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Rating Action Overview

- Strong momentum in the pulp and wood markets will boost results of Empresas Copec S.A.'s
(E-Copec's) forest division (Celulosa Arauco y Constitucion S.A. [Arauco; BBB-/Stable/--) in
2021.

- Margins in the fuel distribution business have exceeded expectations amid some transitional
impacts.

- The group's intense investment period is near the end, while it has progressed in selling some
assets.

- As a result, we expect E-Copec's operating performance and credit metrics to improve
considerably in 2021 and remain stronger through 2023, with debt to EBITDA at 2.0x-2.5x and
funds from operations (FFO) to debt above 30% in the next two-three years.

- On Sept. 10, 2021, S&P Global Ratings revised the outlook on E-Copec to positive from stable
and affirmed the 'BBB-' issuer ratings on the company. At the same time, we affirmed our
'BBB-' rating on its subsidiary, Compania de Petroleos de Chile COPEC S.A. (Copec). The outlook
on Copec remains stable.

- The positive outlook on E-Copec reflects better-than-expected performance and
our expectation that the company will deleverage sharply in 2021 and maintain stronger credit
metrics in the next two years. The stable outlook on Copec reflects our expectation that its
EBITDA margin will spike in 2021, resulting in lower-than-expected leverage and that volumes
should reach pre-pandemic levels by 2022 with margins falling back closer to historical levels.

Rating Action Rationale

The outlook revision reflects our belief that better-than-expected operating performance and
the completion of investment cycle will allow deleveraging in 2021-2022. According to our
revised projections, the company would rapidly deleverage in 2021 and maintain stronger credit
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metrics. A combination of sharp rise in pulp prices, robust global demand for wood products, and
extraordinarily high margins in the fuel business will boost E-Copec's EBITDA in 2021. Starting in
2022, recovery to pre-pandemic conditions in most of the group's businesses, the ramp-up of the
new pulp mill (the MAPA project), and dividend flows from Mina Justa (the copper mining project in
Peru) will ensure healthy EBITDA and operating cash flows. These factors, combined with
considerably lower investments for the next two to three years, will allow the group to maintain
leverage at lower levels than in the past three years. We estimate EBITDA to jump to $3.2 billion -
$3.4 billion in 2021 from $1.8 billion in 2020 and moderate to $2.8 billion - $3.0 billion in 2022 and
2023. This will reduce debt to EBITDA to 2.0x-2.5x in the period from 4.4x in 2020 and raise FFO to
debt to above 30% from 17.8%. We also expect E-Copec to generate free operating cash flows
(FOCF) of over 10% of consolidated debt in the forecasted period.

Higher pulp prices and strong performance in Arauco's wood segment will boost the company's
results in 2021. We have witnessed a rapid rise in pulp prices since late 2020, which we estimate
will bolster Arauco's EBITDA and operating cash flows in 2021 and enable its debt to EBITDA to
drop comfortably below 3.5x by the end of 2021. After rapid downward price correction in 2019 and
very low prices for most of 2020, producers started increasing some prices later that year,
particularly for softwood. In the first half of 2021, prices rallied well above our expectations thanks
to stronger demand, greater downtimes, logistics bottlenecks, a weaker dollar that favors paper
producers' margins, and likely some speculative demand based on futures. We assume prices to
slip in the second half of the year for seasonality reasons and the completion of MAPA, along with
further price correction in the second half of 2022. However, we expect average realized prices in
2021 for Arauco to be about 38% higher than in 2020 in 2021 and those in 2022 to be 25% higher.
Along with the higher prices, the ramp-up of MAPA starting in late 2021 will boost Arauco's pulp
volumes in 2022 and 2023. Additionally, we expect a favorable momentum in the wood market to
persist throughout the year. We forecast revenues in the company's wood segment (sawn timber,
plywood, and panels) to grow about 25% in 2021. As a result, EBITDA contribution from this
segment will rise to $2.1 billion - $2.2 billion in 2021 and slip to $1.7 billion in 2022, compared with
$1.0 billion in 2020.

Margins in the fuel distribution business have exceeded expectations amid some transitional
impacts. Copec's EBITDA and cash flows outperformed our expectations for 2020, and we
currently expect much stronger results in 2021, mostly thanks to higher margins and better
performance of the lubricants segment. We expect the company to reach pre-pandemic volumes
and top-line revenue only by 2022; however, margins in 2021 will be significantly higher than our
previous expectations. The revaluation effect on inventories amid much better crude oil prices,
higher crude oil import margins, the rising share of retail revenues over those of industrial
volumes, and cost-saving initiatives will push margins well above historical levels in 2021 to
5.5%-5.6% from the 4.1% average in the past five years. However, we expect them to be in the
mid-4% area starting in 2022.

The rating affirmation of Copec reflects our expectations of credit metrics remaining in line
with the 'BBB-' ratings despite stronger performance in 2021. We believe the company's
EBITDA in 2021 will surge to CLP640 billion - CLP660 billion from CLP400 billion in 2020, debt to
EBITDA to drop to about 2.2x, and FFO to debt to improve to 30%-35%. Despite volumes reaching
pre-pandemic levels in 2022 and 2023 and posting organic growth in line with macroeconomic
conditions, we expect Copec's margins to moderate to 4.3%-4.5%. Nevertheless, they will be
slightly above historical levels because of some structural changes following cost-efficiency
programs in the past couple of years, integration of acquired businesses in recent years, and more
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favorable contracts in the company's industrial segment. As a result, we believe the company's
EBITDA will be CLP520 billion - CLP540 billion in 2022 and 2023, debt to EBITDA of 2.8x-2.9x, and
FFO to debt of about 25% starting in 2022.

Despite the upcoming completion of sizable investments and progress in asset sales, an
upgrade would require a clear and consistent financial discipline in the medium to longer term.

Between 2016 and 2018, Copec acquired Mapco's assets in the U.S. and those of Exxon Mobil in
the Andean region, in line with its international expansion strategy, for a total of about $1 billion.
In 2019, Arauco started the construction of a new pulp mill for about $2.5 billion, which will be
completed in the fourth quarter of 2021. Additionally, Arauco completed several investments and
acquisitions at its wood business, such as the Grayling mill in Michigan and acquisition of assets
in Brazil and Mexico. Moreover, through Alxar, E-Copec invested in a copper mining project in Peru
(Mina Justa), construction of which was completed earlier this year. Due to these actions, the
group's investments totaled $1.9 billion - $2.2 billion in 2018-2020, while posting cash flow
deficits in the period. In 2021, investments will still be high, at about $1.8 billion, but should drop
to $1.0 billion - $1.2 billion in 2022 and 2023. Additionally, the group has completed several asset
sales including part of Arauco's non-core forest assets for about $390 million in August and
Abastible's sale of its 36.25% interest in Gasmar S.A. for about $118 million. Although these sales
occurred at the subsidiaries' level, they help reduce the group's consolidated leverage, and we
expect part of the proceeds to be upstreamed to E-Copec in the form of ordinary or extraordinary
dividends. The group is also planning additional asset sales, which could further improve credit
metrics. We believe the upgrade of E-Copec would mostly depend on a medium- to long-term
financial discipline that ensures investments are in line with operating cash flows, so that
leverage's three-five year moving average remains below 3.0x. In addition, if any transaction
causes adjusted debt to EBITDA to exceed 3.5x, the group won't find difficult in reducing the
metric below 3.0x.

Outlook

E-Copec

The positive outlook on E-Copec reflects better-than-expected performance and our assumptions
that the group will rapidly deleverage in 2021 and maintain stronger credit metrics in the next two
years, with debt to EBITDA at 2.0x-2.5x and FFO above 30%. The rapid pulp price recovery in 2021,
the rebound in volumes at the fuel business, higher margins, and MAPA's ramp-up during 2022
will strengthen the group's operating results and cash flows in 2021 and 2022.

Upside scenario. We could raise the ratings in the next 12-24 months if the group performs in line
with our base-case assumptions, while debt to EBITDA will remain comfortably below 3.0x and
FFO to debt above 30% in the next two-three years. That could occur if pulp demand remains
relatively strong and average realized pulp prices are above $600 per ton the same period, MAPA
ramps up in line with expectations, and the fuel business volumes recover to pre-pandemic levels.
Additionally, the group's long-term investment strategy and financial discipline will be a key
determinant, ensuring that--given the intrinsic volatility of some its businesses--E-Copec can
fund investments without causing adjusted debt to EBITDA to exceed 3.5x for a prolonged period.
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Downside scenario. If E-Copec's leverage worsens due to higher-than-expected investments or
weaker consolidated performance, we could revise the outlook to stable. In such a scenario, net
debt to EBITDA would be above 3.0x or FFO to debt less than 30% in a three-five year moving
average. Lack of visibility for investment strategy or failure to maintain improved leverage could
also trigger an outlook revision to stable.

Copec

The stable outlook on Copec reflects our expectation that its margins will spike in 2021, resulting
in lower-than-expected leverage, and that its volumes should reach pre-pandemic levels by 2022
with margins falling back closer to historical levels. The stable outlook is consistent with debt to
EBITDA below 2.5x and FFO to debt slightly above 30% in 2021, but at 2.8x-3.0x and about 25%,
respectively, in 2022 and 2023.

Upside scenario. We could raise the ratings in the next two years if the company's operating
performance in 2022 exceeds our expectations because of stronger growth in fuel volumes
or EBITDA margins above 4.7%, resulting in debt to EBITDA comfortably below 3.0x, FFO to debt
close to 30%, and FOCF to debt above 10% in the next two-three years.

Downside scenario. Although unlikely we could lower the ratings on Copec in the next 12-24
months if:

- Debt to EBITDA remains consistently above 4.0x. This could occur if EBITDA margins remain at
about 3.5% or lower, well below our base-case assumptions and the historical level ; or

- The company embarks on substantial internal or acquisition-based expansion.

Company Description

E-Copec is one of the largest private industrial holding companies in Chile with revenue of about
$18 billion in 2020. It owns pulp, wood products, forestry, energy, fuel distribution, fishing, and
mining businesses. The group holds important market shares and benefits from favorable cost
positions at most of its subsidiaries. The following are E-Copec's main operating assets:

- Arauco (stand-alone credit profile [SACP] of 'bbb-'): The company focuses on forest
management, and producing and selling market pulp and wood products. Arauco is one of the
world's largest pulp producers, with a capacity of almost 4 million tons of bleached and
unbleached kraft pulp (on an attributable basis), which will increase to 5.2 million once the new
mill starts operating. Arauco has three main businesses: pulp, wood products (panels and solid
wood) and forestry, and a complementary business of energy. We expect the company to
generate 60%-65% of group's total EBITDA.

- Copec: The largest Chilean gas and fuel distributor. Copec has an indirect controlling stake of
58.5% in Organizacion Terpel S.A. (Terpel; not rated), which is the leader in the Colombian fuel
and lubricant distribution market, and has presence in the fuel and lubricants distribution
markets of Panama, Ecuador, the Dominican Republic, and Peru. Copec also owns a 100%
stake in Mapco, a U.S.-based operator of 348 service stations across seven states. The
company operates a total network of over 3,270 fuel stations, and we expect it will account for
25%-30% of the group's EBITDA.

- Abastible (not rated): One of the largest liquefied petroleum gas (LPG) distributors in South
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America. It operates in Chile, Colombia (through Norgas with a 51% stake), Peru (under the
Solgas brand), and Ecuador (through Duragas). Abastible, together with its assets, represents
5%-7% of the group's total EBITDA.

Our Base-Case Scenario

- Significant recovery in pulp demand, coupled with tighter inventories, has rapidly pushed prices
up during the first half of the year. We assume average realized pulp prices of about $740 per
ton in 2021, $660-$670 in 2022, and $600-$620 in 2023, up from $536 in 2020. Pulp production
of 3.6 million - 3.7 million tons in 2021. With the ramp-up of the new pulp mill, we expect total
production to reach 4.5 million - 4.6 million tons in 2022 and about 4.9 million tons in 2023.

- Growth of 5%-7% in sold panels volume in 2021, recovering from the drop in 2020 despite
strong performance in the second half of the year, and slowing to a 1%-2% growth pace in 2022
and 2023.

- Arauco's EBITDA of $2.1 billion - $2.2 billion in 2021, up from $1 billion in 2020, and remain at
about $1.7 billion in 2022 and 2023.

- A considerable recovery in fuel volumes in 2021 because we assume significantly lower
COVID-related disruptions in all countries, in which E-Copec operates. However, we assume
pre-pandemic volumes will only be reached by 2022. Volumes recovering about 10% at Copec
and 20% at Terpel in 2021. In 2022, volumes growing somewhat above GDP growth pace. About
a 3%-4% growth in Chile and 6%-8% in Colombia and growing in line with GDP growth pace
afterwards.

- Fuel prices rising 10%-12% in Chile and 18%-20% in Colombia amid higher crude oil prices and
depreciation of the Colombian peso, and dropping 1%-2% in both countries in 2022 and 2023.

- Copec's EBITDA of CLP640 billion - CLP660 billion in 2021 and CLP520 billion - CLP540 billion in
the following two years.

- Abastible's EBITDA growing 3%-6% in the forecasted period.

- Dividends from subsidiaries (Metrogas S.A. and AGESA [not rated]) registered under the equity
method at $60 million - $65 million per year. Mina Justa to start paying about $120 million in
dividends in 2022 and $150 million - $200 million in 2023.

- Dividend payout ratio of 30% of 2020 results (already paid), but we assume the payout will
return to 40% in 2021 and that the group will resume paying a provisory dividend this year.

- Capital expenditures (capex) assumptions follow each subsidiary's investment plan. Capex to
total about $1.8 billion in 2021, and to fall to $1.0 billion - $1.2 billion in 2022 and 2023.

- Asset sales completed for about $500 million in 2021.

Table 1

Empresas Copec--Key Metrics*

--Fiscal year ended Dec. 31--

2019a 2020e 2021f 2022f 2023f

(Mil. $)

Revenue 23,716 18,059 23,000-24,000 23,500-24,500 24,000-25,000

Revenue growth (%) (1.1) (23.9) 30-32 ~1 ~1
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Table 1

Empresas Copec--Key Metrics* (cont.)

--Fiscal year ended Dec. 31--

2019a 2020e 2021f 2022f 2023f

EBITDA 2009.2 1815.5 3,300-3,400 2,800-3,000 2,800-3,000

EBITDA margin (%) 8.5 10.1 13.5-14.5 ~12 ~12

Funds from operations (FFO) 1,085 1,404 2,800-3,000 2,000-2,2000 2,100-2,300

Capital expenditure 1,622 2027 1,800-1,900 1,000-1,200 1,000-1,200

Free operating cash flow
(FOCF)

(264.2) (136.8) 900-1,100 800-900 1,000-1,200

Dividends 301.7 0.0 300-400 400-500 250-350

Debt 7,238.8 7,904.8 7,300-7,400 6,700-6,900 6,000-6,200

Debt to EBITDA (x) 3.6 4.4 2.0-2.5 2.0-2.5 2.0-2.5

FFO to debt (%) 15.0 17.8 38-40 30-35 30-35

FOCF to debt (%) (3.6) (1.7) 13-15 12-14 18-20

Compañía de Petróleos de Chile--Key Metrics*

(Bil. CLP)

Revenue 11,995.6 9,583.0 11,500-11,700 12,000-12,100 12,200-12,400

Revenue growth (%) 11.8 (20.1) 20-22 3-5 1-3

EBITDA 467 402 640-660 520-540 520-540

EBITDA margin (%) 3.9 4.2 5.5-5.7 4.3-4.5 4.3-4.5

Funds from operations (FFO) 296 312 450-470 360-390 360-390

Capital expenditure 167 143.4 220-230 220-230 220-230

Free operating cash flow
(FOCF)

132 330.8 110-130 60-80 110-130

Dividends 125 74 90-120 90-120 90-120

Debt 1578.5 1369 1,400-1,600 1,400-1,600 1,400-1,600

Debt to EBITDA (x) 3.4 3.4 2.1-2.4 2.8-3.0 2.8-3.0

FFO to debt (%) 18.7 22.8 30-35 ~25 ~25

FOCF to debt (%) 8.4 24.2 8-10 4-6 5-10

*All figures adjusted by S&P Global Ratings. Debt includes operating leases and is net of cash and equivalents. a--Actual. e--Estimate.
f--Forecast.

Liquidity

E-Copec

We assess E-Copec's liquidity as adequate. We expect the group to maintain an ample cash
cushion in the next 12 months, and sources of cash to cover uses by about 1.8x in the next 12
months. Also, our assessment reflects that the group and its main subsidiaries have managed to
maintain sound liquidity position amid investments and acquisitions, without short-term pressure
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or limiting access to banks and capital markets. These factors underscore E-Copec's sound
relationship with lenders and standing in the markets. Moreover, we believe the group and its
subsidiaries can absorb high-impact, low-probability events with limited need for refinancing,
given that capex are flexible, the group's ability to sell several assets, and the operating
subsidiaries can count on group support, as seen recently in capital injections or intercompany
loans to Copec and Arauco, respectively. The group's companies also benefit from generally
prudent risk management, because we believe management is able to anticipate potential
setbacks and take necessary actions, such as accessing committed credit lines, in the case of
Arauco.

Principal Liquidity Sources:

- $2.15 billion in cash holdings as of June 2021;

- Arauco's revolving credit facility for $375 million;

- FFO of about $2.6 billion net of operating leases; and

- Asset sales for about $500 million.

Principal Liquidity Uses:

- Short-term maturities of about $670 million as of June 2021;

- Total capex of $1.5 billion the next 12 months;

- Working capital needs of $300 million - $320 million; and

- Dividend payments of about $600 million the next 12 months.

Copec

We assess Copec's liquidity as adequate because we expect sources of cash to cover uses by
about 1.2x in the next 12 months. The company has maintained very ample liquidity during the
worst months of the pandemic, having ability to access refinancing and new contingent funding,
which underscore its sound relationship with banks. We also believe it can absorb high-impact,
low-probability events with limited need for refinancing, given that capex and dividends are
flexible. We believe that Copec has some financial flexibility thanks to support from its parent,
which has provided capital injections and financing in the recent past. The company also enjoys
generally prudent risk management due to its record of anticipating potential setbacks and taking
necessary actions. Finally, we expect Copec to maintain very comfortable cushions under its
financial covenants on bank loans in the next two years. Financial covenants for Copec include
keeping net debt to equity below 1.4x and EBITDA interest coverage above 2.0x.

Principal Liquidity Sources:

- CLP427 billion in cash holdings as of June 2021; and

- FFO of CLP370 billion - CLP390 billion net of operating leases in the next 12 months.

Principal Liquidity Uses:

- Short-term maturities of about CLP140 billion as of June 2021

- Total capex of about CLP220 billion;

- Working capital needs of CLP80 billion - CLP100 billion in the next 12 months; and
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- Dividend payments of about CLP112 billion.

Ratings Score Snapshot

E-Copec

Issuer credit rating BBB-/Positive/--

Business risk Satisfactory

Country risk Intermediate

Industry risk Moderately High

Competitive position Satisfactory

Financial risk Significant

Cash flow/Leverage Significant

Anchor bbb-

Modifiers

Diversification/Portfolio effect Neutral (no impact)

Capital structure Neutral (no impact)

Financial policy Neutral (no impact)

Liquidity Adequate (no impact)

Management and governance Satisfactory (no impact)

Comparable rating analysis: Neutral (no impact)

Copec

Issuer credit rating BBB-/Stable/--

Business risk Satisfactory

Country risk Intermediate

Industry risk Intermediate

Competitive position Satisfactory

Financial risk Significant

Cash flow/Leverage Significant

Anchor bbb-

Modifiers

Diversification/Portfolio effect Neutral (no impact)

Capital structure Neutral (no impact)

Financial policy Neutral (no impact)

Liquidity Adequate (no impact)

Management and governance Satisfactory (no impact)

Comparable rating analysis Neutral (no impact)
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Ratings List

Ratings Affirmed; CreditWatch/Outlook Action

To From

Empresas Copec S.A.

Issuer Credit Rating BBB-/Positive/-- BBB-/Stable/--

Ratings Affirmed

Compania de Petroleos de Chile COPEC S.A.

Issuer Credit Rating BBB-/Stable/--

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column.
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