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HR Ratings de México ratificó la calificación de Largo Plazo HR AAA para Petróleos Mexicanos

EVENTO RELEVANTE

México, D.F., (26 de Enero de 2012) - HR Ratings de México, S.A. de C.V., ratificó la calificación de HR AAA, en escala
nacional, para Petróleos Mexicanos (Pemex o la Empresa). La calificación asignada a Pemex significa que el emisor o emisión
con esta calificación se considera de la más alta calidad crediticia, ofreciendo gran seguridad para el pago oportuno de las
obligaciones de deuda y mantiene un mínimo riesgo crediticio.

La calificación otorgada no constituye una recomendación para comprar, vender o mantener algún instrumento, ni para llevar a
cabo algún tipo de negocio, inversión u operación y puede estar sujeta a actualizaciones en cualquier momento, de conformidad
con las metodologías de calificación de HR Ratings de México, S.A. de C.V. y en términos de lo dispuesto en el artículo 7,
fracción III de las "Disposiciones de carácter general aplicables a las emisoras de valores y a otros participantes del mercado de
valores".

La calificación asignada se basa en las estimaciones resultantes de HR Ratings de México, bajo un escenario base y un
escenario de estrés. Ambos escenarios cuentan con las mismas variables y métricas. Sin embargo, el desempeño de la
empresa varía, a fin de medir la capacidad de pago de la empresa ante escenarios económicos adversos. Dentro de estos
factores enunciativos, más no limitativos, se encuentran el nivel de producción, una variación en el tipo de cambio, y diferencial
en los precios de los productos petroleros. El escenario de estrés asume el peor desempeño posible de ciertas variables
seleccionadas, donde aplicamos la mayor caída observada en los últimos años en la producción de crudo (6%).

Los principales elementos que se tomaron en consideración para la determinación de nuestra calificación son:

En 2010, Pemex generó una utilidad antes de impuestos de P$606.7 Miles de millones (Mm) contra P$452.0Mm en 2009.
Durante 2011, la utilidad antes de impuestos sigue la misma tendencia positiva, alcanzando un monto acumulado al 3T11 de
P$564.9Mm en comparación con los P$463.1Mm que se acumularon al 30 de Septiembre de 2010.

El precio promedio al que Pemex vendió su mezcla mexicana de exportación durante 2010 fue de US$72.3 por barril (pb) contra
US$57.4pb en 2009. HR Ratings estima que el promedio de 2011 será de US$99.5pb, comparado contra el precio reportado
para el mes de Septiembre 2011 de US$100.1pb.

Debido a los precios de exportación de crudo durante 2010, Pemex incrementó su margen EBITDA (ajustado por IEPS y
contribuciones al fondo de pensiones) a 59.1% desde 55.3% en 2009. Estamos pronosticando que esta métrica seguirá su
tendencia incremental pudiendo llegar a un 60.3% al cierre de 2011.

Durante 2010 Pemex generó un superávit en su balanza comercial de US$19.6Mm comparado contra un déficit de México de
US$3.0Mm. Acumulado al 3T11, el superávit fue de US$18.2Mm contra los US$14.2Mm para el mismo periodo en 2010.

Del cierre de 2009 al cierre de 2010, la deuda total de Pemex incrementó en P$32.9Mm. HR Ratings estima que mucha de esta
variación fue resultado de la revaluación del peso en 2010. Por lo tanto, la calificadora espera que el incremento en la deuda
total sea mayor por P$113.1Mm, originado principalmente por una devaluación del peso.
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Pemex terminó 2010 con reservas totales probadas (1P) de hidrocarburos aproximadamente para 10 años, un pequeño
decremento de los 10.2 años estimados al cierre de 2009 y ligeramente mejor comparado contra el periodo 2006-2008, donde
las reservas 1P fluctuaron entre 9.2 y 9.9 años.

Durante 2010 y en lo que va acumulado al 3T11, Pemex ha podido reducir sustancialmente la tasa de declinación en la
producción de crudo, aunque es notable el crecimiento que han mostrado sus inversiones de capital (CAPEX).

Los decrementos en la producción de productos refinados en el pasado, han forzado a Pemex a incrementar considerablemente
su nivel de importaciones de productos refinados. Asimismo, la importación de gas natural incrementó considerablemente.

En nuestro escenario base, esta agencia calificadora estima que Pemex será capaz de generar utilidades acumuladas antes de
impuestos por P$3,126.7Mm para el periodo 2012-2014. En nuestro escenario de estrés, la utilidad acumulada antes de
impuestos para el mismo periodo será de P$1,686.4Mm.

Para el escenario base, HR Ratings asume que el superávit de la balanza comercial de Pemex alcanzara los US$26.3Mm en
2014, comparado contra un superávit estimado de US$22.8Mm al cierre de 2011. En el escenario de estrés, el superávit cae a
US$5.5Mm en 2013 y su balanza comercial se mantiene en punto de equilibrio para el 2014. Los tipos de cambio utilizados para
la proyección de estas cifras son estimados por HR Ratings y pueden diferir a los pronosticados por la Empresa.

Las estimaciones de HR Ratings para el escenario base asumen que la producción de crudo llegara a los 2.59MMbd (Millones
de barriles por día) con exportaciones de 1.35MMbdp en el 2014. Para 2011, esta agencia calificadora considera niveles de
producción y exportación de 2.56MMbd y 1.33MMbd, respectivamente. Para el 2014, en el escenario base se asumió un precio
de exportación de US$122.6pb. Por otro lado, el escenario de estrés estima para 2014 un nivel de producción, de exportación y
de precio de: 2.12MMbd, 0.99MMbd y US$79.9pb, respectivamente.

El efecto combinado de las reducciones en la plataforma de producción, las cuales se han moderado sustancialmente en los
últimos dos años, y el incremento de importaciones y CAPEX, han reducido en los últimos años la contribución de Pemex a la
Balanza comercial de México. Sin embargo, la aparente estabilidad de la producción de crudo, el modesto incremento en la
demanda interna de productos derivados del crudo refinado y la aparente estabilidad del precio del gas natural, nos indican que
no debemos asumir un mayor deterioro en la contribución neta de Pemex a la balanza comercial de México. Mientras que, ante
la posibilidad de que la tendencia de los precios continúe hacia la alza, esperaríamos una mejora en la balanza para los
próximos años.

Nuestra calificación se basa en el supuesto de que, si bien el Gobierno Mexicano no avala formalmente la deuda de Pemex, por
su importancia en las finanzas públicas tiene un incentivo estratégico para mantener un Pemex financieramente solvente,
produciendo así un sólido aval implícito. Debido a su régimen fiscal, el flujo interno de Pemex, después de impuestos e
inversiones, es limitado. Sin embargo, el aval implícito por parte del Gobierno Federal equipara su riesgo de refinanciamiento al
de éste último y sustenta nuestra calificación. El Gobierno Federal no ha otorgado, ni formalmente ni explícitamente, ninguna
garantía de pago a la deuda de Pemex.

Pemex es el cuarto productor de crudo a nivel global y la décimo primera compañía más grande de petróleo y gas en el mundo.
En México es el único productor de crudo, gas natural y productos petrolíferos, y representa la fuente más importante de
ingresos del Gobierno Federal.

Para mayor detalle de la calificación, ver el documento completo en Ingles en nuestra pagina web www.hrratings.com

Contactos

Jose Luis Cano
Director Asociado de Corporativos, HR Ratings
E-mail: joseluis.cano@hrratings.com
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Paulina Dehesa
Analista, HR Ratings
E-mail: paulina.dehesa@hrratings.com

Felix Boni
Director de Análisis, HR Ratings
E-mail: felix.boni@hrratings.com

C+ (52-55) 1500 3130

HR Ratings de México, S.A. de C.V. (HR Ratings), es una institución calificadora de valores autorizada por la Comisión Nacional
Bancaria y de Valores, que cuenta con una experiencia integral de más de 100 años en el análisis y calificación de la calidad
crediticia de empresas y entidades de gobierno en México, así como de la capacidad de administración de activos, o
desempeño de las labores encaminadas al cumplimiento del objeto social por parte de alguna entidad.

Los valores de HR Ratings son la Validez, Calidad y Servicio.
www.hrratings.com
Paseo de los Tamarindos 400-A, Piso 26, Col. Bosque de Las Lomas, CP 05120, México, D.F. Tel 52 (55) 1500 3130

La calificación otorgada por HR Ratings de México, S.A. de C.V. a esta entidad, emisor, y/o emisión está sustentada en el
análisis practicado en escenarios base y de estrés, de conformidad con la(s) siguiente(s) metodología(s) establecida(s) por la
propia agencia calificadora:

Metodología de Calificación Crediticia para Empresas Industriales, de Comercio y Servicio (México), Abril 2008
Criterios Generales Metodológicos (México), Septiembre 2011

Para mayor información con respecto a esta(s) metodología(s), favor de consultar www.hrratings.com/es/metodologia.aspx

Las calificaciones de HR Ratings de México S.A. de C.V. (HR Ratings) son opiniones con respecto a la calidad crediticia y/o a la
capacidad de administración de activos, o relativas al desempeño de las labores encaminadas al cumplimiento del objeto social,
por parte de sociedades emisoras y demás entidades, y no constituyen recomendaciones para comprar, vender o mantener
algún instrumento, ni para llevar a cabo algún tipo de negocio u operación. La calificación otorgada no es una recomendación
de inversión y puede estar sujeta a actualizaciones en cualquier momento, de conformidad con las metodologías de calificación
de HR Ratings, en términos de lo dispuesto en el artículo 7, fracción III de las "Disposiciones de carácter general aplicables a
las emisoras de valores y a otros participantes del mercado de valores." HR Ratings basa sus calificaciones en información
obtenida de fuentes que son consideradas como precisas y confiables, sin embargo, no valida, garantiza, ni certifica la
precisión, exactitud o totalidad de cualquier información y no es responsable de cualquier error u omisión o por los resultados
obtenidos por el uso de esa información. La mayoría de las emisoras de instrumentos de deuda calificadas por HR Ratings han
pagado una cuota de calificación crediticia basada en el monto y tipo de emisión. La bondad del instrumento o solvencia de la
emisora y, en su caso, la opinión sobre la capacidad de una entidad con respecto a la administración de activos y desempeño
de su objeto social podrán verse modificadas, lo cual afectará, en su caso, a la alza o a la baja la calificación, sin que ello
implique responsabilidad alguna a cargo de HR Ratings. HR Ratings emite sus calificaciones de manera ética y con apego a las
sanas prácticas de mercado y a la normativa aplicable que se encuentra contenida en la página de la propia calificadora
www.hrratings.com, donde se pueden consultar documentos como el Código de Conducta, las metodologías o criterios de
calificación y las calificaciones vigentes.

Las calificaciones que emite HR Ratings consideran un análisis de la calidad crediticia relativa de una entidad, emisora y/o
emisión, por lo que no necesariamente reflejan una probabilidad estadística de incumplimiento de pago, entendiéndose como
tal, la imposibilidad o falta de voluntad de una entidad o emisora para cumplir con sus obligaciones contractuales de pago, con
lo cual los acreedores y/o tenedores se ven forzados a tomar medidas para recuperar su inversión, incluso, a reestructurar la
deuda debido a una situación de estrés enfrentada por el deudor. No obstante lo anterior, para darle mayor validez a nuestras
opiniones de calidad crediticia, nuestra metodología considera escenarios de estrés como complemento del análisis elaborado
sobre un escenario base.
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Ratings 
 
 
Petróleos Mexicanos HR AAA 
Perspective Stable 
 
The HR AAA local scale corporate 
rating that HR Ratings de México S.A. 
de C.V. has issued for Pemex can be 
understood as follows: The issuers or 
issue with this rating are considered to 
be of the best credit quality, offering 
highest safety in terms of timely 
servicing of debt obligations. Such 
issuers or issue carry minimal credit 
risk. 
 
 

HR Ratings de México ratifies its HR AAA long term local scale corporate rating for 
Petróleos Mexicanos (Pemex). 
 

The rating issued in this report does not constitute an investment recommendation and can 
be updated and revised at any time on the basis of HR Ratings, S.A. de C.V. (HR Ratings) 
de México Methodologies, and in accordance with article 7, fraction III of the “Disposiciones 
de Carácter General Aplicables a las Emisoras de Valores y a otros Participantes del 
Mercado de Valores”. 
 

The rating given by HR Ratings for this issuer is based on its estimated debt quality, derived from 
projections for both a Base and Stress cases scenario. Both cases measure the same variables and 
metrics, but the performance of the enterprise is different as we evaluate the payment capability of the 
company in the context of adverse economic situations. Some of the main variables are: production 
level, international oil prices and exchange rate fluctuations. Moreover, the analysis also considers 
quantitative and qualitative macroeconomics factors. HR Ratings’ stress scenario assumes the worst 
possible performance of selected variables. But, in concordance to our methodology, we used the 
highest production annual decrease (6%) of the last years to forecast our stress scenario. 
 

The principal elements taken into consideration in the determination of our rating are the following: 
 

 During 2010, Pemex generated a pre-tax income of P$606.7bn1vs. P$452.0bn in 2009. 2011 pre-tax 
earnings follow the positive trend, to reach P$564.9bn YTD2 3Q’11 vs. P$463.1bn YTD 3Q’10. 

 The average price at which Pemex sold its mix of crude oil during 2010 was US$72.3pb3 vs. US$57.4pb 
in 2009. We estimate, 2011 average price will be US$99.5pb, compared to Sep’11 monthly price of 
US$100.1pb. 

 Thanks to higher international crude oil prices during 2010, Pemex was able to increase its EBITDA 
margin (adjusted by IEPS4 revenue and pension contributions) to 59.1% from 55.3% in 2009. We 
foresee that this metric will increase still further to 60.3% in 2011.  

 During 2010 Pemex generated a trade surplus of US$19.6bn vs. Mexico’s overall trade deficit of 
US$3.0bn. YTD 3Q’11 the surplus was US$18.2bn compared to US$14.2bn for same period in 2010. 

 From Year-end (YE) 2009 to YE 2010 Pemex’s total debt increased by P$32.9bn. But, we estimate 
much of this variance was the result of the peso’s revaluation in 2010. Hence, for 2011 we expect total 
debt increase will be higher by P$113.1bn, due to the peso devaluation. 

 Pemex ended 2010 with total 1P5 hydrocarbon reserves of roughly 10 years, a slight decline from the 
10.2 years at YE 2009 and levels of between 9.2 and 9.9 in the previous three years. 

 Although in 2010 and through 3Q’11 Pemex has been able to substantially reduce the rate of decline in 
its crude oil production, it has also noticeably grown its Capex. 

 Past decreases in production have forced Pemex to considerably increase its importation of refined 
products. Natural Gas imports have also risen significantly. 

 In our Base case we see Pemex as generating cumulative pre-tax earnings of P$3,126.7bn for the 
period 2012-2014. In our Stress case, pre-tax income for the same period would be P$1,686.4bn. 

 In our Base case, we see Pemex’s trade surplus reaching US$26.3bn in 2014 vs. an estimated 
US$22.8bn in 2011. In our Stress case, its surplus falls to US$5.5bn in 2013 and breakeven in 2014. 

 In our Base case we assume that by 2014 Pemex´s crude oil production will reach 2.59MMbd6 with 
exports of 1.35MMbdp. For 2011 we estimate production and exports of 2.56MMbd and 1.33MMbd. For 
2014 we assume a Pemex export price of US$122.6pb. 

 In our Stress case, we assume for 2014 production, exports and price of: 2.12MMbd, 0.99MMbd and 
US$79.9pb, respectively.  

 During 2010 oil income represented 32.9% of the Federal Government’s total receipts. At the same time, 
the taxes and duties paid by PEMEX to the Federal Government, represented 51.0% of its revenues. 
Our rating assumes that Pemex enjoys a de facto sovereign debt status given its importance as a 
revenue generator for Mexico’s Federal Government and its importance to the Mexican economy. 

 The combined effect of lower production, rising imports and increased Capex has reduced Pemex’s net 
contribution to Mexico´s trade balance. However, the apparent relative stabilization in crude oil 
production, the relatively modest increase in internal demand for refined crude oil products and the 
stability in the price of natural gas have helped to prevent further deterioration in Pemex’s net 
contribution to Mexico’s balance of trade while continued strong oil prices could lead to large trade 
balances in the immediate years ahead. 

                                                           
1
 bn=billions or thousands of millions 

2 YTD= Year to date or accumulated figures to the indicated date 
3
 Pb=per Barrel 

4 
IEPS=Excise Tax 

5 
1P = Proved Reserves

 

6
 MMbd=Millions of barrels per day 
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1. Pemex’s new statutory framework 
 
Since 2008, with the approval of a new law that governs Pemex’s current 
activities, Petróleos Mexicanos has step by step evolved from a state-
controlled entity to a decentralized corporation, whose primary mission is to 
create value or profit in benefit of Mexico’s citizens. Headed by a General 
Manager (chosen by the President of Mexico) and with the addition of 
Professional Members of the Board, we estimate this law has given Pemex 
more decision making freedom and has increased its managerial and 
business efficiency; more in-line with the current international oil industry. 
 
Among the most relevant aspects of the new regulation are: 
 

 Modifications to Pemex’s Board to incorporate professional members, 
and establishment of committees to take care of the most relevant and 
strategically important functions of Pemex. 

  

 The possibility of entering into contracts, agreements and credit 
instruments with national and private sector companies globally, as long 
as these are consistent with Article 27 of the Mexican constitution which 
decrees that all hydrocarbons within the national territory as well as any 
proceeds from their sale will always belong to the Mexican Nation. 

 

 The possibility of issuing debt bonds, named Citizens Bonds, whose 
main characteristic is that they can be purchased directly by individual 
Mexican citizens 

 
 

1.1. Executive committees and Board restructure 
 
One of the most relevant aspects of Pemex’s regulatory reform is the 
modification to the structure and operation of its board which now accounts 
for 15 members, of whom four are designated as professional members (see 
below board structure). 
 
These Professional Members of the Board are proposed by Mexico’s 
President and ratified by the Congress, and they cover a period of six years 
as part of the board, with the possibility of reappointment. One of their main 
functions is to preside over most of the current seven defined committees 
(see below the committees list). 
 
By November 2008, the seven committees were approved to support 
Pemex’s Executive Directors. Each committee is composed of by at least 
one Professional Member of the Board. The first meeting attended by the 
new Board, incorporating the seven committees was held in June 2009. 
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The current seven committees are as follows: 
 

1. Audit and Performance Evaluation Committee 
2. Compensation Committee 
3. Strategy and Investment Committee 
4. Transparency and Accountability Committee 
5. Development and Technological Research Committee 
6. Environmental and Sustainability Committee 
7. Acquisitions, Leasing, Works and Services Committee 

 
 

Current Board Structure 

 
 
 

2. Major Elements in Pemex’s Finance Evolution 
 
Although the present analysis treats Pemex as a standalone company it also 
recognizes the strategic role that it plays as part of the Mexican Federal 
Public Sector. Consequently the rating assigned by HR Ratings to this issuer 
incorporates the methodology established by this rating agency for Industrial, 
Commerce and Services enterprises, done both in a Base and Stress case 
scenario. In the later part of this report, we examine the relevance of the oil 
company for Mexican public sector finances and the support we believe this 
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implies for its debt by the Mexican Government. The Federal Government 
has not given any explicit guarantee to Pemex debt. 
 
In this section we examine various factors that are important in 
understanding the drivers behind Pemex earnings, including their volatility, 
margins, debt and future prospects as these might be determined by its level 
of proven reserves.  
 
 

2.1. Net revenues 
 
2.1.1. Net Exports revenues 
 
The central driver in the volatility of Pemex exports revenues come from 
changes in the international price of oil. We would make two arguments on 
this point. First, in the present environment the probability of dramatic 
declines in the price of crude is relatively low. Lower prices would come from 
weaker global growth led in large part by the U.S. However, significant US 
economic weakness would likely be accompanied by more monetary 
accommodation that would have the effect (as was seen in Q2’11) of 
strengthening commodity prices.  
 
Second, and more important, is the relatively small proportion of total 
revenues that comes from net exports. In Graph 2.1.1 we show the evolution 
of Pemex’s net exports as a percentage of Mexico’s total petroleum industry. 
For the twelve months ending in September 2011 they represented roughly 
26.2% of the total. This is significantly below previous highs and reflects a 
reduced direct dependence on international price volatility. The current 
relative importance of net export revenues is at levels not seen in the last 
years; with exception, of course, of the worst period during the 2008 crisis.  
 
 

Graph 2.1.1  
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The decline in net export revenues is partially due to the rising level of 
Pemex imports, a point discussed in another portion of this report. Rising 
imports mean that a decline in international prices translates not only into 
lower export revenues but also lower import costs. 
 
In Graph 2.1.2 (below), shows that Sep’11 net export revenues, in real peso 
terms and on a trailing twelve-month basis, remain 25.1% below the 
maximum levels reached in August 2008. At the height of the crisis, Pemex 
net export revenues fell 47.3% in the summer of 2009. Nevertheless, 
Pemex’s international revenues are recovering rapidly, rising nearly roughly 
11.3% in real peso terms over the last twelve months through September.  

 
The data for the calculation of net export revenues come from Pemex’s 
monthly international trade data given in US$, we converted them into 
nominal pesos using Banco de Mexico’s exchange rates and then we 
translated them into real 2010 peso terms, based on the National Prices to 
Consumers Index (INPC).  
 
 

Graph 2.1.2 

 
 
 
2.1.1. Net Domestic revenues 
 
Our estimated domestic revenues are up 7.8% in real 2010 peso terms for 
the trailing 12m ending in September 2011 vs. the same period ending in 
September 2010. This is a slightly smaller increase than that seen for net 
international revenue, which grew by 11.3%. Thus, domestic revenues fell 
less than international revenues; they have recovered almost at the level of 
the 2008 high, but are now growing at similar rates, in the context of rising 
commodity prices. In September 2011, for example, Pemex’s export price 
mix reached US$100.1pb, a 42.7% advance over the price of US$70.3pb in 
September 2010. 
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The evolution of Pemex’s domestic revenue is preponderantly based on the 
government most notable and direct control of energy prices through diesel 
and gasoline, and indirectly through the control of public transportation fares.  
 
In Graph 2.1.3 we can see how the government took advantage of the 
declines in international oil prices, which accompanied the outbreak of the 
2008 crisis. Energy inflation in Mexico fell from a peak of 8.5% in the fall of 
2008 to a low of almost -1% a year later. Energy inflation rebounded from 
this weak base and was further driven by the global recovery beginning in 
2H09, reaching 7% in the fall of 2010. However, as of September 2011 it was 
6.6%, despite international crude prices were up over 50% in US$ (year-on-
year). Therefore, domestic revenues tend to reduce the overall volatility of 
total revenues, as it mitigates the impact due to fluctuations of the 
international crude oil prices.  
 
 

Graph 2.1.3 

 
 
 
In the Graph 2.1.4, we show the evolution of our measurement of domestic 
revenue converted into real 2010 pesos and on a trailing twelve-month basis, 
which as of September was 2.6% below its highest peak, reached in October 
2008. This is in contrast to net exports in Graph 2.1.2, which are 25.1% 
below their previous heights. At the worst of the crisis, we estimate that 
domestic revenues fell 18.2% from their most elevated point, in the fall of 
2009. This is much less than the sharper decline in net exports as shown in 
the previous graph. 
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Graph 2.1.4 

 
 
 

2.2. Cash Flow Drivers 
 
The improvement in cash flow observed during 2010, and which we expect 
will continue for 2011, comes from the substantial increase in the price of 
crude oil rising 26.0% on average in 2010. During the first nine months of 
2011, the average price increase was 42.2% vs. the same period in 2010. 
We expect that for all of 2011, the increase will be 37.6%. The improvement 
in price was supported still further in 2010 by the relative stabilization in 
crude oil production. After falling 5.5%, 9.3% and 6.8% in 2007-2009, 
production fell a mere 1% in 2010 and we expect that it will be largely 
unchanged for all of 2011 (please see below Table 2.2). 
 

Table 2.2 
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For their part, crude oil exports increased a sharp 11.2% in 2010 against the 
1% fall in production. During 2009, with price levels depressed and global 
demand limited, exports fell a substantial -12.9%.  
 
These data show that the global environment for crude oil improved sharply 
during 2010 and remains strong in 2011. Furthermore, we have seen 
stabilization in Pemex production together with rising export volumes. 
 
In the following section we discuss the evolution of Pemex’s operating cash 
flow as seen in various EBITDA metrics.  
 
 

2.3. EBITDA Margin Evolution and Metrics 
 
Thanks to this favorable backdrop, Pemex margins recovered substantially in 
2010 and through 3’11 are doing well. Including the revenues from the IEPS 
tax, we estimate that EBITDA margin, which rose from 48.1% in 2009 to 
52.8% in 2010, is likely to reach 55.6% in 2011. However, there was some 
deterioration in 3Q’11, hence, we will be careful to monitor developments in 
4Q’11 to see if this was a particularity or not.  
 
In the case of Pemex, we make various adjustments to our measure of 
EBITDA. These adjustments are appropriate given the nature of Pemex 
operations and accounting. First, we prefer to calculate all of these metrics 
incorporating IEPS into sales (for more detail, we discuss the IEPS tax in 
section 2.5 below). Thus we add IEPS revenue to sales, to operating profit 
and EBITDA. Second, we then calculate an adjusted EBITDA margin in 
which we 1) deduct from costs the non-cash charge for pension benefits and 
2) add the cash disbursements associated with pension benefits. This, we 
believe, gives us a more accurate measure of EBITDA.  
 
In making our forecasts we also deduct the investment costs that are 
charged to the Profit and Losses (P&L) in order to project the remaining cash 
costs. We then add back in: our estimates of the investment costs, the 
expected depreciation charge and the non-cash charge to the pension 
obligation.  
 
As to the evolution of operating cash flow, this has seen an important 
improvement thanks to stronger sales and margins. Unadjusted EBITDA in 
2010 reached P$642.0bn vs. P$505.2bn in 2009 (as seen in table 2.3 below, 
at the EBITDA line). Adjusted EBITDA, where we exclude non-cash labor 
charges, add in cash pension payments, and incorporate IEPS, advanced 
from P$623.5bn in 2009 to P$800.7bn in 2010 (Table 2.3 below, adjusted 
EBITDA row) and we expect that it will reach P$1,032.4bn in 2011. Adjusted 
EBITDA margin has gone from an annual low of 55.3% in 2009 to 59.1% in 
2010, and is expected 60.3% in 2011.  
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Table 2.3 

 
 
 

2.4. Pension Obligations 
 
One of the important challenges facing Pemex is the funding of the pension 
obligations accrued over the years to its employees as they retire. At the end 
of September 2011, these represented P$718.1bn compared to a net debt of 
P$595.2bn. From the end of 2006 to YE 2011, we considered an average 
annual growth rate in the pension obligation of 13.5% in nominal pesos 
terms. Hence, we estimate that the non-cash charge, representing the 
increase in the pension obligations, is roughly P$115.4bn in 2011. 
 
In our analysis, we also pay special attention to the cash outlays that Pemex 
has to make. These payments are registered in the cash flow statement as 
part of the changes in assets and liabilities. From 2009 through 2010, these 
payments increased at an average annual rate of 15.1% in nominal pesos 
terms and for the first nine months of 2011 the increase was 20.6% versus 
the same period last year. In 2010, these cash outlays reached P$29.1bn. 
Thanks to the sharp increase in oil prices, these cash outlays still represent a 
relatively small portion of Pemex regular sales, reaching 2.3% in 2010 and 
we estimate that they will absorb 2.2% in 2011 to reach P$34.8bn, which 
means an expected 19.6% increase versus 2010. The evolution of the 
pension obligation and related costs and cash outlays are found in Table 2.4 
below. 
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Table 2.4 

 
 
 

2.5. IEPS Charges 
 
The IEPS tax for Pemex can be thought of as representing a payment by 
Mexico’s Treasury department (Hacienda) for the company having sold 
gasoline and diesel to the public at what might be called “below market” 
prices. These payments to Pemex are classified into “other income/cost” 
account. In 2010 they amounted to P$73.6bn (please see Income Statement 
in Appendix 7) or 5.7% of total sales. Notably, through September they 
amounted to 10.8% of total sales and increased by 114.8% vs. the same 
period in 2010. For all of 2011, we assume that they will reach P$165.0bn or 
10.7% of revenues. 
 
In forecasting the future evolution of this income stream, we examine the 
relationship between the revenue per barrel of gasoline and diesel (including 
both sales and IEPS), received by Pemex compared to the average price it 
charges for crude oil’s exports. We have found that the 12 months moving 
average (12mma) ratio (since December 2009) is around 1.29x and trending 
slightly downward. We used this historical relationship as a rough guide in 
forecasting IEPS revenues together with our assumptions as to crude prices 
and the revenue received for the domestic sale of gasoline and diesel. 
During 2Q and 3Q 2011, however, IEPS revenues for Pemex were 
substantial rising to P$52.1bn and P$42.5bn, respectively, from P$28.8bn in 
1Q’11 and P$23.1bn in 2Q’10. 
 
In Table 2.5 we detail the historical relationship and how we see the IEPS 
developing going forward. Moreover, we assume that in 2012, for example, 
Pemex will receive in total 1.20x the export price of its crude mix for every 
barrel of gasoline and diesel that it sells. In that year we assume that Pemex 
will export its crude at US$103.3pb. This means that Pemex will receive 
P$1,706.0pb of gasoline and diesel. Of this amount we assume that Pemex 
will receive P$1,242.0pb in sales and P$464.1pb in IEPS income.  
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Table 2.5 

 
 
 

2.6. Financial Charges 
 
A major positive development for Pemex has been the decline in net financial 
charges. The company attempts to offset the cost of its debt by the use of 
derivative instruments and other operations that are registered as financial 
gains in the integral financial results account.  
 
In 2008, net financial charges represented 9.4% of average net debt. In 2009 
and 2010, the net charges were 6.3% for both periods. For the latest four-
quarter period, ending in September 2011, the rate had fallen further to 
5.4%. For total 2011, we are assuming that the rate will be 5.2%, still below 
the 2009/2010 average, and that it will gradually rise reaching 7.1% by the 
end of our forecast period. 
 
 

Table 2.6 
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2.7. Tax Assumptions 
 
Although Pemex generates substantial amounts of cash, a reduced amount 
remains within the company given the diversion of much of it to the Federal 
Government. Taxes paid by Pemex represented in 2009 more than 100% of 
pre-tax income or 48.5% of sales including IEPS. Hereby, we assume that 
the taxes as percentage of pre-tax earnings will reach 110.6%, or rise to 
49.8% of the sales including IEPS, in 2011. Given this huge tax payment, 
Pemex needs to acquire debt. Due to the close relationship between Pemex 
and the Government, we regard the tax burden on Pemex as having limited 
relevance. What is relevant is the cash flow generated by Pemex before 
taxes, the level of investment that Pemex is authorized to make, and the 
contribution that Pemex provides to the national economy as a net generator 
of foreign exchange. We show the tax rate as function of various accounts in 
Table 2.7.1 below. 
 
 

Table 2.7.1 

 
 
 
Our forecasts assume that Pre-Tax Cash Flow (PTCF) for 2011 will reach 
P$798.6bn a sharp 36.5% rise from the P$585.1bn in 2010. As we are not 
assuming a dramatic increase in crude prices in 2012 vs. 2011, neither do 
we expect to see a major increase in PTCF. So we forecast that the PTCF 
will reach P$894.4bn in 2012. The details on Pre-Tax Cash Flow are seen in 
Table 2.7.2 below. Furthermore we see PTCF remaining at around a strong 
1.30x to net debt since 2012 (please see Balance Sheet in Appendix 7). 
 
 

Table 2.7.2 
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2.8. Investments 
 
Pemex investment plans have to be approved by Hacienda, as part of the 
annual budgeting process for the Federal Government. Prior to 2009, Pemex 
direct investment spending was relatively small, as the bulk was pushed off-
balance and classified as part of the Pidiregas program. As a step toward 
greater transparency, all investment spending was incorporated into the 
budget since 2009. In consequence, we have relatively limited historical data 
on which to base detailed forecasts.  
 
In its quarterly reports, Pemex registers much of its Hacienda approved 
investment spending in the cash flow statement as Capex and thus 
capitalized on the balance sheet. However, part of it is also registered as a 
cost or expense. In terms of forecasting, once we have the budgeted amount 
for the upcoming year, the totality of investment spending in pesos is 
relatively easy. More difficult is the breakdown between the portion that is 
capitalized and the portion that is expensed on the P&L. In 2009, 15.2% of 
investment spending was expensed, while 31.3% was registered in this 
account in 2010. Through the first nine months of 2011, 16.0% has been 
expensed. We are assuming that 21.0% will be treated as expense in 2011. 
 
A second complication is the timing of the investment spending. Investment 
spending tends to be back ended. In 2009, 68.6% of total investment 
spending occurred in the first nine months. In 2010 it was 62.1%. But, 
through September of 2011, total investment spending has represented only 
55.0% of the total budgeted by Hacienda for the total year. 
 
As seen in the below table 2.8, during 2010 total investment spending (both 
capitalized and expensed) reached P$268.5bn versus P$251.4bn in 2009. 
For 2011, our budgeted amount is P$286.3bn. Including Pidiregas, 
investment spending for 2007 and 2008 reached P$170.1bn and P$201.7bn, 
respectively. Subsequently, in recent years, Pemex’s investment spending 
has increased substantially; this merely to prevent even steeper declines in 
crude oil production, while at the same time having to increase its imports, in 
both relative and absolute terms. We discuss these points in detail in Section 
3. 
 
 

Table 2.8 
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2.9. Debt and Net Debt Analysis 
 
The analysis of the evolution of Pemex’s debt and net debt position presents 
special issues that need to be considered. Specifically, we need to consider 
the effects of important changes in the exchange rate. Based on cash flow 
accounts, the change in the net debt position is a function of the following: 1) 
the excess (deficiency) in cash to be applied to financial activities, 2) cash 
flow financial expense, 3) internal financing and 4) cash from differences in 
FX accounts. The sum of these accounts is equal to the sum of: dispositions 
of credits, amortizations of the same (expressed, of course, as a negative) 
and the change in cash.  
 
In practice, however, the change in net debt, as seen on the balance sheet, 
can be substantially different. That difference is related to the movement in 
the exchange rate. For example, on the basis of a cash flow analysis, net 
debt during 2010 would have risen by P$65.0bn. In fact, though, the change 
in net debt as shown in the balance sheet was a smaller P$59.0bn. The 
revaluation of Mexico’s currency favored the evolution of Mexico’s net debt 
permitting it to rise more slowly. For 2011 and beyond, we expect to see the 
opposite effect as the peso is expected to devalue in nominal terms. During 
the first nine month of 2011, we have a similar situation with net debt 
theoretically increasing by P$10.4bn, while on the balance sheet it increases 
by P$64.0bn. The evolution for 2010 and other years are seen in Table 2.9. 
 
 

Table 2.9 

 
 
 

2.10. Reserves 
 
Pemex’s proven reserves fell again in 2010, although the decline was a 
modest 2.2%, as can be seen in Graph 2.10 below. This represented an 
improvement vs. the declines of 5.1% and 2.8% in 2008 and 2009. 
Furthermore, it was significantly smaller than the 8.3% drop in 2003. On the 
other hand it is important to put the improvement in the context of dramatic 
increases in investment. We estimate that Pemex reported investment in 
2003 was roughly P$70.6bn vs. approved investment in 2010 of P$268.5bn. 
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Graph 2.10 

 
 
 
In terms of years of reserves, in January 2011 this metric fell to 10.0 years 
vs. 10.2 years in 2010. This is the first decline after two years of increases. 
But, this decline comes after an increase in production of crude oil and 
natural gas, compared to 2009 and 2010, where the increase in the years of 
reserves was largely due to the decline in production. Hence, the increase in 
the recovery rate to 85.8% vs. lower levels in prior years is highly positive. 
 
 

Table 2.10 
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In an effort to increase reserves and maintain production levels Pemex has 
begun issuing contracts with the private sector for the extraction of oil in 
mature fields largely in the state of Tabasco and in off-shore sites in shallow 
waters in the Gulf of Mexico. These contracts have been designed in order to 
make them sufficiently attractive to private companies without allowing them 
to register the reserves on their balance sheets, as this would raise 
constitutional issues as to their validity. Of course, the contracts also are 
designed to serve the purpose of providing profits to Pemex. Although these 
contracts could potentially permit Pemex to increase its reserves and limit 
increases in its own Capex program, it is not yet clear whether in the short to 
medium term they will have anything other than a marginal impact on total 
production.  
 
 

3. Operations and Trade Balances 
 

3.1. Crude Oil Production and Volume Exports 
 
Pemex has experienced a long-term decline in crude oil production. 
Nevertheless, during 2010 and through September 2011, there was a 
noticeable reduction in the rate of decline. During this period of decline, 
exports fell roughly in tandem with production. A major exception was the 
2009 recession when falling prices led to a reduction in the profitability of 
exports and substantial declines in the volume of international shipments. In 
contrast, the economic recovery during 2010, including significant increases 
in crude prices, permitted a rebound in exports, and a return to the historical 
relationship to total production. The decline in production, the first priority of 
which is for processing into refined products to meet domestic demand, has 
meant that the amount of crude oil available for exports has also been 
reduced. However, due to technical aspects in the refining of oil products 
there has been a need for higher imports, as a substitute for delays in 
production. On the positive side, the limited increase in domestic demand 
and an assumed good control of the demand cycles by the company has 
meant that rise in imports has not been as great as it otherwise would have 
been. 
 
At the time of this writing, Hacienda has released its proposed economic 
program for 2012. This includes estimates for production and exports for 
2011 as well as projections for 2012. In the discussion that follows we 
examine the broader trends summarized in the above paragraph as well as 
the relationship between them and the recently released forecasts. As we 
shall see, the forecasts suggest a major break with recent developments 
(i.e., lower levels of exports) making it a bit difficult to assume that they will, 
in fact, be achieved.  
 
In Graph 3.1.1 we show the evolution of Pemex’s declining crude oil 
production. The rate of decline diminished sharply during 2010 and has been 
at roughly 1.15%, for the twelve months through September 2011. From 
levels of around 3.40MMbd, at the end of 2004, to the current level (12m 
through Sep’11) of output at 2.55MMbd, the decline has been roughly 25%.  
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Based on data of the latest Economic Program for 2011, for the Graph 3.1.1 
we considered that the production will reach an average of 2.55MMbd by 
2011 year-end. This would represent a decrease of 0.94% vs. the average 
production in 2010.  
 
In Graph 3.1.1 below we are assuming total average daily production during 
2011 of 2.55MMbd (vs. the 2.58MMbd in 2010). The graph clearly shows 
how even this smaller number implies that YoY growth would turn 
significantly upward under the proposed 2012 program.  

 
 

Graph 3.1.1 

 
 
 
The corresponding evolution of exports in the context of falling production is 
seen in Graph 3.1.2. The rate of decline was especially severe during the 
2009 recession when on a trailing twelve-month basis in March of that year 
they fell roughly 16.4%. In contrast, the sharpest decline in production was 
only at 8.8%. With the recovery, exports surged reaching a maximum YoY 
advance (on a 12m moving average basis) of almost 14.7% in January 2011. 
For the twelve-month period ending in September 2011 the increase was a 
still strong 5.5%. In Graph 3.1.2 we are also assuming that by 2011 year-end 
exports will average 1.35MMbd, modestly below the 2010 achieved level. 
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Graph 3.1.2 

 
 
 
In Graph 3.1.3 we merge the previous two charts by showing the percentage 
of total production that is exported on a trailing twelve-month moving average 
basis. As the graph suggests, the sharp decline in exports during 2009 is 
reflected in the drop in the proportion of production that was exported, falling 
to a low of 46.5% in February 2010. Before the 2008 recession began, the 
proportion had been close to 55%. With the recovery in prices in 2010, the 
ratio of exports to production increased dramatically climbing to 54.0% in 
September, almost equal to the pre-recession level.  
 
 

Graph 3.1.3 
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Prior to the release of the 2012 Federal Revenues Law proposal we had 
been assuming that a level of around 54% would continue, at least through 
2012. However, Pemex’s guidance assumes that for 2011 the ratio will fall 
sharply to 45.1%. Our assumptions made as shown in the previous two 
graphs (3.1.1 and 3.1.2) imply a less dramatic but still noticeable drop to 
around 52.7%. For 2012, the Federal Income Law assumes a still lower ratio 
of exports to production of 46.6%, with production at 2.56MMbd and exports 
at 1.18MMbd.  
 
 

3.2. Pemex’s Trade Balance 
 
In the previous section we discussed the evolution of Pemex’s crude oil 
production and its volume exports. There we noted that the maintenance of a 
relatively stable ratio of exports to production of over 50% meant that 
production available for the processing of refined products for sale 
domestically was reduced. The consequence would be higher imports and a 
lower trade surplus for Pemex. In this section we discuss the evolution of 
Pemex’s imports, the drivers behind those imports and the resulting trade 
surplus, including the impact of rising levels of investment spending. 
 
The economic recovery of 2010, including volume exports, and its 
persistence through the first half of 2011 has resulted in a major rebound in 
Pemex US$ exports as seen in Graph 3.2.1, where we also show the change 
in the price of the export mix. 
 
The rebound in price has been stronger than we had anticipated last year. 
This, combined with the recovery in volume exports, has allowed US$ 
exports to reach roughly US$53.1bn over the last twelve months through 
September 2011, near the peak of US$55.9bn in mid-2008. Graph 3.2.1 also 
shows the evolution of the price of the Mexican export mix, which at around 
US$93.9 (12m average by Sep 2011) is approaching record levels of around 
US$90.2 also in mid-2008. The decline in the line (green) representing 
Pemex exports from the highs in the summer of 2008 relative to the price line 
(blue) reflects the decline in volume exports. 
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Graph 3.2.1 

 
 
 
The decline in US$ crude exports vs. the previous high, both in absolute 
terms and relative to price, has had the effect of reducing Pemex’s trade 
surplus. However, a second factor also hurting the trade balance is the rising 
level of import volumes. The basis for rising imports is seen in Graph 3.2.2 
below which shows the declining level of production available for the 
processing of refined products. That graph shows the decline from around 
1.50MMbd at the end of 2005 to roughly 1.18MMbd over the twelve-month 
period that ended in September, a decline of roughly 21.4%.  
 
 

Graph 3.2.2 
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Graph 3.2.2 also shows the impact of the assumptions made in Hacienda’s 
budget for 2011, which were partially incorporated into our forecasts as 
discussed in the previous section. The assumption of falling exports 
produces a dramatic increase vs. recent trends in crude oil production 
available for domestic use.  
 
The decline in the use of crude oil production for domestic processing has 
resulted in a growing dependency on imports, especially of refined products. 
To emphasize the relevance and impact of refined products imports, we 
analyzed the relationship between refined products imports to total Pemex’s 
exports in Graph 3.2.3. The data is based on twelve-month moving averages 
and compares the net Pemex’s exports (crude oil, refined products, natural 
gas and petrochemicals products) to refined product imports (i.e., excluding 
the import of natural gas and petrochemical products).  
 
 

Graph 3.2.3 

 
 
 
The graph shows that the balance between refined products imports and 
Pemex’s exports in trailing 12m to September 2011 remained 24.7% below 
the maximum reached, before the 2009 recession, in August 2008. In 
contrast, total exports were only 4.9% below the pre-recession peak. The 
graph also shows the evolution of imports as a percentage of exports (Green 
line). This percentage has risen from around 13.1% at the end of 2003 to 
roughly 52.9% for the twelve-month period that ended in September 2011.  
 
In the below Graph 3.2.4, we examine the impact of rising imports on 
Pemex’s trade balance between refined products imports and total exports 
controlling for changes in the price at which it sells its crude oil exports. The 
graph plots the result of dividing the trade balance over a moving twelve-
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month period by the daily average price of crude oil shipped by Pemex over 
the same time period. 
 
 

Graph 3.2.4 

 
 
 
On the positive side, the decline in the trade surplus per US$ of export price 
appeared to have stopped during most of 2010 and roughly the first quarter 
of 2011 at around 288.7bp. One reason for the stabilization is that the rate of 
decline in production is no longer as great as it had been in the past, a point 
discussed in detail in previous section. However, during 3Q’11 the line once 
again shows a downward trend, something that we will be closely monitoring 
in future quarters.  
 
A second factor explaining the relative stabilization in the trade surplus per 
US$ of export price is that the internal demand for refined products in Mexico 
has been relatively flat, especially in comparison with GDP, more so than we 
had anticipated. In Graph 3.2.5 below we show the comparative evolution of 
the Global Index of Economic Activity (IGAE) a monthly index that shadows 
Mexico’s GDP, which is estimated by the National Institute of Statistics, 
Geography and Informatics (INEGI) and an index measuring the volume sale 
of refined products in Mexico by Pemex. 
 
As the graph demonstrates, the Mexican economy (on a 12m basis) has 
surpassed the maximum level of activity reached before the crisis. In 
contrast, domestic volume sales were 3.5%. However, during 3Q’11 it is 
possible to note a rebound in the sale of refined products in the domestic 
market. This helps to explain the above-cited reduction in net balance of 
refined product import to total Pemex’s exports per US$ price of oil crude. 
The fact that domestic demand basically has not risen liberates crude oil 
production for export and reduces the need for imports. 
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Graph 3.2.5 

 
 
 

Even though Pemex imports have risen substantially, the rate of growth has 
generally been declining, with the above-mentioned exception of 3Q’11. This 
we consider is due to two factors: smaller rates of decline in crude oil 
production and modest increases in the internal demand for refined products. 
In Graph 3.2.6 we show the evolution of the trade balance for refined 
products, on a volume basis. Thus trade balance deficit increased around -
147Mbd at the end of 2005 to nearly -499Mbd for the average 12m that 
ended in Sep’11. Despite the fact that the YoY increase was a still strong 
33.3%, and that the rate of growth has once again turned upward, the rate of 
increase in the deficit was lower than in January 2011 and March 2008 
(66.6% and 120.7%, respectively). 
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Graph 3.2.6 

 
3.3. Pemex and Natural Gas 
 
Although, representing a small percentage of Pemex’s operations, natural 
gas sales are worth analyzing. As a percentage of total revenues, natural 
gas represented roughly 4.4% of total sales for the four-quarter period that 
ended in 3Q’11. As a percentage of domestic sales they represented 8.7%. 
While production has not experienced the kinds of declines, that affected the 
crude oil sector, it recently has stagnated with some acceleration in its drop 
during 3Q’11, while imports are rising at pair with the demand. However, 
prices have been stable to declining (not the case for crude oil), providing a 
welcome support to Pemex operations. In Graph 3.3.1 we show the evolution 
of natural gas production. 
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Graph 3.3.1 

 
 
 
During the period when Pemex’s crude oil production was experiencing 
important declines, natural gas production was expanding strongly. That 
significant expansion came to an end in mid-2009, but it has maintained at a 
stable level. Recent trends, however, suggest that we could soon be seeing 
some declines. 
 
Unlike oil products, the demand for natural gas in Mexico has been strong. 
The strength in demand has meant that imports for natural gas are also on 
the rise; nevertheless the good production levels through mid-2009 helped to 
soften the base from which those imports are rising (initially relatively low at 
around 11.6%).  
 
The evolution of demand relative to GDP is seen in Graph 3.3.2. The 
strength of natural gas demand contrasts with that of refined products as 
shown in Graph 3.2.5 above.  
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Graph 3.3.2 

 
 
 
In Graph 3.3.3 we show the evolution of Pemex imports of refined products 
and natural gas compared to domestic sales for each business. The strength 
of natural gas production until mid-2009 meant that imports declined as a 
percentage of sales while refined products imports were rising dramatically. 
However, as gas production was reaching a peak, imports began to expand 
sharply and continue to do so. 
 
On the positive side, the combination of relatively stable production, rising 
demand and expanding import volumes, have not shown that negative 
impact in value terms. This is due to the fact that natural gas prices have 
been relatively stable.  
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Graph 3.3.3 

 
 
 
The Graph 3.3.4 shows the notable difference in the evolution of Pemex 
refined products’ prices and its cost for importing natural gas. At the 
beginning of the shown period, refined products’ price was at roughly 
US$37.4 per barrel and at September 2011 had reached US$123.2 per 
barrel, an increase of roughly 230%. In contrast, natural gas prices began 
the period at US$6.11 per thousand of cubic feet and by September 2011 
had fallen to US$4.22 per thousand of cubic feet. Over the last twelve 
months, Pemex natural gas imports reached US$1.23bn. Thus, if the price of 
natural gas had risen at the same pace as refined products, the value of 
those imports would be around US$7.8bn. 
 
A major reason for the behavior in natural gas prices is the introduction of 
new technologies that make it possible to extract natural gas from shale 
through processes such as horizontal drilling and “fracking”.  
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Graph 3.3.4 

 
 
 

4. Major elements of the Base Case Pemex Forecast 
 
With three quarters of information reported we are forecasting that Pemex 
will end 2011 with P$648.9bn in net debt. The forecast net debt would 
represent an increase of P$117.8bn vs. the P$59.0bn increase in 2010. 
Furthermore, our base case assumes net debt of P$706.2bn for the end of 
2012, or an increase of another P$57.3bn. (Please see Balance Sheet in 
Section 7). In our previous report we had projected net debt of P$654.4bn for 
YE 2011 and P$719.5bn for YE 2012. HR Ratings current forecast assumes 
period ending exchange rates of P$13.75 and P$13.80 for 2011 and 2012, 
respectively. The volatility in the exchange rate is extremely large and is 
often due to factors not directly related to Mexico’s fundamentals. For its 
part, the evolution of net debt is seen in Table 2.9 above. Higher crude prices 
than originally forecast have had a positive impact upon Pemex. 
 
In terms of revenues, detailed breakdowns (in nominal pesos) are presented 
in Table 4.1 (domestic) and Table 4.2 (external) below. To provide 
perspective, each Table shows total sales (exports and domestic). 
Additionally, in the case of domestic sales we also show total revenues 
including IEPS income. After an increase in total revenues (including IEPS) 
of 20.3% in nominal peso terms in 2010 we are expecting sales to increase 
26.4% in 2011. One factor behind the increase in sales is the rise in IEPS 
income, which almost doubled in 2010 and we assume will more than double 
in 2011. We estimate that IEPS income will rise strongly in 2013 and 2014 as 
the government becomes hesitant to continue to pass the burden of rising 
crude prices directly onto consumers. 
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Table 4.1 

 
 
 
We expect crude oil exports as a percentage of total sales, including IEPS 
income, to remain relatively stable at 35.1%. In the case of domestic sales, 
oil products represent the largest proportion by far, with natural gas in 
second place and petrochemicals constituting a small proportion of total 
income. In the case of exports, crude oil represents the dominant portion, 
with petrochemicals and natural gas being of much lesser importance. 
 
 

Table 4.2 

 
 
 
The major change in our current forecasts vs. our previous report is in the 
price of crude oil. We are expecting that the Mexican export mix price will 
average US$99.5 per barrel for 2011 vs. our previous forecast of US$76.1 
per barrel. We would not have expected that such slow global growth 
(especially in the U.S.) would produce the current levels of oil prices. The 
sharp increase in prices appears to be related to the continued strong growth 
in the emerging markets, especially China, and the accommodative 
monetary policies followed by the U.S., particularly in Q2’11. HR Ratings 
assumptions as to prices, crude oil production and exports are seen in Table 
4.3 below. 
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Table 4.3 

 
 
 
In addition to higher crude prices, Pemex was also able to export more than 
we had anticipated even though its production level appears to be slightly 
lower. In our initial report we forecasted production and exports for 2011 of 
2.66MMbd and 1.25MMbd (47.0% of production); close to guidance of the 
Federal Income Law 2011 (production and exports of 2.55MMbd and 
1.15MMbd, respectively). However, our latest estimates suggest that the 
levels will be closer to 2.56MMbd and 1.34MMbd. Thus, instead of exporting 
47% of its production, it appears that Pemex will be able to export 
approximately 52%. In large part, this reflects the slow growth of demand for 
refined products as discussed in section 3.2. 
 
As the data presented in Table 4.3 above suggest, we assume that crude oil 
production not exported, and left for the processing into finished products, 
will grow slowly since 2011 (please see our discussion in section 3.1). On the 
other hand, we are assuming that domestic demand will also increase at a 
slower pace, as has been the case. Consequently, we see volume imports, 
as a percentage of internal demand, experiencing little change going 
forward. The evolution of domestic volume sales and imports are in Tables 
4.4 and 4.5 below. 
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Table 4.4 

 
 
 
Relevant to note, is the robust increase in natural gas volume sales and the 
strong rise in imports. Accordingly, from 2010 to 2014 we expect an average 
annual increase of 0.7% in the sale of refined products. In contrast, we 
expect natural gas sales to continue to show strong increases, with average 
annual growth of 4.0%. Furthermore, we assume that natural gas production 
will be basically unchanged. As a result, we see Pemex natural gas imports 
as a percentage of domestic sales rising sharply in contrast to relative 
stability in imports of refined products.  
 
 

Table 4.5 

 
 
 
The forecasts for imports depend not only on internal demand but also on 
Pemex’s production. In Table 4.6 we show our production forecasts which 
determine the level of imports necessary to meet gaps between production 
and demand. We assume that Pemex will be able to slightly increase 
production in 2012 and thus be able to reverse two consecutive years of 
declines. If it cannot do so, imports are likely to rise with a negative impact 
on the trade balance. 
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Table 4.6 

 
 
 
As for margins, we assume that these will continue their expansion although 
at a more modest pace. We see EBITDA margin adjusted for pension 
liabilities (please see Section 2.3 for a discussion of margin metrics, 
historical levels and base case forecasts), advancing from an expected 
60.3% in 2011 to 60.2% in 2014. This metric reached 65.7% in 2007 and fell 
to 55.3% in 2009. 
 
Another major positive for Pemex has been its ability to keep net financial 
costs, excluding the FX account, at low levels. We had expected higher net 
charges. Please see Table 2.6.1 for historical values and forecasts. For all of 
2011, we are expecting net financial costs to reach P$29.5bn vs. P$32.1bn 
in 2010. Our 2011 forecast is base on the favorable performance during the 
first nine months of the year, which we saw a net cost of P$22.3bn compared 
to P$25.5bn through September of 2010. 
 
As we discussed in Section 3.2, an important element of the evaluation of 
Pemex is its contribution to the national energy’s trade balance. As part of 
the government sector, with the responsibility to exploit the nation’s 
hydrocarbon resources, it is relevant that Pemex generates an important 
level of foreign exchange. In Table 4.7 we show our forecasts relative to 
Pemex’s trade balance and that of Mexico’s energy sector in general, 
including imports by the private sector. 
 
With rising oil prices stable to modest increases in crude volume exports and 
stable imports, we see the surplus increasing. By the end of our forecast 
period in 2014 we project a Pemex surplus of US$26.3bn. This is based on 
an average price of US$122.6 per barrel for that year. The price for 
September 2011 is US$100.1 per barrel. Supporting the increase in Pemex´s 
surplus is the projected stability in imports as a percentage of exports in 
value terms, at around 61.5%. This would be a major accomplishment for 
Pemex as the import to export ratio rose from 39.8% in 2007 to nearly 58.2% 
forecast for all of 2011. 
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Table 4.7 

 
 
 
As for the overall energy related trade balance we expect that this will also 
increase although at a less rapid rate than Pemex’s own trade surplus. This 
is due to the expectation of rising natural gas imports by the private sector as 
well as increasing prices. A critical factor here is the ability to increase non-
conventional natural gas production, especially in the context of rising 
environmental concerns.  
 
 

5. Major elements of the Stress Case Pemex Forecast 
 
Our stress scenario shows a substantial decline in cash flow generation in 
pesos on the part of Pemex and with it a significant deterioration in the PTCF 
(please see section 6.3 below) to net debt ratio. The result would no doubt 
produce important pressure on the Federal Government’s finances. Among 
these pressures would be an important decline in Pemex’s external trade 
balance including a deficit in our forecast overall energy balance. At this 
point in time, however, it appears that the likelihood of the stress scenario 
actually developing is quite small. We present it in order to show the 
dynamics of Pemex’s finances in a “worst case” scenario 
 
The key assumption in our stress scenario is the combination of a lower 
international price of crude oil and major declines in the level of crude and 
natural gas production by Pemex. We also assume that Pemex´s level of 
Capex would remain largely unchanged, at least in nominal peso terms, as 
substantial amounts of investment would be necessary to prevent even 
further reductions in production. For their part, EBITDA margins would fall 
substantially in the stress case. Given the much higher profitability of the 
Exploration and Production division of Pemex, lower levels of both would 
have a substantial impact on operational profitability. In the stress scenario 
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the peso would experience a sharper devaluation than in the base case. In 
the appendix in Section 8, the three principal financial statements (Balance 
Sheet, Income Statement, and Cash Flow) for the Stress Case are presented 
in nominal peso terms.  
 
The details of the most important assumptions in the stress scenario are 
seen in Table 5.1 below. Thus the stress scenario assumes that crude oil 
production declines in 2014 to 2.12MMbd vs. 2.59MMbd (Table 4.3) in the 
base scenario, a reduction of 18.1%. As for exports, these would decline to 
0.99MMbd, a fall of 26.4%. In consequence, volume exports as a percentage 
of total production also falls reaching 46.8% vs. 52.0% in the base scenario. 
As we have discussed this is what occurred during the recession of 2009 
which saw lower international crude prices.  
 
The other major source of stress is in terms of the price of crude oil. In our 
stress case, we assume that the price of Pemex’s export mix will fall to an 
average price of US$79.9 per barrel in 2014. This would represent a decline 
of 34.8% vs. the average of US$122.6 per barrel incorporated into the base 
case scenario.  
 
 

Table 5.1 

 
 
 
The combined impact of lower production, lower export volumes -even as a 
percentage of lower production- and lower prices, leads to a 52.0% fall in 
crude oil exports in 2014, for example. These would decline from US$60.4bn 
in the base case to US$29.0bn in the stress scenario. The details of our 
trade forecasts are seen in Table 5.2 (compare to Table 4.7). The impact on 
the trade balance is especially severe; this due to the additional assumption 
of higher volume imports. The additional stress of higher volume imports 
offsets much of the gain from lower prices. We discuss imports below.  
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Table 5.2 

 
 
 
As an additional element of stress, we also assume a lower level of 
production of refined products per unit of crude inputs (see last row in Table 
5.4 below and Table 4.6 above). This has the effect of increasing still more 
(along with overall production declines) the percentage of imports to 
domestic sales. The evolution of domestic sales is seen in Table 5.3 below. 
 
 

Table 5.3 

 
 
 
We assume domestic demand for refined products reaches 1.79MMbd by 
2014. In contrast, the level forecast for our base case is 1.83MMbd (Table 
4.4). This slight decline of only 2.4% reflects the assumption of a weaker 
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domestic economy due to Pemex. In reality the actual decline could be much 
greater. However, lower oil prices would reduce the impact of that 
macroeconomic effect on demand. 
 
In Table 5.4 we show our forecast evolution of the production of refined 
products in the stress scenario. By 2014, production is 12.7% below the 
forecast in the base case (1.24MMbd vs. 1.42MMbd), largely due to the 9.2% 
reduction in crude oil (1.13MMbd vs. 1.25Mbd) used in processing, as 
opposed to exportation. The 18.1% reduction in production vs. the base, 
along with a smaller 2.4% decline in demand, necessarily implies higher 
levels of imports.  
 
 

Table 5.4 

 
 
 
Thus in Table 5.5 we assume that refined products imports as a percentage 
of refined product sales will rise to 47.3% in the stress case. In contrast, in 
the base case the percentage is only 40.5% (Table 4.5). 
 
 

Table 5.5 

 
 
 
Less important, although still relevant, is the issue of natural gas. Our stress 
case assumes that natural gas production will also decline. Hence, we 
forecast that for 2014 natural gas production will reach 5,705mcfpd, a 12.2% 
reduction from 3Q’11 levels and a 10.3% decline vs. the base case 
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assumption for 2014. As a result, we also assume that natural gas imports 
will rise to US$3.70bn in 2014 vs. US$2.70bn in our base case. 
 
As for revenues as reported on the income statement, these are found in 
Table 5.6 (domestic) and Table 5.7 (external) below. These can be 
compared to Tables 4.1 and 4.2 above, for the base case. 
 
 

Table 5.6 

 
 
 

Table 5.7 

 
 
 
As for margins, we assume a substantial deterioration vs. the base case. 
Thus for 2014 we are forecasting that the EBITDA margin adjusted for 
pensions will fall to 54.5% vs. 60.2% forecast in our base for 2014 and 60.3% 
for 2011 (as shown in table 2.3). In fact, margins could fall even further given 
the severity of the declines in production and internal crude prices.  
 
In this context, we should note the substantial differential in margins by 
division. Thus, for the first nine months of 2011, Pemex has reported that its 
overall margin was 51.0%, since the gross margin for the Exploration and 
Production unit reached 80.2%, however, the margin for the Refining unit 



 
La nueva alternativa en calificación de valores. 

 

 
 
 

Hoja39 de 54 

Petróleos Mexicanos 

Long Term Rating 

  

January 26, 2012     Corporate Ratings 

 HR AAA 

 

 

was a negative 32.2%. We adjusted the data for the refining unit by adding 
IEPS income to both sales and profit. The adjusted result was a margin of -
22.2%. This more accurate measure still shows the importance of crude oil 
production and exportation to Pemex’s profitability. 
 
By 2014 year-end, our exchange rate assumptions for the stress scenario, 
considers that it will reach P$16.94 per dollar vs. P$14.20 per dollar in the 
base case scenario (peso forecasts are found at the bottom of the Income 
Statements). The forecast for the peso, due to its own nature, is subject to a 
substantial level of error as it can be affected by events in which Mexico 
plays no direct role. Thus the recent devaluation in the peso (during August 
and September) appears to be more related to the debt crisis in Europe than 
to any sudden negative perception regarding Mexico’s economy behavior.  
 
 

6. Pemex’s sovereign debt credit rating 
 
Additional to all the previously listed elements, one assumption that 
strengthens Pemex’s AAA ratings is that it enjoys a sovereign debt credit 
rating, given its strategic importance for the Mexican Federal Government. 
The Federal Government has not given any explicit guarantee to Pemex 
debt. However, we believe that in view of Pemex’s importance to the national 
economy in general and to the finances of the Federal Government in 
particular, its debt, for all intents and purposes, has the backing of the full 
faith and credit of the central government. Although Pemex has substantial 
foreign denominated debt, its income stream is such that its financial position 
is unlikely to be harmed by peso devaluation.  
 
Pemex’s importance to the national economy is evident in the fact that it 
generated during 2010 a trade surplus of US$19.6bn versus an overall trade 
deficit of US$3.0bn. Pemex’s importance to the finances of the Federal 
Government is reflected in the information reported by the Ministry of 
Finance (Secretaría de Hacienda y Crédito Público), which states that the oil 
revenues represented 32.9% of the central government’s total revenues 
during 2010. Most of the oil revenues came from taxes and duties, which 
represented the 51.0% of Pemex’s revenues in 2010. 
 
 

6.1. The Mexican Federal Government and Pemex 
 
Turning directly to the Mexican Federal Government, we now examine the 
evolution of that entity’s dependence upon petroleum industry revenues 
(crude oil, natural gas and refined products). At November 2011, the Federal 
Government’s dependence has increased by 2.9 percentage points 
compared to November 2010, reaching 30.4% vs. 27.5%, as seen in Graph 
6.1.1. Although still below historical highs, the dependence remains 
substantial while it appears poised to rise still further. Clearly, the Federal 
Government needs Pemex, not only because of its importance for the 
national economy, but also as a source of revenue.  
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Graph 6.1.1 

 
 
 
In order to obtain this revenue, the Federal Government drains off a large 
proportion of Pemex’s income, as we will also see in our analysis of Pemex’s 
cash flow. In Graph 6.1.2 we show the percentage of public sector oil income 
that is transferred to the Federal Government.  
 
 

Graph 6.1.2 

 
 
 
Over 2010, the percentage of oil revenues transferred to the Federal 
Government remained relatively stable and is somewhat in the middle of the 
maximum and minimums reported over the last ten years or so. With the 
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declines in net exports per US$ of price for crude, and the rising needs for 
investment spending (both issues to be analyzed later in this report), it 
appears that the Federal Government will find it difficult to return to the highs 
of over 80%. On the other hand, it also appears that the floor (slightly above 
50%) won’t be broken.  
 
 

6.2. Structure and Volatility of Pemex Revenues 
 
It has been argued that the dependence of the Federal Government on 
unstable oil revenues represents an important threat to the viability of that 
entity’s revenues. In the past, this dependence on and the volatility of oil 
revenue have been used as a variable in the determination of Mexico’s 
sovereign debt in a global context.  
 
Although we believe that the dependence and volatility of the oil revenue 
stream represent vulnerability, neither should that vulnerability be 
exaggerated. In section 2.1 above we examine the impact of the 2008 crisis 
on Pemex (and thus Federal Government) revenues and how they have 
advanced over 2010 year.  
 
Our conclusion is that the volatility of Pemex revenues has to be understood 
within the context of the composition of that income flow. The more volatile 
component comes from the relatively small portion that depends directly 
upon international price levels. Less volatile are revenues that are derived 
from the domestic economy where the Mexican government sets prices.  
 
As we documented in section 2.1, in the 2008 crisis, domestic revenues 
dropped sharply although not as much as international revenues. This was 
due to the Mexican government’s decision to reduce energy price pressures 
domestically, in conjunction with declining international prices. Although this 
reduces revenues, it had the positive effect of providing a degree of counter 
cyclical stimulus in the face of declining aggregate demand, and to reduce 
inflationary pressures. Lower inflation has the impact of permitting lower 
interest rates and thus lowers financial costs. As a consequence, the 
Mexican government’s control over domestic energy costs served as an 
effective tool in its fiscal policy management and is not necessarily a 
disadvantage in the evaluation of its sovereign debt. 
 
 

6.3. Sovereign credit risk 
 
We expect that there will be improvement in our metric of Pre-Tax Cash Flow 
(PTCF) to Net Debt, which we forecast as reaching 1.23x for 2011 vs. 1.10x 
in 2010 and 0.96 in 2009. Still, these levels are below the average 2.2x and 
1.8x levels during 2007 and 2008 (This metric is found in the balance sheet 
in the appendices). This metric demonstrates the strong cash flow generation 
of Pemex versus its net debt. Pemex’s accumulation of debt is not a function 
of its internal limitations but rather of the Federal Government’s dependence 
on oil revenues to finance its operations. For this reason, we believe that our 
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determination that Pemex credit risk should be classified as sovereign is fully 
justified.  
 
For its part, our measure of Pre-Tax Cash Flow (PTCF) reached P$585.1bn 
in 2010 versus our estimate of P$454.7bn in 2009. Nevertheless this higher 
level is very much below our estimate of P$784.1bn on average among 2007 
and 2008. In conclusion, the substantial deterioration that we saw in 2009 
was reversed in 2010 and we expect further improvement in 2011. In Table 
6.3 below we show the major elements in our calculation of PTCF. 
 
 

Table 6.3 

 
 
 
Note: Please see our methodological note at end of this report (Section 9) 
where we discuss some important issues regarding our analysis of Pemex’s 
financial statement. 
 
 

6.4. Pemex Investments and National Energy Trade Balance 
 
Thus far our analysis of foreign trade has naturally concentrated on Pemex 
exports and imports. It is relevant in this context briefly to take a somewhat 
broader view by examining Mexico’s overall energy trade balance, including 
imports by the private sector. Additionally, we examine the level and 
development of Mexico’s trade balance, incorporating Pemex’s growing 
investment spending. Although we have no data that specifically tells us how 
much of Pemex’s investment spending is based on imported goods and 
services we believe it is a safe to assume that a substantial portion is 
imported. Regardless, we believe that it is valuable to measure the 
contribution of Mexico’s energy sector net of investment spending especially 
as that spending, at least by Pemex, has risen substantially while at the 
same time that production remains stagnant. 
 
As for Mexico’s private sector energy trade we basically obtain the difference 
between total energy imports as reported by INEGI and imports reported by 
Pemex.  
 
In Graph 6.4.1 we show Pemex’s net energy exports less our estimate of 
Pemex investment spending. The information from 2009 is based on the 
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monthly investment spending reported by Hacienda. The data prior to 2009 
are from Pemex’s annual investment spending reports, including spending 
through the Pidiregas program.  
 
 

Graph 6.4.1 

 
 
 
The Pemex net energy exports data series can be compared to the 
information seen in Graph 3.2.3 above where we show Pemex’s net oil 
product exports. From those numbers we deduct approximately US$1.4bn 
(last 12M as of September) for imports of natural gas and petrochemicals. 
The data show that after deducting investment spending, Pemex’s net 
exports are approximately US$3.2bn. That number may have greater validity 
as an indicator of Pemex’s foreign exchange contribution to Mexico than the 
US$22.8bn in net trade exports. On the positive side, a year ago the number 
showed a surplus of only US$19.6bn.  
 
The data series including our measure of private sector energy imports, less 
Pemex investments, shows a deficit for the twelve months ending in 
September of roughly US$7.5bn. Private sector imports were nearly 
US$10.6bn. Thus, including private sector imports, our analysis suggests 
that Mexico on net is no longer an energy exporting economy. The exact 
balance depends upon actual Pemex importation of investment goods and 
services, and private sector investment spending on energy for which we do 
not have any data at this point in time. 
 
INEGI does not publish volume information that would allow us to determine 
the exact composition of private sector imports although we believe that they 
are largely natural gas. In this context the price declines of this product 
represent a positive development for Mexico’s net energy balance. In fact, on 
a trailing twelve-month basis private sector imports are still below the 
maximum reached in November 2008 of US$11.2bn.  
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6.5. Stress Case assumptions on Pemex’s sovereign debt 
 
In Table 6.5 we show our forecast evolution of Pre-Tax Cash Flow. This 
Table should be compared with Table 6.3 above. Table 6.5 shows PTCF 
generation in 2014 for the stress case, the last year of our forecasts, as 
reaching P$538.7bn. In contrast, our base case forecasts PTCF for that 
same year reaching P$1,110.0bn. For the three-year period of 2012-2014 
total PTCF would reach P$2,998.1bn in the base case vs. P$1,740.9bn in 
the stress scenario, a full 41.9% decline.  
 
The decline in cash flow in our stress case leads to net debt at the end of our 
forecast period of P$1,107.6bn vs. P$834.1bn in our base case scenario. In 
the stress case, net debt from the end of 2011 would increase by P$119.9bn 
vs. an expected increase of P$117.8bn in the base case. As a result of the 
decline in cash flow generation and the increase in net debt, the PTCF to Net 
Debt ratio deteriorates significantly. In our stress scenario we see the ratio 
falling to 0.50x in 2014 vs. 1.33x in our base case. However, even the 
depressed 0.50x ratio means that Pemex generates enough pre-tax cash 
flow to pay off all of its debt, net of cash, in roughly two years. Of course, the 
government’s ability to function would be significantly affected if it does not 
receive the base case level of Pemex’s revenues. This only reinforces our 
view of the total interdependence between Pemex and the Federal 
Government. (Please see Balance Sheets in the appendices for the evolution 
of the GCF/Net Debt metric). 
 
 

Table 6.5 

 
 
 
The deterioration in the energy trade balance in our stress scenario vs. our 
base is troubling. Thus in the stress case we assume that by 2014 the 
energy products balance would be a negative US$7.8bn with almost 
breakeven for Pemex. In contrast, our base case assumes an overall surplus 
of US$9.2bn in 2014 and a Pemex surplus of US$26.3bn. 
 
The deterioration of the energy trade balance would represent a challenge 
for Pemex and the Federal Government. However, there are two 
compensating factors to take into consideration. First, the weaker exchange, 
rate combined with a somewhat less favorable macroeconomic environment, 
as a result of the deterioration in Pemex’s position, would lead to a lower 
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level of non-energy imports. Second, and perhaps more importantly, lower 
global prices of crude oil, would likely increase the demand in oil consuming 
countries, most notably the U.S. This, in turn, would provide a major boost to 
Mexico’s manufacturing exports. The devaluation in the peso would 
strengthen the competitive position of Mexican manufacturing exports by 
reducing the US$ cost of internal inputs. A stronger competitive position for 
Mexico and greater demand for Mexican manufacturing exports would also 
likely help to increase the level of foreign direct investment in that sector. We 
assume that weak global growth would lead to a stimulatory monetary policy 
that would make it difficult for oil prices to reach the levels assumed in the 
Base Case. 
 
Thus, from a negative perspective, Pemex’s reduced ability to generate 
foreign exchange in our stress scenario would hinder its ability to service its 
foreign debt. However, on the positive side, stronger non-oil exports, lower 
non-energy imports, and higher levels of FDI would likely help to keep 
international reserves at levels sufficient to service public sector debt.  
 
Although we believe the assumptions behind the stress scenario are unlikely 
to happen (i.e. lower production and lower prices), the Mexican economy 
possess a compensatory dynamic that could help to mitigate somewhat the 
possible damage to the capacity of the Government to generate foreign 
exchange. 
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7. Appendix – Base Case 
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8. Appendix – Stress Case 
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9. Methodological Note 
 

9.1. Stress Case Scenario 
 
According to the methodology, HR Ratings apply a stress case scenario to 
complement our base case analysis. The payment capability, described in 
the diverse scenarios, supports the rating level of the entity and its different 
debt emissions. However, the possibility of a more adverse economic 
environment, than the ones showed in this document’s scenarios, should not 
be discarded. In concordance to our methodology, we used the higher 
production annual decrease (6%) of the last years to forecast, our stress 
scenario. 
 
 

9.2. Cash Flow/Balance Sheet Reconciliation 
 
Pemex’s reporting of financial information has experienced some recent 
changes. This is especially the case for its cash flow statement. One point 
worthy of note is the information included in the most recently updated cash 
flow statement for the last three years (2008, 2009 and 2010) as found in 
Pemex’s 2010 Audited Reports. In that report the beginning and ending cash 
flow numbers for the 2008 cash flow statement show levels of cash that are 
not consistent with the last audited balance sheets for 2007 and 2008. Thus, 
the beginning and ending cash levels as reported in the cash flow statement 
are: P$182,856m and P$158,881m. The latest reported cash levels for 2007 
and 2008 (in the Balance Sheet) are: P$170,997m and P$114,224m.  
 
 

9.3. Free Cash Flow 
 
There are two characteristics of our understanding of free cash flow that 
separates it from actual cash flow generation. First, it substitutes 
“maintenance Capex for actual investment spending. Thus it excludes Capex 
that will contribute to future expansion of the business. In the case of Pemex 
we assume that actual investment is equivalent to maintenance Capex, as 
lower levels of investment (at least in the Base Case) would lead to lower 
levels of crude oil production. In the stress case scenario we do not lower 
forecast Capex despite the reduction in operating cash flow generation. 
However, one could argue that maintenance Capex would require a higher 
level of investment spending as the level actually spent does not prevent a 
reduction in capacity. The second characteristic of free cash flow is that it 
excludes interest expense and interest income and thus is a concept that 
focuses on operations and financial activities are considered as separate. 
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9.4. Financial Results and Cash Flow 
 
Our accounting for cash flow projections places all non-cash P&L currency 
related effects in the “net cash from currency translation effects” account at 
the bottom of the cash flow statement. In its revised cash flow accounts, 
Pemex now reports these effects in a special account (Loss (Gain) form 
currency movements) in the “Total charges related to Financial Activities” 
section that determines the “Cash Flow from P&L before Taxes” account.  
 
Additionally, in order to separate financial from operating activities (as 
discussed on the Free Cash Flow paragraph above) we incorporate financial 
income explicitly within the cash flow statement. Thus, financial gains are 
reported as an outflow (in forecast as well as in historical cash flow 
statements) in the “Total investment related charges” section and as an 
inflow in the “Investment Activities” section. For forecast periods we also 
include in the cash flow statement the totality of financial expenses as an 
inflow in “Accrued interest expense” and as an outflow in “interest payments”. 
 
 

9.5. Calculation of US$ Financials 
 
A comment is in order relative to our preparation of some indicative financial 
figures in US$ terms across the document. The US$ financials are obtained 
by dividing “flow” accounts by the period’s average exchange rate. These are 
prepared on a quarterly basis with the annual figures being the sum of that 
year’s quarterly translations. The “stock” or balance sheet related items are 
translated into US$ on the basis of period ending exchange rates. Hence, the 
figures could be different that the ones expressed by Pemex, due to the 
exchange rate used by the rating company. 
 
 

9.6. The Repsol Operation 
 
In a press release published on September 2, 2011; Pemex announced that 
through its international subsidiary, P.M.I. Holdings, B.V., it had acquired an 
additional 4.62% of the capital of Spanish oil company Repsol YPF, S.A. The 
acquisition was made through purchases in market operations. Based on 
press releases we understand that this will increase Pemex’s participation in 
Repsol to 9.8%. This operation should be understood within the context of 
Pemex’s association with the Spanish construction group Sacyr 
Villahermoso. Sacyr has a 20% participation in Repsol. Press releases 
suggest that the purpose of the operation, at least from Pemex’s perspective, 
is to obtain the benefits of Repsol’s technology for the exploration and 
exploitation of crude oil in deep water deposits, largely in the Gulf of Mexico. 
Given the absence of official company information on the operation as well 
as reported opposition to it in Spain, this report does not include any analysis 
as to its possible long-term impact for Pemex.  
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