
Rating Action: Moody's assigns B1 and Baa3.mx deposit ratings to Banco
Famsa; outlook stable

28 Mar 2019

Mexico, March 28, 2019 -- Moody's de México ("Moody's") has today assigned a baseline credit assessment
(BCA) and an adjusted BCA of b1 and long- and short-term global local and foreign currency deposit ratings of
B1 and Not Prime to Banco Ahorro Famsa, S.A. (Banco Famsa). The rating agency has also assigned long-
and short-term Mexican national scale deposit ratings of Baa3.mx and MX-3 to Banco Famsa. In addition,
Moody's assigned long- and short-term counterparty risk assessments of Ba3(cr) and Not Prime(cr). The
outlook on Banco Famsa's ratings is stable.

The following ratings and assessments were assigned to Banco Ahorro Famsa, S.A. (820539657):

Baseline credit assessment: b1

Adjusted baseline credit assessment: b1

Long-term global local currency deposit rating: B1, Stable

Short-term global local currency deposit rating: Not Prime

Long-term foreign currency deposit rating: B1, Stable

Short-term foreign currency deposit rating: Not Prime

Long-term Mexican National Scale deposit rating: Baa3.mx

Short-term Mexican National Scale deposit rating: MX-3

Long-term counterparty risk assessment of Ba3(cr)

Short-term counterparty risk assessment of Not Prime(cr)

Outlook: Stable

RATINGS RATIONALE

Banco Famsa's B1 ratings reflect the inherently high asset risks stemming from its core consumer lending
business, and the associated credit costs that result in volatile earnings. Banco Famsa's core capitalization is
high, the result of a consistent policy of earnings retention and frequent capital injections by its shareholders
Grupo Famsa, S.A.B. de C.V. The ratings also incorporate Banco Famsa's granular and stable deposit
franchise, a credit strength. The bank's rating is nevertheless limited by its narrow business scope, centered
around consumer lending, and high levels of related party loans relative to capital.

In line with Banco Famsa's focus on riskier consumer financing, its nonperforming loan (NPL) ratio is high, at
11.4% in 2018, and consistently among the highest in the banking system. The pace of lending activity is
primarily associated with Grupo Famsa's retail sales, but nonetheless, Banco Famsa's loan growth has been
higher than the system's, with an expansion of about 20% in 2018 and similar levels expected for 2019. By way
of comparison, overall loan growth in the system was 9.3% in 2018. However, Banco Famsa plans to expand
its loan book into less risky asset classes over the next two years, including payroll linked loans and loans to
small and medium size companies, which will have a positive effect on its asset quality because these loans
tend to have lower non performing ratios. A successful shift of the loan mix towards less risky assets will
benefit from lower credit costs and would be credit positive to asset quality and profitability.

Banco Famsa's profitability, measured as net income relative to tangible banking assets, of 1.3% in 2018 is
well below that of its closest peers in Mexico, owing to its much higher provisioning costs, which from time to
time have accounted for high percentage of the bank's earnings. Nevertheless, Banco Famsa benefits from an
efficient operation that supports its bottom line results, whereby operating costs represented around 40% of



net revenues in 2018, a level that compares well to its peers. The bank's core earnings are mainly sourced
from fees from credit card issuances, transactions, and collection rights, which comprise 82% of net revenues.
Were credit costs to decline materially in light of the expected less risky loan book, profitability could improve to
levels closer to that of its close peers in Mexico.

Capitalization ratios will decline slightly given Banco Famsa's 2019-2021 strategic plan, which calls for loan
growth to be financed with an issuance of subordinated debt. Banco Famsa has traditionally retained all its
earnings and has consistently received capital injections from its shareholders in order to support its loan
growth and maintain a regulatory total capital ratio of 12.5%. Moody's preferred measure of capitalization, its
Tangible Common Equity (TCE) to Risk Weighted Assets (RWAs) ratio, deducts intangibles and risk weights
the Mexican government securities at 20%. As a result, Moody's TCE/RWAs of Banco Famsa was 12.3% as of
year-end 2018. In a scenario that incorporates the bank's future growth plans, its expected earnings retention
and assumes less frequent capital injections, Moody's would expect Banco Famsa's capital to decline to a
more moderate level, though still above 11% by 2021.

A stable deposit franchise is the bank's relative strength. With no reliance on market funding, the bank's loan-
to-deposit ratio is a low 75%. While a relevant 88% of Banco Famsa's deposits are sourced from individuals,
these tend to be costlier time deposits, which represented 80% of deposits, as of year-end 2018. This strength
helps offset Banco Famsa's very low level of liquid assets, at 4.5% of total banking assets, as of year-end
2018.

The bank has a limited business scope and related party loans are high. Banco Famsa's core consumer
financing business is dependent on the sales and performance of its affiliated retailer, as evidenced by the
sizable portion of its loan book that stems from Group Famsa's customers. At the same time, the bank reports
a considerable level of related-party lending, at 23% of the bank's TCE, as of year-end 2018.

WHAT COULD CHANGE THE RATINGS -- UP/DOWN

Upward pressure on Banco Famsa's ratings could derive from a moderate loan growth rate that could stabilize
its asset quality and improve profitability, while capitalization remains robust.

Conversely, the ratings could be negatively affected if continuing high loan growth translates into a sharp
deterioration in asset quality and profitability that could hurt its capital.

The principal methodology used in these ratings was Banks published in August 2018. Please see the Rating
Methodologies page on www.moodys.com.mx for a copy of this methodology.

The period of time covered in the financial information used to determine Banco Ahorro Famsa, S.A.'s rating is
between 01 January 2016 and 30 September 2018 (source: Moody's and issuer's financial statements).

Moody's National Scale Credit Ratings (NSRs) are intended as relative measures of creditworthiness among
debt issues and issuers within a country, enabling market participants to better differentiate relative risks.
NSRs differ from Moody's global scale credit ratings in that they are not globally comparable with the full
universe of Moody's rated entities, but only with NSRs for other rated debt issues and issuers within the same
country. NSRs are designated by a ".nn" country modifier signifying the relevant country, as in ".za" for South
Africa. For further information on Moody's approach to national scale credit ratings, please refer to Moody's
Credit rating Methodology published in May 2016 entitled "Mapping National Scale Ratings from Global Scale
Ratings". While NSRs have no inherent absolute meaning in terms of default risk or expected loss, a historical
probability of default consistent with a given NSR can be inferred from the GSR to which it maps back at that
particular point in time. For information on the historical default rates associated with different global scale
rating categories over different investment horizons, please see
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1113601 .

REGULATORY DISCLOSURES

Information sources used to prepare the rating are the following: parties involved in the ratings, public
information, and confidential and proprietary Moody's information.

The ratings have been disclosed to the rated entity prior to public dissemination.

A general listing of the sources of information used in the rating process, and the structure and voting process
for the rating committees responsible for the assignment and monitoring of ratings can be found in the
Disclosure tab in www.moodys.com.mx.

https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1113601


For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For further information please see the ratings tab on the issuer/entity page
for the respective issuer on www.moodys.com.mx.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.

This credit rating is subject to upgrade or downgrade based on future changes in the financial condition of the
Issuer/Security, and said modifications will be made without Moody's de México S.A. de C.V accepting any
liability as a result.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory for the
purposes of issuing a rating.

Moody's adopts all necessary measures so that the information it uses in assigning a rating is of sufficient
quality and from sources Moody's considers to be reliable including, when appropriate, independent third-party
sources. However, Moody's is not an auditor and cannot in every instance independently verify or validate
information received in the rating process.

Please see Moody's Rating Symbols and Definitions on www.moodys.com.mx for further information on the
meaning of each rating category and the definition of default and recovery.

Please see ratings tab on the issuer/entity page on www.moodys.com.mx for the last rating action and the
rating history. The date on which some ratings were first released goes back to a time before Moody's ratings
were fully digitized and accurate data may not be available. Consequently, Moody's provides a date that it
believes is the most reliable and accurate based on the information that is available to it. Please see our
website www.moodys.com.mx for further information.

Please see www.moodys.com.mx for any updates on changes to the lead rating analyst and to the Moody's
legal entity that has issued the rating.

The ratings issued by Moody's de Mexico are opinions regarding the credit quality of securities and/or their
issuers and not a recommendation to invest in any such security and/or issuer.

Please see the ratings tab on the issuer/entity page on www.moodys.com.mx for additional regulatory
disclosures for each credit rating.
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ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK. 
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in the rating process or in preparing the Moody’s publications. 
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