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Rating Action Overview

- Strong operating performance at Empresas Copec S.A.'s (E-Copec's) subsidiaries is
significantly reducing the group's leverage to record-low levels.

- Fuel division Copec S.A.'s (Copec's) EBITDA generation and EBITDA margins are at all-time
highs.

- Forest division Celulosa Arauco y Constitucion S.A. (Arauco; BBB-/Stable/--) continues to have
good momentum in the pulp and wood markets and is almost done with a large expansion.

- On Aug. 26, 2022, S&P Global Ratings raised its issuer credit ratings on E-Copec to 'BBB' from
'BBB-'. The outlook on E-Copec is stable.

- At the same time, we revised the outlook on Copec to positive from stable and affirmed the
'BBB-' issuer ratings on the company.

- We expect E-Copec's operating performance and credit metrics to remain strong through 2024,
with debt to EBITDA at 2.0x-2.5x and funds from operations (FFO) to debt above 30%. We expect
Copec to sustain EBITDA margins above 4.5%, leverage below 2.0x, and free operating cash flow
(FOCF) to debt near 25%.

Rating Action Rationale

The upgrade of E-Copec reflects better-than-expected operating performance and leverage
metrics forecast for 2022-2024. After completing a high investment period, E-Copec reduced
leverage to 2.0x as of June 2022, the lowest level in decades. Our revised projections now assume
leverage will remain around 2.0x and that the company will report positive discretionary cash flow
during 2022-2024. Our forecasts incorporate still strong pulp prices, robust demand for wood
products, and strong volumes and extraordinarily high margins in the fuel business. Arauco's
MAPA pulp project was 97.5% complete as of June, and we expect it to start pulp production at
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the end of October. Also, the group's incipient mining division, Mina Justa, delivered 57,000 tons of
fine copper in the first half of 2022 (versus 85,000 tons in all of 2021) and remains on track to
reach 115,000-135,000 tons in 2022. E-Copec holds a 40% stake in this mining operation, which
should start upstreaming dividends in the second half of this year after refinancing debt and
canceling the project financing that restricted dividend payments.

Group adherence to a new financial policy will help keep leverage under control across the
cycle. In September 2021, E-Copec disclosed a new financial policy that establishes guidelines
on debt limits, types, and currencies, among other terms. The policy establishes a consolidated
net financial debt to EBITDA target between 2.0x-3.0x, and contingency measures are designated
if ratio exceeds 3.5x to avoid reaching 4.0x. It also establishes a consolidated net financial debt to
equity target of less than 1.0x, with a maximum of 1.2x. Additionally, no more than 30% of the total
debt should mature during a specific year, and maturities for the current year and the next four
years should not exceed 70% of gross debt. Moreover, a minimum cash balance equivalent to
0.5% of consolidated assets should be maintained in the parent company.

Record EBITDA and margins at Copec so far this year. The company has achieved record EBITDA
of $660 million and record EBITDA margins of 6.0% in the first half of 2022, after also achieving a
high margin of 5.7% in 2021. This is due to higher sales volumes and inventory revaluation, as well
as increased efficiency after many quarters of cost control efforts. More importantly, Copec
divested from remote Mapco gas stations in the U.S. in the first quarter of 2021, reducing logistic
and administrative costs and increasing profitability. We expect these actions to allow the
company to sustain high margins of 4.5%-5.0%, above historical levels, going forward.

Energy transition is the main risk in the long term. Although the electric vehicles market continues
increasing, we still think that there is room for profitable fuel operations in the next few years for
Copec, especially in Latin American counties that tend to be late adopters of state-of-the-art
technology.

Significant leverage reduction at Copec. Following strong fuel demand in Chile and Colombia,
Copec increased volumes by about 15% in first half 2022 compared with first half 2021, and
continues posting sales volumes well above pre-pandemic levels. This, coupled with the high
prices and cost control efforts, has increased EBITDA and reduced the debt-to-EBITDA ratio
significantly to 2.0x in June 2022. We now expect the company to keep this ratio around 2.0x and
overall strong credit metrics.

Copec will need to actively manage maturing liabilities. Copec holds a $150 million local bond
(at Terpel's subsidiary) due in November 2022, $150 million bilateral loan due in March 2023, and
a $500 million syndicated loan due in November 2023. The company raised around $210 million
through E-Copec's local debenture in second quarter 2022. We expect Copec to raise additional
bank funding to refinance the upcoming maturities and avoid depleting its cash position, which as
of June 30, 2022, was $550 million. The current strong business momentum should contribute to a
fast and cost-attractive debt refinancing.

High pulp prices and strong wood product EBITDA margins support Arauco's performance.
High pulp prices continue supporting profitability at Arauco's pulp business division. On top of
this, its wood products business continues generating strong EBITDA at high margins above 30%
for the fifth quarter in a row. However, we see macro-driven downside risk due to further rises in
global interest rates, high inflation, and slowing global economic activity. Overall, we still expect
healthy average pulp prices to lead to sound EBITDA and operating cash flow, with net leverage

www.spglobal.com/ratingsdirect August 26, 2022       2

Research Update: Empresas Copec Upgraded To 'BBB' And Subsidiary Copec Outlook Revised To Positive On Strong Operating Performance



between 2.2x-2.8x in the next two years. For more details on Arauco, please review our recent
publication: "Celulosa Arauco y Constitución S.A.," published Aug. 26, 2022.

Outlook

E-Copec:

The stable outlook reflects higher margins at Copec's fuel division and at Arauco's wood business
unit, which tend to be the group's more stable operations. At the pulp segment, we expect new
volumes from the MAPA mill to compensate for somewhat lower prices in the next two years.
Therefore, we expect E-Copec to be able to sustain debt to EBITDA of 2.0x-2.5x and FFO to debt
above 30% in the next two years.

Upside scenario

We could raise the ratings in the next 12 to 24 months if E-Copec consistently reduces debt to
EBITDA to around 1.5x and improves FFO to debt to about 60%. We could also raise the rating if
the group's business profile improves through higher scale, scope, and diversification. For
instance, if it grows in the mining industry but sticks to its financial policy, without causing
adjusted debt to EBITDA to exceed 3.5x for a prolonged period.

Downside scenario

We could lower the ratings in the next 12 months if debt to EBITDA increases above 3.0x, for
example due to higher-than-expected investments. We could also downgrade E-Copec if
execution risks for the MAPA project materialize, further delaying production or adding capital
expenditures (capex) to resume operations. We could also lower the ratings if the group's cash
sources-to-uses ratio falls below 1.2x in the next 12 months.

Copec:

The positive outlook reflects our expectation that Copec will be able to keep debt to EBITDA below
2.0x, FFO to debt around 50%, and FOCF to debt around 25% in the next 12 to 24 months. In
addition, it reflects our expectation of EBITDA margins consistently above 4.5% in the same
timeframe. It also incorporates our view that the company will refinance short-term debt to
comply with its financial policy and support adequate liquidity.

Upside scenario

We could raise the ratings in the next 12 to 24 months if the group performs in line with our
base-case assumptions, with debt to EBITDA around 2.0x, FFO to debt above 40%, and FOCF to
debt above 12%.

Downside scenario

We would revise the outlook to stable from positive if debt to EBITDA rises consistently above 2.5x,
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if FFO to debt decreases consistently below 40%, or if FOCF to debt is below 10%. In addition, we
would lower the ratings if the cash sources-to-uses ratio decreases below 1.2x in the next 12
months.

Company Description

E-Copec is one of the largest private industrial holding companies in Chile with revenue of about
$25 billion in 2021. It owns pulp, wood products, forestry, energy, fuel distribution, fishing, and
mining businesses. The group holds large 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-'): Arauco has three main businesses: pulp,
wood products (panels and solid wood) and forestry, and a complementary business of energy.
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. We expect the company to generate around 60% 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 302 service stations across seven states. The
company operates a total network of over 3,347 fuel stations, and we expect it will account for
30%-35% of the group's EBITDA.

- Abastible (not rated): One of the largest liquefied petroleum gas (LPG) distributors in South
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%-10% of the group's total EBITDA.

Our Base-Case Scenario

Assumptions

- Average realized pulp prices of about $750 per ton in 2022 and $670-$650 in 2023 and 2024, up
from $632 in 2021. Pulp production of 3.7 million - 3.8 million tons in 2022. With the ramp-up of
the new pulp mill, we expect total production to reach 4.6 million tons in 2023 and about 4.9
million tons in 2024.

- Growth of about 5% in sold panels volume in 2022 and remaining flat in 2023 and 2024.

- Arauco's EBITDA of $2.1 billion - $2.2 billion in 2022, compared with $2.2 billion in 2021, and
then about $2.0 billion in 2023 and 2024.

- Volumes increasing about 6% at Copec and 12% at Terpel in 2022. In 2023, volumes growing
somewhat above GDP growth pace--growing 1.6% in Chile and 4.0% in Colombia--and growing
in line with GDP growth pace afterward.

- Fuel prices rising about 15% in Chile and 20% in Colombia amid higher crude oil prices and
depreciation of the local currencies, and dropping about 4% in both countries in 2023 and
around 10% in 2024.
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- Copec's EBITDA of about CLP1.1 trillion in 2022, CLP835 billion in 2023, and CLP785 billion in
2024.

- Abastible's EBITDA of $85 million in the forecasted period.

- Dividends from subsidiaries (Metrogas S.A. and AGESA [not rated]) registered under the equity
method at $50 million per year. Mina Just mining subsidiary to start paying about $50 million in
dividends in 2022 and $100 million in 2023 and 2024.

- Dividend payout ratio of 40% in 2022-2024.

- Capex assumptions follow each subsidiary's investment plan. Capex to total about $2.0 billion
in 2022, and to fall to around $1.5 billion in 2023 and 2024.

- Asset sales completed for about $120 million in 2022.

Key metrics

Empresas Copec--Key Metrics*

--Fiscal year ended Dec. 31--

Mil. $ 2020A 2021A 2022E 2023F 2024F

Revenue 18,059 24,787 29,959 29,590 28,572

Revenue growth (%) (23.9) 37.3 20.9 (1.2) (3.4)

EBITDA 1,815 3,390 4,196 3,678 3,739

EBITDA margin (%) 10.1 13.7 14.0 12.4 13.1

Funds from operations (FFO) 1,404 2,980 3,070 2,713 2,775

Capital expenditure 2,027 1,912 2,046 1,640 1,520

Free operating cash flow (FOCF) (136.8) (85.4) 418.7 1,140.7 1,519.7

Dividends 0 0 578.9 612.7 524.8

Debt 7,905 7,549 7,848 7,458 6,602

Debt to EBITDA (x) 4.4 2.2 1.9 2.0 1.8

FFO to debt (%) 17.8 39.5 39.1 36.4 42.0

FOCF to debt (%) (1.7) (1.1) 5.3 15.3 23.0

*All figures adjusted by S&P Global Ratings. a--Actual. e--Estimate. f--Forecast.

Copec S.A.--Key Metrics*

--Fiscal year ended Dec. 31--

Bil. CLP 2020A 2021A 2022E 2023F 2024F

Revenue 9,583 12,879 17,788 17,777 16,730

Revenue growth (%) (20.1) 34.4 38.1 (0.1) (5.9)

EBITDA 402 728 1,104 835 783

EBITDA margin (%) 4.2 5.7 6.2 4.7 4.7

Funds from operations (FFO) 312 616 797 602 572

Capital expenditure 143.4 173.2 262.0 251.4 252.9

www.spglobal.com/ratingsdirect August 26, 2022       5

Research Update: Empresas Copec Upgraded To 'BBB' And Subsidiary Copec Outlook Revised To Positive On Strong Operating Performance



Copec S.A.--Key Metrics* (cont.)

--Fiscal year ended Dec. 31--

Bil. CLP 2020A 2021A 2022E 2023F 2024F

Free operating cash flow (FOCF) 330.8 194.3 311.7 356.1 357.9

Dividends 74 148 221 245 186

Debt 1,370 1,544 1,383 1,272 1,101

Debt to EBITDA (x) 3.4 2.1 1.3 1.5 1.4

FFO to debt (%) 22.7 39.9 57.7 47.6 52.0

FOCF to debt (%) 24.1 12.6 22.5 28.0 32.5

*All figures adjusted by S&P Global Ratings. a--Actual. e--Estimate. f--Forecast.

Liquidity

E-Copec

We assess E-Copec's liquidity as adequate. We expect the group to maintain sources-to-uses of
cash comfortably above 1.2x in the next 12 months. Also, our assessment reflects that the group
and its main subsidiaries have managed to maintain a solid liquidity position amid investments
and acquisitions, without short-term pressure 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 is flexible, the group has the ability to
sell several assets, and the operating subsidiaries can count on group support, as seen in capital
injections and intercompany loans to Arauco and Copec, respectively. The group's companies also
benefit from generally prudent risk management, because we believe management can anticipate
potential setbacks and take necessary actions, such as accessing committed credit lines, in the
case of Arauco and E-Copec.

Principal liquidity sources:

- $1.9 billion in cash holdings as of June 2022;

- E-Copec's revolving credit facility for $375 million;

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

- FFO of about $2.8 billion net of operating leases.

Principal liquidity uses:

- Short-term maturities of about $1.9 million as of June 2022;

- Total capex of $1.8 billion the next 12 months;

- Working capital needs of $300 million in the next 12 months; and

- Dividend payments of about $600 million the next 12 months, in line with 40% dividend payout
ratio.
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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, and has the ability to access refinancing and new contingent
funding, which underscores its sound relationships 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. In our opinion, 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:

- CLP514 billion in cash holdings as of June 2022; and

- FFO of CLP680 billion – CLP70 billion net of operating leases in the next 12 months.

Principal liquidity uses:

- Short-term maturities of about CLP638 billion as of June 2022;

- Maintenance capex of about CLP130 billion in the next 12 months; and

- Dividend payments of about CLP230 billion in the next 12 months, in line with 50% dividend
payout ratio.

Ratings Score Snapshot

E-Copec

Issuer credit rating: BBB/Stable/--

Business risk: Satisfactory

Country risk: Intermediate

Industry risk: Moderately High

Competitive position: Satisfactory

Financial risk: Intermediate

Cash flow/Leverage: Intermediate

Anchor: bbb

Modifiers

Diversification/Portfolio effect: Neutral (no impact)

Capital structure: Neutral (no impact)

Financial policy: Neutral (no impact)
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Liquidity: Adequate (no impact)

Management and governance: Satisfactory (no impact)

Comparable rating analysis: Neutral (no impact)

ESG credit indicators: E-3, S-2, G-2

Copec

Issuer credit rating: BBB-/Positive/--

Business risk: Satisfactory

Country risk: Intermediate

Industry risk: Intermediate

Competitive position: Satisfactory

Financial risk: Intermediate

Cash flow/Leverage: Intermediate

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)

ESG credit indicators: E-3, S-2, G-2

Related Criteria

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

- General Criteria: Ratings Above The Sovereign--Corporate And Government Ratings:
Methodology And Assumptions, Nov. 20, 2013

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013
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- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Ratings List

Ratings Affirmed; CreditWatch/Outlook Action

To From

COPEC S.A.

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

Upgraded; CreditWatch/Outlook Action

To From

Empresas Copec S.A.

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

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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