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Rating Action Overview

- Mexican-based retail company Grupo Famsa S.A.B. de C.V. (GFamsa) announced an exchange
offer of its outstanding 7.25% senior unsecured notes due 2020 for new 9.75% senior secured
notes due 2024.

- In our view, the proposed exchange is distressed given the timing of the transaction relative to
the maturity date, but not tantamount to default because the offer considers a par-value
exchange with a higher coupon and the new instrument will now have a security package.

- On Oct. 30, 2019, S&P Global Ratings affirmed its 'CCC+' and 'mxCCC+' issuer credit ratings on
GFamsa. At the same time, we affirmed our 'CCC+' issue-level ratings on GFamsa's notes.

- The negative outlook reflects the possibility of a downgrade within the next month if GFamsa
fails to exchange its minimum tender requirement at par-value under the terms and conditions
presented in the offering memorandum.

Rating Action Rationale

On Oct. 28, 2019, GFamsa turned to the holders of its outstanding 7.25% senior unsecured notes
due 2020 to offer an exchange of those notes for new 9.75% senior secured notes due 2024. As
part of the offering, GFamsa is also conducting a solicitation of consents to the existing
noteholders to eliminate substantially all of the restrictive covenants and certain events of default
contained in the existing notes' indenture, among other things, with the exception of all actual or
potential claims against the issuer and its affiliates, other than claims for payment of interest or
principal.

The affirmation of our 'CCC+' and 'mxCCC+' issuer and issue-level credit ratings on GFamsa
reflects our view that the exchange offering won't be tantamount to default, if successful under
the proposed terms and conditions.

According to our criteria, we treat exchange offers as tantamount to default when they meet two
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conditions: (i) they're distressed rather than purely opportunistic; and (ii) the investor will clearly
receive less value than the promise of the original securities. We consider GFamsa's offering as
distressed, rather than opportunistic, given the short term to maturity because the outstanding
$140 million notes are due June 1, 2020. However, in our view, the new notes offering doesn't
imply a loss of value to investors, as we believe that the par-for-par exchange, with an increase of
250 basis points in the coupon rate, with the same periodicity and higher seniority ranking with a
security package, would compensate for the four years-and-a-half tenor extension.

The offer has an early expiration date on Nov. 8, 2019, and a final expiration date on Nov. 25, 2019.
Bondholder consents that are received prior to the early expiration date would receive par value.
Consents between Nov. 9 and the final expiration date would receive 95% of par value under the
exchange. Any transaction that closes at a discount below par value would lead us to reassess
whether the exchange is tantamount to default, considering that investors could end up receiving
less value than the promise of the original securities.

Moreover, the consent solicitation to eliminate substantially all of the restrictive covenants and
certain events of default clauses in the existing notes' indenture may be perceived as a coercive
offer. Nonetheless, from a credit perspective, we believe that the coercive aspect of the offer is
irrelevant, because we don't perceive these tactics to affect the offering value, with respect to the
original securities' promise.

In the past 12 months, GFamsa's operating performance has remained broadly in line with our
base-case scenario, with low single-digit top-line growth, gradual improvement in its profitability
due to operating efficiencies, and low capital expenditures. The ratings on the company also
reflect our opinion that it continues to be vulnerable and dependent on favorable business,
financial, and economic conditions to meet its financial commitments, because it maintains high
debt levels, reflected in adjusted debt to EBITDA above 5.0x and EBITDA interest coverage just
above 1.0x. We adjust all of our ratios by operating leases, pensions and captive finance
operations.

Outlook

The negative outlook reflects the possibility of a multi-notch downgrade if GFamsa fails to
exchange its minimum tender requirement, or exchanges its existing notes under par-value.

We could downgrade GFamsa by one notch if the company exchanges its notes at par-value,
coupled with the other terms proposed, but doesn't reach the minimum tender requirement. In
such a scenario, we would consider that the company would remain exposed to refinancing risk.

On the other hand, if GFamsa exchanges its existing notes below par-value, we would consider the
transaction tantamount to default, hence lowering the rating to 'SD'.

Upside scenario

We could revise the outlook to stable if the company successfully receives bondholders' consent
to the announced exchange offer at par-value. Although unlikely in the next 12 months, a further
rating upgrade would be accompanied by a consistent improvement in GFamsa's operations,
providing sustainability to its capital structure and alleviating refinancing risks over the medium
term.
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Related Criteria

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- General Criteria: Methodology For National And Regional Scale Credit Ratings, June 25, 2018

- Criteria | Corporates | General: Recovery Rating Criteria For Speculative-Grade Corporate
Issuers, Dec. 7, 2016

- Criteria | Corporates | General: Methodology: The Impact Of Captive Finance Operations On
Nonfinancial Corporate Issuers, Dec. 14, 2015

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

- Criteria | Corporates | Industrials: Key Credit Factors For The Retail And Restaurants Industry,
Nov. 19, 2013

- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012

- General Criteria: Criteria For Assigning 'CCC+', 'CCC', 'CCC-', And 'CC' Ratings, Oct. 1, 2012

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Ratings List

Ratings Affirmed

Grupo Famsa S.A.B. de C.V.

Issuer Credit Rating CCC+/Negative/--

CaVal (Mexico) National Scale mxCCC+/Negative/--

Ratings Affirmed

Grupo Famsa S.A.B. de C.V.

Senior Unsecured

Local Currency CCC+

Recovery Rating 3(65%)

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.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column.
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