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Fitch Rtgs: Braskem's Judicial Agreement Reduces Uncertainties;
Measures to Boost FCF Still Required

Fitch Ratings-Chicago-09 January 2020: Braskem's announcement of cash outflows of around BRL2.7 billion
(USD670 million) for relocations and decommissioning costs related to its Alagoas salt mine is slightly above
Fitch Ratings' negative rating sensitivity, which considered potential fines of up to USD500 million. This
announcement is consistent with Fitch's decision to assign Braskem's 'BBB-' rating a Negative Outlook on Nov.
26, 2019, due to an expectation of materialization of significant remediation expenses, fines and/or other legal
liabilities related to the company's salt mine operations in Alagoas. The timeline of the disbursements is not
clear, but Fitch expects it will be spread over a one to three year period.

In an effort to avoid a negative rating action, Braskem will have to bolster its cash flow and balance sheet
through measures such as new cost-cutting initiatives, tax credits monetization, reductions in capex and
dividends, and/or asset sales during the next 12 to 24 months in order bring net leverage to around 2.5x by
2021. Fitch's base case, excluding the operations in Mexico, projects net debt/EBITDA ratios for Braskem of
3.8x and 3.4x during 2020-2021. The base case considers a challenging scenario for petrochemical spreads
during this two year period.

On Jan. 6, 2020, Braskem announced that the federal judge of the 3rd Court of Alagoas State ratified an
agreement executed by the company that calls for the relocation and indemnification of residents of the areas
at risk located in the districts of Mutange, Bom Parto, Pinheiro and Bebedouro of Maceio, Alagoas
(approximately 17,000 people). Braskem is expected to provision BRL1.7 billion for financial compensation and
relocation expenses and BRL1 billion to close certain salt wells. The agreement was signed with the Alagoas
State Public Defender's Office (DPE), the Federal Prosecution Office (MPF), the Alagoas State Prosecution
Office (MPE) and the Federal Public Defender's Office (DPU).

The agreement will result in the release of BRL3.7 billion of cash that was previously frozen, of which BRL1.7
billion will be used specifically for funding the financial compensation and relocation program. Braskem will also
substitute BRL6.4 billion of surety bonds with two new surety bonds of around BRL3 billion, to guarantee the
Public-Interest Civil Action filed by the DPE and by the MPE and the Public-Interest Civil Action filed by the
MPF.
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was issued or affirmed.
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or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate
all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the
applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed
under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within
the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRQO"). While certain of the NRSRO's credit rating subsidiaries are
listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO
(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO
(the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the
NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf
of the NRSRO.

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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