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Financial  Net Income EV/EBIT EPS P/E P/BV
Margin (M) (M) (x) (%) (x) (x)
2018 2,164 2051 215 14 101 2.0
2019%e 622 1,759 25.4 1.2 11.7 2.1
2020e 1,444 1,823 26.2 1.2 11.3 1.8
Share Outstanding (million) 1,500 52-week Return 13.6%
ADRs Outstanding (million) N/A EPS (TTM) 11
Market Cap. (million) 20,625 P/E (TTM) 12.1
Loans / Deposits 133% P/BV (MRQ) 2.0
Enterprise Value (million) 58,980 Dividend Yield 1.2%

Source: Company’s financial statements; Bloomberg.

BHIP: High Relative Valuation and Poor Results

Banco Hipotecario’s (BYMA:BHIP) 2Q 2019 result confirmed a declining
profitability trend and lower activity, initiated in previous quarters. Although
the period’s net income (ARS 616 million) lies above 1Q19 figures (ARS 36.5
million), it is only 20% higher than the profit obtained in 2Q18, well below the
annual inflation rate.

Net interest income plummeted 77% in annual terms, and grew only 5% over
the previous three months, which had already been a bad quarter. In a context
of a stagnant commercial banking business, loan interest income showed no
growth in the quarter (2% QoQ) and rose only 27% in the year, again below
inflation.

Different was the case with securities income, which, due to a larger position
in Central Bank Leligs and higher yields paid by these bonds, rose 35%
between quarters and 141% in the last 12 months. Similar to what has been
the case in recent quarters, the bank posted a material loss of close to ARS
1 billion in terms of FX result.

Deposits grew only 2% in the last quarter and 10% year-on-year. Private-
sector credit, in turn, dropped both in quarterly and annual terms (-5% QoQ;
-13% YoY), deepening the activity slowdown witnessed in this and in previous
quarters.
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Outlook

The Good: Relative Valuation

The Argentine banking industry in general presents a relatively small size in terms of GDP, when compared to
other Latin American and developing countries. From this point of view, the long-term potential remains intact.
Moreover, in terms of solvency, the domestic banking industry presents healthy capitalization figures.

The Bad: High Relative Valuation; High NPLs; Lelig-Dependence

Banco Hipotecario presents P/E and P/BV valuation ratios that lie well above the values of its local peers. For
further details, see the Relative Valuation chart later in this report.

In addition, Banco Hipotecario has seen a trend of worsening asset quality figures, reaching above-the-industry-
average levels: in 2Q19, the ratio of non-performing loans to total credit stood at 13.3% (11.9% in 1Q19; 4.5% in
2Q18), with a rather low loan-loss coverage of 52%.

As mentioned, a great share of the bank’s profit does not stem from the traditional commercial banking business
but from holdings of Central Bank Leligs with unusually high yields. Any government decision that could change
the current scheme would have a strong impact on results.

High-Risk Scenario Means Lower Valuation and Increased Volatility

The current scenario of political and economic uncertainty in Argentina has triggered an unprecedented
escalation of discount rates, lower intrinsic valuation of domestic assets, and increased stock price volatility.
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APPENDIX
DCF Valuation

A 4

(ARS M) 2018 2019 2020e 2021e

Net Income 2,051 1,759 1,823 2,090
Loan Loss Provision 1,829 3,201 3,841 4,417
Depreciation and Amortization 444 533 560 588
Operating Cash Flow 4,324 5,493 6,224 7,095
Sources of Funds 15,466 -526 12,125 13,255
Deposits 8,504 2,345 6,330 6,837
Financial Liabilities 6,962 -2,871 5,795 6,418
Uses of Funds 7,193 -1,299 12,120 13,576
Loans 4,222 -4,357 8,626 9,567
Securities 4,420 2,893 3,327 3,826
CapEx -1,449 165 166 183
Free Cash Flow (FCF) 12,598 6,265 6,229 6,774
Terminal Value (USD) 3.0%
Cost of Equity (USD) 27.20% 17.20% 17.00%
Discounted FCF 12,598 5,782 4,906 4,559
Present Value of FCF 14,726

Present Value of Terminal Value 11,091

Equit Value 25,817

Shares Outstanding (M) 1,500

Target Price 17.20

Source: Own elaboration based on market data and information provided by the company.
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Relative Valuation

(ARS) GGAL BBAR BHIP SUPV

Market

Price Local Share 80.80 170.70 92.85 13.75 37.05
Shares Outstanding (M) 1,427 639 613 1,500 457
Market Cap (M) 115,283 109,145 56,885 20,625 16,922
52w Average Daily Volume (M) 16 0.3 0.1 0.2 1.0
52w Return (%) -6.5 19.0 -6.7 13.6 -32.9
YTD Return (%) -21.8 41 -31.9 17.0 -415
52w High 174.55 350.85 183.45 19.00 84.60
52w Low 74.45 130.35 89.00 8.85 36.30
Valuation Ratios

P/E (ttm) 39 47 3.0 121 39
P/BV (mrq) 15 17 12 20 09
Dividend Yield (%) 17 5.9 17 12 18
Balance Sheet (mrq)

Total Assets (M) 586,567 401,032 392,892 83,822 166,145
Total Loans (M) 262,174 178,851 186,616 39,414 74,082
Total Liabilities (M) 526,323 338,296 344,082 73,328 146,750
Total Deposits (M) 409,171 284,259 285,202 29,617 112,638
Shareholder's Equity (M) 60,244 62,736 48,776 10,271 19,394
BV per Share 52.9 98.1 79.6 6.8 425
Loans YoY Growth (%) 21 15 33 -13 6
Deposits YoY Growth (%) 57 58 48 10 49
Asset Quality (mrq)

NPL / Total Loans (%) 4.6 21 27 133 51
LLR / NPL (%) 108.0 116.1 112.9 52.2 107.7
Public-Sector / Total Assets (%) 27.2 24.2 20.6 227 271
Total Loans / Total Deposits (%) 64.1 62.9 65.4 133.1 65.8
Results (ttm)

Net Interest Income (M) 13,051 52,327 37,815 990 7,335
Net Fee Income (M) 12,085 12,738 6,799 3,933 5,346
Administrative Expenses (M) 22,148 22,171 19,516 4,642 14,630
Net Income (M) 25,559 23,451 18,732 1,703 4,334
EPS 20.51 36.68 30.58 114 9.49
Efficiency (ttm)

Net Fee Income / Adm. Expense (%) 54.6 57.5 34.8 84.7 36.5
ROA (%) 44 5.8 48 20 26
ROE (%) 424 374 38.4 16.6 22.3

Source: Own elaboration based on market data and information provided by the companies.
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Annual Financial Statements

A 4

(ARS M) 2018 2019 2020e 2021e
Income Statement

Net Interest Income 2,164 622 1,444 2,165
Net Fee Income 3,468 3,988 4,786 5,503
Administrative Expenses 6,851 8,449 10,138 11,963
Pre-Tax Profit 2,812 2,271 2,418 2,774
Income Tax 754 522 604 693
Net Income 2,051 1,759 1,823 2,090
ROA 2.4% 2.2% 1.9% 1.8%
ROE 20.3% 18.2% 15.7% 15.0%
Efficiency Ratio 50.6% 47.2% 47.2% 46.0%
Balance Sheet

Cash 8,833 10,158 10,666 11,199
Securities 19,288 22,181 25,508 29,334
Loans 43,567 39,210 47,836 57,403
Total Assets 84,562 81,179 97,415 116,898
Deposits 29,308 31,652 37,983 44,819
Financial Liabilities 39,866 36,995 42,790 49,208
Total Liabilities 74,470 71,492 85,790 102,948
Shareholders' Equity 10,091 9,688 11,625 13,950

Source: Own elaboration based on market data and information provided by the company.
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Quarterly Financial Statements

(ARS M) 2Q19 1Q19 2Q18 QoQ YoY
Income Statement

Net Interest Income 171 162 733 5% -T7%
Net Fee Income 1,086 900 923 21% 18%
Administrative Expenses 2,242 1,943 1,614 15% 39%
Net Income 616 36 481 1587% 28%
ROA 2.0% 1.8% 2.4% 19 bps -38 bps
ROE 16.6% 15.8% 22.6% 75 bps -600 bps
Efficiency Ratio 48.5% 46.3% 57.2% 215 bps -871 bps
Balance Sheet

Cash 7,976 6,862 6,262 16% 27%
Securities 20,360 21,519 16,322 -5% 25%
Loans 39,414 41,456 45,148 -5% -13%
Total Assets 83,822 85,259 81,717 -2% 3%
Deposits 29,617 28,974 26,871 2% 10%
Financial Liabilities 38,355 40,615 39,154 -6% -2%
Total Liabilities 73,328 75,141 72,688 -2% 1%
Shareholder's Equity 10,271 9,906 8,719 4% 18%
Equity / Total Liabilities 14.0% 13.2% 12.0% 82 bps 201 bps
NPL / Total Loans 13.3% 11.9% 4.5% 140 bps 880 bps
LLR /NPL 52.2% 51.9% 76.5% 30 bps -2430 bps
Exposure to Public Sector 22.7% 22.8% 17.3% -9 bps 539 bps

Source: Own elaboration based on market data and information provided by the company.
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The purpose of this report is to provide general information to the reader, and it is not intended as an offer, an invitation or solicitation of an offer for the purchase and sale of
any security or financial instrument mentioned in this report. This report has not been issued to provide the basis to make a credit evaluation or of any other kind.

Capital Markets Argentina S.A., Esmeralda 130, piso 5 (1035) Buenos Aires, Argentina. Tel. (54 11) 4320-1900, Fax (54 11) 4320-1935. Web Site: www.capitalmarkets.com.ar.
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*** Capital Markets Argentina S.A. (CMA) — Equity Research Disclosures ****
Analyst disclosures

The name of the person(s) responsible for the recommendations and information contained in this report is identified on the cover or last page of
the report. The functional job title of the person(s) responsible for the recommendations and information contained in this report is: Research
Analyst unless otherwise stated on the cover or last page of the report.

Regulation AC - Analyst Certification: Each Research Analyst(s) listed on the front or last page of this report, principally responsible for the
preparation and content of all or any identified portion of this research report hereby certifies that, with respect to each issuer or security or any
identified portion of the report with respect to an issuer or security that the Research Analyst covers in this research report, all of the views
expressed in this research report accurately reflect their personal views about those issuer(s) or securities. Each Research Analyst(s) also certifies
that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that
Research Analyst in this research report.

Each Research Analyst certifies that he is acting independently and impartially from CMA shareholders, directors and is not affected by any
current or potential conflict of interest that may arise from any CMA activities.

Analyst Compensation: The research analyst(s) primarily responsible for the preparation of the content of the research report attest that no part
of the analyst’(s’) compensation was, is or will be, directly or indirectly, related to the specific recommendations expressed by the research
analyst’s(s’) in the research report. The research analyst’s(s’) compensation is, however, determined by the overall economic performance of
CMA.

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on this report are employees of CMA. CMA refers to
Capital Markets Argentina S.A. and its affiliates, which is a non-US affiliate and entity under common control and ownership as well as Epic
Capital Securities Corp. (‘ECSC”) a SEC registered and FINRA member broker-dealer. Research Analysts employed by CMA, are not
registered/qualified as research analysts under FINRA/NYSE rules, may not be associated persons of ECSC or any other U.S. broker-dealer and
may not be subject to FINRA Rule 2241 restrictions on communications with covered companies, public appearances, and trading securities
held by a research analyst account.

Please refer to www.epiccapitalfl.com for further information relating to research and conflict of interest management.

Compensation and Investment Banking Activities

CMA or any of its affiliates have not managed or co-managed a public offering of securities for the subject company in the past 12 months. CMA
or any of its affiliates have not received compensation for investment banking services from the subject company in the past 12 months. CMA
or any of its affiliates do not expect to receive or intends to seek compensation for investment banking services from the subject company in the
next 3 months.

Market Making

CMA, at the time of this publication, does not make a market in Banco Hipotecario shares

Rating System

Stock ratings are based on the analyst’s expectation of the stock’s total returmn during the twelve to eighteen months following assignment of the
rating. This view is based on the target price, set as described below, and on the analyst’s opinion, general market conditions and economic
developments.
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As from August 23, 2018, the formula is:

Outperform: expected to perform above the underlying country index

Perform: expected to perform in-line with the underlying country index X

Underperform: expected to perform below the underlying country index

Distribution of Ratings

Covered companies with
Ratings Specific Rating
Outperform 24%
Perform 67%
Underperform 9%

Price Target

Unless otherwise stated in the text of this report, target prices in this report are based on either a discounted cash flow valuation or comparison
of valuation ratios with companies seen by the analyst as comparable or a combination of the two (2) methods. The result of this fundamental
valuation is adjusted to reflect the analyst’s views on the likely course of investor sentiment. Whichever valuation method is used there is a
significant risk that the target price will not be achieved within the expected timeframe. Risk factors include unforeseen changes in competitive
pressures or in the level of demand for the company’s products. Such demand variations may result from changes in technology, in the overall
level of economic activity or, in some cases, in fashion. Valuations may also be affected by changes in taxation, in exchange rates and, in certain
industries, in regulations. Investment in overseas markets and instruments such as ADRs can result in increased risk from factors such as
exchange rates, exchange controls, taxation, and political and social conditions. This discussion of valuation methods and risk factors is not
comprehensive — further information is available upon request.

Legal and disclosure information
Other disclosures

This product is not for retail clients or private individuals.
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The information contained in this publication was obtained from various publicly available sources believed to be reliable, but has not been
independently verified by CMA. CMA does not warrant the completeness or accuracy of such information and does not accept any liability with
respect to the accuracy or completeness of such information, except to the extent required by applicable law.

This publication is a brief summary and does not purport to contain all available information on the subjects covered. Further information
may be available on request. This report may not be reproduced for further publication unless the source is quoted. This publication is
for information purposes only and shall not be construed as an offer or solicitation for the subscription or purchase or sale of any
securities, or as an invitation, inducement or intermediation for the sale, subscription or purchase of any securities, or for engaging in
any other transaction. This publication is not for private individuals.

Any opinions, projections, forecasts or estimates in this report are those of the author only, who has acted with a high degree of expertise. They
reflect only the current views of the author at the date of this report and are subject to change without notice. CMA has no obligation to update,
modify or amend this publication or to otherwise notify a reader or recipient of this publication in the event that any matter, opinion, projection,
forecast or estimate contained herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn. The
analysis, opinions, projections, forecasts and estimates expressed in this report were in no way affected or influenced by the issuer. The author
of this publication benefits financially from the overall success of CMA.

The investments referred to in this publication may not be suitable for all recipients. Recipients are urged to base their investment decisions upon
their own appropriate investigations that they deem necessary. Any loss or other consequence arising from the use of the material contained in
this publication shall be the sole and exclusive responsibility of the investor and CMA accepts no liability for any such loss or consequence. In the
event of any doubt about any investment, recipients should contact their own investment, legal and/or tax advisers to seek advice regarding the
appropriateness of investing. Some of the investments mentioned in this publication may not be readily liquid investments. Consequently it may
be difficult to sell or realize such investments. The past is hot necessarily a guide to future performance of an investment. The value of investments
and the income derived from them may fall as well as rise and investors may not get back the amount invested. Some investments discussed in
this publication may have a high level of volatility. High volatility investments may experience sudden and large falls in their value which may cause
losses. International investing includes risks related to political and economic uncertainties of foreign countries, as well as currency risk.
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