Rating Action: Moody's rates A1 Banco Estado's Swiss franc notes
06 Jun 2019
New York, June 06, 2019 -- Moody's Investors Service ("Moody's") today assigned an A1 global foreign
currency debt rating to Banco del Estado de Chile's (Banco Estado)'s CHF150 million fixed-rate senior
unsecured notes maturing 6 June 2025. The rating has a stable outlook.
The following rating was assigned to Banco Estado's CHF150 million fixed-rate senior unsecured notes, due
on 6 June 2025:
Long-term foreign currency senior unsecured debt rating: A1, stable outlook.
RATINGS RATIONALE
Banco Estado's A1 long-term deposit and debt ratings are in line with Chile's A1 sovereign bond rating. The
ratings incorporate Moody's assessment of a very high probability of government support in a situation of
financial stress, which results in five notches of uplift from its baa3 baseline credit assessment (BCA), to reflect
Estado's systemic importance. Banco Estado, 100% owned by the Government of Chile (A1 stable), benefits
from full backing from the sovereign even though its obligations do not benefit from explicit government
guarantee.
Banco Estado is the country's largest deposit-taking institution and second-largest mortgage lender. The bank
plays a significant public policy role by (1) catering to low-income individuals, with an explicit mandate to
promote home ownership and national savings, (2) offering financing to small and medium-sized enterprises
(SMEs), and (3) fostering financial inclusion and servicing rural areas.
Banco Estado's baa3 BCA benefits from its superior access to deposit funding and low reliance on market
funding, supported by ample holdings of high quality liquid assets. The bank's BCA nevertheless is constrained
by its low capital ratio, which incorporates high levels of deferred tax assets (DTAs), and modest profitability
relative to its peers in Chile, which reflects Banco Estado's large branch network, low yielding loans in line with
its policy mandate, and a higher tax burden.
The bank's good asset quality is supported by adequate reserve coverage. While Banco Estado's asset quality
has deteriorated since 2017, it will continue to be supported by substantial government guarantees on its most
vulnerable portfolios of small and midsized enterprise financing and residential mortgages. The nonperforming
loan (NPLs) ratio was 3.6% as of March 2019, mainly as a result of higher unemployment levels and lingering
effects from the economic slowdown in 2017. However, asset quality will benefit from improved economic
conditions in 2019.
Banco Estado's low profitability reflects the bank's social mission, business mix and higher tax rate. Banco
Estado's net income of just 0.4% of tangible assets as of March 2019 resulted from structurally high operating
expenses related to a large branch network, a loan mix geared towards low-yielding commercial and mortgage
financing, its high liquidity, and a higher tax burden, which includes a corporate tax plus an additional tax of
40%.
Although Banco Estado's total regulatory capital ratio of 11.2% as of March 2019 remains comfortably above
current regulatory minima, it is among the lowest in the Chilean banking system. Tangible core capital is just
6.9% of risk-weighted assets and would be even lower if Banco Estado's DTAs, which represent about 50% of
common equity, are deducted from capital.
RATING OUTLOOK
Banco Estado's A1 rating has a stable outlook, in line with the sovereign rating outlook, because the bank's
ratings are at the same level of Chile's sovereign rating. The bank's ratings benefit from five notches of uplift
owing to the very high probability of government support.
WHAT COULD CHANGE THE RATING UP OR DOWN

Barring a sovereign upgrade, Banco Estado's senior debt rating is unlikely to face upward pressure even if the
bank's fundamentals improve, given that the rating is already at the same level as the sovereign bond rating.
The rating could face downward pressure if Chile's government bond rating is downgraded. Material
deterioration in its credit fundamentals could lead to a downgrade of its BCA, but its debt and deposit ratings
are not likely to be affected by any change in its intrinsic financial strength because of Moody's assessment of
government support.
The principal methodology used in this rating was Banks published in August 2018. Please see the Rating
Methodologies page on www.moodys.com for a copy of this methodology.
Headquartered in Santiago, Chile, Banco Estado reported consolidated assets of CLP39 trillion (57$ billion),
CLP24 trillion in gross loans, CLP25 trillion in deposits, shareholders' equity of CLP1.7 trillion, and net income
of CLP39 billion as of March 2019.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation
(“MCO”), hereby discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for ratings opinions and
services rendered by it fees ranging from $1,000 to approximately $2,700,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
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