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Research Update:
LQ Inversiones Financieras S.A. Assigned

‘A/A-1’ Issuer Credit Ratings; Outlook Stable

Overview

W are assigning ' A/A-1'" ratings to LQ I nversiones Financieras S. A

e The potential inposition of supervisory barriers to dividend paynents
from subsidiary Banco de Chile to conply with prudential requirenents and
pay its own debt constrains the rating.

» The stable outlook reflects that of Banco de Chile, and our expectation
that the conpany will receive sizable dividends from Banco de Chile,
allowing it to serve its financial obligations.

Rating Action

On Sep. 8, 2011, Standard & Poor's Ratings Services assigned its long-term"'A
and short-term'A-1' issuer credit ratings to Chile-based financial holding
conpany LQ I nversiones Financieras S.A. (LQF). The outl ook is stable.

Rationale

The ratings on LQF are based on its role as the nonoperating hol di ng conpany
of Banco de Chile. The counterparty credit ratings also reflect the potential
i mposi tion of supervisory barriers to dividend paynents from Banco de Chile.

The ratings on LQ F benefit fromthe strong franchise of LQF s sole operating
subsi diary as the second-largest bank in Chile; its sound income source
under pi nned by the strong and sustai nable earning's profile of Banco de Chile
S.A; and the lowrisk political and regulatory environnment in Chile.
Moderating features include a controlling parent, Quifiienco S. A (unrated),
whom we consi der to be weaker than Banco de Chile--but this factor is, in our
view, mtigated by the participation of Citigroup Inc. (A Negative/ A-1) in
LQF s in strategic decisions. Another feature noderating the rating is LQF' s
hi gh reliance on one asset's dividend flow for debt repaynent.

LQF is rated one notch below its sole operating subsidiary, Banco de Chile.
In order to service its own debt, LQ F depends on dividends from Banco de
Chile, and we consider that the regulator, Banco Central de Chile, could Iimt
the regul ated subsidiary's ability to upstream cash to the hol di ng conpany if
t he bank were unable to neet m ni mum prudential requirenents.

LQ F' s sole operating subsidiary, Banco de Chile, provides a w de range of
uni ver sal banki ng products and services for individuals, small and mdsize
enterprises, and |large corporations in Chile. The bank enjoys a strong market
position of second in terns of total |oans and deposits in Chile, with 19.4%
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and 18. 7% mar ket shares, respectively, as of Dec. 31, 2010. The relatively

| arge economnies of scale conbined with the bank's good operating efficiency
and | ow provisions result in a high profitability. This is evidenced in a
return on average assets (ROAA) that reached a relatively high level of 1.8%
in 2008-2010 (2.1%in 2010), which conmpares highly favorably wth other
simlarly rated peers.

The bank has inproved its operating efficiency quite significantly after its
nmerger with Citibank Chile in January 2008, wi th noninterest
expenses-to-revenue and personnel expenses-to-revenue ratios that reached
50. 2% and 23.3% respectively, in 2010, conpared with 56. 1% and 29.9% i n 2008.
In addition, the bank enjoys a healthy asset quality, partly as a result of
the solid performance of the Chilean econony and its relatively |arge
corporate | oan portfolio--the bank posted nonperforming | oans (NPLs) of only
1.2%of total |oans as of Dec. 31, 2010. Al so, net charge-offs represented
only 1% of total loans in 2010, and | oan | oss reserves a high 2.1x of NPLs as
of Dec. 31, 2010.

Banco de Chile enjoys a fluid access to funding, with its relatively |arge,
stabl e, and | ow cost deposit base that reached about US$26 billion and
represented 72% of total liabilities as of Dec. 31, 2010. In addition, the
bank posted an adequate capitalization, with adjusted total equity-to-tota
adj usted assets ratio of 7.7%as of Dec. 31, 2010. W expect the bank to
mai ntain capitalization levels in spite of a relatively aggressive dividend
payout in 2011.

During 2010, net income ambunted to Chil ean pesos (CHP) 378 billion (US$808
mllion), a 46.8%increase on the previous year's. Earnings nainly benefited
from higher net interest incone, fees, and conm ssions, and | ower provisions,
resulting fromthe higher business volune and i nproved econoni c environnent.

Hi gher net interest income resulted fromthe positive effects of higher
inflation levels (inproving inflation-adjusted assets) and 9% | oan growth when
conpared with the previous year. W expect total |oans to continue to recover
based on the favorable Chilean econony. W expect Banco de Chile to continue
to enjoy high profitability and healthy asset quality in 2011

LQF is owed by Quifenco S.A and Citigroup, Inc in equal proportions, with
Qui fenco S. A. hol ding 59.32% of the voting rights in Banco de Chile.

Regardl ess of any increase in participation by Ctigroup, Inc., however, the
shar ehol ders' agreenent provides that Quifienco S.A. will remain in control of
LQ F and the corporations that are directly or indirectly controlled by LQF.
Banco de Chile is LQF s main operating conpany (through direct and indirect
owner shi p), and hol ds 58.24% ownership of SMChile S. A, a holding conpany
that controls Banco de Chile and Soci edad Admi ni stradora de |a Obligacion
Subordi nada S. A. (SACS), a subsidiary whose sole objective is to repay a
subordi nated debt to the Central Bank of Chile. This subsidiary was created as
part of a reorganization in 1996, which was due in part to the bank's 1989
repurchase fromthe Central Bank of certain non-performng |oans that Banco de
Chile had previously sold to the Central Bank during the Chil ean banking
crises, and | ater exchanged for subordinated debt. Under the terns of a
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repaynent obligation in favor of the Central Bank that SACS assuned to replace
the Central Bank subordi nated debt, SACS may be required to sell some of Banco
de Chile's shares to the public in order to neet its obligations with the
Central Bank. In exchange for assuming the Central Bank indebtedness, SACS
received fromSMChile S.A 63.6%of Banco de Chile's shares as collateral for
t hi s i ndebt edness and now hol ds 32.89% of Banco de Chile's shares.

Outlook
The stable outlook reflects that on Banco de Chile, and our expectation that
LQF will receive sizable dividends fromBanco de Chile, allowing it to serve

its financial obligations. The ratings could cone under pressure as a result
of a significant deterioration in Banco de Chile's profitability and

di vi dend- paynent ability; if there were a dilution in its ownership or control
over Banco de Chile; if there were a significant increase in LQF s debt

| evel s, diminishing our view of the conmpany's financial flexibility; or if
there were a decrease in Banco de Chile's rating or in the ratings of LQF's
cor por at e shar ehol ders.

Related Criteria And Research

e Criteria | CGeneral Criterial Rating Governnent-Related Entities:
Met hodol ogy And Assunptions, Dec. 9, 2010

e« Criteria | Financial Institutions | Banks: Bank Capital Methodol ogy And
Assunptions, Dec. 6, 2010

e Criteria | Financial Institutions | General: Hybrid Capital Handbook
Sept enmber 2008 Edition, Sept. 15, 2008

e Criteria | Financial Institutions | Banks: Financial Institutions G oup
Provi des More Transparency Into Adjustnments Made To Bank Data, April 26,
2007

e« Criteria | Financial Institutions | Banks: Bank Rating Anal ysis
Met hodol ogy Profile, March 18, 2004

Ratings List

Rati ng Assi gned

LQ I nversiones Financieras S. A
| ssuer credit rating Al Stable/ A-1

Conplete ratings information is available to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obal creditportal.com All ratings affected
by 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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