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First Read 

Banco Davivienda 
2Q16 strong beat on improved asset quality  
 

Beat in 2Q16 driven by lower provisions 
Net income reached COP403bn (11% above UBSe, 19% above cons.), leading to ROE 
of 18.2% (ROA of 1.8%). Asset quality improved from an abnormally weak 1Q16, 
confirming that commercial NPL in 1Q16 were led by special situations. The healthy 
growth and low capital base beg the question of a potential capital raise. Positives: 
loan growth of 23% yoy and still good margins at 6.2%. The cost of risk improved to 
1.7% (2.7% in 1Q16) as select situations were resolved. Negatives: low Tier I of 7.4%. 
Results were better than for Bancolombia 2Q. We expect a positive market reaction. 
2Q16: strong top line and lower provisions 
Loan growth reached +23%yoy, driven by commercial loans (+27%yoy), while 
consumer remains slow (+16%). The net interest margin contracted to 6.2% (6.7% in 
1Q16). Asset quality improved: while the NPL ratio was stable at 1.9%, the cost of risk 
improved (provisions/loans) to 1.7% (2.7% in 1Q16) with a resolution in corporate 
exposures (2Q write-offs were mostly in oil). The coverage ratio remained stable at 
154% (158% in 1Q16). The cost to income ratio was 44% and the tax rate was 33%. 
Tier I ratio remains low at 7.4%, suggesting the bank may have to consider some 
capital action (lower growth, capital optimization, asset sale, or follow on). 
2016 outlook: 17% ROE with market share gains, upside risk 
Davivienda continues to deliver strong growth in 6 countries, gaining market share, 
especially in corporate lending. We forecast loan growth at 12% in 2016, with margins 
at 6.2%, helped by rising policy rates. We estimate opex growth at 11%, and a slightly 
higher cost of risk of 2.4%. We expect EPS growth of 12% p.a. in 2016-18. 
Valuation: Buy rating (PT 34,000, based on residual income model) 
Within Andean banks our top picks are Credicorp and Davivienda, both Buy-rated, vs. 
SanChile (Neutral) and CIB (Sell). Davivienda valuation is attractive: it trades on 8x PE 
16e and 1.3x PBV 16e vs. 11.2x/1.3x for CIB. 

 

Figure 1: 2Q16 Earnings review – main highlights 

 
Source:  Company data and UBS estimates. Bloomberg for consensus. 

 

 

COP bn Consensus 2Q16a 2Q16e 1Q16a 2Q15a QoQ QoQ QoQ A vs Cons
NIM 6.2% 5.9% 6.7% 5.8% -52 bps 36 bps 27 bps

NPL 1.9% 2.0% 1.9% 1.9% -2.27157 -4.47928 -6.5016

C/I 43.7% 43.2% 39.6% 50.5% 406.8875 -680.033 48.768

Net income 340 403 362 424 237 -5.0% 69.9% 11.2% 18.5%
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Highlights (Pbn) 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E 
Revenues 4,303 4,960 5,389 6,639 7,143 7,840 8,594 9,403 
Profit before tax 1,090 1,442 1,619 2,198 2,440 2,767 3,054 3,383 
Net earnings (local GAAP) 852 1,062 1,361 1,582 1,756 1,992 2,198 2,435 
Net earnings (UBS) 852 1,062 1,361 1,582 1,756 1,992 2,198 2,435 
Tier 1 ratio % 7.0 6.5 9.7 7.9 8.5 9.1 9.7 10.2 
EPS (UBS, diluted) (P) 1,918.06 2,390.96 3,064.37 3,561.33 3,953.36 4,483.27 4,948.82 5,482.26 

 

Profitability/valuation 12/13 12/14 12/15 12/16E 12/17E 12/18E 12/19E 12/20E 
ROE (UBS) % 15.0 16.3 16.9 17.0 16.8 16.9 16.6 17.3 
P/PPOP (diluted) 5.9 5.5 3.9 3.3 3.1 2.8 2.6 2.4 
P/BV x 1.8 1.8 1.3 1.3 1.1 1.0 0.9 0.8 
P/BV (UBS) x 1.8 1.8 1.3 1.3 1.1 1.0 0.9 0.8 
P/E (UBS, diluted) 12.8 11.6 8.1 7.9 7.1 6.3 5.7 5.1 
Net dividend yield % 1.1 5.1 3.2 3.1 4.3 4.8 5.4 6.0 
Source: Company accounts, Thomson Reuters, UBS estimates. Metrics marked as (UBS) have had analyst adjustments applied. Valuations: based on an average share price that year, (E): based on a 
share price of P28,040.00 on 23 Aug 2016 12:48 EDT 
 
 

https://neo.ubs.com/shared/d1RyK65Z0V
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Forecast returns 

Forecast price appreciation +21.3% 

Forecast dividend yield 4.3% 

Forecast stock return +25.6% 

Market return assumption 12.0% 

Forecast excess return +13.6% 

 
  

Valuation Method and Risk Statement 

Latin American banks can be affected by changes in both global and local 
economic conditions and are also subject to political, interest rate, and foreign 
exchange risks. Our target prices are highly dependent on the level of country risk. 
Risks specific to Davivienda include any issues with Colombia, to which it is mostly 
exposed. The bank commands leading market share, and this is at risk from higher 
competition both on the deposit/funding and services sides of the business. Given 
Davivienda's asset-sensitive balance sheet, it would be particularly affected by 
reductions in interest rates. 
Our Davivienda PT is Residual Income model derived, with a CoE of 12.4%, long 
term ROE of 15.0% and long term growth of 6.5%. Our Credicorp PT is Gordon 
Growth Model derived, with a CoE of 11.6%, sustainable ROE of 19.75% and 
growth of 5.0%. Bancolombia PT is Gordon growth model derived, with a CoE of 
12.3% sustainable ROE of 13.5% and growth of 6.5%. Santander Chile PT is 
Gordown Growth Model derived, with a CoE of 11.3%, adjusted sustainable ROE 
of 18.5% and growth of 5.0%.  
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Required Disclosures 

This report has been prepared by UBS Brasil CCTVM S.A., an affiliate of UBS AG. UBS AG, its subsidiaries, branches and 
affiliates are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit  
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report. This recommendation was 
finalized on: 23 August 2016 10:08 PM GMT.  

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 47% 32% 

Neutral FSR is between -6% and 6% of the MRA. 38% 25% 

Sell FSR is > 6% below the MRA. 15% 21% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Sell Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Source: UBS. Rating allocations are as of 30 June 2016. 
1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided 
within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 

KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months.   Market Return Assumption (MRA)  is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks may be flagged as UR 
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually 
in response to an event that may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
case.   Equity Price Targets  have an investment horizon of 12 months.  

EXCEPTIONS AND SPECIAL CASES:  UK and European Investment Fund ratings and definitions are: Buy:  Positive 
on factors such as structure, management, performance record, discount;   Neutral:  Neutral on factors such as structure, 
management, performance record, discount;   Sell:  Negative on factors such as structure, management, performance 
record, discount.   Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the 
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands 
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

http://www.ubs.com/disclosures
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Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and 
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate 
contributing to this report, if any, follows. 

UBS Brasil CCTVM S.A.:  Frederic De Mariz; Mariana Taddeo.   UBS Limited:  Philip Finch.   

Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Banco Davivienda5, 6a, 6b, 7 DVI_p.CN Buy N/A P27,820.00 22 Aug 2016 

Bancolombia5, 6a, 6b, 7, 16 CIB.N Sell N/A US$38.92 22 Aug 2016 

Credicorp7, 16 BAP.N Buy N/A US$160.00 22 Aug 2016 

Santander Chile5, 7, 16 BSAC.K Neutral N/A US$21.70 22 Aug 2016 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 
5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking 

services from this company/entity within the next three months. 
6a. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-investment 

banking securities-related services are being, or have been, provided. 
6b. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities 

services are being, or have been, provided. 
7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and 

services other than investment banking services from this company/entity. 
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set 
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk, 
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research. 
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Bancolombia (US$) 
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Global Disclaimer 
This document has been prepared by UBS Brasil CCTVM S.A., an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g., market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http://www.ubs.com/global/en/homepage/cookies/cookie-
management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.   

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document ("the Information"), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
Information be used for any of the following purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS 
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS and among its subsidiaries, branches and affiliates. For further 
information on the ways in which UBS manages conflicts and maintains independence of its research products, historical performance information and certain additional 
disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management, which will also have sole discretion on the 
timing and frequency of any published research product. The analysis contained in this document is based on numerous assumptions. All material information in relation 
to published research reports, such as valuation methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings 
history etc. as required by the Market Abuse Regulation, can be found on NEO. Different assumptions could result in materially different results. 

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, 
applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other 
areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior 
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the 
revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part, and UBS's subsidiaries, branches and affiliates as a whole. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 

United Kingdom and the rest of Europe:  Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties 
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 
Authority.   France:  Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR 
(Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this 
document, the document is also deemed to have been prepared by UBS Securities France S.A.   Germany:  Prepared by UBS Limited and distributed by UBS Limited and 
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin).   Spain:  Prepared by UBS Limited and distributed 
by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV).   Turkey:  
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Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of 
the securities abroad by residents of the Republic of Turkey.   Poland:  Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated 
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this 
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