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Petroleos Mexicanos
Mexico’s state oil company lowers negative financial balance,
reducing external financing needs

Petroleos Mexicanos (PEMEX, Baa3 stable) on September 12 announced a MXN30 billion
($1.5 billion) reduction in its negative financial balance for 2018, to minus MXN49 billion.
The announcement is credit positive for Mexico’s national oil company, implying that it will
need that much less external funding for 2019.

The reduction is mainly a consequence of additional cash generation from higher oil prices
in the first half of 2018. PEMEX also expects to increase margins in the sale of fuel and to
reduce administrative expenses, as well as further savings or income on several other fronts.

Lower funding needs will help reduce the net amount of debt that PEMEX will add to its
balance sheet in 2018, which will benefit its credit metrics, if not materially. With EBITDA
growing, we estimate that PEMEX will likely reduce leverage in 2018, bringing its debt/
EBITDA ratio close to 5.0x, down from 6.3x in 2017. PEMEX calculates its financial balance—a
metric that we do not use in our credit and ratings analysis—as its revenues minus operating
expenses minus capital investments.

In 2017 the Mexico's Congress and the company’s board approved a maximum negative
financial balance of negative MXN79 billion for 2018. If the company manages to lower
that number even further to negative MXN49 billion, it will represent a decrease of MXN30
billion from the government’s original budget (see Exhibit 1).

Exhibit 1

PEMEX’s target negative financial balance for 2018 would be lower than federal maximum
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PEMEX expects that in 2019 it will also benefit from extraordinary income and savings. Still, the government’s budget, which
incorporates PEMEX and needs congressional approval, has not been released yet, so its estimates may still change.

PEMEX will remain Mexico’s main energy company for the forseeable future, even after energy reform in 2013 opened the country’s
exploration and production (E&P) to foreign entities. PEMEX has fully integrated operations in oil and gas E&P, refining, distribution and
retail marketing, as well as petrochemicals. The company exports more than 60% of its crude exported to various countries, mainly
the US. PEMEX royalties, tax, duties and other payments supplied some 18% of the federal budget in 2017. PEMEX had $83.5 billion
in revenue for the 12 months through June 2018, and $107.4 billion in assets. In the first half of 2018, PEMEX produced an average of
1,881,000 barrels per day of oil, and had 7.7 billion barrels of oil equivalent in total proved reserves, equivalent to eight years of reserve
life.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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