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Research Update:

Ratings On CAP S.A. Lowered To 'BB' From 'BB+'
On Still Weak Market Conditions; Off Watch
Negative, Outlook Stable

Overview

e Volatile iron ore and steel prices will continue to pressure CAP' s
profitability over the next few quarters, resulting in weak financial
netrics.

* W are lowering our ratings on CAP to 'BB from'BB+'.

« W have renpved the ratings from Credi t WAt ch negative. The outl ook is now
stable, reflecting our expectation that the conpany's robust liquidity
and cash flow protection neasures will partly offset further price
volatility, in the next few quarters.

Rating Action

On March 21, 2016, Standard & Poor's Ratings Services lowered its corporate
credit ratings on CAP S.A. to 'BB from'BB+ . W have also |owered the issue
| evel rating on the conmpany's senior unsecured bonds to 'BB" from'BB+ . W
have renoved the ratings from Credi t Watch negative. The outl ook is now stable.

Rationale

The ratings on CAP reflect the conmpany's niche market position as a prem um
pel | et producer and steelmaker in Chile. Its debts are, on average, |ow cost,
but this only partially mitigates the risks spawning fromits small scal e of
operations and exposure to the volatile iron ore and steel narkets, which have
a significant global oversupply. Iron ore and steel prices continued to
deteriorate during the last few quarters, and have led us to revise our iron
ore price deck to $40 per ton in 2016 and 2017, and $45 in 2018. As a result,
we expect CAP's financial metrics to remain around current |evels through
2017, while it generates mnimal free cash flows.

Over the past several quarters, CAP has focused its efforts on inproving
operating efficiency in order to offset the effect of rapidly decreasing iron
ore prices. The conpany's initiatives to reduce costs, conbined with | ower
fuel prices and sonme gains fromthe depreciation of local currency in Chile,
has resulted in a significant reduction in the overall cash cost for its

m ni ng operation. In addition, |ower coal prices have also contributed to

| ower steel production costs. However, these positive factors only partially
of fset the effects of decreasing prices, and CAP' s nargi ns have contracted
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sonmewhat, so we expect cash generation to renmmi n weak over the next few
quarters. W still expect the conmpany to struggle with greater nargin
volatility, largely due to its small scale.

We believe there is potential for credit metrics to inprove a bit if current
spot prices stay the sane for the next few quarters, although inproved netrics
woul d still be aligned with the current category and ratings. Neverthel ess, we
bel i eve the downside potential is neaningful, as the supply glut in iron ore
mar kets continues to be a najor threat. Under these conditions, CAP is focused
on protecting cash, reducing capital expenditure (capex) |evels to maintenance
levels. Still its capacity to generate free cash fl ow under current narket
circunmstances is negligible, so a potential reduction of the financial

| everage is unlikely-—-at least frominternal cash generation. In our base-case
scenario, we also include the follow ng assunptions:

e Chile's GDP increasing by 2.3%in 2016, and 2.8%in 2017.

 Exchange rate of Chilean peso (CLP) 725 per $1 in 2016, and CLP720 in
2017.

* Average iron ore prices of $40 for the rest of 2016, $40 in 2017, and $45
in 2018, in line with our price deck

e Lower coal costs of about $50 per ton on average throughout the next few
years.

* Cash cost decreasing to $31 per ton in 2016, reflecting the exchange rate
in Chile, lower oil prices, and lower costs in nore-efficient mnes.

e Total output of about 15.5 million tons for 2016.

 EBITDA contribution fromwater and transm ssion lines of $55 million.

 Pellet premiuns resilient at $30 per ton, and content prem umof $2.5 per
t on.

* Average steel prices of about $560 per ton in 2016 and 2017.

e Capex of $53 million in 2016 and 2017.

As a result of these assunptions we reach the follow ng netrics:
 EBI TDA of about $200 million in 2016 and 2017.

e FFO of $160 million to $170 million in 2016 and 2017.

e FOCF of about $100 million in 2016 and $85 million in 2017.

e Debt to EBITDA of about 4.0x in 2016 and 2017.

Liquidity

W view CAP's liquidity as adequate. The conpany touched down at year-end 2016
with a robust cash position that is nmore than enough to deal wth debt
maturities over the next 12 nonths. Furthernore, because of |ow capex and

i nterest costs, the conpany is expected to have sone positive free cash
generation. W do not expect covenant pressures, given the current headroom
under the conpany's 4.75x net financial debt to EBITDA requirenent over the
next few quarters; however, covenant headroomwi |l tighten to 4.0x net debt to
EBI TDA in 2017, |eaving | ess confortable headroom under our cal cul ati ons.

Principal Liquidity Sources:
e Cash and short-terminvestnents of $668 million as of Decenber 2015, of
whi ch we consi der about $50 million to be restricted.
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e FFO generation of $175 million for 2016 and $162 nillion for 2017.

Principal Liquidity Uses:

o Short-termdebt of $370 million as of Decenber 2015.
» Peak working capital needs of $25 nillion.

* Mai ntenance capex of $53 million in the next years.
» Dividend payouts of 30% of the net incone.

Outlook

The stable outl ook reflects our view that, even though prices should remain
volatile in the near future, CAP's sound cash position, |ow capex |evel, and

i nterest expenses should allow the conmpany to offset cash flow pressures over
the next few quarters. Despite weak prices--that we expect to | ead the conmpany
to have debt to EBI TDA of about 4.0x and FFO to debt of 20%in 2016--we expect
positive free cash generation in 2016.

Downside scenario

We coul d downgrade CAP if price pressures on iron ore and steel continue to
of fset the company's efforts to reduce costs, resulting in debt to EBI TDA and
FFO to debt persistently above 4.0x and bel ow 20% respectively, and if FOCF
turns negative.

Upside scenario

We could raise CAP's ratings if the conmpany is able to present stronger than
expected profitability, either due to inproved nmarket conditions or nore
efficient operations, resulting in consistently inproved credit netrics, such
as debt to EBI TDA of about 3.0x and FFO to debt above 30%

Ratings Score Snapshot

Corporate credit rating: BB/ St abl e/ - -
Busi ness Risk Profile: Fair

» CI CRA: Moderately High
e Conpetitive Position: Fair

Financial Risk Profile: Significant
* Cash flow Leverage: Significant
Anchor: bb

Modi fi ers:

e Diversification/Portfolio Effect: Neutral
e Capital Structure: Neutral
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e Financial Policy: Neutral

 Liquidity: Adequate

« Managenent and Governance: Satisfactory
Conpar abl e Rating Anal ysis: Neutral

Related Criteria And Research

Related Criteria

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

* Key Credit Factors For The Metals And M ning Upstream | ndustry, Dec. 20,
2013

e Corporate Methodol ogy: Ratios And Adjustnents, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

Ratings List

Downgr aded; CreditWatch/ Qutl ook Action

To From
CAP S. A
Corporate Credit Rating BB/ St abl e/ - - BB+/ WAt ch Neg/ - -
Seni or Unsecured BB BB+/ WAt ch Neg

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nfornation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standardandpoors.com Use the Ratings search box
located in the left colum.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 21, 2016 5

1600902 | 301169179



Copyright © 2016 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitalig.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.com/usratingsfees.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 21, 2016 6

1600902 | 301169179



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Downside scenario
	Upside scenario

	Ratings Score Snapshot
	Related Criteria And Research
	Related Criteria

	Ratings List


