liquidity

We assess GFamsa's liquidity as less than adequate. We believe the company's
sources will cover its uses by less than 1.2x in the next 12 months. We expect
the short-term debt's share to remain high, at 40%-45% of total debt, although
we expect the company to continue refinancing it.

BAF's funding and liquidity don't have an impact on the overall liquidity
assessment for GFamsa. We believe that BAF has good access to funding, in line
with its parent's, and that it funds practically all of its loan portfolio
through deposits.
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In our opinion, GFamsa won't comply with its incurrence covenant in the next
12 months, which establishes a maximum leverage ratio of 3.0x. However, we
don't expect the company to need more funds beyond the $75 million (MXN1.4
billion) of additional debt, allowed in a non-compliance scenario.

Principal Liquidity Sources:
• Cash and liquid investments of MXN1.7 billion as of June 30, 2016; and
• FFO of about MXN3 billion for the next 12 months.

Principal Liquidity Uses:
• Debt maturities of MXN4.1 billion as of June 30, 2016;
• Working-capital outflows of MXN4.1 billion for the next 12 months; and
• Capex of MXN250 million for the next 12 months, which corresponds mainly
to maintenance.

Outlook

The stable outlook reflects our view that GFamsa will continue reinforcing its
internal control processes and risk management standards in the next 12
months, which should limit operating performance risks in the future. We also
expect the company to continue focusing on improving profitability and credit
metrics, posting debt to EBITDA slightly below 5.0x by the end of 2016.

Downside scenario

We could lower the ratings in the next 12 months if GFamsa's stricter risk
management and internal controls implementation don't materialize in line with
expectation and the company faces another unexpected event that weakens its
operations, leading us to revise its management and governance score to weak.
A negative action is also possible if GFamsa's liquidity deteriorates on
lesser access to external funding that would limit its refinancing
capabilities, or if expansion program becomes more aggressive, which would
result in higher-than-expected debt and weaker credit metrics.

Upside scenario

Although unlikely in the next 12 months, we could upgrade GFamsa if its
strategy to enhance operating efficiencies at its retail and banking divisions
improves its revenue and EBITDA growth beyond our expectations. We could also
raise the ratings if GFamsa reduces its exposure to the dollar further than we
expect, which would boost its cash flow generation and liquidity. This would
result in debt to EBITDA below 3x on a consistent basis.

Ratings Score Snapshot

Corporate Credit Rating: B/Stable/--
Business risk: Fair
• Industry risk: Intermediate
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• Country risk: Moderately high
• Competitive position: Fair
Financial risk: Aggressive
• Cash flow/Leverage: Aggressive

Anchor: bb-
Modifiers
• Diversification/Portfolio effect: Neutral (No impact)
• Capital structure: Neutral (no impact)
• Liquidity: Less than adequate (-1 notch)
• Financial policy: Neutral (no impact)
• Management and governance: Fair (no impact)
• Comparable rating analysis: Negative (-1 notch)
Captive finance modifier: Neutral (no impact)
Stand-alone credit profile: b

Related Criteria And Research

• S&P Global Ratings' National And Regional Scale Mapping Tables, June 1,
2016

• Methodology And Assumptions: Liquidity Descriptors For Global Corporate
Issuers, Dec. 16, 2014

• The Impact Of Captive Finance Operations On Nonfinancial Corporate Issuers
, Dec. 14, 2015

• Criteria: National And Regional Scale Credit Ratings, Sept. 22, 2014
• Methodology For Applying Recovery Ratings To National Scale Issue Ratings,

Sept. 22, 2014
• Corporate Methodology, Nov. 19, 2013
• Corporate Methodology: Ratios and Adjustments, Nov. 19, 2013
• Group Rating Methodology, Nov. 19, 2013
• Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
• Methodology: Industry Risk, Nov. 19, 2013
• Key Credit Factors: Methodology And Assumptions On Risks For the Retail
And Restaurants Industry, Nov. 19, 2013

• Methodology For Linking Short-Term And Long-Term Ratings For Corporate,
Insurance, And Sovereign Issuers, May 7, 2013

• Methodology: Management And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

• Use Of CreditWatch And Outlooks, Sept. 14, 2009
• Criteria Guidelines For Recovery Ratings On Global Industrials Issuers'
Speculative-Grade Debt , Aug. 10, 2009

• 2008 Corporate Criteria: Rating Each Issue, April, 15, 2008

Ratings List

Ratings Affirmed; CreditWatch/Outlook Action
To From
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Grupo Famsa S.A.B. de C.V.
Corporate Credit Rating
Global Scale B/Stable/-- B/Watch Neg/--
CaVal (Mexico) National Scale mxBBB-/Stable/-- mxBBB-/Watch Neg/--

Senior Unsecured
Global Scale B B/Watch Neg
National Scale mxBBB- mxBBB-/Watch Neg
Recovery Rating 3L 3L

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column.
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