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Report of Independent Registered Public Accounting Firm

To the Stockholders and Board of Directors
Grupo Aval Acciones y Valores S.A. and subsidiaries:

Opinions on the Consolidated Financial Statements and Internal Control Over Financial Reporting

We have audited the accompanying consolidated statements of financial position of Grupo Aval Acciones y Valores and
subsidiaries (Grupo Aval) as of December 31, 2018 and 2017, the related consolidated statements of income, other
comprehensive income, changes in equity, and cash flows for each of the years in the three-year period ended December
31, 2018, and the related notes (collectively, the consolidated financial statements). We also have audited Grupo Aval’s
internal control over financial reporting as of December 31, 2018, based on “criteria established in Internal Control —
Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission”.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 31, 2018 and 2017, and the results of its operations and its cash flows
for each of the years in the three-year period ended December 31, 2018, in conformity with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board. Also in our opinion, Grupo Aval
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2018 based on
“criteria established in Internal Control — Integrated Framework (2013) issued by the Committee of Sponsoring
Organizations of the Treadway Commission”.

Change in Accounting Principle

As discussed in Note 2.5 to the consolidated financial statements, Grupo Aval has changed its method of accounting for
financial instruments and for revenue from contracts with customers in 2018 due to the adoption of IFRS 9 “Financial
instruments” and IFRS 15 “Revenue from contracts with customers”.

Translation of consolidated financial statements into United States Dollars

The accompanying consolidated financial statements as of and for the year ended December 31, 2018 have been
translated into United States dollars solely for the convenience of the reader. We have audited the translation and, in our
opinion, the consolidated financial statements expressed in Colombian pesos have been translated into United States
dollars on the basis set forth in note 2.4 of the notes to the consolidated financial statements.

Basis for Opinions

Grupo Aval management is responsible for these consolidated financial statements, for maintaining effective internal
control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting,
included in the accompanying “Management’s annual report on internal control over financial reporting”. Our
responsibility is to express an opinion on Grupo Aval’s consolidated financial statements and an opinion on Grupo
Aval’s internal control over financial reporting based on our audits. We are a public accounting firm registered with the
Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be independent with respect
to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the
Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the consolidated financial statements are free of
material misstatement, whether due to error or fraud, and whether effective internal control over financial reporting was
maintained in all material respects.



Our audits of the consolidated financial statements included performing procedures to assess the risks of material
misstatement of the consolidated financial statements, whether due to error or fraud, and performing procedures that
respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and
disclosures in the consolidated financial statements. Our audits also included evaluating the accounting principles used
and significant estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements. Our audit of internal control over financial reporting included obtaining an understanding of
internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed risk. Our audits also included performing
such other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable
basis for our opinions.

Definition and Limitations of Internal Control Over Financial Reporting

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

We have served as Grupo Aval’s auditor since 1985.

/s/ KPMG S.A.S.

KPMG S.A.S
Bogot4, Colombia

April 24, 2019
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Grupo Aval Acciones y Valores S.A.
Consolidated Statement of Financial Position
At December 31, 2018 and 2017
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of

Assets
Cash and cash equivalents

Trading assets
Investment securities
Hedging derivatives assets

Loans:
Commercial
Consumer
Mortgages
Microcredit

Allowance for impairment losses
Total loans, net

Other accounts receivable, net
Non-current assets held for sale

Investments in associates and joint ventures

Tangible assets:

U.S. dollars)

Property, plant and equipment for own-use and given

in operating lease, net
Investment properties
Biological assets

Intangibles
Concession arrangement rights
Goodwill
Other intangible assets

Income tax assets:
Current
Deferred

Other assets
Total assets

December 31, December 31, December 31,
Notes 2018 US$ ¥ 2018 2017 @
6,7 8,739.5 Ps. 28,401,283 Ps. 22,336,838
6,8 2,216.9 7,204,312 5,128,088
6,9 7,086.7 23,030,159 21,513,199
6,10 9.3 30,138 55,261
4.1,6,11
31,512.9 102,408,977 99,428,894
17,064.4 55,455,064 50,382,895
5,721.1 18,592,103 16,151,299
131.0 425,697 409,688
54,429.4 176,881,841 166,372,776
4.1.5 (2,522.1) (8,196,187) (5,618,481)
51,907.3 168,685,654 160,754,295
6,12 2,862.0 9,300,643 6,521,883
13 57.5 186,714 101,382
14 302.4 982,743 1,043,014
15
1,744.1 5,667,953 5,804,073
257.4 836,324 783,794
259 84,206 66,139
2,027.4 6,588,483 6,654,006
16 1,696.9 5,514,481 3,114,167
17 2,252.0 7,318,594 6,901,056
18 318.1 1,033,884 848,681
4,267.1 13,866,959 10,863,904
19
182.7 593,837 907,476
105.0 341,338 139,423
287.8 935,175 1,046,899
142.4 462,890 519,771

79,906.2 Ps. 259,675,153 Ps. 236,538,540

M See note 2.4, “convenience translation into U.S. dollars”.

@ See note 2.32, Changes in presentation.

The accompanying notes are an integral part of the consolidated financial statements
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Grupo Aval Acciones y Valores S.A.

Consolidated Statement of Financial Position

At December 31, 2018 and 2017
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of

U.S. dollars)

December 31, December 31, December 31,
Notes 2018 US$ ¥ 2018 2017 @
Liabilities and equity
Liabilities
Trading liabilities 6,8 249.7 Ps. 811,305 Ps. 298,665
Hedging derivatives liabilities 10 60.2 195,539 13,464
Customer deposits: 20
Checking accounts 12,217.2 39,702,878 36,017,602
Savings accounts 17,608.0 57,221,439 55,778,677
Time deposits 20,571.7 66,853,012 62,616,163
Other 179.1 582,122 472,782
50,576.0 164,359,451 154,885,224
Financial obligations: 21
Interbank borrowings and overnight funds 2,096.8 6,814,078 4,970,430
Borrowings from banks and others 6,342.3 20,610,766 18,205,320
Bonds issued 6,197.5 20,140,350 19,102,196
Borrowings from development entities 1,122.2 3,646,796 2,998,090
15,758.7 51,211,990 45,276,036
Provisions: 23
Legal related 38.8 125,929 165,353
Other 175.2 569,359 527,262
214.0 695,288 692,615
Income tax liabilities: 19
Current 127.2 413,456 330,828
Deferred 665.0 2,160,942 1,696,843
792.2 2,574,398 2,027,671
Employee benefits 22 389.2 1,264,881 1,238,172
Other liabilities 24 2,771.9 9,007,953 6,235,466
Total liabilities 70,811.8 230,120,805 210,667,313
Equity
Owners of the parent: 25
Subscribed and paid-in capital 6.9 22,281 22,281
Additional paid-in capital 2,607.1 8,472,336 8,303,431
Retained earnings 2,645.8 8,598,319 7,174,418
Other comprehensive income 214.4 696,773 786,866
Equity attributable to owners of the parent 5,474.2 17,789,709 16,286,996
Non-controlling interest 26 3,620.2 11,764,639 9,584,231
Total equity 9,094.3 29,554,348 25,871,227
Total liabilities and equity 79,906.2 Ps. 259,675,153 Ps. 236,538,540

M See note 2.4, “convenience translation into U.S. dollars”.
@ See note 2.32, Changes in presentation.

The accompanying notes are an integral part of the consolidated financial statements
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Grupo Aval Acciones y Valores S.A.

Consolidated Statement of Income
For the years ended December 31, 2018, 2017 and 2016
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of U.S. dollars)

Interest income calculated using the effective interest method
Loan portfolio
Investments in debt securities

Total interest income

Interest expense
Deposits
Checking accounts
Savings accounts
Time deposits

Financial obligations
Interbank borrowings and overnight funds
Borrowings from banks and others
Bonds issued
Borrowing from development entities

Net interest income

Impairment (losses) recoveries on financial assets
Loans and other accounts receivable
Other financial assets
Recovery of charged-off financial assets

Net impairment loss on financial assets

Net interest income, after impairment losses

Income from commissions and fees
Expenses from commissions and fees
Net income from commissions and fees

Income from sales of goods and services
Costs and expenses of sales goods and services
Net income from sales goods and services ®

Net trading income
Net income from other financial instruments mandatory at fair
value through profit or loss

Other income ?®
Other expenses

Net income before tax expense
Income tax expense
Net income for the year

Net income for the year attributable to:
Owners of the parent
Non-controlling interest

Net income per share basic and diluted (in Colombian pesos, see
note 25)

M See note 2.4, “convenience translation into U.S. dollars”.

@ See note 2.32, Changes in presentation.

For the years ended

December 31,

December 31,

December 31,

December 31,

Notes 2018 US$ © 2018 2017 @ 2016 @
11 53514  Ps. 17,390,615 Ps. 17,899,967 Ps. 16,665,516
297.3 966,021 841,866 881,454
5,648.6 18,356,636 18,741,833 17,546,970
(107.8) (350,173) (309,333) (258,925)
(460.7) (1,497,038) (1,978,986) (2,139,841)
(1,014.4) (3,296,508) (3,560,478) (3,413,489)
(1,582.8) (5,143,719) (5,848,797) (5,812,255)
(81.9) (266,064) (287,361) (570,184)
(236.7) (769,184) (770,015) (575,710)
(357.8) (1,162,699) (1,162,203) (1,278,253)
(44.1) (143,175) (159,323) (156,003)
(720.4) (2,341,122) (2,378,902) (2,580,150)
3,345.4 10,871,795 10,514,134 9,154,565
(1,277.0) (4,149,972) (4,119,334) (3,004,184)
10.0 32,506 (142) (70,411)
98.5 320,121 264,582 290,444
(1,168.5) (3,797,345) (3,854,894) (2,784,151)
2,176.9 7,074,450 6,659,240 6,370,414
1,678.1 5,453,382 5,202,125 4,879,187
(188.9) (613,763) (623,114) (619,528)
28 1,489.2 4,839,619 4,579,011 4,259,659
2,500.5 8,126,014 5,792,850 6,654,623
(1,686.9) (5,482,102) (5,035,827) (5,725,328)
28 813.6 2,643,912 757,023 929,295
29 179.3 582,709 561,362 724,698
16 63.3 205,803 209,937 180,982
30 418.1 1,358,681 1,151,745 1,676,106
30 (2,883.6) (9,371,033) (9,003,091) (8,567,309)
2,256.8 7,334,141 4,915,227 5,573,845
19 (661.5) (2,149,590) (1,752,794) (2,056,909)
1,5954 Ps. 5,184,551 Ps. 3,162,433 Ps. 3,516,936
25 896.3 2,912,694 1,962,414 2,139,866
26 699.1 2,271,857 1,200,019 1,377,070
1,5954 Ps. 5,184,551 Ps. 3,162,433 Ps. 3,516,936
130.725 88.076 96.040

The accompanying notes are an integral part of the consolidated financial statements
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Grupo Aval Acciones y Valores S.A.

Consolidated Statement of Other Comprehensive Income
For the years ended December 31, 2018, 2017 and 2016
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of

U.S. dollars)

December 31,

December 31, December 31,

December 31,

Note 2018 US$ 2018 2017 2016
Net income for the year 1,595.4 Ps. 5,184,551 Ps. 3,162,433 Ps. 3,516,936
Other comprehensive income
Items that may be reclassified to profit or loss
Net gain (loss) on hedges of net investments in foreign
operations: 10
Foreign currency translation differences from hedged foreign
operations 346.1 1,124,732 (47,197) (475,000)
Hedging derivative instrument (168.4) (547,310) 16,832 291,506
Hedging non-derivative instrument (177.5) (576,881) 30,568 35,819
Cash flow hedges 10 6.1) (19,789) (2,340) 17,967
Foreign currency translation differences from unhedged
foreign operations (92.3) (299,804) (91,497) (125,161)
Unrealized gains (losses) on securities at FVOCI (2017:
available for sale securities)
Debt financial instruments 9 (33.0) (107,084) 284,480 948,212
Equity financial instruments — — 57,245 34,509
Investments in associates and joint ventures 14 6.9 22,400 1,128 (20,061)
Income (Expenses) tax 19 99.4 323,138 (97,698) (378,877)
(24.8) (80,598) 151,521 328,914
Items that will not be reclassified to profit or loss
Unrealized gains (losses) on equity securities at FVOCI (41.3) (134,084) — —
Actuarial gains (losses) from defined benefit pension plans 22 5.5 18,013 (100,232) (41,228)
Income (expenses) tax 19 (4.0) (13,082) 24,081 14,521
(39.7) (129,153) (76,151) (26,707)
Total other comprehensive income (64.5) Ps. (209,751) Ps. 75,370  Ps. 302,207
Total comprehensive income, net of taxes 1,530.8 Ps. 4,974,800 Ps. 3,237,803 Ps. 3,819,143
Total comprehensive income for the year attributable to:
Owners of the parent 854.5 2,776,768 1,999,663 2,351,354
Non-controlling interest 676.4 2,198,032 1,238,140 1,467,789
1,530.8 Ps. 4,974,800 Ps. 3,237,803 Ps. 3,819,143

M See note 2.4, “convenience translation into U.S. dollars”.
The accompanying notes are an integral part of the consolidated financial statements
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Grupo Aval Acciones y Valores S.A.
Consolidated Statement of Changes in Equity

For the years ended December 31, 2018, 2017 and 2016

(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of U.S. dollars)

Equity
Subscribed Additional Appropriated Other attributable to Non-
and paid-in paid - in retained comprehensive owners of the controlling
capital capital earnings income (OCI) parent interest (NCI) Total equity
Balance at December 31, 2015 Ps. 22,281  Ps. 8,307,765  Ps. 5,699,446  Ps. 538,129 Ps. 14,567,621  Ps. 8,338,659  Ps. 22,906,280
Change in accounting policies — — (7,061) — (7,061) (4,870) (11,931)
Acquisition of non-controlling interest — (238) — — (238) — (238)
Dividends declared — — (1,310,123) — (1,310,123) (743,909) (2,054,032)
Other comprehensive income — — — 211,488 211,488 90,719 302,207
Net income — — 2,139,866 — 2,139,866 1,377,070 3,516,936
Balance at December 31, 2016 Ps. 22,281  Ps. 8,307,527  Ps. 6,522,128  Ps. 749,617 Ps. 15,601,553  Ps. 9,057,669  Ps. 24,659,222
Acquisition of non-controlling interest — (4,096) — — (4,096) — (4,096)
Dividends declared — — (1,310,124) — (1,310,124) (711,578) (2,021,702)
Other comprehensive income — — — 37,249 37,249 38,121 75,370
Net income — — 1,962,414 — 1,962,414 1,200,019 3,162,433
Balance at December 31, 2017 Ps. 22,281  Ps. 8,303,431  Ps. 7,174,418  Ps. 786,866 Ps. 16,286,996  Ps. 9,584,231  Ps. 25,871,227
Change in accounting policies on January 1, 2018 — — (419,304) 45,833 (373,471) (19,647) (393,118)
Balance at January 1, 2018 Ps. 22,281  Ps. 8,303,431  Ps. 6,755,114  Ps. 832,699 Ps. 15913,525  Ps. 9,564,584  Ps. 25,478,109
Issuance of shares — — — — — 988,072 988,072
Dilution “ — 181,579 — — 181,579 (181,579) —
Dividends declared — — (1,069,489) — (1,069,489) (749,987) (1,819,476)
Acquisition of NCI without a change in control — (12,674) — — (12,674) (54,483) (67,157)
Other comprehensive income — — — (135,926) (135,926) (73,825) (209,751)
Net income — — 2,912,694 — 2,912,694 2,271,857 5,184,551
Balance at December 31, 2018 Ps. 22,281  Ps. 8,472,336 Ps. 8,598,319  Ps. 696,773 Ps. 17,789,709  Ps. 11,764,639  Ps. 29,554,348
U.S. dollars at December 31, 2018 © 6.9 2,607.1 2,645.8 214.4 5,474.2 3,620.2 9,094.3

M See note 2.4, “Convenience translation into U.S. dollars”.

@ See note 2.5 “Changes in accounting policies”.
©®  See note 1, “Reporting entity”.

@ See note 26, “Non-controlling interest”.
The accompanying notes are an integral part of the consolidated financial statements
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Grupo Aval Acciones y Valores S.A.

Consolidated Statement of Cash Flows

For the years ended December 31, 2018, 2017 and 2016
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of
U.S. dollars)

Cash flows from operating activities:
Net income before tax expense

Reconciliation of net income before taxes and net cash provided
by operating activities:
Depreciation of tangible assets
Amortization of intangible assets
Impairment losses and other accounts receivable
Net interest income
Accrued dividends
Gains on non-monetary transactions
Impairment of investments in associates and joint ventures
Effect of change in accounting polices
Gains on sales of non-current assets held for sale
Gains on sale of property plant and equipment for own-use
Valuations and interest from Concession agreements
Net losses (gains) on investment securities measured at FVOCI
(2017: available for sale securities)
Writedown in concessions
Impairment loss on tangible assets
Foreign exchange (gains) losses
Share of undistributed profit of equity accounted investees, net of
tax
Fair value adjustments to:
Derivative financial instruments
Non-current assets held for sale
Investment property
Biological assets

Changes in operating assets and liabilities:
Trading assets
Increase in other accounts receivable
Increase in derivative financial instruments
Other assets
Other liabilities and provisions
Employee benefits
Loans and receivables
Customer deposits
Interbank borrowings and overnight funds
Borrowings from development entities
Borrowings from banks and others
Interest received
Interest paid
Income tax paid
Wealth tax and equity tax payments
Net cash provided by operating activities

M See note 2.4, “convenience translation into U.S. dollars”.

@ See note 2.5 changes in accounting policies.

The accompanying notes and appendices are an integral part of the consolidated financial statements
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December 31,

December 31,

December 31,

December 31,

2018 US$ ¥ 2018 2017 @ 2016 @

2,256.8 Ps. 7,334,141 Ps. 4915227 Ps. 5,573,845
147.3 478,606 463,892 455,851
147.3 478,568 437,822 323,677
1,283.7 4,171,801 4,141,573 3,006,191
(3,345.4) (10,871,795) (10,514,134) (9,154,565)
(22.0) (71,487) (50,439) (28,027)
— — — (195,514)

344 111,783 140,691 9,920

— — — 6,179
(4.6) (14,862) (6,611) (20,659)
(106.9) (347,510) — —
(979.0) (3,181,620) (209,936) (180,982)
3.8 12,284 (51,712) (210,373)

0.3 1,136 2,875 5,992

1.8 5,701 4,832 1,503

79.5 258,353 (98,977) 247,997
(60.8) (197,715) (171,964) (140,765)
(131.5) (427,208) (164,920) (228,083)
7.1 25,136 37,818 34,572
(12.1) (39,415) (46,675) (53,680)
(6.3) (20,606) (13,503) (14,644)
218.3 709,398 2,316,539 3,100,462
(194.0) (630,394) (804,970) (414,734)
67.5 219,406 49,586 241,364

42 13,710 177,648 207,856
848.6 2,757,733 283,036 (375,163)
13.1 42,617 46,514 45,139
(2,537.2) (8,245,223) (14,511,561) (10,431,269)
1,220.2 3,965,382 11,460,395 9,666,367
527.0 1,712,600 (1,461,985) (3,404,291)
0.2) (680) (2,229) (3,131)
456.1 1,482,124 514,474 146,656
5,416.6 17,602,454 18,124,814 12,797,281
(2,195.8) (7,135,811) (8,326,553) (7,417,620)
(451.4) (1,467,045) (1,474,250) (791,337)
— — (99,001) (320,981)
2,686.8 Ps. 8,731,562 Ps. 5,108,316 Ps. 2,485,034




Grupo Aval Acciones y Valores S.A.
Consolidated Statement of Cash Flows
For the years ended December 31, 2018, 2017 and 2016
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of
U.S. dollars)

Cash flows from investing activities:
Acquisition of property plant and equipment
Acquisition of investment property
Additions of biological assets
Additions to investments in associates and joint ventures
Additions of concession arrangement rights
Additions of other intangible assets
Acquisition of FVOCI (2017 and 2016 — available-for sale-
financial-assets)

Note

Proceeds from sales of FVOCI (2017 and 2016 — available-for sale-

financial-assets)
Proceeds from sales of property and equipment
Proceeds from sales of investment properties
Proceeds from sales of biological assets
Proceeds from sales of non-current assets held for sale
Purchases of amortized cost (2017 and 2016 — held-to-maturity)
financial assets
Redemptions of amortized cost (2017 and 2016 held-to-maturity)
financial assets
Dividends received from investments
Business combination, net of cash
Effect of loss of control of subsidiaries
Net cash (used in) provided by investing activities

Cash flows from financing activities:
Dividends paid to shareholders
Dividends paid to non-controlling interest
Issuance of debt securities
Payment of outstanding debt securities
Issuance of common shares
Acquisition of NCI without a change in control
Net cash used in financing activities

26

26

Effect of foreign currency changes on cash and cash equivalents

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

|

(M See note 2.4, “convenience translation into U.S. dollars”.

@ See note 2.5 changes in accounting policies.

December 31,

December 31,

December 31,

December 31,

2018 US$ © 2018 2017 @ 2016 @
(168.9) Ps. (548,984) Ps. (473,752) Ps. (814,556)
(16.7) (54,405) (75,817) (56,610)

(6.4) (20,900) (24,409) (21,432)
— — — (16)
(143.2) (465,273) (610,909) (614,514)
(119.7) (389,151) (268,757) (183,662)
(5,040.7) (16,380,948) (14,908,266) (7,590,827)
4,442.1 14,435,809 12,676,512 7,739,899
17.3 56,346 69,793 241,598
24.9 80,854 28,431 61,786
9.9 32,239 19,775 20,670
20.5 66,657 85,395 151,443
(1,196.3) (3,887,773) (3,704,730) (2,668,018)
1,172.5 3,810,438 3,365,150 2,658,728
63.6 206,549 171,423 125,347
_ — 40,093 (2,706)

3.5 11,238 — —
(937.7) Ps. (3,047,304) Ps. (3,610,068) Ps. (952,870)
(347.3) (1,128,535) (1,307,525) (1,260,876)
(229.5) (745,932) (768,769) (743,909)
3372 1,095,892 4,548,108 5,800,085
(350.8) (1,139,897) (3,913,694) (3,728,199)
304.0 988,072 — —
(20.7) (67.157) (4,096) (238)
(307.0) (997,557) (1,445,976) 66,363
424.0 1,377,744 91,562 (1,691,000)
1,866.1 6,064,445 143,834 (91,973)
6,873.4 Ps. 22,336,838 Ps. 22,193,004 Ps. 22,284,977
8,739.5 Ps. 28,401,283 Ps. 22,336,838 Ps. 22,193,004

The accompanying notes and appendices are an integral part of the consolidated financial statements
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NOTE 1 - REPORTING ENTITY

Grupo Aval Acciones y Valores S.A. (hereinafter the “The Group” or “Grupo Aval”) was established under Colombian
law in January 7, 1994, with its main offices and business address registered in Bogota, D.C., Colombia. The corporate
purpose of Grupo Aval is the purchase and sale of securities issued by financial and commercial entities. Grupo Aval is
the majority shareholder of Banco de Bogotd S.A., Banco de Occidente S.A., Banco Popular S.A. and Banco Comercial
AV Villas S.A., entities whose main purpose is to perform all transactions, operations and services inherent to the banking
business, pursuant to applicable laws and regulations. Furthermore, through its direct and indirect investments in
Corporacion Financiera Colombiana S.A. (“Corficolombiana”) and in Sociedad Administradora de Fondos de Pensiones
y Cesantias Porvenir S.A. (“Porvenir”), Grupo Aval engages in investment banking activities, invests in the non-financial
sector and manages pensions and severance funds in Colombia.

In performing its activities and pursuant to the corporate bylaws, Grupo Aval may (i) promote the creation of all types of
companies relating to its corporate purpose; (ii) represent individuals and companies involved in similar or complementary
activities; (iii) grant or receive loans with or without interest; (iv) submit its properties as collateral; (v) issue, endorse,
acquire, protest, cancel, or pay bills of exchange, checks, promissory notes or any other type of financial instruments,
accept or submit them as payment; (vi) acquire, sell, tax, lease or manage any kind of assets; (vii) subscribe or acquire
any kind of investments and sell or otherwise dispose of them; (viii) acquire and sell shares in companies that purse similar
or complementary corporate interests ; (ix) render services in areas relating to its activities, experience and knowledge;
and (x) carry out or participate, in acts and contracts relating to the aforementioned activities, enabling the exercise of
rights and compliance of the obligations of The Group.

The duration of Grupo Aval set forth under the bylaws is until May 24, 2044, but the Company may be dissolved before
such term expires, or it may be extended by free decision of the Grupo Aval shareholders meeting.

When preparing its consolidated financial statements, Grupo Aval Acciones y Valores S.A., directly consolidates the
following entities:

Banco de Bogota S.A.

Banco de Bogot4 S.A., in which Grupo Aval holds 68.74% of the voting rights and 68.74% of the ownership interest as of
December 31, 2018, was established as a bank on November 15, 1870. It was authorized to operate under the terms of the
renewal resolution No. 3140 dated September 24, 1993 issued by the Superintendency of Finance. The commercial purpose
of Banco de Bogota is to participate and perform all operations and contracts legally authorized to commercial banking,
subject to the limitations and requirements set forth under Colombian laws and regulations.
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The following table presents details of Banco de Bogota’s most significant subsidiaries which are indirectly consolidated
by Grupo Aval as of December 31, 2018:

Total
Total voting ownership
rights held by interest held
Subsidiary Core business Location Grupo Aval by Grupo Aval
Main local direct
subsidiaries
Almaviva S.A. and its Logistics services. Bogotd, Colombia 95.81 % 65.85 %
subsidiaries
Fiduciaria Bogot4 S.A. Management of trust funds. Bogota, Colombia 94.99 % 65.29 %
Porvenir S.A. and its Management of pension and severance funds. Bogotd, Colombia 100 % 75.67 %
subsidiary
Main international direct
subsidiaries
Leasing Bogotd Panaméd S.A.  Holding company of BAC Credomatic Inc. Panama, Republic of Panaméa 100 % 68.74 %
Banco de Bogotd Panamé Commercial banking services. Panama, Republic of Panama 100 % 68.74 %
S.A.
Main indirect subsidiaries
BAC Credomatic Inc. Holding company in charge of managing the Panama, Republic of Panama 100 % 68.74 %

banking and related subsidiaries in Costa Rica,
El Salvador, Guatemala, Honduras, Nicaragua
and Panama, among others. (Subsidiary of
Leasing Bogot4d Panamé S.A.).

Banco de Occidente S.A.

Banco de Occidente S.A., in which Grupo Aval holds 72.27% of the voting rights and 72.27% of the ownership interest
as of December 31, 2018, was established as a banking entity on September 8, 1964, It was authorized to operate under
the terms of the renewal resolution No. 3140 dated September 24, 1993 issued by the Superintendency of Finance. The
commercial purpose of Banco de Occidente is to participate and perform all operations and contracts legally authorized to
commercial banks, subject to the limitations and requirements set forth under Colombian laws and regulations.

The following table presents the details of Banco de Occidente’s most significant subsidiaries, which are indirectly
consolidated by Grupo Aval, as of December 31, 2018:

Total
Total voting ownership
rights held by interest held
Subsidiary Core business Location Grupo Aval by Grupo Aval
Banco de Occidente Commercial banking services. Panama4, Republic of Panama 95.00 % 68.66 %
(Panama). S.A.
Fiduciaria de Occidente S.A.  Management of trust funds. Bogota, Colombia 99.99 % 70.76 %
Occidental Bank Barbados Commercial banking services. Barbados 100 % 72.27 %
Ltd.
Banco Popular S. A.

Banco Popular S. A., in which Grupo Aval holds 93.74% of the voting rights and 93.74% of the ownership interest as of
December 31, 2018, was established as a banking entity on July 5, 1950. It was authorized to operate under the terms of
the renewal resolution No. 3140 dated September 24, 1993 issued by the Superintendency of Finance. Its commercial
purpose is to participate in and perform all operations and contracts legally authorized to commercial banks, subject to the
limitations and requirements set forth under Colombian laws and regulations.
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The following table presents the details of Banco Popular’s most significant subsidiaries which are indirectly consolidated
by Grupo Aval, as of December 31, 2018:

Total
Total voting ownership
rights held by interest held
Subsidiary Core business Location Grupo Aval by Grupo Aval

Alpopular S.A. Conservation and custody of documents; Bogotd, Colombia 71.10 % 66.65 %

transportation of products at national and

international levels.
Fiduciaria Popular S.A. Management of trust funds. Bogot4, Colombia 94.85 % 88.91 %

Banco Comercial AV Villas S. A.

Banco Comercial AV Villas S. A., in which Grupo Aval holds 80.37% of the voting rights and 79.87% of the ownership
interest as of December 31, 2018, was incorporated as a banking entity on November 24, 1972. It was authorized to operate
under the terms of the renewal resolution No. 3352 dated August 21, 1992 issued by the Superintendency of Finance. The
commercial purpose of Banco AV Villas is to participate and perform all operations and contracts legally authorized to
commercial banks, subject to the limitations and requirements imposed by Colombian laws and regulations.

The following table presents the details of Banco AV Villas’ most significant subsidiary which is indirectly consolidated
by Grupo Aval, as of December 31, 2018:

Total
Total voting ownership
rights held by interest held
Subsidiary Core business Location Grupo Aval by Grupo Aval
A Toda Hora S.A. ATM network services and maintenance and software development Bogot4, Colombia 100 % 78.90 %

ATH
Corporacion Financiera Colombiana S.A. — Corficolombiana S.A.

Corficolombiana S.A., in which Grupo Aval holds 52.96% of voting rights and 38.25% of the ownership interest as of
December 31, 2018 is a merchant bank authorized to operate by the Superintendency of Finance by the resolution of
October 18, 1961. Corficolombiana’s core business is the active management of an equity portfolio through controlling
and non-controlling investments in key strategic sectors, including infrastructure, energy and gas, agriculture and hotels
among, others.
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The following table presents the details of Corficolombiana’s most significant subsidiaries which are indirectly
consolidated by Grupo Aval, at December 31, 2018:

Total
ownership
interest held

Total voting
rights held by

Subsidiary Core business Location Grupo Aval by Grupo Aval
Casa de Bolsa S.A. Brokerage firm Bogota, Colombia 97.30 % 61.18 %
Colombiana de Licitaciones y Concesiones S.A.S. Infrastructure projects. Bogota, Colombia 100 % 38.25 %
Concesionaria Nueva Via Al Mar S.A.S. Infrastructure projects. Cali, Colombia 100 % 38.25 %
Concesionaria Vial Del Pacifico S.A.S. Infrastructure projects. Sabaneta Antioquia 89.90 % 34.38 %
Estudios y Proyectos del Sol S.A.S. and its subsidiaries Infrastructure projects. Bogota, Colombia 100 % 38.25 %
Estudios, Proyectos e Inversiones de los Andes S.A. and its Infrastructure projects. Bogota, Colombia 99.98 % 38.24 %
subsidiaries
Fiduciaria Corficolombiana S.A. Management of trust funds. Bogot4, Colombia 100 % 38.25 %
Hoteles Estelar S. A. and its subsidiaries Construction and operation  Bogota, Colombia 84.96 % 32.49 %
of hotels, directly or by third
parties, in Colombia and
abroad.
Leasing Corficolombiana S.A. Financial services Bogota, Colombia 100 % 38.25 %
Organizacion Pajonales S. A. and its subsidiaries Investment and promotion of Bogotd, Colombia 99.35 % 38.00 %
agricultural, livestock,
forestry and agro industrial
companies.
Plantaciones Unipalma de los Llanos S.A. Development, production Bogota, Colombia 54.53 % 20.86 %
and sale of African palm
products.
Promigas S.A. E.S.P. and its subsidiaries Transportation and Barranquilla, Colombia 50.88 % 19.46 %
distribution of natural gas.
Proyectos de Infraestructura S.A. — PISA and its subsidiaries Infrastructure projects. Cali, Colombia 88.25 % 33.75 %

On September 5, 2018, Corficolombiana issued 40,000,000 common shares and 1,529,542 preferred shares without voting
rights. The total amount of this issue was Ps. 988,072. Neither Grupo Aval nor its subsidiaries exercised their right of
preferential subscription of common shares. As a result, Grupo Aval’s stake in Corficolombiana was diluted as follows:

Total voting rights held by = Total ownership interest

Grupo Aval held by Grupo Aval
Before the issuance 62.42 % 44.79 %
After the issuance 52.96 % 38.25 %

Grupo Aval transferred its preferential subscription rights to all of its shareholders.

Grupo Aval Limited

Grupo Aval Limited is a subsidiary of Grupo Aval in Cayman Islands. It was established on December 29, 2011. Grupo
Aval Limited is a limited liability company registered with the Assistant of the Registrar of Companies of Cayman Islands
under registry number MC-265169, with its Main Office located in Ugland House, South Church Street, George Town,
Grand Cayman KY1-1104. It was constituted as a special purpose vehicle for issuing foreign debt.

Grupo Aval International Limited

Grupo Aval International Limited is a subsidiary of Grupo Aval in Cayman Islands and was established on October 8,
2012. Grupo Aval International Limited is a limited liability company registered with the Assistant of the Registrar of
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Companies of Cayman Islands under registry number MC-272253, with its Main Office located in Ugland House, South
Church Street, George Town, Grand Cayman KY1-1104.

Other dispositions

Grupo Aval and its Colombian subsidiaries are subject to the following restrictions to transfer profits or perform
transactions, in accordance with the legal requirements in Colombia:

*  Before distributing any dividends to their shareholders, the companies should assign 10% of their profits to a
legal reserve until the reserve equals 50% of paid-in capital.

* The Subsidiaries operating in the financial sector may not grant loans to other companies of Grupo Aval that
exceed 10% of their regulatory capital if the loan is unsecured or 25% if it is granted with an acceptable security
or third party guarantee, as per Superintendency of Finance rules. There is an exception to this rule that extends
the maximum quota up to 25% (without guarantee) when it comes to loans to 4G infrastructure projects.

*  Pursuant to article 2.1.2.1.8 of Decree 2555 of 2010, banks in Colombia have a lending limit of 30% of their
regulatory capital with respect to loans granted to financial entities.

Foreign subsidiaries of Grupo Aval do not have any restriction to transfer dividends to the parent company, except for the
legal reserve mentioned above. Lending operations in general have restrictions similar to those of banks in Colombia, as
described above.

Grupo Aval and its subsidiaries do not have significant restrictions on their ability to access or use their assets and settle
their liabilities other than those resulting from the supervisory frameworks within which subsidiaries of the financial sector
operate. The supervisory frameworks require subsidiaries of the financial sector to keep certain levels of regulatory capital
(see note 4.4) and liquid assets (see note 4.3), limit their exposure to other parts of Grupo Aval and its subsidiaries and
comply with other ratios.

NOTE 2 — BASIS OF PREPARATION OF THE CONSOLIDATED FINANCIAL STATEMENTS AND
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of Grupo Aval have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB).

The consolidated financial statements have been prepared on the basis of historical cost, except for financial assets at Fair
Value Through Profit or Loss (“FVTPL”), at Fair Value Through Other Comprehensive Income (“FVOCI”) (2017:
available-for-sale), derivative financial instruments, investment properties, assets held for sale and biological assets which
are measured at fair value. Additionally, non-current assets held for sale are measured at the lower value of their carrying
value at the time of transfer and fair value, minus estimated costs of disposal and employee benefits which are measured
at the present value of the defined benefit obligation (see note 2.24).

The consolidated financial statements were authorized for issuance by the Audit Committee on April 11, 2019.
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The following are the main accounting policies applied in preparing the consolidated financial statements of Grupo Aval
as of December 31, 2018, 2017 and, 2016

2.1

Basis of preparation
a) Presentation of Consolidated Financial Statements
The consolidated financial statements are prepared as follows:

* The consolidated statement of financial position presents the company’s assets and liabilities based on
liquidity since it provides reliable and more relevant information, than separate current and non-current
classifications.

*  The consolidated statements of income and other comprehensive income are presented separately. The
Consolidated Statement of Income is presented according to their nature, as this method provides reliable
and more relevant information.

*  The consolidated statement of cash flows is presented using the indirect method. Accordingly, net cash
flows from operating activities are determined by reconciling profit before taxes, with the effects of non-
cash items, net changes in assets and liabilities from operating activities, and for any other effects that
are not classified as investing or financing activities. Revenue and expenses due to interest received and
paid are part of operating activities.

b) Consolidated financial statements

Grupo Aval prepares its consolidated financial statements incorporating its controlled entities. Grupo Aval
controls an investee if and only if it complies with the following elements:

*  Power over the investee entitling Grupo Aval to direct any relevant activities that significantly affect the
investee's performance.

»  Exposure, or rights to variable returns from its involvement with the investee.
*  Ability to affect those returns through its power over the investee.

In order to comply with this requirement, Grupo Aval carries out an annual reassessment of all its contractual
relationships. No new entities are required to be consolidated as a result of this process, including no structured
entities.

The financial statements of subsidiaries Grupo Aval’s are included in the consolidated financial statements since
the date on which Grupo Aval acquires control until the date on which control is lost.

During the consolidation process, Grupo Aval combines the assets, liabilities and profits or losses of those entities
under control, previously aligning the accounting policies in all the subsidiaries. Such process includes
eliminating intra-group balances and transactions and any unrealized and realized income and expense (except
for foreign currency translation gains or losses, taxes are not subject of elimination) arising from intra-group
transactions. Unrealized and realized losses are eliminated in the same way as unrealized and realized gains but
only to the extent that there is no evidence of impairment. Non-controlling interest is presented in the consolidated
statement of financial position of Grupo Aval separately from that attributable to owners of the parent company.
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For consolidation purposes, the statements of financial position and income of Grupo Aval’s foreign subsidiaries
are translated to Colombian pesos, as follows:

* Assets and liabilities are translated at the closing exchange rate at the reporting date;

* Income, expense and cash flows of foreign operations are translated at monthly average exchange rates
since those averages approximate the exchange rates of each specific transaction;

e All resulting exchange differences are recognized in other comprehensive income and accumulated in
the foreign currency translation reserve, except to the extent that the translation difference is allocated
to non-controlling interests.

¢) Investments in associates

Associates are companies in which Grupo Aval has significant influence but not control and are accounted for
under the equity method. They are presented in the statement of financial position as “Investments in associates
and joint ventures” (additionally see Note 2.1 “d) Joint arrangements”). Grupo Aval exercises significant
influence over another entity if it owns, directly or indirectly, 20% or more of the voting power of the investee,
unless it is clearly evidenced that such influence does not exist. Under the equity method, investments in
associates are initially recognized at cost and subsequently adjusted by Grupo Aval’s share in the associates
income and other comprehensive income with credit or charge to Grupo Aval’s profit or loss account and other
comprehensive income, respectively of the net income, and other comprehensive income of the investee.

Dividends received from associates and joint ventures are recognized as a reduction in the carrying amount of the
investment.

Grupo Aval’s share of losses in an equity-accounted investment equals or exceeds its interest in the entity,
including any other unsecured long-term receivables, Grupo Aval does not recognize further losses, unless it has
incurred obligations or made payments on behalf of the other entity.

Unrealized gains on transactions between Grupo Aval and its associates are eliminated to the extent of Grupo
Aval’s interest in these entities. Unrealized losses are also eliminated unless the transaction provides evidence of
an impairment of the asset transferred.

Accounting policies of associates have been changed where necessary to ensure consistency with the policies
adopted by Grupo Aval.

The carrying amount of associates is tested for impairment.
d) Joint arrangements

A joint arrangement is one in which two or more parties have joint control of the arrangement. Joint arrangements
are divided into joint operations, in which the parties having joint control of the agreement have rights to the
assets and obligations with respect to the liabilities relating to the agreement, and joint ventures, wherein the
parties having joint control are entitled to the net assets of the agreement.

Grupo Aval recognizes joint operations in the consolidated financial statements based on their proportional and
contractual participation in each of the assets, liabilities and profit or loss of the contract or entity wherein the
agreement is held. Grupo Aval recognizes joint ventures through the equity method, in the same manner as
investments in associates.
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2.2 Functional currency

Considering that the majority of the operation, generation and use of cash of Grupo Aval is in Colombian pesos, the
Colombian peso is the currency that most accurately represents the economic environment of Grupo Aval’s operations,
both for the consolidated financial statements and for the parent company. Foreign subsidiaries have functional currencies
different from the Colombian peso, which are translated to Colombian pesos for presentation purposes.

2.3 Transactions in foreign currencies

Monetary assets and liabilities denominated in foreign currencies are translated into the functional currency using the
prevailing exchange rate at the reporting date. Non-monetary assets and liabilities denominated in foreign currencies in
terms of historical costs are measured using the exchange rate at the transaction date. Financial instruments measured at
fair value are converted using the exchange rate at the date the fair value was determined. Profits or losses resulting from
the translation process are recognized in profit or loss, except for financial instruments designated as hedging instruments.

As of December 31, 2018, and 2017, the representative market rates as computed and certified by the Superintendency of
Finance (for the U.S. $ which is the most representative foreign currency for Grupo Aval’s transactions) were Ps. 3,249.75
and Ps. 2,984.00 per U.S. $1, respectively.

24 Convenience translation into U.S. dollars

The presentation currency of Grupo Aval’s consolidated financial statements is the Colombian Peso. The U.S. dollar
amounts disclosed in the accompanying consolidated financial statements are presented solely for the convenience of the
reader, dividing the Colombian peso amounts by the exchange rate of Ps. 3,249.75 per US$1.00, which is the market
exchange rate as of December 31, 2018, as calculated and certified by the Central Bank of Colombia. The use of this
methodology in translating Colombian pesos into U.S. dollars is referred to as the “U.S. dollar translation methodology,”
and should not be construed as a representation that the Colombian peso amounts actually represent or have been, or the
amount that could be converted into U.S. dollars at that rate or any other rate.

2.5 Changes in accounting policies

The following table summarizes the impact, net of taxes, of the adoption of IFRS 15 and IFRS 9 in the statement of
financial position as of January 1, 2018.

Impact of
Reference the adoption
IFRS 15 Revenue from contracts with customers A Ps. 391,281
IFRS 9 Financial Instruments B (784,399)
Net impact at January 1, 2018 Ps. (393,118)

A. IFRS 15 “Revenue from contracts with customers”

Grupo Aval has adopted Revenue from Contracts with Customers IFRS 15 using the cumulative effect method, with the
effect of initial adoption recognized on January 1, 2018. Accordingly, the information presented for 2017 and 2016, has
not been restated — i.e. it is presented, as previously reported, under — IAS 18 Revenue, IAS 11 Construction Contracts,
IFRIC 12 “Service Concession Arrangements” and related interpretations. Additionally, the disclosure requirements in
IFRS 15 have not generally been applied to comparative information.
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The following table summarizes the impact net of taxes, of the adoption of IFRS 15 in the statement of financial position
as of January 1, 2018.

Impact of the adoption of IFRS 15
as of January 1, 2018

Operation and construction services (Concessions) (i)

Commissions related to funding (see note 16) Ps. 12,744
Contract liability (see note 24) (531,804)
Financial assets (see note 16) 450,878
Intangible assets (see note 16) 619,949
Deferred tax effect (181,680)
370,087
Customer loyalty programs (ii)
Customer loyalty programs 32,232
Deferred tax effect (11,038)
21,194
Net impact retained earnings at January 1, 2018 Ps. 391,281

The main revenue streams impacted by the adoption of IFRS 15, including a description of the accounting policy change,
are described below:

i. Operation and construction services (Concessions)

IFRS 15 (see note 2.29 (iii)) incorporates elements related to revenue recognition, such as: a) performance obligations; b)
the interest rates of significant financing components; c) the distribution of income among the different performance
obligations; and d) the determination of methods for measuring the progress of performance obligations that are met over
time.

The impact was mainly done to: a) a change in the discount rates applied in the determination of the significant financing
components which; under IFRS 15, are directly associated to the risk characteristics of the counterparty of the concessions
agreements (i.e. Government), b) the amounts of revenue allocated to the different performance obligations identified in
the concession agreements (mainly construction, and operation and maintenance); and c) changes in the methodologies
for measuring the progress of performance obligations.

ii. Customer loyalty programs
Under IAS 18 / IFRIC 13 consideration was allocated to the loyalty program based on the fair value of the loyalty points
and the remaining consideration was allocated to the products or services. Under IFRS 15, the transaction price is allocated

between the performance obligations based on the relative standalone selling prices of each performance obligation.
Therefore, for customer loyalty points a lower level of revenue is deferred according to IFRS 15 than under IAS 18.
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B. IFRS 9 “Financial Instruments”
The following table summarizes the impact, net of tax, of our transition to IFRS 9 on the opening balance of reserves and

retained earnings and Other Comprehensive Income (“OCI”) as of January 1, 2018 (for a description of the transition
method, see (iv) below).

Impact of adopting IFRS 9 on opening balance of:

Reserves and Total

reference retained earnings 0OCI equity
Recognition of changes in measurement due in classification
under IFRS 9 i Ps. — Ps. 71229 Ps. 71,229
Recognition of expected credit losses under IFRS 9 ii. (1,255,060) 56,198 (1,198,863)
Impact on equity method due to impairment of other accounts
receivable from associates ii — (3,691) (3,691)
Deferred tax effect 366,650 (19,725) 346,926
Impact as of January 1, 2018 Ps. (888,411) Ps. 104,011 Ps. (784,399)

The details of the significant new accounting policies and the nature and effect of the changes in accounting policies that
resulted from the adoption of IFRS 9 were applied retrospectively, as detailed below.

Grupo Aval has followed the exemption of IFRS 9 not to restate comparative information for prior periods with respect to
classification and measurement (including impairment) requirements resulting from the adoption of the new standard.
Therefore, differences in the carrying amounts of financial assets and financial liabilities resulting from the adoption of
IFRS 9 are recognized in retained earnings and reserves as of January 1, 2018. Accordingly, the information presented for
2017 does reflect the requirements of IAS 39.

i. Classification and Measurement of Financial Assets and Liabilities

IFRS 9 contains three classification categories for financial assets: measured at amortized cost, Fair Value Through Other
Comprehensive Income (“FVOCI”) and Fair Value Through Profit or Loss (“FVTPL”). The classification of financial
assets under IFRS 9 is generally based on the business model in which a financial asset is managed and its contractual
cash flow characteristics. IFRS 9 eliminates the previous IAS 39 categories of held to maturity, loans and receivables and
available for sale. Under IFRS 9, derivatives embedded in contracts where the host is a financial asset in the scope of the
standard are never separated. Instead, the hybrid financial instrument as a whole is assessed for classification.

IFRS 9 largely retains the existing requirements in IAS 39 for the classification and measurement of financial liabilities.

The adoption of IFRS 9 has not had a significant effect on Grupo Aval’s accounting policies related to financial liabilities
and derivative financial instruments (for derivatives that are used as hedging instruments, see (iii)).

For an explanation of how Grupo Aval classifies and measures financial instruments and accounts for related gains and
losses under IFRS 9, see Note 2.6(ii).

The following table and the accompanying notes below explain the original measurement categories under IAS 39 and the
new measurement categories under IFRS 9 for each class of Grupo Aval’s financial assets and financial liabilities as of
January 1, 2018.
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Financial assets

U.S. dollars)

New Carrying
classification amount Carrying
Original classification under under Remeasurement amount under
under IAS 39 IFRS 9 IAS 39 Reclassification V'  impact to OCI IFRS 9
Cash and cash Loans and receivables Amortized cost
equivalents Ps. 22,336,838 Ps. — Ps. — Ps. 22,336,838
Debt securities Held-for-trading Amortized cost — — —
FVTPL 2,650,536 — — 2,650,536
FVOCI — — — —
Available-for-sale Amortized cost — — — —
FVTPL mandatory @ 8,256 — — 8,256
FVOCI 17,781,871 — — 17,781,871
Held to maturity Amortized cost 2,899,039 — — 2,899,039
FVTPL — — — —
FVOCI — — — —
Equity securities Held-for-trading FVTPL 2,149,160 — — 2,149,160
FVOCI — — — —
Available-for-sale FVTPL — — — —
FVOCI 824,033 41,790 71,229 937,054
Derivatives Held-for-trading FVTPL 328,392 — — 328,392
Hedging instrument Hedging instrument 55,261 — — 55,261
Loans and leases Loans and receivables Amortized cost
receivables 166,372,776 — — 166,372,776
FVTPL — — — —
Other receivables Loans and receivables Amortized cost 3,680,116 — — 3,680,116
Assets under Loans and receivables Amortized cost
concession
contracts 786,018 — — 786,018
Designated as at FVTPL ~FVTPL 2,282,611 — — 2,282,611
Total financial
assets Ps. 222,154,907 Ps. 41,790 Ps. 71,229  Ps. 222,267,926
Financial liabilities
Original
New carrying
classification amount New carrying
Original classification under under amount under
under IAS 39 IFRS 9 TIAS 39 Reclassification Remeasurement IFRS 9
Deposits Other financial liabilities Amortized cost Ps. 154,885,224  Ps. —  Ps. —  Ps.154,885,224
Financial liabilities Other financial liabilities Amortized cost 45,276,036 — — 45,276,036
Derivatives Held-for-trading FVTPL 298,665 — — 298,665
Hedging instrument Hedging instrument 13,464 — — 13,464
Total financial
liabilities Ps. 200,473,389  Ps. — Ps. —  Ps.200,473,389

) After the adoption of IFRS 9, certain investment securities were classified as at FVTPL because the contractual cash flows of these
securities are not Solely Payments of Principal and Interest (“SPPI”’) on the principal outstanding. The reclassified assets include
certain asset-backed securities whose exposure to credit risk is higher than the exposure to credit risk of the underlying pool of

financial assets.

() Reclassification from other assets, measured at cost as of December 31, 2017.
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ii. Impairment of financial assets

IFRS 9 replaces the ‘incurred loss” model in IAS 39 with an ‘expected credit loss’ (ECL) model. The new impairment
model applies to financial assets measured at amortized cost, contract assets and debt investments at FVOCI, but not to
investments in equity instruments. Under IFRS 9, credit losses are recognized earlier than under IAS 39 — see Note 2.6(ix).

For assets within the scope of the IFRS 9 impairment model, impairment losses are generally expected to increase and
become more volatile. Grupo Aval has determined that the application of IFRS 9’s impairment requirements as of
January 1, 2018 results in an additional impairment allowance recognition as follows:

Loss allowance as of December 31, 2017 under IAS 39 Ps. (5,875,018)

Additional impairment recognized as of January 1, 2018 on:
Loans (1,163,009)
Credit Commitments (16,217)
Other accounts receivable (18,907)
Impact on equity method investees due to impairment of other accounts receivable from associates (3,691)
Debt securities measured at amortized cost (672)
Other financial assets (58)

Loss allowance as of January 1, 2018 under IFRS 9 Ps. (7,077,572)

Recognition of expected credit losses under IFRS 9 for debt financial assets at FVOCI impacts OCI and retained earnings
at the same time, therefore the net impact on total equity is zero. The table below shows the impact on retained earnings
from impairment:

Impairment loss due to credit risk as of December 31, 2017 under IAS 39 Ps. (71,708)
Additional impairment recognized as of January 1, 2018 on:

Debt securities measured at FVOCI (56,198)
Loss allowance as of January 1, 2018 under IFRS 9 Ps. (127,906)

Additional information about how Grupo Aval measures the allowance for impairment is described in Note 4(4.1).

iili. Hedge Accounting
When initially applying IFRS 9, Grupo Aval may choose as its accounting policy to continue to apply the hedge accounting
requirements of IAS 39 instead of the requirements in Chapter 6 of IFRS 9. Grupo Aval has elected to continue to apply
IAS 39.

iv. Transition

Changes in accounting policies resulting from the adoption of IFRS 9 are generally applied retrospectively, except as
described below.

*  Grupo Aval applied the exemption allowing not to restate comparative information for prior periods with respect
to classification and measurement changes (including impairment).

« Differences in the carrying amounts of financial assets and financial liabilities resulting from the adoption of

IFRS 9 were recognized in retained earnings and reserves as of January 1, 2018. The following assessments were
performed on the basis of the facts and circumstances that exist at the date of initial application:
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» The determination of the business model within which a financial asset is held.

* The designation and revocation of previous designations of certain financial assets and financial liabilities
as measured at FVTPL.

» The designation of certain investments in equity instruments not held for trading as at FVOCI.

o If a debt investment security has low credit risk at January 1, 2018, then Grupo Aval determined that the
credit risk on the asset has not increased significantly since initial recognition.

2.6 Financial assets and financial liabilities
i. Recognition and initial measurement

Grupo Aval initially recognizes loans and advances, deposits, debt securities issued and subordinated liabilities on the date
on which they are originated. All other financial instruments (including regular-way purchases and sales of financial assets)
are recognized on the trade date, which is the date in which Grupo Aval becomes a party to the contractual provisions of
the instrument.

A financial asset or financial liability is measured initially at fair value and in addition for instruments at amortized cost
or FVOCI, incorporates transaction costs that are directly attributable to its acquisition or issuance.

ii. Classification
Financial assets - Policy applicable starting January 1, 2018

On initial recognition, a financial asset is classified as: amortized cost, Fair Value Through Other Comprehensive Income
(“FVOCT”) or FVTPL.

A financial asset is measured at amortized cost if it meets both of the following conditions and is not designated as at
FVTPL:

* The asset is held within a business model in which the objective is to hold assets to collect contractual cash flows;
and

* The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding.

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not designated as at
FVTPL:

*  The asset is held within a business model whose objective is achieved both by collecting contractual cash flows
and selling financial assets; and

*  The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding.

On initial recognition of an equity investment that is not held for trading, Grupo Aval may irrevocably elect to present
subsequent changes in fair value in Other Comprehensive Income (“OCI”). This election is made on an investment-by-

investment basis.

All other financial assets are classified as measured at FVTPL.
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Business model assessment

Grupo Aval makes an assessment of the objective of a business model in which an asset is held at a portfolio level because
this best reflects the way the business is managed, and information is provided to management. The information considered
includes:

* The expected policies and objectives for the portfolio and the actual application of them. In particular, whether
management’s strategy focuses on earning contractual interest revenue, maintaining a particular interest rate
profile, matching the duration of the financial assets to the duration of the liabilities that are funding those assets
or realizing cash flows through the sale of the assets;

*  How the performance of the portfolio is evaluated and reported to Grupo Aval’s management;

*  The risks that affect the performance of the business model (and the financial assets held within that business
model) and how those risks are managed; and

*  The frequency, volume and timing of sales of financial assets in prior periods, the reasons for such sales and its
expectations about future sale activity. However, information about sales activity is not considered in isolation,
but as part of an overall assessment of how Grupo Aval’s stated objective for managing the financial assets is
achieved and how cash flows are realized.

Financial assets that are held for trading and whose performance is evaluated on a fair value basis are measured at FVTPL
because they are neither held to collect contractual cash flows nor held both to collect contractual cash flows and to sell
financial assets.

Assessment whether contractual cash flows are solely payments of principal and interest (SPPI)

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on initial recognition.
‘Interest’ is defined as consideration for the time value of money and for the credit risk associated with the principal
amount outstanding during a particular period of time and for other basic lending risks and costs (e.g. liquidity risk and
administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are solely payments of principal and interest, Grupo Aval considers the
contractual terms of the instrument. This includes assessing whether the financial asset contains a contractual term that
could change the timing or amount of contractual cash flows such that it would not meet this condition. In making the
assessment, Group Aval considers:

*  Contingent events that would change the amount and timing of cash flows;

* Leverage covenants;

*  Prepayment and extension terms;

*  Terms that limit Grupo Aval’s claim to cash flows from specified assets; and
*  Features that modify consideration of the time value of money.

Interest rates on certain corporate and retail loans originated by Grupo Aval are pegged to standard variable rates (SVRs)
generally used in each country where Grupo Aval operates and includes a discretional spread. In Colombia, the SVRs are
based on the DTF or IBR rates which are calculated weekly by the Central Bank based on information collected from the
Colombian financial system, plus a discretionary spread, and in the case of loans in foreign currency Grupo Aval uses
Libor interest rates plus a discretionary spread. In these cases, Grupo Aval will assess whether the discretionary feature is
consistent with the SPPI criteria by considering a number of factors, including whether:

*  Borrowers are able to prepay the loans without significant penalties,
*  Market competition ensures that interest rates are consistent between banks; and
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* Any regulatory or customer protection framework is in place that requires banks to treat customers fairly.

A prepayment feature is consistent with the SPPI criterion if the prepayment amount substantially represents unpaid
amounts of principal and interest on the principal amount outstanding, which may include reasonable compensation for
early termination of the contract.

In addition, a prepayment feature is treated as consistent with this criterion if a financial asset is acquired or originated at
a premium or discount to its contractual par amount, and the prepayment amount substantially represents the contractual
par amount plus accrued (but unpaid) contractual interest (which may also include reasonable compensation for early
termination), and the fair value of the prepayment feature is insignificant upon initial recognition.

Financial assets - Policy applicable until December 31, 2017
For accounting purposes, financial assets were classified at initial recognition into four categories:

*  Fair value through profit or loss:

(1) Held for trading financial assets acquired to generate short term profits or that were part of a portfolio of
financial instruments managed together for that purpose.

(i) Some financial assets under concessions contracts were included in this category in order to obtain more
relevant information, either because this eliminated or significantly reduced recognition or measurement
inconsistencies (accounting mismatches) that would otherwise arise from measuring assets or recognizing
the gains or losses on them on different bases, in accordance with a documented risk management or
investment strategy, and information was provided on that basis to Grupo Aval’s key management personnel.
This classification adequately reflected the present market expectations over future costs comprising the
amount of the concession to be negotiated with the different Colombian Government, upon the termination
of the concession or its renewal.

*  Held-to-maturity Investments: These were debt securities with fixed or determinable payments and a fixed
maturity date, which Grupo Aval intended and had the ability to hold to maturity.

* Loans and receivables: These were financial assets of fixed or determinable payments that were not quoted in
active markets and were not classified as either trading or available-for-sale.

* Available-for-sale: These were financial assets that were designated initially as available-for-sale and are those
not classified as loans and receivables, or as held-to-maturity investments.

Financial liabilities

Grupo Aval classified its financial liabilities, other than derivatives, financial guarantees and loan commitments, as
measured at amortized cost.

iii. Reclassifications
Financial asset - Policy applicable starting January 1, 2018

Financial assets are not reclassified subsequent to their initial recognition, except in the period after Grupo Aval’s entities
changes its business model for managing financial assets.
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Financial asset - Policy applicable until December 31, 2017

Subsequent to their initial classification, financial assets shall not be reclassified to other categories, except for special
circumstances. In the event of such circumstances, transfers were accounted for as follows:

*  From the category “fair value through profit or loss” to other categories: assets were recognized at their fair value.

*  From available-for-sale to held-to-maturity investment: the fair value amount recognized immediately before the
reclassification to held-to-maturity category became the basis for the amortized cost. In reclassification of an
asset with a fixed maturity, any gain or loss previously recognized in other comprehensive income (OCI) and the
difference between the newly established amortized cost and the maturity amount were both amortized over the
remaining term of the financial asset using the effective interest rate method. However, any gain or loss previously
recognized in other comprehensive income were immediately reclassified from equity to profit or loss if the asset
is subsequently impaired. For a financial asset with no stated maturity, any gain or loss previously recognized in
other comprehensive income were reclassified from equity to profit or loss when the financial asset is disposed
of or impaired.

*  From held-to-maturity investment to available-for-sale: the difference between the amortized cost and fair value
as of the reclassification date were recognized in other comprehensive income.

iv. Derecognition
Financial assets

Grupo Aval derecognizes a financial asset when the contractual rights to the cash flows from the financial asset expire
(see also (v)), or it transfers the rights to receive the contractual cash flows in a transaction in which substantially all of
the risks and rewards of ownership of the financial asset are transferred or in which Grupo Aval neither transfers nor
retains substantially all of the risks and rewards of ownership and it does not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the carrying amount
allocated to the portion of the asset derecognized) and the sum of (i) the consideration received (including any new asset
obtained less any new liability assumed) and (ii) any cumulative gain or loss that had been recognized in OCI is recognized
in profit or loss.

From 1 January 2018 any cumulative gain/loss recognized in OCI in respect of equity investment securities designated as
at FVOCI is not recognized in profit or loss on derecognition of such securities, as explained in (2.11). Any interest in
transferred financial assets that qualify for derecognition that is created or retained by Group Aval is recognized as a
separate asset or liability.

Grupo Aval enters into transactions whereby it transfers assets recognized on its statement of financial position but retains
either all or substantially all of the risks and rewards of the transferred assets or a portion of them. In such cases, the
transferred assets are not derecognized. Examples of such transactions are securities lending and sale-and-repurchase
transactions.

When assets are sold to a third party with a concurrent total rate of return swap on the transferred assets, the transaction is
accounted for as a secured financing transaction similar to sale-and repurchase transactions, because Grupo Aval retains
all or substantially all of the risks and rewards of ownership of such assets.

In transactions in which Grupo Aval neither retains nor transfers substantially all of the risks and rewards of ownership of

a financial asset and it retains control over the asset, Grupo Aval continues to recognize the asset to the extent of its
continuing involvement, determined by the extent to which it is exposed to changes in the value of the transferred asset.
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In certain transactions, Grupo Aval retains the obligation to service the transferred financial asset for a fee. The transferred
asset is derecognized if it meets the derecognition criteria. An asset or liability is recognized for the servicing contract if
the servicing fee is more than adequate (asset) or is less than adequate (liability) for performing the servicing.

Financial liabilities

Grupo Aval derecognizes a financial liability when its contractual obligations are discharged or cancelled or expire.
v. Modifications of financial assets and financial liabilities

Financial assets

Policy applicable starting January 1, 2018

If the terms of a financial asset are modified, then Grupo Aval assesses whether the cash flows of the modified asset are
substantially different.

If the cash flows are substantially different, then the contractual rights to cash flows from the original financial asset are
deemed to have expired. In this case, the original financial asset is derecognized (see (iv)) and a new financial asset is
recognized at fair value plus any eligible transaction costs. Any fees received as part of the modification are accounted for
as follows:

*  Fees that are considered in determining the fair value of the new asset and fees that represent reimbursement of
eligible transaction costs are included in the initial measurement of the asset; and
»  Other fees are included in profit or loss as part of the gain or loss on derecognition.

If cash flows are modified when the borrower is in financial difficulties, then the objective of the modification is usually
to maximize recovery of the original contractual terms rather than to originate a new asset with substantially different
terms. If Group Aval plans to modify a financial asset in a way that would result in foregoing of cash flows, then it first
considers whether a portion of the asset should be written off before the modification takes place (see below for write-off
policy). This approach impacts the result of the quantitative evaluation and means that the derecognition criteria are not
usually met in such cases.

If the modification of a financial asset measured at amortized cost or FVOCI does not result in derecognition of the
financial asset, then Grupo Aval first recalculates the gross carrying amount of the financial asset using the original
effective interest rate of the asset and recognizes the resulting adjustment as a recovery or impairment through in the
Consolidated Statement of Income. For floating-rate financial assets, the original effective interest rate used to calculate
the modification gain or loss is adjusted to reflect current market terms at the time of the modification. Any costs or fees
incurred, and fees received as part of the modification adjust the gross carrying amount of the modified financial asset and
are amortized over the remaining term of the modified financial asset.

Policy applicable until December 31, 2017
Troubled debt restructured loans were those that had collection problems in which Grupo Aval granted the debtor a
modification that it would not otherwise consider. These modifications generally involved interest rate reductions,

extension of deadlines for payment or reductions in the balance due to a troubled debt loan.

If the terms of a financial asset were renegotiated or modified or an existing financial asset were replaced with a new one
due to financial difficulties of the borrower, then an assessment were performed of whether the financial asset should be
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derecognized. If the cash flows of the renegotiated asset were substantially different, then the contractual rights to cash
flows from the original financial asset were deemed to have expired. In this case, the original financial asset was
derecognized, and the new financial asset was recognized at fair value. The impairment loss before an expected
restructuring was measured as follows.

» If the expected restructuring not resulted in derecognition of the existing asset, then the estimated cash flows
arising from the modified financial asset were included in the measurement of the existing asset and based on
their expected timing and amounts were discounted at the original effective interest rate of the existing financial
asset.

» Ifthe expected restructuring not resulted in derecognition of the existing asset, then the expected fair value of the
new asset was treated as the final cash flow from the existing financial asset at the time of its derecognition. This
amount was discounted from the expected date of derecognition to the reporting date using the original effective
interest rate of the existing financial asset.

Financial liabilities

Grupo Aval derecognizes a financial liability when its terms are modified, and the cash flows of the modified liability are
substantially different. In this case, a new financial liability based on the modified terms is recognized at fair value. The
difference between the carrying amount of the financial liability extinguished and the new financial liability with modified
terms is recognized in the Consolidated Statement of Income.

If the modification of a financial liability measured at amortized does not result in derecognition of the financial liability,
then Grupo Aval first recalculates the gross carrying amount of the financial liability using the original effective interest
rate of the liability and recognizes the resulting adjustment as interest expense through in the Consolidated Statement of
Income. For floating-rate financial assets, the original effective interest rate used to calculate the modification gain or loss
is adjusted to reflect current market terms at the time of the modification. Any costs or fees incurred, and fees received as
part of the modification adjust the gross carrying amount of the modified financial liability and are amortized over the
remaining term of the modified financial liability.

vi. Offsetting
Financial assets and liabilities are offset, and the net amount is recognized in the consolidated statement of financial
position, when there is a legally enforceable right to offset recognized amounts and management intends to settle them on

a net basis or to realize the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and losses arising from a
group of similar transactions such as in Grupo Aval’s trading activity.

vii. Fair value measurement
‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date in the principal or, in its absence, the most advantageous market to which
Grupo Aval has access at that date.
When one is available, Grupo Aval measures the fair value of an instrument using the quoted price in an active market for

that instrument. A market is regarded as active if transactions for the asset or liability take place with sufficient frequency
and volume to provide pricing information on an ongoing basis.
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If there is no quoted price in an active market, then Grupo Aval uses valuation techniques that maximize the use of relevant
observable inputs and minimize the use of unobservable inputs. The chosen valuation technique incorporates all of the
factors that market participants would take into account in pricing a transaction.

The best evidence of the fair value of a financial instrument on initial recognition is normally the transaction price — i.e.
the fair value of the consideration given or received. If Grupo Aval determines that the fair value on initial recognition
differs from the transaction price and the fair value is evidenced neither by a quoted price in an active market for an
identical asset or liability nor based on a valuation technique for which any unobservable inputs are judged to be
insignificant in relation to the measurement, then the financial instrument is initially measured at fair value, adjusted to
defer the difference between the fair value on initial recognition and the transaction price. Subsequently, that difference is
recognized the Consolidated Statement of Income on an appropriate basis over the life of the instrument but no later than
when the valuation is wholly supported by observable market data or the transaction is closed out.

Portfolios of financial assets and financial liabilities that are exposed to market risk and credit risk that are managed by
Grupo Aval on the basis of the net exposure to either market or credit risk are measured on the basis of a price that would
be received to sell a net long position (or paid to transfer a net short position) for the particular risk exposure. Portfolio-
level adjustments — e.g. bid-ask adjustment or credit risk adjustments that reflect the measurement on the basis of the net
exposure — are allocated to the individual assets and liabilities on the basis of the relative risk adjustment of each of the
individual instruments in the portfolio.

The fair value of a financial liability with a demand feature (e.g. a demand deposit) is not less than the amount payable on
demand, discounted from the first date on which the amount could be required to be paid.

Grupo Aval recognizes transfers between levels of the fair value hierarchy as of the end of the reporting period during
which the change has occurred. See Note 5.

viii. Repurchase agreements and reverse repurchase agreements

Purchases of financial instruments under a non-optional resale agreement are measured at fair value and recognized as
financial assets in the consolidated statement of financial position under loans and receivables to credit institutions.

The excess of the purchase prices over the resale prices is recognized as interest income over the contractual term.

Sales of financial instruments under a non-optional repurchase agreement are measured at fair value and recognized as
liabilities in the consolidated statement of financial position under Deposits from the Central Bank — Repurchase
agreements, Deposits from credit institutions — Repurchase agreements or Customer deposits — Repurchase agreements.

The excess of the sales prices over the repurchase prices is recognized as interest expense over the contractual term.

After January 1, 2018, retained interests (i.e. the assets that collateralize the repurchase agreements) are primarily classified
as fair value through OCI and measured at fair value.

Until December 31, 2017, retained interests were primarily classified as available-for-sale investment securities and
measured at fair value.
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ix. Impairment of financial assets
Policy applicable starting January 1, 2018

Grupo Aval recognizes loss allowances for Expected Credit Losses — “ECL” on the following financial instruments that
are not measured at FVTPL:

¢ Debt instruments;

¢ Loans and lease receivables;

* Financial guarantee contracts issued;
e Loan commitments issued, and

e Other accounts receivable

No credit impairment loss is recognized on equity investments.

Grupo Aval measures loss allowances at an amount equal to lifetime ECL (Stage 2 and stage 3), except for the following,
for which they are measured as 12-month ECL (Stage 1):

*  Debt investment securities that are determined to have low credit risk at the reporting date; and
e Other financial instruments (other than loans and lease receivables) on which credit risk has not increased
significantly — “SICR” from their initial recognition.

A financial asset is classified as a low credit risk asset if the issuer is related to an investment grade credit rating.

12-month ECL are the portion of ECL that result from default events on a financial instrument that are possible within the
12 months after the reporting date.

Measurement of ECL
Measurement of ECL is described in Note 4(4.1.5 Amounts arising from ECL).
Modified Financial Assets

If the terms of a financial asset are renegotiated or modified or an existing financial asset is replaced with a new one due
to financial difficulties of the borrower, then an assessment is made of whether the financial asset should be derecognized
(see (iv)) and ECL are measured as follows.

e If the restructuring is not expected to result in derecognition of the existing asset, then the expected cash flows
arising from the modified financial asset are included in calculating the cash shortfalls from the existing asset
(see Note 4(4.1.1)).

* If the restructuring is expected to result in derecognition of the existing asset, then the expected fair value of the
new asset is treated as the final cash flow from the existing financial asset at the time of its derecognition. This
amount is included in calculating the cash shortfalls from the existing financial asset that are discounted from the
expected date of derecognition to the reporting date using the original effective interest rate of the existing
financial asset.
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Credit-impaired financial assets

At each reporting date, Grupo Aval assesses whether financial assets carried at amortized cost and debt financial assets
carried at FVOCI are credit-impaired. A financial asset is ‘credit-impaired’ when one or more events that have a
detrimental impact on the estimated future cash flows of the financial asset have occurred.

Evidence that a financial asset is credit-impaired includes the following observable data:

»  Significant financial difficulty of the borrower or issuer;

* A breach of contract such as a default or past due event;

*  The restructuring of a loan or advance by Grupo Aval on terms that Grupo Aval’ entities would not consider
otherwise;

* Itis becoming probable that the borrower will enter bankruptcy or other financial reorganization; or

*  The disappearance of an active market for a security because of financial difficulties.

A loan that has been renegotiated due to a deterioration in the borrower’s condition is usually considered to be credit-
impaired unless there is evidence that the risk of not receiving contractual cash flows has reduced significantly and there
are no other indicators of impairment. In addition, a loan that is overdue for 90 days (for mortgage is overdue for 180 days)
or more is considered impaired.

In making an assessment of whether an investment in sovereign debt is credit-impaired, Grupo Aval considers the
following factors.

*  The market’s assessment of creditworthiness as reflected in the bond yields.

* The rating agencies’ assessments of creditworthiness.

* The country’s ability to access the capital markets for new debt issuance.

*  The probability of debt being restructured, resulting in holders suffering losses through voluntary or mandatory
debt forgiveness; and

* The international support mechanisms in place to provide the necessary support as ‘lender of last resort’ to that
country, as well as the intention, reflected in public statements, of governments and agencies to use those
mechanisms. This includes an assessment of the depth of those mechanisms and, irrespective of the political
intent, whether there is the capacity to fulfil the required criteria.

Presentation of allowance for ECL in the statement of financial position
Loss allowances for ECL are presented in the statement of financial position as follows:

* Financial assets measured at amortized cost: as a deduction from the gross carrying amount of the assets;

*  Loan commitments and financial guarantee contracts: generally, as “other provisions”;

*  Where a financial instrument includes both a drawn and an undrawn component, and Grupo Aval cannot identify
the ECL on the loan commitment component separately from those on the drawn component: Grupo Aval presents
a combined loss allowance for both components. The combined amount is presented as a deduction from the
gross carrying amount of the drawn component. Any excess of the loss allowance over the gross amount of the
drawn component is presented as an “other provision”; and

*  Debt instruments measured at FVOCI: no loss allowance is recognized in the statement of financial position
because the carrying amount of these assets is their fair value. However, the loss allowance is disclosed and is
recognized as part of the net movement recognized in the fair value reserve.
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Write-off

Loans and debt securities are written off (either partially or in full) when there is no realistic prospect of recovery. This is
generally the case when Grupo Aval determines that the borrower does not have assets or sources of income that could
generate sufficient cash flows to repay the amounts subject to the write-off.

Recoveries of amounts previously written off are included in “impairment losses (recoveries) on financial assets” in the
Consolidated Statement of Income.

Financial assets that are written off could still be subject to enforcement activities in order to comply with the Grupo
Aval’s procedures for recovery of amounts due. The contractual amount outstanding on the financial assets that were
written off during the reporting period are disclosed in note 4.1.5 Amounts arising from ECL; Loss Allowance
reconciliation tables.

Policy applicable until December 31, 2017

Grupo Aval assessed whether there was objective evidence that a financial asset or a group of financial assets were
impaired depending on their classification.

For financial assets measured at amortized cost, objective evidence included: significant financial difficulties of the
borrower, default or delinquency by a borrower, restructuring of a loan or advance on terms that Grupo Aval would not
have considered otherwise, indications that a borrower or issuer would entered bankruptcy, disappearance of an active
market for a security or observable data relating to a group of assets such as adverse changes in the payment status of
borrowers or issuers in Grupo Aval, or economic conditions that correlated with defaults. If there was objective evidence
of impairment, impairment was recognized in profit or loss. The amount of the allowance was determined as follows:

*  Grupo Aval performed an individual assessment of significant financial assets classified as held until maturity
and loans and receivables, analyzing the debt profile of each debtor, the guarantees granted, and information
provided by credit risk agencies. Financial assets were deemed impaired when based on information and current
and past events it was likely that Grupo Aval may not collect all the amounts due in the original contract, including
interest and fees. If a financial asset had been identified as impaired, the amount of the loss was measured as the
difference between the carrying amount of the financial asset and the present value of the future cash flows
expected pursuant to the debtor’s conditions, discounted at the original effective interest rate, or the present value
of the collateral guarantee covering the asset, less the estimated costs of sale when it was determined that the
most important source of collection of the loan was such guarantee.

*  For those financial assets which were not deemed individually as significant and for individually significant
financial asset portfolios which were not determined as impaired after the individual assessment described above,
Grupo Aval carried out a collective assessment of impairment. For this purpose, financial assets were grouped
together into segments with similar characteristics, using statistical assessment techniques based on an analysis
of historical losses to determine an estimated percentage of losses which could have been incurred in such assets
as of the date of the reporting, but that had not been identified on an individual basis (See Note 4 for further
details regarding the calculation of the collective allowance).

*  Once an allowance was recorded for a financial asset or a group of similar financial assets, due to an impairment
loss, interest income of the loan continued to be recognized using the same effective interest rate applied to the
carrying value of the loan.

Impaired financial assets were written-off from the consolidated statement of financial position when the recovery of any

recognized amount was considered to be unlikely. Collections of written-off financial assets were recognized in profit or
loss.
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For available-for-sale debt securities, Grupo Aval assessed objective evidence for impairment following the same criteria
used for loans and receivables, which could include:

»  Significant financial difficulty of the issuer or counterparty; or

*  Breach of contract, such as a default or delinquency in interest or principal payments; or

* Indication that a borrower or issuer could have entered bankruptcy or reorganization; or

* The disappearance of an active market for that financial asset because of financial difficulties.

For available-for-sale equity instruments, a significant or prolonged decline in the fair value of the security below its cost
was an objective evidence of impairment.

When there was objective evidence at the measurement date that excesses of carrying value over fair value was due to an
impairment that was other than temporary, cumulative gain or loss previously recognized in equity under “Other
Comprehensive Income” was reclassified to profit or loss.

In respect of available-for-sale debt instruments, impairment losses were subsequently reversed through profit or loss if
an increase in the fair value of the investment could be objectively related to an event occurring after the recognition of
the impairment loss.

For available-for-sale equity instruments impairment losses previously recognized in profit or loss are not reversed through
profit or loss. Any increase in fair value subsequent to an impairment loss was recognized in equity under OCIL.

Once the impairment losses were estimated, they were charged to profit or loss of the period and credited to an allowance
sub-account in the respective financial asset category.

2.7 Cash and cash equivalents

Cash and cash equivalents include cash, bank deposits, and other short-term investments with original maturities of
three months or less from the date of their acquisition that are subject to an insignificant risk of changes in their fair value
and are used by Grupo Aval in the management of its short-term commitments.

2.8 Trading assets and liabilities

‘Trading assets and liabilities’ are those assets and liabilities that Grupo Aval acquires or incurs principally for the purpose
of selling or repurchasing in the near term or holds as part of a portfolio that is managed together for short-term profit or
position taking. Trading assets and liabilities are initially recognized and subsequently measured at fair value in the
Statement of Financial Position, with transaction costs recognized in Statement of Income. All changes in fair value are
recognized as part of net trading income in Statement of Income.

2.9 Derivatives

a) Derivative financial instruments and hedge accounting

A derivative is a financial instrument in which value changes respond to changes in one or more variables denominated
as an “underlying” (a specific interest rate, the price of a financial instrument, a listed commodity, a foreign currency

exchange rate, etc.), that has an initial net investment smaller than would be required for other instruments that have a
similar response to the mentioned variable and that is settled in a future date.
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Grupo Aval trades in financial markets, forward contracts, future contracts, swaps and options that fulfil the definition of
a derivative.

Financial assets and liabilities from transactions with derivatives are generally not offset in the consolidated statement of
financial position. However, when there is a legal and exercisable right to offset the recognized values and Grupo Aval
intends to be settle them on a net basis or to realize the assets and settle the liability simultaneously, derivatives are
presented as net values in the consolidated statement of financial position.

Derivative transactions are initially recognized at fair value. Subsequent changes in the fair value are recognized in profit
or loss, unless the derivative instrument is designated as a hedging instrument and, in this case, the accounting criteria will
depend on the nature of the hedged item, as described below.

At the beginning of the hedging transaction, Grupo Aval formally documents the relationship existing between the hedging
instrument and the hedged item, including the risk management objective and strategy in undertaking the hedging
relationship. It also documents its assessment, both initially as well as on a recurring basis, of whether the hedging
relationship is highly effective in offsetting the changes in fair value or cash flows of the hedged items.

(1) For fair value hedge of assets or liabilities and firm commitments, changes in the fair value of the derivative
instrument are recognized in profit or loss, as well as any other change in the fair value of the asset, liability or
firm commitment attributable to the hedge risk,

(ii) For cash flow hedge of a particular risk associated with a recognized asset or liability or a projected highly
probable transaction, the effective portion of changes in the fair value of the derivative is recognized in other
comprehensive income. The gain or loss relating to the portion that is not effective for hedging or that does not
relate to the hedged risk is immediately recognized in profit or loss.

The values accumulated in other comprehensive income are transferred to profit or loss in the same period in
which the hedged item is recognized in profit or loss.

(ii1) Hedging of net investments in a foreign operation is recognized similarly to cash flow hedging: the effective
portion of changes in fair value of the hedging instrument is recognized in other comprehensive income, and the
ineffective portion of the changes in fair value of the derivative is recognized in profit or loss. The hedging
instrument’s gains or losses accumulated in equity will be recognized in profit or loss when the net investment in
foreign operations is sold in whole or proportionally, if partially disposed of.

b) Embedded derivatives
Policy applicable starting January 1, 2018

Derivatives may be embedded in another contractual arrangement (a host contract). Grupo Aval accounts for an embedded
derivative separately from the host contract when:

*  The host contract is not an asset in the scope of IFRS 9;

e The host contract is not itself carried at FVTPL;

*  The terms of the embedded derivative would meet the definition of a derivative if they were contained in a
separate contract; and

*  The economic characteristics and risks of the embedded derivative are not closely related to the economic
characteristics and risks of the host contract.
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Separated embedded derivatives are measured at fair value, with all changes in fair value recognized in profit or loss unless
they form part of a qualifying cash flow or net investment hedging relationship. Separated embedded derivatives are
presented in the statement of financial position together with the host contract.

Policy applicable until December 31, 2017

Derivatives may be embedded in another contractual arrangement (a host contract). Grupo Aval accounted for an
embedded derivative separately from the host contract when:

e The host contract was not itself carried at FVTPL;

* The terms of the embedded derivative would have met the definition of a derivative if they were contained in a
separate contract; and

*  The economic characteristics and risks of the embedded derivative were not closely related to the economic
characteristics and risks of the host contract.

Separated embedded derivatives were measured at fair value, with all changes in fair value recognized in profit or loss
unless they formed part of a qualifying cash flow or net investment hedging relationship. Separated embedded derivatives
were presented in the statement of financial position together with the host contract.

2.10 Loans
Policy applicable starting January 1, 2018
‘Loans’ captions in the statement of financial position include:

* Loans measured at amortized cost (see 2.5(ii)); they are initially measured at fair value plus incremental direct

transaction costs, and subsequently at their amortized cost using the effective interest method;

* Finance lease receivables.
When Grupo Aval purchases a financial asset and simultaneously enters into an agreement to resell the asset (or a
substantially similar asset) at a fixed price on a future date (reverse repo or stock borrowing), the arrangement is accounted
for as a loan, and the underlying asset is not recognized in the Grupo Aval’s financial statements.

Policy applicable until December 31, 2017

‘Loans and advances’ were non-derivative financial assets with fixed or determinable payments that were not quoted in
an active market and that Grupo Aval did not intend to sell immediately or in the near term.

Loans and advances included:

¢ Loans and advances to customers, those classified as loans and receivables;
¢ Loans and advances to banks, those classified as loans and receivables;
e  Finance lease receivables.

Loans and receivables were measured at their amortized cost, calculated based on the effective interest rate method, less
any impairment.

The effective interest rate method was a method of calculating the amortized cost of a financial asset and allocating the
interest income or expense over the relevant period. The effective interest rate was the rate that discounts future cash
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payments or receipts (without consideration of future credit losses, over the expected life of the financial instrument) to
the net carrying amount of the financial asset at initial recognition. In the process of calculating the effective interest rate,
Grupo Aval estimated the cash flows considering the contractual terms including prepayment expectations of the financial
instrument for portfolios with high prepayment levels, except for future credit losses and considering the initial fair value
plus transaction costs and premiums granted, minus commissions and discounts received which form integral part of the
effective rate.

2.11 Investment securities
Policy applicable starting January 1, 2018
The ‘investment securities’ line in the statement of financial position includes:

*  Debt investment securities measured at amortized cost (see 2.6(ii)); These are initially measured at fair value plus
incremental direct transaction costs, and subsequently at their amortized cost using the effective interest method;

*  Debt and equity investment securities mandatorily measured at FVTPL (see 2.6(ii)); These are at fair value with
changes recognized immediately in profit or loss;

e Debt securities measured at FVOCI; and

*  Equity investment securities designated as at FVOCI.

For debt securities measured at FVOCI, gains and losses are recognized in OCI, except for the following, which are
recognized in profit or loss in the same manner as for financial assets measured at amortized cost:

* Interest revenue using the effective interest method;
e ECL and reversals; and
*  Foreign exchange gains and losses.

When debt security measured at FVOCI is derecognized, the cumulative gain or loss previously recognized in OCI is
reclassified from equity the Consolidated Statement of Income.

Grupo Aval elects to present in OCI changes in the fair value of certain investments in equity instruments that are not held
for trading. The election is made on an instrument-by-instrument basis on initial recognition and is irrevocable.

Gains and losses on such equity instruments are never reclassified to profit or loss and no impairment is recognized in
profit or loss. Dividends are recognized in profit or loss unless they clearly represent a recovery of part of the cost of the
investment, in which case they are recognized in OCI. Cumulative gains and losses recognized in OCI are transferred to
retained earnings upon disposal of an investment.

Policy applicable until December 31, 2017

a) Initial measurement

Grupo Aval initially recognized loans and receivables, on the date on which they are originated. All other financial
instruments (including regular-way purchases and sales of financial assets) were recognized on the trade date, which is the

date on which Grupo Aval becomes a party to the contractual provisions of the instrument.

Financial assets that were not measured at fair value through profit or loss were initially measured at fair value plus any
directly attributable transaction costs.
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b) Subsequent measurement
Subsequent to initial recognition, financial assets were measured as follows:

e At fair value through profit or loss: were measured daily at their fair value with changes recognized in profit or
loss.

*  Held-to-maturity investments: were measured at their amortized cost, calculated based on the effective interest
rate method, less any impairment.

*  Available-for-sale:

+  Debt instruments were initially recognized at fair value. The effective interest rate method was used in
order to calculate the amortized cost of the instrument to determine interest income that were recognized
in the Consolidated Statement of Income. Any changes in fair value were recognized in Other
Comprehensive Income (OCI). Impairment losses and foreign exchange gains and losses on available-
for-sale debt instruments were excluded from the fair value gains and losses recognized in other
comprehensive income and were recognized in profit or loss as incurred.

*  Available-for-sale equity instruments were recognized at fair value, with gains or losses recognized in
other comprehensive income. Dividends received from such instruments were recognized in profit or
loss when Grupo Aval become entitled to receive the payment and impairment losses were recognized
in the Consolidated Statement of Income.

When available-for-sale financial assets were sold, the accumulated values in other comprehensive income were
reclassified to the Consolidated Statement of Income. When available-for-sale financial assets were sold, the accumulated
values in other comprehensive income are reclassified to the Consolidated Statement of Income.

2.12 Financial liabilities

A financial liability is any contractual liability of Grupo Aval to deliver cash or other financial asset to another entity or
person, or to exchange financial assets or financial liabilities under potentially unfavorable conditions for Grupo Aval, or
a contract which will be terminated or could be settled using equity instruments owned by the entity. Financial liabilities
are initially recognized based on their fair value, which is usually equal to the transaction value less directly attributable
costs. Subsequently, such financial liabilities are measured at their amortized cost according to the effective interest rate
method determined at initial recognition and recognized in profit or loss.

2.13 Financial guarantees
Financial guarantees are those contracts requiring that the issuer carries out specific payments to reimburse the creditor
for losses incurred when a specific debtor defaults its payment obligation, in accordance with the original or modified

conditions, of a debt instrument; regardless of its legal form.

Financial guarantees issued or commitments to provide a loan at a below-market interest rate are initially measured at fair
value. Subsequently, they are measured as follows:

e Starting January 1, 2018: at the higher of the loss allowance determined in accordance with IFRS 9 (see 2.6 (vii))
and the amount initially recognized less, when appropriate, the cumulative amount of income recognized in
accordance with the principles of IFRS 15; and
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e Until December 31, 2017: at the higher of the amount representing the initial fair value amortized over the life of the
guarantee or the commitment and the present value of any expected payment to settle the liability when a payment
under the contract has become probable.

Grupo Aval has issued no loan commitments that are measured at FVTPL.

The provisions established over financial guarantee agreements under IFRS 9, are recognized as liabilities under
“Provisions — other provisions” and recognized in profit or loss, see note 2.6 ix “Presentation of allowance for ECL in the
statement of financial position”.

2.14 Non-current assets held for sale

Foreclosed assets and non-current assets held for sale, which Grupo Aval intends to sell in a period of less than one year,
and it is considered highly probable that their value will be recovered primarily through sale rather than through continuing
use, are recognized as "non-current assets held for sale". These assets are measured at the lower of their carrying value at
the time of transfer and fair value, less estimated disposal costs.

2.15 Property, plant and equipment for own use

Property, plant and equipment include the assets, owned or under financial leases held by Grupo Aval for current or future
use and which expects to be used for more than one period.

They are recognized in the consolidated statement of financial position at their acquisition or construction cost, less the
corresponding accumulated depreciation and, if applicable, the estimated impairment losses resulting from comparing the
carrying amount of each asset with its recoverable value.

Depreciation is calculated by applying the straight-line method over the acquisition cost of the assets, less any residual
value; land is not depreciated.

Depreciation is estimated on a straight-line basis during the estimated useful life of the asset. The annual depreciation rates
for each item of assets are:

Asset Useful Life

Own use buildings According to appraisals without exceeding 70 years
Equipment, furniture and accessories From 3 to 10 years

Machinery and equipment From 5 to 25 years

Computer equipment From 3 to 12 years

Vehicles From 5 to 10 years

Bearer plants From 25 to 35 years

Conservation and maintenance expense is recognized when incurred as “Administrative Expense”.

According to the changes in accounting policies discussed below, the biological assets that meet the definition of bearer
plants are accounted for as property, plant and equipment.

A bearer plant is a live plant that meets the following requirements:

a) Itis used for the manufacturing or supply of agricultural products;
b) Itis expected to produce for more than one period; and
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c) It has a remote probability of being sold as an agricultural product, except for irregular sales related to thinning
and trimming.

Bearer plants that are under the set-up and growing phase are subject to a biological transformation which are reflected
through cost accumulation until they reach their maturity level. In the case of the African oil palm maturity is reached in
the second year, while for rubber maturity is reached in the seventh year. After reaching their maturity bearer plants are
considered developed and the future economic benefits arise from the sale of the fruit produced during the life of the plant.

Bearer plants are measured at their cost less accumulated depreciation and any impairment losses. The useful life is equal
to the plants” production periods. The useful life of the rubber plant is 35 years while the useful life of the African oil palm
is 25 years. The depreciation method used is the estimated production units as it accurately reflects the use of the assets.
If the bearer plant is sold for timber at the end of the useful life the value received is considered the residual value of the
asset.

2.16 Investment properties

Land and buildings, considered in whole or in part, that are held to earn rental income or for capital appreciation, rather
than for own use or sale in the ordinary course of business. Investment properties are recognized initially at cost, including
all costs associated with the transaction, and subsequently measured at fair value, with changes in fair value recognized in
profit or loss.

2.17 Leases — Lessor accounting

Leases are classified as a financial or operating lease. A lease is classified as a financial lease when it substantially transfers
all the risks and rewards inherent to the property. A lease is classified as operating if it does not substantially transfer all
the risks and rewards inherent to the property. Lease contracts classified as financial leases are included in the consolidated
statement of financial position as “Loans” and are recognized in the same way as other loans, as explained in note 2.6 and
note 2.10 above. Lease contracts classified as operating lease continue to be classified as property, plant and equipment or
investment property in Grupo Aval and are recognized and depreciated in the same manner as property and equipment of
its own use. Revenues from payments are recognized in profit or loss of the period using the straight-line accrual method.

2.18 Leases - Lessee accounting
Up on initial recognition, leases are classified as financial or operating leases, in the same way as described above.

Lease agreements classified as financial leases are included in the consolidated statement of financial position as property,
plant and equipment or as investment properties, in accordance with the intention of Grupo Aval in relation to the asset
and are initially recognized in assets and in liabilities simultaneously for an amount equal to the lesser of the fair value of
the leased asset or the present value of the minimum lease payments. The present value of the minimum lease payments
is established by using the implicit interest rate in the lease contract, or if such rate is not determinable, the average interest
rate of the bonds placed by Grupo Aval in the market. Any initial direct cost of the lessee is added to the recognized asset
amount.

After initial recognition, these assets are accounted for in the same manner as other property, plant and equipment or
investment properties. The value recognized as a liability is included as a financial liability.

Payments under lease contracts classified as operating are recognized on a straight-line basis in profit or loss over the lease
term. Incentives received from leasing are recognized as an integral part of the total lease payments during its term.
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On January 1, 2019, Grupo Aval will adopt the IFRS 16 standard that significantly changes the lessee accounting. See note
2.33 for further details.

2.19 Biological assets

Biological assets, including those growing in the bearer plants, are recognized both at the time of their initial recognition
and at the end of reporting period at fair value less disposal cost, except for biological assets for which their fair value
cannot be measured reliably; in such case they are measured at cost less accumulated depreciation and impairment loss.
Gains and losses arising from the initial and subsequent recognition at fair value of the agricultural products are included
in the Consolidated Statement of Income. Costs incurred in the agricultural production process are also recognized directly
in the Consolidated Statement of Income.

Fair value of biological assets is determined using valuations performed by experienced internal professionals, using
discounted cash flow models. The expected cash flows of the crop’s total life are determined by using the market price of
the agricultural product currently in effect and the estimated productive life of plants, net of maintenance and harvest costs
and of any other costs required for plant maintenance during the production period. Productive life of plants is estimated
considering the age, location and type of product. Fair value of the biological assets is dependent on current market prices
for each product.

2.20 Business combinations and goodwill

Business combinations are accounted for by using the “acquisition method” when control is transferred to the controlling
entity. The consideration transferred in the acquisition is generally measured at fair value, as are the identifiable net assets
acquired. Any goodwill that arises is tested annually for impairment. If there is non-controlling interests arise during the
acquisition of control of the entity, such non-controlling interests is recognized at either fair value or at the proportionate
interest in the recognized amount of the identifiable net assets of the acquiree. This election is decided in each transaction.

Goodwill is measured as the excess of the aggregate of consideration transferred, over the amount of any interest previously
acquired and the net of identifiable assets and liabilities assumed at acquisition date. Goodwill acquired in a business
combination is assigned to each of the groups of cash-generating units from which a benefit is expected as a consequence
of the acquisition. Goodwill is not subsequently amortized but is subject to an annual assessment of impairment of the
cash-generating unit to which goodwill has been assigned, from which benefits are expected deriving from the synergies
of business combinations.

A loss due to impairment recognized on Goodwill cannot be reversed in subsequent periods. In addition, statement of
income of the acquiree is included in Grupo Aval’s consolidated financial statements from the acquisition date.

2.21 Other intangibles assets

Other intangible assets mainly comprise software and licenses, which are initially measured at the cost of acquisition or
cost of development. Costs incurred during the research phase are expensed as incurred.

Development expenses which are directly attributable to design and performance tests of software and identifiable, unique
and controlled by Grupo Aval are recognized as intangible assets, when the following conditions are met:

*  Technically, it is possible to complete the intangible asset production, so it can be available for use;
*  Management intends to complete the corresponding intangible asset for use;

*  Grupo Aval has the capacity of using the intangible asset;

* Itis probable that future economic benefits that are attributable to the asset will flow to the entity;
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»  There is availability of adequate technical or financial resources or other type, for completion and usage of the
intangible asset; and

* Costs attributable to intangible asset during its development phase can be estimated and measured in a reliable
manner.

Costs that are directly attributable and capitalized as part of intangible assets include personnel expense directly related to
developing such programs and an adequate percent of overhead expense.

Expenses that do not satisfy these criteria are recognized as incurred expenses. Disbursements over intangible assets are
initially recognized as expenses of the period and they will not be subsequently recognized as intangible assets.

Subsequent to their initial recognition, these assets are measured at cost less amortization, which is carried out during its
estimated useful life as follows: software amortization is recognized on a straight-line basis, according to the estimated
useful lives. At the end of each fiscal year, Grupo Aval analyzes if there is evidence based on each CGU (Cash Generating
Unit), both external and internal, indicating that the intangible asset is impaired. Any loss due to subsequent impairment
or reversals are recognized in the Consolidated Statement of Income; such impairment is determined by the excess of
carrying amount over recoverable value.

2.22 Concession arrangements rights

Concession contracts, between certain subsidiaries of Grupo Aval and the Colombian Government and other entities for
the construction or maintenance of infrastructure during a specific period, in which those entities receive income during
the life of the contract, whether through direct payments from the Government or through tolls or fees charged to the users,
are recognized as financial assets or intangible assets.

A financial asset is recognized when pursuant to the contractual conditions, the contractor is entitled to an unconditional
contractual right of receiving from the grantor entity or from the Colombian Government, cash or other financial assets
due to construction services or when the Government guarantees minimum income from tolls or fees charged to the users
of the concession work during the term of the concession agreement. An intangible asset is recognized when the Grupo
Aval subsidiary in the concession contract does not have an unconditional right to receive cash and it has a right to charge
for the use of the concession infrastructure. In some cases, contracts can contain both financial and intangible assets.

Concession arrangements are recognized as follows:

(a) During the construction stage of assets under concession, all estimated income for construction and upgrade
services and costs associated to construction are recognized in the Consolidated Statement of Income based on
the stage of completion of the work performed. Any additional expected loss is recognized as an expense.

(b) If all or part the concession agreement is classified as a financial asset, it is recognized within other accounts
receivable, net line item in the consolidated statement of financial position, initially at fair value and subsequently
at amortized cost, with the exception of concession agreements in Promigas’ subsidiaries which due to the
condition of the contracts, are measured as mandatory FVTPL.

(c) If all or part the concession agreement is classified as an intangible asset, the considerations for providing
construction or upgrade services are measured at fair value on initial recognition with reference to the fair value
of the services provided. The fair value is the cost of the intangible assets which is subsequently amortized to
profit or loss during the term of the contract. Any income received as tolls or fees before completion of the
construction stage is deferred and amortized, to profit or loss during the term of the contract, starting on the date
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in which the asset is placed into use. Income received from tolls or fees upon construction completion and
available for public service is recognized as income when effectively received.

2.23 Impairment of non-financial assets

At each reporting date, Grupo Aval reviews the carrying amounts of its non-financial assets (other than investment
properties and deferred tax assets) to determine whether there is any indication of impairment. If any such indication exists,
then the asset’s recoverable amount is estimated.

Goodwill is tested annually for impairment. For impairment testing, assets are grouped together into the smallest group of
assets that generates cash inflows from continuing use that is largely independent of the cash inflows of other assets or
Cash Generating Units (CGU). Goodwill arising from a business combination is allocated to CGUs or groups of CGUs
that are expected to benefit from the synergies of the combination.

The ‘recoverable amount’ of an asset or CGU is the greater of its value in use and its fair value less costs to sell. “Value in
use’ is based on the estimated future cash flows, discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset or CGU.

An impairment loss is recognized if the carrying amount of an asset or CGU exceeds its recoverable amount.

Grupo Aval’s corporate assets do not generate separate cash inflows and are used by more than one CGU. Corporate assets
are allocated to CGUs on a reasonable and consistent basis and tested for impairment as part of the testing of the CGUs to

which the corporate assets are allocated.

Impairment losses are recognized in profit or loss. They are allocated first to reduce the carrying amount of any goodwill
allocated to the CGU, and then to reduce the carrying amounts of the other assets in the CGU on a pro rata basis.

An impairment loss of goodwill cannot be reversed. For other assets, an impairment loss is reversed only to the extent that

the asset’s carrying amount does not exceed the carrying amount that would have been determined, net of depreciation or

amortization, if no impairment loss had been recognized.

2.24 Employee Benefits

Grupo Aval entities provide the following benefits to employees in exchange of services rendered to the Grupo Aval:

a) Short-term employee benefits
Pursuant to Colombian labor rules, such benefits are comprised of salaries, premiums, vacations, severance payments
and payroll tax contributions to the Colombian Government agencies which are paid within 12 months following the
end of the period. Such benefits are recognized on an accrual basis and recognized in profit or loss.

b) Post-employment benefits (defined benefit plans)
These are benefits that Grupo Aval pays to its employees when they retire or upon completion of their employment
period, other than indemnities. According to Colombian labor rules, such benefits are retirement pensions which are

directly assumed by Grupo Aval’s entities, pending severance payments to employees belonging to the labor regime
prior to Law 50 1990 and certain extra-legal benefits or agreed in collective labor conventions.
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Post-employment benefits liabilities are determined based on present value of estimated future payments, calculated
based on actuarial assessments based on the projected unit of credit method, and applying actuarial assumptions about
mortality rate, increase of salaries and personnel turnover, and interest rates determined with reference to bond market
returns of Colombian Government’ bonds or high-quality business liabilities in effect at the reporting date. Under the
projected unit of credit method, future benefits to be paid to employees are assigned to each accounting period in
which the employee renders the service. Therefore, the corresponding expense due to these benefits recognized in
profit or loss of Grupo Aval includes the present service cost assigned in the actuarial calculation plus the financial
cost of calculated liabilities. Changes in liabilities due to changes in actuarial assumptions are recognized in Other
Comprehensive Income.

Changes in actuarial liabilities due to changes in employment benefits granted to employees that have a retroactive
effect are recognized as an expense in the earlier of the following dates:

*  When a modification of the granted employment benefits takes place, or
*  When provisions for restructuring costs are recognized by a subsidiary or a business of Grupo Aval.

Other long-term employee benefits

Long term benefits are different from employee short-term benefits, post-employment benefits and termination. In
accordance with the collective conventions and regulations of each company of Grupo Aval, such benefits are mainly
related to seniority bonuses.

Long-term liabilities for employee benefits are determined in the same manner as post-employment benefits described
in item (b) above; the only difference is that the changes in the actuarial liability due to changes in the actuarial
assumptions are recognized in profit or loss.

Termination benefits

These benefits are payments carried out by Grupo Aval entities deriving from a unilateral decision of terminating a
labor contract or by a decision of the employee to accept benefits offered by an entity in exchange for terminating the
employment contract. Pursuant to Colombian law, such payments correspond to compensation and other benefits that
entities unilaterally decide to grant to their employees under such circumstances.

Termination benefits are recognized as a liability or in profit or loss at the earlier of the following dates:

*  When Grupo Aval formally informs to the employee about its decision of dismissal; or
*  When provisions for restructuring costs are recognized by a subsidiary or business of Grupo Aval.

Income taxes

Income tax expense includes both current and deferred tax. Tax expense is recognized in profit or loss except for items
recognized in Other Comprehensive Income or directly in equity.

The current income tax is calculated based on the tax laws in force (enacted or substantively enacted) in Colombia as of
the reporting date of the consolidated financial statements or, in the country where subsidiaries of Grupo Aval are located
and subject to tax payment. Management of each entity of Grupo Aval periodically assesses tax return positions with
respect to situations where the applicable tax regulation is subject to interpretation and establishes provisions, when
appropriate, on the basis of amounts expected to be paid to tax authorities.
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Deferred taxes are recognized in respect of temporary differences arising between carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for tax purposes. Deferred taxes are not recognized for: temporary
differences on the initial recognition of goodwill; temporary differences on the initial recognition of an asset or liability in
a transaction that is not business combination and that affects neither accounting or taxable profit or loss and temporary
differences related to investments in subsidiaries to the extent that it is probable that they will not reverse in the foreseeable
future. Deferred tax is measured using the tax rates that are expected to be applied to the temporary differences when they
reverse, using tax rates enacted or substantively enacted at the reporting date.

Deferred taxes assets are only recognized to the extent it is probable that future taxable income is expected to be available
to offset temporary differences.

Deferred tax liabilities arise from taxable temporary differences, except for the deferred tax liabilities on investments in
subsidiaries, when the opportunity of reversal of temporary differences is controlled by Grupo Aval and it is not reversed
in the near future. Generally, Grupo Aval has the ability to control the temporary differences of investments in associates.

Current taxes are offset only when the entity has a legally enforceable right to offset and the entity intends either to settle
on a net basis or to realize the asset and settle the liability simultaneously. Deferred taxes are offset when the entity has a
legally enforceable right to offset current tax assets against current tax liabilities and when the deferred tax assets and
liabilities are related to income taxes levied by the same tax authority over the same taxable entity or over different entities
but these entities have an intention to settle current tax liabilities and assets on a net basis or their tax assets and liabilities
will be realized simultaneously for each period in which these differences reverse.

In determining the amount of current and deferred taxes, Grupo Aval considers the impact of uncertain tax exposures on
current tax liabilities, including whether additional taxes and interest may be due. This assessment relies on estimates and
assumptions and may involve a series of judgments about future events. New information may become available that
causes Grupo Aval to change its judgment regarding the adequacy of existing tax liabilities; such changes to tax liabilities
would impact tax expense in the period in which such a determination is made.

2.26 Non-Income taxes (levies)

Levies are recognized as liabilities when Grupo Aval has accomplished the activities on which taxes must be paid,
according to legislation in effect.

A wealth tax was created by the Colombian Congress in late 2014, which is calculated based on the equity of companies
in Colombia, determined under tax rules as of January 1, 2014, for every year from 2015 through 2017 on January 1, and
is recognized on an annual basis as a liability when incurred and charged to profit or loss.

2.27 Provisions

Provisions for environmental dismantling and recovery, restructuring costs and legal claims are recognized when Grupo
Aval has a present legal or constructive obligation as a result of past events, and it is probable that an outflow of economic
benefits will be required to settle the obligation. Restructuring provisions include penalties due to cancelation of leases
and employee dismissal payments.

Provisions are measured at the present value of outflows expected to be necessary to settle the obligation, using a discount
rate before taxes, reflecting the assessments of the time value of money of the current market as well as the specific risks
of the obligation. The subsequent increase of the provision due to the unwinding of the discount rate is recognized as
“other expenses”.
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2.28 Non-voting rights of preferred shares
Preferred shares represent partial ownership and do not provide shareholders with any of the voting rights of common
shares. Grupo Aval has classified as an equity instrument all the non-voting preferred shares. See note 25 controlling
interest equity.
2.29 Revenues

* Net interest income
Policy applicable from January 1, 2018

(i) Effective interest rate

Interest income and expense are recognized in the Consolidated Statement of Income using the effective interest method.
The ‘effective interest rate’ is the rate that exactly discounts estimated future cash payments or receipts through the

expected life of the financial instrument to:

*  The gross carrying amount of the financial asset; or
*  The amortized cost of the financial liability.

When calculating the effective interest rate for financial instruments other than credit-impaired assets, Grupo Aval
estimates future cash flows considering all contractual terms of the financial instrument, but not expected credit losses.
For credit-impaired financial assets, a credit-adjusted effective interest rate is calculated using estimated future cash flows
including expected credit losses.

The calculation of the effective interest rate includes transaction costs and fees and points paid or received that are an
integral part of the effective interest rate. Transaction costs include incremental costs that are directly attributable to the
acquisition or issue of a financial asset or financial liability.

(ii) Amortized cost and gross carrying amount
The ‘amortized cost’ of a financial asset or financial liability is the amount at which the financial asset or financial liability
is measured on initial recognition minus the principal repayments, plus or minus the cumulative amortization using the
effective interest method of any difference between that initial amount and the maturity amount and, for financial assets,

adjusted for any expected credit loss allowance (or impairment allowance until December 31, 2017).

The ‘gross carrying amount’ of a financial asset is the amortized cost of a financial asset before adjusting for any expected
credit loss allowance.

(iii) Calculation of interest income and expense

In calculating interest income and expense, the effective interest rate is applied to the gross carrying amount of the asset
(when the asset is not credit-impaired) or to the amortized cost of the liability.

However, for financial assets that have become credit-impaired subsequent to initial recognition, interest income is

calculated by applying the effective interest rate to the amortized cost of the financial asset. If the asset is no longer credit-
impaired, then the calculation of interest income reverts to the gross basis.
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For financial assets that were credit-impaired on initial recognition, interest income is calculated by applying the credit-
adjusted effective interest rate to the amortized cost of the asset. The calculation of interest income does not revert to a
gross basis, even if the credit risk of the asset improves.

For information on when financial assets are credit-impaired, see Note 4(4.1.5 Definition of Default).
(iv) Presentation
Interest income and expense presented in the Consolidated Statement of Income and OCI include:

e Interest on financial assets and financial liabilities measured at amortized cost calculated on an effective interest
basis (see (i) above);
* Interest on debt instruments measured at FVOCI calculated on an effective interest basis (see (i) above);

Interest income and expense on all trading assets and liabilities are considered to be incidental to Grupo Aval’s trading
operations and are presented together with all other changes in the fair value of trading assets and liabilities in “net trading
income”.

Interest income and expense on other financial assets and financial liabilities mandatory at FVTPL are presented in “Net
trading income”.

Policy applicable until December 31, 2017

Interest income and expense were recognized in profit or loss using the effective interest rate method. The ‘effective
interest rate’ was the rate that discounts the estimated future cash payments and receipts through the expected life of the
financial asset or financial liability (or, where appropriate, a shorter period) to the carrying amount of the financial asset
or financial liability. When calculating the effective interest rate, Grupo Aval estimated future cash flows considering all
contractual terms of the financial instrument, but not future credit losses.

The calculation of the effective interest rate included transaction costs and fees and points paid or received that were an
integral part of the effective interest rate. Transaction costs included incremental costs that were directly attributable to the
acquisition or issuance of a financial asset or financial liability.

Interest income and expense presented in the Consolidated Statement of Income:

(1) Interest on financial assets and financial liabilities measured at amortized cost calculated using the effective
interest method;
(i) Interest on available-for-sale debt securities calculated using the effective interest rate method;

Interest income and expense on all trading assets and liabilities were considered to be incidental to Grupo Aval’s trading
operations and were presented together with all other changes in the fair value of trading assets and liabilities in net trading
income (Note 29).

Fair value changes on other derivatives held for risk management purposes, and other financial assets and financial

liabilities carried at fair value through profit or loss (FVTPL), were presented in net income from other financial
instruments at FVTPL in the statement of profit or loss and OCI.
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* Net trading income

‘Net trading income’ comprises net gains or losses related to held for trading assets and liabilities, and includes all realized
and unrealized fair value changes, interest, dividends and foreign exchange differences.

Revenue from contracts with customers (other than interest income) policy applicable from January 1, 2018

IFRS 15 establishes a comprehensive framework to determine how much and when income is recognized, it replaced IAS
18, IAS 11 and other policies related to its interpretations, IFRIC 13, IFRIC 18 and SIC-31.

¢ Contract assets

A contract asset is Grupo Aval’s right to consideration in exchange for goods or services that Grupo Aval has transferred
to a customer when that right is conditional on something other than the passage of time (for example, invoicing or delivery
of other elements of the contracts).

Contract costs eligible for capitalization as incremental costs of obtaining a contract are recognized as a contract asset.
Contract costs are capitalized when are incurred if Grupo Aval expects to recover those costs. Contract contracts are
amortized on a systematic basis that is consistent with the transfer to the customer of the services when the related revenues
are recognized. Contract costs capitalized are impaired if the customer is retired or if the asset’s carrying amount exceeds
projected discounted cash flows relating to the contract.

¢  Contract liabilities

Contract liabilities comprise Grupo Aval’s obligation to transfer goods or services to a customer for which Grupo Aval
has received consideration from the end customer or the amount is due. Additionally, it includes deferred income relating
to goods or services that will be delivered in the future, which are charged to a customer in advance but not yet due.

*  Steps for revenue recognition
Grupo Aval recognizes revenue from contracts with customers based on a five step model as set out in IFRS 15:

»  Step 1. Identify contract(s) with a customer: A contract is defined as an agreement between two or more parties
that creates enforceable rights and obligations and sets out the criteria for every contract that must be met.
Contracts can be written, oral or implied by an entity’s customary business practices.

»  Step 2. Identify performance obligations in the contract: A performance obligation is a promise in a contract with
a customer to transfer a good or service to the customer.

*  Step 3. Determine the transaction price: The transaction price is the amount of consideration to which Grupo Aval
expects to be entitled in exchange for transferring promised goods or services to a customer, excluding amounts
collected on behalf of third parties.

»  Step 4. Allocate the transaction price to the performance obligations in the contract: For a contract that has more
than one performance obligation, Grupo Aval allocates the transaction price to each performance obligation in an
amount that depicts the amount of consideration to which Grupo Aval expects to be entitled in exchange for
satisfying each performance obligation.

»  Step 5. Recognize revenue when (or as) Grupo Aval satisfies a performance obligation.
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Grupo Aval satisfies a performance obligation and recognizes revenue over time, if one of the following criteria is met:

a) Grupo Aval performance does not create an asset with an alternate use to Grupo Aval, and Grupo Aval has as an
enforceable right to payment for performance completed to date.

b) Grupo Aval performance creates or enhances an asset that the customer controls as the asset is created or
enhanced.

¢) The customer simultaneously receives and realizes the benefits provided by Grupo Aval.

For performance obligations where one of the above conditions are not met, revenue is recognized at the point in time at
which the performance obligation is satisfied.

When Grupo Aval satisfies a performance obligation by delivering the promised goods or services it creates a contract
asset on the amount of consideration earned by the performance. Where the amount of consideration received from a
customer exceeds the amount of revenue recognized this gives rise to a contract liability.

Revenue is measured based on consideration specified in a contract with a customer and excludes amounts collected on
behalf of third parties. Grupo Aval recognizes revenue when it transfers control over a good or service to a customer.
Revenue is presented net of value added tax (VAT), rebates and discounts and after eliminating intra-group sales.

Grupo Aval assesses its revenue arrangements to determine if it is acting as principal or agent.

Revenue is recognized to the extent it is probable that the economic benefits will flow to Grupo Aval and the revenue and
costs, if applicable, can be measured reliably.

The following is a description of principal activities from which Grupo Aval generates revenue from contracts with
customers:

(i) Banking (Financial Services)

Grupo Aval often enter into contracts that cover a number of different services. Such contracts might contain components
within, and components outside, the scope of IFRS 15. Therefore, Grupo Aval only applies the guidance in IFRS 15 where
it has contracts that are all or partly outside the scope of IFRS 9.

Main revenue streams earned by the banks from contracts with customers are the following:
*  Credit cards: Interchange fees, Annual-quarterly-monthly fees, Loyalty schemes

There are contracts that create enforceable rights and obligations between the Bank and the cardholders or merchants under
which the bank will provide services, sometimes in exchange for annual and other fees. The following are some of the
services that might exist in a contract with a cardholder:

» Issuance of loyalty points (which are options to acquire goods/services for free or at a discount in the future),
usually based on the monetary volume of card transactions;

e Payment processing service;

¢ Insurance where the bank is not the insurer;

e Fraud protection; and

*  Processing of certain transactions, such as purchases in a foreign currency and cash withdrawals.
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The transaction price is allocated to each performance obligation based on the relative stand-alone selling prices of the
goods or services being provided to the customer. The allocation of the transaction price to each of the separate
performance obligations will not necessarily be required where there is more than one performance obligation but the
performance obligations are all satisfied at the same time or evenly over the period.

Performance obligations are fulfilled over time, taking into account that customers receive benefits as time goes on.
Because the entity's efforts or resources are expended evenly throughout the performance period, income is recognized on
a linear basis during the period defined under the credit card conditions. The costs of plastic or security elements are
capitalized as contract signing costs.

In connection with the credit and debit card purchase commissions of the Grupo Aval, customers receive benefits every
time they make purchases. In this context, income is recognized periodically (daily or monthly) on the basis of the amounts
traded. Income that would be deferred by the valuation of the points granted to the cardholders will be extracted from the
total amount of commissions recorded periodically. See section (vi) Customer Loyalty Program below.

e Commissions:

Banks receive insurance commissions for introducing new clients to third party insurers, where the bank does not
underwrite the insurance policy itself. These commissions are usually paid periodically (for example, monthly) to banks
based on the volume of new policies (and/or renewal of existing policies) originating from clients introduced by the bank.
The transaction price might include an element of consideration that is variable or contingent on the outcome of future
events, such as policy cancellations, which is estimated and included in the transaction price based on the most likely
amount and it is included in the transaction price only when it is highly probable that the resolution of the uncertainty will
not result in a significant reversal of revenue.

Performance obligations are fulfilled over time, taking into account that customers (insurers) receive benefits as time goes
on. Where the commission calculation is made on a monthly basis or in a lower period, the total amount of the commission
is recognized in the results when its determination is made. If the settlement of commissions is defined in periods higher
than a monthly basis, the expected income to recognize revenues is estimated as time goes on.

Loan commitment fees are within the scope of IFRS 15 where it is unlikely that a specific lending arrangement will be
entered into and the loan commitment is not measured at FVTPL. Loan syndication fees received by a bank that arranges
a loan and retains no part of the loan package for itself (or retains a part at the same Effective Interest Rate “EIR” for
comparable risk as other participants) are within the scope of IFRS 15.

Income from performance obligations to provide such services, which are met at a point in time, are recognized when the
particular event defined in the contracts occurs (e.g., approval of the syndicated loan). The obligations met over time are
recognized during the period of the commitment; if they are received in advance, they are deferred for their periodic
amortization; or if they are received upon expiration, they are estimated periodically.

*  Savings and current accounts: Account and transaction fees
Savings and current accounts contracts usually allow customers to access a variety of services, which include processing
of wire transfers, use of ATMs for cash withdrawals, the issuance of debit cards, and provision of account statements;

sometimes, they might also include other benefits. Fees are charged on a periodically basis and give the customer access
to banking services and additional benefits.
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The performance obligations are fulfilled over time, taking into account that customers receive benefits as time goes on.
As a result, the banks recognize the fees from providing services in the accounting period in which the services are
rendered.

»  Investment banking: Underwriting fees and Advisory fees

Advisory contracts with customers are not standardized. These contracts might be with different promises made to the
customer, and they often include variable consideration including contingent fees that are only payable on meeting agreed
milestones.

Income from performance obligations to provide such services, which are met at a point in time, are recognized when the
particular event defined in the contracts occurs. The obligations met over time are recognized considering the method of
milestones achieved (as there is usually only one milestone that considers the delivery of results, income is recognized at
a single moment when the final delivery is made.)

(il) Asset management

Asset management revenues consist of base management fees, advisory fees, incentive distributions and performance-
based incentive fees and profit-sharing arrangements which arise from the rendering of services.

Revenues from base management fees, advisory fees incentive distributions, performance-based incentive fees and profit-
sharing arrangements are recorded based on the amount that would be due under the formulas established by the contracts.

If the amount that the asset manager expects to be entitled to is variable, the variable consideration included in the
transaction price is limited to the amount for which it is ‘highly probable that a significant reversal of the amount of
cumulative revenue recognized will not occur when the uncertainty is resolved. In making this assessment, Grupo Aval
considers both the likelihood and the magnitude of the revenue reversal. Factors that could increase the likelihood or the
magnitude of a revenue reversal include, but are not limited to, (i) the amount of consideration is highly susceptible to
factors outside the entity’s influence, (ii) the uncertainty about the amount of consideration is not expected to be resolved
for a long period of time, and (iii) the contract has a large number and broad range of possible consideration amounts.

Management fees are often based on net assets under management, while performance fees are usually based on profits
generated from the underlying investments held by the funds subject to certain thresholds.

The contractual measurement period for performance fees for traditional fund managers is often the end of the month, the
quarter or the year, and in some rare cases longer. In some cases, the performance fees will be constrained until this
contractual measurement period is completed. This means that the revenue will generally not be recognized in full in the
interim periods. However, management will need to determine if there is a portion (a minimum amount) of the variable
consideration that should be recognized prior to the end of the contractual measurement period. The full amount of the fee
will likely be recognized as of the end of the contractual measurement period when the asset manager becomes entitled to
an amount that is fixed. In certain cases, the full amount of the fee will be recognized upon a redemption because the
amount becomes fixed at that time and is no longer subject to reversal.

(iii)) Construction and operation services (Concessions)
In Concession agreements, Grupo Aval determines that its performance obligations (Construction, operation and

maintenance) are satisfied over time and measure its progress toward completion to determine the timing of revenue
recognition using a method that depicts the transfer of the goods or services to the customer. Grupo Aval considers the
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nature of the product or services provided and the terms of the contract, such as termination rights, the rights to demand
or retain payments, and the legal title to work in process in determining the best input or output method for measuring
progress toward satisfaction of a performance obligation.

Grupo Aval applies a single method to measure progress for each performance obligation within a contract. The method
can be either an input method (cost incurred, labor hours) or output method (units produced, milestones reached).

Estimations of revenues, costs or extent of progress toward completion are revised if circumstances change. Any resulting
increases or decreases in estimated revenues or costs are reflected in profit or loss in the period in which the circumstances
that give rise to the revision become known by management.

(iv) Power and utilities

Contracts between a customer and a utility for the purchase, delivery, and sale of electricity or gas, establish the rates and
terms of service. Grupo Aval determined that its obligation to sell electricity or gas represents a single performance
obligation that is satisfied over time (that is, the sale of electricity or gas over the term of the agreement represents a series
of distinct goods that are substantially the same and that have the same pattern of transfer to the customer).

Some contracts include multiple deliverables, such as the installation of connections or repairs, which are accounted as a
separate performance obligation. The transaction price is allocated to each performance obligation based on the stand-
alone selling price (regulated rates). If contracts include the installation of goods, revenue for the goods is recognized at
the point in time when goods are delivered, the ownership has been transferred and the customer has accepted the goods.

(v) Logistic activities

The transport and logistics companies offer multiple products or services to their customers as part of a single agreement.
Separate performance obligations are identified in an agreement based on the terms of the contract and Grupo Aval's usual
business practices.

Revenue recognition criteria generally apply separately to each performance obligation. In certain circumstances, it may
be necessary to separate a transaction into identifiable components to reflect the content of the transaction. It may be
necessary to group two or more transactions when they are linked in such a way that the commercial effect cannot be
understood without reference to the series of transactions as a whole.

The transaction price is assigned to performance obligations separately in a contract based on the relative independent
selling price of each separate performance obligation.

(vi) Customer loyalty program

Financial entities and hotels of Grupo Aval manage several loyalty programs in which the customers accumulate points
for their purchases, entitling them to redeem such points for prizes in accordance with the policies and the prize plan in
force as of the redemption date. Reward points are recognized as an identifiable component separate from income for the
service rendered, at their fair value. Income from loyalty programs is deferred and recognized in profit or loss until the
entity has fulfilled its obligations to supply the products under the terms of the program or when it is no longer probable
that the points under the program will be redeemed.

Grupo Aval is the principal in a customer loyalty program if it obtains control of the goods or services of another party in

advance of transferring control of those goods or services to a customer. Grupo Aval is an agent if its performance
obligation is to arrange for another party to provide the goods or services.
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(vii) Agricultural produce

Grupo Aval sells agricultural products. Sales are recognized when control of the products has been transferred, being when
the products are delivered to the wholesaler, the wholesaler has full discretion over the channel and price to sell the
products, and there is no unfulfilled obligation. Delivery occurs when the products have been shipped to the specific
location, the risks of obsolescence and loss have been transferred to the wholesaler, and either the wholesaler has accepted
the products in accordance with the sales contract, the acceptance provisions have lapsed, or Grupo Aval has objective
evidence that all criteria for acceptance have been satisfied.

Revenue from these sales is recognized based on the price specified in the contract, net of discounts. Accumulated
experience is used to estimate and provide for the discounts, using the most likely amount, and revenue is only recognized
to the extent that it is highly probable that a significant reversal will not occur. No element of financing is deemed present
as the sales are made with a credit term lower than 3 months, which is consistent with market practice. A receivable is
recognized when the goods are delivered as this is the point in time that the consideration is unconditional because only
the passage of time is required before the payment is due.

Therefore, a contract liability (refund liability) and a right to the returned goods (included in other assets) are recognized
for the products expected to be returned. Accumulated experience is used to estimate such returns at the time of sale at a
portfolio level (expected value method). Because the number of products returned has been steady for years, it is highly
probable that a significant reversal in the cumulative revenue recognized will not occur. The validity of this assumption
and the estimated amount of returns are reassessed at each reporting date.

(viii) Hotel Services
Revenue is derived from the following sources:

i) Management fees — earned from hotels managed by Grupo Aval, usually under long-term contracts with the
hotel owner. Management fees include a base fee, generally a percentage of hotel revenue, which is
recognized when earned in accordance with the terms of the contract and an incentive fee, generally based
on the hotel’s profitability or cash flows and recognized when the related performance criteria are met under
the terms of the contract.

i) Owned and leased — primarily derived from hotel operations, including the guests accommodation and sales
of food and beverage from owned and leased hotels operated under Grupo Aval brand names.

Revenue is recognized at the point when the goods are sold or services are rendered.
(ix) Financing components

Grupo Aval adjusts transaction prices for the time value of money for contracts where the period between the transfer of
the promised goods or services to the customer and payment by the customer exceeds one year.

2.30 Earnings per share

Earning per share is calculated as net income for the period attributable to Grupo Aval’s shareholders divided by the
weighted average number of common and preferred shares outstanding during the period. Diluted earnings per share are
determined in the same way, on the basis of net income, but the weighted average number of shares outstanding is adjusted
to account for the potential dilutive effect of stock options. Grupo Aval does not have financial instruments with potential
dilutive effects. As a consequence, only basic earnings per share are disclosed in these financial statements.
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Operating segments

An operating segment is a component of an entity which:

a)
b)

9

Engages in business activities from which it can earn revenue and incur expenses (including revenue and expenses
from transactions with other components of the same entity);

Has operating profit or losses which are regularly reviewed by the chief operating decision maker, who decides
on the resources allocation to the segment and assesses its performance; and

Has discrete financial information is available.

Management evaluates regularly the performance for each segment; Grupo Aval discloses information separately for each
identified operating segment, meeting any of the following quantitative thresholds:

a)

b)

¢)

The segment’s reported revenue from the ordinary activities, including revenue from external customers as well
as revenue from intersegment transfers, is equal or greater than 10 per cent of the revenue of combined ordinary
activities, internal and external, of all operating segments.

The absolute amount of the segment’s reported net income is, in absolute terms, equal or greater than 10 per cent
of the amount greater of: (i) the combined reported net income of all the segments not reporting a loss; and (ii) the
reported combined loss of all segments of the operations with incurred losses.

The segment’s assets are equal to or greater than 10 percent of the combined assets of all segments of the
operation.

The information regarding other activities of the business of operating segments that do not have to be reported is combined
and disclosed within the category of “Others.”

F-53



Grupo Aval Acciones y Valores S.A.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2018, 2017 and 2016
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of
U.S. dollars)

2.32 Changes in presentation
For comparative purposes and after the application of IFRS 9, Grupo Aval changed the presentation on financial

instruments of consolidated statement of financial position reported as of December 31, 2017. The following table shows
the changes:

Presentation As reported in
as of comparative
Original presentation December 31, 2017 New presentation figures
Held-for-trading:
Debt securities Ps. 2,650,536  Trading assets
Equity securities 2,149,160  Trading assets
4,799,696 Trading assets
Derivative instruments 328,392  Trading assets
Total held-for-trading Ps. 5,128,088 Trading assets
Total trading assets Ps. 5,128,088
Available-for-sale financial assets:
Debt securities Ps. 17,790,127 Investment securities
Equity securities 824,033  Investment securities
Total available-for-sale financial assets Ps. 18,614,160 Investment securities
Held-to-maturity investments Ps. 2,899,039 Investment securities
Total investment securities Ps. 21,513,199
Loans and receivables: Loans
Commercial 99,428,894  Commercial
Consumer 50,382,895 Consumer
Mortgages 16,151,299 Mortgages
Microcredit 409,688  Microcredit
Allowance for impairment losses (5,618,481) Allowance for impairment losses
160,754,295 Total loans
Total loans Ps. 160,754,295
Other financial assets at fair value through profit or loss 2,282,611  Other accounts receivable, net (1)
Other accounts receivable, net 4,239,272  Other accounts receivable, net (1)
Total other accounts receivable, net (1) Ps. 6,521,883
Hedging derivatives Ps. 55,261 Hedging derivatives assets Ps. 55,261
Presentation As reported in
as of comparative
Original presentation December 31, 2017 New presentation figures
Financial liabilities held for trading Trading liabilities
Derivative instruments Ps. 298,665 Trading liabilities Ps. 298,665
Hedging derivatives 13,464  Hedging derivatives liabilities 13,464
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For comparative purposes Grupo Aval changed the presentation of the revenue from contracts with customers within the
consolidated statement of income reported as of December 31, 2017 and 2016, the following table shows the changes:

For the period 2017
Presentation as of Change in As reported in
December 31,2017 presentation comparative figures
Income from sales of goods and services Ps. —  Ps. 5,792,850  Ps. 5,792,850
Costs and expenses of sales goods and services — (5,035,827) (5,035,827)
Net income from sales goods and services — 757,023 757,023
Other income 1,908,768 (757,023) 1,151,745
For the period 2016
Presentation as of Change in As reported in
December 31, 2016 presentation comparative figures
Income from sales of goods and services Ps. — Ps. 6,654,623  Ps. 6,654,623
Costs and expenses of sales goods and services — (5,725,328) (5,725,328)
Net income from sales goods and services — 929,295 929,295
Other income 2,605,401 (929,295) 1,676,106

2.33 New and Amended IFRS

Below is a list of the new and amended standards that have been issued by the IASB and are effective for annual periods
starting on or after January 1, 2019. Grupo Aval has not early adopted the new standards in preparing these consolidated
financial statements. Management is in the process of assessing the potential impact of these pronouncements on Grupo
Aval consolidated financial statements as further explained below:

Standards issued but not yet effective
A. IFRS 16 Leases

Grupo Aval is required to adopt IFRS 16 Leases starting January 1, 2019. Grupo Aval estimated the estimated the impact
that the initial application of IFRS 16 will have on its consolidated financial statements, as described below, but the actual
impact of adopting the standard on January 1, 2019 may change because:

*  Grupo Aval has not finalized the testing and assessment of controls over its new IT systems; and
» the new accounting policies are subject to change until Grupo Aval presents its first financial statements that
include the date of initial application.

IFRS 16 introduces a single, on-balance sheet lease accounting model for lessees. A lessee recognizes a right-of-use asset
representing its right to use the underlying asset and a lease liability representing its obligation to make lease payments.
There are recognition exemptions for short-term leases and leases of low-value items. Lessor accounting remains similar
to the current standard; this means that lessors continue to classify leases as finance or operating leases.

IFRS 16 replaces existing leases guidance, including IAS 17 Leases, IFRIC 4 Determining whether an Arrangement

contains a Lease, SIC-15 Operating Leases — Incentives and SIC-27 Evaluating the Substance of Transactions Involving
the Legal Form of a Lease.
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Grupo Aval has completed an initial assessment of the potential impact on its consolidated financial statements but has
not yet completed its detailed assessment. The actual impact of applying IFRS 16 on the financial statements in the period
of initial application will depend on future economic conditions, the development of Grupo Aval’s lease portfolio, Grupo
Aval’s assessment of whether it will exercise any lease renewal options and the extent to which Grupo Aval chooses to
use practical expedients and recognition exemptions.

Grupo Aval will recognize new assets and liabilities for its operating leases. The nature of expenses related to these leases
will now change because IFRS 16 replaces the straight-line operating lease expense with a depreciation charge for right
of use assets and interest expense on lease liabilities.

Previously, Grupo Aval recognized operating lease expense on a straight-line basis over the term of the lease.

Grupo Aval expects to recognize right-of-use assets of approximately Ps. 2,098,731 as of January 1, 2019; lease liabilities
of approximately Ps. 2,138,990; and deferred tax assets of approximately Ps. 644,541 and liabilities of approximately Ps.
633,632. These impacts could generate a decrease in retained earnings as of January 1, 2019 of approximately Ps. 29,350.

No significant impact is expected for Grupo Aval’s finance leases. However, some additional disclosures will be required
next year.

Grupo Aval plans to apply IFRS 16 on January 1, 2019, using a modified retrospective approach. Therefore, the cumulative
effect of adopting IFRS 16 will be recognized as an adjustment to the opening balance of retained earnings at January 1,
2019, with no restatement of comparative information.

Grupo Aval plans to apply the practical expedient to the definition of a lease on transition. This means that it will apply
IFRS 16 to all contracts entered into before January 1, 2019 and identified as leases in accordance with IAS 17 and IFRIC
4.

B. Other Standards

Effective for
Annual Periods
New or Amended Standard Title of the Standard Beginning on or After
Forthcoming requirements.
IFRS 16 Leases January 1, 2019
IFRIC 23 Uncertainty over Tax Treatments January 1, 2019
Amendments to IFRS 9 Prepayment Features with Negative Compensation January 1, 2019
Amendments to IAS 28 Long-term Interests in Associates and Joint Ventures January 1, 2019
Amendments to IAS 19 Plan Amendment, Curtailment or Settlement January 1, 2019
Various standards Annual Improvements to IFRS Standards 2015-2017 Cycle January 1, 2019
Amendment to IFRS 3 Business combinations January 1, 2019
Conceptual Framework Amendments to References to Conceptual Framework in
IFRS Standards January 1, 2020
IFRS 17 Insurance Contracts January 1, 2021
Amendment to IAS 1 and IAS 8 Definition of materiality January 1, 2021
Amendments to IFRS 10 and IAS 28 Sale or Contribution of Assets between an Investor and its ~ Available for optional adoption /
Associate or Joint Venture effective date deferred indefinitely

Grupo Aval has preliminarily assessed the impacts of the adoption of the new or amended standards detailed above,
concluding that they do not have a significant impact on the financial statements of Grupo Aval as of December 31, 2018,
except for IFRS 16 as explained above.
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NOTE 3 - JUDGEMENTS AND CRITICAL ACCOUNTING ESTIMATES IN APPLYING ACCOUNTING
POLICIES

Grupo Aval’s management makes estimates and assumptions that affect the amounts recognized in the consolidated
financial statements and the carrying value of the assets and liabilities within the fiscal year. The judgments and estimates
are continuously evaluated and are based on the experience of management and other factors, including the occurrence of
future events that are believed as reasonable under the current circumstances. Management also makes certain judgments
besides those which involve estimates during the process of applying accounting policies. The judgments that have the
most significant effects on the amounts recognized in the consolidated financial statements and the estimates that may
cause an important adjustment to the value in the carrying value of assets and liabilities in the following year include the
following:

A. Judgements

Information about judgements made in applying accounting policies that have the most significant effects on the amounts
recognized in the consolidated financial statements is included in the following notes.

*  Applicable to 2018 only
— Note 2 (2.6) (ii) — classification of financial assets: assessment of the business model within which the assets are held
and assessment of whether the contractual terms of the financial asset are solely payments of principal and interest on the
principal amount outstanding.

*  Applicable to 2018 and prior year
— Note 2(2.1) — determination of control over investees.

B. Assumptions and estimation uncertainties

Information about assumptions and estimation uncertainties that have a significant risk of resulting in a material adjustment
in the year ended is included in the following notes.

*  Applicable to 2018 only

— Note 4 (4.1) — impairment of financial instruments: assessment of whether credit risk on the financial asset has increased
significantly since initial recognition and incorporation of forward-looking information in the measurement of ECL.

— Note 16 — recognition of concession agreements.
* Applicable to 2018 and prior year

— Note 5 — determination of the fair value of financial instruments with significant unobservable inputs.
— Note 22 — measurement of defined benefit obligations: key actuarial assumptions.

— Note 19 — recognition of deferred tax assets: availability of future taxable profit against which carry-forward tax losses
can be used.

— Note 17 — impairment testing for CGUs containing goodwill: key assumptions underlying recoverable amounts.
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— Notes 23 — recognition and measurement of provisions and contingencies: key assumptions about the likelihood and
magnitude of an outflow of resources.

— Note 4(4.1) — impairment of financial instruments: key assumptions used in estimating recoverable cash flows.

NOTE 4 - RISK MANAGEMENT

Grupo Aval and its subsidiaries in the financial sector, Banco de Bogot4, Banco de Occidente, Banco AV Villas, Banco
Popular and Corficolombiana manage risk pursuant to the applicable regulations in each country where they operate and
according to Grupo Aval’s internal policies.

The risk framework requires that strong risk management practices are integrated in key strategic, capital and financial
planning processes and day-to-day business processes across Grupo Aval, with a goal of ensuring risks are appropriately
considered, evaluated and responded to in a timely manner. Grupo Aval employs a risk management process, referred to
as identify, measure, monitor and control, as part of the daily activities, among all the risks Grupo Aval manages.

Lines of Defense: In addition to the role of Executive Officers in managing risk, management has had clear ownership
and accountability across the three lines of defense: 1) First Line of defense: Business Units, 2) Second Line of defense:
mainly concentrated in the Independent Risk Management departments and 3) Third line of defense: Corporate Audit.

*  Business Units: Include the business lines as well as the Technology and Operations areas which are responsible
for appropriately assessing and effectively managing all of the risks associated with their processes.

*  Independent Risk Management Units: Risk management areas include risk management and compliance
departments. Grupo Aval has other control functions that are not part of these areas but are key in the risk
mitigation of non-financial risks, including legal, human resources and certain activities within the Financial and
Administrative processes.

*  Corporate Audit: Corporate Audit maintain its independence from the first and second lines of defense by
reporting directly to the Audit Committee or the Board. Corporate Audit provides independent assessment and
validation through testing of key processes and controls across Grupo Aval.

The following sections outline the key risks that are inherent in business activities of the subsidiaries in the financial sector:
Financial risks

Credit risk: the risk of financial loss if a debtor fails to meet its contractual obligations.

Market risk: the risk of loss arising from potential adverse changes in the value of the subsidiaries in the financial sector
assets and liabilities or future results, resulting from changes in market variables such as interest rates, foreign exchange
rates, equity prices, commodity prices, implied volatilities or credit spreads; this includes the structural interest rate and
foreign exchange risks.

Liquidity risk: the risk of being unable to meet contractual and contingent obligations or that the subsidiaries in the
financial sector do not have the appropriate amount, composition and tenor of funding and liquidity to support the assets
and liabilities requirements (funding liquidity risk). Also includes the capability to manage its investment portfolio in

terms of liquidity, duration and currency (market liquidity risk).

Interest rate risk: It is the current or potential risk to equity and profits of a financial subsidiary that arise from adverse
movements in interest rates, which affect the positions of the banking book.
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Capital risk: the risk that any of the subsidiaries in the financial sector have an insufficient level and composition of
capital to support its business activities and associated risks during both normal economic environments and under stressed
conditions. Risk related to the management of capital requirements and adequacy.

Grupo Aval’s subsidiaries in the financial sector are making efforts in the implementation of better practices related with
ALCO/ALM committees in order to establish risks policies, limits and systems to measure, monitor and control the funds
transfer pricing curve, interest rate risk in banking book and liquidity risk management.

Concentration risk: the risk of potential losses due to a single counterparty, sector or country’s exposure, which may
threaten the ability to maintain the core operations of the entity.

Non-Financial Risks

Operational risk: the risk of loss resulting from inadequate or failed processes or systems, human factors, or due to
external events that are neither market nor credit related such as technology related events.

Conduct risk: risk derived from inappropriate practices in the dealings with customers, and the treatment of products
offered to each particular customer.

Compliance and regulatory risk: risk arising from non-compliance with the legal framework, internal rules or the
requirements of regulators and supervisors.

Reputational risk: risk that an action, transaction, investment or event will reduce trust in Grupo Aval’s integrity or
competence by its various constituents, including clients, media, public opinion, counterparties, investors, regulators,
employees and the broader public.

Moreover, Grupo Aval financial holding will supervise the key risks inherent in the management of financial
conglomerates in 2019, as outlined and in compliance with Law 1870 of 2017. The risks which financial conglomerates
are exposed to:

Contagion risk: risk corresponding to the probability of affecting the stability of one or more subsidiaries, in
consequence of the deterioration of the general conditions of subsidiaries belonging to the holding.

Strategic risk: risks resulting from changes in Grupo Aval’s strategy or business plan due to changes in general
business conditions associated with strategic decisions, such as investments. Strategic risk also includes the risk of
poor implementation of decisions and lack of capacity to respond to changes in the business environment.

Concentration risk: the risk of potential losses due to a single exposure to a counterparty, sector or country, which
has the capacity to affect the main operation of the entity.

Objective and General Guidelines of risk management

Grupo Aval’s and its subsidiaries of the financial sector objective is to maximize returns for its investors, through proper
risk management. The guiding principles of risk management at Grupo Aval are as follows:

a) Make risk management a part of every institutional process;

b) Collective decision making for commercial lending of significant amounts;

¢) Extensive and in-depth industry and market knowledge, as a result of the leadership and experienced, stable and
seasoned senior management;
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Clear risk management policies based on a top-down approach with respect to:

*  Compliance with know-your-customer policies;

*  Commercial loans credit structure based on a clear identification of sources of repayment and of cash flow
generation capacity of the borrower;

Use of common credit analysis tools for analysis and loan pricing tools across Grupo Aval’s subsidiaries of

financial sector;

Diversification of the commercial loan portfolio with respect to industries and economic groups;

Specialization in consumer product niches;

Extensive use of continuously updated scoring models and credit ratings updated permanently to ensure quality

growth of consumer loans with high credit quality;

Conservative policies in terms of:

*  Trading portfolio composition with bias towards lower volatility instruments;

*  Proprietary trading positions; and

*  The variable compensation for the trading staff;

Control the position-level based on market risk sensitives (such as VaR, DVO01, Delta, Rho and Vega) and credit

risk exposures by counterparties;

Concentration and diversification limits which are based on market liquidity and volatility, operational capacity,

valuation and credit quality of counterparties;

Control and follow up the funding and liquidity risk with independent oversight. This includes setting limits

related with high quality liquid assets and maturity concentration of financial liabilities among others; and

Ensuring of compliance with regulatory limits and reviewing how the current and projected strategy can affect

those limits.

Main premises for risk management

Grupo Aval’s risk culture is based on the principles indicated in the section above and they are transmitted to all
subsidiaries of the financial sector and business units. The strategy related with risk management is supported by the
following guidelines:

a)

b)

¢

d)

e)

g

In all of Grupo Aval’s subsidiaries of the financial sector, the risk function is independent of the business units.
The segregation of functions between the business areas and the risk areas in charge of risk measurement analysis,
control and reporting, provide sufficient independence and autonomy for proper risk control.

The decision-making process at the subsidiaries of the financial sector requires that transactions of significant
amounts are sent to decision centers such as risk committees. The frequency of meetings of these committees
ensures a high degree of agility regarding the resolution of proposals and continuous participation of senior
management for administering the different risks.

Grupo Aval has corporate policies for the risk to which it is exposed. The business and risk units of Grupo Aval
and its subsidiaries of the financial sector hold orientation meetings based on approaches to risk that are consistent
with Grupo Aval’s risk culture.

Grupo Aval has implemented a risk system that is updated on a regular basis to address new conditions in the
markets and the risks to which Grupo Aval is exposed.

There are adequate information systems to monitor risk exposure, to ensure compliance and approval policies
and, if necessary, to implement proper corrective actions.

Key risks are analyzed on a regular basis, not only when risks materialize or when problems occur during the
normal course of business but in a continuous process of risk management.

Grupo Aval and its subsidiaries of the financial sector have training courses on risk culture for all hierarchy levels
in the organization.
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h) A risk culture integrated throughout the organization, consisting on a series of attitudes, values, skills and
guidelines to action.

Corporate structure of the risk function

Governance of the risk function seeks to ensure that risk decisions are taken appropriately and efficiently and that risks
are effectively controlled. The goal is to guarantee that risks are managed in accordance with the guidelines set forth by
Grupo Aval. The corporate structure for risk management at the subsidiaries of the financial sector is comprised of the
following, top-level risk governance bodies:

*  Board of Directors

* Risk Management committees

* Risks Management units

*  Administrative process of risk management
* Internal Audit Departments

Responsibility for the control and management of risk and, in particular setting Grupo Aval’s risk profile rests ultimately
on Grupo Aval’s Board of Directors. The Board has the power to delegate the various committees and it is supported by
risk management committees at the subsidiaries of the financial sector.

Grupo Aval Board of Directors

The Board of Directors is the body responsible for establishing the risk profile and for the approval of the general scope
for risk management.

Corporate Risk Unit

It is the corporate risk unit, led by Grupo Aval’s Chief Risk Officer, with functions including the following among others:
1) identification and definition of best practices for corporate risk management; 2) support the board and the financial
subsidiaries in the construction of the risk appetite. 3) state and ensure the compliance of policies and guidelines that
ensure an adequate risk exposure.

Boards of Directors of the Financial Subsidiaries

The Boards of Directors of Grupo Aval’s financial subsidiaries are responsible for adopting the following decisions, among
others, with respect to the proper organization of each entity’s risk management system:

* Define and approve the general policies and strategies related to the internal control system for risk management;

*  Approve the entity’s policies in relation to the management of different risks;

*  Approve trading and counterparty limits, in accordance with defined attributions;

*  Approve exposure limits for different types of risks;

*  Approve different procedures and methodologies for risk management;

* Ensure the adequate assignment of the human, physical and technical resources required for effective risk
management;

» Set forth the responsibility and attributes assigned to the different positions and areas in charge of risk
management;

*  Create and define the functions of the committees that are needed to ensure the proper organization, control and
monitoring of operations that generate risk exposure and define their functions;
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*  Approve internal control systems for risk management;

*  Require management of Grupo Aval’s financial subsidiaries to submit periodic reports on the levels of exposure
to several risks;

*  Evaluate recommendations and corrective actions proposed for risk management processes;

* Follow-up at regular board meetings, based on periodic risk-management reports submitted by the Audit
Committee on measures taken to control or mitigate the more relevant risks; and

*  Approve the nature, scope strategic business and markets in which each subsidiary of the financial sector will
operate.

Risk Committees

Grupo Aval’s subsidiaries of the financial sector have, among others, risk management committees comprising members
of the Board of Directors which periodically discuss, measure, control and analyze the credit risk management system
(SARC for its initials in Spanish), market risk management systems (SARM for its initials in Spanish) and operating risk
management system and the management of the business continuity plan (SARO-PCN for its initials in Spanish).
Additionally, the subsidiaries of the financial sector also have an asset-liability committee (ALCO) which takes decisions
regarding asset and liability management and evaluates the effectiveness of the liquidity risk management system (SARL
for is initials in Spanish). Compliance of legal risks is monitored by the General Secretaries of each subsidiary of the
financial sector. The functions of these committees include, among others, the following:

*  Proposing adequate policies for managing the risks concerning each committee and the applicable business
processes and methodologies to the Board of Directors of each entity;

»  Systematically review the entity’s exposure to risks and take any corrective actions when necessary;

* Ensuring that actions taken at each subsidiary of the financial sector in relation to risk management are consistent
with previous defined levels of risk appetite; and

*  Approve decisions that are within the approval limits established for each committee by each of the financial
subsidiaries’ Board of Directors

The risk committees of Grupo Aval subsidiaries of the financial sector are detailed below:

I. Risk Management Committees of the financial sector subsidiaries

The objective of these committees is to establish policies, procedures and strategies for comprehensive management
with respect to credit, market, liquidity, operational, money laundering and terrorism financing risks. Its main duties
involve:

e Measuring the entity’s risk profile;

*  Designing systems to monitor and follow up on levels of exposure to the different risks the entity faces;

* Reviewing and proposing to the Board of Directors the level of tolerance and degree of exposure to risk the
entity is willing to assume in the course of its business. This implies evaluating alternatives to align risk
appetite in the various risk management systems;

*  Assessing the inherent risks involved in entering new markets, products, segments and countries, among
others; and

*  Ensuring that risk management and measurement methodologies are appropriate, given the characteristics
and activities of the entity.
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II. Assets and Liabilities Committee of the financial sector subsidiaries

The objective of these committees is to support senior management by establishing risk policies, limits and systems
to monitor and measure the effectiveness of the interest rate risk in the banking book management and the liquidity
risk management systems (SARL for its initial in Spanish). The main functions, among others, are:

»  Establishing adequate procedures and mechanisms for liquidity management.

*  Monitoring liquidity and interest rate risk exposure reports and Fund Transfer Pricing (FTP) process.

* Identify the origin of risk exposure through sensitivity analysis, in order to assess the probability of lower
returns for the entity or assess the necessity of new liquidity resources.

III. Audit Committee of Aval and Audit Committees of Subsidiaries of the Financial Sector:

The Audits Committees’ principal objective is to evaluate and monitor the Internal Control System.
The following are the description of the functions for these committees:

* Proposing, for approval of the Board of Directors, the structure, procedures and methodologies required for the
operation of the Internal Control System.

* Assessing the structure of the internal control of the entity, in order to establish if the procedures are designed
reasonably to protect its assets, as well as those of third parties under its administration and custody, and if there
are controls to verify that transactions are being properly authorized and registered. For such purpose, the areas
in charge of the administration of the various systems of risk, the Statutory Auditor and the Internal Auditor
submit the established periodical reports to the Committee as well as other reports that the members of the
Committee may require.

* Monitoring risk exposure levels, their potential consequences and establishing risk control or mitigation
actions.

Risk Vice-Presidency or its equivalent in the subsidiaries of the financial sector

The Risk Vice-Presidency and its equivalent that figure within the organizational structure of the subsidiaries of the
financial sector have, among others, the following functions:

* Oversee adequate compliance of the policies and procedures established by the Board of Directors and the
various committees for risk management.

* Designing methodologies and procedures to be followed by the administration for risk management.

» Establishing ongoing monitoring procedures to allow timely identification of any deviation relating to
compliance of the policies established for risk management.

* Preparing timely reports for the different risk committees, the Board of Directors of each subsidiaries of the
financial sector and for the government entities in charge of control and supervision of the subsidiaries of the
financial sector in relation with compliance of risk policies.
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Administrative Processes of Risk Management

In accordance with the respective business models, each subsidiary of the financial sector of Grupo Aval has well defined
structures and procedures, including manuals on administrative processes that must be followed for managing different
risks. The entities use the different technological tools, for the analysis, monitoring and control of the various risks.

Internal Audit

The internal audit units at each subsidiary of financial sector act under independent criteria and, in performance of their
functions, carry out periodic independent compliance assessments of risk management policies and procedures followed
by the entities for the managing of risks and environment controls. Reports are submitted directly to the audit committees,
responsible for monitoring the risk to which they are exposed to and adopt corrective measures, if necessary.

In addition to the Internal Audit Units at the financial sector subsidiaries, there is a corporate control unit which ensures
the compliance of our financial sector subsidiaries with corporate policies. The corporate controller participates in the
audit committees of the most significant subsidiaries. The corporate control unit performs periodic independent audits of
Grupo Aval’s subsidiaries to monitor their compliance with risk management policies. Its reports are presented directly to
senior management at each of the subsidiaries and to the corresponding audit committees including the audit committee
of the holding company.

Grupo BAC Credomatic

Grupo BAC Credomatic (hereinafter referred to as BAC) has its main operations located in Central America and is
consolidated under Banco de Bogot4 through its subsidiary Leasing Bogotd Panami. BAC has its own policies, functions
and risk management procedures, subject to approval by Banco de Bogota.

Risk management and periodic risk surveillance are carried out through the following bodies of corporate governance
which were, established both at a regional level as well as in the countries where Grupo BAC operates: Committee of
Integral Risk Management, Committee of Assets and Liabilities (ALCO), Committee of Compliance, Credit Committee,
Investment Committee and Audit Committee.

Regarding credit risk management, BAC has a centralized structure, led by a Chief Risk Officer (CRO), who reports to
the CEO. The Regional Credit Committee, whose members include the CEO, the CRO, and members of the Corporate
Risk Unit of Grupo Aval and Banco de Bogot4, is responsible for submitting credit policies and procedures at a regional
level for the Board of Directors approval. This committee is responsible for monitoring the loan portfolio. The regional
credit committee is also responsible for the final decision on loans exceeding the credit limits delegated to each individual
country. While local risk managers report to the local head, observance of regional policies and procedures are reported to
the CRO.

Regarding market risk, BAC manages an investment policy and asset and liability policy at a regional level, setting
guidelines for establishing country and counterparty risk limits, as well as limits to foreign currency positions and
guidelines for liquidity risk management, interest rate and exchange rate risks. The Regional Committee of Assets and
Liabilities, which is composed by members of BAC Board of Directors, is responsible for the establishment of regional
risk management policies.

Non-financial Subsidiaries

With the objective of strengthening the second line of defense for its risk management and internal control, as well as to
expand the scope of its oversight to non-financial subsidiaries the Government, Risk and Compliance (GRC) Vice
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Presidency was created in Corficolombiana. During 2018, a diagnosis to measure the status of the GRC's capabilities was
carried out. This lead to the initiation of the corporate project that involved the strengthening the team incharge, the design
of methodologies, risk management and compliance reports as well as their subsequent implementation in the non-financial
subsidiaries throughout 2019. This activity is currently under development and includes subsidiaries in the infrastructure,
energy and gas sectors.

The Board of Directors of each subsidiary is given the faculty to establish guidelines in terms of risk policies and risk
monitoring processes. For companies falling within the non-finacial sector that are part of Corficolombiana’ s equity
investment portfolio, each entity will coordinate the implementations of risk management systems in line with those of
Corficolombiana, based on the good practices established by law and those found in the Corficolombiana’s polices.

Moreover, Corficolombiana must ensure that, controlled non-financial sector subsidiaries follow Grupo Aval’s guidelines
of Grupo Aval in relation to risk management.

Control Environment

The risk management model of the financial sector subsidiaries promotes a control environment that ensures the
appropriate control and integrated view for all individual risks. This control is executed at all the business segments and
for each type of risk in order to ensure that the exposures and overall risk profile are within the framework of the mandates
established by both the Board of Directors and the regulators. The main elements ensuring effective control are:

* The assignment of responsibilities in risk-generating functions through decision-making and due control of their
activity;

»  Specialized control of each risk factor;

*  The supervision of all risks;

¢ The assessment of control mechanisms; and

* Independent assessment by internal audit

New Risk Framework by the Colombian Superintendency of Finance (SFC)

From 2019 on, the Colombian Superintendency of Finance (SFC) will supervise the financial holdings in Colombia,
including Grupo Aval. The implementation of this supervision will be achieved in stages.

On September 17, 2017, the regulation of financial conglomerates (Law 1870 of 2017) was issued, which, together with
Decree 774 of May 6, 2018, established the minimum adequate capital level for Grupo Aval as a financial conglomerate.
The level of adequate capital for financial conglomerates cannot be less than the sum of the capital of subordinates in the
financial sector. However, there are detailed rules for determining the capital of the financial conglomerate, including the
deduction of capital investments in certain subsidiaries. Decree 774 of 2018 established an 18-month transition period,
which expires on November 6, 2019 and, therefore, the minimum capital requirement of Grupo Aval will be based on the
consolidated financial statements as of December 31, 2019.

Additionally, on August 6, 2018, Decree 1477 was issued, which aligns the capital requirements of Colombian financial
institutions with the Basel III standards, specifically, the definitions of level 1 and level 2 of capital and weighted risk
assets and incorporating reserves for the conservation of capital for important systemic entities. Decree 1477 includes a
transition period of 18 months, which expires on February 6, 2020 and, therefore, the obligation of the financial
subordinates of Grupo Aval to comply with the requirements of Decree 1477 will be based on the financial statements at
March 31, 2020.
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The preliminary calculations, based on the consolidated information of the subsidiaries of Grupo Aval as of September
30, 2018, have been prepared incorporating the requirements established in Decrees 774 and 1477. These calculations
indicate that all the subordinates of the financial sector and the Group Aval, like the holding company of the conglomerate,
may comply with the mentioned requirements.

Besides this, the SFC is implementing a new risk framework ‘SIAR’ (comprehensive risk management system for its
acronym in Spanish). The objective of this framework is to implement and build a strong risk culture inside the
organizations, with the necessary controls in order to operate adequately and clearly define policies and procedures to:

* Identify, measure, control and monitor all the risks of the company as a whole and in each one of its business
units;

»  Establish clear information and communication policies;

»  Establish a continuous training program in risk management at all levels in the company;

*  Generate a strong risk culture in which the anticipation of macroeconomic and key financial variables is present.

* Have strong ethic values as well as integrity at every level of the company;

*  Clearly defined organizational structure; and

»  Establish a risk appetite ‘MAR’ (Risk Appetite Framework for its acronym in Spanish).

The SIAR will include at least the following risks, to managed by the companies with a comprehensive view:
e Credit;
e Market;
* Liquidity;
*  Operational;
*  Country; and
*  Counterpaty

Financial Risk Review

4.1 Credit Risk

4.1.1 Consolidated Credit Risk Exposure

Grupo Aval’s subsidiaries are exposed to credit risk, consisting of the risk of financial loss as a result of the failure of the

debtor to meet its contractual obligations in financial transactions on a timely and complete manner. Exposure to
credit risk for Grupo Aval and its subsidiaries is a result of credit activities and transactions with counterparties.
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The maximum exposure to credit risk of Grupo Aval, at a consolidated level is reflected in the carrying value of financial
assets in the statement of financial position of Grupo Aval as of December 31, 2018 and 2017 as follows:

Account
Assets December 31, 2018 December 31, 2017 (1)
Cash and cash equivalents ¢ Ps. 21,955,901  Ps. 16,531,811
Debt securities held for trading 3,762,978 2,650,536
Debt securities FVTPL 31,256 —
Debt securities FVOCI (2017 — available-for-sale) 18,935,757 17,790,127
Debt securities at amortized cost (2017 — held-to-maturity) 2,972,616 2,899,039
Derivatives instruments 768,686 328,392
Hedging derivatives 30,138 55,261
Loans
Commercial 102,408,977 99,428,894
Consumer 55,455,064 50,382,895
Mortgage 18,592,103 16,151,299
Microcredit 425,697 409,688
Other accounts receivable FVTPL 2,488,414 2,282,611
Other accounts receivable at amortized cost 7,069,120 4,466,134
Total financial assets with credit risk Ps. 234,896,707 Ps. 213,376,687

Financial instruments with credit risk outside of the statement of
financial position at its nominal value
Financial guarantees and letters of credit 3,446,601 3,495,921

Credit commitments 27,479,080 23,727,317
Total exposure to credit risk outside of the statement of financial position Ps. 30,925,681  Ps. 27,223,238
Total maximum exposure to credit risk Ps. 265,822,388  Ps. 240,599,925

¢ Not including funds in custody by the entity (cash, tellers, vaults), because there is no credit risk regarding Grupo Aval entities.
@ Grupo Aval has initially adopted IFRS 15 and IFRS 9 as of January 1, 2018. According to the transition methods chosen,
comparative information is not restated. See Note 2.5

For guarantees and commitments to extend the credit amounts, the maximum exposure credit risk is the amount of the
commitment. Credit risk is mitigated by guarantees and collaterals as described in note 4.1.4 Mitigation of Credit Risk,
Collateral and Other Credit Risk Enhancements.

Each of Grupo Aval’s financial subsidiaries assume the credit risk for both the credit activity itself, which includes
commercial, consumer, mortgage and microcredit credit lending and treasury activities, including interbank loans,
investment portfolio management, derivatives and foreign currency trading activities, among others. Despite being
independent businesses, the nature of insolvency risk of the borrower or counterparty is similar and therefore the criteria
in which they are evaluated is similar.

Loans are recorded at amortized cost on the statement of financial position and are classified as commercial, consumer,
mortgages, and microcredit. Due to the significance of the financial leasing portfolio for Grupo Aval, these amounts are
also presented separately in all the tables for disclosure purposes:
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December 31, 2018

Balance in Statement

Leasing presentation

Balance according to

Portfolio segment of financial position adjustment disclosure
Commercial Ps. 102,408,977  Ps. (9,858,952) Ps. 92,550,025
Consumer 55,455,064 (254,483) 55,200,581
Residential mortgage 18,592,103 (1,312,741) 17,279,362
Microcredit 425,697 — 425,697
Financial leasing — 11,426,176 11,426,176
Total portfolio Ps. 176,881,841 Ps. — Ps. 176,881,841
December 31, 2017

Balance in Statement

Leasing presentation

Balance according to

Portfolio segment of financial position adjustment disclosure
Commercial Ps. 99,428,894  Ps. (9,892,400) Ps. 89,536,494
Consumer 50,382,895 (226,764) 50,156,131
Residential mortgage 16,151,299 (1,047,766) 15,103,533
Microcredit 409,688 — 409,688
Financial Leasing — 11,166,930 11,166,930
Total portfolio Ps. 166,372,776  Ps. — Ps. 166,372,776
4.1.2 Loan and Counterparty Approval Process for subsidiaries in the financial sector

The principles and rules for credit management and credit risk for each financial subsidiary are contained in the credit
manual, both for commercial banking activity and treasury activity. Evaluation criteria to measure credit risk follows the
principal instructions set forth by the Treasury and Credit Risk Committees.

The maximum authority regarding lending is the Board of Directors for each bank, which approves the general policy and
has the capacity to approve large size transactions. In the normal banking operation, authorizations for approval of loans
and lines of credit depend on the amounts, credit quality, tenor and security collateral / guarantees offered by the client.
The Board of Directors of each bank has delegated part of its lending authorities to different committees and executives
who process the credit requests and are responsible for the analysis and follow-up.

Additionally, for the approval of credits, certain considerations are taken into account including but not limited to, the
probability of default and the recovery percentage of guarantees received, tenor and concentration by economic sector.

Regarding the operations for treasury activities, the Board of Directors approves the lines of credit for counterparts. Risk
control is essentially carried out through three mechanisms: annual approval of lines of credit, quarterly solvency
evaluations for issuers and a report on concentrations for each client or economic group.

Although each financial subsidiary is responsible for its credit decisions and risk management, Grupo Aval as a holding,
through the Corporate Risk Unit oversees the implementation of appropriate risk management controls at the financial
subsidiaries and has established upward loan reporting processes. The holding’s risk management staff meets on a weekly
basis to discuss our subsidiaries’ loan portfolio, developments in industry, risks and opportunities. Grupo Aval also
coordinates loan syndication among our banks to effectively leverage the combined equity of our banks and manage any
risk issues.

F-68



Grupo Aval Acciones y Valores S.A.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2018, 2017 and 2016
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of
U.S. dollars)

Each subsidiary of the financial sector has a Credit Risk Management System, which is managed by the credit vice-
presidency or its equivalent, and includes, among others, the design, implementation and evaluation of policies and risk
mechanisms defined by the Credit and Treasury Risk Committee and the Board of Directors. The operation of the Credit
Risk Management System has resulted in the integration of risk measurement tools into the credit approval process in each
of the financial subsidiaries.

Each subsidiary of the financial sector has two models for evaluating credit risk for the approval of commercial loans: the
financial ratings model, statistical models based on financial information of the client, which are used in the approval
process and for the management and follow-up of the portfolio. The second model is based on the client’s financial ratings
and its historical payment behavior with the bank, used in the process of client rating. For retail loans (including mortgage
loans and auto loans) models are based on sociodemographic variables and the historical payment behavior of the clients.

4.1.3 Credit quality analysis
The Credit-risk Monitoring Process and Credit rating of the loan portfolio

The monitoring process and follow-up of credit risk of each financial subsidiary is carried out in several steps including
the follow-up and management of daily collections based on overdue portfolio analysis by vintages, risk level rating,
permanent follow-up of high risk clients, restructuring processes of operations and the receipt of foreclosed assets as
payment.

The subsidiaries of the financial sector generate a list of past due loans and based on such analysis, different financial
subsidiaries personnel carry out collection procedures by telephone calls, emails, or written collection.

On a monthly basis the financial subsidiaries classify each client in one of these categories: Category A-Normal,
B-Subnormal, C-Deficient, D-Doubtful recovery and E- Unrecoverable, based on the statistical models that each subsidiary
has.

On a quarterly basis each financial subsidiary evaluates the commercial portfolio by economic sectors, where macro-
sectors are evaluated with the purpose of monitoring the concentration per economic sector and the risk level of each one.

Every six-months each financial subsidiary carries out an individual analysis of the credit risk based on updated financial
information of the client, payment record, collateral security/guarantees received, credit bureau reports and other
qualitative information available; based on the information, clients are classified by risk level as mentioned above.

Each of the risk categories is explained as follows:

Category A — “Normal risk”: Loans and finance leases in this category are appropriately serviced. The debtor’s financial
statements or its projected cash flows, as well as all other credit information available to us, reflect adequate paying
capacity.

Category B — “Acceptable risk, above normal”: Loans and finance leases in this category are adequately serviced and
protected. But there are weaknesses which may potentially affect, on a transitory or permanent basis, the debtor’s paying
capacity or its projected cash flows, to the extent that, if not timely corrected, would affect the collection of the credits as
contracted.

Category C — “Appreciable risk”: Loans and finance leases in this category have debtors with insufficient paying capacity
or relate to projects with insufficient cash flow, which may compromise the normal collection of the obligations.
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Category D — “Significant risk”: Loans and finance leases in this category have the same deficiencies as loans in category
C, but to a larger extent; consequently, the probability of collection is highly doubtful.

Category E — “Risk of non-recoverability”: Loans and finance leases in this category are deemed uncollectible.

For mortgage loans and microcredits, the previous classification by risk levels is carried out monthly considering the
number of days past due.

In addition, the credit risk exposure is administered through a periodic analysis of the borrowers (or potential borrowers)
to determine the repayment capacity of capital and interest. The credit risk exposure is also mitigated partly by obtaining
collateral security, corporate and personal guarantees.

The following table sets out information about the credit quality of financial assets measured at amortized cost. Unless
specifically indicated, for financial assets, the amounts in the table represent gross carrying amounts. For loan
commitments and financial guarantee contracts, the amounts in the table represent the amounts committed or guaranteed,
respectively. Based on the foregoing classifications, each financial subsidiary establishes and executes collection strategies
directed at maximizing the collection of the loan portfolio.
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As of December 31, 2018, and 2017, the following is a summary of the portfolio credit by risk level rating. Explanation
of the terms: Stage 1, Stage 2 and Stage 3 are included in Note 2 (2.6) (ix), and explained in detail in Note 4.1.5
(Measurement of ECL).

December 31, 2018 December 31,

Stage 1 Stage 2 Stage 3 Total 2017 (1)
Commercial
“A” Normal risk Ps. 83,532,853  Ps. 195,949  Ps. 183,263  Ps. 83,912,065 Ps. 82,217,135
“B” Acceptable risk 565,266 1,220,838 491,062 2,277,166 2,093,079
“C” Appreciable risk 88,802 227,429 2,680,090 2,996,321 2,735,103
“D” Significant risk 1,290 36,295 1,548,951 1,586,536 1,620,293
“E” Risk of nonrecoverability 3,008 10,350 1,764,579 1,777,937 870,884
Commerecial portfolio gross balance Ps. 84,191,219 Ps. 1,690,861 Ps. 6,667,945 Ps. 92,550,025 Ps. 89,536,494
Consumer
“A” Normal risk 47,782,665 1,815,283 19,295 49,617,243 45,794,015
“B” Acceptable risk 799,326 1,004,173 12,805 1,816,304 1,364,520
“C” Appreciable risk 128,850 1,149,796 458,474 1,737,120 1,232,881
“D” Significant risk 23,896 228,509 1,070,538 1,322,943 1,256,089
“E” Risk of nonrecoverability 6,568 37,819 662,584 706,971 508,626
Consumer portfolio gross balance Ps. 48,741,305 Ps. 4,2355580 Ps. 2,223,696 Ps. 55,200,581 Ps. 50,156,131
Mortgage
“A” Normal risk 15,478,116 563,066 20,965 16,062,147 14,208,051
“B” Acceptable risk 72,557 337,093 3,059 412,709 324,925
“C” Appreciable risk 13,547 418,754 35,318 467,619 326,237
“D” Significant risk 151 11,632 101,164 112,947 79,707
“E” Risk of nonrecoverability 1,686 5,196 217,058 223,940 164,613
Mortgage portfolio gross balance Ps. 15,566,057 Ps. 1,335,741 Ps. 377,564 Ps. 17,279,362 Ps. 15,103,533
Microcredit
“A” Normal risk 344,424 2,897 194 347,515 341,194
“B” Acceptable risk 162 10,542 — 10,704 11,871
“C” Appreciable risk 71 7,519 — 7,590 6,742
“D” Significant risk 35 2,980 5,671 8,686 7,342
“E” Risk of nonrecoverability 31 1,436 49,735 51,202 42,539
Microcredit portfolio gross balance Ps. 344,723  Ps. 25,374  Ps. 55,600 Ps. 425,697 Ps. 409,688
Financial leasing
“A” Normal risk 9,818,788 79,008 26,299 9,924,095 9,874,243
“B” Acceptable risk 267,541 183,862 61,275 512,678 489,323
“C” Appreciable risk 45,418 56,561 217,937 319,916 394,534
“D” Significant risk 178 10,403 477,820 488,401 309,726
“E” Risk of nonrecoverability 446 114 180,526 181,086 99,104
Financial leasing portfolio gross balance Ps. 10,132,371 329,948 963,857 11,426,176  Ps. 11,166,930
Gross balance of financial assets per credit
portfolio Ps. 158,975,675 Ps. 7,617,504 Ps. 10,288,662 Ps. 176,881,841  Ps. 166,372,776

" Grupo Aval has initially adopted IFRS 15 and IFRS 9 as of January 1, 2018. According to the transition methods chosen, comparative information

is not restated. See Note 2.5 (B)
Credit quality of financial assets (excluding loan portfolio)
The following is the breakdown of the different financial assets excluding loan portfolio, by credit risk level and type of
issuer based on the rating issued by the independent credit rating agency. A financial asset is considered investment grade

if its credit rating is BBB- or higher by Standard & Poor’s, or Baa3 or higher by Moody’s, or F3 or higher by Fitch Ratings
Colombia S.A, or BRC3 or higher by BRC of Colombia. A financial asset is considered speculative or non-investment
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grade if its credit rating is BB+ or lower by Standard & Poor’s, or Bal or lower by Moody’s, or BB+ or lower by Fitch
Ratings Colombia S.A, or BRC4 or lower by BRC of Colombia.

a) Trading investment in debt securities (a)

December 31, 2018 December 31, 2017

Investment grade

Sovereign Ps. 2,270,642 Ps. 1,231,219
Other public entities ©* 128,546 70,064
Corporate 30,207 68,286
Financial entities 1,101,157 1,007,540
Total investment grade Ps. 3,530,552 Ps. 2,377,109
Speculative grade
Sovereign Ps. 98,155 Ps. 92,931
Central banks 12,914 34,095
Financial entities 117,594 129,985
Total Speculative grade Ps. 228,663 Ps. 257,011
Without grade or not available
Corporate Ps. 3,763 Ps. 16,416
Total without grade or not available Ps. 3,763 Ps. 16,416

Ps. 3,762,978 Ps. 2,650,536

@ Investments measured at fair value in the Statement of Financial Position, see note 2 (2.8).

™ A sovereign credit rating considers the risk of Treasury issuer or similar agency (government debt portfolio).

") Derived from operations with government entities; including public administrations in general including regional
and local governments.

b) Investments in debt securities at FVTPL

December 31,2018 December 31, 2017 (1)

Investment grade
Corporate 31,256 —
Total investment grade Ps. 31,256 Ps. —

M Grupo Aval has initially adopted IFRS 15 and IFRS 9 as of January 1, 2018. According to the transition methods
chosen, comparative information is not restated. See Note 2 (2.5).
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¢) Investments in debt securities at FVOCI (2017 - Available-for-sale financial assets (1))

December 31, 2018 December 31,
Stage 1 Stage 2 Stage 3 Total 2017 ©

Investment grade

Sovereign Ps. 11,492,538 Ps. — Ps. — Ps. 11,492,538 Ps. 10,157,239

Other public entities 497,634 — — 497,634 662,702

Corporate 135,985 —_ —_ 135,985 148,738

Financial entities 2,732,127 — — 2,732,127 2,975,485

Multilaterals 118,657 — — 118,657 104,885

Total investment grade Ps. 14,976,941 Ps. — Ps. — Ps. 14,976,941 Ps. 14,049,049
Speculative grade

Sovereign Ps. 1,994,205 Ps. 54,587 Ps. — Ps. 2,048,792 Ps. 1,432,083

Central banks 1,066,822 64,918 — 1,131,740 1,356,874

Corporate 61,485 132,817 — 194,302 274,450

Financial entities 375,352 201,002 — 576,354 642,592

Total speculative grade Ps. 3,497,864 Ps. 453,324 Ps. — Ps. 3,951,188 Ps. 3,705,999
Default

Corporate Ps. — Ps. — Ps. 7,628 Ps. 7,628 Ps. 34,516

Total default Ps. — Ps. — Ps. 7,628 Ps. 7,628 Ps. 34,516
Without grade or not available

Corporate Ps. — Ps. — Ps. — Ps. — Ps. 563

Total without grade or not available Ps. — Ps. — Ps. — Ps. — Ps. 563

Ps. 18,474,805 Ps. 453,324 Ps. 7,628 Ps. 18,935,757 Ps. 17,790,127

) Sovereign credit rating is considered as the risk of the Treasury issuer or a similar agency (government debt portfolio).

") Derived from operations with government entities; including public administrations in general (includes regional and
local governments).

" Grupo Aval has initially adopted IFRS 15 and IFRS 9 as of January 1, 2018. According to the transition methods

chosen, comparative information is not restated. See Note 2 (2.5).

d) Investments in debt securities at amortized cost (2017 - Held-to-maturity investments )

December 31, 2018 December 31,
Stage 1 Stage 2 Stage 3 Total 2017 @
Investment grade
Sovereign Ps. 32321 Ps. — Ps. — Ps. 32321 Ps. 27,288
Other public entities 2,931,172 — — 2,931,172 2,839,286
Financial entities 9.123 - . 9.123 8.635
Total investment grade Ps. 2,972,616 Ps. — Ps. — Ps.2972,616 Ps. 2,875,209
Without grade or not available
Financial entities _ _ _ _ 23,830
Total without grade or not available Ps. — Ps. — Ps. —  Ps. —  Ps. 23,830
Ps. 2,972,616 Ps. — Ps. — Ps.2,972,616 Ps. 2,899,039

) Sovereign credit rating is considered as the risk of the Treasury issuer or a similar agency (government debt portfolio).
") Derived from operations with government entities; including public administrations in general (includes regional and
local governments).
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M Grupo Aval has initially adopted IFRS 15 and IFRS 9 as of January 1, 2018. According to the transition methods chosen,
comparative information is not restated. See Note 2 (2.5).

e) Other accounts receivable at FVTPL

December 31,2018 December 31, 2017

Investment grade
Sovereign Ps. 2,488,414 Ps. 2282611

Total investment grade Ps. 2,488,414 Ps. 2,282,611

) Sovereign credit rating is considered as the risk of the Treasury issuer or a similar agency (government debt portfolio).

f) Other accounts receivable at amortized cost (1)
Evaluated using general approach
The following table provides information about the exposure to credit risk and ECLs for other accounts receivable and

contract assets for corporate customers as of December 31, 2018. The credit quality of these financial assets follows the
methodology of the probability of default of Debt securities and other liquid financial assets (See note 4.1.5).

December 31, 2018 December 31,
Stage 1 Stage 2  Stage 3 Total 2017
Investment grade
Sovereign (*) Ps. 2,631,235 Ps. — Ps. — Ps. 2,631,235 Ps. 786,018
Financial entities 340,265 — — 340,265 314,848
Total investment grade Ps. 2971,500 Ps. — Ps. — Ps. 2,971,500 Ps. 1,100,886

(M Grupo Aval has initially adopted IFRS 15 and IFRS 9 as of January 1, 2018. According to the transition methods chosen,
comparative information is not restated. See Note 2 (2.5).
) Sovereign credit rating is considered as the risk of the Treasury issuer or a similar agency (government debt portfolio).

The following table provides information about the exposure to credit risk and ECLs by segment for accounts receivable
related to gas and energy services, the methodology to estimate the ECLs is the same as in Loan and Receivable (See note
4.1.5):

December 31, 2018 December 31,
Stage 1 Stage 2 Stage 3 Total 2017

Segmentation
Contributions Ps. 71,903 Ps. —  Ps. —  Ps. 71,903 Ps. 130,552
Gas 232,445 134,519 77,693 444,657 375,914
Energy 37,455 3,563 98,154 139,172 99,841
Other accounts receivable 54,046 — — 54,046 126,253
Total segmentation Ps. 395,849 Ps. 138,082 Ps. 175847 Ps. 709,778 Ps. 732,560

" Grupo Aval has initially adopted IFRS 15 and IFRS 9 as of January 1, 2018. According to the transition methods chosen,
comparative information is not restated. See Note 2 (2.5).
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Evaluated using simplified approach

Grupo Aval uses probability matrix to measure the ECL for other receivables from individual customers, which have small
balances.

The weighted-average loss rate is calculated using a “rolling rate” method base on the probability that a receivable will
progress through successive stages of default until write off. The rolling rate is calculated for exposures in different
segments and separately accordance with the following common features of credit risk.

The following table provides information about the exposure to credit risk and ECLs for trade receivables and contract
assets from individual customers as of December 31, 2018.

Weighted- Gross
average loss carrying Loss Credit-
December 31, 2018 rate amount allowance impaired
0-30 days past due 1.15 % 2,846,086 32,622 —
31-60 days past due 6.70 % 111,636 7,485 —
61-90 days past due 9.39 % 31,625 2,970 —
More than 90 days past due 47.32 % 398,495 188,583 398,495
Ps. 3,387,842  Ps. 231,660

The loss rates are based on the experience of real credit loss in the last seven years. These rates are multiplied by factors
to reflect the differences between the economic conditions during the period in which the historical data were collected,
the current conditions and the opinion of the entities of Grupo Aval about the economic conditions during the expected
lives of the accounts receivable.

g) Derivative instruments

The details of credit rating determined by independent credit rating agents of counterparties in trading derivative and hedge
derivatives are as follows.

Credit worthiness December 31, 2018 December 31, 2017
Investment grade Ps. 755,218 Ps. 312,426
Speculative 9,926 503
Without grade or not available 33,680 70,724
Total Ps. 798,824 Ps. 383,653
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The following table shows an analysis of counterparty credit exposures arising from derivative transactions:

Trading derivatives

2018
Derivative assets
Derivative liabilities
2017

Derivative assets
Derivative liabilities

Hedge derivatives

2018
Derivative assets
Derivative liabilities
2017

Derivative assets
Derivative liabilities

Total Central counterparties
Notional Fair Notional Fair
amount value amount value

34,950,958 768,686 5,997,311 —

31,237,110 811,305

1,977,284 32

31,835,928 328,392 4,558,472 —

29,015,306 298,665 5,324,037 —
Total Central counterparties

Notional Fair Notional Fair

amount value amount value

2,493,849 30,138 1,280,402 —
8,722,602 195,539 4,601,646 —

4,233,151 55,261 1,632,248 —

3,377,903 13,464

1,541,236 —

Derivative transactions of Grupo Aval are collateralized by cash of Ps. 214,379 as of December 31, 2018, and of Ps. 12,205
as of December 31, 2017, see note 4.1.10 “Offset of financial assets and financial liabilities”.

h) Cash and cash equivalents

The Group held cash and cash equivalents of Ps. 28,401,283 as of December 31, 2018 (2017: Ps. 22,336,838). The cash
and cash equivalents are held with central banks and financial institution counterparties that are rated at least AA- to AA+,
based on Standard & Poor’s ratings. The following table shows an analysis of counterparty credit exposures:

Investment grade
Central bank
Financial entities

Speculative grade
Central bank
Financial entities

Without grade or not available

Central bank
Financial entities
Others

Cash and cash equivalent with third parties
Cash held by entity **

Total

) Cash held by each Grupo Aval’s bank in custody in vaults, ATMs and cash.
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December 31, 2018 December 31, 2017
Ps. 13,988,666 Ps. 9,391,266
3,794,411 3,820,538
10,194,255 5,570,728
7,707,990 6,679,084
7,264,128 5,993,380

443,862 685,704

259,245 461,461

2,338 1,469

256,907 459,909

— 83

Ps. 21,955,901  Ps. 16,531,811
6,445,382 5,805,027

Ps. 28,401,283

Ps. 22,336,838
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4.1.4 Mitigation of Credit Risk, Collateral and Other Credit Risk Enhancements

The exposure to credit risk for each of Grupo Aval’s financial subsidiaries is reduced by collateral and other credit
enhancements. The existence of collateral security / guarantees can be a necessary measure but not a determinant for the
approval of a credit. Credit risk policies of Grupo Aval require an evaluation of the debtor’s payment capacity based on
the debtor’s ability to generate the resources needed for the timely and complete payment of its obligations.

Credit risk management includes the following activities:

*  Analysis of credit risk: For commercial lending, tools are used for the individual evaluation of credits based on
payment capacity supported on cash generation, credit rating models with inputs from historical and projected
financial condition, and on the payment history of the debtor with the financial sector. For consumer lending
(including mortgages and auto financing), scoring models are based on socio-demographic variables and payment
history.

»  Evaluation of collateral security / guarantees with appropriate debt coverage in accordance with the credit policies
of each financial subsidiary. Collateral security includes mortgages on real estate, pledge on assets, cash deposits
and investments.

*  Evaluation of the liquidity of the collateral security / guarantees received.

The methods used for the evaluation of collateral security / guarantees are aligned with the market practices and include
the use of independent real estate appraisers or the market value of securities. All collateral security / guarantees must be
legally evaluated and drafted following the parameters of applicable legal regulations.

Residential mortgage lending

The following tables stratify credit exposures from mortgage loans and advances to retail customers by ranges of loan-to-
value (LTV) ratio. LTV is calculated as the ratio of the gross amount of the loan — or the amount committed for loan
commitments — to the value of the collateral. The value of the collateral for residential mortgage loans is based on the
collateral value at origination updated based on changes in house price indices. For credit-impaired loans the value of
collateral is based on the most recent appraisals.

December 31, 2018 December 31, 2017

LTYV ratio

Less than 50% Ps. 6,414,097 Ps. 5,243,564
51 —70% 6,678,883 5,912,568
71 - 90% 4,890,501 4,412,544
91 — 100% 426,810 419,521
More than 100% 181,812 163,102
Total Ps. 18,592,103  Ps. 16,151,299
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LTYV ratio
Less than 50%
51 -70%
More than 70%
Total
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December 31, 2018 December 31, 2017

Ps. 99,462  Ps. 74,258
146,568 108,222
177,821 131,990
Ps. 423,851 Ps. 314,469

As of December 31, 2018, and 2017, the following chart shows the detail of the credit portfolio per type of guarantees
received as support of credits granted by Grupo Aval at a consolidated level:

Finance
December 31, 2018 Commercial Consumer Mortgages Microcredit Leases ¥ Total
Unsecured credits Ps. 49,721,150  Ps. 47,305,167  Ps. 3,572  Ps. 289,518 Ps. 44221 Ps. 97,363,628
Loans secured by other banks 362,128 7,378 — — 6,102 375,608
Collateralized credits:
Mortgages 506,687 68,191 17,200,445 4,040 4,644 17,784,007
Other real estate 15,943,414 1,428,950 4,432 542 116,884 17,494,222
Investments in equity instruments 502,408 553 — — — 502,961
Deposits in cash or cash equivalents 1,147,457 156,229 — — — 1,303,686
Leased machineries and vehicles — — — — 9,221,950 9,221,950
Fiduciary agreements, standby letters and
guarantee funds 9,316,479 38,516 70,174 97,946 361,515 9,884,630
Pledged income 3,262,967 303 — — 10,397 3,273,667
Pledges 3,316,543 5,773,201 477 668 6,379 9,097,268
Other assets 8,470,792 422,093 262 32,983 1,654,084 10,580,214
Total gross loan portfolio Ps. 92,550,025  Ps. 55,200,581  Ps. 17,279,362  Ps. 425,697 Ps.11,426,176  Ps. 176,881,841
Finance
December 31, 2017 Commercial Consumer Mortgages Microcredit Leases ! Total
Unsecured credits Ps. 51,074,506  Ps. 42,566,151  Ps. 6,859 Ps. 275,701 Ps. 52,179  Ps. 93,975,396
Loans secured by other banks 350,562 4,284 — — 4,803 359,649
Collateralized credits:
Mortgages 865,857 62,174 15,025,672 4811 6,127 15,964,641
Other real estate 13,126,277 1,248,808 4,290 1,168 120,909 14,501,452
Investments in equity instruments 433,041 1,077 — — — 434,118
Deposits in cash or cash equivalents 2,172,911 141,891 — 101 — 2,314,903
Leased machineries and vehicles — — — — 9,151,139 9,151,139
Fiduciary agreements, standby letters and
guarantee funds 8,129,469 36,204 64,250 102,698 364,938 8,697,559
Pledged income 3,032,277 266 22 — 11,478 3,044,043
Pledges 3,859,626 5,728,752 1,597 1,290 20,452 9,611,717
Other assets 6,491,968 366,524 843 23,919 1,434,905 8,318,159
Total gross loan portfolio Ps. 89,536,494  Ps. 50,156,131 Ps. 15,103,533  Ps. 409,688 Ps.11,166,930 Ps. 166,372,776

M See Note 4.1.1

F-78



Grupo Aval Acciones y Valores S.A.
Notes to the Consolidated Financial Statements
For the years ended December 31, 2018, 2017 and 2016
(Amounts expressed in millions of Colombian pesos, except convenience translation, which is expressed in millions of
U.S. dollars)

4.1.5 Amounts arising from Expected Credit Loss (ECL)
Definition of Default
Grupo Aval considers a financial asset to be in default when:

*  The borrower is unlikely to pay its credit obligations to Grupo Aval in full. Without prejudice, Grupo Aval takes
actions such as realizing collateral (if any is held);

*  The borrower is more than 90 days past due on any material credit obligation other than mortgages to Grupo
Aval. Overdrafts are considered past due once the customer has breached the allowed tenor or been advised of
the reduction of the limit;

*  For mortgages when the borrower is more than 180 days past due;

*  The borrower has filed for bankruptcy proceedings, such as Law 1116; or

* Inthe case of fixed income financial securities, the following concepts among others apply:

»  External rating of the issuer or instrument in rating D under Standard & Poor’s and Fitch Ratings scale or
rating C under Moody’s scale;

*  Contractual payments are not made on the due date;

* There is a very high probability of suspension of payments;

*  The issuer likely to go bankrupt or file for bankruptcy or similar action; or

* The financial asset no longer has an active market given its financial difficulties.

In assessing whether a borrower is in default, Grupo Aval considers indicators the following:

*  Qualitative: e.g. breaches of non-financial covenants;

* Quantitative: e.g. breaches of financial covenants, overdue status and non-payment of another obligation of the
same issuer to Grupo Aval; and

*  Based on internally historical or developed data and obtained from external sources.

Inputs used in the assessment of whether a financial instrument is in default and their significance may vary over time to
reflect changes in circumstances.

Inputs, assumptions and techniques used to estimate expected credit loss allowance

Credit risk models measures the exposure for individual counterparties, on the basis of the following parameters:
Probability of default (PD), loss given default (LGD) and exposure at default (EAD). For a specific credit facility (Loans,
debt securities, other liquid financial assets, other accounts receivable, loan commitments and financial guarantee
contracts) the product of these three parameters results in the expected credit loss. See accounting policy in Note 2 (2.6
iX).

Measurement of ECL
The key inputs for the measurement of ECLs are usually the term structures of the following variables:

*  Probability of default (PD);
*  Loss given default (LGD); and
*  Exposure at default (EAD).

The estimation of these parameters depends on the credit facility. Loans methodology uses information derived from
internally developed statistical models, comprising both quantitative and qualitative factors, and other historical data. On
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the other hand, debt securities methodology incorporates relevant external market information or international credit
ratings.

Grupo Ava