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GRUPO ARGOS S.A.'s ORDINARY BONDS AND/OR COMMERCIAL 
PAPERS ISSUEANCE AND PLACEMENT PROGRAM 

 

INITIAL RATING 

Ordinary Bonds (Long-Term Debt) AAA Commercial Papers (Short-Term Debt) BRC 

1+ 

Figures in millions at 31 March 2014: 
Total Assets: $29,956,328. Liabilities: $10,358,180. 

Shareholders' Equity: $12,975,852. Minority Interest: 
$6,622,296. Operating Profit: $439,959. Net Profit: $121,084. 

Rating history: 

Initial Rating July/14: AAA, BRC 1+ 

*Represent consolidated Group figures. 
 

FEATURES OF BONDS: 
 

Securities: Ordinary Bonds 
Issuer: Grupo Argos S. A. 
Program Global Quota: One trillion Colombian pesos (COP $1,000,000,000,000). 
Series: 18 series will be offered: A, B, C, D, E, F, G, H, I, J, K, L, M, N, O, P, Q and R. 
Amount: Up to one million (1,000,000) Ordinary Bonds and/or Commercial Papers. 
Date of Issue To be defined. 
Placement Date: To be defined. 
Maturity Date: Between one (1) year and fifteen (15) years from the Date of Issue of the Ordinary 

Bonds.  
Features of bonds: 

 

Series 
 

Interest 
rate 

Openin

g or 

Closin

g 

Payment 

of 

Interest* 

 

Payment of 
Principal 

A Fix
ed 

- In arrears On maturity 

B FTD Opening In arrears On maturity 

C CPI Opening In arrears On maturity 

D CPI Closing In arrears On maturity 

E RBI Opening In arrears On maturity 

F RBI Closing In arrears On maturity 

G Fix
ed 

- In arrears Amortizable** 

H FTD Opening In arrears Amortizable** 

I CPI Opening In arrears Amortizable** 

J CPI Closing In arrears Amortizable** 

K RBI Opening In arrears Amortizable** 

L RBI Closing In arrears Amortizable** 

M Fix
ed 

- In arrears Payable in 
advance*** N FTD Opening In arrears Payable in 
advance*** O CPI Opening In arrears Payable in 
advance*** P CPI Closing In arrears Payable in 
advance*** Q RBI Opening In arrears Payable in 
advance*** R RBI Closing In arrears Payable in 
advance*** PCI annualized for the last 12 months 

RBI term one month N.M.A. 
*Periodicity to be defined in the public offer notice (monthly, quarterly, biannually and/or annually) 
**Partially and according to the nominal value of bond. 
***In full or in part, according to the strike price set in the relevant Public Offer Notice for each Issue. 

 
Warranties and precedence: Securities are not collateralized; consequently they are the Issuer's unsecured debt* 
General partner:  Depósito Centralizado de Valores S. A. 
Security Holders' Representative Alianza Fiduciaria S. A. 

 
 
 
 

2 of 33 
 

CAL-C-COR-FOR-05 R5 

mailto:abuitrago@brc.com.co
mailto:cmbaron@brc.com.co


Grupo Argos S.A.'s Ordinary Bonds and/or Commercial Papers Issuance and 
Placement Program 

Grupo Argos S.A. 

 

 
Structuring agent: Banca de Inversión Bancolombia S.A. Placement 
agents: Valores Bancolombia S.A. and other to be defined 

*Represent liabilities secured with all of company assets, and not with one (some) particular asset(s). 

 
FEATURES OF COMMERCIAL PAPERS: 

 

Securities: Commercial Papers 
Issuer: Grupo Argos S. A. 
Program Global Quota: One trillion Colombian pesos (COP 
$1,000,000,000,000). Series: Four series will be offered: A, B, C and 
D. 
Amount: Up to one million (1,000,000) Ordinary Bonds and/or Commercial Papers. 
Date of Issue To be defined. 
Placement Date: To be defined. 
Maturity: Over than fifteen (15) days and less than one (1) year as from the 

Date of Subscription of Commercial Papers. 
Features of bonds: 

 

Series 
 

Interest 
rate 

Openin

g or 

Closin

g 

Payment 

of 

Interest* 

 

Payment of 
Principal 

A Fixed - In arrears On maturity 

B FTD Opening In arrears On maturity 

C RBI Opening In arrears On maturity 

D RBI Closing In arrears On maturity 

BRI term one month N.M.A. 
*Periodicity to be defined in the public offer notice (monthly, quarterly, biannually and/or annually) 

 
Warranties and precedence: Securities are not collateralized, and  

consequently, they are the Issuer's unsecured debt. 
General partner:  Depósito Centralizado de Valores S.A 
Security Holders' Representative: Alianza Fiduciaria S. A. 
Structuring agent: Banca de Inversión Bancolombia S.A. 
Placement agents: Valores Bancolombia S.A. and other to be defined 

 

 

INTRODUCTION 

 
The purpose of Grupo Argos' 1   (GA) Ordinary Bonds 
and/or Commercial Papers Issuance and placement 
Program is:  1) provide 

Issuer with the required flexibility to tap on capital 
markets at times deemed pertinent in order to take 
advantage therefrom, 2) optimize the Group's 

capital structure via consolidation of its funding 
structure, and 3) provide tools that allow GA 
maintaining adequate financial planning in the future. 

 
This Program2 will have a global quota of one trillion 
pesos over a three-year term and may be  

 

 
1 BRC Investor Services have currently rated the Issuer AAA by 
means of certificate No. 632 dated 13 May 2014.  
2 As of the date of this report, the Program had already been 
approved by the Board of Grupo Argos (on 16 June 2014) and  
the approval by the Financial Superintendence was in process. 

placed in one or several issues made of one or several 
lots, which, in turn, may be paid on maturity, partially 
amortized or paid in advance, in full or in part, as 
defined in the relevant Public Offer Notices.  
Resources received through the Program will be used 
to leverage the Issuer's growth plan (including 
expansion), substitute financial liabilities and/or fund 
its short-term requirements; in no event more than 
10% of such resources will be intended for settling 
payables with the Issuer's related parties or 
shareholders.  

 
This report was prepared based on the consolidated 
financial statements of Grupo Argos (GA) given that, 
in contrast to the Holding's individual figures, these 
allow understanding the Issuer's and its affiliate's 
dynamics in a clear and thorough manner, and isolate 
to a greater extent the volatilities arising from the 
Group's strategic restructuring decisions and from its 
disinvestment transactions to fund its expansion plan.  
Nevertheless, for ease of reference for the reader, 
Attachment   1 shows 

 

A risk rating issued by BRC INVESTOR SERVICES S.A. -A Securities Rating Company- is a technical opinion and is not intended to constitute 
a recommendation to buy, sell or keep a certain investment and/or security, nor it implies a security payment guarantee, but an assessment 
on the probability that the principal and interests will be timely paid.  The information herein contained has been obtained from sources 
presumed to be reliable and truthful; consequently, we assume no responsibility for errors or omissions or for situations arising from the use 
of this information 
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both, consolidated and individual financial statements 
of Grupo Argos. Financial liabilities arising from the 
Program herein rated will rest on the Holding. 

 
It is worth mentioning that Situm has the condition of 
deputy administrator of the Group's properties 
intended for urban planning, construction and lease. 
For this reason the assets, revenues and cost of sales 
arising from its operation are not shown in its financial 
statements, since such values are individually 
included in GA's financial statements.  Consequently, 
the analysis of Situm's financial performance herein 
contained is based on a proforma exercise provided 
by the Rated party, assuming an accounting if the 
company would carry all operation-associated 
variables.  

 

 
1.   GROUNDS FOR RATING    

 
BRC Investor Services S.A. SCV's Technical 
Committee rated   AAA the Long-Term Debt 
(Ordinary Bonds) and BRC 1+ the Short-Term Debt 
(Commercial Papers) under Grupo Argos S.A.'s 
Ordinary Bonds and/or Commercial Papers 
Issuance and placement Program.  

 
It is made clear that the rating granted to this 
Program is extensive to all issues under the 
Global Quota, provided the features defined in the 
Issuance and placement prospectus, herein 
mentioned, are maintained and honored 

 
The clarity, soundness and consistency of the 
Strategic Plan that Grupo Argos S.A. (GA) has 
implemented since 2005 has been a vehicle to 
consolidate its position as one of the most 
important entrepreneurial groups all over the 
country3. This fact is reflected not only in the 
outstanding operating and financial performance 
of the cement industry (its traditional business) in 
Colombia during the past years, but also in the 
diversification of industry and country risks 
achieved by the Rated party through its 
participation in new industries and locations.  

 
3 According to the figures as of December 2013, Grupo Argos is 
the eighth-largest company in sales in Colombia.  Source: 
Semana Magazine "The 100 largest companies in Colombia", 
May 2014. 

 

Such factors, along with its subsidiaries' 
competitive advantage, its focus and 
consolidation strategy in existing markets and the 
ongoing revaluation of its non-strategic 
investment portfolio, are the main reasons that 
justify the ratings granted.  

 
Because of the strategic restructuring process 
implemented by Grupo Argos, in less than a decade 
the Rated Party moved from being an organization 
mainly in the cement industry and the Colombian 
market to have investments in five economic activities 
and important presence in other regions such as the 
United States of America, Central America and the 
Caribbean.  Thus, at March 2014 the Issuer's strategic 
portfolio by industry was made as follows: 1) cement, 
53% (Cementos Argos S.A.); 2) energy, 19% (Celsia 
S.A. ESP); 3) real estate property, 22% (Situm 
S.A.S.); 4) ports, 3% (Compas S.A.); and 5) coal, 3% 
(Sator S.A.S.). 

 
The most significant activities carried out by the Group 
as part of the restructuring process were: 1) The 
merger back in 2005 of all its cement companies 
under the name Cementos Argos; 2) the increase of 
its participation in the energy industry through the 
acquisition of shares of Celsia4 and EPSA5; 3) the 
acquisition of cement-related assets in the Southeast 
of the United States of America (2011 and 2014), in 
Honduras (2013) and in the French Guiana (2014); 
and 4) the incorporation in 2012 of Sator, Compas and 
Situm, resulting, in turn, from the divestment of some 
of the assets of Cementos Argos. 

 
The decision of the Rated Party to invest in the energy 
industry was the result of a detailed analysis whereby 
the following advantages were identified: 1) the 
complementarity with the cement industry; 2) the 
potential for growth and profitability it had in Colombia 
and Latin America; 3) the investment opportunities in 
the short term that allowed rapidly obtaining an 
important share of the local market; 4) reliability on the 
regulatory framework; and 5) the industry's cash 
generation.  

 
As shown in Chart 1, the strategy implemented by the 
Issuer has allowed it: 1) to mitigate, by way of entry 
into new markets, the impact on its operating 

 

 
4 During 2008, 2009 and the first quarter of 2014. 
5 Empresa de Energía del Pacífico S.A. E.S.P. Celsia (formerly 
Colinversiones) made the acquisition in March 2010. 
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revenues 6 of Colombian economic cycles (reflected 
on the GDP) and 2) to reduce, through active 
investment in other industries, the Group's 
dependence on the cement business. These two 
aspects result in the lower participation of domestic 

sales and of cement sales in the total of GA's 
consolidated revenues, which went from 100% in both 
cases in 2005, to 66.85% and 63.43 in March 2014, 
respectively. 

 
Chart No.1: Growth of National GDP, Construction 
GDP and Cementos Argos' and Grupo Argos' 
Revenues  

 
Source: Banco de la República and Grupo 
Argos. 

 
In its two main businesses (cement and energy), 
Grupo Argos has positioned itself as one the most 
important players in the markets it serves, a 
situation that will continue in future considering: 
1) its experience and knowledge of these 
industries; 2) Celsia's and Cementos Argos' 
distinctive attributes (described below); 3) the 
plan implemented by these companies to keep 
their market share; 4) the ongoing search for 
expansion opportunities in their area of influence; 
and 5) the existing entry barriers in these 
industries (Detail in section No. 4). 

 
 
strategy; 2) the verticality of its operation8, mainly 
based on the strategic location of their plants; 3) 
the strong distribution and logistics network; 4) the 
broad portfolio of products and solutions tailored 
to meet customer's needs; and 5) the 
implementation of sales strategies differentiated in 
accordance with the target market9. The position 

reached by the company in the markets it serves is 
remarkable given that its consolidation as a multi-
national company is recent as compared to its main 
regional competitors.  

 
Cement plants in CA are strategically located, close to 
mineral reservoirs and port assets that the company 
owns and operates, and close to the most important 
and dynamic consumption centers in the countries it 
serves.  Such characteristic allows this subsidiary to 
keep ongoing control over its critical inputs (limestone, 
transportation and energy10), offer its products at 
competitive costs and adequately satisfy the internal 
demand of locations where it is present, while 
maintaining adequate capacity to export to close 
markets. The latter aspect is a competitive advantage 
against its peer group. 

 
The complementarity of Celsia´s three business 
lines (generation, distribution and 
commercialization) together with the 
diversification of its generation technologies 
between thermal assets and hydric assets, are 
facts that contributed to its reaching a relevant 
position in the Colombian energy market and 
mitigating the impact of the change in the 
hydrology contribution to its revenues, a 
characteristic that differentiates it from other 
industry players. 
 
In the Colombian market, Celsia and 11 its 
subsidiaries occupy the fourth position in the 

   

  
 

As of March 2014, Cementos Argos (CA) was the 
fifth producer of cement and concrete in Latin 
America7, a position reached in less than one 
decade and which is the result of: 1) the 

 

 
6 Relate to revenues arising from the Group's strategic 
investments. 
7 By regions, CA was the leading company in the Colombian 
market, the second cement producer and the third concrete 
producer in the Southeast of the United States of America, and 
one of the top cement companies in Panama and the Caribbean.  

8 Attachment No. 3 shows the cement and concrete  
production process flowchart. 
9 In emerging economies, the market demand is focused on 
cement bags, while developed economies require more concrete 
given the higher industrialization of the construction process.  
10 The participation of these three inputs in the average 
production cost of one ton of cement is 50%.   The remaining 
50% is mainly made of: plant maintenance (9%), labor (3%) and 
administration  
and sales expenses (11%). 

11 Celsa owns 100% of the Celsia S.A. E.S.P. Free Trade Zone and 

50.01% of the shares of EPSA through Colener S.A.S. 
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generation activity and the fifth in the distribution 
activity. As evidence in Table No. 1, different from its 
competitors, Celsia's technology park is balanced 
between thermal plants (44%) and hydric plants 
(56%), with the option to switch dispatches according 
to the hydrological season, in such a way as to 
generate revenues both in dry seasons and in 
seasons with great hydric component.  

 
Between March 2013 and March 2014, the Rated 
Party's consolidated revenues increased by 
14.58%, above this item's average growth between 
2011 and 2013 (12.21%). Continuance of this 
dynamics responds to the good performance and 
positioning of the cement and energy businesses 
in the regions where they participate, and to the 
acquisition of new cement-related assets in the 
South of the United States of America and in 
Central America.  

 
Even if the expectations of the industries where 
the Issuer participates are favorable, the Rated 
Party's consolidated revenue average projected 
growth between 2014 and 2016 is lower than the 
average for the last three years (9.83% against 
12.21%). Given that the Group's strategy, even if 
coherent, has been aggressive in terms of 
expansion and debt, the decision of the Rated 
Party to consolidate its operation in the markets it 
currently serves rather than making new 
significant acquisitions within its area of influence 
with the relevant debt, takes on particular 
importance. In this sense, relevant changes in this 
matter might involve, in future, modification of the 
rating granted.  

 
A situation that will be subject to monitoring during the 
following reviews of the rating is the impact that the 
merger of the world's largest cement companies 
(Holcim and Lafarge) announced in April 2014 will 
have on the cement business. On the one hand, even 
if it is expected that during the next three years these 
two companies focus on reaching the operating 
synergies they have foreseen as a result of this 
transaction, in the long term they could turn to be a 
stronger player in the locations where CA currently is 
present.  On the other hand, the potential sale of 
cement-related assets that these two companies will 
have to undertake to formalize their merger and meet 
mandatory market participation limits could bring 
along new investment opportunities for the Group in 
its strategic zone.  Decisions to be made regarding 

this subject will be monitored to include their impact 
on the rating. 

 
It is important to mention that, given its recent 
incorporation and current conditions of the 
relevant sectors, the developing business of 
Grupo Argos (coal, ports and real estate) are 
undergoing a strategic definition process to 
identify the best way to maximize their future 
contribution to the growth of the Organization.  
Activities arising from such process will result in 
the strengthening of the Rated Party's industry 
risk diversification.  

 
Cementos Argos is the most representative affiliate of 
the Rated Party with a participation of 64.27% in total 
consolidated revenues, as an average between 2011 
and March 2014. Even if the cement company's sales 
behavior during such period (annual average increase 
of 18.01%) is affected by acquisitions made in the 
United States of America and Honduras, we must 
highlight: 1) the dynamics of the construction industry 
in Colombia, where revenues increased at an annual 
average of 14.55%; the gradual recovery of sales in 
the United States of America, after the financial crisis 
of 2008; and 3) the outstanding growth of the 
construction activity in Panama, mainly supported on 
the enlargement of the inter-oceanic canal located in 
that country.  

 
The growth trend of CA's revenues would be 
maintained at the closing of 2014, and during 2015 
and 2016 as result of: 1) housing-related monetary 
and tax stimuli granted by the Colombian government 
and its higher public investment in infrastructure 
during the next years12, 2) the potential for growth 
evidence in Florida (USA) and in Honduras given its 
low cement consumption rate per capita and new 
infrastructure projects being  developed in these 
zones; 3) the strengthening of airport and road 
networks that Panama is planning to undertake in 
order to supplement the enlargement of the canal and 
turn the country into a multimodal logistics center of 
prime importance; y 4) the effect of the acquisitions 
during the 

 

 
 

12 According to information released by the Ministry of Transport 
and the National Agency for Infrastructure, the Colombian 
government expects to invest $47.25 trillion in road infrastructure 
projects under 4G new concession agreements between 2014 
and 2018.  
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first quarter of 201413  of cement-related and concrete-
related assets from Vulcan Materials in Florida and 
Georgia (USA) and from Lafage in the French Guiana. 
Such transactions, that will be formalized as soon as 
authorization from the relevant bodies is obtained, will 
significantly increase the installed capacity of the 
cement company in those locations and will provide 
more flexibility to handle the operation in USA and the 
Caribbean. 

 
Celsia's and its subsidiaries' portfolio of thermal and 
hydric generation assets allowed gaining in 2013 the 
benefits of higher electric power prices from the dry 
season and reaching during that year a 17.66% 
growth of its consolidated revenues, the highest in its 
history.   A 1.96% reduction in this subsidiary's sales 
was observed between the first quarter of 2013 and 
the same period of 2014, explained by the increased 
water inflow during February and March 2014 and by 
the completion of some gas trading agreements.  
Even if such behavior is consistent with the 
normalization of revenues anticipated by Celsia for 
the closing of 2014, 2015 and 2016 (annual decrease 
average of 1.22%), these forecasts might be 
conservative taking into consideration the greater 
probability that El Niño phenomenon happens during 
the second half of 2014.  

 
One of the relevant facts related with the energy 
business was the decision of Grupo Argos and Celsia 
not to participate in the sale of Isagen S.A. E.S.P. On 
the grounds of the cost-benefit analysis and the 
capital market conditions, the Rated Party and its 
subsidiary determined that such transactions did not 
meet the value-generation expectations for their 
shareholders, and, consequently, they withdrew from 
the privatization process. Although such decision 
reduces Celsia's inorganic growth possibilities in the 
medium term, Grupo Argos maintains its decision of 
continue participating actively in the power industry.  

 
During 2013 and the first quarter of 2014, the coal 
business showed important recovery with sales 
growth of 12.54% and 78.35%, respectively, 
percentages higher than those obtained in 2012 (-
11.89%). 

 

This is an outstanding result considering the fall in the 
coal price during such year14, the difficulties 
underwent by the sector and the Bijao mine operation 
difficulties. The high level of informality of the mining 
sector in Colombia, changes in the regulations and 
the gradual substitution between gas and coal, are 
factors that may continue affecting the performance of 
Sator in the medium term.  Facing this scenario, the 
Group is analyzing the possibility to reorganize the 
business in such a way as to generate higher added 
value to the Holding. 

 
Following the merger of GA's assets and Southern 
Port Holding Inc. in December 2012, Compas has 
focused on the development of projects aiming at 
consolidating its operations in Colombia and USA. 
Such measures, along with the increased dynamics of 
crude oil exports would allow the entity to maintain the 
positive trend of sales evidence at March 2014 
(35.03% growth) and reverse the decreased shown in 
December 2013 (1.25%). 

 
By 2016 Compas expects to consolidate as the single 
multipurpose port network in Colombia with terminals 
on both oceans; such goal is deemed possible given 
the strategic partnerships entered with traditional 
companies in this business, the expected growth of 
Colombian economy and the mining-energy sector, 
the entry into force of various free-trade agreements 
between Colombia and other countries, and the 
progress evidence in the Aguadulce project.  

 
Although the participation of revenues arising from the 
real estate business (Situm) at March 2014 was still 
minimum (1.40%), it increased significantly as 
compared to that at December 2013 (0.83%). This is 
the result of the growth of sales in this company, which 
reached $28,577 million, thirteen times more than 
those at the closing of 2013 ($2,173 million).  This 
positive behavior would be maintained due to: 1) the 
development of the real estate income segment; 2) 
the increased number of town planning projects that 
the Rated Party is arranging in Barranquilla; and 3) 
the expected  

 
13 The increase in the revenues of CA at March 2014 was 
18.34% and includes in full the results of the Honduran operation 
and 24 days of the results from Vulcan Materials assets.  

 
14 According to the World Bank's statistics, the price of 
Colombian coal went from 81.5 dollars per metric ton in 2012 to 
66.62 dollars in March 2014. 
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impact on the real estate sector of measures enacted 
by Law 1673 of July 201315. 

 
The effectiveness of the measures implemented 
by the Group and its subsidiaries, aimed at 
decreasing costs and expenses and generating 
operating synergies, along with positive 
revenues, resulted in the increase of 11.35% in the 
consolidated EBITDA for the first quarter of 2014, 
exceeding the average EBITDA margin obtained 
between 2011 and 2013 (28.17% against 24.52%).  
In the next three years (2014-2016), the Rated 
Party would maintain a consolidated EBITDA 
margin similar to that of 2013 (25%), as a result of: 
1) low volatility of Cementos Argos' profitability 
ratios, explained by its geographical 
diversification and operation verticality; 2) 
Celsia's flexibility facing adverse changes in 
weather conditions, resulting from its 
technological park; 3) the foreseen recovery of 
American economy; 4) synergies expected from 
the operating and cultural integration of the recent 
acquisitions by Cementos Argos in USA, 
Honduras and French Guiana; and 5) the higher 
margin to be generated by the new businesses 
currently being carried out in Panama.  

 
The profitability of the energy business (which 
participation in the consolidated EBITDA at March 
2014 was 35.87%) is higher than that obtained from 
the cement investments (which contribute 40.53%), 
fact reflected in the EBITDA margin generated by 
each business line for the first quarter of 2014 
(39.97% against 20.12%, respectively).  
Notwithstanding the above, we must highlight that 
despite of the fact that cement business revenues 
have shown a volatile behavior between 2009 and 
March 2014 (reflected in a CV16  of 1.16 times for this 
period), CA's participation, both in developed and 
emerging economies, has allowed it to balance the 
cyclic fluctuations of individual markets and maintain 
a steady EBITDA margin (CV of 0.05 times). 

 
During 2013, Cementos Argos had an outstanding 
financial performance resulting in its EBITDA's growth 
of 23.62% during such year, the highest in the history 
of the company.  

 

 
15 This Law defined the rules to exercise the appraisal activity 
and the parameters applicable to the purchase and sale of 
housing, administration of condominiums and leasing.  
16 Variation coefficient. 

($978,108 million). This positive trend was maintained 
as of March 2014 (12.27% increase), and resulted 
from: 1) The growth of demand in the USA, region 
which for the first time after the 2009 crisis reported 
positive EBITDAs in 2013 and first quarter of 2014 
(US$14 million and US$4 million, respectively); 2) the 
lower volume of cement dispatches to the consortium 
in charge of the enlargement of the Panama Canal 
(project which EBITDA is lower than that obtained in 
other cases); and 3) the reduction of CA's production 
cost of one tone of cement, of 2% in real terms.  The 
latter achievement, in turn, resulted from: 1) increased 
energy efficiency from the use of gas and alternative 
fuels at their plants; 2) decrease of 2.4 percentage 
points of the clinker/cement factor17; 3) the 
optimization of logistic costs; and 4) the improvement 
in three percentage points of the kiln reliability18 

coefficient. 

 
In 2003, the thermal plants increased their 
participation in total energy generated by Celsia, 
which required increased consumption of gas and fuel 
as compared to prior years; this meant that, together 
with the price increase for the electric power price, the 
company's consolidated cost of sales grew by 
17.45%. Even if this behavior reversed during the first 
quarter (this item was reduced by 7.26%), for the 
closing of 2014 a new increase in the cost of sales is 
expected, arising from the increased thermal 
generation required by El Niño phenomenon during 
the second quarter of 2014. Thus, for the closing of 
such year, the EBITDA margin would be similar to that 
of 2013 (36.31%). 

 
As noted for 2013, there were two situations that had 
a strong effect on Celsia's profitability: the correct 
management of their generation assets and the 
provision of gas for their thermal power plants (which 
as of December 2013 represented 25% of the 
consolidated costs). The dynamics of hydric 
contributions in the country and the effectiveness of 
the measures implemented by the company to  

 
 

17 Indicator that measures the proportion of clinker in one ton of 
cement. Clinker is the material obtained from the burning process 
of a mix of clayed limestone and other substances. See 
Attachment No. 3 - Cement production process flowchart. 
18 Calculated as: number of dead hours / number of operating 
hours 



Grupo Argos S.A.'s Ordinary Bonds and/or Commercial Papers Issuance and 
Placement Program 

Grupo Argos S.A. 

A risk rating issued by BRC INVESTOR SERVICES S.A. -A Securities Rating Company- is a technical opinion and is not intended to constitute 
a recommendation to buy, sell or keep a certain investment and/or security, nor it implies a security payment guarantee, but an assessment 
on the probability that the principal and interests will be timely paid.  The information herein contained has been obtained from sources 
presumed to be reliable and truthful; consequently we assume no responsibility for errors or omissions or for situations arising from the use 
of this information 

9 of 33 

 

 

 

mitigate the risk arising from its dependence on gas 
will be subject to monitoring by the Rating Agency. 

 
Margins generated by Compas and Situm are higher 
than those generated by Celsia and CA; however, the 
EBITDA for those businesses, together with that of 
Sator, represents less than 2% of the consolidated 
EBITDA of the Rated Party as of March 2014. 
Although the future expectation of growth for these 
industries is high, the revenues generated would 
continue small as compared to the cement and energy 
businesses, reason why no significant changes are 
expected in such participation for the next years.   

 
Due to the nature of its operation, CA's net working 
capital requirements (KTNO19) are higher than those 
of other of Group's business lines and were 
equivalent, as an average, to 0.96 times the EBITDA 
of such company between 2010 and March 2014. 
Nevertheless, it is worth mentioning that, because of 
the actions implemented by this subsidiry to improve 
its collection of receivables and optimize inventories, 
the cash cycle moved from 44 days in 2011 to 33 days 
in 2013. According to CA's forecasts, between 2014 
and 2016 this variable would be slightly impaired until 
the operating and logistic integration of the recently 
acquired cement-related assets.  

 
Celsia's technological diversification and the 
impossibility of storing power result in low 
requirements of KTNO (equivalent to 16.99% of 
EBITDA generated at March 2014) and a more 
efficient cash cycle (3 days as of December 2013). 
During the next three years, the subsidiary would 
leverage in a higher proportion with suppliers, due to 
increased advance payments and accounts payable 
required to develop some generation and distribution 
projects and for the construction of Porvenir II20, 
without any liquidity risk being identified as result of 
this situation.  

 

 
 

19 Calculated as: short-term debtors + inventories - short-term 
suppliers. 
20 This will be a "dam-toe" power station with a generation 
capacity of 352 MW. Its estimated cost is $1.35 trillion; it will 
begin operation in 2018, will be funded with own resources and 
currently is in the design stage and waiting for the approval of the 
relevant license authorizations by the Environmental License 
National Authority (Autoridad Nacional de Licencias Ambientales 
- ANLA). 

Regarding other businesses, Sator has maintained an 
increasing KTNO during the last three years due to 
the increase in its accounts receivable to support its 
increased revenues.  On its part, Compas has 
leveraged increasingly with suppliers, given the many 
enlarging projects their ports are undergoing.  As 
regards Situm, the nature of its operations calls for 
high inventories (land and buildings), so its KTNO is 
always positive.  

 
Between 2010 and March 2014, at a consolidated 
level Grupo Argos has generated increasing and 
sustained own resources, to comfortably cover its 
KTNO requirements.  However, the aggressive 
expansion strategy implemented by Cementos 
Argos during this period has resulted in the Rated 
Party's CAPEX requirements to exceed its 
operating cash flow, resulting not only in negative 
free cash flows but also in a significant increase 
in the Group's total indebtedness.  Thus, the 
Rated Party's gross debt / EBITDA ratio went from 
2.35 times in  

2009 to 3.81 times as of March 201421, reaching 
important peaks of 4.03 times and 4.12 times in 
2011 and 2012, respectively.  

 
It is worth mentioning that between December 
2013 and the first quarter of 2014, GA's 
consolidated financial obligations had an 
outstanding increase (28.61%) resulting from 
credits taken on by Cementos Argos to fund the 
acquisition of cement-related assets from Vulcan 
Materials in Florida and Lafarge in Guiana.  This 
way, the Group's gross debt / EBITDA ratio went 
from 3.05 times in December 2013 to 3.81 times in 
March 2014 (see Attachment No.  2) and the Rated 
Party foresees it will reach 3.29 times as of the 
closing of 2014. For 2015 and 2016 this ratio would 
be around 2.47 times due to expected increase in 
the EBITDA, the lower CAPEX of the Group 
(particularly CA), and the amortization of the debt.  

Although GA's indebtedness ratios exceed those 
of companies with a similar risk rating, in the 
opinion of BRC the risk  

 
 

21 This calculation is based on the annualized EBITDA (EBITDA 
Mar/14 + EBITDA 2013 - EBITDA Mar/13). 
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arising from this situation is partially mitigated by: 
1) The strategic nature of investments; 2) the 
financial flexibility of the Rated Party gained from 
its experience and history in the securities market 
and the stock market; 3) the possibility of the 
Organization to use its cash available and sell 
assets to obtain resources without jeopardizing 
its operation; and 4) the size, liquidity and 
ongoing reappraisal of its non-strategic 
investments portfolio.   Upon discounting cash and 

tradable investments, total consolidated financial 
liabilities as of March 2014 would decrease from $7.49 
trillion to $5.97 trillion and the debt / EBITDA ratio 
would go from 3.81 times to 3.04 times for the same 
cutting off date.  For the closing of 2014 and for the 
period 2015-2016, this ratio would reach 2.85 times 
and 2.17 times, respectively. 

 
Grupo Argos and its most important subsidiaries 
(Celsia and Cementos Argos) are open stock 
corporations listed in the Colombia Stock Exchange 
(Bolsa de Valores Colombia - BVC) for more than 10 
years.  This situation has eased their access to the 
securities market to obtain resources through the 
issue of shares, both common and preferred, and has 
allowed strengthening their corporate governance 
policy.  

 
Recent action taken by the Rated Party and its 
subsidiaries to obtain resources in the securities 
market include: 1) The issue of Cementos Argos' 
preferred stock in amount of $1.6 trillion in 2013 and 
a Ordinary bonds and Commercial papers issue 
program with a global quota of $1 trillion in March 
2012; 2) the placement of Ordinary bonds in amount 
of $800,000 million in 2013 by Celsia; and 3) the issue 
in 2012 of bonds convertible into shares (Boceas) in 
amount of $750,000 million and Commercial papers 
in amount of $200,000 million. 
 
As part of the ongoing monitoring by the Group's 
Senior Management seeking to improve its capital 
structure, the Rated Party will request 
authorization from the Financial Superintendence 
to issue and place a Ordinary Bonds and/or 
Commercial Papers Program up to $1 trillion, 
which would provide it with flexibility to raise 
liquidity on the capital market as required to seize 
existing opportunities.   Pursuant to the press 
release by 

 

GA on 16 June 2014, such resources would be 
mainly devoted to substitute financial liabilities; 
this is a positive aspect that would allow improving 
the financial conditions and the term of its existing 
debt.  

 
Although if the results of the stress scenarios 
developed by the Rating company show adequate 
capacity of Grupo Argos and its subsidiaries 
companies to honor short-term and long-term 
liabilities arising from the Program even under 
adverse conditions, the realization of the forecast 
submitted by the Rated Party in terms of 
profitability and indebtedness will be subject to 
monitoring by BRC. Significant changes in those 
aspects might result in changes to the rating 
granted.  

 
An important source of funds for the Rated Party is its 
non-strategic investments portfolio, which as of March 
2014 reached $6.9 trillion or 23.08% of total of GA's 
assets.  Such portfolio is made of stock interest in 
Grupo Sura, Grupo Nutresa and Bancolombia, 
companies that have proven consistent positive 
operating performance during the past years, which 
reflects in the share price and high tradability22 (Chart 
No.   4). 

 
As informed by Cementos Argos, following the 
acquisitions during the first quarter of 2014 (which 
cost amounted to US$790 million, approximately), the 
company's CAPEX for the remaining of the year and 
for 2015 would stabilize around US$350 million p.a. 
and would be focused on the enlarging and 
modernization of existing power plants, the 
construction of a distribution center in Cartagena and 
the replacement of the mixers fleet. 

 
As regards the CAPEX for other business, between 
2014 and 2016, the Group's decision not to participate 
in the sale of Isagen would have two effects: 1) 
Celsia's investment plan would remain focused on 
such organic growth projects as planned in the 
country, the most important and challenging being the 
construction of Porvenir II, and 2) the Rated Party 
would have a greater availability of resources to

 22 Pursuant to Circular Letter 54 of 2014 issued by the Financial 
Superintendence of Colombia, the Stock Tradability Index of 
these shares falls in category IV: High Tradability. 
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accelerate already identified investments in the real 
estate business (thus reducing its Situm-related debt 
requirements for the next years) and complete the 
construction of the Aguadulce project in 
Buenaventura by Compas.  

 
As of March 2014, the Group's consolidated debt 
amounted to $7.49 trillion (57.71% of equity) and was 
made as follows: domestic banks (33.91%), foreign 
banks (8.32%), bonds (45.05%), Boceas23 (7.80%) 
and other liabilities (4.91%). By company, Cementos 
Argos participated with 52.94%, Celsia with 24.10% 
and Grupo Argos individually with 20.40%. According 
to information provided by the Rated Party, the 
covenants required by some creditors regarding 
credits outstanding as of the first quarter of 2014 were 
fulfilled to satisfaction. 

 
The exchange exposure risk of Grupo Argos (arising 
from its liabilities in foreign currency and from foreign 
revenues and procurement) is mitigated two ways:  1) 
with the natural coverage from the administration of 
the gap between assets and liabilities denominated in 
US dollars (which allowed coverage of approximately 
98% of the exposure in 2013), and 2) by contracting 
financial derivative instruments from time to time, 
based on the ongoing analysis of the dynamics of the 
exchange rate and the development and forecast of 
export sales.  

 
Although investments made in the Rated Party's 
cement business have resulted in a temporary 
decrease of its consolidated free cash flow between 
2010 and 2013 (average -$425,729 million24), 
dividends declared during the past years by Grupo 
Argos and by its main subsidiaries (Cementos Argos 
and Celsia), have continued growing above inflation 
for such period.  According to the forecast provided by 
the Rated Party, no significant changes are foreseen 
in this respect and the dividend distribution policy 
would be maintained, according to the Group’s and  

 
 
 

23 It should be made clear that the service of debt arising from 
these bonds only relates to interest, since, given its nature, they 
must be compulsorily converted into shares not later than 
November 2015.  
24 Net cash after investment activities as included in the 
Consolidated Statement of Cash Flows is used as an 
approximation. 

its subsidiaries' cash requirements. 
 

As informed by GA, during 2013 and the first quarter 
of 2014 there were no inspection calls by controlling 
entities that resulted in warnings or fines, nor 
convictions in criminal trials, nor administrative, 
contentious or civil penalties imposed by national, 
departmental or municipal authorities.  As of 31 March 
2014, consolidated Grupo Argos had registered 
provisions for contingencies amounting to $223,040 
million, which were valued using the cost method and 
represent 1.72% of the Rated Party's equity. 

 

 
2. OPPORTUNITIES AND THREATS 

 
What could maintain the rating 
BRC identified the following situations that would help 
maintaining the current rating: 

 
Continuation of the positive trend of leveraged 
Cementos Argos' revenues, mainly regarding its 
current operations and not new acquisitions.   

 
Consolidation of positive profitability results in the 
cement business in the US region. 

 
The scope of operating synergies expected by 
Cementos Argos because of its new acquisitions in 
USA, Honduras and Guiana. 

 
The consolidation of Celsia's diversified generation-
assets management model in the Colombian market.  

 
The effectiveness of the strategies implemented by 
Grupo Argos to develop the coal, real estate and port 
businesses. 

 
Use of Program resources to substitute Grupo Argos' 
current financial liabilities individually. 

 
Reduction in current indebtedness levels. 

 
 

What could change the rating downwards 
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BRC identified the following improvement and/or 
monitoring situations regarding the company and/or 
the industry that could undermine the current rating: 

 
New acquisitions by Cementos Argos requiring 
significant increase in its debt / EBITDA ratio.  

 
Increase of indebtedness higher than the generation 
of own resources. 

 
Political and economic situation in some of the 
countries served by the Group that result in 
impairment of those markets.  

 

 
3. ABOUT THE ISSUER AND ITS 

ACTIVITY 

 
Grupo Argos S.A. was incorporated in 1934 and, 
pursuant to its corporate strategy, it invests in 
industries related with economic development in order 
to diversify the risks attached to each of them and be 
sustainable from the economic, environmental and 
social standpoints.  As of March 2014, the Holding 

actively participated in the cement, energy, port, coal 
and real estate businesses (Chart No. 2). 

 
Chart No. 2: Composition of the Strategic 
Investments portfolio of Grupo Argos as of March 
2014 

 
Source: Grupo Argos. The value of each investment is estimated 
based on market capitalization for listed companies and 
according to the general terms of the divestment for other assets 
carried out in 2012. 

 
The Rated Party belongs to the Grupo Empresarial 
Antioqueño – GEA, one of the larger economic 
conglomerates, and maintains important interest 
participation in Grupo Sura (35.2%), Grupo Nutresa 
(9.8%) and Bancolombia (2.5%).  Such investments 
are non- strategic and have been one of the 
alternative sources of financing used by GA during the 
last

years given its positive performance (Chart No. 4) and 
high liquidity. 

 
Chart No. 3: Composition of the Non-Strategic 
Investments portfolio of Grupo Argos as of March 
2014 

 
Source: Grupo Argos. The value of each investment has been 
estimated based on the share price as of December 2013. 

 
Chart No. 4: Development of Sura, Nutresa and 
Bancolombia shares 

 
Source: BVC. Chart: BRC. 

 
As result of the GEA entrepreneurial model25, the 
largest shareholders of Grupo Argos are, in turn, 
Grupo Sura (35.71%) and Grupo Nutresa (12.37%). 
The remaining 52.1% of shares is distributed among 
retirement pension funds and minority shareholders, 
given the Rated Party's participation in BVC (Chart 
No. 5). GA shares have maintained a relatively steady 
price over the last four years (Chart No. 6) and have 
been classified as high tradability.  

 
__________________________ 
25Such model is based on the coalition of companies under 
common economic goals which, to maintain control, have crossed- 
equity participation.
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Chart No. 5: Shareholding structure of Grupo 
Argos 

 
Source: Grupo Argos. Relates to common stock. 

 
Chart No. 6: Development of Grupo Argos, 
Cementos Argos and Celsia* common stock 

 
Source: BVC. Includes information up to 31 March 2014. 
* Celsia data is included as from April 2010 upon Colinversiones 
divestment. 

 
Grupo Argos' organizational structure is headed by 
the Assembly of Shareholders, which holds its 
ordinary meeting once a year. Next, is the Board of 
Directors, made of seven members, none of whom is 
a Group employee and five are independent 
members.  The Board meets every two months, and 
the Assembly elects its members for two-year periods. 

 
Individual Financial Statements - Grupo Argos 

 
Holding revenues are of two kinds: 1) recurring (equity 
method, dividends and real estate business), which 
reached $194,489 million as of March 2014 and 
represent 86.11% of this item's total; and 2) non-
recurring (sale of investments), which participated  

with the remaining 13.89% and amounted to $28,577 
million. 

 
Between 2010 and the first quarter of 2014, the growth 
of individual GA's total revenues presented high 
volatility (CV of 16.78 times), which, in turn, was 
reflected in the Holding's profitability ratios.  Such 
volatility arises from three events: 1) drastic changes 
in non-recurring revenues, resulting from GA 
disinvestments to fund its CAPEX requirements; 2) 
extraordinary profits declared by Cementos Argos in 
2012 amounting to $277,000 million; and 3) recovery 
of the provision arising from the settlement of a legal 
proceeding with DIAN by Celsia in 2013, which 
generated extraordinary gains of $115,000 million.  

 
Between 2014 and 2016, individual GA would receive 
dividends from its controlled and non-controlled 
subsidiaries amounting to an average similar to that of 
2013 ($200,000 million). The behavior of revenues 
from the sale of investments is uncertain in as much 
as they respond to the Group's specific needs for 
resources. 

 
Holding's assets are made of the Rated Party's non-
strategic investments portfolio and Situm's lands and 
constructions in progress (95.32%). As of March 
2014, individual GA was liable for financial liabilities 
amounting to $1.53 trillion, equivalent to 10.72% of its 
equity and made of debt to private banks and Boceas. 

 
Main subsidiaries 

 
The financial statements of Grupo Argos as of March 
2014 consolidate the results of 59 companies, of 
which the most representative in terms of revenue are 
the following: 

 
Cementos Argos S.A. 

 
Is the oldest subsidiary of the Group, with an eighty- 
year’s history. Its primary corporate purpose is the 
exploitation of the cement industry and the 
manufacturing of cement and any other materials 
made of limestone and clays, as well as the survey, 
exploration and exploitation of all kinds of materials 
used in the manufacturing industry.  
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The company has two business units (cement and 
premixed concrete), which participation in the 
company's revenues at December 2013 was 56.5% 
and 42.6%, respectively.   It has operations in twelve 
countries, exports to thirty geographical locations and 
is the leading cement company in the Colombian 
market, the second cement-producer in the Southeast 
of the USA, the third largest producer of concrete in 
that country and one of the two main companies, by 
volume sold, in the Caribbean and Panama.  

 
CA's corporate strategy is focused on complying with 
its value proposition (provide products and solutions 
tailored to satisfy its customers' needs), so the cement 
is no longer regarded only as a commodity. This 
strategy has seven priorities: 1) the consolidation and 
expansion of its operations; 2) capital structure; 3) 
organizational excellence; 4) strategic projects 
(enlarging and technological renewal of existing 
plants); 5) standardization of its regional locations' 
operating models; 6) innovation; and 7) 
sustainability26. 

 
As of March 2014, the cement company had 13 
cement plants, 390 concrete plants, 9 clinker27  mills 
and its own fleet of mixer trucks. The strategic location 
of its plants: close to mineral reservoirs, to the most 
important consumption centers and to the ports it 
owns and operates, enables Cementos Argos to 
properly satisfy internal demand and maintain an 
adequate capacity to export to close markets. 

 
During the first quarter of 2014, sales in Colombia 
generated 46.57% of the total of company's gross 
revenues with a growth of 3.51% and EBITDA margin 
of 40.34%, the highest in its recent history. These 
results arise from the dynamism evidence in the 
residential and commercial construction activity, and 
the strengthening of the operation in the country 
through the opening of new concrete plants and the 
increase in its coverage.  

 
The gradual recovery of the US economy evidence 
since 2011 implied that the sales in such geographical 
location showed a growing trend during the last three 
years (average increase of 25.46%) and as of March 
2014 reached  

 
26 In September 2013, Cementos Argos and Grupo Argos 
entered the Dow Jones Sustainability Index under the silver 
category 
27 See chart with the cement production process in Attachment 
No. 3. 

participation of 31.97% in the total of CA's revenues, 
similar to that reached prior to the 2009 crisis.  It 
should be highlighted that the region reversed the 
EBITDA negative it showed since 2010, and as from 
2013, it has generated positive figures ($27,926 
million), though far from its potential.   

 
During 2013 and the first quarter of 2014, the 
economies in Central America and Caribbean 
countries where Cementos Argos is present had 
significant growth driven by the positive performance 
of the construction industry.  This situation, along with 
a marketing strategy applied by CA, which included 

the conversion of seven existing trademarks into a 
single one (Argos), contributed to the increase of the 
region revenues by 42.41% as of March 2014, and 
generated EBITDA margin of 27.57%.  

 
Celsia S.A. E.S.P. 

 
Celsia's corporate purpose is the provision of public 
services related to electric power generation and 
commercialization, pursuant to Laws 142 and 143 of 
1994 and amending regulations thereto.  In 
development of such purpose, the Company may 
undertake any supplementary activity related with the 
generation and commercialization of electric power, 
natural gas and other fuels. 

 
Celsa owns the Celsia S.A. E.S.P. Free Trade Zone  
(ZFC) and Colener S.A.S., an investment vehicle 
through which it holds 50.01% of share interest in 
Empresa de Energía del Pacífico S.A. E.S.P. (EPSA). 
These companies have a joint generation capacity of 
1,777 MW, backed on 18 electric power stations, 44% 
thermal and 56% hydric, which makes it different from 
its competitors (Table No. 1). 

 
Table No. 1: Comparison of Composition by 
Technologies 

 
Source: Celsia. 
Websites of the mentioned companies. 

 
ZFC has been authorized by the DIAN as user of a 
permanent special free trade zone, which results in 
tax benefits such as the reduction from 33% to 15% 
of the income tax and the exemption from customs 
duties and VAT on imported equipment sold to this 
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company.  ZFC is responsible for the operation of 
Flores I and Flores IV and transfers 100% of its net 
profits to Celsia.  

 
EPSA's corporate purpose is the provision of 
generation, distribution and commercialization 
services, and its activity is mainly located at Valle del 
Cauca where it holds natural monopoly. Because of 
the implementation of the infrastructure replacement 
and maintenance program, during 2013 this company 
substantially improved28 its quality indicators. 

 
Celsia and its subsidiaries have a long-term plan 
including preventive and major maintenance activities 
as required by their plants, which purpose is 
optimizing the operation of their power plants to keep 
them available and extend the useful lives of their 
assets.  

 
Having focused its investment portfolio and assets on 
the electricity sector, for the period 2013-2016 Celsia 
defined three action lines that will enable it to 
consolidate and defend its current position in the 
Colombian electricity market: business growth, 
optimization of ongoing operations and strengthening 
of its organizational capabilities.  

 
During 2013, the dry season together with the higher 
demand for electric power in the Caribbean Coast and 
Valle del Cauca (regions where the company has 
located its most representative assets) contributed to 
the 17.66% growth of the revenues of Celsia and its 
subsidiaries.  Even if during the first quarter of 2014 
sales decreased by 1.96%, this item line would 
recover by year-end because of the potential El Niño 
phenomenon during the second half of the year.  

 
Sator S.A.S. 

 
This company was incorporated in 1981 and its 
corporate purpose is the prospection, exploration, 
exploitation, production, processing, transformation, 
procurement, selling, trading and transport of coal.  
During 2013 this company changed 

 

 
28 In 2013, EPSA reduced power outage average (SAIDI) by 
11.22%, reaching 14.95 hours. In turn, the medium frequency of 
interruptions (SAIFI) was 17.95 times, a 15.37% improvement as 
compared to the previous year.  

its name Carbones de Caribe S.A.S. to Sator S.A.S., 
and currently exploits two types of operation: open-pit 
mining at the Bijao mine in Córdoba; and 
underground. 

 
Sator sales as of March 2014 grew 78.35% to reach 
$16,155 million, which represents 0.79% of total of 
GA's consolidated revenues as of such cut-off date. 
This increase resulted from the commercial effort 
carried out to gain new customers, which enabled the 
company to increase the volume sold and offset the 
decrease in prices evidence during that year.  

 
Compas S.A. 

 
Back in December 2012, Grupo Argos' port area 
decided to merge with the Southern Port Holding 
Corp. investment fund to create Compañía de Puertos 
Asociados (Compas). Even though these companies 
have each an interest of 50%, they share control and 
decisions are jointly made.  

 
The company provides foreign trade comprehensive 
logistics services, domestically as well as 
internationally. Currently it maintains three 
commercial segments (food grains, oil & gas and 
minerals; and general cargo), and owns five domestic 
ports (Tolú, Barranquilla, Buenavista, Tamalameque 
and Cartagena), two abroad (Panamá and Houston- 
Texas), and one under development (Aguadulce port 
in Buenaventura).  

 
Of the events occurred during 2013 we highlight: 

1) having taken on the operation and 
commercialization of the Houston port; 2) the 
progress in the construction of the Buenaventura port, 
project that is jointly developed with Port Singapore 
Authority   and International   Container   Terminal 
Services Inc.; 3) the completion of the construction of 
warehouses to handle bulks at the Tolú terminal; and 
4) the launching of the crude oil shipping operations 
from Barranquilla. 

 
Situm S.A.S. 

 
The company was incorporated in 2012, from the 
divestment of real estate-related assets formalized 
during that year.  Currently it has two business lines: 
land urban development, an activity carried out by the 
Group as secondary during the last thirty years, and 
properties for lease, a new business model.  
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The town planning business (horizontal development 
of lands) is mainly focused on the Atlántico 
department where during 2013 and the first quarter of 
2014 significant progress was made at the General 
Town Planning, Palmas del Rio, Portal del Genovés 
and Portal Empresarial Norte projects. As regards the 
lease activity, the Group continues identifying 
potential businesses, of which the development of the 
Viva Villavicencio project is worth mentioning, as well 
as the execution of a promise of purchase-sale 
agreement to acquire close to 30% of commercial 
premises and office space of stage 3 of the 
enlargement of the Mayorca Mall in Medellín.    

 

 
4. INDUSTRY RISKS 

 
Cement industry 

 
Cement industry is one of the most intensive, both in 
terms of capital requirements and in terms of the use 
of energy and, given that cement is a low-cost heavy 
product, ground transportation is expensive.  In this 
sense, one of the success factors in this activity is 
having robust distribution and logistics networks, 
which represent a high portion of its cost structure and 
which, along with production, imply significant capital 
requirements. Consequently, the profitability of 
cement companies is sensitive to the changes in 
volumes sold due to the effect of this variable on the 
absorption of fixed costs.  

 

The features described above represent strong entry 
barriers and have resulted in the cement industry 
maintaining oligopolistic structures. Price wars arising 
from such structures and the high sensitivity of this 
commodity to economic cycles are reflected in 
permanent changes in price (Chart No.  7: The 
strategy implemented by the Rated Party to mitigate 
such risk is the decommoditization of cement, via 
increased focusing on customer service. 

 

The dynamics of the construction industry, which has 
a direct effect on the cement business, depends on 
macroeconomic aspects such as public policies 
related to the development of infrastructure and 
housing projects, changes to interest rates and 
changes to the laws ruling construction licenses and 
land availability.  Although 

 

currently in developing economies the cement is 
commercialized by the bag, a higher demand of cement 
and premixed concrete is expected in the long term as 
result of the industrialization of construction, which will 
require more KTNO arising from the need of a larger 
fleet of mixer trucks.  

 
Chart No. 7: Annual Variation in the Price of Grey 
Cement 

 
 

The production of cement and concrete has significant 
environmental and social effects, reason why the 
sustainability practices in these areas (besides the 
economic) are of the utmost importance to ensure the 
business feasibility in the long term. 
 
Colombia 
 
The construction activity has increased its 
participation in total GDP, going from 4.5% in 2002 to 
7.69 in March 2014. The reasons to explain such 
positive performance include: 1) currently existing 
housing public policy, developed through projects 
such as VIS29, VIP30 and the TACS31 housing model; 
2) the subsidies that through the FRECH32, are being 
granted by the National Government on the interest 
rates of mortgage loans; 3) the housing and office 
space deficit in the main cities of the country; 4) the 
increase in public investment in infrastructure; 5) the 
strengthening of the regulatory framework; and 6) the 
increased purchasing power of Colombian population 
as compared to that one decade ago For the period 
2014-2016, the continuity of the public policies 
mentioned above and the expected growth of 
Colombian economy (4.49% as an average33) should 
contribute to the construction sector to keep the 
identified growing. 
 

 
29 Social Housing. 
30 Priority Housing. 
31 Tasa con  Ahorro  Construyendo  Sociedad  (TACS).  This 
model will be administered by the National Savings Fund and 
is a housing lease credit that will enable the affiliates to  
acquire a house without down payment. 
Fondo de Reserva para la Estabilización de la Cartera 
Hipotecaria 
32 Source: International Monetary Fund 
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trend, with expected increase of 5.5% annual 
average34. 

 
Chart No.  8: Participation Construction GDP / 
Total GDP 

 
Source: Banco de la República. 
Estimates: Fedesarrollo. Chart: Cementos Argos  

 
United States of America 

Chart No. 9: Development of Main Building 
Indicators in USA 

 
House construction license 

 
Housing price index 

 

The economic crisis in this country between 2008 and 
2009 had a negative impact on the construction 
industry, and resulted in the housing price ratio 35  

going down from 16.6 in 2005 to -18.1 in 2009. Even 
if since 2012 the main sector ratios have shown a 
positive development (Chart No. 9) its recovery would 
only consolidate after 2015. 

 
 
 
 
 

ABI3
6 

 
 
 
 
 
Index – Non-housing construction activity. 

 

We must highlight that during 2013 the construction 
activity in the South of the USA (where Cementos 
Argos is located) has performed better than the 
remaining of the country, thus offsetting the slowdown 
seen in the North.  Although the cold winter in this 
region during the first quarter of 2014 affected the 
performance of the construction industry, pursuant to 
the estimates of the PCA (Portland Cement 
Association) the consumption per capita in the 
Southeast will grow as twice as the American market; 
this result will be driven by port and road investments 
in Florida to serve the increased demand upon 
completion of the enlarging of the Panama Canal.  

 

 
 
 
 
 
 
 

Total consumption / Installed capacity 

 
Sources:  Bloomberg and the Global Cement Report 2013. 
Charts: Cementos Argos  

 
Central America and the Caribbean 

 

The dynamics of the cement industry in this region 
has been dependent on the cycles of its most 

 
 
 

33 Estimates provided by Cementos Argos. 
34 Measured through the Case-Shiller Index. 

35 Architecture Billings Index. This indicator monitors the 
construction demand of the industrial and commercial sector, 
and is estimated based on the monthly survey “Work-on-the- 
Boards”. 
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representative economies, the higher propensity of 
the region to be affected by natural disasters and the 
political instability of some geographical locations.  
However, the logistical support offered by their 
strategic location and their infrastructure 
requirements turn Central America and the Caribbean 
into regions with high growth potential.  

 
Construction activity in Panama has performed 
positively during the last years (average growth of 
9.79% between 2010 and 2012, Chart No. 10), 
explained by the current works to expand the Canal, 
infrastructure projects being developed and a deficit 
in housing offer.  This dynamics would be maintained 
during the following years because of the increasing 
public investment in housing and infrastructure by the 
Panamanian government and the completion of the 
Canal works, which progress as of March 2014 was 
of 74.2%. 

 
Chart No. 10: Percentage variation Construction 
GDP and Total GDP Panama 

 
Source: International Monetary Fund and Controller's General 
office of Panama. Chart: Cementos Argos  

 
The increase in tourist inflow, the expansion of the 
road network, public investment in housing solutions 
and government measures implemented to restart the 
economy encouraged the growth of the construction 
industry in Dominican Republic.  Although the 
development of hydroelectric projects would 
invigorate this activity, the sector informality could limit 
this impact.  

 
Even if Honduras' economic growth has been stable 
during the last three years (GDP annual average 
increase of 3.7%), increasing dynamics is expected 
for 2014 and 2015 arising from the infrastructure 
projects that the government awarded and structured 
during 2013 and the fostering of public-private 
alliances.  

Colombia's Electric Power 
Sector 

 
Colombia's electric power sector characteristically is 
capital-intensive with attractive returns in the medium 
term. Such aspect is the most significant entry barrier 
and results in an offer limited to a few players 
(oligopolistic structure). 

 
Due to the impossibility of storing power, offer and 
demand must balance permanently; this implies 
maintaining a rigorous level of coordination to ensure 
demand is satisfied.  This implies, in turn, the 
existence of a regulatory framework defined by the 
Ministry of Mines and Energy, the Mining-Energy 
Planning Unit - UPME, the Energy and Gas 
Regulation Commission - CREG, the 
Superintendence of Domiciliary Public Utilities and 
XM, in charge of the Market Operation and 
Administration.  

 
Supply chain and Chain Agents in Colombia  

 
The production chain is made of three physical 
segments, and one segment of commercial 
intermediation: 

 
   Generation: activity where manufacturers apply 

technologies to convert the potential energy of 
water, kinetic energy of wind, or chemical energy 
of fossil fuels into mechanic energy and electric 
energy. Associated with this segment generally 
there is an up-stream for the supply of energy and 
for thermal generation.  It involves exploration, 
exploitation, transport, distribution, and possibly 
the commercialization of energy in the form of 
coal, natural gas and liquid fuels. 

 
   Transmission: is the activity where electric power 

is injected into a transport network for efficient 
conduction at high-tension levels, equal to or 
higher than 220 Kw (with no significant loss of 
energy), from electricity production centers to 
demand locations.  

 
   Distribution: is the activity where power is made 

available at tension levels lower than 220 Kw for 
efficient transportation to disaggregated 
consumption centers or final residential, 
commercial or public lighting users, among other.  
It is a controlled natural monopoly, with a high 
component of fixed costs, which consideration is
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defined by CREG, prioritizing companies which 
proportion of administration, operation and 
maintenance expenses is the most efficient. 

 
   Commercialization: is the commercial 

intermediation activity between agents in the 
productive chain and the industry. Fees are 
individually agreed upon under each individual 
agreement. Pursuant to the regulation, no 
company may have more than 25% interest in the 
commercialization activity. 

 
Features of the Colombian Electric 
Power Market 

 
Given the high availability of the country's hydric 
resources, the generation capacity of the electricity 
industry mostly relies on hydraulic energy (64%), 
reason why this industry is highly sensitive to changes 
in hydrological conditions.   As a supporting element, 
the SIN37 has a thermal generation park which main 
fuel input is natural gas, and in a lesser proportion, 
coal, various kinds of fuel-oils and diesel. 

 
Seeking to ensure market stability, each generator 
takes part in an auction for a capacity payment based 
on the availability of its assets.   Through periodic 
auctions and based on such capacity payment, XM 
allocates Firm Energy Obligations (OEF), according to 
the maximum of electric power that a generation plant 
is capable of delivering for one-year period, under low 
hydrology conditions.  

 
The irregularity of the dry and rainy seasons, and the 
difficulty to predict "el Niño" and "la Niña"38    
phenomena are reflected in the high volatility of the 
electric power price (Chart No. 11), which went from 
198.2 $/kWh in 2013 to 169.1 $/kWh in March 2014. 
Such irregularity, together with the expected growth of 
electric power demand in Colombia for the following 
years, would lead industry players to gradually 
change the composition of their technological park 
towards assets other than hydric resources, and seek 

 
 
 

36 National Interconnected System 
37 The La Niña (El Niño) phenomenon, is marked by the cooling 
(heating) of the Equatorial 
Pacific Ocean surface and by changes in the direction and speed 
of wind, which result in the increase (reduction) of the number of 
rainfalls in the inter-tropical zone.  

geographical diversification via their participation in 
other countries.  

 
Chart No. 11: Comparison Development of 
Electric Power Price with Hydric Contributions 

 

 
Source and chart: Celsia 
S.A. 

 
Coal industry in Colombia 

 
The Colombian mining sector is marked by a high 
component of informality and illegality, and its 
operation has significant social and environmental 
impact.  During the last years, these aspects, along 
with the security situation in the regions where some 
of the coal mines are located, have resulted in 
penalties imposed on mining companies by 
environmental authorities, frequent workers strikes 
and production stoppages, among other. This 
scenario reflects a competitive environment that 
challenges Grupo Argos to coordinate this business 
with its corporate strategy.  

 
Colombian Ports Sector 

 
The deficiencies in the country's road network, the 
poor dredging level at the ports and the precarious 
development of the multimodal transportation system 
are the main challenges currently faced by the ports 
sector in Colombia.  

 
In this sense, we must highlight the updating of 
national port policies through Conpes 3744 of 2013, 
which purpose is strengthening port service efficiency 
in the country seeking to satisfy the growing demand 
from free trade agreements -both, already executed 
and in progress-, the increasing mobilization of loads 
resulting from the enlargement of the Canal de 
Panama, and the hydrocarbon and mineral export 
boom.  

 
As of December 2013, Colombia had granted 81 port 
permits on the Atlantic Cost, of which Grupo Argos 
handles five. 
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Colombian Real Estate Sector 

 
50% of Colombian real estate activity is concentrated 
in six urban centers: Bogotá, Antioquia, Santander, 
Valle del Cauca, Bolívar and Atlántico. During 2013, 
the area approved for construction in these regions 
excluding housing grew by 42%, increase that shows 
a market recovery after the lower dynamics evidence 
in 2012 resulting from the potential implementation of 
a new POT39 in Bogotá. Office space, Hospitals and 
Commerce were the categories with the most 
significant increase.  

 
Given the increasing settlement of industries in the 
capital city, the decreasing availability of lands for 
construction and the mobility restrictions imposed on 
cargo transportation, the value of the lands and 
rentals in Bogotá is much higher than that in other 
cities all over the country, a trend that is not expected 
to change drastically in the medium term.  

 
Construction and development of new projects in the 
real estate sector is highly regulated and requires 
participants to meet various legal requirements and 
obtain the approval of several public entities.  
Sometimes, completion of these proceedings takes 
longer than expected, which may result in schedule 
delays for such projects.  

 
A noteworthy factor in the currently existing segments 
in the real estate market is the potential growth of 
commercial malls where total area capable of being 
rented per capita in Colombia (7.2 m2 per one hundred 
inhabitants) is below the values observed in other 
countries such as  Chile and USA (19.2 m2 and187 m2 

per one hundred inhabitants, respectively). Bogotá 
remains the city with the biggest developments in this 
segment, highlighting that as of December 2013 37% 
of sales by the commercial sector came from the 
malls. 

The technical visit for the rating process was 
conducted timely given client's availability, and 
delivery of information was completed within schedule 
and in compliance with the Rating Agency 
requirements.  

 
It is made clear that the Risk Rating Agency is not an 
Auditor, and consequently Company Management 
assumes full responsibility for the integrity and 
fairness of information delivered, which has been 
used as the basis to prepare this report.  On the other 
hand, the Rating Agency has reviewed public 
information available and has compared it to that 
provided by the Rated Party. 

 
 
 

Should you have any question regarding indicators 
herein included, you can go to the glossary 
onwww.brc.com.co 

 
 
 

Financial information included herein is based on: 1) 
Audited and consolidated financial statements of the 
Group for the years 2011, 2012 and 2013; 2) audited 
financial statements of its main subsidiaries for the 
years 2011, 2012 and 2013; 3) general balance sheet 
and statement of income, for the consolidated group 
and for the Holding and its subsidiaries as of March 
2013 and March 2014; and 4) GA forecasts of the 
Group's, Holding's and its subsidiaries' financial 
reports for the period 2014-2016, with actual 
information as of March 2014. 

 

 
 
 
 
 
 
 
 

38 Plan de Ordenamiento Territorial (Land-use Plan). 

http://www.brc.com.co/
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5. ATTACHMENTS 
 

Attachment No. 1. (Individual and Consolidated) Financial Statements of Grupo Argos and its main subsidiaries 
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* Relate to a proforma exercise carried out by Grupo Argos assuming accounting figures as if the company recorded all variables from its operation 

(revenues, cost of sales and assets used in its operation 
Attachment No. 2 Financial Ratios 
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Attachment No. 3. Production 

Processes Cement 

 

Concrete 
 

 
 

Chart: BRC Investor Services 
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Attachment No. 4. Rating Scales 

 
LONG-TERM DEBT RATING 

 
This rating applies to debt instruments with original maturity of over one (1) year.  Scales between AA and CC may be 
accompanied by a sign (+) or (-), to indicate whether the rating is close to the category immediately above or below, as the 
case may be.  

 
Long-term debt ratings are based on the following scale: 

 
□ Investment Grade 

 

SCALE DEFINITION 

 

AAA 
AAA rating is the highest granted by BRC, which means that the capacity of the Issuer or Issue to meet its 
financial liabilities is extremely strong. 

 
AA 

AA rating means that the capacity of the Issuer or Issue to meet its financial liabilities is very strong. However, the 
issuer or issues with this rating could be more vulnerable to adverse events as compared to those rated under 
the highest category.  

 
A 

A rating means that the capacity of the Issuer or Issue to meet its financial liabilities is strong. However, the issuer 
or issues with this rating could be more vulnerable to adverse events as compared to those rated under higher 
categories.  

 
BBB 

BBB rating means that the capacity of the Issuer or Issue to meet its financial liabilities is adequate.  However, 
the issuer or issues with this rating could be more vulnerable to adverse events as compared to those rated 
under higher categories.  

 

□ Non-investment Grade or High Risk 
 

SCALE DEFINITION 

 
BB 

BB rating means that the capacity of the Issuer or Issue to meet its financial liabilities is limited. The issuer or 
issuers granted this rating suggest lower probability of default as compared to those rated under lower categories.  

 
B 

B rating means that the capacity of the Issuer or Issue to meet its financial liabilities is low. The issuers or issues 
granted this rating suggest considerable probability of default. 

 
CCC 

CCC rating means that the capacity of the Issuer or Issue to meet its financial liabilities is very low. The issuer or 
issuers granted this rating actually suggest high probability of default. 

 
CC 

CC rating means that the capacity of the Issuer or Issue to meet its financial liabilities is extremely low. The 
issuer or issuers granted this rating currently suggest very high probability of default. 

D D rating means that the Issuer or Issuers has defaulted. 

E E rating means that BRC has no enough information to rate the company. 



Grupo Argos S.A.'s Ordinary Bonds and/or Commercial Papers Issuance and 
Placement Program 
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A risk rating issued by BRC INVESTOR SERVICES S.A. -A Securities Rating Company- is a technical opinion and is not intended to constitute a 
recommendation to buy, sell or keep a certain investment and/or security, nor it implies a security payment guarantee, but an assessment on the 
probability that the principal and interests will be timely paid.  The information herein contained has been obtained from sources presumed to be 
reliable and truthful; consequently we assume no responsibility for errors or omissions or for situations arising from the use of this information 
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SHORT-TERM DEBT RATING 

 
This rating applies to debt instruments with original maturity of one (1) year or less.  Ratings represent an assessment of the 
probability of default regarding both, principal and interest. Important factors that may have an effect on this rating are the 
financial soundness of the entity and the probability that the government undertakes the rescue of a troubled entity, to prevent 
default.  

 

 
The short-term debt rating is limited to instruments in local currency and is based on the following scale and definitions: 

 
□ Investment Grade 

 

SCALE DEFINITION 

 

BRC 1+ 
BRC 1+ rating is the highest granted by BRC, which means that the capacity of the Issuer or Issue to meet its 
financial liabilities is extremely strong. 

 
BRC 1 

BRC 1 rating means that the capacity of the Issuer or Issue to meet its financial liabilities is very strong. However, 
the issuer or issues with this rating could be more vulnerable to adverse events as compared to those rated under 
the highest category.  

 
BRC 2+ 

BRC 2+ rating means that the capacity of the Issuer or Issue to meet its financial liabilities is strong. However, the 
issuer or issues with this rating could be more vulnerable to adverse events as compared to those rated under 
higher categories.  

 
BRC 2 

BRC 2 rating means that the capacity of the Issuer or Issue to meet its financial liabilities is satisfactory. However, 
the issuer or issues with this rating could be more vulnerable to adverse events as compared to those rated under 
higher categories.  

 
BRC 3 

BRC 3 rating means that the capacity of the Issuer or Issue to meet its financial liabilities is adequate. However, 
the issuer or issues with this rating could be more vulnerable to adverse events as compared to those rated under 
higher categories.  

 

□ Non-investment Grade or High Risk 
 

SCALE DEFINITION 

 
BRC 4 

BRC 4 rating means that the capacity of the Issuer or Issue to meet its financial liabilities is low. The issuer or 
issuers granted this rating currently suggest very high probability of default. 

 
BRC 5 

BRC 5 rating means that the capacity of the Issuer or Issue to meet its financial liabilities is extremely low. The 
issuer or issuers granted this rating actually suggest very high probability of default. 

BRC 6 BRC 6 rating means that the Issuer or Issuers has defaulted. 

E E rating means that BRC has no enough information to rate the company. 

 

 
6. MEMBERS OF THE TECHNICAL COMMITTEE 

 

The résumés of the members of the Rating Technical Committee are available on our websitewww.brc.com.co 

http://www.brc.com.co/

