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Overview

- After grappling with social unrest in the last quarter of 2019, the Chilean economy and financial
system are now facing the impact from the COVID-19 pandemic, resulting in significant
financial volatility, supply and demand disruptions, and plummeting commodities prices.

- The regulatory authorities have proactively taken several actions to mitigate pernicious effects
on the economy and to ensure adequate liquidity and solvency of the financial system.

- S&P Global Ratings is keeping Chile's Banking Industry Risk Assessment (BICRA) at group '3',
which consists of an economic risk of '4' and industry risk of '3'. The anchor for banks operating
only in Chile also remains at 'bbb+'.

- However, we're revising our economic risk trend on Chile's BICRA to negative from stable,
reflecting the combined impact of the social unrest and more challenging conditions for banks,
stemming from COVID-19.

- Our industry risk trend remains stable, reflecting the expectations that regulatory measures
should allow the financial system to maintain adequate liquidity and solvency.

- As a result, we revising our outlook on 11 financial entities to negative from stable, maintain the
stable outlook on two entities, and affirming our ratings on all 13.

Rating Action

On April 3, 2020, S&P Global Ratings revised its outlook to negative from stable and affirmed its
ratings on the following financial institutions:

- Banco Santander-Chile S.A.;

- Banco de Credito e Inversiones;

- Itau CorpBanca;

- Banco BICE;

- Banco Security;
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- Scotiabank Chile;

- Banco de Chile;

- Coopeuch;

- Tanner Servicios Financieros S.A.;

- Larrain Vial S.A. Corredora de Bolsa; and

- LQ Inversiones Financieras S.A.

In addition, we affirmed the ratings on Banco del Estado de Chile (Banco Estado) and its branch,
Banco del Estado de Chile Sucursal New York and maintaining a stable outlook. The ratings on
both entities move in tandem with those on the sovereign.

Following the rating action on Banco Security, we withdrew the ratings at the issuer's request.

Rationale

We're maintaining our BICRA at group '3', with an anchor for banks operating in the country at
'bbb+'. We're keeping our economic risk score at '4' and industry risk of '3', but revising the
economic risk trend to negative from stable. The industry risk trend remains stable.

The revision of the economic risk trend reflects the combined impact of the social unrest and the
economic shock from the COVID-19 pandemic, which has resulted in significant global volatility
and capital outflows from emerging markets, including sharp declines in commodities prices,
depreciation of the local currencies. As a result, conditions for corporate and individual borrowers
are rapidly deteriorating and exerting pressures on the Chilean financial entities' asset quality and
profitability. This is occurring amid the Chilean corporate sector's higher leverage and lower
individual income (measured as GDP per capita) than those of BICRA peers. Also, a scenario of
much longer period of restrictive measures on businesses and social distancing could slash the
economy's resilience to external shocks. We will continue to monitor the latest developments in
reforming the constitution (originally scheduled for April). Authorities are taking actions to support
the economy and credit flow, including social and tax measures, extension of loans, and additional
capital infusion into Banco Estado to allow the latter to play a countercyclical role in the economy.

The industry risk trend remains stable, reflecting the expectations that regulatory and government
measures should allow the financial system to maintain adequate liquidity and solvency, but with
a relaxation of metrics and an extension of the implementation period for the new banking law.

If the negative economic risk trend materializes, we could lower the starting point (anchor) to 'bbb'
from 'bbb+' when assigning a rating to a financial institution that operates in Chile, reflecting a
rising credit risk among entities and/or the economy's lower resilience to external shocks, and
other negative effects. In addition, the steeper economic risk score, which calibrates the risk
weights for our risk-adjusted capital (RAC) framework, could lead to higher risk charges, and
therefore, lower RAC ratios for some financial institutions operating in Chile.

Outlook

The negative outlook on the 11 entities for the next 18-24 months reflects our view of the risk of
prolonged adverse economic conditions, due to COVID-19 and social unrest, could translate into
consistently heightened economic and credit risks for entities operating in Chile. This could take a
toll on the financial institutions' financial profiles, particularly in terms of asset quality, and
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capital and earnings.

A potential weakening of Scotiabank Chile's intrinsic credit quality wouldn't automatically result
in a downgrade, because of potential extraordinary support from the parent.

Upside scenario

We could revise the outlook on the entities to stable if we were to revise the negative trend in
economic risk on Chile's BICRA to stable and if all other fundamentals remain unchanged.

The stable outlook on Banco Estado and its branch (Banco del Estado de Chile—New York branch)
for the next 18-24 months reflects that on the sovereign, and our expectation that the bank will
maintain its public policy role. Given that we expect an extremely high likelihood of government
support, our ratings on Banco Estado and on its branch will move in tandem with those on the
sovereign, as long as the bank maintains its stand-alone credit profile (SACP) at 'bb-' or above (it's
currently at 'bbb'). In addition, we expect the bank's capitalization metrics to improve after capital
injection of $1 billion in 2019-2020, which will help the bank cope with deterioration in asset
quality, given the focus on lending to more vulnerable segments and the lender's countercyclical
role.

Related Criteria

- General Criteria: Hybrid Capital: Methodology And Assumptions, July 1, 2019

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

- Sovereign Rating Methodology, Dec. 18, 2017

- Criteria | Financial Institutions | General: Risk-Adjusted Capital Framework Methodology, July
20, 2017

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

- General Criteria: Rating Government-Related Entities: Methodology And Assumptions, March
25, 2015

- Criteria | Financial Institutions | General: Issue Credit Rating Methodology For Nonbank
Financial Institutions And Nonbank Financial Services Companies, Dec. 9, 2014

- Criteria | Financial Institutions | General: Nonbank Financial Institutions Rating Methodology,
Dec. 9, 2014

- Criteria | Financial Institutions | Banks: Assessing Bank Branch Creditworthiness, Oct. 14, 2013

- Criteria | Financial Institutions | Banks: Quantitative Metrics For Rating Banks Globally:
Methodology And Assumptions, July 17, 2013

- Criteria | Financial Institutions | Banks: Banks: Rating Methodology And Assumptions, Nov. 9,
2011

- Criteria | Financial Institutions | Banks: Banking Industry Country Risk Assessment
Methodology And Assumptions, Nov. 9, 2011

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

- Criteria | Financial Institutions | Banks: Commercial Paper I: Banks, March 23, 2004
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Related Research

- Banking Industry Country Risk Assessment Update: March 2020, March 20, 2020

- S&P To Publish Economic And Industry Risk Trends For Banks, March 12, 2013

- Analytical Linkages Between Sovereign And Bank Ratings, Dec. 6, 2011

Ratings List

Outlook Revised, Ratings Affirmed

To From

Banco Santander-Chile S.A.

Issuer credit rating A/Negative/A-1 A/Stable/A-1

Commercial Paper A-1 A-1

Senior Unsecured A A

Subordinated A- A-

Banco de Credito e Inversiones

Issuer credit rating A/Negative/A-1 A/Stable/A-1

Commercial Paper A-1 A-1

Senior Unsecured A A

Itau CorpBanca

Issuer credit rating BBB+/Negative/A-2 BBB+/Stable/A-2

Senior Unsecured BBB+ BBB+

Banco BICE

Issuer credit rating BBB+/Negative/-- BBB+/Stable/--

Banco Security

Issuer credit rating BBB/Negative/A-2 BBB/Stable/A-2

Scotiabank Chile

Issuer credit rating A/Negative/-- A/Stable/--

Banco de Chile

Issuer credit rating A/Negative/A-1 A/Stable/A-1

Commercial Paper A-1 A-1

Senior Unsecured A A

Coopeuch

Issuer credit rating BBB+/Negative/A-2 BBB+/Stable/A-2

Tanner Servicios Financieros S.A.

Issuer credit rating BBB-/Negative/-- BBB-/Stable/--

Senior Unsecured BBB-
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Outlook Revised, Ratings Affirmed (cont.)

To From

Larrain Vial S.A. Corredora de Bolsa

Issuer credit rating BBB/Negative/A-2 BBB/Stable/A-2

LQ Inversiones Financieras S.A.

Issuer credit rating A-/Negative/A-2 A-/Stable/A-2

Ratings and Outlook Affirmed

Banco del Estado de Chile

Issuer credit rating A+/Stable/A-1

Senior Unsecured A+

Short-Term Debt A-1

Banco del Estado de Chile—New York Branch

Issuer credit rating A+/Stable/A-1

Short-Term Debt A-1

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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