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Fitch Ratings - Rio de Janeiro - 24 Sep 2020: Fitch Ratings has affirmed Empresas Copec

S.A.'s Local Currency and Foreign Currency Long-Term Issuer Default Ratings (IDR) at 'BBB'

and National Long-Term Rating at 'AA-(cl)'. The Rating Outlook is Stable. A full list of rating

actions follows at the end of this release.

Empresas Copec's 'BBB' ratings reflect its sound credit profile, as well as the strong

business positions 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 Rating 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 2.0x during the following two

years, which will coincide with little to no dividends from Arauco due to the construction of

its new pulp mill (the MAPA Project). It also takes into consideration the fact that Empresas

Copec should be able to return to consolidated leverage ratios below 3.0x by 2022 or

sooner, depending on the outcome of the announced intended sales of noncore assets.

KEY RATING DRIVERS

https://www.fitchratings.com/


Sale of Noncore Assets: Copec announced the intention to sell Sonacol, where it holds a

53% stake, in addition to the sale of Gasmar, as instructed by local antitrust regulators.

These sales are expected to be completed in 2021 and should provide funds of

approximately USD500 million, to be used to improve the company's capital structure.

Empresas Copec also announced that it is studying the possibility of selling its 40% stake in

Metrogas and Agesa, which could add an additional USD800 million of cash.

Higher Leverage than Projected: Empresas Copec's leverage will be higher than previously

projected during the construction period of Arauco's new pulp line due to a prolonged

period of weak pulp prices coupled with the effects of the coronavirus pandemic in the fuel

distribution business. Fitch projects that Empresas Copec's net debt-to-EBITDA ratio will

reach approximately 4.6x in 2020 before dropping to about 2.5x by YE22 following one

year of pulp sales from the new pulp mill and a normalized fuel distribution business. For

the 12-month period ended in June 2020, Empresas Copec's net debt-to-EBITDA ratio was

4.6x, as per Fitch's calculations. Base case projections for Arauco incorporate average

hardwood pulp prices of USD450/ton in 2020 and USD525/ton in 2021, with an average

spread of USD70/ton between hardwood and softwood pulp.

Moderate Holding Company Debt: Empresas Copec is a holding company. It had USD586

million of debt at the holding company level as of June 30, 2020. The holding company also

has a strong liquidity position, with USD392 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; the proceeds of these

bonds were lent to Empresas Copec's subsidiaries through intercompany loans on a back-

to-back basis. In September 2020, the company disbursed a USD360 million syndicated

loan to partially finance a capital increase in Arauco, which is expected to be repaid with

proceeds from the sale of noncore assets.

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 (40% participation).

Historically, dividends received by Empresas Copec have been above USD300 million per

year. Nevertheless, in the current scenario of high leverage, Arauco announced that it will

not pay dividends before completion of the MAPA project, and the other subsidiaries are

expected to post lower results due to the pandemic. Empresas Copec has received USD95

million of dividends as of June 2020, compared to a total of USD452 million in 2019. The

company does not face any amortization during this period, and Fitch expects Copec,



Abastible and Metrogas to maintain their dividend policy, which should result in the

dividends received to total around USD200 million in 2020.

Downturn in Pulp Cycle: The market pulp industry is very cyclical; prices move sharply in

response to changes in demand or supply. Weaker demand for paper and packaging in

Europe and the U.S. has stifled a recovery in the sector following the pulp price collapse in

2019; demand recovery will depend on world economic growth in 2021. While tissue

demand did increase in 1H20, it was not sufficient to offset lower printing and writing

demand, and this growth is not expected to be sustainable in the medium term. At current

pulp price levels, high-cost producers are already operating at very low profit margins, and

they may extend their maintenance or shutdown of mills, which will be critical to reducing

supply and supporting price recovery. Higher maintenance downtimes are expected during

2H20, as some producers have postponed scheduled maintenance due to the pandemic.

DERIVATION SUMMARY

Arauco, the second-largest market pulp producer globally, accounted for 52% of Empresas

Copec's EBITDA as of June 2020. An additional 32% of EBITDA comes from Copec, a

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 as Suzano (BBB-/Negative),

CMPC (BBB/Stable) and Klabin (BB+/Stable). Similar to other Latin American pulp

producers, Arauco's cash production costs are among the lowest in the world, mainly in

softwood pulp, ensuring its long-term competitiveness.

Empresas Copec's Stable Rating Outlook incorporates the expectation that higher-than-

anticipated net leverage during the construction of Arauco's MAPA pulp line will return to

historically lower ratios, or below 3.0x by 2022. It also factors in the sale of noncore assets

to help finance the capital increase in Arauco without permanently affecting the holding

capital structure.

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 and has a

growing presence in Peru, Ecuador, Central America and the southern region of the U.S.,

with stable cash flow generation and dividend payments to the holding company.



KEY ASSUMPTIONS

--Consolidated capex (including acquisitions) of USD1,960 million in 2020, USD1,561

million in 2021 and USD905 million in 2022.

--Average net hardwood pulp prices of USD450 per ton in 2020 and USD525 per ton in

2021, as well as a spread of USD70 per ton between hardwood and softwood pulp.

--Startup of the MAPA project in mid-2021.

--A dividends payout ratio of 30% of net profit for 2020 and 2021 and 40% going forward.

--Empresas Copec sells Gasmar and Sonacol and receives funds of roughly USD500 million

in 2021. The base case does not consider the sale of Metrogas and Agesa, as it is still in an

evaluating stage.

--Empresas Copec makes the first portion of the capital increase for USD250 million in

Arauco in 3Q20, and the remaining USD450 million in 2021.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade: --A

positive rating action is not likely over the next two years due to the tighter capital

structure the company is facing amid the current investment scenario. Factors that could,

individually or collectively, lead to negative rating action/downgrade: --Net debt at the

holding level to dividends received (excluding Arauco) above 2.0x; --Consolidated net

leverage above 3.0x for a sustained period. 

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Non-Financial Corporate issuers have a best-case

rating upgrade scenario (defined as the 99th percentile of rating transitions, measured in a

positive direction) of three notches over a three-year rating horizon; and a worst-case

rating downgrade scenario (defined as the 99th percentile of rating transitions, measured in

a negative direction) of four notches over three years. The complete span of best- and

worst-case scenario credit ratings for all rating categories ranges from 'AAA' to 'D'. Best-

and worst-case scenario credit ratings are based on historical performance. For more

information about the methodology used to determine sector-specific best- and worst-case

scenario credit ratings, visit https://www.fitchratings.com/site/re/10111579.

https://www.fitchratings.com/site/re/10111579


LIQUIDITY AND DEBT STRUCTURE

Strong Liquidity Position: At both the individual and consolidated levels, Empresas Copec

maintains a strong liquidity position. As of June 30, 2020, Empresas Copec had USD392

million of cash and marketable securities at the holding company level and USD2.2 billion

on a consolidated basis. The largest holder of cash at the subsidiary level is Arauco, with

USD1.2 billion. When the coronavirus pandemic reached Latin America, the fuel companies

used some of their credit lines to bolster their liquidity, and Empresas Copec also registered

new bond lines in the local market in the event it needed additional funding during the

crisis. On a consolidated basis, cash balance covers short-term debt and current maturities

by 2.0x, and all maturities for the following months are already financed. During 3Q20,

Empresas Copec disbursed a syndicated loan for USD360 million to help finance the capital

increase in Arauco, which is due in 2023, but the company intends to prepay it once the

announced sales of noncore assets are completed.

Empresas Copec has a manageable amortization schedule, with USD443 million of financial

debt falling due within the next six months, followed by USD613 million in 2021 and

USD843 million in 2022.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING

The principal sources of information used in the analysis are described in the Applicable

Criteria. 

ESG CONSIDERATIONS

Empresas Copec has an Environmental, Social and Governance (ESG) Relevance Score of '4'

for Exposure to Environmental Impacts (EIM) 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.



Except for the matters discussed above, the highest level of ESG credit relevance, if

present, is a score of '3' - ESG issues are credit neutral or have only a minimal credit impact

on the entities, due to either their nature or the way in which they are being managed by

the entities. For more information on Fitch's ESG Relevance Scores, visit

www.fitchratings.com/esg.
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DISCLAIMER

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND

DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING

THIS LINK: HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS.

IN ADDITION, THE FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-

DEFINITIONS-DOCUMENT DETAILS FITCH'S RATING DEFINITIONS FOR EACH RATING

SCALE AND RATING CATEGORIES, INCLUDING DEFINITIONS RELATING TO DEFAULT.

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 RATINGS WEBSITE.

READ LESS
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rights reserved. In issuing and maintaining its ratings and in making other reports (including

forecast information), Fitch relies on factual information it receives from issuers and

underwriters and from other sources Fitch believes to be credible. Fitch conducts a

reasonable investigation of the factual information relied upon by it in accordance with its

ratings methodology, and obtains reasonable verification of that information from

independent sources, to the extent such sources are available for a given security or in a

given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-

party verification it obtains will vary depending on the nature of the rated security and its

issuer, the requirements and practices in the jurisdiction in which the rated security is

offered and sold and/or the issuer is located, the availability and nature of relevant public

information, access to the management of the issuer and its advisers, the availability of pre-

existing third-party verifications such as audit reports, agreed-upon procedures letters,
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appraisals, actuarial reports, engineering reports, legal opinions and other reports provided

by third parties, the availability of independent and competent third- party verification

sources with respect to the particular security or in the particular jurisdiction of the issuer,

and a variety of other factors. Users of Fitch's ratings and reports should understand that

neither an enhanced factual investigation nor any third-party verification can ensure that

all of the information Fitch relies on in connection with a rating or a report will be accurate

and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the

information they provide to Fitch and to the market in offering documents and other

reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,

including independent auditors with respect to financial statements and attorneys with

respect to legal and tax matters. Further, ratings and forecasts of financial and other

information are inherently forward-looking and embody assumptions and predictions

about future events that by their nature cannot be verified as facts. As a result, despite any

verification of current facts, ratings and forecasts can be affected by future events or

conditions that were not anticipated at the time a rating or forecast was issued or affirmed.  

The information in this report is provided "as is" without any representation or warranty of

any kind, and Fitch does not represent or warrant that the report or any of its contents will

meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to

the creditworthiness of a security. This opinion and reports made by Fitch are based on

established criteria and methodologies that Fitch is continuously evaluating and updating.

Therefore, ratings and reports are the collective work product of Fitch and no individual, or

group of individuals, is solely responsible for a rating or a report. The rating does not

address the risk of loss due to risks other than credit risk, unless such risk is specifically

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have

shared authorship. Individuals identified in a Fitch report were involved in, but are not

solely responsible for, the opinions stated therein. The individuals are named for contact

purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for

the information assembled, verified and presented to investors by the issuer and its agents

in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice

of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do

not comment on the adequacy of market price, the suitability of any security for a particular

investor, or the tax-exempt nature or taxability of payments made in respect to any

security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and

underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000

(or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a

number of issues issued by a particular issuer, or insured or guaranteed by a particular

insurer or guarantor, for a single annual fee. Such fees are expected to vary from

US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,



publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to

use its name as an expert in connection with any registration statement filed under the

United States securities laws, the Financial Services and Markets Act of 2000 of the United

Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency

of electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.  

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an

Australian financial services license (AFS license no. 337123) which authorizes it to provide

credit ratings to wholesale clients only. Credit ratings information published by Fitch is not

intended to be used by persons who are retail clients within the meaning of the

Corporations Act 2001 

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a

Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of the

NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are

authorized to issue credit ratings on behalf of the NRSRO (see

https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed

on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those

subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may

participate in determining credit ratings issued by or on behalf of the NRSRO.

READ LESS

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.
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