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Research Update:

Corporacion Nacional del Cobre de Chile
Upgraded To 'AA-' From 'A' On Closer Link To
Chilean Government

Overview

* W revised the link between the Chilean governnment and m ni ng conpany,
Codel co, to "integral" from"very strong," which according to our
criteria neans that the conpany benefits froman "extrenely high"

i keli hood of support.

e W are raising our foreign currency corporate credit rating on the
conpany to 'AA-' from'A , which is capped by Chilean's foreign currency
sovereign rating. The conpany's stand-alone credit profile (SACP) remains
at ' bbb-"'.

» W expect the ratings on Codelco to remain close to, and nove in tandem
with, those on the sovereign, unless the SACP falls by nore than four
not ches.

Rating Action

On Aug. 5, 2013, Standard & Poor's Ratings Services raised its foreign
currency corporate credit rating on Corporaci on Nacional del Cobre de Chile
(Codelco) to "AA-' from'A . The outl ook remai ns stable.

Rationale

The upgrade reflects the change in our assessnent of the link between Codel co
and the governnent to "integral" from"very strong," as the terns are
described in our criteria for government-related entities (GRE) (Cenera
Criteria: Rating Government-Related Entities: Methodol ogy And Assunpti ons,
publ i shed Dec. 9, 2010). We now have nore clarity on how closely intertw ned
Codel co and its sharehol der--the governnent—are in terns of nmanagenent,
strategi c and financial nonitoring, coordination of debt issuance, as well as
in fulfilling a public policy role. In addition, during the past five years,
we' ve seen the governnent's increasing involvenent in Codelco's |long-term
strategi c decisions and financial policies. According to our criteria, an
"integral" link between Codel co and the governnent and its "very inportant”
role in the Chilean econony warrants an "extrenely high" |ikelihood of
extraordi nary support fromthe governnent, |eading to an upgrade.

We have al so revised Codel co's business risk profile to "satisfactory" from
"strong," due to the conmpany's increased efforts to maintain profitability,
amid declining ore grades, rising costs, and softer copper prices. W continue
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to consider Codelco's financial risk profile as "significant," given its
weaker credit metrics due to a significant capex plan and a SACP of 'bbb-'.

Codel co's capex will total about $20 billion for the next four years, |eaving
little roomfor debt reduction or, nore probably, would cause debt levels to
i ncrease towards 2015. However, the conpany's need to invest in its mning
assets to avoid a naterial reduction in copper outputs is very inmportant for
the governnment, as that will secure Codelco's long-termability to continue
upstream ng cash to the Chilean treasury.

Qur base-case assunptions incorporate copper prices of $3.30 for 2013, $3.10
for 2014, and $2.70 in 2015 and afterwards, copper outputs of 1.70 mllion
tons in 2013 and 1.75 nmillion tons in 2015, and cash costs of about $1.60 per
pound. W assune | ower cash costs than $1.70 per pound reported during the
first quarter of 2013 due to a 6% depreciation of Chilean peso in the past few
nont hs and i ncreasing volunmes fromthe conmpany's newer operations wth

mar gi nal hi gher efficiency.

Under our base case, we expect debt to EBITDA to deteriorate to 3.5x and funds
fromoperations (FFO to debt of about 20% by 2014, assuning annual net debt

i ncreases of about $1.5 billion in 2013 and $1.0 billion in 2014. W' ve
assuned capital expenditures of $4 billion in 2013 and $3 billion in 2014,

i nstead of the company's report of $5 billion annually, reflecting some |evel
of flexibility to cope with a nore conservative price scenario for copper, as
i ncorporated in our forecast.

Liquidity
We view Codelco's liquidity as "adequate." Sources will |ikely exceed uses by
at least 1.2x in the next couple of years even if EBITDA were to decline by
30% We al so believe that the conmpany has strong financial flexibility and
access to credit markets thanks to its government ownership. These factors
of fset the risks inherent in the conpany's significant capital expenditures in
the internediate term |In assessing Codelco's liquidity, we've considered the
fol |l owi ng assunpti ons:
* Cash reserves of $1.35 billion as of March 31, 2013;
* FFO of $3 billion
* Annual cash dividends of $840 million--Codel co paid in advance about $900
mllion in 2013, so no additional dividend paynents are contenplated in
our forecast for this year
e Strong flexibility in capex and dividends in case of weaker copper
prices in 2013 and 2014, providing ability to absorb high-inmpact,
| ow probability events;
» Very strong financial flexibility thanks to ownership by a highly-rated
gover nnent; and
e Sound relationship with banks and very good standing in credit markets
(Codel co's debt trading close to Chile's sovereign debt).
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Outlook

The stabl e outl ook on Codel co incorporates our expectation that the governnent
will provide tinmely and sufficient support to Codel co, given the conpany's
very inportant role in the Chilean econonmy as the world's | argest copper
producer. G ven the current SACP, the rating on Codelco reflects that on the
sovereign and is expected to nove in tandemwth it unless the conpany's SACP
deteriorates by nore than four notches. A weaker SACP could reflect a nore
aggressive capex wthout a proper funding plan

Related Criteria And Research

e Standard & Poor's Revises Its Metals Price Assunptions For The Rest O
2013 Through 2015, June 25, 2013

e Rating Governnent-Related Entities: Methodol ogi es And Assunptions, Dec.
9, 2010

« Stand-Alone Credit Profiles: One Conponent O A Rating, Cct. 1, 2010

» Key Credit Factors: Methodol ogy And Assunptions On Risks In The M ning
I ndustry, June 23, 2009
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Conplete ratings information is available to subscribers of RatingsDi rect at
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this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col umm.
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