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June 17, 2019

Mr. Carlos Andres Echeverri
General Manager
Banco de Occidente (Panama), S. A.
Calle 50 y Aquilino de la Guardia Planta Baja Esquina
Panama,
Panama

Dear Mr. Echeverri:

Re: Fitch rating assignment regarding Banco de Occidente (Panama), S. A.

Fitch (see definition below) assigns the following ratings.

 

Banco de Occidente (Panama), S. A. LT IDR BBB New Rating    

 ST IDR F3 New Rating    

 Support 2 New Rating    

 
 
 

RATINGS KEY OUTLOOK WATCH

Positive

Negative

Evolving

Stable  

 
 
Applicable Criteria: Bank Rating Criteria, Metodología Global de Calificación de Instituciones Financieras no
Bancarias, Metodología de Calificaciones en Escala Nacional, Metodología de Calificación Global de Bancos,
Non-Bank Financial Institutions Rating Criteria, Short-Term Ratings Criteria

Fitch assigns the following international and  point in time ratings:

• Long Term IDR ‘BBB’ 
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• Short Term IDR at ‘F3’

Key Rating Drivers

Support Rating:  Banco de Occidente’s (Panama) S.A. rating s (or BOP), reflect the parent‘s (Banco de Occidente
“Occidente” ) capacity and ability of supporting its Panamanian subsidiary should it be required. The parent’s
support of its Panamanian subsidiary is primarily based on the parent’s international scale rating of BBB with a
Negative Outlook assigned by Fitch Ratings.

The propensity of support is based on the operation in Panama is strategically important for Occidente within its
strategy of deepening the products and services offered to its corporate and private banks customers through its
local and international subsidiaries. Furthermore, the parent’s propensity to support its Panamanian subsidiary is
reflected in the reputational risk associated with a default at the subsidiary level. Furthermore, the parent’s support
of its subsidiary is bolstered by the operational synergies, risk controls as well as business practices with BOP
Panama.

Strategic alignment with HQ: BOP’s strategic objectives are aligned with its parent company so as to maximize
its reach within the Colombian market as well as international markets while integrating its processes with its
parent company Banco de Occidente and its ultimate parent Grupo Aval.

Good Liquidity Management: BOP’s liquidity structure is primarily deposits based extracted from the Colombian
market. Despite BOP’s high deposit concentration, mostly corporate, make up 75% of total (FY2018), Fitch deems
such as stable as no significant reductions are expected in the medium term given the depositors profile primarily
being  related parties. Nevertheless, Fitch views such concentration mitigated by BOP’s liquid investments which
cover 90% of deposits in addition to the observed stability of such deposits.

Improved Profitability:  BOP’s profitability is low compared to its business model which is operationally
supported by the parent company. Historically, the majority of the bank’s revenues were derived from investments
which allowed the bank to strategically offset losses due to intermediation efforts. Although investments continue
being a primary source of revenue, Since 2015, BOP intermediation efforts continue being its primary revenue
source; however since 2015 the bank has promoted more intermediation revenue growth.

Good Capitalization Supported by its Parent:  BOP’s capitalization levels are low and are limited due to
compressed internal capital generation, and also by the bank’s decision to transfer such gains to its parent bank in
Colombia. Nevertheless, in light of local Panamanian regulation, BOP is allowed to report its parents’ regulatory
capital (12.57% FY18), which is superior to local Colombian banks and consistent with sustainable capital
generation and moderate dividend distribution payments to Grupo Aval.

 

RATING SENSITIVITIES (Applicable should the issuer decide to convert its ratings to monitored)
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BOP´s IDRs would change if Fitch’s assessment of its parent’s ability and/or willingness to support the bank
changes. In general, the IDRs would move in line with those of the parent.

In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters
and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual
information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that
information from independent sources, to the extent such sources are available for a given security or in a given
jurisdiction.

The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary
depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in
which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant
public information, access to the management of the issuer and its advisers, the availability of pre-existing third-
party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering
reports, legal opinions and other reports provided by third parties, the availability of independent and competent
third-party verification sources with respect to the particular security or in the particular jurisdiction of the issuer,
and a variety of other factors.

Users of Fitch's ratings should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a rating will be accurate and
complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to
Fitch and to the market in offering documents and other reports. In issuing its ratings Fitch must rely on the work
of experts, including independent auditors with respect to financial statements and attorneys with respect to legal
and tax matters. Further, ratings are inherently forward-looking and embody assumptions and predictions about
future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts,
ratings can be affected by future events or conditions that were not anticipated at the time a rating was issued or
affirmed.

Fitch seeks to continuously improve its ratings criteria and methodologies, and periodically updates the
descriptions on its website of its criteria and methodologies for securities of a given type. The criteria and
methodology used to determine a rating action are those in effect at the time the rating action is taken.

Ratings are based on established criteria and methodologies that Fitch is continuously evaluating and updating.
Therefore, ratings are the collective work product of Fitch and no individual, or group of individuals, is solely
responsible for a rating. All Fitch reports have shared authorship. Individuals identified in a Fitch report were
involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact
purposes only.

RATINGS ARE NOT A RECOMMENDATION OR SUGGESTION, DIRECTLY OR INDIRECTLY, TO YOU
OR ANY OTHER PERSON, TO BUY, SELL, MAKE OR HOLD ANY INVESTMENT, LOAN OR SECURITY
OR TO UNDERTAKE ANY INVESTMENT STRATEGY WITH RESPECT TO ANY INVESTMENT, LOAN,
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SECURITY OR ISSUER. RATINGS DO NOT COMMENT ON THE ADEQUACY OF MARKET PRICE,
THE SUITABILITY OF ANY INVESTMENT, LOAN OR SECURITY FOR A PARTICULAR INVESTOR
(INCLUDING WITHOUT LIMITATION, ANY ACCOUNTING AND/OR REGULATORY TREATMENT),
OR THE TAX-EXEMPT NATURE OR TAXABILITY OF PAYMENTS MADE IN RESPECT OF ANY
INVESTMENT, LOAN OR SECURITY. FITCH IS NOT YOUR ADVISOR, NOR IS FITCH PROVIDING TO
YOU OR ANY OTHER PARTY ANY FINANCIAL ADVICE, OR ANY LEGAL, AUDITING, ACCOUNTING,
APPRAISAL, VALUATION OR ACTUARIAL SERVICES. A RATING SHOULD NOT BE VIEWED AS A
REPLACEMENT FOR SUCH ADVICE OR SERVICES.

SUBJECT TO THE LIMITATIONS SET FORTH IN THE PARAGRAPH IMMEDIATELY BELOW, NOTHING
IN THIS LETTER SHALL LIMIT OUR RIGHT TO PUBLISH, DISSEMINATE OR LICENSE OTHERS TO
PUBLISH OR OTHERWISE DISSEMINATE THE RATINGS OR THE RATIONALE FOR THE RATINGS.
SHOULD YOU CONSIDER OUR OPINION IN UNDERTAKING ANY ACTION, YOU ACKNOWLEDGE
THAT OUR OPINION IS SUBJECT TO BOTH (i) THE ANALYTICAL PROCESS AND LIMITATIONS
DESCRIBED IN THIS LETTER AND (ii) THE PROVISIONS OF "UNDERSTANDING RATINGS -
LIMITATIONS AND USAGE" ON THE FITCH RATINGS DEFINITIONS PAGE LOCATED AT https://
www.fitchratings.com/site/definitions

A record has been made of this rating in our permanent files, but it is our current intention that the rating will not
be released publicly as the issue has been placed privately with institutional investors. Investors may find Fitch's
ratings to be important information, and if you have legitimately shared the rating with investors or any other party
per the terms of the fee agreement, please note that you are responsible for communicating the contents of this
letter to any such party as well.

The assignment of a rating by Fitch does not constitute consent by Fitch to the use of its name as an expert in
connection with any registration statement or other filings under US, UK or any other relevant securities laws.
Fitch does not consent to the inclusion of its ratings in any offering document in any instance in which US, UK or
any other relevant securities laws require such consent. Fitch does not consent to the inclusion of any written letter
communicating its rating action in any offering document. You understand that Fitch has not consented to, and
will not consent to, being named as an "expert" in connection with any registration statement or other filings under
US, UK or any other relevant securities laws, including but not limited to Section 7 of the U.S. Securities Act of
1933. Fitch is not an "underwriter" or "seller" as those terms are defined under applicable securities laws or other
regulatory guidance, rules or recommendations, including without limitation Sections 11 and 12(a)(2) of the U.S.
Securities Act of 1933, nor has Fitch performed the roles or tasks associated with an "underwriter" or "seller" under
this engagement.

Nothing in this letter is intended to or should be construed as creating a fiduciary relationship between Fitch and
you or between Fitch and any user of the ratings.

In this letter, "Fitch" means Fitch Ratings, Inc. together with any successor in interest.
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Private ratings assigned herein shall be valid and effective only if this rating letter contains a "Fitch Ratings" digital
watermark and, if available, an Agreement ID number is included in this letter which matches the Agreement ID
number set forth in your fee agreement.

We are pleased to have had the opportunity to be of service to you. If we can be of further assistance, please
contact me Sergio Pena, Director at +57 1 326 9999.

Sincerely,
 
Fitch Ratings, Inc.
 
 
Agreement ID#   35704


