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Fitch: Mexican Oil Tax Cuts a Positive Reversal for Pemex

Fitch Ratings-New York/Chicago-22 August 2017: Friday's move by the Mexican government to reduce the state-owned oil
company Pemex's tax burden represents an important first step toward reversing the company's negative stand-alone credit profile
trend, according to Fitch Ratings. The relatively small tax cut represents an important change in the government-company
relationship as the government recognizes the need to revise the current tax scheme to incentivize investment an otherwise
unprofitable production.  

The tax decree, signed by President Pena Nieto on Aug. 18, is the first significant action affecting Pemex's ability to retain and
invest since passage of Mexico's energy reform program in 2013. This tax change will increase cash flow retention at fields that
are profitable before taxes but not after and which, on aggregate, will not exceed 150,000 barrels per day (bbl/d) of crude
production. This will only have a small impact on Pemex's overall tax bill, which totaled MXN314 billion, or USD17 billion in 2016.
We estimate that the pro forma annual impact on Pemex's taxes paid to Mexico will initially be between USD400 million to USD600
million, or between 2% to 3% of total taxes paid. 

As a state-owned enterprise, Pemex's financial relationship with the government has a large influence on its stand-alone credit
profile. A larger and sustained reduction in Pemex's tax burden would allow the company to further slow its debt trajectory by
freeing up more internal cash flow for capital investment aimed at new exploration and production. As Mexico's energy market
opens up to new foreign investment, the government may be able to take additional steps to reduce Pemex's tax burden as a
portion of it would be shared with third-party oil producers. Furthermore, expanding its non-oil tax base would provide the
government more flexibility to cut taxes on Pemex, giving it more room to boost investment and production without the heavy
borrowing requirements.  

The government's proposed increase in cost caps that determine the amount of a field's expenses and investments that can be
deducted from taxable revenue will be the mechanism reducing Pemex's tax burden. Although the tax rate assessed by the
government is not changing on eligible oil and gas fields, actual taxes paid will fall due to an increase in the allowed cost cap to
35% from 11.55% for shallow water and to 40% for onshore production. Production from select non-associated natural gas fields
could see the cost cap increase to 85%, on gas production not to exceed 500 billion BTU per day. The Mexican government will
also allow select fields from Chicontepec onshore formation to have a cost cap of up to 75%.  

Potential change in energy policy remains a significant issue for Pemex as Mexico's 2018 presidential election approaches.
Measures like the one taken last week require political will, and there is no assurance that a new presidential administration will
remain committed to energy reform. We think a complete reversal of recent reform measures is unlikely, but any changes in the
direction of energy tax policy could limit Pemex's ability to slow debt growth and improve its stand-alone credit profile. Fitch's
foreign and local-currency Long-Term Issuer Default Rating (IDRs) for Pemex are both 'BBB+'/Stable. Pemex's stand-alone credit
quality would be in line with an IDR of 'B-' if it were not owned by the state and if the government did not provide financial support. 

Contact:  

Lucas Aristizabal 
Senior Director 

LatAm Corporates 

+ 1 312 368-3260 

Fitch Ratings, Inc. 
70 West Madison Street 
Chicago, IL  

Bill Warlick 

Fitch Wire 

+1 312 368-3141 



22/8/2017 [ Press Release ] Fitch: Mexican Oil Tax Cuts a Positive Reversal for Pemex

https://www.fitchratings.com/site/pr/1028151 2/3

Media Relations: Elizabeth Fogerty, New York, Tel: +1 (212) 908 0526, Email: elizabeth.fogerty@fitchratings.com. 

The above article originally appeared as a post on the Fitch Wire credit market commentary page. The original article can be
accessed at www.fitchratings.com. All opinions expressed are those of Fitch Ratings. 
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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  

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 (https://www.fitchratings.com/regulatory) 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.
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