
Fitch Affirms Empresas Copec at 'BBB'; Outlook Stable

Fitch Ratings-Rio de Janeiro-30 September 2019: Fitch Ratings has affirmed Empresas Copec S.A.'s Long-
Term Issuer Default Rating (IDR) at 'BBB' and National Long Term Rating at 'AA-(cl)'. The Rating Outlook
remains Stable. A full list of rating actions follows at the end of this release.

Empresas Copec's 'BBB' rating reflects its strong business position, cash flow diversification and the sound
credit profile of its main operating subsidiaries Celulosa Arauco y Constitucion S.A. (Arauco; IDR BBB/
Negative; National Long-Term Rating AA-(cl)/Negative), Compania de Petroleos de Chile S.A. (Copec) and
Abastecedora de Combustibles S.A. (Abastible). The company also participates in natural gas distribution,
fishing and the mining industry through minority investments in several companies and joint ventures.

The Stable Outlook reflects Fitch's expectation that dividends received by Empresas Copec from its
subsidiaries Copec and Abastible will be sufficient to maintain a ratio of holding company debt to dividends
received of less than 2x during 2020 and 2021, which will coincide with little to no dividends from Arauco due to
the construction of its new pulp mill (MAPA Project). During 2018, the ratio of the holding company
debt/dividends received from these two entities was1.3x.

KEY RATING DRIVERS

Significant Investments: Empresas Copec is in the midst of a sizable investment program of approximately
USD6 billion between 2019 and 2021. This investment program primarily includes: Arauco's MAPA project, a
new pulp mill in Chile with 1.3 billion tons of net new capacity that will cost USD2.35 billion over three years; a
USD500 million investment between 2018 and 2020 for a 40% stake in Mina Justa, a mining project in Peru,
with joint venture partner Minsur; and the acquisition of Masisa's assets in Mexico for USD160 million in 2019.
The company expects to finance these investments with a mix of debt and operational cash flow generation. In
Fitch's opinion, Empresas Copec has financial flexibility to reduce dividends, sell non-core assets or receive a
capital increase to maintain its capital structure.

Moderate Holding Company Debt: Empresas Copec is a holding company. It had USD656 million of debt at the
holding company level as of June 30, 2019. The holding company also has a strong liquidity position, with
USD448 million of cash. Empresas Copec services interest expenses on its debt with interest income and
dividends it receives from its subsidiaries Copec and Abastible, as well as from Arauco's dividend. The holding
company's debt relates to five bond issuances in the Chilean market, which are lent to Empresas Copec's
subsidiaries through intercompany loans on a back to back basis. 

Strong Track Record of Receiving Dividends: Empresas Copec has maintained a solid track record of dividend
received from its subsidiaries, Arauco, Copec and Abastible. It has also benefited from cash flow from its
minority investment in Metrogas (39% participation). Historically, dividends received by Empresas Copec have
been above USD300 million per year. Empresas Copec received dividends for USD361 million as of June 2019
and USD484 million during 2018. Considering that Arauco will report lower net income due to pulp soft prices,
we anticipate that holding level leverage will be tighter, but the company does not face any amortization during



this period, and we expect Copec, Abastible and Metrogas to maintain their added pay-out above USD200
million.

Higher Leverage in Arauco than Projected: Arauco's net debt is projected to be USD5.5 billion following the
completion of its Mapa Project, which is USD700 million higher than was originally projected due to low pulp
prices that will result in less of the project being funded with operating cash flows. Fitch projects that Arauco's
net debt to EBITDA ratio will reach approximately 4.5x in 2019 and reduce to about 3.0x by the end of 2022,
following one year of pulp sales from the new pulp mill. Previous expectations were that Arauco would peak
below 3.0x and deleverage to below 2.0x by the end 2022. Arauco's MAPA project will add 1.6 million tons of
hardwood capacity, and 1.3 million tons on a net basis, as the company will close the line 1, which has 290,000
annual tons of capacity. Start-up of the mill is expected for the second quarter of 2021. Total investments are
estimated at USD2.35 billion.

Unexpected Downturn in Pulp Cycle: The market pulp industry is very cyclical; prices move sharply in response
to changes in demand or supply. Market fundaments for pulp producers remain supported by the lack of new
projects, with Arauco's MAPA project scheduled for 2021 and UPM's mill in Uruguay in 2022. However,
uncertainty about the recovery of Chinese demand, the trade war pressure, the slower world's growth, and
weaker conditions in the global paper and board sectors reduces the visibility of pulp price recovery in the near
term. After a strong year of pulp prices, BEKP prices declined by an average of USD150/ton during the first
eight months of 2019 and are currently USD300/ton below 2018 prices. Fitch expects higher cost North
American and European producers will have to reduce production due to margin pressure. Suzano, the world's
leading pulp producer and a low-cost operator, has already begun taking downtime. These efforts should lead
to an inflection point for pricing but it will likely take time for the supply-demand imbalance to normalize due to
excess global market inventory to be worked down.

DERIVATION SUMMARY

Arauco, the second-largest market pulp producer globally, accounts for 63% of Empresas Copec's EBITDA as
of June 2019. An additional 31% of EBITDA comes from Copec, the diversified fuel business with operations in
Chile, Colombia, Peru, Ecuador and the U.S. The diversification and stability of the fuel business allows the
company to have more leverage for its rating level than pure forestry and pulp peers, such, Suzano
(BBB-/Negative), CMPC (BBB/Stable) and Klabin (BB+/Stable). Similar to other Latin American pulp producers,
Arauco's cash production costs are amongst the lowest in the world, mainly in softwood pulp, ensuring its long-
term competitiveness.

Empresas Copec has higher leverage than its Brazilian pulp producer peers given the high investment program
the company is currently pursuing, which is somewhat offset by the lower business risk in the more stable fuel
business that provide a base of cash flow stability and lower overall cash flow volatility, from fluctuations in the
pulp market. As with other pulp producers, Empresas Copec's liquidity is historically strong. Regarding the fuel
business, the company is the market leader in Chile and Colombia, with growing presence in Peru, Ecuador
and the south region of the U.S., with a stable cash flow generation and dividend payments to the holding
company.

KEY ASSUMPTIONS

Fitch's Key Assumptions Within Our Rating Case for the Issuer
--Consolidated capex (including acquisitions) of USD2,264 million in 2019, USD2,263 million in 2020 and
USD1,456 million in 2021.
--Average hardwood pulp price of USD600 per ton in 2019 and USD650 per ton in 2020;
--Startup of MAPA project in 2021;



--Dividends pay-out ratio of 40% of net profit. 

RATING SENSITIVITIES

Developments That May, Individually or Collectively, Lead to Positive Rating Action
--A positive rating action is not likely in the following two years, considering the tighter capital structure the
company is facing amidst the current investment scenario.
Developments That May, Individually or Collectively, Lead to Negative Rating Action
--Consolidated net leverage above 3.0x for a sustained period.
--Net debt at holding level to dividends received (excluding Arauco) above 2.0x.

LIQUIDITY

Strong Liquidity Position: At both the individual and consolidated levels, Empresas Copec maintains a strong
liquidity position. As of June 30, 2019, the holding company had USD448 million of cash and marketable
securities at the holding company level and USD2.1 billion on a consolidated basis. The largest holders of cash
at the subsidiary levels is Arauco, with USD1,251 million. On a consolidated basis, cash balance covers short-
term debt and current maturities by 1.9x.

Empresas Copec has a manageable amortization schedule, with USD1,144 million of financial debt falling due
in the short term, USD799 million in 2020 and USD520 million in 2021.

ESG CONSIDERATIONS

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of 3 - ESG
issues are credit neutral or have only a minimal credit impact on the entity, either due to their nature or the way
in which they are being managed by the entity.

Empresas Copec has an ESG Relevance Score of 4 for EIM Exposure to Environmental Impacts as its
subsidiary Arauco and other Chilean forestry companies are exposed to forest fire risk, which has a negative
impact on the credit profile, and is relevant to the ratings in conjunction with other factors.

Empresas Copec has an ESG Relevance Score of 4 for EFM Environment - Energy Management as its
subsidiary Arauco sells excess energy to the grid from cogeneration based upon a renewable resource, which
has a positive impact on the credit profile, and is relevant to the ratings in conjunction with other factors.

For more information on our ESG Relevance Scores, visit www.fitchratings.com/esg.

FULL LIST OF RATING ACTIONS

Fitch has affirmed the following ratings:
Empresas Copec S.A.

--Long-Term Foreign and Local Currency IDRs at 'BBB';
--National Long-Term Rating at 'AA-(cl)';
--Bond program No. 623 at 'AA-(cl)';
--Senior unsecured bond line No. 624 and bond program at 'AA-(cl)';
--Senior unsecured bond line No. 791 and bond program at 'AA-(cl)';
--Senior unsecured bond line No. 792 and bond program at 'AA-(cl)';
--National Equity Rating at 'Primera Clase Nivel 1'.

https://www.fitchratings.com/esg


The Rating Outlook is Stable.
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HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC
WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES
ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES
AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
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SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a
related third party. Any exceptions follow below.

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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