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Fitch Ratings-Chicago-15 February 2019: Today's announcement by the government of the United Mexican
States (UMS) regarding measures of support to reduce Petroleos Mexicanos' (PEMEX) tax burden was already
incorporated into Fitch's last rating action and would likely not be enough to prevent continued deterioration in
company's credit quality, according to Fitch Ratings.  
 
Although the combined measures announced for 2019 (totaling approximately USD5.2 billion) may help the
company report a neutral FCF and to not increase debt, PEMEX's upstream investments will remain pressured
and may not help the company stem production and reserve decline. The USD5.2 billion aid includes USD1.25
billion capitalization, USD1.75 billion of early amortization of government bonds received for pension aid in
2017 and USD0.75 billion of lower government take. PEMEX and the government also expect to realize
USD1.6 billion of savings from addressing gasoline theft. The announced support measures are less than the
USD12 billion to USD17 billion of additional annual cash requirements Fitch estimates PEMEX needs to halt
production and reserve level declines.  
 
The announced tax reduction is unlikely to improve PEMEX's 'CCC' stand-alone credit profile (SCP) and will
likely not change Fitch's assessment of the support track from "Moderate". As a result, Fitch expects to
maintain a two-notch differential from the sovereign ratings and for PEMEX's rating to move together with the
sovereign. In addition, a continued deterioration of PEMEX's SCP could also be negative for the company's
ratings, independent of a sovereign rating action. While PEMEX's SCP remains at 'CCC' or below, Fitch is also
likely to continue assessing PEMEX's socio-political and financial default consequences as "strong". These
factors could be reassessed to "moderate" as the company's SCP deteriorates below the current 'CCC' rating
category over time.  
 
Fitch estimates PEMEX will need an additional USD12 billion to USD17 billion per year of cash flow in order to
maintain an upstream capital investment program that is sufficient to replenish 100% of reserves and stabilize
production, and still have a break even cash flow with no incremental borrowing. In order to replenish 100% of
reserves on annual production of approximately 940 million barrels of oil equivalent per year, PEMEX would
have to invest between USD13billion to USD18 billion in upstream capex per year, which is a material increase
from the estimated upstream capex of less than USD5 billion during 2018 and projected in 2019. This
represents an underinvestment of between USD8 billion to USD13 billion. During 2018, the company is
estimated to have had a negative FCF of approximately USD3.5 billion, which when added to the estimated
level of underinvestment results in USD12 billion to USD17 billion in funding shortfalls. The measures
announced today will not change this significant level of underinvestment. 
 
On Jan. 29, 2019, Fitch downgraded PEMEX's long-term foreign and local currency issuer default ratings to
'BBB-' from 'BBB+'/ Negative Outlook. The downgrades reflected the continued deterioration of PEMEX's SCP
to 'CCC' from the previous assessment of 'B-' as a result of persisting negative FCF and material under-
investment in the company's upstream business. Fitch projected that PEMEX will have negative free cash flow
of between USD3 billion to USD4 billion for both 2018 and 2019, and that this deficit was understated. Fitch



also expected PEMEX to report a total debt-to-proved reserve (1P) of approximately USD15/boe as of year-end
2018, and for FFO adjusted leverage to continue exceeding 10x, which Fitch considers commensurate with a
'CCC' rating. PEMEX has been technically insolvent since 2009 with a negative total equity balance. 
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procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided
by third parties, the availability of independent and competent third- party verification sources with respect to
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and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group
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only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities.
Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor,
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 
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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.
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