
25/11/2019 Press Release

https://www.fitchratings.com/site/pr/10101063 1/6

Fitch Upgrades BS2's National Ratings to 'BBB+(bra)'/'F2(bra)';
Affirms IDRs at 'B+'; Outlook Stable
Fitch Ratings - Rio de Janeiro - 11 November 2019:

Fitch Ratings has affirmed Banco BS2 S.A.'s Long-Term Foreign and Local Currency Issuer Default Ratings
(IDRs) at 'B+' and Viability Rating (VR) at 'b+'. At the same time, Fitch has upgraded BS2's Long-Term and
Short-Term National Ratings to 'BBB+(bra)'/'F2(bra)' from 'BBB(bra)'/'F3(bra)'. The Rating Outlooks for the
Long-Term IDRs and National Scale Ratings are Stable.

The upgrade of BS2's National Ratings reflect Fitch's view on the bank's ongoing efforts over the last years
to consolidate its different business lines in a service-oriented platform that is expected to lead the bank to a
better diversified revenues composition in the medium term among domestic peers.

Key Rating Drivers

KEY RATING DRIVERS

VR, IDRs, NATIONAL RATINGS

BS2's VR and IDRs are highly influenced by its company profile. It primarily reflects the challenges inherent
to the development of its new business lines, as well as by the pressures on profitability and regulatory
capital ratios by the ongoing growth of assets, despite successive capital injections made over the last two
years.

BS2 strategy is to become a service-oriented digital business hub, providing both own and third-party
products to its customer base through partnerships. In early 2019, BS2 launched its own digital platform for
both individuals and SME clients. At the same time, the bank continues to expand in other areas. Currently,
BS2 also operates with judicial securities issued by Brazil's federal and states governments (Precatorios),
SME lending, foreign exchange and acquiring operations. A good part of BS2's business units have been
performing well and are already contributing to bank profitability. However, other segments benefits
(especially those linked to its digital strategy) will likely come in the medium term, as the bank gains scale
and its new businesses are more relevant to its results. Fitch notes that BS2's digital platform
implementation has required material investments throughout 2019. As any other entity opening a new
business strategy, BS2 is exposed to potential regulatory and/or operational risks, which may reduce as its
new businesses' evolves and consolidates.

Fitch also positively factors BS2's strategy on revenue diversification through fee products, which has
brought higher and more diverse revenues (that tend to be more stable along the cycles) while requires less
capital, allowing the expansion of its credit activities. BS2's profitability during 2019 was pressured,
operating profit/risk-weighted assets ratio stood at weak 0.16% as of 1H19 and 2.8% in 1H18. Weaker
results in 2019 reflect the substantial investments and expenses derived from the development and launch -
including marketing and staff - of BS2's digital platform.

Despite the modest results in 2019, Fitch expects that BS2's trend in results, observed during 2017 and
2018, will return in 2020, despite still slightly lower than in previous years given the upfront costs that are
necessary in its digital effort.
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BS2 continues to post good asset quality ratios, consolidated loan portfolio (which include receivables)
classified as 'D-H' ratings reached 2.6% in June 2019, from to 2.3% at the end of 2018, while non-
performing loans (NPLs) represented a low level of 0.7% of the total portfolio on both periods which is better
than the average of its peers, benefited by the strong growth of the portfolio of receivables. Fitch notes that
the maintenance of rapid loan growth pose some risks. At the same time, given the successive capital
injections, 10 largest loan exposures to Core Equity Tier 1 (CET1) has considerably fell over the last two
year, now representing 1.4x the CET1 , from 2.2x in June 2018 and 3.2x in June 2017.

BS2's capitalization ratios have remained adequate, even considering the strong growth of assets in recent
years. Over the last 18-24 months, shareholders injected, through the holding, BRL245 million - last
injection occurred in September 2019 and totaled BRL 100 million, to support the pace of growth of the
bank's operations. In June 2019, the FCC ratio rose to 11.4% from 10.3% and 10.2% at the end of 2018 and
2017 - CET1 ratio of 11.2%, 9.6% and 9.5% respectively, while total regulatory capital reached 12.8% from
11.5% and 13.1%. Considering the last injection, CET1 and total regulatory would be close to adequate
12.5% and 14.6%, respectively. Although the capital injections increased BS2's capital position, its reported
FCC and CET1 level are still below the average of other midsize banks.

The bank's funding profile has been focused on its institutional investors and later on brokerage
agreements, which, in turn, distribute BS2's funding products to its retail customers through its own
platforms. BS2 digital platform is another step towards funding diversification, which Fitch considers to have
potential to become relevant in the medium term. Despite the greater diversification of investors, with
granularity on the final end of the brokerage companies, BS2 still shows concentrations in specific dealers.
Its liquidity remained strong and well above its short-term needs, cash totaled BRL1.1 billion in June 2019,
covering high 1.9x of its funding with maturities of less than one year, BRL716 million and 0.9x in June
2018.

SUPPORT RATING AND SUPPORT RATING FLOOR

BS2's Support Rating of '5' and its Support Rating Floor of 'No Floor' were affirmed, reflecting the bank's low
systemic importance. In Fitch's view, the bank is not likely to benefit from external support.

RATING SENSITIVITIES

IDRs, VR and NATIONAL RATINGS

Although unlikely in the short term, BS2's ratings could arise from the consolidation of its business model
and a significant improvement in its franchise, together with the ability to maintain its risk appetite under
control, while posting adequate and consistent financial metrics in the upcoming years. BS2's ratings could
be downgraded if the bank does not achieve its operational breakeven point during 2020 and/or its FCC
and/or CET1 ratios fall to a level below 10%.

SUPPORT RATING AND SUPPORT RATING FLOOR

A potential upgrade of BS2's Support Rating and Support Rating Floor is unlikely in the foreseeable future,
since this would only arise from a material gain in the bank's systemic importance.

ESG Considerations

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of 3 - ESG
issues are credit neutral or have only a minimal credit impact on the entity, either due to their nature or the
way in which they are being managed by the entity.
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For more information on Fitch's ESG Relevance Scores, visit www.fitchratings.com/esg.

RATING ACTIONS
ENTITY/DEBT RATING PRIOR

Banco BS2
S.A.

LT IDR
B+ 
Affirmed

B+ 

ST IDR
B 
Affirmed

B 

LC LT IDR
B+ 
Affirmed

B+ 

LC ST IDR
B 
Affirmed

B 

Natl LT
BBB+(bra) 
Upgrade

BBB(bra) 

Natl ST
F2(bra) 
Upgrade

F3(bra) 

Viability
b+ 
Affirmed

b+ 

Support
5 
Affirmed

5 

Support Floor
NF 
Affirmed

NF 

Additional information is available on www.fitchratings.com
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE
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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,
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verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,
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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 and reports 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 or a report 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 and its reports, 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 and forecasts of financial and other
information 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
and forecasts can be affected by future events or conditions that were not anticipated at the time a rating or
forecast was issued or affirmed. 
The information in this report is provided "as is" without any representation or warranty of any kind, and
Fitch does not represent or warrant that the report or any of its contents will meet any of the requirements of
a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously
evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no
individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address
the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not
engaged in the offer or sale of any security. 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. A report providing a Fitch rating is neither a prospectus nor a
substitute for the information assembled, verified and presented to investors by the issuer and its agents in
connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason
in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market
price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of
payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other
obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or
the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single
annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency
equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent
by Fitch to use its name as an expert in connection with any registration statement filed under the United
States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers. 
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian
financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale
clients only. Credit ratings information published by Fitch is not intended to be used by persons who are
retail clients within the meaning of the Corporations Act 2001
Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally
Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit rating
subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on
behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are
not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those subsidiaries
are not issued on behalf of the NRSRO. However, non-NRSRO personnel may participate in determining
credit ratings issued by or on behalf of the NRSRO.
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The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a
related third party. Any exceptions follow below.

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to
credit rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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