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RATING ACTION COMMENTARY

Fitch Affirms Empresa Nacional del
Petroleo at 'A-'; Outlook Stable

Tue 15 Nov, 2022 - 8:5%a.m.ET

Fitch Ratings - New York - 15 Nov 2022: Fitch Ratings has affirmed Empresa Macional del Petroleg's
{ENAP} Long-Term Foreign Currency Issuer Default Rating {IDR} at 'A-. Fitch has also affirmed ENAP's
Mational Long-Term Rating at 'AAA({cl). The Rating Outlook is Stable.

EMAP's Long-Term Foreign Currency |IDR, equalized with the Chilean sovereign rating, reflects the
company's 100% ownership by the Chilean government and the sovereign's incentive to provide financial
support to the company, given its strategicimportance for the country. The company is responsible for
assuring a significant portion of Chile's energy supply, and owns 100% of the country's refining capacity.

Financial support for ENAP has historically come from capital injection and capitalization of retained
earnings at the company's subsidiaries. The Ministry of Finance approves the company's budget and any
additional debt assurmed by ENAP.

KEY RATING DRIVERS

Government Related Entity: ENAP's ratings are linked with the sovereign rating through Fitch's
Government Related Entity {GRE} criteria. The company is equalized as it scores 50 points per the GRE
linkage. Both factors, Status, Ownership and Control and Support Track Record and Expectations rermain
‘very strong), as the Government has an historical track record of equity injections, along with the
capitalization of retained earnings from ENAP's subsidiaries. For the past 12 years the Government has
waived the right to receive dividends from its subsidiaries, which has strengthened ENAP's capital
structure. In addition, ENAP receives annually approximately between USD70 million and USD75 million

in subsidies for natural gas sales inthe Magallanes region.

Socio-Political Implications of Default has remained as 'very strong', reflecting the strong incentives the
Chilean government has to support ENAP in the event of financial distress given the company's strategic
irmportance, as it provides 55% of the refined products of the country's aggregate market share and owns
100% of total refining capacity in Chile. ENAP = Financial lmplications of default rerains as 'strong', as the
company s total outstanding debt is not guaranteed by the Government and represents less than 5% of
the country’s total debt.

Improved EBITDA: For LTM ended Sept. 30, 2022, ENAP registered an EBITDA of U5D 1.2 billion,
significantly higher cormnpared with USDB0D million during 202 1. Refining and marketing {R&M}, ENAP's
strategic business unit, registered higher refining margins, better international crude oil and gas prices,
combined with ENAP managerent focus on cost and expense control. Prime margins per barrel increased
to approximately USD27 during 2022, from USD 114 during 2021, In addition, the company's higher



EBITDA contribution from exploration and production {(E&P) unit, reflects higher volume and prices for
crude nil and gas production. To a lesser extent, the gas and energy {G&E) unit has increased its EBITDA
generation compared with 2021, mainly driven by higher prices for natural gas sales.

Stand-Alene Credit Profile: Absent implicit and explicit Chilean government support, Fitch assesses
EMAP's credit profile on a stand-alone basis, commensurate with the 'b' rating category. For LTM ended
Sept. 30, 2022, financial metrics improved compared with YE 2021, ENAP's EEITDAR leverage reached to
3.6xfrom 5.4x, mainly explained higher refining margins and a strong derand for refined products dueto
ease in lockdowns. ENAP will maintain a structural debt above USD4 .0 billion over the rating horizon, with
EEBITDAR leverage metrics in the range of 4. 2x during 2022-2026, consistent with the'b' category
according to Fitch's Sector Mavigator Rating Criteria for Qil Refining and Marketing cormpanies.

Manageable Capex Plan: Fitch anticipates an increase in ENAP s capex plan through 2022-2025, in the
range of USD500 million annually, with a peak of USD700 during 2023. Approximately 50% of the capex
program is concentrated in the E&P business to secure reserves and keep current productions levels, while
the remaining portion is allocated to the R&M business concentrated on the company’s current operations
with the focus on safety and environmental agreements. In Fitch's view, ENAP will finance the capex plan

with internal cash flow generation, without incurring in additional debt.

Good Access to Refinancing: Fitch does not see refinancing as a major risk due to ENAP's proven access to
financial markets. After the refinance of long-term debt in 2021 with the issuance of a USD540 million
international notes due 2031 and alocal bond for approximately USD 120 million due 2025, ENAP does
not face any significant maturities until the USD&00 million due October 2024, Fitch expects ENAP will
keep the historic track record accessing local and international markets based on government support.

Theratings also reflect the approval of a corporate governance law for ENAP. Fitch considers positively a
more independent board of directors that provides more stability to the company toward its medium- and
long-term objectives. The new law requires ENAP to have a five-year business and development plan that
increases the strategicimportance of the company, making it an even moreimportant playerin the

country's energy matrix.

Fitch does not provide separate ESG scores for ENAP as its ratings and ESG scores are derived from its
parent. ESG relevance scores and commentary for the parent entity - Chile - can be found here
[https:/fwwwhitchratings.com/entity/chile-80442224] Except for the matters discussed above, the highest
level of ESG credit relevance, if present, is a score of 3. This means ESG issues are credit-neutral or have
only a minimal credit impact on the entity{ies), either due to their nature or to the way in which they are
being managed by the entity{ies}. For more information on Fitch's ESG Relevance Scores, visit

www.fitchratings.com/esg

DERIVATION SUMMARY

ENAP's rating linkage to the Chilean sovereign rating is in line with the linkage present for most national
oil and gas companies (NOCE} in the region, including Petroleos Mexicanos {BB-/Stable), YPF 5.A. {CCC-),
Ecopetral 5.A. {EB+/5table), Petroleo Brasileiro SA. {(BB-/Stable) and Petroleos del Peru - Petroperu S.A.
{BE+/RWN}. In most cases in the region, the NOCs are of significant strategic importance for energy supply
to their countries, and a default could have potentially negative social and financial implications at 2
national level. Similar to its peers, ENAP has strong legal ties to the Government, through its majority

ownership, strong operational control and governmental budgetary approvals.

EMAP's ratings reflect its strategic importance for the country's energy matrix, as it owning 100% of total
refining capacity in Chile and represents approximately 55% of the country's demand for refined products.
Therating is reinforced by consistent support frorm the Chilean government, reflected by the USDADD
million capitalization during 2018, in addition to the capitalization of retained earnings at ENAP's

subsidiaries, enhancing company’s capital structure and subsidies for natural 2as sales inthe Magallanes



region, approved on a yearly basis.

EMAP has higher refining capacity than Petroperu. Both have geographical diversification throughout the
national territary, which allows them to have the necessary capacity to supply national demand and meet
distribution requirements. On a stand-alone basis, Fitch believes absent implicit and explicit Chilean
government support, ENAP's credit profileis cornmensurate with the 'b' rating category, which is several
notches above that of Petroperu at 'cce-.

KEY ASSUMPTIONS
Fitch's Key Assumptions Within Our Rating Case for the |ssuer:

--Fitch price deck for Brent oil prices of USD 100/bbl in 2022; USDE5/bbl in 2023 and USL45/bbl in 2024
and USD53 in the long term;

--Capex plan during 2022 for USD550 million, increasing to USD7Z00 million in 2023 and returning to
USDE00 million annually 2024-2025, 50% concentrated in R&M, 45% in E&P and the remaining portionin
gas;

--Refining rnargins in the range of USD 27 per barrel during 2022, and USD 10 in the long term;
--5ubsidy for gas consumption in the Magallanes Region remains in place;

--Continuous support from the Chilean government.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

--An upgrade of ENAP could result from an upgrade of the sovereign provided the company's standalone

credit profile (SCP} remains unaffected;

--An upgrade of ENAP s SCP could result if the company’s EBITDAR leverage is consistently below 4.2x

over the rating horizon.
Factors that could, individually or collectively, lead to negative rating action/downgrade:

--Downgrade of the sovereign's rating and/or the perception of a lower degree of linkage betwesn ENAP

and the sovereign;

--Weakening of the company's linkage with the government in the form of legal, operational and/or
strategic ties, combined with reduced government incentive to support ENAP;

--Any significant changes in ENAP's business, commercial and financial strategy that would deteriorate the

company's SCP to 'ccc’ rating category from its current 'b' level.

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Mon-Financial Corporateissuers have a best-caserating upgrade
scenario {defined as the $2th percentile of rating transitions, measured in a positive direction} of three
notches over a three-year rating horizon; and a worst-case rating downgrade scenario {defined as the $%th
percentile of rating transitions, measured in a negative direction} of four notches over three years. The
complete span of best- and worst-case scenario credit ratings for all rating categories ranges from 'AAA' to
'D'. Best- and worst-case scenario credit ratings are based on historical performance. For more information
about the methodology used to determine sector-specific best- and worst-case scenario credit ratings,



visit https:/fwww fitchratings.com/sitefre/10111579.

LIQUIDITY AND DEBT STRUCTURE

Improved Liquidity: ENAP's cash on hand as of Sept. 30, 2022, amounted to USD548 million, higher
compared with USD 181 million at YE 202 1. Liquidity is reinforced by undrawn cormmitted credit line
facilities of USD 150 million, and two extra committed credit lines of CLP25,000 million each. In addition,
the company has undrawn a 30-year local bond program for approximately USDE25 million (CLF20
million}.

ISSUER PROFILE

ENAP is a state-owned company in Chile engaged in the exploration, production, refining, and marketing
of hydrocarbons and their derivatives. The company has a total refining capacity of approximately 230,000
bbl/day divided in three refineries, which represents 100% of the country's refining capacity.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

ESG CONSIDERATIONS

EMAP has ESG Relevance Score of '4' for Governance Structure, due to its nature as a majority
government-owned entity and the inherent governance risk that arise with a dominant state shareholder.
This has a negative impact on the credit profile, and is relevant to the ratings in conjunction with other
factors.

Unless otherwise disclosed in this section, the highest level of ESG credit relevanceis a score of ' 3. This
means ESG issues are credit-neutral or have only a minimal credit impact on the entity, either due to their
nature or the way in which they are being managed by the entity. For more information on Fitch's ESG
Relevance Scores, visit www.htchratings.com/esg.
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PARTICIPATION STATUS

Therated entity {and/or its agents) or, in the case of structured finance, one or more of the transaction
parties participated in the rating process except that the following issuer{s), if any, did not participatein
therating process, or provide additional information, beyond theissuer's available public disclosure.

APPLICABLE CRITERIA

Government-Related Entities Rating Criteria (pub. 30 Sep 2020)

Metodologia de Calificacion de Entidades Relacionadas con el Gobierno {pub. 12 Nov 2020}
Mational Scale Rating Criteria {pub. 22 Dec 2020}

Metodologia de Calificaciones en Escala Nacional {pub. 22 Dec 2020}

Metodologia de Calificacion de Finanzas Corporativas {pub. 02 Dec 2021)

Sector Navigators: Addendurn to the Corporate Rating Criteria {pub. 28 Oct 2022}

Corporate Rating Criteria {pub. 28 Oct 2022} {including rating assumption sensitivity}

APPLICABLE MODELS

Murnbers in parentheses accompanying applicable model{s} contain hyperlinks to criteria providing
description of model{s}.

Corporate Monitoring & Forecasting Model (COMFORT Model}, v8.0.3 (1)

ADDITIONAL DISCLOSURES
Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

Empresa Macional del Petroleo (ENAP) EU Endorsed, UK Endorsed

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch} credit ratings are subject to certain limitations and disclaimers. Please read these
limitations and disclaimers by following this link:
https:/fwwawftchratings.com/understandingcreditratings. In addition, the following

REALD WMORE

SOLICITATION 5TATUS

Theratings above were solicited and assigned or maintained by Fitch at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch's international credit ratings produced outside the EU or the UK, as the case may be, are endorsed for
use by regulated entities within the EU or the UK, respectively, for regulatory purposes, pursuant to the
terms of the EU CRA Regulation or the UK Credit Rating Agencies {Armendment etc) (EU Exit} Regulations
201%, as the case may be. Fitch's approach to endorsement inthe EU and the UK can be found on Fitch's
Regulatory Affairs page on Fitch's website. The endorserment status of international credit ratings is
provided within the entity surmmary page for each rated entity and in the transaction detail pages for

structured finance transactions on the Fitch website. These disclosures are updated on a daily basis.
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