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Research Update:

Empresas CMPC S.A. 'BBB-' Rating Affirmed;
Outlook Revised To Stable From Negative On
Better Performance

Overview

• Despite stoppage in Guaiba II, Empresas CMPC's leverage and free cash
flow metrics in 2017 were stronger than we expected and we are raising
our EBITDA and free cash flow generation projections for 2018 and 2019.

• We are affirming our 'BBB-' corporate credit rating and revising outlook
to stable from negative.

• The revised outlook reflects our expectation that the company will
continue reducing leverage over the next two years in a sound pulp price
environment, with debt to EBITDA levels trending below 2.5x and FFO to
debt above 30%.

Rating Action

On March 23, 2018, S&P Global Ratings revised its outlook on Empresas CMPC
S.A. (CMPC) to stable from negative. We also affirmed our corporate and
issue-level ratings at 'BBB-'.

Rationale

The rating affirmation and outlook revision reflect CMPC's improving operating
performance and leverage reduction following supportive pulp prices, its
commitment to a solid financial policy, and the restart of production at the
Guaiba II mill.

The company's realized average pulp prices increased by more than 18% during
2017, which helped to counterbalance lower volumes because of the 3-month
stoppage at its Guaiba II plant. Besides the improved market conditions, the
company implemented a number of working capital initiatives to increase its
cash position and better align with its financial policy, which later
complemented with capital expenditure (capex) reductions and dividend payment
postponements.

Although we expect some price corrections towards the second half of 2018, we
believe that the solid demand pattern and the lack of significant supply
additions over the next two to three years should allow average prices to
remain above long-term averages. We expect that, given the improved pulp
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forecast for the company and, to a lesser extent, recovery in the forestry,
tissue, and paper segments after a weak 2017, CMPC will present much higher
EBITDA generation and gradual leverage reductions in the next couple of years.
We expect CMPC to report an EBITDA between $1.3 billion and $1.6 billion
during 2018 and 2019, following consolidated pulp volumes of between 3.5
million and 3.6 million tons with an average realized price of $600 to $650
per ton. This scenario drives our predications for adjusted net debt to EBITDA
trending below 2.5x and FFO to net adjusted debt above 30% (compared to 3.4x
and 20%, respectively, in 2017). These ratios will provide the company with
some cushion to absorb additional price shocks.

We continue to believe the company's strategy will be focused on improving
business diversification towards value-added products (i.e. tissue and
sanitary products) in the short to medium term rather than growing its pulp
business, which will underpin moderated capex levels and adequate free cash
flow generation during 2018 and 2019.

Regarding the company's business profile, the ratings on CMPC continue to
reflect its position as one of the largest pulp producers in the world and of
the largest tissue and sanitary products producers in Latin America. In
addition, we incorporate the company's geographic diversification, which
mitigates risks from economic cycles in any particular country where CMPC
operates, as well as diversification into more value-added products, such as
paper and tissue. We also take into consideration the company's competitive
cost structure, due to its access to highly productive forests in Chile and
Brazil and integration into wood and energy.

Our base-case scenario for 2018 and 2019 includes the following assumptions:
• GDP growth of 2.2% in Brazil, 2.8% in Argentina, 2.2% in Chile, and 3.5%
in Peru in 2018. In 2019, we expect 2.4% GDP growth in Brazil, 3% in
Argentina, 2.4% in Chile, and 3.8% in Peru. Moderate GDP growth should
underpin demand for tissue and sanitary products in the region.

• 6.5% and 6.3% growth rates in China, supporting pulp demand in the next
two years.

• In general, largely stable exchange rates across the region, below
inflation rates, which should support tissue and paper sector domestic
revenues, with the exception of Argentina, where we expect considerable
depreciation during 2018 that could hurt revenues. 21% inflation rate in
Argentina and average exchange rate of Argentinean peso (ARS) 21.3 per
US$1.00, implying a 28% depreciation.

• Effective realized average pulp prices for bleached eucalyptus kraft pulp
(BEKP) of $645 per ton in 2018 and $595 per ton in 2019, and realized
average pulp prices for bleached softwood kraft pulp (BSKP) and $691 and
$654 respectively.

• We expect a considerable increase in BEKP volumes sold by CMPC in 2018
and minor further increases in 2019; in 2018, we assume volumes would
still be affected by some inventory build-up after the Guaiba stoppage.
We assume 2.75 million tons of BEKP and 745 tons of BSKP sold to third

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 23, 2018   3

2012382 | 302530718

Research Update: Empresas CMPC S.A. 'BBB-' Rating Affirmed; Outlook Revised To Stable From Negative On
Better Performance



parties in 2018, constant BSKP volumes in 2019, and 2.9 million tons of
BEKP sold in 2019.

• We expect relatively stable total cash costs from 2018 onward. A
reduction may come from lower maintenance costs but we still expect some
upward pressures on wood costs.

• We expect a 15% recovery in volumes in the forestry segment in 2018, as
we expect the company to ship volumes postponed in 2017 because of the
port strike.

• Increasing tissue and paper volumes because of a mild economic recovery
in some Latin American countries and additional capacities coming online
from the Cañete and Maule mills. Cañete added 54 thousand ton of tissue
paper to CMPC's capacity, and Maule added 90 thd ton of boxboard,
expected to be the main driver of this segment in coming years.

• We expect the company to pass through local inflation to final tissue
prices and we expect some further recovery in paper prices maintaining
some of the fourth quarter 2017 momentum.

• Annual capex of roughly $500 million, including the conclusion of the
Maule mill renovation, and enhancements on the Laja pulp mill in Chile in
2018, about $200 million-$250 million on maintenance capex annually and
about $200 million-$250 million for other projects in the tissue segment.

• We follow the company's dividends payout ratio of at least 30% of
previous year's net income in 2018 and 2019 and we assume that in 2018
the company will be paying both postponed dividends from 2017 and interim
dividends of 2018.

• $163 million cash outflow related to the restitution to consumers in
Chile, following a collusion scheme with Swedish-owned Svenska Cellulosa
Aktiebolaget SCA (SCA).

• We are not including any insurance recovery in the next two years.

• We are assuming debt amortizations of about $120 million and $300 million
respectively in 2018 and 2019

As a result, we expect the following credit metrics for the next two years:
• Consolidated EBITDA margin of 24%-25% in 2018 and 22%-23% in 2019;

• Consolidated adjusted EBITDA of $1,400-$1,600 million in 2018 and
$1,300-$1,400 million in 2019

• Net debt to EBITDA between 2.2x and 2.5x; and

• FFO to debt between 30% and 34%.

Liquidity

We view CMPC's liquidity position as strong. The sound cash position at
year-end, the improved cash FFO forecast amid the good pulp price environment,
and our expectation for improved pulp volumes and a fully operational Guaiba
II (plus the company's committed credit facility) ensure it will comfortably
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cover liquidity needs in the next 12 months. We expect sources of funds to
exceed uses by more than 50%. We also incorporate CMPC's proven ability to tap
international and domestic debt markets for financing, its solid relationship
with banks, and its adequate financial flexibility, given the low level of
debt maturities in the next 12 months. We also believe CMPC's management is
prudent, as evidenced during 2017, the year in which CMPC reduced capex,
postponed dividend payments, and made working capital efforts. We take into
consideration the company's ability to withstand high-impact, low-probability
events without the need to refinance, given that we believe the company could
once again reduce dividends or capex or make use of the committed credit
facility. Finally, we expect the company to maintain around 60% cushion under
its bank loans interest coverage covenant (EBITDA interest coverage equal or
higher to 3.25x).

Principal Liquidity Sources:
• Cash position of around US$833 million as of Dec. 31, 2017;

• Cash FFO ranging around US$1,000-US$1,100 million in the next 12 months

• Committed credit facility with no MAC clauses for US$400 million.

Principal Liquidity Uses:
• Debt maturities of $335 million as of Dec. 31, 2017

• CAPEX of US$500 million in 2018

• Working capital needs of around $200 million in 2018;

• Dividend payout ratio of 30%. Total dividend payment of around US$115
million in 2018, considered dividend for 2017 and interim dividend for
2018

• Restitution paid to Chilean consumer for US$163 million in light of the
collusion event with SCA in Chile

Outlook

The stable outlook reflects our view that, amid the sound pulp price
environment, CMPC will continue to reduce leverage in the next two years while
maintaining its solid competitive position and low cost structure, leading to
FFO to net debt between 30% and 35%, and net debt to EBITDA between 2.2x and
2.6x. It also reflects that even under potential pulp price volatility
scenarios, we expect CMPC to remain committed to its financial policy, which
is aligned with an investment grade rating.

Downside scenario

We could revise the outlook to negative if the company encounters considerable
operational problems or if a correction in pulp prices takes place that is
much sharper than expected. At the same time, we would foresee EBITDA
persistently above 3.5x and FFO to net debt closer to 20%. That would happen,
for instance, if EBITDA margins drop to around 20%, which would be consistent
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with a fall in pulp prices of about 20%-25%, compared to average realized
assumed prices.

Upside scenario

Although we see a rating increase as unlikely in the next two years because of
the heavy exposure to volatile pulp market, we could upgrade the ratings if we
believe the company would maintain net debt to EBITDA consistently below 2.0x
despite commodity price volatility and/or investment cycles. This could occur
if the company consistently uses free cash flow generation to reduce debt
burden.

Ratings Score Snapshot

Corporate Credit Rating: BBB-/Stable/--

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)

• Liquidity: Strong (no impact)

• Financial policy: Neutral (no impact)

• Management and governance: Fair (no impact)

• Comparable rating analysis: Neutral (no impact)

Issue Ratings--Subordination Risk Analysis

Capital structure

CMPC's capital structure as of December 2017 consisted of $3 billion in senior
unsecured bonds, issued by its non-operating financial vehicle Inversiones
CMPC S.A. (unconditionally guaranteed by Empresas CMPC) and $4 billion in bank
loans and finance lease obligations mostly at the level of other operating
subsidiaries.
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Analytical conclusions

We don't believe that investors in the senior notes face a significant
disadvantage as creditors of the financing vehicle of the group (Inversiones
CMPC S.A.), because they are unconditionally guaranteed by CMPC, and thus rank
pari passu to all of the parent's current and future senior unsecured debt.
Furthermore, we don't believe there are material financial obligations that
would rank ahead of Empresas CMPC unsecured debt by way of structural or
contractual subordination in a default scenario. Empresas CMPC holds minimal
secured obligations, and debt at the level of its operating subsidiaries is
less than 25% of total debt.

Related Criteria

• Criteria - Corporates - General: Reflecting Subordination Risk In
Corporate Issue Ratings, Sept. 21, 2017

• General Criteria: Guarantee Criteria, Oct. 21, 2016

• Criteria - Corporates - Industrials: Key Credit Factors For The Branded
Nondurables Industry, May 7, 2015

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

• Criteria - Corporates - Industrials: Key Credit Factors For The Forest
And Paper Products Industry, Feb. 12, 2014

• General Criteria: Group Rating Methodology, Nov. 19, 2013

• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013

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

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

• General Criteria: Ratings Above The Sovereign--Corporate And Government
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• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
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Ratings List

Ratings Affirmed; CreditWatch/Outlook Action
To From

Empresas CMPC S.A.
Corporate Credit Rating
Foreign Currency BBB-/Stable/-- BBB-/Negative/--
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Ratings Affirmed

Inversiones CMPC S.A.
Senior Unsecured BBB-

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 the S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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