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Major Rating Factors

Key strengths Key risks

Stronger-than-industry average asset quality indicators and credit losses. Sovereign's and regulator's reduced capacity to support banks in

Chile amid political uncertainty.

Moderate systemic importance for the Chilean government, which is

supportive of its financial system.

Stiff competition in the Chilean banking industry.

The long-term rating on Banco BICE is one notch above its stand-alone credit profile (SACP) due to external

support. We rate Banco BICE one notch above its SACP because of the bank's moderate systemic importance to the

Chilean financial system. The government is supportive of the system.

We forecast Banco BICE's asset quality metrics to remain stronger than other banks in Chile. Its conservative

underwriting standards will support its metrics. Also, the bank has plain vainilla operations focused on lending, and has

a diversified lending portfolio by economic sector and single exposures.

The bank's capitalization levels are commensurate with its growth plan, but still close to the 7% bottom

threshold for the rating. We expect Banco Bice's risk-adjusted capital (RAC) ratio to be 7.2%-7.3% over the next 24

months. We forecast nominal consolidated loan growth of 10%-12% in the next two years, with profitability returning

to the pre-pandemic level and dividend payment.

Profitability improving to pre pandemic levels. The bank's profitability is benefiting from higher inflation, contained

interest expenses from low-cost central bank lines, and higher sight deposits, together with lower credit loss

provisions. However, the recovery will temper from 2022 onward. Like many Chilean banks, Banco BICE is exposed to

a long position in UF-denominated assets (adjusted by inflation) through its loan portfolio.
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Key Metrics

Banco BICE--Key Ratios And Forecasts

--Fiscal year ended Dec. 31--

(%) 2018a 2019a 2020a 2021f 2022f

Growth in customer loans 15.4 13.0 0.1 10.0 - 12.0 10.0 - 12.0

Net interest income/average earning assets (NIM) 2.0 2.2 2.2 2.5-2.7 2.4-2.6

Cost to income ratio 50.7 48.2 51.3 48.0 - 50.0 48.0 - 50.0

Return on average common equity 12.7 12.0 11.9 14.0-15.5 14.0-15.5

Return on assets 1.0 0.9 0.8 0.9-1.1 0.9-1.1

Gross nonperforming assets/customer loans 0.3 0.3 0.4 0.5-0.6 0.3-0.5

Net charge-offs/average customer loans 0.0 0.1 0.1 0.1-0.2 0.1-0.2

Risk-adjusted capital ratio 7.6 7.0 7.6 7.2-7.3 7.2-7.4

All figures are S&P Global Ratings-adjusted. a--Actual. f--Forecast. NIM--Net interest margin.

Outlook

The negative outlook on Banco BICE for the next 24 months reflects that of the banking industry, which in turn reflects

downside risks until Chile's economy fully recovers and prospects for the medium term become clearer amid potential

amendment of the constitution, the polarized political landscape after presidential elections, and/or other global

developments.

Downside scenario

We could lower the ratings on Banco BICE if our view of Chile's financial system worsens (resulting in a higher

Banking Industry Country Risk Assessment [BICRA] category that would reflect increased risk and a lower anchor for

banks), which could also cause the bank's RAC ratio to fall below 7%. We could also downgrade the bank if we did the

same on the sovereign, which could hamper the government's ability to support banks in the system or if the RAC ratio

consistently fall below 7%.

Upside scenario

We could revise the outlook on Banco BICE to stable if the pressures on the financial system decrease, prompting us

to revise the negative trend in the economic risk in Chile's BICRA to stable, while all other fundamentals remain

unchanged.

Anchor: 'bbb+' For Banks Operating In Chile

Our bank criteria use our BICRA economic risk and industry risk scores to determine a bank's anchor, the starting

point in assigning an issuer credit rating. The anchor for banks operating only in Chile, like Banco BICE, is 'bbb+', the

strongest anchor in Latin America. (Please see "Banking Industry Country Risk Assessment: Chile," Aug. 27, 2021.)

Business Position: Niche Bank With Moderate Market Share

Our rating on Banco BICE reflects its smaller scale and narrower business diversification than those of universal

multipurpose banks operating in Chile, given its focus on the corporate lending segment. As of September 2021, Banco
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BICE was the seventh largest bank in terms of loans and deposits, with market shares in both of 3.4% (excluding

offshore operations of domestic peers). As of the same date, the bank's loan portfolio expanded about 10.4%

(year-to-date), above the industry average (6.5%), because commercial corporate segment has increased demand for

loans as the economy recovers and also due to the exchange rate effect. The rate climbed to CLP812.00 per $1 in

September 2021 from CLP707.85 per $1 in December 2020 and about 15% of the loan portfolio is denominated in

foreign currency. In addition, the mortgage segment's growth has picked up, driven by the low interest rates in the first

half of the year. Corporate lending continues to represent 77% of Banco BICE's exposures, followed by mortgages

(20%) and consumer loans (2%) that center on high net worth individuals. The bank's participation in the FOGAPE

Reactiva loan program--guaranteed lines by the government--is around 2.3%, below its market share in terms of

credits.

As of September 2021, the bank reported a return on average adjusted assets of 1.1%, above the 0.8% of the previous

year, benefiting from the higher net interest income results stemming from high inflation, contained interest expenses

given low-cost central bank lines and higher sight deposits, and lower credit loss provisions.

We expect Banco BICE to maintain its competitive position with its conservative credit growth strategy in terms of

risk. We anticipate some growth in loans to medium enterprises and medium-high net worth individuals. The bank will

also focus on cross-selling among segments and strengthening its digital capabilities.
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Chart 1

Capital And Earnings: Capitalization Commensurate With Growth Plan

We expect the bank to remain well capitalized to sustain its credit growth strategy, given our forecast for its RAC ratio

to average 7.2% over the next 24 months. Our RAC ratio forecast incorporates our base-case assumptions:

• A significant rebound in Chile's economy in 2021 and more moderate growth in 2022 and 2023. Inflation near 5.4%

in 2021, then decreasing to 3.4% in 2022 and 3.1% in 2023.

• Nominal loan growth of about 12% in 2021 and about 10.5% in the following two years, above the banking industry

average.

• Improving net interest margins (NIMs), above 2020 levels.

• Return on average assets of 1.0%-1.1% and noninterest expenses to operating revenues of 48%-50%.

• Nonperforming assets (NPAs) below 1%, with net charge-offs to average customer loans below 0.5% and high loan

loss reserves.

• A 30% dividend payout each year. Also, we consider the extraordinary dividend payment of CLP526.96 per share in
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2021 (a total of CLP31.2 billion).

Banco BICE had solid regulatory capitalization metrics of 12.4% as of September 2021, which is well in excess of the

regulator's minimum regulatory capital requirement of 8.0%.

Risk Position: Stronger Risk Profile Than The Industry Average

We view Banco BICE's risk position as a credit strength given its stronger asset quality indicators than those of the

Chilean banking system due to its conservative underwriting standards. Furthermore, it reflects the bank's low

complexity operations and its diversified lending portfolio by economic sector and single exposures, with the top 20

exposures representing less than 15% of its loan portfolio. The bank has a relatively large exposure to real estate

developers. However, we capture this exposure in our RAC ratio, which uses a much higher risk weight for these

exposures than for other corporate exposures.

The bank's nonperforming loans (NPLs) reached 0.6% in October due to punctual cases in the corporate sector, which

is slightly above the 0.4% in 2020 and the 0.3% average in the last three years but better than the 1.4% industry

average. In addition, as of September 2021, net charge-offs to average customer remained low at 0.2% and averaged

0.1% over the past three fiscal years. In addition, loan loss reserves were 450% of total NPLs; above rated peers. For

the next 12-24 months, we expect the bank's asset quality metrics will remain stable and credit will grow above the

industry average while the bank keeps its prudent origination standards.

Chart 2
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Funding And Liquidity: Operations Funded With Deposits And Prudent
Liquidity Management

Customer deposits remain Banco BICE's main funding source, accounting for 65% of its total funding base as of the

end of September 2021. The other main funding sources are bonds (senior and subordinated; 21% of total funding

base), new central bank pandemic-related lines (12%), and bank loans (2%). The bank's sight deposit base grew as

individuals deposited some of their pension savings withdrawals at the bank, and also due to actions taken by

companies to preserve their liquidity. In addition, like peers, the bank incorporated in its funding base the new central

bank pandemic-related lines, which were implemented to ensure liquidity in the system. The percentage of sight

deposits to total deposits increased, to 48% as of September 2021 from 25% in 2019 (compared to the industry

average of 56% and 39%, respectively ).

The bank's stable funding ratio (SFR) was 120% as of September 2021, and it has averaged 114% for the past three

fiscal years, which is in line with the system average. We expect the retail deposits to continue growing and the SFR to

remain at its current level in the next 12-18 months.

We think the bank will cover its liquidity needs in a timely manner in the next 12 months, with a broad liquid assets to

short-term wholesale funding ratio of 6.2x as of September 2021, in line with those of other rated banks in the country.

Similar to other Chilean banks, Banco BICE uses central bank securities and Chilean bank time deposits as primary

instruments for liquidity management.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 7, 2021   7

Banco BICE



Chart 3

Support: One Notch Of Uplift For Government Support

As the seventh largest Chilean bank in terms of loans, we view Banco BICE as moderately systemically important for

the domestic financial system. We also assess the Chilean government as supportive to domestic banks. Due to these

two factors, we believe there's a moderate likelihood of extraordinary government support to Banco BICE if it

experiences financial stress. As a result, the rating receives one notch of uplift from the SACP due to sovereign

support.

Environmental, Social, And Governance (ESG)

We view exposure to ESG risks and opportunities for Banco BICE as broadly in line with those of the industry and

Chilean peers. The COVID-19 pandemic outbreak in early March 2020 and the residual effects from recent social

unrest have hurt both GDP growth and public finances. Banco BICE, like other Chilean financial entities, has been able

to ensure business continuity operations during the pandemic. The industry already has experience coping with
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disruptive events, such the 2010 earthquake in Chile and the protests in the last quarter of 2019.

Banco BICE has manageable exposure to environmental risk. It has no significant direct corporate sector lending

concentrations or exposures to risky segments. Still, Chilean banks are indirectly exposed to the commodities and

mining sectors through the whole supply chain. However, Chile's economy is diverse compared to those of

neighboring countries, and the banks' balance sheets reflect that diversity.

Key Statistics

Table 1

Banco BICE--Key Figures

--Year ended Dec. 31--

(Mil. CLP) 2021* 2020 2019 2018 2017

Adjusted assets 10,028,813 9,135,690 8,590,797 7,399,406 6,615,297

Customer loans (gross) 6,882,608 6,235,961 6,228,650 5,510,770 4,775,263

Adjusted common equity 664,547 648,180 597,743 547,273 500,375

Operating revenues 219,147 255,348 240,871 214,858 198,621

Noninterest expenses 101,188 131,022 116,165 108,901 99,637

Core earnings 79,469 79,412 72,900 70,626 73,740

*Data as of Sept. 30. CLP--Chilean peso.

Table 2

Banco BICE--Business Position

--Year ended Dec. 31--

(%) 2021* 2020 2019 2018 2017

Loan market share in country of domicile N/A 3.3 3.4 3.3 3.2

Deposit market share in country of domicile N/A 3.4 3.9 3.5 3.4

Total revenues from business line (currency in millions) 219,147.0 255,348.0 240,871.0 214,858.0 198,621.0

Commercial banking/total revenues from business line 38.8 37.6 38.2 38.7 39.6

Retail banking/total revenues from business line 20.7 17.7 20.8 21.0 20.2

Commercial & retail banking/total revenues from business line 59.5 55.3 59.0 59.7 59.7

Brokerage/total revenues from business line 24.7 17.3 23.0 20.1 21.8

Other revenues/total revenues from business line 15.8 27.4 18.1 20.1 18.5

Return on average common equity 15.4 11.9 12.0 12.7 14.8

*Data as of Sept. 30. N/A--Not applicable.

Table 3

Banco BICE--Capital And Earnings

--Year ended Dec. 31--

(%) 2021* 2020 2019 2018 2017

Tier 1 capital ratio 8.9 10.0 9.0 9.4 9.8

S&P Global Ratings’ RAC ratio before diversification N/A N/A N/A 7.6 7.9

S&P Global Ratings’ RAC ratio after diversification N/A N/A N/A 5.4 5.6
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Table 3

Banco BICE--Capital And Earnings (cont.)

--Year ended Dec. 31--

(%) 2021* 2020 2019 2018 2017

Net interest income/operating revenues 68.0 68.5 66.6 62.2 55.9

Fee income/operating revenues 22.9 19.5 20.4 23.0 24.6

Market-sensitive income/operating revenues 4.5 9.6 10.5 12.6 17.3

Cost to income ratio 46.2 51.3 48.2 50.7 50.2

Preprovision operating income/average assets 1.6 1.4 1.6 1.5 1.6

Core earnings/average managed assets 1.1 0.9 0.9 1.0 1.2

*Data as of Sept. 30. N/A--Not applicable. RAC--Risk-adjusted capital.

Table 4

Banco BICE--Risk Position

--Year ended Dec. 31--

(%) 2021* 2020 2019 2018 2017

Growth in customer loans 13.8 0.1 13.0 15.4 9.7

Total diversification adjustment/S&P Global Ratings’ RWA before diversification N/A N/A N/A 40.2 41.2

Total managed assets/adjusted common equity (x) 15.1 14.1 14.4 13.5 13.2

New loan loss provisions/average customer loans 0.4 0.4 0.4 0.3 0.1

Net charge-offs/average customer loans 0.2 0.1 0.1 0.0 0.1

Gross nonperforming assets/customer loans + other real estate owned 0.3 0.4 0.3 0.3 0.3

Loan loss reserves/gross nonperforming assets 458.0 379.8 378.9 467.6 435.8

*Data as of Sept. 30. N/A--Not applicable. RWA--Risk-weighted assets.

Table 5

Banco BICE--Funding And Liquidity

--Year ended Dec. 31--

(%) 2021* 2020 2019 2018 2017

Core deposits/funding base 61.8 63.1 70.9 67.2 68.2

Customer loans (net)/customer deposits 121.8 119.0 113.2 122.0 117.2

Long-term funding ratio 96.3 97.7 92.8 90.4 92.7

Stable funding ratio 119.6 125.7 109.7 105.4 111.6

Short-term wholesale funding/funding base 4.0 2.5 7.8 10.4 8.0

Broad liquid assets/short-term wholesale funding (x) 6.2 10.8 2.6 1.8 2.8

Net broad liquid assets/short-term customer deposits 33.9 40.4 18.0 12.5 20.8

Short-term wholesale funding/total wholesale funding 10.4 6.8 26.6 31.8 25.1

Narrow liquid assets/3-month wholesale funding (x) 18.9 10.8 4.8 2.6 4.7

*Data as of Sept. 30.

Related Criteria

• General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10, 2021
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• General Criteria: Hybrid Capital: Methodology And Assumptions, July 1, 2019

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

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

• 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: Principles Of Credit Ratings, Feb. 16, 2011

• Criteria | Insurance | General: Refined Methodology And Assumptions For Analyzing Insurer Capital Adequacy

Using The Risk-Based Insurance Capital Model, June 7, 2010

Related Research

• Banking Industry Country Risk Assessment: Chile, Aug. 27, 2021

Anchor Matrix

Industry

Risk

Economic Risk

1 2 3 4 5 6 7 8 9 10

1 a a a- bbb+ bbb+ bbb - - - -

2 a a- a- bbb+ bbb bbb bbb- - - -

3 a- a- bbb+ bbb+ bbb bbb- bbb- bb+ - -

4 bbb+ bbb+ bbb+ bbb bbb bbb- bb+ bb bb -

5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+

6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+

7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+

8 - - bb+ bb bb bb bb- bb- b+ b

9 - - - bb bb- bb- b+ b+ b+ b

10 - - - - b+ b+ b+ b b b-

Ratings Detail (As Of December 7, 2021)*

Banco BICE

Issuer Credit Rating BBB+/Negative/--

Senior Unsecured BBB+

Issuer Credit Ratings History

03-Apr-2020 BBB+/Negative/--

22-Aug-2018 BBB+/Stable/--

04-Aug-2017 BBB+/Negative/--

14-Jul-2017 BBB+/Watch Neg/--
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Ratings Detail (As Of December 7, 2021)*(cont.)

27-Jan-2017 BBB+/Negative/--

Sovereign Rating

Chile

Foreign Currency A/Stable/A-1

Local Currency A+/Stable/A-1

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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