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Research Update:

Petroleos Mexicanos 'BBB+' Foreign, 'A' Local
Currency, And 'mxAAA/mxA-1+' National Scale
Ratings Affirmed

Overview

Despite continued shortfall in free operating cash flow (FOCF), which has
increased the PEMEX's leverage, we believe the Mexico-based oil company is
taking the right steps to turn around its operations and improve its credit
metrics in the medium term.
We expect PEMEX to continue maintaining its critical role in Mexico's economy
and integral link with the government.
We're affirming our global scale 'BBB+' foreign currency and 'A' local
currency, and 'mxAAA/mxA-1+' national scale ratings on the company. Our 'bb'
stand-alone credit profile (SACP) on PEMEX remains unchanged.
We're also affirming our 'BBB+' foreign currency and 'A' local currency global
scale corporate credit ratings on its subsidiaries.
The stable outlook on PEMEX and its subsidiaries mirrors that of the sovereign
and reflects our view that the relationship between PEMEX and the sovereign
will remain unchanged in the next couple of years.

Rating Action

On Aug. 23, 2017, S&P Global Ratings affirmed its 'BBB+' foreign currency and
'A' local currency global scale and 'mxAAA/mxA-1+' national scale ratings on
Petroleos Mexicanos (PEMEX). In addition, we affirmed our 'BBB+' foreign
currency and 'A' local currency global scale corporate credit ratings on its
subsidiaries, P.M.I. Trading Ltd., PMI Norteamerica S.A. de C.V. (PMI NASA),
and MEX GAS SUPPLY S.L.

Rationale

Our ratings affirmation reflects our expectation of an almost certain
likelihood of extraordinary government support based on the following:
PEMEX's critical role as the leading oil exploration and production (E&P)
company operating in Mexico--it provides about 16% of Mexico's public-sector
revenues through taxes and duties; and
Its integral link with the government, given its full ownership of the
company.

Following the 2013 energy reform passage, we expect private companies to
increase investments in Mexico. However, we believe PEMEX will maintain its
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leading position in the Mexican oil sector, given that it still retains rights
to 83% of country's proven and probable resources and 21% of prospective
resources. Furthermore, we believe that PEMEX will continue to be an important
contributor to the government's revenues, while the company remains 100% owned
by the government. Therefore, our assessment of PEMEX's role and link are
stable, and the ratings will continue to mirror those on the sovereign.

PEMEX continues to report a significant FOCF deficit, which has pushed up the
company's debt to EBITDA to above 5.0x for the last year, reflecting the
weight of its still large unfunded pension obligations and a substantial share
of revenue that the government takes, resulting in weak after-tax metrics.
Nevertheless, we foresee an improving outlook in the long term given that
Pemex's turnaround efforts continue to gain momentum. We base this assumption
on the following factors:
Near-term production continues to be a concern because it has fallen around
15% in the past three years, reflecting the natural decline in mature oil
fields and capital under-spending. However, we believe, PEMEX will be able to
reverse and stabilize its downward trend through partnerships, such as joint
ventures and farm-outs, and gradually increase its production platform. We
expect these associations will alleviate PEMEX's capex burden, because most of
these projects' early capex will be funded entirely by the company's
partners. Farm-outs also benefit from lower taxes and royalty rates. PEMEX's
first farm-out took place in December 2016. It signed a contract to develop
the Trión deepwater block in ultra-deep waters in the Gulf of Mexico with BHP
Billiton. PEMEX is going to auction for three more fields in October 2017.
Overall, the company expects to migrate 227 production and 66 exploration
entitlements into farm-outs.
• PEMEX will also increase its reserves through the participation in the
Mexican bidding rounds . This year, it partnered with Chevron and Inpex
to jointly develop block 3 in deep waters and with Deutsche Erdoel and
Ecopetrol for two more blocks in shallow waters.

• PEMEX embarked on a cost-cutting program with the goal of reducing MXN100
billion across all of its business segments to compensate for lower oil
prices. Over the past three years, cost control has helped PEMEX to
stabilize lifting, exploration, and development costs at approximately
$25 per barrel (bbl).

• PEMEX's EBITDA has benefitted from gasoline and diesel domestic price
increases. In January 2017, the government implemented a new fuel pricing
scheme, which for the first time recognizes all of PEMEX's logistics and
distribution

costs, and the exchange rate between the peso and the dollar. As a result,
PEMEX stopped losing money from the sale of gasoline; however, its downstream
operations continue to be inefficient, given frequent non-scheduled shutdowns
at its refineries. As a result, PEMEX has begun to seek partnerships in
operation of auxiliary services and revamps of refineries.
• The company still faces an unfavorable, but improving, tax regime. The
government has recently approved a decree to migrate fields that were
unprofitable after tax to a more benign tax regime.

We believe the ongoing energy reforms and associated changes for PEMEX are
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likely to have a positive effect in the longer term, leading to a debt to
EBITDA below 5.0x at the end of 2018 or beginning of 2019. We also believe the
company's cash flow and leverage could benefit from possible divestitures of
fixed assets and pension liability savings, given that PEMEX is currently
implementing a program to migrate employees to the new pension scheme.
Additionally, we expect that PEMEX's contracted oil hedging program, covering
409 million barrels per day (Mbd; around 20% of its total production) until
December at $42 per barrel, will give some stability to the company's revenue.

We continue to view PEMEX's business profile as the ratings' strongest
component. Our assessment on PEMEX's business risk profile is underpinned by
the company's leading position in the global oil and gas market; with around
2,000 thousands of barrels per day, it's the world's 12th-largest oil
producer. Our assessment also incorporates an all-in extracting cost of an
average of $25 per bbl. This is one of its key competitive advantages,
allowing the company to remain profitable even at current oil prices.

Despite the company's downward trend in production and reserves, PEMEX is
still large reserve holder. As of December 2016, its proved crude oil reserves
totaled 8.6 billion barrels of oil equivalent. PEMEX's reserves production
ratio has totaled 7.7 years for 1P reserves, which compares well with those of
its international peers.

Our overall base-case assumptions include the following factors:
• Our price deck assumptions for WTI crude oil of $50 per bbl for the 2017
and 2018, and $55 per bbl afterwards, minus applicable discounts for the
Mexican mix.

• Crude oil production will continue to decline in 2017, resulting from a
natural decline of company's fields: around 10% in 2017 and an increase
of 3.2% in 2018 driven by the materialization of the first shallow water
and onshore field farm-outs, resulting in 1,944 and around 2,006
thousands of barrels per day in these years, respectively.

• Revenue growth of 30.4% in 2017 as oil prices rose from the 2016 level
and gasoline sale prices increased. An increase of 3.2% in 2018.

• PEMEX's consolidated income tax and profit sharing duty-to-revenue ratio
of about 29% for 2017, decreasing to 27% in 2018 driven by a better tax
regime for some fields that are unprofitable after taxes.

• Capex of around $7.4 billion for the following years in line with the
2016 level, mainly devoted to the E&P segment.

• Potential asset divestitures in the near term.
• Debt issuances of $4 billion - $5 billion each year to finance capex if
divestitures don't occur.

• A reduction in pension liabilities in 2018.
• No significant impact on financial metrics due to exchange rate
fluctuations because PEMEX's dollar and dollar-denominated sales provide
a natural hedge.

Under these assumptions, we arrive to the following credit metrics:
• Adjusted EBITDA margin of 40.6% in 2017, improving slightly to 41.2% in
2018, because we believe PEMEX will be able to trim the amount of the

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 23, 2017   4

1905329 | 301068429

Research Update: Petroleos Mexicanos 'BBB+' Foreign, 'A' Local Currency, And 'mxAAA/mxA-1+' National Scale
Ratings Affirmed



refinery shutdowns through partnerships in operation of auxiliary
activities and revamps of refineries;

• Adjusted debt to EBITDA of 5.0x in 2017 and 4.9x in 2018; and
• Negative FOCF to debt for the following two years.

The ratings on P.M.I. Trading, PMI NASA, and MEX GAS SUPPLY mirror those on
PEMEX, given that we view them as its core subsidiaries and that they would
benefit indirectly from the Mexican government's potential extraordinary
support to PEMEX.

PMI subsidiaries conduct international commercial activities for PEMEX's crude
oil, refined and petrochemical products, with the exception of natural gas.
PMI subsidiaries' main objectives are to assist in maximizing PEMEX's
profitability and optimizing its operations through the use of international
trade. The company has implemented its own risk-management policies, but
conducts its operations according to PEMEX's risk-management practices.

MEX GAS SUPPLY is the trading arm for international natural gas purchases and
sales. Moreover, MEX GAS SUPPLY's risk management policies and practices
follow PEMEX's directives.

Liquidity

We assess PEMEX's liquidity as adequate because we expect its liquidity
sources to exceed its uses by 1.2x for the next 12 months. In addition, our
analysis incorporates qualitative factors, such as the company's strong
relationship with banks, high standing in capital markets, and generally
prudent risk management mitigated by its negative sources minus uses ratio.
We expect PEMEX to retain its easy access to the banks and debt capital
markets given its relationship with the government.

Principal liquidity sources:
• Cash and liquid investments of $6.1 billion as of June 2017;
• Undrawn committed bank lines of $8 billion; and
• Cash FFO of about $3.5 billion for the next 12 months.

Principal liquidity uses:
• Short-term debt maturities of $2.5 billion for 2017;
• Working capital outflow of around $3.6 billion for the next 12 months; and
• Capex of $7.4 billion for the next 12 months.

We believe Mexican government's ongoing support provides additional comfort to
our assessment of PEMEX's liquidity. The latter could also benefit from some
asset divestitures that we're not considering in our liquidity scenario.

Outlook

The stable outlook on PEMEX and on its subsidiaries reflects that on the
sovereign. We don't expect the company's relationship with the government to
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change significantly in the next 24 months, stemming from our assessment of an
almost certain likelihood of government support. Thus, the ratings on PEMEX
and on its subsidiaries would continue to be equalized with that on the
sovereign.

Downside scenario

A downgrade could occur if we change our assessment of government support to
PEMEX and/or in the event of a downgrade of Mexico. On the other hand, we
could lower company's SACP if PEMEX is unable to materialize its farm-out
program as expected and production and reserves continue to decline, the
company is unable to decrease its pension liabilities or divest its non-core
assets, and the WTI oil price weakens, resulting in lower-than-expected cash
flow, leading to adebt to EBITDA above 5.0x for a period longer than 24
months, or if we revise downward our liquidity assessment.

Upside scenario

An upgrade could be driven by an upgrade of Mexico While unlikely in the
medium term, a higher SACP is possible if the company improves its leverage
while posting adjusted debt to EBITDA consistently below 4.0x.

Ratings Score Snapshot

Corporate Credit Rating
Foreign Currency: BBB+/Stable/-- Local Currency: A/Stable/--

Business risk: Satisfactory
• Country risk: Moderately high
• Industry risk: Intermediate
• Competitive position: Satisfactory
Financial risk: Aggressive
• Cash flow/Leverage: Aggressive
Anchor: bb

Modifiers
• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Adequate (no impact)
• Management and governance: Satisfactory (no impact)
• Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: bb
• Related government rating: A
• Likelihood of government support: Almost certain
• Rating above the sovereign: (no impact)
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Related Criteria

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings
, April 7, 2017

• General Criteria: S&P Global Ratings' National And Regional Scale Mapping
Tables, June 1, 2016

• General Criteria: Rating Government-Related Entities: Methodology And
Assumptions, March 25, 2015

• Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014

• General Criteria: National And Regional Scale Credit Ratings, Sept. 22,
2014

• Criteria - Corporates - Industrials: Key Credit Factors For The Oil And
Gas Exploration And Production Industry, Dec. 12, 2013

• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• General Criteria: Country Risk Assessment Methodology And Assumptions,
Nov. 19, 2013

• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013

• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
• Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
Issue, April 15, 2008

Ratings List

Ratings Affirmed

Petroleos Mexicanos
Corporate Credit Rating
Foreign Currency BBB+/Stable/--
Local Currency A/Stable/--
CaVal (Mexico) National Scale mxAAA/Stable/

Senior Unsecured
Foreign Currency A
Local Currency BBB+
CaVal (Mexico) National Scale mxA-1+

MEX GAS SUPPLY S.L.
P.M.I. Trading Ltd.
PMI Norteamerica S.A. de C.V.
Corporate Credit Rating
Foreign Currency BBB+/Stable/--
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Local Currency A/Stable/--

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column.
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