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Banco del Bajio, S.A.
Update following affirmation, outlook remains stable

Summary
Banco del Bajío, S.A.'s (BanBajío) baa2 baseline credit assessment (BCA) and Baa2 long-

term deposit ratings incorporate our expectation that the bank's commitment to disciplined

risk management will preserve its strong asset quality and counterbalance its sectorial

concentration, as it gradually diversifies its sources of income and operational expansion

over the next 12-18 months. In turn, BanBajio's robust profitability, supports its high and

stable core capitalization metrics. The affirmation of the baa2 BCA also incorporates gradual

improvements in the bank's still-concentrated funding base, which has historically relied on

deposits from its corporate clients. While the weakened economic growth anticipated for

2024 in Mexico will likely reduce business volumes, and, thus, future earnings, we expect that

the bank's long-track record of disciplined credit risks management will support asset quality

metrics.

The deposit ratings benefit from our assessment of moderate support from the Government

of Mexico (Baa2 stable) reflecting BanBajío's regional importance and visibility in the states

of the Bajío region of central Mexico.

Exhibit 1

Rating Scorecard - Key financial ratios
As of June 2024
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For the asset risk and profitability ratios, we calculate the average of the three latest year-end numbers and the latest quarterly

data, if available, and the ratio used is the weaker of the average and the latest period. For the capital ratio, we use the latest

reported figure. For the funding structure and liquid resources ratios, we use the latest year-end figures.
Source: Moody's Financial Metrics

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1414732
https://www.moodys.com/credit-ratings/Banco-del-Bajio-SA-credit-rating-600036312
https://www.moodys.com/credit-ratings/Mexico-Government-of-credit-rating-489500/summary
https://www.moodys.com/credit-ratings/Mexico-Government-of-credit-rating-489500/summary
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Credit strengths

» Strong capitalization despite dividend payments and loan growth

» Lower than system-average asset risks, reflected by the bank's low delinquencies, and ample reserve and collateral-and-guarantees

coverage

» Profitability supported by stable margins, efficient operations and low than system's credit costs

» BanBajío is best prepared to attend Nearshoring's increasing demand, based on both their market focus and capital capacity

Credit challenges

» Limited, yet increasing diversification beyond commercial lending, and regional and sectorial concentrations are high

» Higher-than-average direct corporate credit exposures to agriculture of 15%, above system's average of 4%

Outlook
The stable outlook on BanBajío's ratings incorporates our expectation that the bank's commitment to disciplined risk management

will preserve its strong asset quality and counterbalance its sectorial concentration, as it gradually diversifies its sources of income

and operational expansion over the next 12-18 months. In turn, BanBajio's robust profitability, supports its high and stable core

capitalization metrics.

Factors that could lead to an upgrade
There are limited upward pressures to BanBajio's ratings at this point because the BCA and deposits are already at the level of Mexico's

sovereign rating.

Factors that could lead to a downgrade
Conversely, BanBajio's BCA and deposit ratings could be lowered in case asset risks unexpectedly rise and/or capitalization falls

significantly, adding significant pressuring its financial profile. Moreover, if Mexico's sovereign rating were to be downgraded, BanBajio's

ratings and assessments would also be downgraded.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the

most updated credit rating action information and rating history.
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Key indicators

Exhibit 2

Banco del Bajio, S.A. (Consolidated Financials) [1]

06-242 12-232 12-222 12-212 12-202 CAGR/Avg.3

Total Assets (MXN Billion) 353.2 344.3 311.2 275.5 275.7 7.34

Total Assets (USD Billion) 19.3 20.3 16.0 13.4 13.8 10.04

Tangible Common Equity (MXN Billion) 39.8 40.7 36.3 37.4 35.0 3.74

Tangible Common Equity (USD Billion) 2.2 2.4 1.9 1.8 1.8 6.34

Problem Loans / Gross Loans (%) 1.5 1.4 1.2 1.1 1.0 1.25

Tangible Common Equity / Risk Weighted Assets (%) 15.2 16.5 14.9 18.5 16.8 16.46

Problem Loans / (Tangible Common Equity + Loan Loss Reserve) (%) 8.1 7.0 6.5 5.2 5.3 6.45

Net Interest Margin (%) 6.8 7.1 5.8 4.2 4.5 5.75

PPI / Average RWA (%) 6.8 7.3 5.4 3.5 3.5 5.36

Net Income / Tangible Assets (%) 3.2 3.2 2.6 1.8 1.2 2.45

Cost / Income Ratio (%) 33.7 32.7 37.5 49.8 47.7 40.35

Market Funds / Tangible Banking Assets (%) 14.8 17.8 17.9 17.1 21.3 17.75

Liquid Banking Assets / Tangible Banking Assets (%) 25.5 26.6 23.8 24.3 23.4 24.75

Gross Loans / Due to Customers (%) 101.1 103.4 108.1 108.2 112.7 106.75

[1] All figures and ratios are adjusted using Moody's standard adjustments. [2] Basel III - fully loaded or transitional phase-in; LOCAL GAAP. [3] May include rounding differences because of

the scale of reported amounts. [4] Compound annual growth rate (%) based on the periods for the latest accounting regime. [5] Simple average of periods for the latest accounting regime.

[6] Simple average of Basel III periods.
Sources: Moody's Ratings and company filings

Profile
Banco del Bajío, S.A. (BanBajío) is a Mexican bank headquartered in León, Guanajuato. BanBajío reported assets of about $19.4 billion

as of June 2024. The bank ranked as the eighth-largest bank in the country by total loans, holding a 3.5% market share, and ninth in

deposits, with a 2.6% market share in June 2024. Banbajío focus on lending to corporates and medium-sized enterprises mainly related

to the agribusinesses and manufacture supply chains in the industrialized and high-growth western and central regions of Mexico,

particularly the Bajío region.

Banbajío has a notably higher market share in corporate lending within the northern and central states of Mexico, benefiting from its

well-established and strategically positioned franchise. In recent years, the bank has increasingly diversified its geographic footprint

across different Mexican states, where it has proved its ability to replicate its franchise and plans to maintain this strategy by

continuing its national expansion. As of June 2024, BanBajío was the seventh-largest corporate lender.

Detailed credit considerations

Strong collateral and guarantees offset sectoral and geographical concentration

Although BanBajio exhibits high sectoral and geographical concentration, its portfolio is centered on credits with robust collateral

structures, including guarantees from state-owned development banks, which will help the bank to contain any potential asset risk

volatility. Supported by disciplined risk management and close client relationships, BanBajío's asset quality favorably compares with

its larger, more diversified peers, despite greater exposure to commercial middle-market and SME loans, and increased growth in the

consumer segment.

The bank is focused on expanding its diversification by offering a broader array of products to its current clients and enlarging its

presence across the country, in anticipation of a gradual increase in corporate credit demand through 2025. Conversely, we expect that

any potential deterioration in asset quality will be manageable, mainly due to specific challenges within the agro-export and real estate

sectors.

BanBajio's loan quality remained strong with nonperforming loan ratio at 1.5% as of June 2024, below the system average of 2.0%

in March 2024. Additionally, BanBajio maintains adequate reserve coverage of 1.5x nonperforming loans in June 2024. Guarantees

coverage from FIRA represent 60% of its agricultural loans in June 2024.
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While loan concentration remains high at BanBajio, it primarily involves corporate clients with strong credit quality and longstanding

relationships with the bank, and it has shown a reduction over the past five years. The top 20 loans now amount to 0.9x tangible

common equity as of June 2024, a decrease from 1.1x in 2020. Concurrently, BanBajio's exposure to the agricultural sector is notably

higher than the average among its peers, rendering the bank more susceptible to increased loan seasoning and volatility. This volatility

is driven by climatic phenomena, delinquency rates, and the ongoing US-Mexico trade renegotiations. Specifically, agribusiness loans

constitute 12% of BanBajio's gross loans as of June 2024, significantly above the 2% industry average in May 2024.

BanBajío continues to execute a growth strategy aimed at diversifying its earnings sources, positioning itself for growth rates surpassing

those of its peers. In the twelve months ending in June 2024, the loan book witnessed a 10.4% expansion, with corporate and SME

loans increasing by 12.1%, and consumer loans by 35%. BanBajío's has been growing its corporate business by broadening its product

offerings to existing clients and expanding geographically into Mexico City, while also tapping into the increasing credit demand

spurred by nearshoring activities within the country. Parallelly, the bank’s consumer high loan growth is significantly driven by effective

cross-selling strategies among its current clientele, serving as a mechanism to mitigate related risks. BanBajío projects its overall loan

growth to be between 9% and 12% by the close of 2024.

High capitalization has been a historical strength for BanBajío's financial profile

Robust capitalization remains a key strength for BanBajío's financial profile supported by the bank's robust profitability that drives a

strong organic capital generation. Our preferred capital ratio of tangible common equity to adjusted risk-weighted assets stood at

15.2% in June 2024, from 16.5% in December 2023, a modest fall that reflected high dividend payments made in Q2 2024 and strong

growth of loan portfolio.

The MXN 6.6 billion (around $350 million) dividends declared to be paid in Q2 and Q3 of 2024 represented roughly 60% of the bank's

2023 net income, in line with its historical average of dividend payouts. The regulatory capital ratio stood at 14.6% in June 2024, and

the bank expects to remain around 15-16% levels.

Rise in interest margins and earnings diversification will support improved levels of profitability

BanBajio's profitability has significantly improved over the past five years, fueled by the ongoing strategic diversification of income

sources and operational expansion, which has resulted in a rise in interest margins, and coupled with sound levels of loan growth, and

low provisions for loan losses. However, we anticipate a potential decline in BanBajío's profitability in H2 2024 and 2025, due to lower

interest rates and an expected decrease in activity compared to the previous two years. Despite these challenges, we expect the bank

to sustain its enhanced profitability levels.

Still, in the first six months of 2024, BanBajío's net income was MXN 5.6 billion, which represented a lowdown in its growth rates, 2.8%

increase from the MXN5.4 billion reported during the same period in 2023, as a result of stabilization margins and higher loan loss

provisions. The bank's net interest margin decreased to 6.8% in June 2024 from 7.1% in June 2023, but was higher than the 5.5% in

2019 year-end, before the pandemic, mainly because of higher interest income. Moreover, increasing fee income is mainly composed of

insurance and FX brokerage commissions. Non-interest income expanded 35% in the twelve months ending in June 2024 and currently

represents 13% of net revenues. As a result, the bank's net income/tangible assets stood at 3.2% as of June 2024 from 3.4% in June

2023.

Since the significant provisioning made during the pandemic, loan-loss provisions have remained low as loan loss reserves and

additional reserves remain at strong levels. BanBajío's focus on corporate business and disciplined risk management has resulted in

exceptionally low loan-loss provisioning, outperforming its larger peers in the Mexican banking sector. Loan loss provisions represented

a 9.4% of pre-provision income and only 0.7% of gross loans as of June 2024, below the system's 32% and 2.5% reported in March

2024.

BanBajío's efficiency is very high and well above its peers as the transactions made through digital channels have increased and

operating expenses expanded below inflation. Cost-to-income ratio stood at 33.7% as of June 2024, versus the system's 47.7% as

March 2024. Operating costs are also low compared with assets, at 2.5% in June 2024, well below the system’s 3.7% as of March 2024.
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Liquidity and funding have improved, but stay concentrated

Liquidity and funding have seen enhancement over the past two years, thanks to the bank's efforts towards diversification of resources

and maintaining a high cash reserve for expansion. While there will be ongoing gradual improvements, the bank's funding base remains

concentrated, primarily depending on deposits from corporate clients.

Deposits increased around 11% annually as of June 2024, which was slightly above the loan growth pace, leading to a still low loan-to-

deposit ratio of 101.1% as of June 2024.

The bank's market funding ratio excluding repos decreasaed slightly to 12.8% of tangible banking assets as of June 2024 from 13.9% as

of June 2023. Moreover, market funding comes from development banks, which reduces funding risks.

BanBajío's liquid banking assets adjusted for repos to tangible banking assets is moderate at 23.8% as of June 2024, below that of its

peers we rate similarly. Its LCR ratio stood at 134.5% and its NSFR ratio stood at 117.9% in June 2024. Moreover, cash and securities

valued at market prices represented 90% of total liquid assets and liquid securities valued at amortized cost represented 10% of liquid

assets.

Banks' growth will benefit from low credit penetration

Mexico's Moderate+ Macro Profile highlights the country's large and diversified economy, moderate income levels and modest

economic growth. Our assessment also takes into account the quality of government institutions, which has been more in line with

that of lower-rated countries, despite Mexico's effective fiscal and monetary policymaking. Proposed constitutional changes and

weaker intervention powers for the judicial system add to regulatory and law-enforcement ambiguity. The overwhelming majority in

Congress of president-elect Claudia Sheinbaum's legislative coalition would enable it to pass constitutional reforms.

Banks in Mexico benefit from ample and stable core deposit base and a relatively concentrated banking system that supports banks'

pricing power, despite increasing competition from new, more innovative entrants. Low credit penetration increases opportunities for

banks and new entrants to expand their loan books despite modest economic growth. Delinquencies remain stable and at low levels,

related to global averages but challenges regarding the enforcement of collateral and lengthy bankruptcy resolution processes continue

to be reflected in high levels of write-offs across the banking system and low credit penetration. Disruption from the country's large

development banks and other government entities is limited, as these institutions will continue to mainly focus on their public-policy

mandates.

ESG considerations

Banco del Bajio, S.A.'s ESG credit impact score is CIS-2

Exhibit 3

ESG credit impact score

Source: Moody's Ratings

BanBajío's ESG Credit Impact Score is neutral-to-low (CIS-2). This reflects the�limited credit impact of environmental and social

factors�on the rating�to date, and the low governance risks. Ample and proven risk management that focuses on collateralized and

guaranteed lending compensates for the risks arising from its concentrated ownership.
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Exhibit 4

ESG issuer profile scores

Source: Moody's Ratings

Environmental

BanBajío faces moderate�exposure to�environmental risks�because of its portfolio exposure�to carbon transition risk as a mainly

corporate bank in Mexico; and high direct and indirect exposures to loans with an agriculture and agribusiness component that

represent about a third of its loans, which exposes the bank to higher physical climate risks (for example, droughts). The bank mitigates

these risks by maintaining high levels of guarantees provided by development banks and requires adequate access to water rights for

potential borrowers.�In line with its peers, the bank is facing�mounting�business risks and stakeholder�pressure to�meet broader carbon

transition goals.

Social

BanBajío faces moderate industrywide social�risks related to customer relations. The bank’s concentration in corporate lending in

Mexico limits social risks. As one of the few small and medium-sized company lender in the country, opportunities from financial

inclusion and the growing young population of the country �are�reflected in a�better-than-industry average�exposure to demographic

and societal trends, with a score of neutral-to-low.

Governance

BanBajío has neutral-to-low governance risks, and its risk management, policies and procedures are in line with industry best practices.

While the bank has a concentrated ownership, the associated risks are mitigated by management’s clear financial strategy and ample

risk management that has served to limit risks during past crises. Its management team has set a measured goal of expansion that will

allow it to limit single-borrower concentrations.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the

latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

Support and structural considerations

Government support considerations

We assess a moderate probability of support from the Government of Mexico (Baa2 stable) for BanBajío's deposits. Our support

assumption reflects BanBajío's regional importance and visibility in the states of the Bajío region of central Mexico, and the significant

systemic consequences of a hypothetical unsupported failure.

However, our government support assessment no longer translates into ratings uplift.

Methodology and scorecard

About Moody's Bank Scorecard

Our scorecard is designed to capture, express and explain in summary form our Rating Committee's judgment. When read in

conjunction with our research, a fulsome presentation of our judgment is expressed. As a result, the output of our scorecard

may materially differ from that suggested by raw data alone (though it has been calibrated to avoid the frequent need for strong

divergence). The scorecard output and the individual scores are discussed in rating committees and may be adjusted up or down to

reflect conditions specific to each rated entity.
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Rating methodology and scorecard factors

Exhibit 5

Rating Factors

Macro Factors
Weighted Macro Profile Moderate

+
100%

Factor Historic
Ratio

Initial
Score

Expected
Trend

Assigned Score Key driver #1 Key driver #2

Solvency
Asset Risk
Problem Loans / Gross Loans 1.5% a3 ↔ baa3 Sector concentration Loan growth

Capital
Tangible Common Equity / Risk Weighted Assets
(Basel III - fully loaded)

15.2% a3 ↔ a3 Stress capital
resilience

Expected trend

Profitability
Net Income / Tangible Assets 2.7% a1 ↔ baa1 Expected trend

Combined Solvency Score a3 baa1
Liquidity
Funding Structure
Market Funds / Tangible Banking Assets 17.8% baa2 ↔ baa3 Deposit quality

Liquid Resources
Liquid Banking Assets / Tangible Banking Assets 26.6% baa2 ↔ baa3 Quality of

liquid assets
Combined Liquidity Score baa2 baa3
Financial Profile baa2
Qualitative Adjustments Adjustment

Business Diversification 0
Opacity and Complexity 0
Corporate Behavior 0

Total Qualitative Adjustments 0
Sovereign or Affiliate constraint Baa2
BCA Scorecard-indicated Outcome - Range baa1 - baa3
Assigned BCA baa2
Affiliate Support notching 0
Adjusted BCA baa2

Balance Sheet is not applicable.
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De Jure waterfall De Facto waterfall NotchingDebt Class
Instrument
volume +

subordination

Sub-
ordination

Instrument
volume +

subordination

Sub-
ordination

De Jure De Facto
LGF

Notching
Guidance

vs.
Adjusted

BCA

Assigned
LGF

notching

Additional
Notching

Preliminary
Rating

Assessment

Counterparty Risk Rating - - - - - - - 1 0 baa1
Counterparty Risk Assessment - - - - - - - 1 0 baa1 (cr)
Deposits - - - - - - - 0 0 baa2

Instrument Class Loss Given
Failure notching

Additional
notching

Preliminary Rating
Assessment

Government
Support notching

Local Currency
Rating

Foreign
Currency

Rating
Counterparty Risk Rating 1 0 baa1 0 Baa1 Baa1
Counterparty Risk Assessment 1 0 baa1 (cr) 0 Baa1(cr)
Deposits 0 0 baa2 0 Baa2 Baa2
[1] Where dashes are shown for a particular factor (or sub-factor), the score is based on non-public information.
Source: Moody’s Ratings

Ratings

Exhibit 6

Category Moody's Rating

BANCO DEL BAJIO, S.A.

Outlook Stable
Counterparty Risk Rating Baa1/P-2
Bank Deposits Baa2/P-2
Baseline Credit Assessment baa2
Adjusted Baseline Credit Assessment baa2
Counterparty Risk Assessment Baa1(cr)/P-2(cr)

Source: Moody's Ratings
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