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A b st r Ac t

The teaching case shows Credi Q learnings after 
being the first organization to use asset securitiza-
tion as a funding mechanism through El Salvador 
Stock Exchange (BVES) in 2004 - 2005. It illustrates 
improvement opportunities in structuring and dis-
tribution for a second issue, as well as the major chal-
lenges faced by Ricardo Perdomo in 2006 as the main 
responsible for it. In particular, this teaching case 
allows discussion on topics like credit enhancement 
mechanisms, the role of the credit rating agencies on 
the structuring process, and the efficiency of BVES as 
it relates to premiums and risk ratings.

Key words: Securitization, structured finance, alter-
native funding, asset monetization, risk mitigation, El 
Salvador.

r e su m e n

Este caso de enseñanza presenta los aprendizajes de 
Credi Q después de ser la primera empresa en usar 
la titularización de activos como un mecanismo de 
financiamiento a través de la Bolsa de Valores de El 
Salvador (BVES) entre los años 2004 y 2005. Nos 
muestra las oportunidades de mejora que enfrentó 
Ricardo Perdomo en el 2006 como el responsable 
por la estructuración y distribución de una segunda 
emisión. En particular, el caso permite discutir temas 
como mecanismos de mejoramiento de la calificación 
crediticia, el papel de las agencias de calificación de 
riesgo en el proceso de estructuración y la eficiencia 
de la BVES con relación a los premios asociados a la 
calificación de riesgo.

Palabras clave: titularización, finanzas estructuradas, 
financiamiento alternativo, monetización de activos, 
mitigación de riesgo, El Salvador.
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1. introduction

Fausto Castro, the Executive Director of Credi 
Q, was talking one afternoon in January 2006 
to his new Financial Manager, Ricardo Per-
domo, about his experience with the first 
US$20 million public issue of investment cer-
tificates (ICs.) Credi Q Inversiones S.A. had 
placed the first US$10 million tranche in just 20 
operations in December 2004, while the second 
US$10 million tranche sold in only 15 minutes 
in May 2005. They talked about the major chal-
lenges Mr. Perdomo would face in an upcom-
ing second issue under his responsibility. 

Even though they had created a special pur-
pose vehicle (SPV), they had failed to remove 
from Credi Q books the assets assigned to Credi 
Q Inversiones S.A., a condition required to 
improve Credi Q’s financial status. Due to Credi 
Q’s leverage level, some creditors had stated 
recently that, in order to continue to support 
Credi Q’s growth and expand credit lines, money 
increases might have higher funding costs (50 - 
75 bps.1) Hence, Ricardo needed to find a struc-
ture that would allow Credi Q to actually unload 
the assets from its balance sheet.

When the first tranche was issued in 2004, 
the LIBOR rate was 2.46%. Thus, they paid 
investors a 3.125% premium and placed ICs at a 
5.59% rate. For the second tranche, the LIBOR 
rate had increased to 3.28%. However, thanks 
to the involvement from a pension fund admin-
istrator (PFA), they were able to significantly 
reduce the premium and placed the securities 
at a 6.03% rate. The rising trend of the inter-
national reference rate since 2004, however, 
resulted in a 5.5% rate by July 2006 (Exhibit 
1). In other words, the cost reduction achieved 
in the first issue would be virtually effaced in 
future IC placements.2 Given the volatility of 
the LIBOR, Ricardo had to figure out if using 
the local reference rate was a better idea.

As the time line was closing in, Ricardo also 
needed to choose a structuring agent out of two 
different offers, and decide the credit enhance-
ment mechanisms he would use for the new 

1 A “basis point” (bp) is a hundredth of one per cent 
(0.01%.)

2 Average debt cost had been 8.3% in 2004, lowering to 
6.6% in 2005.

issue, as well as many details still pending. Struc-
turing a securitization was not a simple project, 
and being Ricardo’s first major project as Finan-
cial Manager, he wanted to do a good job.

Exhibit 1. Reference interest rate record 
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Source: British Bankers’ Association and Banco Central de 
Reserva de El Salvador, April, 2009.

2. Learning from the first issue

The first issue was widely seen as a success, pro-
viding a chance to improve Credi Q’s financial 
status, cutting down its funding cost, and sup-
porting portfolio growth. Credi Q Inversiones 
S.A. was incorporated in March 2004 as a fully 
independent company, with its own sharehold-
ers and management team, to issue and trade 
investment certificates. As a special purpose 
vehicle it was expected to provide two advan-
tages to the operation. On one hand, creditors 
would be able to specifically identify the main 
collateral supporting their investments, while 
on the other, Credi Q would be able to remove 
those assets from its financial statements, i.e., 
would not be forced to consolidate them in its 
balance sheet (Financial Statements previous to 
the issue are on Exhibit 2.) At the same time, 
the issue provided a valuable lesson to improve 
the process and attain better conditions for 
future issues.

The rates negotiated with investors had been 
between 30 and 50 bps lower than the top fund-
ing rates previously offered to creditors, and the 
four-year term agreed upon was a very good 
one. Structuring through the SPV had allowed 
them to attain better risk ratings for the issue 
(A+) than was the case for Credi Q’s general risk 
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Exhibit 2. Credi Q – Financial statements (US$ 000s). Balance sheet

dec. 03 % dec. 04 % dec. 05 %
Assets

Current assets
Cash and equivalents 858 2.6% 2,011 5.1% 3,348 6.1%
Accounts and notes receivable - net 9,740 29.3% 6,319 16.0% 7,796 14.2%
Short-term financial leasings - 0.0% 1,124 2.8% 1,465 2.7%
Notes receivable sold - 0.0% 2,385 6.0% 4,488 8.2%
Inventories - 0.0% 31 0.1% 19 0.0%
Accounts receivable from related companies 26 0.1% 2,797 7.1% 1,534 2.8%
Pre-paid expenses and other assets - 0.0% - 0.0% 121 0.2%
Total current assets 10,623 31.9% 14,667 37.1% 18,771 34.3%
Property, plant and equipment - net 377 1.1% 155 0.4% 72 0.1%
Cost 821 2.5% 546 1.4% 339 0.6%
Depreciation 444 1.3% 391 1.0% 267 0.5%
Long-term financial leasings 2,084 6.3% 2,156 5.4% 3,075 5.6%
Long-term accounts receivable - net 19,940 59.9% 15,487 39.1% 21,674 39.6%
Notes receivable sold in the long term - 0.0% 7,018 17.7% 11,148 20.4%
Other assets 255 0.8% 82 0.2% 6 0.0%
Total assets 33,280 100.0% 39,564 100.0% 54,746 100.0%

Liabilities
Short-term bank loans 5,720 17.2% 7,731 19.5% 8,418 15.4%
Accounts payable 260 0.8% 373 0.9% 368 0.7%
Accounts payable to related companies 37 0.1% 176 0.4% 318 0.6%
Accounts payable to Credi Q Inversiones, S.A. - 0.0% 2,385 6.0% 4,488 8.2%
Other accounts payable 436 1.3% 483 1.2% 482 0.9%
Current total 6,452 19.4% 11,148 28.2% 14,074 25.7%
Long-term bank loans 19,562 58.8% 12,657 32.0% 19,295 35.2%
Accounts payable to Credi Q Inversiones, S.A, 
long term

- 0.0% 7,018 17.7% 11,148 20.4%

Other liabilities - 0.0% - 0.0% 190 0.3%
Total liabilities 26,015 78.2% 30,823 77.9% 44,707 81.7%
Equity 4,830 14.5% 5,714 14.4% 8,200 15.0%
Reserve requirement 363 1.1% 415 1.0% 505 0.9%
Adjustment from translation and net change in 
F.E. coverage

(75) -0.2% - 0.0% (190) -0.3%

Cumulative income (loss) 1,201 3.6% 1,210 3.1% 238 0.4%
Profit for the year 946 2.8% 1,402 3.5% 1,286 2.3%
Total net equity 7,265 21.8% 8,741 22.1% 10,039 18.3%
Total liabilities and equity 33,280 100.0% 39,564 100.0% 54,746 100.0%

Profit and loss statement
dec. 03 % dec. 04 % dec. 05 %

revenue
Interests 4,190 82.1% 4,054 80.3% 3,748 76.1%
Leasings 566 11.1% 300 5.9% 426 8.6%
Other revenues 351 6.9% 691 13.7% 751 15.2%
operation revenue 5,107 100.0% 5,046 100.0% 4,925 100.0%
operation expenses 2,414 47.3% 1,515 30.0% 1,798 36.5%
Management expenses 1,907 37.3% 1,185 23.5% 1,457 29.6%
Sales expenses 507 9.9% 330 6.5% 341 6.9%
operations profit (loss) 2,693 52.7% 3,531 70.0% 3,127 63.5%
Financial expenses (1,467) -28.7% (2,177) -43.1% (1,582) -32.1%
Other revenues/expenses 156 3.0% 504 10.0% 224 4.5%
Profit (loss) before income tax 1,382 27.1% 1,859 36.8% 1,769 35.9%
Income tax (436) -8.5% (457) -9.1% (483) -9.8%
net profit (loss) 946 18.5% 1,402 27.8% 1,286 26.1%

Source: Credi Q, April 2009.
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rating as a whole (BBB-). This had been the key 
to attain funding conditions better than those 
attained by Credi Q when it was seen directly as 
a debtor. While the company , hoping to attract 
foreign investors, chose LIBOR as the base rate, 
instead of the base borrowing rate3 (Exhibit 
1) published by the Banco Central de Reserva 
de El Salvador, it turned out that most of the 
demand came from the local market. Finally, 
Ricardo thought they could negotiate premi-
ums lower than those of the first issue, in view 
of proven significant demand and the fact that 
the cost to become known to the capital mar-
kets had been paid with the previous issue.

The portfolio purchased by Credi Q Inver-
siones S.A. from Credi Q was fully rated as A. 
Following the advice of the structuring agent4, 
LW Securities5, Credi Q planned to replace 
credits downgraded to a B rating with differ-
ent A-rated credits on a monthly basis as a way 
to improve the credit rating of the issue. How-

3 Base borrowing rate: “Tasa de Interés Básica Pasiva, or 
TIBP” in Spanish. The average rate paid by commercial 
banks on time deposits in El Salvador. 

4 The structuring agent was usually responsible for the 
entire structuring process. It started with securities design 
in order to meet all financial requirements from both 
the issuer and the investors while complying with local 
financial regulations. It had to shape credit enhancement 
mechanisms and build all the financial models required 
to ensure the target risk rating for the securities. Some-
times, the structuring agents were also responsible for 
developing all legal notes and for allocating securities.

5 Investment bank specializing in Latin American mar-
kets, with offices in Venezuela, Peru, Argentina, Mexico, 
and the United States. Banistmo was a major shareholder 
of LW Securities. The President of Grupo Q had learned 
about LW Securities while working on investment bank-
ing, prior to accepting responsibility for Grupo Q. 

ever, by late 2005 the external auditors told 
Credi Q that it had to consolidate the issue in 
its financial statements as the portfolio replace-
ment mechanism was a contingent liability: in 
case of portfolio deterioration, Credi Q —not 
the investors— would bear most of the loss. In 
these cases, the generally accepted accounting 
principles set by IAS/IFRS6 recommended con-
solidating financial statements.

3. The opportunity for a second issue 

A number of executives led by Samuel Quirós, 
the President of Grupo Q, set up Credi Q Inver-
siones II in November 2005. Credi Q Inversiones 
II was a business firm completely independent 
from Grupo Q, with its own shareholders and 
management team. Its goal was issuing and 
trading over US$30 million worth of securi-
ties through public offering, either through the 
local stock exchange or those abroad.

“We are interested in reaching long-term 
institutional investors as well as retail clients in 
order to significantly diversify IC holders,” said 
Mr. Perdomo. The first issue had been placed 
among a relatively small number of large inves-
tors, chiefly banks, portfolio managers, and a 
PFA. However, the significant concentration of 
the portfolio in the hands of a few major hold-
ers increased their bargaining power in case 
Credi Q would be forced to repurchase secu-
rities. On the other hand, the ICs purchased 
by banks increased their loan concentration 
on Grupo Q. This condition, in turn, restricted 

6 International Accounting Standards/International Finan-
cial Reporting Standards.

Portfolio indicators
Delays and historical gross loss – Credi Q, S.A. de C.V.    Salvadoran Portfolio
(Loans and new/used vehicles**)
-Six months-

June 05 June 04 2004 2003 2002 2001*
Portfolio amount 25,262,321 15,011,843 37,392,321 14,972,677 14,021,967 109,873,846
Number of loans made 2,819 1,436 3,979 1,921 1,242 824
Portfolio in arrears over 90 days 14,938 150,962 224,870 389,137 547,937 251,808
Gross loss 0.1% 1.0% 1.6% 1.6% 3.9% 2.3%
Minimum monthly gross loss 0.0% 0.0% 0.0% 0.1% 0.1% 0.0%
Maximum monthly gross loss 0.3% 3.4% 3.4% 5.1% 7.1% 5.5%

* Includes 10 months. ** Includes notes receivable and leasing.

Source: Fitch Ratings, April, 2009.
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their ability to expand credit lines in accor-
dance with their internal policies and the local 
banking law.

As Credi Q began the structuring process 
for its second issue, some events in the country 
indicated higher liquidity levels for both nat-
ural and legal persons. By early 2006, Group 
Banistmo acquired a controlling interest of 
Inversiones Financieras Bancosal through a 
public offering. Inversiones Financieras Ban-
cosal was a Salvadoran conglomerate owning 
a number of financial organizations includ-
ing Banco Salvadoreño. A few months earlier, 
Scotiabank absorbed Banco de Comercio de El 
Salvador and it was rumored that Citibank was 
interested in acquiring Banco Cuscatlán and 
that Banco Agrícola was also interested in sell-
ing.

“We felt that, at natural person level, we 
could compete with medium and long-term 
deposits,” said Mr. Perdomo. Although the 
IC term would be up to five years, capital and 
interests were paid back on a quarterly basis, 
which could be more attractive for “liquidity 
investors”, as opposed to the securities usu-
ally traded in the stock exchange, with simi-
lar terms but with only one capital payment at 
maturity. In addition, the investment alterna-
tives for this segment were fewer and reference 
rates were the same as the time deposit rates 
offered by banks.

On the side of institutional investors, only 
CONFIA, one of the two PFAs, had taken 
part in the first issue. CRECER did not do so 
as it disliked the fact that the country lacked 
a regulatory framework for asset securitiza-
tion. According to Mr. Perdomo, “We would 
also target insurance companies, since they are 
long-term investors.”

4. General structure

After their experience with external auditors, 
Mr. Castro and Mr. Perdomo concluded that 
to remove the assets assigned to Credi Q Inver-
siones S.A. from Credi Q financial statements, 
they had to create an arrangement preventing 
investors to sue or attain out-of-court settle-
ments with Credi Q or any subsidiary of Grupo 
Q in case the SPV failed to pay the ICs. Mr. Per-

domo saw this as a significant challenge as they 
had to attain this goal while improving the risk 
rating from their first issue. He remembered 
Mr. Castro’s comment that the previous port-
folio replacement mechanism had been key in 
obtaining the A+ rating due to investors’ secu-
rity provided.

“The first step we took was talking to Fitch. 
We wanted to understand how their rating sys-
tem worked and what it took to improve our A+ 
rating, as well as to achieve total independence 
for the SPV,” Mr. Perdomo said. The first talk 
to José Pablo Zúñiga, an analyst and member 
of Fitch’s Rating Committee, indicated that in 
order to fully separate the SPV by taking away 
the replacement mechanism, the rating agency 
had to engage in a deeper analysis of portfolio 
performance. This included note composition, 
historical loss record with timing, recovery lev-
els and timing, and analysis of collateral and 
advanced payment performance.7 In the first 
issue, this analysis had been restricted to an 
evaluation of the historical arrears rate over 30 
days, the skill to generate Credi Q credits, and 
the issue’s credit enhancement mechanisms.

Mr. Perdomo was surprised by Mr. Zúñiga’s 
comment that the portfolio replacement mech-
anism had restricted rather than enhanced 
their risk rating. In the eyes of investors, the 
mechanism linked the  quality of the collat-
eral to Credi Q’s ability to continually pro-
vide an excellent portfolio. In other words, 
the collateral was not enough, in and of itself, 
to deal with a strong slowdown in the Salva-
doran car market or a change in the correlation 
of forces between credit suppliers in this indus-
try. In addition, when credit replacements took 
place, the validity of new guarantee notes was 
not necessarily shorter than the maturity of the 
ICs, thus increasing investors’ risk.

5. Characteristics of collateral

In early 2006, Credi Q gave Fitch detailed infor-
mation regarding the portfolio placed between 
March 2001 and June 2005. Fitch analyzed 
this data under a number of criteria such as 

7 Advance payments were early payments of loans usually 
made by clients with better funding conditions in com-
mercial banks.
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whether cars were new or used (96% and 4% of 
portfolio, respectively); loans backed by  notes 
receivable (93%) or leasing (7%), even though 
the latter had begun in 2003; loans to natu-
ral or legal persons (95% and 5% of portfolio, 
respectively); and car brand name. The average 
weighted interest rate of the portfolio was 13% 
and its average credit scoring8 was 544. Fitch 
analyzed the historical asset behavior based on 
these criteria.

After almost three months of analysis Fitch 
concluded, among other results, that the loss 
rate was lower when funding new versus used 
cars, that the loss rate for leasing was lower 
than that for notes receivable, and that the 
maximum gross loss rates were lower for nat-
ural persons than for companies. “The anal-
ysis was so thorough that it even found that 
lawyers’ performance in terms of payment was 
not good, and that lawyers were prone to dis-
cussing a lot and to sue,” according to Mr. Per-
domo. Fitch also considered that diversification 
on a per-brand basis was a good strategy as it 
reduced risk in case of bankruptcy or manu-
facturer reorganization. At the same time how-
ever, it had to consider that the brand names in 
Q’s portfolio with top resale value were Nissan, 
Mazda, and Hyundai.

In spite of lower loss rates for leasing, Mr. 
Zúñiga recommended to Mr. Perdomo not to 
take leasing as collateral. He explained that, in 
addition to being a small portfolio with a rather 
short record, this instrument could be paid 
back through a loan, but with residual value at 
the end of the term which increased securities 
risk, as that residual capital was not necessarily 
monetized prior to maturity of the IC. In other 
words, capital could be transferred “out of the 
bond”.9

8 Scoring assigned by CreditSystem® to each loan appli-
cant as a result of an appraisal of their characteristics. The 
minimum score required to qualify for a loan was 400 
points. 

9 For instance, a client leasing a new car worth $20,000 
with a residual (resale) value of $8,000 after 36 months, 
would pay $12,000 depreciation for the period plus finan-
cial expenses and commissions. However, the customer 
might decide not to exert their purchase option at the 
end of the leasing, thus transferring responsibility for the 
asset, now worth $8,000, back to Credi Q. Nevertheless, 
that residual value, if any, was generally a price estimated 
below market.

The data provided also indicated that about 
2% of Credi Q’s portfolio was paid on an annual 
basis. Thus, a decision had to be made regarding 
the treatment given to these cases. That was not 
the case for the first issue, as guarantees paid 
in advance could be replaced with new credit 
through the replacement mechanism. Other-
wise, it had been stated that in case of insuf-
ficient portfolio for replacement, ICs could be 
repurchased in open-market operations. 

This clause resulted in two concerns for Credi 
Q Inversiones S.A. Firstly, the SPV might have 
to face the need to pay premiums to ICs holders 
for them to agree to a repurchase. However, Mr. 
Castro did not believe this was likely to occur as 
there would be always enough assets to imple-
ment the replacement mechanism. The reason 
for this was that Credi Q was able to absorb 
more credit than that resulting from Grupo Q’s 
sales. Second, there was an increasing depen-
dence on the replacement mechanism (a device 
questioned by Fitch.)

Mr. Perdomo assessed various alternatives 
to solve the issue of collection from advanced 
loan payments. An alternative was that this 
could be used to purchase new portfolio which 
met the requirements to be eligible for the issue. 
Another was to purchase short-term securities 
with yields above the issue’s interest rate, and 
one more was to pay the ICs in advance, set-
tling the issue of whether they would be paid 
at market or face value. The problem with this 
latter alternative was that a large number of 
investors, chiefly institutional ones, were not 
comfortable with advanced payment as this 
brought variability into their financial plan-
ning.

6. overcollateralization

Overcollateralization was a credit improve-
ment mechanism Mr. Perdomo had seen in 
more developed stock markets. It consisted of 
placing a percentage of the portfolio, in addi-
tion to the amount in the issue, as a part of the 
collateral, to cover potential loss resulting from 
the asset portfolio performance. “Originally, 
we considered a 25% overcollateralization over 
the amount of the issue, while simultaneously 
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keeping the bank guarantee,” said Mr. Per-
domo. This way they could discard the replace-
ment mechanism, while at the same time 
expecting to improve their risk rating. How-
ever, that extra percentage to be acquired by the 
SPV had to be funded one way or another.

A funding alternative was injecting share-
holder capital to the SPV. In this case, the flow 
resulting from portfolio payments could be 
invested in short-term, low-risk instruments 
such as sovereign debt. However, this option 
required partners to have enough liquid-
ity to contribute equity equal to US$7.5 mil-
lion, accounting for 25% overcollateral. On the 
other hand, another alternative was creating a 
different type of debt for the overcollateralized 
amount (subordinate debt.) Investors for this 
type of debt (“subordinate investors”) would 
typically ask for higher coupons10 to cede their 
payment priority to pari passu debt11 investors 
(Exhibit 3). In this case, subordinate investors 
could be the same SPV partners or some Grupo 
Q subsidiaries. Also, subordinate debt could be 
placed in the market through public or private 
offerings. 

During the meetings with Fitch, Mr. Zúñiga 
told Mr. Perdomo that subordinate debt gener-
ally had a 4 - 6 notch12 risk rating below the pari 
passu debt trench. As a result, Mr. Perdomo 
was concerned regarding placing the subor-
dinate portion of the issue in an open-market 
operation through the stock exchange, as one 
issue with two different risk ratings could con-
fuse investors. In addition, securitization was 
something unusual and not widely known in 
the Salvadoran market. Thus, any wrong mes-
sage sent could dampen investors’ demand and 
hinder the placement of the ICs.

With support from the Salvadoran Stock 
Exchange (BVES) officers, Mr. Perdomo 
approached the Superintendencia de Valores 
(SIV) to explore the chance of issuing the 
tranche of subordinate debt in a private place-
ment, parallel to the public placement of the 

10 Subordinate debt investors for El Salvador were estimated 
to require a premium between 1% and 2% over the inter-
est rate for pari passu debt investors.

11 A Latin term meaning “at the same pace” used for finan-
cial instruments with the same right of payment for all 
holders.

12 That is, “degrees.”

pari passu tranche. However, SIV disagreed 
because subordinate debt was only considered 
in banking law, and second, it did not want to 
authorize a public issue related to a private place-
ment. Although BVES counsel Dr. Julio Vega 
believed that SIV could be legally challenged,13 
Mr. Perdomo was concerned as he remembered 
that the SIV’s authorization process for the first 
issue had taken nearly two years of meetings 
and negotiations due to the innovative nature 
of the instrument and the lack of an asset secu-
ritization law in the country. Even though he 
was confident that the authorization process 
would be easier this time since the framework 
was already created for the first issue, he was 
still worried about this new stalemate.

One more thing Mr. Perdomo had to decide 
was the way to pay subordinate debt. He 
planned to use the same quarterly plan with lin-
ear capital payback for the pari passu tranche. 

13 Dr. Vega remembered the case of one issuer who had 
placed preferred shares through a public offering in El 
Salvador, while placing common shares through a private 
offering.

Exhibit 3. Cash “Waterfall”

Portfolio cash flows

Trustee expenses and commissions 

Issue expenses and 
SPV operation

Legal expenses

IC interest 
Pari passu debt

IC capital 
Pari passu debt

Payment reserve

IC interest 
Subordinate debt

IC capital 
Subordinate debt
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However, Mr. Perdomo believed this was not 
the most convenient way for this payment. He 
remembered Mr. Zúñiga saying that including 
one single payment at the end of the ICs term 
would improve the risk rating by one notch.

7. Target rating

After weighing the information available so far, 
Mr. Perdomo sent Mr. Zúñiga a general sketch 
of the structure and credit improvements he 
planned to include in the issue to see what he 
thought. This information included,

− Better-quality collateral: A-rated collateral 
in line with internal policies, with at least a 
three-month record and without burdens of 
any kind,  100% new cars, highest possible 
percentage of credit to natural persons, the 
largest possible average credit scoring, and 
a diversified brand portfolio with a large 
percentage of Nissan, Mazda, and Hyundai 
cars.

− Portfolio hedging: Initial 125% hedging in 
relation to tranches of pari passu debt. It 
would also include the cash flow from the 
portfolio interest rate and ICs interest rate 
differential.

− Bank guarantee: 25% of the balance owed to 
investors at any given time..

− Payment allowance: A restricted account 
managed by a trustee with an amount equal 
to the quarterly payment of capital plus 
interests at any given time.

Taking into consideration the study on the 
portfolio, the conditions set by Mr. Perdomo 
and the cash flow financial model, Mr. Zúñiga 
said that an issue with these characteristics 
could attain an AAA risk rating. That surprised 
Mr. Perdomo, who was expecting only a two-
notch improvement over the first emission, 
up to AA or AA-. Still amazed, he wondered 
whether it was really worth their effort to get 
that rating level. In order to make his decision, 
Mr. Perdomo collected information of recent 
IC issues in BVES (see Exhibit 4).

8. evaluation of suppliers 

Mr. Perdomo and Mr. Castro had been discuss-
ing since last June the convenience of working 
on the new issue with other suppliers (a struc-
turing agent, counsel, and a brokerage house.) 
They were not comfortable with their failure 
to remove from Credi Q balances the assets 
assigned to Credi Q Inversiones S.A. during 
the first issue, even though that was a clear 
goal of that issue. At the same time, for the new 
issue they not only had the learning from the 
first one, but also they were more knowledge-
able of the credit improvements to be included 
and the way the Fitch rating system worked. 
Mr. Perdomo also saw significant improvement 
chances in securities allocation, as the previous 
issue had been placed among a relatively small 
number of large investors, and just one PFA 
participated. 

For these reasons, the executives of Grupo 
Q chose to invite Inversiones Financieras Cus-
catlán S.A., a major Grupo Q creditor, to com-
pete with previous service suppliers, i.e., LW 
Securities as the structuring agent, G. S. & Q. 
as legal adviser, and Banistmo Securities as dis-
tributor. 

Inversiones Financieras Cuscatlán S.A. was 
a Salvadoran group including a bank, a PFA, 
a credit card company, an insurance firm, a 
brokerage house, a factoring company, a for-
eign exchange broker, a leasing company and a 
remittance firm, which positioned it as a finan-
cial leader in Central America. Banco Cuscat-
lán had been in business for over 30 years and 
was the second largest bank in the country in 
terms of assets (23.5%14), investments (26.6%), 
portfolio (22.5%) and deposits (22.2%), behind 
Banco Agrícola. On the other hand, Banistmo 
—owned by the largest financial group in the 
region— was about to join the local bank-
ing system from 2006 through its purchase of 
Banco Salvadoreño. Valores Cuscatlán com-
peted with the leading bank broker for the 

14 Participation in the Salvadoran banking system as of 
December 31, 2005.
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Exhibit 4. BVES Investment Certificates Issues 2006

issuer name Placement date risk rating Term LiBor TiBP1 spread Total

Banks

Banco Agrícola 13/01/2006 AAA 5 years n.a. 4.08% 0.80% 4.88%

Banco Salvadoreño 20/01/2006 AAA 5 years n.a. 4.08% 0.80% 4.88%

Banco de América Central 13/02/2006 AAA 5 years n.a. 3.97% 0.80% 4.77%

Banco Salvadoreño 03/03/2006 AAA 7 years n.a. 4.12% 0.85% 4.97%

Scotiabank 03/06/2006 AAA 5 years n.a. 4.12% 0.75% 4.87%

Banco Agrícola 03/10/2006 AA+ 5 years n.a. 4.12% 0.80% 4.92%

Banco Salvadoreño 27/03/2006 AAA 7 years n.a. 4.12% 0.85% 4.97%

Banco Agrícola 28/04/2006 AA+ 5 years n.a. 4.02% 0.80% 4.82%

Banco Salvadoreño 05/08/2006 AAA 7 years n.a. 4.13% 0.85% 4.98%

Banco Agrícola 19/05/2006 AA+ 5 years n.a. 4.13% 0.80% 4.93%

Scotiabank 06/02/2006 AAA 5 years n.a. 4.13% 0.85% 4.98%

Scotiabank 16/06/2006 AAA 5 years n.a. 4.39% 0.85% 5.24%

Banco Salvadoreño 21/06/2006 AAA 7 years n.a. 4.39% 0.85% 5.24%

Banco de América Central 26/06/2006 AAA 5 years n.a. 4.39% 1.06% 5.45%

Banco Cuscatlán 24/07/2006 AAA 5 years n.a. 4.53% 0.85% 5.38%

Banco Cuscatlán 24/07/2006 AAA 5 years n.a. 4.53% 0.85% 5.38%

Banco Agrícola 31/08/2006 AA+ 7 years n.a. 4.59% 0.85% 5.44%

Banco Uno 21/09/2006 AAA 4 years n.a. 4.58% 1.35% 5.93%

Banco Agrícola 29/09/2006 AA+ 5 years n.a. Fixed Rate 6.00%

Banco Agrícola 29/09/2006 AA+ 5 years n.a. Fixed Rate 6.00%

Banco de América Central 29/09/2006 AAA 5 years n.a. 4.58% 1.20% 5.78%

Banco Uno 10/06/2006 AAA 4 years n.a. 4.63% 1.35% 5.98%

Banco Agrícola 16/10/2006 AA+ 7 years n.a. 4.63% 0.85% 5.48%

Banco Agrícola 30/10/2006 AA+ 5 years n.a. Fixed Rate 6.00%

Banco Agrícola 11/08/2006 AA+ 5 years n.a. Fixed Rate 6.00%

Banco Uno 16/11/2006 AAA 4 years n.a. 4.74% 1.25% 5.99%

Banco Uno 22/12/2006 AAA 2 years n.a. 4.86% 1.15% 6.01%

Banco Agrícola 27/12/2006 AA+ 7 years n.a. Fixed Rate 6.00%

Banco Agrícola 28/12/2006 AA+ 7 years n.a. Fixed Rate 6.00%

Non-banks

Metrocentro 19/04/2006 AA 7 years 5.21% n.a. 0.85% 6.06%

Metrocentro 06/09/2006 AA 7 years 5.41% n.a. 0.90% 6.31%

Inversiones SIMCO 16/06/2006 A 5 years n.a. 4.39% 1.81% 6.20%

Inversiones SIMCO 30/08/2006 A 5 years n.a. 4.59% 1.69% 6.28%

Inversiones SIMCO 30/08/2006 A 5 years n.a. 4.59% 1.69% 6.28%

Metrocentro 09/12/2006 AA 7 years 5.42% n.a. 0.80% 6.22%

Inversiones SIMCO 10/11/2006 A 5 years n.a. 4.63% 1 .49% 6.12%

Metrocentro 10/12/2006 AA 7 years 5.37% n.a. 0.85% 6.22%

¹ It matches the average base borrowing rate for the month when the issue was placed. These values can change a few hun-
dredths as compared to precise base borrowing rates for placement.

Source: BVES, April, 2009.
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first place in intermediation at BVES. In 2005, 
Valores Cuscatlán traded US$3,577 million, 
while Banistmo Securities, operating under 
this name since 2004, had traded US$620 mil-
lion. In addition, Cuscatlán’s brokerage house 
managed the largest portfolio in the Salva-
doran market with US$255 million, far above 
its competitor (US$13 million) (Exhibit 5). 

Oscar Santamaría, General Manager of Va-
lores Cuscatlán said, “We wanted to be in-
volved in securitization either for bank or 
corporate clients. Cuscatlán had achieved sig-
nificant experience in securitizing its own as-
sets, chiefly remittance and external trade flow, 
in the international market. We achieved a 
considerable amount of knowledge we wanted

Exhibit 5. El Salvador. Bank and Brokerage House Indicators. As of December 31, 2005 (US$ million)

Banks

name Portfolio Financial 
investment Total assets deposits equity

Banco Agrícola 2,014.10 588.92 3,225.81 2,013.84 340.04 
Banco Cuscatlán de El Salvador 1,577.75 546.83 2,604.43 1,549.51 282.54 
Banco Salvadoreño 1,222.94 302.22 1,847.90 1,150.89 207.17 
Scotiabank El Salvador 1,123.62 220.14 1,587.44 1,050.65 180.76 
Banco de América Central 298.33 84.55 451.22 273.96 49.23 
Banco Uno 230.30 36.67 309.99 212.73 36.66 
Banco Hipotecario de El Salvador 156.15 66.12 272.66 201.51 27.86 
Banco Promerica 139.51 28.49 227.20 196.14 22.81 
Banco Procredit 101.15 6.42 131.07 64.74 18.03 
Banco de Fomento Agropecuario 64.74 61.44 162.17 122.13 19.38 

Citibank N.A. 50.17 93.98 192.09 107.13 18.47 

Banco Americano 26.44 15.96 56.27 33.25 15.29 

First Commercial Bank 5.11 0.42 16.84 4.14 12.69 

Total 7,010.31 2,052.16 11,085.09 6,980.61 1,230.91 

Source: Superintendencia del Sistema Financiero de El Salvador, April, 2009.

Brokerage Houses

name
Traded amounts Managed

Purchases sales portfolio

Valores Cuscatlán 2,194.96 1,381.72 254.93

Bursabac 2,118.47 1,991.64 90.48

SGB 639.35 1,287.94 72.70
IBC 555.29 491.75 71.25
Scotia Inv. 522.65 382.97 94.45
Salvadoreña 519.59 364.79 53.53
Banistmo 453.31 166.99 12.78
Acciva 156.32 231.63 32.56
Citivalores 121.54 88.12 n.a.
Invertecnic 79.95 469.59 n.a.
Univalores 70.09 166.8 n.a.
Lafise 36.05 1.1 n.a.

Scotia Val. 29.24 8.363 n.a.

Roble 9.94 25.27 n.a.

Transbursa 5.17 453.24 n.a.

Total 7,511.92 7,511.92 682.66

Source: Superintendencia de Valores de El Salvador, April, 2009.



C R E DI Q I N V E R SION E S I I

AcAdemiA, revistA lAtinoAmericAnA de AdministrAción, 49, 201284

to transfer to the local market.” In its proposal, 
Grupo Cuscatlán had focused on meeting Credi 
Q’s financial objectives while ensuring partici-
pation from individual and institutional inves-
tors. Mr. Santamaría also said that:

“As a group, we feel we can engage in distribution 
thanks to the large customer base we have both at 
the bank and at the stock exchange. We are familiar 
with more sophisticated private bank clients looking 
for investment alternatives with higher returns… 
Also, we believe that distribution efforts from sev-
eral firms are rather poor. Some are contented with 
sending e-mail messages a week in advance, telling 
potential investors about the issue and its character-
istics, without even engaging in analysis and consul-
tation to find out what the market is looking for.”

Grupo Cuscatlán offered an integrated team 
from its bank’s Corporate Finance unit, stock-
brokers, and lawyers from the group’s legal 
department. Mr. Santamaría said that:

 “the idea is to have our team present at meetings 
with major institutional investors such as the PFAs, 
who really go in-depth to understand the struc-
ture and to examine issue conditions, in order to 
deal with the questions from the client’s investment 
executive, risk analysis, and legal team. I believe 
only Cuscatlán can provide Credi Q with this ser-
vice at this time.”

Exhibit 6 shows the economic offers from 
both groups of suppliers.

Exhibit 6. Costs Comparison for 
Potential Credi Q Suppliers

item Previous 
suppliers

new 
supplier

Commitment commission n.a. $25,000 
Agent and structuring banka 0.35% 0.40%
Placementa 1.00% 0.20%
Trust 3,000.00 $3,000 
Payment agent n.a. $3,500 
Ratings (annual cost) $28,000 $28,000 
Prospectus and others $7,000 $7,000 
Legal expenses $9,850 n.a.
Legal fees for deed $5,000 n.a.
Fees for portfolio assignment $20,000 $20,000 
Bank guaranteeb 1.00% 1.00%

* n.a.: Not applicable. a Percentage on issue value. b Percent-
age on note value.

Source: Credi Q, April, 2009.

9. The decision

Mr. Perdomo was concerned as 2006 was fast 
coming to a close and he felt that  to succeed 
with the IC issue, a number of decisions had 
still to be made before January 2007. He faced 
a number of doubts including: Was the over-
collateralization mechanism the best way to get 
rid of the replacement mechanism? In case the 
latter was eliminated, how should he go about 
an advance payment?  In case overcollateraliza-
tion was chosen, how would they finance that 
additional share of assets? Was subordinate 
debt a good choice? If so, should it be placed 
in a public or private offering and under what 
payment plan? In the case of private placement, 
how should he solve the stalemate with SIV?

Even after solving these issues, Mr. Perdomo 
had to choose the suppliers who would work with 
Credi Q and to decide regarding the most con-
venient pricing and reference rate for the issue. 
He had to do an excellent job in this impressive 
project since this was the first major challenge he 
faced in his new job as Financial Manager.
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